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W3JIABAY: JIpyumro exonomucra “ExoHomuka” Huin
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1. Yacomnuc “ExoHoMuka” mokpeHyT je jyna 1954. rogune u o Ha3uBoM “ Humiku npuBpenHu
IJIaCHUK” M371a3Mo je 110 jyHa 1957. roxune, a xao “TlpuBpennu miacHUK” 1o kpaja 1969. ronuse.
Ha3us “Hayka m mpaxca” Hocmo je 3akibydHo ca OpojeM 1/1973. rox. kama nobwja Ha3uB
“ExoHOMHKA” KOjU M JJaHAC UMA.

2. Yaconuc cy nokpeHynu [pymrBo ekoHomucTa Humma u [lpymrBo HHXUEBEpa U TEXHUYApa
Huma (ocTasno kao u3aasad 1o kpaja 1964. ronuue). Yapyxeme KibUrooha nocraje u3aaBad rmoyes
o 6poja 6-7/1958. ronune. ExonomMcku dakynrer y Huiity Ha 0CHOBY cBoje oiyke O6poja 04-2021
ox 26.12.1991. roguue mocrao je cym3maBad “‘Exonomuxe”. Takohe n Exonomcku dakynrer y
[pullltran nocTao je cymsnasad ox 1992. ronune. [loues ox 1992. rogune cymsnasad “Exonomuke”
je u [pymrBo 3a mapketuHr peruona Hum. Kao cymsnasau “Exonomuxke” ¢urypupanu cy y TOKy
1990-1996. ronune u @onx 3a HayyHu paj omnmruHe Hum, 3aBox 3a MpOCTOPHO U ypOAHUCTUYKO
manupame Hum n Koprioparnuja Bunep bpoxep Hu.

3. PenyOimukn cexperapuar 3a nHdopmanuje CP Cpouje cBojum Pememem Op. 651-126/73-
02 ox 27. noBemOpa 1974. romune ycBojuo je 3axteB “ExoHoMuke” 3a ynuc y Permcrap HoBHHA.
CkynmrrHa JpymTBa ekoHoMucTa Huma Ha cemamnnm on 24. anpuina 1990. roguHe cratyTapHOM
O/UTyKOM TOTBpAmiIa je na “ExoHomuka” mma craryc mpaBHOTr juna. Ha cemnmmm CkymmTrHe
JpywtBa exonomucta Humr ox 11. HoBemOpa 1999. romune nonera je omiyka aa “ExoHomuka”
OTBOPU MocebaH KUPO-PadyH.

4. Ilpema Munusemwy PermyOmmukor cexperapuara 3a kyiarypy CP Cp6uje 6p. 413-516/73-02
ox 10. jyma 1973. romure n MuHHCcTapcTBa 3a HayKy W TexHouornjy Pemybmuke Cpouje Op. 541-
03-363/94-02 ox 30. jyna 1994. romunae “ExoHOMEKA” MMa CTaTyc HayYHOT W PaHT HAI[OHAITHOT
yaconuca “Exonomuka” je mohes ox 1995. nobuna craryc melhyHapogHOT €KOHOMCKOT YacOTHCA.

5. YPEAHUIIU: np Josau I[TerpoBuh (1954-1958), Muoapar ®ununosuh (1958-1962), bnaroje
Maruh (1962-1964), np Aparosbyo Crojusskosuh (1964-1967), np Muoapar Hukonuh (1967-1973),
1p Hparoseyo Cnmonosuh (1973-1984), np Muonpar Josanosuh (1984-3-4/1988) u np [Iparospy6
Cumonosuh (1990-10 nanac).
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MEX/TYHAPOIHUU )XYPHAJI
10 SKOHOMMWYECKOU TEOPUU U [IPAKTUKEU OBLLIECTBEHHBIM BOITPOCAM

[=X=] EKOHOMMWKA

KypHan uzgaercs 4eThIpe pas B FOy. Ton LX, IX-XII1 2014, Ne 4

W3ATEJL: O01iecTBO S3KOHOMHCTOB ,,JKOHOMHKKA Huria.
CYUSBJATEJIN: Oxonomrrdeckuii axynsrere B IIpumrime, ®axynsrer B ycmyxHu OmsHuc - Cpemcka Kamennra,
VIHCTHTYT 9KOHOMUKH CEJTLCKOT0 X03siiicTBa B benrpan, dakyirer 3a ocioBHe cTyauje i npaso - beorpaz, Gakynsrer
TOPIOBIU 1 OAaHKOBCKOTO Jiena, Anb(ha YHuBepcuter benrpana
[JTABHBI M OTBETCTBEHHbIIN PEJAKTOP
Ipod. n.1. Aparonod CumoHOBHY

3AMECTUTEJIb IIOMOIIHHUK ITTABHOI'O U OTBETCTBEHHOI'O
PEOJAKTORA
J1.H. 3opan CUMOHOBHY
DKoHOMUKU cenbeKoeo xo3aticmea - Benepao

VCITIOJIHUTEJIBHBIE PEJAKTOPLI

IIpod. x.1. boitan Kpetna IIpod. x.1. dparo L{BuitanoBuya
Dkonomuueckuti hakyromem . Huw Hncmumym Dkonomuku cenbckozo xossiicmea - berepad
IIpo¢. x.1. CraBomup Munerna IIpod. n.1. XKusora PanocasiseBuy
Dkonomuueckuti hakynomem 2. Ipuwmuna DakynTeT 3a MOCTOBHE CTyauje 1 mpaso - Hosu Cax
IIpo¢.n.1. bnaroiie [TaynoBry JI.H. Anexcanup Jxypuu
Dkonomuueckuti haxyromem, benepao
PEJAKTOPHI ITEPCOHAJI
IIpo¢.n.n.CHexana JKrexmda Ipod. x.1. Aparan Momuposud
Dkonomuueckuti haxynomem e. Huwut Daxynvmem npoMbIULLIEHHO2O MEHEONCMEHMA, 2.
TIpod.a.H. dymma Kapuy Mnaoenosay
Anvpa Ynusepcumem, Benepao
PEJAKIUMOHHA A KOJIUIET' YA
Axanemuk 3opan Jlakuy, [Toxropuna(Yepuoropus) Axanemuk Craucias CepritoBny Suenko, Kues (Ykpauna)
Axanemuk Jlio6uma ITarma, Yauak (CepOust) JLH. AHgpeii ApsimoB, Mocksa (Poccust)
J.H. Paiimynn Mupnana, Konmue (CnoBakws) 1.H. JIuBny dymurpacity, [Tnoertn (Pomanmus)
1. ['per Punrep, Jyuun (CLLIA) 11.H. Cpeuxo Munauny, Kocoseka Murposuua (CepOust)
1.H. Mapus ITaBnosa, Benuko TeiproBo (bonrapust) 1.H. Anekcannap Anapesud, C. Kamennna (CepOust)
J.H. Moan {aBunosunn, Byxapect (Pymbiaus) 1.H. Munan Am6pork, HoBo Mecto (CioBenws)
1.H. FOypwuii Kusizes, Mocksa (Poccust) 1.1 Vonen Cy6uu, Benrpan(CepGus)
1.H. Mupko Casuu, Cy6oruna (CepOust) 1.H. Mapko Konakosuu, 3arpe6, (Xopsatus)
1.H. Auapec Kapuon Iaprma, Banencus, (Mcnanmus) J.H. Jleitan Jakmmy, Cy6oruua (CepOus)
1.H. Penara Kpaxoscka, Bapmaga (ITonbia) 1.H. Jluno Maprenaro, Benenus (Mramms)
1.1 Jlioburka Hoxucivosma, Bearpan (Cepomus) 1.H. Ajure Yvut Foknenn3s, CranOyn (Typius)
J.H. Anexannpy Henenea, Cyuesa (Pymbianst) 1.H. MBan Yapora, Munck (benapycs)
n.H. Habuepa Y.H., Maxaukana (Poccust) 1.H. Mununa Byituuy, Hosu ITasap (CepOust)
1.1 Cnobonan LiBeranosuy, Humr (CepOust) 1.H. Yn Ben Cy, Kunrnao, (Kurait)
J.H. 36uraues ITamek, Kpakos (ITosbira) J.H. Yop ®ou Tanr, [Tenanr (Manaiizus)
11.H. bopusoiie ITpokonosny, Huiu (CepOust) n.H. parytun llumnka, bawa Jlyka (P. Cep6ckait)
1.1 Tapeym ['pabuncku, Kpakos (ITonbima) 1.H. Jacmuna Crapiy, HoBo Mecto (Crosenwst)
J.H. Jauko Paxynosud, [Toxropuiia (Yepuaropust) JI.H. Mapus Crankoa, biaroesrpa, (bosrapust)
1.H. [Taono Llecap Yarac Poxpurec (bpazums) 1.H. Auapuena Burnu-1lerkosuy, Kotop (Uepnaropust)
n.1. Kpuc Iaren, Cunnej (ABcTpams) 1.H. Bishwajit Bhattacharjee, Kapumramw (Mnnus)
COBET U3JATEJIEN
n.1.Tamapa Munenkosuy Kepxosuy, Hum (CepOust) n.H. [Terap Becennnosnu. Kparyjesan (Cep6ust)
J.H. yman 3apaskoBud, Hum(CepOust) 1.H. VBan [Dxypuu, Xane, (Tepmanmus)
K.H. Bpanucas Mosamuma Hum(Cep6s) k.H. Haranmua Inaronesa, benropox (Poccust)
1.H. Jlo6umra Murposuh,Humr (Cep6ust) 11.H.CnasunraTpajkosuy,KocoBcka Mutposura (Cep6ust)
1.H. XKusopan I'maropujesid, Hunr (Cepowust) 1.H. Bpanko Muxannosud, benrpa (Cep6us)
1.0 Coduja JIuxosa, Kujes (Ykpanna) 1.H. Bparucanas ITpokonosuy, Jleckosar (CepOust)
11.H. beunp Kanay,Hosu [1azap (CepOust) 1.H Mupnjana Kuexesnu, Kparyjea (Cepous)
1.H. Pajko Byksunu, Benrpan (Cepous) 1.H. Anekcannap Koctnu, KocoBcka Mutposwia (Cepoust)
JL.H. Auzapeii Banckuii, Kujes (Ykpanna) 1.1 lepud [ladosuy, Kocoscka Mutposuua (Cepoust)

1.H. Anekcannap ['py6op, Cy6orura (Cep6ust) n.H. Jlannjena JlecnioroBuy, Kparyjesan (Cep6ust)



1. XKypHan ,,OxoHoMuKa” Hayan w3naearbesi ¢ wronsd 1954 roma u mon HazBaHuweM ,,Hurickuit
XO3SICTBEHHBIN BECTHUK ’ BBIXOIWUII 10 MEoHs 1957 rozia, a Kak ,, X03sCTBEHHbINA BECTHHUK - 10 KOHIIA 1969
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Abstract

A number of events of terrorist nature and disasters in the early 21* century resulted
in enhancing the role of security in many areas of social and business life, including
also those concerning the functioning of businesses. The execution of corporate social
responsibility (CSR) premises in the context of ensuring ecological security is reflected
in many management approaches and concepts. The objective of this paper is the
presentation of relationships of ecological security with various management concepts
which take CSR premises into consideration. As a research method, the critical analysis
of the existing theoretical concepts related to ecological security issues and the CSR
concept has been assumed. Then, the connections of these concepts in the executed
business models taking into account the process approach and creating the value of the
business based on ecological criteria was analysed.

Key words: corporate social responsibility, ecological security, sustainability.
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EKOJIOIIKA BE3BEJHOCT INIOCJIOBAIBA
N N3BPHIEILE ITPETIIOCTABKH KOPIIOPATUBHE
JAPYHITBEHE OAI'OBOPHOCTH

Arncrapkr

Bpojuu norahaju TepopucTrukor kapakrepa u karactpode Ha moyerky 21. Beka
pe3ynTHpaiy cy y nosehamy yrmore 6e30eJHOCTH y MHOTUM 001acTHMa JIpyIITBe-
HOT W IIPUBPEAHOT XXHMBOTA, YKJbYyUyjyhu m oHE Koje ce Thiy (DYyHKIHMOHHCAmbha
npeayseha. M3Bpiieme KOpHopaTuBHE JPYIITBEHE OATOBOPHOCTH y KOHTEKCTY
00e30ehiBara eKoJI0IIKe CUTYPHOCTH OIVIE/a C€ Y MHOTUM NPUCTYTIA U KOHIIEITH-
Ma MeHayMeHTa. [{nsb oBor pana je carienaBame OHOCA EKOJIOIKe Oe30eJHOCTH
U pa3IMuMTHX KOHIIETIaTa MEHAlIMEHTa KOjU Y3uMajy y OO3Up KOpHOpaTHBHY
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JIpYIITBEHY onroBopHOCT. Kao MeTox ncTpaknpama KopuiheHa je KpuTHIKa aHa-
JIM3a TIOCTOjehnX TEeOPHjCKUX KOHIIENaTa BE3aHNX 3a SKOJIOMKY 0e30€THOCT 1 KOH-
LENT KOPIIOPATHBHE APYIITBEHE OATOBOPHOCTH. 3aTHM Cy aHAIM3HPaHE BE3€ OBUX
KOHIIeTIaTa y M3BPIICHUM TTOCIOBHUM MOJICIINMA, Y3 Y3UMabhe Y 003Up MpOLECHOT
MIPHUCTYTIA U CTBapama BPeIHOCTH npeay3eha Ha OCHOBY €KOJIOIIKUX KPUTEPHjyMa.

Kwyune peuu: xopriopaTtiBHa IpyIITBEHA OATOBOPHOCT, EKOJIOIIKA O€30€HOCT,
OZP’KHUBOCT.

Introduction

Variability of the surroundings, multitude and complexity of situations make companies
face huge challenges in the scope of management, forcing the adoption of new strategies of
functioning, as well as perceiving the possibility of the existing threats which are integral to the
changes. A number of events of terrorist nature and disasters in the early 21* century resulted
in enhancing the role of security in many areas of social and business life, including also
those concerning the functioning of businesses. Preparation of a company for various events
is related to Business Continuity Management, which covers various areas of security of the
organisation, including ecological security. These areas concern various subjects: stockholders,
employees, clients, the natural environment and other, called the beneficiaries of the company.
Each of the entities is interested and expects security to be provided. Taking their expectations
into account is related to the execution of the corporate social responsibility concept (CSR).
The execution of CSR premises in the context of ensuring ecological security is reflected in
many management approaches and concepts. The objective of this paper is the presentation
of relationships of ecological security with various management concepts which take CSR
premises into consideration.

1. Theoretical Background

Company and Security

Security is referred to in modern dictionaries as a state of certainty (safety),
peace, lack of threat to the feeling of being protected, indicating at the same time that it
means lack of threat and protection against dangers. The most general meaning includes
meeting such needs as: existence, survival, independence, peace and certainty of growth.
L.F. Korzeniowski defines security as the capacity for creative activity of the entity and
means holistic and dynamic objective situation which consists in the lack of hazard felt
subjectively by individuals or social groups. He divides security in terms of the entity
into (Korzeniowski, 2012; Sulowski, Brzezinski, 2009):

*  Security of the individual or of the group (a single person, a small group, the

society, mankind),

*  Security of objects (buildings, machines, products, etc.),

*  Security of finances (the cash desk, money, securities, etc.),

*  Security of information (data, correspondence, etc.).

2 EKOHOMUKA EX2]
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Analysing the types of security in the subjective view in the non-military scope,
such types of security are named as ecological, power, social, economic, and political;
the term of cultural and information security appears, and technical security is also being
considered.

The literature presents also other classifications of security (Chodynski, 2013b).
Ecological security is increasingly being considered at the business level as a component
of its safety (Sulowski, Brzezinski, 2009). Ecological security is most often associated
with mitigation and elimination of ecological hazards for the natural environment
(Chodynski, Jabtonski, Jabtonski, 2008b).

The term of threat to an entity is closely related to the term of security, referring
to the awareness of the given subject (e.g. an individual, a social group). Perception of
threats by this subject is the reflection of the real or prospective hazard in their awareness.
It thus means that the feeling of security may be at variance with the actual situation.
Therefore, the reality should be taken into consideration in the assessment of security, in
which threats arise for participants in social life and their knowledge and awareness in
which threats are perceived and the feeling of security is shaped.

Security of subjective nature is the most important need of man and of social
groups and of the state. This is why every individual, social group or state is trying to
have some impact on its surroundings and the inner realm so as to remove threats or at
least push them away, thus eliminating fears or uncertainty. The activities of these entities
aimed at liquidation of threats may be directed against both internal and external factors.
Thus, we have here two aspects of security: internal and external. Internal security means
stability and harmony within the given entity (a set of circumstances, a facility, a system),
whereas external security means lack of threats from other entities and forces of nature
(Korzeniowski, 2012).

A company functioning in the milieu is often focused on executing economic
objectives, thus being dependent on the surroundings and on meeting their expectations.
Taking into consideration social objectives, including ecological ones, may be a way
used to improve economic results and is conducive for long-term growth. Each and
every company has its own circle of beneficiaries, which has to be determined during
the management of relations of the company with them, which includes: identification of
the beneficiaries, diagnosis and classification (their potential for threat and cooperation),
formulation of the strategy of management of relations with the key clients and effective
implementation of these strategies. Various approaches may be followed in the relations
with clients (Chodynski, 2011b):

*  Proactivity: prediction of expectations and exceeding them,

*  Adjustment: meeting expectations without exceeding them,

*  Defence: meeting the minimum requirements imposed by the law,

+ Ignoring — objection — lack of reaction to the expectations.

Considering the above areas and types of security in reference to a company,
one has to notice that each group of beneficiaries has interests in a specific type (area)
of the company’s security. They expect security in at least one area, although some
beneficiaries show interest in two or more of them, e.g. clients expect safe products,
protection of personal details (information), ecological products, while the interest of the
owners (stockholders, shareholders) includes ensuring security in all the possible areas,
because any limitation to it or its lack may have direct financial consequences and effect
on perception and reception by beneficiaries, which translates into the reputation of the
company (e.g. data loss, including credit card numbers and passwords of 100 million
clients of Sony Play Station Network and Sony Online Entertainment) (Grynkiewicz,
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2014). The natural environment is a particular beneficiary, being a silent one (or even
the main one: the primary stakeholder) on behalf of which other stakeholders appear
and make decisions (local communities, local government institutions, international
institutions, media, commercial organisations), as they expect ecological security. A.
Chodynski emphasises the fact that individual stakeholders share their roles, to which
ecology contributes as a factor binding stakeholders together. For example, employees
may also appear in the role of clients or members of a local community. It means that
when they take different roles, they present different pro-ecological expectations,
including those related to security (Chodynski, 2011a).

Ecological Security

The ecological security term may be defined in many ways. Z. Hull defines
ecological security as “the condition of the natural environment when there are no threats
which violate the balance of ecosystems and biosphere” (Hull, 2008, p. 28). Security
understood in this way includes both positive and negative aspects. In the positive aspect,
it identifies with the concept which consists in preventing occurrence of such threats.
Instead of elimination of threats, it is suggested to develop social and economic relations
in the way which does not lead to any ecological crisis. In the negative aspect, it is
limited to elimination of threats to the natural environment (Ciszek, 2010). J. Haber
defines ecological security as the “permanent and continuous process aimed at achieving
the required ecological condition protecting peaceful and healthy existence of all the
elements of the eco-system with various measures compliant with the rules of internal
social coexistence of the state and of international communities”. This approach has
the advantage that its essence is narrowed down to a concisely understood constructive
protection of the environment (its ecosystems) and measures leading to avoidance of any
threats, at the same time stating that this process should be executed with the participation
of many constituent elements (Haber, 1981).

The literature refers to ecological security not only at the level of the region, of the
country or in the international scale, but also in terms of various types of civilisation and
natural disasters, viewed as the ecological security of the business (Chodynski, 2007a).

Ecological security may be related to the modern paradigm both in the security
knowledge and in the management knowledge. The analysis of the achievements of the
knowledge of security and management indicates similarities in the scope of paradigms
(Chodynski, 2013Db).

Ecological security is affected by inter-organisational trust and competencies
owned. Ecological security is developed based on trust. The need for trust appears in
situations of uncertainty and probability of occurrence of unwanted consequences of
the action undertaken. It may be used in managing ecological security in the context of
creating security systems which take into account the ecological sub-system functioning in
reference to the political, economic, social or military subsystems. A trust may also be used
for binding the security system with the natural environment system. Trust is characterised
by, among others, the term of competency. In the inter-organisational systems, ecological
security is dependent on ecological competencies owned by their participants, which
include skills related to enhancing ecological security (Chodynski, 2007a). Ecological
competencies manifest, among others, in ecological quality and innovativeness related to
products and processes (Chodynski, 2007b). Ecological competencies considered jointly
with economic and social competencies shall be read as sustainability competencies
(Chodynski 2013a) Ecological competencies are used in a broader way in the situation
of any non-economic crisis. The literature also refers to the view that social competencies
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include also competencies related to respecting the natural environment (ecological
competencies) (Oleksyn, 2010).

Ecological security of a business entity may be related to the network approach,
including in particular the creating of clusters (Chodynski, 2012) Increasing ecological
security may be executed by business entities within the network connections created
between them. In case of clusters, the role of complementary competencies of a group of
companies, their suppliers, clients and centres of knowledge participating in one chain of
value creation (production process) has to be emphasised. The purpose of their activity
is to improve quality of processes and the final goods. They may create with each other
network connections which allow diffusion of innovations and common developing of
new technologies (den Hertog et al. 2001). Learning in the cluster in reference to crisis
situations and sharing by using resources is a major premise used in the creation of this
type of connections.

According to Porter, the value of the group (cluster) as an entirety which constitutes
the system of mutually connected companies and institution is larger than the sum of the
values of the individual parts (Porter 2001). J. Stachowicz emphasises that cooperation
within a cluster leads to development and maintenance of additional, more-than-average
competitiveness against individual entities competing in the market. The emphasis is that
the cluster gains stronger competitive edge than the individual companies separately due
to the social capital developed in the cluster (Stachowicz 2006). Ecological awareness of
the participants also plays an important role. Creating network arrangements may also

have effects on the shape of business models (Chodynski, 2007a).

Ecological security and CSR

Ecological security merges very well with the idea of sustainable development,
deeply rooted in the considerations related to the ecological consequences of business
operations. It assumes ensuring for everyone, today and in the future, meeting of their
own needs under the conditions of the proper management which takes into account
properly and consciously developed relations between the economic growth, caring for
the environment (not only natural) and quality of life (Rogall, 2010). The departure point
for discussion about sustainable development was an observation of 1970s about 1980s
that the mankind poses a threat for the grounds of one’s own life by excess exploitation of
natural resources. In this case, companies are assigned a major role of negative meaning
(Laszlo, 2008).

Sustainable development is reflected in many domestic and international legal acts,
as well as in such documents as policies and programmes. It is a constitutional standard
of the Republic of Poland (Art. 5 of the Constitution of the Republic of Poland), and the
definition of sustainable development is also included in the Environment Protection Law.

At the company level, execution of premises of sustainable development is related
to the CSR concept (social responsibility of companies). Social commitment allows
striving to achieve the maintenance of balance among the economic, ecological and social
aspects in the company operations, thus it may contribute to achieving objectives which
are embedded in sustained development. It may specifically apply to the protection of
the natural resources, and maintenance of stability of ecosystems, resulting in improving
health condition, security and welfare (Bogdanienko, 2011).

The CSR term has been changing over time. A broad overview of the definitions
of CSR was prepared by I. Freeman and A. Hasnaoui (Freeman, Hasnaoui, 2011).
Proactivity of CSR is highly emphasised, as CSR exceeds the regulations in force with
its innovations, eco-efficiency, prevention of environment pollution, leadership related
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to the (natural) environment, including through analysis of the (ecological) life cycle of
the product (Torugsa et. al., 2012). CSR is discussed as a possible innovation driver and
a factor used to maintain growth of the cluster (von WeltzienHoivik, 2011).

The social responsibility of a company is a process of identifying and activating
changing expectations of the beneficiaries in the management strategy, as well as monitoring
the effect of this strategy on competitiveness and the value of the company in the market.
Management compliant with the CSR idea is of a strategic nature and is based on continuous
and active dialogue with beneficiaries, maintaining the principles of transparency and
observation of the law in force. Corporate social responsibility means searching for balance
between the interests and needs of the key stakeholders, and not only pursuing maximisation
of profit. CSR is also about achieving profit, but in a way which is honest, ethical and socially
acceptable, as the term of profit has a broader, social dimension. Attention has to be paid here
to the fact that even though voluntarily nature of the corporate social responsibility concept is
emphasised, making a decision to implement it results in the necessity of managing consistent
and systematic actions. CSR becomes an obligation, because its neglecting is negatively
assessed by the stakeholders. Corporate social responsibility is not a charity activity of
companies or a new marketing or PR instrument, used solely for creating the image. It will
bring about measurable benefits for the society and the company only when it is integrated in
the strategy of the company and its management system (Nakonieczna2008).

2. Research Methodology and Hypothesis

As aresearch method, the critical analysis of the existing theoretical concepts related
to ecological security issues and the CSR concept has been assumed. Then, the connections
of these concepts in the executed business models taking into account the process approach
and creating the value of the business based on ecological criteria was analysed. The
relationships of CSR and of the sustainability concept were analysed. The departure point
is the fact that the literature indicates corporate sustainability and CSR being very similar
concepts (Minyi2011). The analysis was also related to the role of ecological security in the
situation of a non-economic crisis in a company. Case studies are also presented.

The assumed hypothesis is:

H: Ecological security of a business may be supported by activities related to the
execution of CSR.

3. Discussion of Research Results

Ecological security may be related to creating and executing pro-ecological
business models. Pro-ecological models of business may be based on assumptions of
environmental corporate social responsibility (ECSR, Chodynski, Jabtonski, Jabtonski,
2008a) A. Chodynski gives a proposal of models (Chodynski, 2011a):

The pro- efﬁ01ency model of environmental corporate social responsibility:
this model is based on sustainable development assumptions, takes into
account the role of corporate social responsibility, integration of effectiveness
of ecological, social and economic actions is used to achieve effectiveness of
the whole business and building its value;

*  The entrepreneurship model of environmental corporate social responsibility:

this model in specific situations may aim at creating value by pro-ecological
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integration of areas of activities, is a development of the pro-efficiency
model, with the emphasised role of the innovative approach.

The pronouncing significance of ecological aspects in the above models is related
to the conviction of the necessity of maintaining the natural environment for the future
generations. This approach means for companies the necessity of taking these issues
into consideration in their strategic activities, which may in consequence result in basic
changes in the executed models of business. With the inter-generational responsibility
and increased negative impact of unwanted climatic phenomena taken into account, the
future models of business should be reflected in the pro-ecological integration of the
company functioning.

Ecological security in a company may be based on the process approach
(Chodynski, Jabtonski, Jabtonski, 2008b).

Due to the major significance of security for a business, it should be viewed from
the point of view of the strategy adopted for execution and should be included in the
management system which allows deviation from the concept of protecting business
in favour of constructing a secure business. A. Chodynski et al. propose development
of a separate ecological security strategy for the ecological security of the business
(Chodynski, Jablonski, Jabtonski, 2008b). The security management system should
be built on this strategy. This strategy is mostly aimed at ensuring ecological security.
It is strongly related to corporate social responsibility focused on creating value of a
company based on ecological criteria (ECSR). It may also take into consideration a chain
of ecological values in the context of the classic chain of values. Methods for reducing
or even eliminating excess noxiousness of the process for the natural environment may
be found within the ecological features of business processes. The proposal of the above
strategy should include (Chodynski, Jabtonski, Jabtonski, 2008b)

Taking the system approach into consideration, i.e. the quality of corporate
infrastructure, the level of defectiveness of the infrastructure, the degree
of ecological interaction of processes, the ecological competencies of
employees, and disturbances.

2. Building trees of objectives of ecological security of the business pursuant to

the conducted assessment of technical risk, including ecological risk.

3. Creating the map of ecological values.

4. Cascading the strategy of ecological security into the lower levels of

management. SBSC (Sustainability Balanced Scorecard) may be used for this
purpose, which is an expansion of the classic BSC (Kaplan, Norton, 1996)
with strategic ecological factors and social factors to allow creation of an
effective business model for ecological security of a company.

5. Developing the optimal model of corporate ecological security management.

6. Developing amap of ecological risk management processes compliant with the

chain of ecological values which takes ecological security into consideration.
Isolating the main, critical, auxiliary and coordinating processes is proposed
along with it.

The properly implemented and improved strategy of ecological security may be
an effective and efficient tool to allow gaining control over ecological risk and limit
disturbances which affect the company. It may also be used to eliminate the competence
gap in the area of gaining control over the ecological risk as well as increasing trust in a
business on the part of all the stakeholders.

Ecological security of a business is part of non-economic crisis considerations.
Crisis in reference to a business is usually analysed in the economic context (economic
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crisis). More and more, the issue of non-economic crisis events are emphasised, being
related to various types of disasters, the effect of elements (floods, earthquakes, volcanic
eruptions, etc.), consequences of industrial disasters, wars or terrorist activities. They
are sudden and unforeseeable. Special significance is increasingly assigned to a non-
economic crisis in reference to the sectors of the so-called critical infrastructure, which
provide and integrate services on the continuous basis on which particular countries are
based. G. Ridley connects critical infrastructure with supplying electricity, water, food,
as well as with transport, telecommunications, health, banking and finances (Ridley,
2011). The critical infrastructure in the European Union includes facilities related to the
power industry (electricity, oil and gas) and transport [ Directive of the Council 2008/114/
EC of 8 December 2008 on the identification and designation of European critical
infrastructures and the assessment of the need to improve their protection, Official
Journal of the European Union, 23.12.2008, L 345/75].

The National Critical Infrastructure Protection Programme developed in Poland
(2013) includes, among others, elements of the critical infrastructure which we consider
herein as important from the point of view of ecological security. These are: supplying
water, energy, raw materials and fuel, but also transport, rescue services and the system
(the sub-system), which includes production, storage, temporary storing, as well as using
chemical and radioactive substances along with pipelines for hazardous substances.

Using concepts related to functioning of organisations in threat situations
becomes necessary. The sustainability concept may be used in this case. Pro-social and
pro-ecological behaviour within sustainability have an effect on ensuring security and
mitigation of threats (Chodynski, 2013a).

Determination of methodology for measuring results of activities, including in the
scope of ecological security of the organisation, is an important element of the structure
of the management system. The so-called balanced systems for measuring results of
activities, which take into account financial and non-financial measures, include:

*  The activity assessment criteria model (Sink and Tuttle)

*  The matrix of measuring results of activities (Keegan, Eiler and Jones),

*  The SMART pyramid,

*  The model of results and their determinants (Fitzgerald, Jonston, Brignall,

Silvester, Voss),
*  The Balanced Scorecard (Norton and Kaplan).

While taking measurements, irrespective of the used methodology, the company
may apply quantity and quality measures. The proper selection of measuring points and
the correct designing of measures is of unique importance in the measurement. Measures
based on the systems and methodologies existing in the organisation should also be used,
with the intent on their integration (Haffer, 2011). The quantitative and qualitative effect
of a company on the natural environment may be expressed with indicators of costs of
protection of the environment, the amount of penalties related to its pollution, as well
as indicators of the so-called ecological noxiousness, including: material consumption,
power consumption, water consumption, wastewater consumption, waste consumption,
dust generation and gas generation (Borys, 1999). In the context of ecological security,
attention should be paid to the sector nature of the effect of business activities on the
natural environment and the related accounting of sector indicators in the measurement
(Huszlak, 2012). The results of non-financial activities may be reflected in social report,
which is related to the execution of corporate social responsibility. The reports present
information about non-financial activities and economic, social and environmental
results of a company for the given period of time, which is usually the financial year. The
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CSR report is not only a supplement to the obligatory elements of the business report (the
annual report), but also of broadly understood relations with clients. In order to ensure
proper and transparent reporting, efforts are undertaken in the scope of standardisation
and independent assessment of activities in this respect. The most common standard is
the GRI (Global Reporting Initiative). On the global level, initiatives are undertaken by
a number of international organisations, such as UN Global Compact, OECD, UNPRI,
GRI, ISO, AccountAblility, and the WBSCD. Standardisation activities of the obligatory
nature are also undertaken by more and more countries at the national level (Huszlak,
2011).

Ecological security is discussed in various types of documents, e.g. in codes of
ethics. Two of their characteristics are of crucial significance: the normative nature (they
are a set of behaviour standards and principles which the company declares to observe)
and their application (addressed to company employees, to other stakeholders, e.g. the
community, suppliers). The codes specify the scope of responsibility of the management
and of the supervisory board resulting from the obligations towards the society adopted
by the company. The code specifies the principles about what is acceptable and what is
not within the categories of honest activity. The essence of the codes is the prevention
approach. The issues most often discussed in them are those of safety of products,
services, protection of the environment, security in the workplace, informing about
defaults in observation of standards, quality, storing and making available information
and other.

Ecological security may refer to creating new, good practices (Chodynski,
Huszlak, 2013). According to the International Network for Quality Assurance, good
practice means a transparent and consistent action which has been verified as one that
brings about significant added value for the activities of and organisation and/or their
beneficiaries. Good practices are activities, and not the very principles of proceedings,
rules, ideas or concepts for the execution of the task. A good practice most often means
a comprehensively completed project, programme, initiative, but also procedures,
processes or methodologies. The following are examples of projects which may be
regarded as including good practices.

The Farming Biogas Plant in Meino.

Alter Power built a farming biogas plant with the power output of 1.36 MW and
the thermal power of 1.54 MW, fed with biogas produced from phytogenic substrates,
the objective of which is the generation of electricity and heat from farming biogas.
It is one of the first investments of this type in Poland. This investment has allowed
achieving high effectiveness of production of energy: 10,522,000 kWh of electricity
and 11,943,000 kWh of thermal energy in the same production process. The solution
has been employed which consists in using alternative (renewable) sources of energy,
with the target production of energy done with 5.5 m m3 of biogas per year. With high-
efficiency cogeneration and use of renewable sources of energy, the ecological effect
may be achieved in the form of eliminating the emission of harmful substances into the
air, which would have been emitted if the same amount of energy was produced with
traditional methods (in power plants and heat generation plants). The panned ecological
effect, i.e. the planned reduction in CO2 emission shall be ca. 15,000 t/y. The investment
has also other positive social effects. It is executed in rural areas, after the former
Metno sugar factory, the main employer around and the payer of local taxes. With this
investment, new workplaces have been created, with the target of 200.
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Segregation of Waste and Composting Facility in the Vineyard.

The second project, which is a good practice, was executed by WinniceJaworek Sp.
z 0.0. It consisted in the implementation of waste segregation and composting a separate
organic fraction in the vineyard. WinniceJaworek were owned by the companies which did
not have any organic waste management programme and stored it on the ground as waste,
which was becoming increasingly problematic for neighbours. A waste composting plate
was built to prevent depositing organic waste in the premises of the company. Composting
is definitely the simplest and best method of organic recycling, that is recovery of very
valuable fertiliser material from useless plant waste. Additionally, in order to limit the
volume of mixed waste, segregation has been applied with into glass, plastics, metal and
waste paper. The activities undertaken help limit the volume of waste in the dump yard by
as much as 97%. Moreover, useless waste has become the source of own, low-cost and one
of the most valuable fertilisers for vegetation - compost. Segregation of garbage content
allowed complete elimination of waste hazardous for the environment.

The practices undertaken by the above companies allow pursuing of not only
economic objectives, but also social and ecological, and may constitute the source of
searching for “good practices” for other organisations.

The necessity of developing good practices in undeveloped countries is also
important. The examples related to ecological aspects are given by, among others, Ch.
Seelos and J. Mair (Seelos, Mair, 2007). Non-governmental organisations have a very
special role in developing good practices in these countries (Brugmann, Prahalad, 2007).

Conclusion

Execution of the CSR concept may be combined with activities covered by
sustainability efforts. Ecological security is also included in the sustainability concept
and may be executed with the use of the CSR concept, with emphasis on the role of the
beneficiaries. The sustainability concept is presented in the literature in the basic version
as the basis for creating a stable business, based on the triple bottom line concept which
calls for pursuing economic, social and ecological objectives in the company.

Execution of the sustainability concept requires the development of competencies
which distinguish the company, and which include and integrate economic, social and
ecological competencies. They should increasingly include the possibilities related
to developing network connections using knowledge management. Sustainability
competencies should be created independently of occurrence of crisis situations.
Due to the substance scope, they may be related to the CSR concept. Execution of
the sustainability concept should encourage business entities to create connections
and undertake actions with various entities in the social and public sector for the best
preparation to crisis situations of non-economic nature. Various types of threats should
be considered, both natural (consequences of natural disasters) as well as civilizational
(consequences of human activities) (Chodynski, 2012).

The Sustainability Model which takes into account security may be the basis for
sustainable, responsible development of a company and building of its competitiveness,
as well as reducing business risk. Its execution may prevent possible crisis events in the
company, not only economic, but also of non-economic nature.

Ecological competencies, the networking approach, and inter-organisational trust all
affect ecological security of a company. The strategic approach plays an important role in the
process of ensuring this security, taking into consideration development of business models
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with ecological criteria and development and implementation of the ecological security
strategy. With its ecological aspect, ecological security has a natural reference to the CSR
and Sustainability concept. Execution of these concepts may be used for mitigation and
elimination of threats resulting in crisis events of economic, but also non-economic nature. A
tool such as codes of ethics may prove to be extremely helpful, as they determine directions
for actions and are preventive measures, and social reports which affect development of
trust by way of communication of non-financial actions to all the beneficiaries. They are the
manifestations of the attempted implementation of practical activities within CSR.
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LIFECYCLE ANALYSIS AS THE CORPORATE
ENVIRONMENTAL RESPONSIBILITY
ASSESSMENT TECHNIQUE

Abstract

Lifecycle analysis is one of the techniques for assessing the impact of enterprise on the
environment, by monitoring environmental effects of the product along its lifecycle. Since
the cycle can be seen in stages (extraction of raw materials, raw materials processing,

final product production, product use and end of use of the product), the analysis can
be applied to all or only some parts of the aforementioned cycle, hence the different
variants of this technique. The analysis itself is defined in phases according to the of ISO
14040 standard series, and involves defining the objectives and scope of analysis, life
cycle inventory data analysis, life cycle impact assessment and lifecycle interpretation.
Although its use is characterized by certain disadvantages, it can be said that this is still a
very valuable management tool without which one cannot imagine the process of effective
environmental decision-making in the modern enterprise, and consequently the complete
adoption of environmentally responsible way of doing business.

Keywords: lifecycle analysis, 1ISO 14040, environmental responsibility

JEL Classification: Q50, Q51, Q53

AHAJIN3A )KUBOTHOI' HUKJIYCA KAO
TEXHHUKA ITPOIEHE EKOJIOHIKE
OAI'OBOPHOCTHU IIPEAY3ERA

AncTpakTt

Ananuza srcueomuoz yukyca je jeona oo mexuuxa npoyere ymuyaja npeoyseha na
JHCUBOMHY CPEOUHY, a Kpo3 npakierbe eKonowKux epekama npou3600a OYHc He20802
arcueommoe yuxyca. Karko ce yuxkmyc modice nocmampamu emanto (ekcmpakyuja
CUPOBUHA, NPepaca CUPOBUHA Yy Mamepujaie, npoussootbd 20MOSUX NPOU3600d,
ynompeba npou3600a u 3a8puiemax ynompebe npouzeooa) maxo ce U aHaIu3a Moxce
OOHOCUMU HA C8€ WU CAMO HeKe 0eN06e NOMEHYMO2 YUKILYCA, Na Omyod U paziuyume
sapujarnme ose mexnuke. Cama ananusa OeqpuHUCana je pasHo npema cmanoapouma
cepuje ISO 14040, na obyxsama Oegunucarbe yusa u Onceza aHamu3e, AHAIU3Y
UHBEHMAPA NOOAMAKA, NPOYEHy YMUuYaja Yukiyca u uHmepnpemayujy 00oujeHux
pesynimama. Mako rweny npumeHy kapakmepuuiy u oopehenu Hedocmayu, modice ce
pehu Oa je y numarby unax jako 8pedan ynpas/mwauku aiam Oe3 Koaa ce He Modice
3AMUCTUMU NPOYEC ehUKACHOZ eKOOWKO2 00IYHUBARA Y CaBpeMeHoM npedysehy,
na camum mum Hu HOMNYHO YCEAjarbe eKONOUKU 002080PHOZ HAYUHA NOCTIO8ARA.

Kuyunepeuu: ananuszasicusomnoz yuxnyca, ISO 14040, exonowka oocosoprocm
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Introduction

Establishing environmental responsibility through the daily operations of a modern
company, in terms of strengthening the global public pressure regarding more and more
dramatic changes in the environment, seems to be the only acceptable solution for the whole
business world. In this way it is possible to find support in a variety of methodological
and solutions in the form of specific techniques of environmental impact analysis, such as
Lifecycle analysis (LCA).

This paper examines the basic features, phases and variations of this technique,
in order to determine its importance for the effective environmental performance
management and establishing the environmentally responsible way of doing business.
Thus, through the phases defined by ISO 14040 standard series, related to the goal and
scope definition, lifecycle inventory data, lifecycle impact assessment and interpretation
of all of the results obtained, the contribution of this technique to effective environmental
decision-making at the corporate level is examined. The analysis, however, can cover all
or only some parts of the lifecycle, hence the different variants of this technique.

LCA technique also shows some weaknesses. However, this work deals only with a
good side of LCA, therefore the basic assumption is that this is a valuable tool for achieving
and excellent indicator of the achieved level of environmental responsibility of an enterprise.

1. Importance of the lifecycle analysis for the corporate
environmental management process

Lifecycle analysis (LCA) is a technique for determining the potential product
impact on the environment that was created during its lifecycle. The product lifecycle
consists of all of the stages from product “birth” to its “death” - from the raw materials
extraction, material production and its processing to final product through product use
until the end of use, with the transport activities connecting all these phases (Figure 1).

Figure 1 - Stages of the product lifecycle

Extraction

UEH‘ TRANSPORT *Haﬂufactuﬂng

Source: Marcel Gomez Consultoria Ambiental (2013) Life Cycle Assessment consultancy
services, viewed 25.12.2013. <http://www.marcelgomez.com/eng/?page id=1604>
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International Organization for Standardization (ISO) defines LCA as a technique
assessing the environmental aspects and potential impacts associated with the product.!
It is a targeted process of reviewing the “environmental burden” of the product, process
or activity, by identifying the amount of energy and matter taken from, and the amount of
waste and pollution thrown into the environment, but also the assessment of opportunities
for improvements in the area of corporate environmental responsibility.? The purpose of
this technique is, by using a holistic comparative analysis of the environmental effects of
products and services through their “lifetime”, to examine the possibility of improving
the production process, to support the environmental strategy of the company and to
improve the decision-making process, which ultimately leads to its environmental
management improvement. It is actually possible to talk about the following objectives
of this technique:?

+ providing the complete picture of the enterprise interaction with the

environment;

* to aid in understanding the comprehensive and interdependent character of

the environmental consequences of human activity;

*  toprovide information to decision-makers which determine the environmental

impact of business operations and identify possible opportunities of improving
corporate environmental responsibility.

It is the last of these goals that can be considered as critical for success in the correct
anticipation of the importance of establishing an environmentally responsible way of
doing business. However, the gained information is intended not only to producers and
their management team, but also suppliers, customers and all of other stakeholders. All
of them together, thanks to this technique, can improve the environmental performances
of their products in any segment of product lifecycle, can identify the relevant indicators
and measures, and “green” their marketing.

Finally, it is possible to speak about the basic characteristics of this technique: * a)
LCA makes evaluation systematically through the inclusion of all aspects and impacts on the
environment, b) it refers to the functional parts of the product, c) the depth of analysis and the
time needed to finalize it, depend on the goal of the analysis, d) depending on its application,
LCA ensures the needed level of confidentiality and copyright, d) it is open to new knowledge
and application of new methods and techniques, f) where appropriate, it includes specific
requirements (especially for public use of the product), ¢) although there is no uniform
method of its application, this technique is flexible enough to adapt to each product, f) it
differs from other techniques with similar purposes but it connects to them through shared
information and g) it does not predict an absolute or precise impacts on the environment. All
this indicates the importance of this technique in terms of proper identifying the relations
between company and environment, and thus the recognition of possible directions for the

! International Standardisation Organisation (ISO) (1996), Environmental management — Life
cycle assessment — Principles and framework — ISO 14040, 1SO, Paris

2 Fava J., et al. (eds.). (1991) A Technical Framework for Life Cycle Assessment, SETAC and
SETAC Foundation for Environmental Education Inc., Washington, pp. 160-165.

3 SETAC (1993) Guidelines for Life—cycle Assessment: A "Code of Practice", SETAC workshop
in Sesimbra, Portugal, 31 March—3 April, pp. 7-9.

4 Arsovski, S., Grubor, S., Tonié, N., Koki Arsi¢, A., Kanjevac Milovanovié¢, K. (2011) 'Postupak
ocenjivanja zivotnog ciklusa proizvoda', Festival kvaliteta - FK2011 - 6 - Nacionalna konferencija
o kvalitetu Zivota, Beograd, Srbija, str. B131-B136.
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development and/or further improvement of corporate environmental responsibility, and
above all, by providing the necessary information that support the process of environmental
decision-making, and even beyond — corporate environmental management.

2. Lca elements according to iso 14040 standard series

Procedure and phases of the lifecycle analysis are part of the ISO 14040 standard
series (Environmental management - LCA). These are the standards that explain in detail
the basic phases of LCA, and its methodological structure.’ Thus it is possible to speak
about the following standards:

+ ISO 14040:2006 - principles and framework;

+ ISO 14041:1998 - defining the scope and objectives and inventory analysis

(first and second phase);

« IS0 14042:2000 - lifecycle impact assessment (third phase);

« IS0 14043:2000 - lifecycle interpretation (fourth phase);

+ ISO 14044:2006 - requirements and guidelines;

+ IS0 14047:2003 - illustrative examples of the ISO 14042:2000 application;

+ ISO 14048:2002 - format of LCA data documentation and

+ IS0 14049:2000 - illustrative examples of the ISO 14041:1998 application.

All phases of this analysis are interrelated and interdependent (Figure 2). The first
phase of LCA involves clearly defining the goals and scope of analysis, which is essential
if you want to avoid inaccurate and erroneous results.® Already at this stage, you should
know the purpose of this procedure, its temporal and spatial extent, which functional
units will be evaluated, what is the group of selected targets, which will decisions will
analysis results support as well as which will the scope of those decisions be. Based on
the defined goal and scope of the analysis, the second phase determines the inventory of
all input/output data related to the flow of matter, energy, and pollution of the observed
system (Lifecycle Inventory Analysis - LCI). All the named data are crucial in achieving
the objectives defined by the previous phase and the accuracy of the entire LCA depends
on their accuracy, and this is because this phase defines the system to be included in the
analysis as well as its limitations. The third phase refers to the actual lifecycle impact
assessment (LCIA), which assumes the determination of impact categories, classification
and characterization of environmental impacts, all based on the results of the first two
phases. The determination of impact categories in direct relation depends on the selected
goals of the analysis, while bearing in mind some general categories such as health,
resource depletion etc, where they are further operationalized through specific impacts
in the form of global warming, ozone depletion etc. Then the impacts are being analyzed,
quantified and their value calculated, which requires significant knowledge of the cause-
effect relation observed in the previous phase. Therefore, this phase is realized as an
iterative process for the previous two phases, in the case of a change of objectives,
scope, and data sources.” Finally, the fourth phase by which the whole analysis is being

3 Stevanovié Carapina, H., Mihajlov, A., Stepanov, A. (2010) 'Uspostavljanje odrzivog sistema
upravljanja otpadom - primena koncepta LCA (analiza zivotnog ciklusa)', Medunarodni 5.
simpozijum "Reciklazne tehnologije i odrzivi razvoj", Soko Banja, Srbija, str. 22-29.

® Frankl, P. & Rubik F. (2000), Life Cycle assessments in Industry and Business, Adoption Patterns,
Applications and Implications, Springer, Berlin, pp. 9-51.

7 Arsovski, S., Grubor, S., Tonié, N., Koki Arsi¢, A., Kanjevac Milovanovié¢, K. (2011) 'Postupak
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terminated, refers to the interpretation of the results obtained under the previous two
phases. The results are summarized and used as a basis for conclusions, recommendations
and decisions in accordance with the goals and scope of the analysis, which by standards
should be communicated transparently. For the “confidence limits” of the results it is
necessary to take the economic and environmental perspective into consideration. If it is
determined that such limits during the analysis were considerably exceeded, the ultimate
conclusion of the analysis and on it based decisions will be called into question.?

Figure 2 - Phases of lifecycle assessment (LCA)

Goal and
Scope
Definition

Interpretation
Inventory
Analysis

Impact
Assessment

INlustrated according to: EN ISO (2006) Environmental management — Lifecycle
assessment — requirements and guidelines, ISO 14044: 2006, NSAIL, Dublin, pp. 1-46.

This analysis also has certain drawbacks.® Thus, it may be objected that it does not
have a pre-defined framework, which always takes place and in every situation, so if, for
example, the observation boundaries of the system or a spatial component change, that will
lead to quite different results. This analysis also lacks the comprehensive data as inputs
at start of the process, and very often brings into question the reliability of other data in
the analysis. It is a technique that often ignores the economic and social effects, tangents
only potential and not the actual impacts, technique that is too slow to be applied in the
design process, or in dynamic markets and technologies changes monitoring. However,
LCA is the only technique that examines the environmental impact of a product across
its lifecycle, it is standardized according to ISO rules, provides important information
needed in the environmental decision-making, which consequently affects the character
of the environmental responsibility of an enterprise, and can be considered as one of the
most important techniques of environmental management at a corporate level.

3. LCA variants

There are several variants of this technique, as seen from the perspective of their
range within the lifecycle, namely the stages that their analysis applies:!° “cradle to

ocenjivanja zivotnog ciklusa proizvoda', Festival kvaliteta - FK2011 - 6 - Nacionalna konferencija
o kvalitetu Zivota, Beograd, Srbija, str. B131-B136.

8 Schaltegger, S. (1996), Life cycle assessment (LCA) — quo vadis?, Birkhduser, Basel, pp. 11-27.

9 Johnson, U. (2003) Fundamentals of LCA, INLCA/LCM Conference Seattle Center, Seattle,
Washington, pp. 1-27.

10 Schenck, R. (2009) Introduction to Life Cycle Assessment Scoping & Inventory, US EPA Region
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LEINNT3

grave” and “cradle to cradle” approach, “cradle to gate”, “gate to gate” and “gate to
grave” approaches, “cradle to site” and “well to wheel” approach (Figure 3).

Figure 3 - Different variations of lifecycle analysis

PROCESSING

“Cradle to grave” is the entire product lifecycle analysis, from the raw materials
extraction (“the cradle”) to the waste disposal, which according to this approach considers
to be the end of the cycle (“the grave”). It is based on the eco-efficiency principle and
is currently one of the most common variants of product lifecycle analysis in the world.
However, apart from this one, another variant of LCA is also often used - “the cradle
to cradle” approach. It is a specific type to the previous variant access, since what is
in “the cradle to the grave” analysis seen as the end of the cycle (“grave”) according
to this newer approach, and thanks to the modern waste management systems, here is
actually seen as a new cycle starting point (the new “cradle”). It represents the approach
to minimizing the negative environmental impacts of businesses, primarily through the
sustainable production systems development, new waste management approaches and
through the inclusion of social responsibility dimension in the product development,
which emphasizes the eco-efficiency principle.!! What is interesting for this approach is
that it makes an analogy with natural processes. The artificially created materials, as one
of the results of the industrial processes, are considered analogous to the nutrients that
circulate endlessly in a healthy metabolism of a living organism, so this way the concept
of infinite lifecycle of non-living things modeled by the living world is being created (the
technosphere is equal to the biosphere, and the waste = food in this analogy). It is also
interesting that the “cradle to cradle” approach classifies all materials/raw materials used

X, American Center for Life Cycle Assessment, Washington, pp. 1-51.

" Cradle-to-cradle design is a protected brand by the consulting firm MBDC (McDonough
Braungart Design Chemistry), which owners are also the creators of the mentioned design.
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in industrial processes into only two categories:!? technical food (technical nutrients),
which includes non-toxic, safe synthetic materials that do not have negative impact
on the natural environment and that still maintain their properties, and biological food
(biological nutrients), which refers to organic matter that, after use, can be returned to
any type of natural environment, which part they became and thus provide food for
microorganisms without affecting the environment.!?

The “cradle to gate” approach is a partial analysis of the product lifecycle,
because it relates only to the stages from raw material extraction (“cradle”) to the start
of production (“gate”), so it excludes all the stages of post-production. It is used in the
creation and issuance of environmental product declarations, and it is also important
for the enumeration and quantification of raw materials and energy inputs in production
processes. This because it is based on an isolated observation of certain phases of the
lifecycle, which levels up the accuracy of the entire analysis. However, it is possible to
include the transport to the production process as well as the production process itself
in this analysis, and examine the whole process of creating product value before its
delivery to customers.'* If the analysis is expanded even to the stage of the final products
production, we get a “cradle to site” approach.

In contrast to “cradle to gate” approach, “gate to gate” analysis has the more
narrow aspect of observation, because it applies only to the production process within
the “factory gates”, regarding the value creation only in the final products production
process, which makes the analysis even more precise. Lifecycle stages after which
product exceeds “the factory gates” is being analysed by the “gate to grave” approach.

Well to wheel is a specific application of this analysis for understanding the
functions of transport and fuel used along the way. Therefore it is often divided into
two sub-phases: the “well to tank” phase, which includes all activities related to the
extraction of raw materials, production and distribution of fuel and “tank to wheel”
phase, which is related to activity of transport itself. It is the consideration of energy
consumption, efficiency of energy conversion and environmental impact of emissions
created by transportation process, which is very important when you take the level of
pollution that is created thereby into account.

LCA, therefore, can serve as a powerful tool for the corporate environmental
impacts analysis, and thus a very important instrument for environmental management of
an enterprise. Its basic starting point is that the corporate actions have an environmental
restrictions, so the enterprise should find out what is the source of conflicts between the
its product and the environment. Therefore it can be concluded that the primary role
of LCA is to identify, in ecological terms, the dominant phase of the product lifecycle,
but also to help environmental management contribute to the conflict arising moments
and situations resolution, thus contributing to a more efficient development of corporate
environmental responsibility.

12 McDonough, W. & Braungart, M. (2002) Cradle to Cradle: Remaking the Way We Make Things,
North Point Press, New York, pp. 22-25.

13 Both of these types of materials, follow their lifecycle in the regenerative economic systems that
was set up by McDonough and Braungart.

14 Franklin Associates - A Division of Eastern Research Group (2010) Cradle-to-gate Life Cycle
Inventory of Nine Plastic Resins and Four Polyurethane Precursors, The Plastics Division of the
American Chemistry Council, Kansas, pp. 7-9.
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Conclusion

Lifecycle analysis has proved to be a valuable technique for supporting
environmental decision-making in an enterprise and in relations with all of its
stakeholders. Its main task is related to assessment of the product/process impact that is
made along the lifecycle - from its “birth” to its “death”.

The application of this technique in the field of strategic planning, environmental
policy formulation, marketing and quality and design improvement, is carried out
through several stages defined by ISO 14040 standard series. Through these phases the
potential environmental impacts of a product are revealed, with emphasis on those that
are negative. As the analysis is carried out through stages of the lifecycle, it is possible to
act preventive, ex ante, and not to wait until the product reaches the end of its lifecycle in
order to establish that along this way any negative environmental effects have occured.
This is particularly important from the perspective of decision-maker, for whom are
timely and reliable information base for further business improvements.

Thus, this technique can prevent the emergence of a number of problems in the
relations between the companies and the environment, as well as sanctions regarding the
same. Also, this technique can reveal that the process of “greening” was successfully
carried out, so any significant environmental problem along product lifecycle will not
occur. Therefore, it is concluded that LCA can serve as a tool for building corporate
environmental responsibility, but also as a great confirmation of its results.
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The correlation of legal presumptions with such interconnecting categories
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ITPABHA ITPE3YMIIIINJA KAO MEXAHU3AM
PEI'YINCAIbA ®PUHAHCUJCKHUX OJHOCA

Arncrpakrt

Y 06om nayunom pady ananuzupan je 00noc npasHux npemnocmasKu ca CpOOHUM
Kamezopujama, Kao wimo cy npasHa Xunomesa, npasHa 8ep3uja, npasHu akCuom,
npasuu npunyuny. /legpunucane cy Kapaxmepumcmuke HpaAKmMuyHe RpumeHe
npemnocmagke HegUHOCMU U Npe3ymMnyuje 3Hara QUHAHCUjCKo2 3aKOH00ascmea
Vv @unancujckom npagy. Objawirena je ynkyuja npasuux npemnocmagxu y
Qunancujckom 3aKomy.

Kwyune peuu: npasna npesymnyuja, @QUHAHCUJCKO-NPABHA 002080PHOCHI,
npe3ymMuyuja HeGUHOCMU, NPE3YMAYUja 3HAIA PUHAHCUJCKO2 3AKOHOOABCMEA.

Background

The rule of law always exists within the system of other normative instructions
and is a part of an integrated system of legal regulation. The system of financial
legislation is a hierarchical entity, where some legal rules have higher legal force
than the others. Ideally, the entire system of financial legislation should be a set of
rules which do not conflict with one another, i.e. which do not regulate the same
financial legal relations in a different way. However, this ideal is not attainable in
principle. It is due to the concept that the system of financial legislation is a complex
social system, which comprises interests of different social groups and formations.
The competitive interests in the normative regulation ensure the presence of certain
contradictions in the system of financial law. It is normal for any legal system. In
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other words, the conflict of legal rules has always been, is and will always be. The
task is to create an effective system of control, first of all, of court control, over the
compliance of a certain legal rule to the rule of higher legal force. The doctrine of
supremacy of law has been used in the Decision of the Constitutional Court in the
case concerning the compliance of the Law of Ukraine “On the Accounting Chamber
of Verkhovna Rada of Ukraine” (the case concerning the Accounting Chamber)
No.7/1997 dd. 23 December 1997 with the Constitution of Ukraine (constitutionality)
[1]. The Constitutional Court used in this Decision the principle of the supremacy of
the Constitution as part of the doctrine of supremacy of law and pointed out that the
supremacy of constitutional rules should be applied to all spheres of governmental
activity, including the legislative process. Thus, a general principle of law has been
proved that can be used in similar situations and act as a legal presumption. This
perspective clearly underlines the political importance of presumptions in financial
law, which is driven by the need of implementation of the state public purposes
aimed at the carrying-out of financial policy of the state.

Analysis of scientific studies and publications

This article is based on the works of the Soviet scientists and contemporary
national and foreign researchers, as well as on the current legislation and case law. The
analysis of D. Meyer’s work “On legal fictions and assumptions, hidden and pretended
actions” written in 1854 has a particular importance for a keen understanding of the
importance of legal presumptions in law in general and in financial law in particular.
Other important scientific achievements are presented in the works of S.Kravchenko, D.
Hetmantsev, V. Babayev, S. Guseva and others.

Problem definition

Public financial legal relations are inherently conflictive. The desire of fiscal
authorities to replenish the treasury is objectively in conflict with the desire of entities
of financial legal relations to retain their property. Thus, the role of legal presumptions,
and at the same time the problems of their use lie in the fact that presumptions act in
the minds of entities of financial legal relations as the truth, as a certain regulator of
financial behavior. They normatively set forth the most important legal relations for
them, implement a common approach to life-critical situations and reduce the number
of conflicts.

The main content of the study

Analyzing the role of legal presumptions in the regulation of financial legal
relations, it is necessary, first of all, to find out, why the legislator uses this particular
technique of legal technology. In other words, it is necessary to find out what is the
functional load of legal presumptions in the mechanism of financial regulation.

The conflict between the desire of the state to collect more taxes and the desire of
taxpayers to pay less has always existed. According to Wagner’s Law on increasing of
state spending, tax claims are constantly increasing. This, in turn, increases the resistance
to the tax, which is confirmed by A. Laffer’s theory: the increasing of taxes by raising
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their rates at a certain point does not compensate for the reduction of treasury revenues
due to the rapid reduction of incomes being taxed [2; 3, p. 12].

The state inevitably is faced with the problem of introducing a regime of financial
control of public legal relations. For example, the taxation relies on the distribution of
the tax burden by the actual financial solvency of taxpayers. That is why it is necessary
to determine this solvency while defining the tax elements. The desire to determine
precisely the solvency inevitably leads to complications in taxation technology, i.e. those
legal techniques and mechanisms, which regulate the process of taxation. One of these
legal techniques is the use of legal presumptions in defining the tax elements.

The legal presumption in financial law is an obligatorily judgmental, which is
directly or indirectly fixed in financial legislation and has the nature of probability of the
presence or absence of a single legal fact subject to the presence of another legal fact in
financial legal relations. The presumable fact in defining the tax elements in that case is
the solvency of the taxpayer. The external forms of wealth, i.e. the presence of luxury
goods, valuable property etc. (e.g. the projects of implementation of the so-called luxury
tax), can act as the basis of the presumption (a presumable judgment concerning the
solvency of the person). In this regard, the analysis of legal presumptions of the elements
of the legal tax structure should be aimed at defining the fact, how adequately this or that
presumption carries out its primary role, i.e. ensures the implementation of the principle
of keeping the actual ability to pay a tax.

To determine the important role of the use of legal presumptions in the regulation
of financial legal relations it is also necessary to define the correlation of presumptions
with such related categories as legal hypothesis, legal story, legal axiom, legal principles
and legal prejudice.

Analyzing the relations of legal presumption and legal hypothesis it should be
accepted that the similarity of the presumption and the hypothesis lies in their nature and
in a common inductive method of their formation. The differences lie in the conditions
and causes of their formation, in the nature and consequences of rebuttal. The first ones
reflect a simple order of things, proven by practice. They are accepted as the truth without
proof. The hypothesis cannot be accepted as the truth without proof [4, p. 48]. For
example, in verifying the legitimacy of the income received by individuals, the illegality
of the origin of the personal income should be proved not by the state, if the state has
suspicions (hypothesis). In this case the citizen has to provide sufficient information
to the appropriate authorities regarding the legality of the source of the origin of his
income. Thus, there is a definite departure from the absolute application of the principle
of presumption of guiltlessness in the confirmation of the legality of the income.

The Russian researcher S. Guseva quite correctly drew attention to the fact that the
hypothesis contains incompleteness in itself. The cognitive process cannot be finished at the
stage of hypothetical achieving of the truth. The hypothesis inevitably requires the proof.
The presumption characterizes such a state of the knower, when the scope of collected
information on the properties of the individual generates a conviction of the truth of the
knowledge of essential internal properties to a greater or lesser extent [5, p. 32].

When comparing the legal presumption and legal story, it is necessary to consider
that the latter is a kind of hypothesis. Their common characteristics lie in an inductive
method of formation and probability of these judgments. The differences lie in the fact
that legal presumptions retain their influence for a long time. Legal stories are set out in
case of violation of regulations of financial and legal rules in each particular case. They
are characteristic of the financial and legal responsibility, particularly in the investigation
of the facts of financial violations. The role of the legal presumption in this case is that it
can be included with the legal story, for example, the presumption of guiltlessness of the
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entity of financial legal relations, against which the legal stories of its involvement into
a particular financial violation are set out.

The legal presumption significantly differs from the legal axiom. The opinion that
the axiom is the truth requires no proof because of its obviousness, it expresses the truth in
a comprehensive form (7he Constitution is the supreme legislative act and the stated rights
of a person relate to the entities of financial legal relations to the fullest extent). Although
the axiom is not an absolute truth (everyone has the right to contest any regulations of a
financial legal rule in the court), it contains a provision the truth of which is required to
be recognized, and doubts in its truth are impossible. The generally known facts can be
classified as axiomatic (taxation of income, violation of financial legal rules inevitably
leads to bringing to financial legal responsibility, etc.). Thus, the legal presumption and
the legal axiom differ in content, but the legal axiom can contribute to the formation of the
legal presumption. For example, violations of financial legal rules always involve financial
legal responsibility, as the legal axiom gives rise to such legal presumptions as presumption
of guiltlessness, presumption of knowledge of the legislation and so on.

Analyzing the legal presumptions and legal prejudice, we should agree with
Babayev V.K., that they both do not require any proof [6, p. 32].

According to O.Skakun, prejudice is the elimination of voidability of legal
probability of once proven fact. If the court or other jurisdictional authority has already
established certain facts (after their inspection and evaluation) and stated them in the
relevant document, they are recognized as prejudicial, i.e. as such that are considered
established and true, that do not require a new proof in a new hearing of the case [6, p. 393].

As a good example of prejudicial fact in financial legal relations can rightly
be considered the Decision of the Constitutional Court of Ukraine No.7-rp/2001 dd.
30.05.2001 (the case concerning the responsibility of legal entities), which clearly states
the non-administrative nature of such kind of legal responsibility [7].

An important difference between prejudices and presumptions is that prejudicial facts
are not included into the fact of proof and presumption facts can be included, if they are negated
by the adverse party. Thus, according to the Article 35 of the Commercial Procedure Code [9]
“the facts that are established by the decision of the Commercial Court (or by other authority
that decides commercial disputes), ...during the hearing of one case are not proved again in
deciding other disputes involving the same parties”. This legal rule as a legal presumption
could hypothetically be implemented in the process of administrative proceedings.

Analyzing the correlation between the legal presumptions and legal principles, it
should be noted that the legal principles are, in fact, the most common, universal social
and philosophical foundations of the functioning of public financial legal relations.

The presumption differs from the principle by its origin and the scale of coverage of
legal system. The principles have a general system-forming nature, and the presumption
— a private one. However, in some cases, according to S.V. Guseva, presumptions take
on the general principles of the system organisation: for example, the principle of
presumption of guiltlessness [5, p. 68].

The presumptions-principles of law also comprise common legal presumptions
that act in various spheres of law. The following ones are to be distinguished: the
presumption of truth and purposiveness of public legal act, according to which all
regulatory acts are assumed as such that properly reflect social relations; the presumption
of legal personality of the participants of legal relations; the presumption of honesty of
the citizens; the presumption of knowledge of laws by the legal entities; the presumption
of guiltlessness; the presumption of lawfulness and fairness of judicial decisions. The
importance of the role of presumptions in legal regulation should be emphasized. As a
rule, there are no objections in legal literature concerning the fact that the presumptions
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act as principles of law and are legal techniques. That means that this absolutely applies
to the sphere of public financial legal relations as well.

The special role of legal presumptions in the regulation of financial legal relations also
lies in an ambiguous legal interpretation of their certain types. Thus, the most commonly
used and ambiguous presumptions in the regulation of public financial legal relations are
the presumption of guiltlessness and the presumption of knowledge of financial legislation.

The presumption of guiltlessness was formulated for the first time in Art. 9 of
Declarations of Rights of Man and of the Citizen published in 1789. The proclamation
of the presumption of guiltlessness meant the abandonment of the principles of the
medieval inquisitorial process.

A significant imbalance of the legal status of the state and the entities of financial
legal relations, as well as the principle of the priority of public interest over private interest
that exist in the domestic financial law during all pre-Soviet, Soviet and contemporary
history are the barriers that haven’t been solved at the legislative level so far.

The apparent domination of the public interest over the private interest, the
leveling of the first towards the latter was perceived seamlessly in the administrative-
command system of the USSR. After all, the idea that the individual must fully sacrifice
his own interests in favour of the public ones was the basis of the official state ideology.
Naturally, it could not remain non-reflected in the most imperative field of Soviet law,
i.e. in financial law. Thus, financial law of the Soviet and post-Soviet period was vested
with a number of rules and principles that imperatively settled the domination of the state
in a public financial sphere. It is proved by many facts, for example, by the fact that the
concept of financial violation is not determined at the legislative level, and the analysis
of tax legislation makes to state that the basis for the financial legal responsibility is, as
arule, an act (a violation), in which the guilt of the violator is not an obligatory feature.

Even in the absence of specific indications concerning the guilt as the basis for
financial legal responsibility, the special role of the presumption of guiltlessness should
lie in the fact that it should remain an essential element of a financial violation because
of the general legal principle “there is no responsibility without guilt”.

However, according to a national researcher D. Hetmantsev, the practice of regulatory
and law enforcement authorities was for quite a long time the use of financial legal
responsibility only on the basis of the mere fact of a wrongful act, without any consideration
of the subjective grounds of legal responsibility [10, p. 7]. Moreover, the burden of the proof
of guiltlessness and lack of evidence in an administrative procedure of collateral attack of the
decisions of the tax service lies upon the taxpayers and not upon the tax authority.

Another controversial issue in financial law is the guilt of the legal entity. There are
different points of view, including those which deny the possibility of applying the notion
of guilt to such category as a legal entity. In domestic financial legislation there is also
no unambiguity concerning this issue. For example, tax legislation specifies that the tax
authority has to prove the guilt of any taxpayer, and no exceptions with respect to taxpayers-
legal entities are not provided. Taking into consideration the presumption of guiltlessness,
the guilt of a legal entity is the guilt of the appropriate officials of the organization. The
fact that officials are not separate subjects of taxation and are legal entities in tax relations
generates the conclusion about the identity of the guilt of the officials and the organizations.
It is also proved by the content of Art. 2 of the Law of Ukraine “On the responsibility of legal
entities for corruption violations”, which states that ... the legal entity is responsible for the
commission of violation of any kind on its behalf and in its interests by the head of the legal
entity, its founder, member or other authorized person alone or in complicity... “[11].

Thus, the idea of a special character of the guilt of legal entities leads to
consideration of the presumption of guiltlessness of the taxpayer in relation to taxpayers-
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organizations, to recognition of either an a priori guilt of such entities or the absence of
the practical significance of the principle of guilty responsibility of organizations.

Another problematic aspect of the application of legal presumptions, which reflects
their role in the regulation of financial legal relations, is connected with the presumption
of knowledge of financial legislation, which in general terms can be defined as follows:
everybody is assumed as the one who knows the laws, until otherwise is proven. Under the
law all applicable laws are understood. The legal basis for the presumption of knowledge
of financial legislation is the responsibility of all and everyone to obey the laws. The
most difficult question is whether any deviation from this algorithm is allowed in certain
cases or not. In other words, whether the presumption of knowledge of the laws is a
rebuttable presumption or not. According to most authors, the presumption of knowledge
of the legislation is rebuttable and in some cases there are permissible exceptions from
the rule “ignorance of the law is not an excuse”. There is also an opinion about the
irrefutable nature of the presumption of knowledge of the law. For example, in English
law the presumption of knowledge of the legislation is considered as irrefutable. Even
D. Meyer explained the irrefutability of the presumption of knowledge of the legislation,
first of all, by the fact that the laws are the reflection of the legal opinion of the people, so
everyone involved in the legal life is conscious of prevailing legal opinions. On the other
hand, D. Meyer pointed out that the irrefutable nature of this presumption is caused by
the necessity, as without this provision a great amount of the laws would remain without
coordinated approvals [12, p. 54-55]. Financial law with its large number of complex
rules would hardly be considered as originally laid down into the legal consciousness
of the citizens. Besides, the presence of the companies that provide services concerning
“taxation optimization”, simplification of customs control, bypassing of foreign exchange
regulation in the domestic market only confirms the refutability of this presumption.

The role of legal presumptions in the regulation of financial legal relations is also
reflected in the functions they perform. The concept of “function” has been thoroughly
analyzed subjected to the study of the role and purpose of law in general, however, the
problem of defining the functions of presumptions in law as a special means of legal
regulation is still neglected by researchers.

Due to the fact that presumptions are a part of the system of law, and they possess
the main functions of law, namely: regulatory and protective ones.

The regulatory function of presumptions is connected with the reform of legal
regulation in almost all spheres of financial legal relations and the introduction of
fundamentally new spheres of legal regulation. According to O.A. Kuznetsova, the
presumptions are aimed at overcoming of gaps in the law, they “save” the legal regulation,
simplify and reduce regulatory legal direction and serve as a means to overcome the
uncertainty in the legal sphere [13, p. 64].

The protective function of presumptions implies that they are a means of
normative organizational impact on the financial legal relations with a view to their
protection and regulation. For example, in criminal law the presumption of guiltlessness
is valid in holding a person criminally responsible - the guilt of the accused person is
proved by the public authority, he himself is exempt from the necessity to prove his
innocence. In civil law another presumption is valid - the guilt of the person that caused
damage, according to which: the person is considered guilty, in case the objective side
of the violation is present, until otherwise is proved. Both presumptions are a means
of protection of interests of an individual, his personal and property rights [14, p. 31].
Similarly, presumption of guiltlessness should be fixed in financial law at the legislative
level, especially in tax legal relations.

Thus, every presumption that is formulated by the legislator is aimed at the
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protection of various interests, rights and freedoms of entities of financial legal relations
- this is the realization of the protective function by means of presumptions.

Most of works of foreign scientists consider the problem of presumptions as a
procedural matter. Thus, S. Venegas states that the category of presumption belongs to
procedural sphere [15, p. 62]. S. Movellan defines presumption as a procedural rule
which has a probative value and makes the evaluation of the evidence possible [16, p.
49]. Nevertheless, the scope of the functional purpose of presumptions cannot be limited
by the process only. But is undeniable, that presumptions may show themselves in the
most active way in procedural activity.

Y.O.Serikov was the first researcher who raised the issue of research of the
procedural functions of presumptions. The presumptions alone or in combination with
other means are able to achieve the main goals of jurisdiction, namely the protection of the
rights and legitimate interests of the persons, the strengthening of legality and prevention
of violations, the formation of respect towards the law and court, etc. [17, p. 103]. In his
opinion, the presumptions possess such procedural functions as: the establishment of the
facts concerning the subject matter of proof; the release of the party from confirmation
of the fact being presumed; the function of procedural saving; the imperative function.

Conclusions

The features of the subject of legal regulation of financial law determine the
necessity of more stringent imperative regulation of the relations of the parties than, for
example, in commercial or administrative law. Taking into consideration the mentioned
above, the decisive role of legal presumptions in the regulation of financial legal relations
should be limited, first of all, to securing of legal guarantees for entities of financial legal
relations; secondly, the legal presumption must remain an essential element of a financial
violation structure; thirdly, the role of legal presumptions in regulation of financial legal
relations is also reflected in the protective and regulatory functions they perform.

It should be noted that some aspects of financial legal relations should be clearly
regulated by financial and legal rules, and not by presumptions. These are:

- procedure and mechanism for the protection of the entities of financial legal

relations in the process of application of financial and legal sanctions;

- circumstances which exclude the responsibility of a person for committing a
financial violation (with the obligatory prediction of such a ground as lack of
guilt of the subject);

- aclear list of grounds, to which a person can avoid the financial and legal
responsibility;

- circumstances mitigating and aggravating the responsibility for committing
the violation;

- mechanism of compromise between a control authority and the entity of
financial legal relations.

References
Pimenns Koncrurymiiinoro Cyny Ykpainu Ne 7-31/1997 Bin 23.12.1997 p. y cmpasi
32 KOHCTUTYIIMHUM mnomaHHsAM IIpe3mmeHTa VYKpaiHH MIOAO BiAMIOBIAHOCTI

Koncrutymii Ykpaiau (xoHcTHTyHiitHOCTI) 3akony Ykpainm «IIpo PaxynkoBy
najnary BepxoBHoi Paau Ykpainu» (cipaBa nmpo PaxyHKoBy manary)

EXISIEKOHOMUKA 31



©JIpymTBo exoHomucTa “Exonomuxa” Hum http://www.ekonomika.org.rs

3axon Barrepa // EHIUKIONETUYHUI CIIOBHUK €KOHOMIKH i TipaBa. — EnexTpoHanit
pecype. — Pexxum moctymy: http://dic.academic.ru/dic.nsf/dic_economic_law/45
12/%D0%97%D0%90%D0%9A %D0%9E%D0%9D

Vkpaina Mae BukopucToByBaTH «KpuBy Jladdepa» / Kpasuenko C. «JIbBiBCHKHI
nomTtexHix». — 12 kBitasa 2006. — c. 10-16

Benenees E.IO. Ponb mpesymmiuii B TpakIaHCKOM IpaBe, apOUTPaKHOM U
rpaxnanckom cymonpousBonctse / E.JO. Beneneer // TocymapctBo u mpaBo. —
1998. — Ne 2. — C. 48-54

I'ycena C.B. Ilpesymmumu B cucreme ¢pumocodceko-mpaBoBsix kareropiit / C.B. I'ycksa.
— @wunocodckas 1 mpaBoBast MbIcb: AnbMaHax. —2001. — Bem. 4. — 328 c.

Ckaxyn O.®. Teopis nepxasu i npasa : [Tinpyunuk Xapkis: Koncym, 2001. — 656 c.

[To crpaBi 3a KOHCTUTYIIHHAM 3BEpHEHHSM BiIKPUTOTO aKI[IOHEPHOTO TOBAapPHCTBA
«Bceykpainceknit AxiioHepHHH 0aHK» BiTHOCHO O(INIHHOTO TIyMadyeHHS
MOJIOXKEHb IyHKTY 22 yacTUHHU nepuoi crarti 92 Koncruryuii Ykpainu, yactul
nepioi, Tpersoi crarti 2, wactuH nepmoi crarti 38 KYmAII (cmpasa mpo
BIAMOBIANIBHICTB IOpUANYHUX 0ci0) : pimenHs Koncruryniitnoro Cyny Ykpainu
Ne 7-pr/2001 // Ocpinitinmii Bicauk Yipainu. —2001. —Ne 24. — Cr. 1076

babaes B.K. [Ipe3ymrimu B coBerckoM mpaee / B.K. babdaes. — I'opekwuit. — 1974. — 428 c.

Tocnionapcpkuii npouiecyaisHui KoteKe Ykpainu Bia 6 ucromnana 1991 poky Ne 1798
/ 3akoHomaBcTBO YKpainu. — Enexrponnuii pecypc. — Pexxum mocrymy: http://
zakon1.rada.gov.ua/cgi-bin/laws/main.cgi?page=1&nreg=1798-12

I'erpmannes [. [Ipesymnuis BuHM ruiaTHuka nogatkis / J{. TetbManues. — J{3epkaio
tiokas Ne 1. — 15-20 ciyas 2010 p. — C. 2, 7

«IIpo BiIMOBIAATBHICTS FOPUANIHUX 0CI0 32 BUNHEHHS KOPYIIIIHHIAX IIPABOTIOPYIIICHB.
— 3akoH Ykpainu. — Enexrponnmnii pecype. — Pexxum noctymy: http://zakonl .rada.
gov.ua/cgi-bin/laws/main.cgi?nreg=1507-17

Meiiep /1. O ropuauueckux BEIMBICIIAX U IPEANOI0KEHUIX, O CKPBITBIX U IPUTBOPHBIX
neiictBusx / O. Meitep. — Kazanp. — 1854 1. — 427 c.

Kysznenosa O.A. [Ipe3ymnmmu B rpakIaHCKOM IIpaBe. — 2-€ U3M., ucnp. u gor. / O.A.
Kysnenona. — CII6.: U3narensctBo ,,lOpuandeckuii ientp [peccey, 2004. — 347 c.

I'ynseB A.K ConmanbHO-TIOMUTHYECKUI acleKkT Mpe3yMniun HeBHHOBHOCTH / A.K
I'ynses // CoBerckoe rocyaapcto u mpaBo. —1988. — Ne 4. —c. 29-36

Venegas S.A. Presunciones y ficciones en el impuesto sobre la renta de las personas
fisicas en Miixico / S.A. Venegas. — Miixico:Universidad nacional aut¢noma de
Mexico, 2007. — 492 p.

Movellen S.A. La prueba por presunciones. Particular referencia a su aplicacidpn
judicial en supuestos de responsabilid / Sanchez de Movellen, pedro Alvarez. —
Granada, 2007. — 224 p.

CepukoB 10.A. IIponeccyaibHble pyHKINH IPABOBBIX MTPE3yMIIHMH B IPaKAaHCKOM
CYIONPOM3BOJICTBE: JIUC. ... KaHJ. opua. Hayk: 12.00.15 / FOpuit AnexceeBny
CepuroB — ExarepunOypr, 2005. — 227 c.

32 EKOHOMUKA EX2]



EKOHOMUKA EXIA Vol. 60, october-december 2014, Ne 4

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) Crp. 33-42
Slobodan Cvetanovi¢, PhD! ORIGINAL SCIENTIFIC ARTICLE
University of Nis, Faculty of Economics, Ni§ Received: October 17, 2014
Miroljub Nikoli¢, PhD? Accepted: December 01, 2014

Dragoslava Sredojevi¢, MSc?

COMPETITIVELY LEADING AND LAGGING
EUROPEAN COUNTRIES*

Abstract
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Introduction

The research subject of competitively oriented economic reality is reflected in the
intention of the researchers to focus on successful companies, branches, certain parts
of countries, countries as a whole, groups of countries. Theoretical understanding of
this phenomenon is inevitably associated with large reductions and simplification of the
content. A small number of differences among the participants, leading to differences
in the levels of competitiveness of countries, industries or companies, can be taken into
account. The most frequently used differences in explaining the causes of competitiveness
lie in different offer of factors of production, such as labour and physical capital, unequal
availability of technologies, the use of effects of economies of scale, the appearance of
externalities, etc. The real question in the analysis of competitiveness, regardless of the
level of analysis, refers to the identification of factors that explain this phenomenon.
In short, competitiveness is a very complex phenomenon, and a country’s efforts to be
competitive involve synergistic action of different factors that determine this complex.

Competitiveness is the ability of a country to produce goods and services that
meet the increasingly stringent demands of the international market under free and equal
market conditions, while maintaining and increasing the real income of the population
on a long-term basis (OECD, 2001). A particular country may be considered competitive
only if it has an important role in the production and marketing of goods or services on the
world market, and if its inhabitants achieve higher living standard in the observed time
interval. The country’s competitiveness cannot be achieved without local companies that
retain or increase their share on the global market. The country cannot be competitive
without high-quality products, services, and successful companies, which requires the
existence of a favourable business environment, institutions that regulate the market and
infrastructure (Skufli¢ & Stokovi¢, 2004).

Competitiveness is the area of economic knowledge which analyses facts and
policies that shape the country’s ability to establish and maintain a framework for
creating greater value for companies and increasing prosperity of people (IMD, 2003).
In accordance with the context of this definition, it should be noted that it is impossible to
achieve a higher level of competitiveness of the country on the basis of the quality of one
factor that determines the competitiveness. In fact, joint action of a number of factors is
required. The only question is which of the many factors has stronger and which of them
has weaker contribution to the creation of greater value for the companies and higher
prosperity of people, i.e. in achieving greater competitiveness.

Starting from the above-mentioned facts, the aim of the research is to point to
the differences in competitiveness performance, quantified by the indicator Global
Competitiveness Index (GCI) of the World Economic Forum, among the most competitive
EU countries and the least competitive EU countries, as well as to identify the most
critical factors of competitiveness of the EU countries in 2013. In addition, an attempt
will be made to use the evaluated trend lines of competitiveness of the observed group of
countries in the time period 2006-2013, in order to reach answer to the question whether
it is realistic to expect convergence of the analysed groups of countries in relation to the
level of competitiveness in the foreseeable future.

In an attempt to get answers to the questions, we used the method of visualisation of
data on the competitiveness and GDP per capita of the analysed groups of countries in 2013,
as well as the time diagrams of the average global competitiveness index and the average gross
domestic product per capita of the analysed groups of countries for the period 2006-2013.

The structure of the work has been adapted to the defined research subject and
objectives. After the introduction, a brief overview of research on the phenomenon
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of competitiveness is presented. Then, the empirical part focuses on: a) Global
Competitiveness Index Framework, World Economic Forum, b) the levels of
competitiveness of the most competitive EU countries and the least competitive EU
countries in 2013, c) the elements of competitiveness of the most competitive EU
countries and the least competitive EU countries in 2013 and d) the time diagrams of
GCI and GDP per capita of the most competitive EU countries and the least competitive
EU countries in the period 2006-2013.

Overview of literature

In theory, there are conflicting views on the relevance of the concept of
competitiveness. Due to the number and complexity of factors, as well as the very nature
of the competitive processes, the concept of competitiveness is often very difficult to
understand and often confusing (Snieska & Bruneckiené, 2009). A number of economists
believe that competitiveness has the traits of “natural law of modern capitalist economy”
(Kitson et al., 2004). Another group, however, believes that it is reasonable to think
exclusively about the concept of competitiveness at the level of companies, and that
the category of a country’s competitiveness is absolutely wrong (Krugman, 1994).
Anyway, despite numerous challenges, the concept of the country’s competitiveness has
been continually receiving significance over the past ten years. Although some theorists
believe that competitiveness is nothing else than the measurement of a country’s wealth
in other way, it is very important that the high competitiveness, in turn, contributes to
the improvement of innovativeness of the economy as a whole, and to acceleration
of economic growth. However, if the competitiveness on the global market is weak,
then the national economy suffers. This usually leads to protectionism, non-transparent
government subsidies, and barriers to market entry.

The country’s competitiveness is most commonly identified with the ability to
produce and market goods and services on the foreign markets (OECD, 1996), and it is
expressed by the dynamics of growth of real gross domestic product per capita, or the
capacity to increase wealth. World Economic Forum defines competitiveness as the set
of institutions, policies, and factors that determine the level of productivity of a country.
The level of productivity determines the level of prosperity that the country can reach
and maintain over a long period of time (Schwab, 2009).

The competitiveness of a country is a measure of production of goods and services,
which, under free and fair market conditions, meets international market criteria and at
the same time affects the increase in real income of people. This competitiveness is based
on high-quality production performance and economic ability of companies to produce
outputs with the highest possible productivity, which, in turn, generates a high level of
real income. Competitiveness is closely related to the rise in living standards, greater
employment opportunities, as well as the country’s ability to fulfil its international
obligations (The Report of the President’s Commission on Competitiveness, 1984).

Analysis of factors affecting competitiveness of the country is becoming a
increasingly pronounced component of policies aimed at improving the quality of key
macroeconomic performance (economic growth, employment, price stability, balanced
balance of payments). While it is clear that the country’s competitiveness is essentially
linked to the quality of its economic performance, the fact is that this complex is
more and more observed in relation to the relative position of the observed economy
in comparison to other countries, and far less in relation to its accumulated wealth
(Nijkamp & Siedschlag, 2011). Improving competitiveness must be the basic idea in
the development and implementation of economic policy. Only well-targeted policies,
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aimed at improving national competitiveness, can ensure the desired development and
overall social welfare.

The shaping of indicators of competitiveness of the country is affected by a very
large number of direct and indirect factors, among which the competitiveness of companies
is the most important, as companies stand for holders of economic activity and creation
of economic values. Factors affecting the competitiveness of the company are: high costs
of operations, high taxes, poor overall competition that does not encourage companies
to improve innovativeness, poorly regulated system of environmental protection and
waste management, quality or low quality of transport infrastructure, non-harmonised
legislation, poor public administration, and so on.

The biggest obstacles to competitiveness are caused by national or local authorities,
not the companies. Obstacles can come from businesses too, but the state may intervene
and remove them. When talking about classical obstacles, which adversely affect the
competitiveness, they can be: horizontal restraints, vertical restraints, and abuse of state
domination. Horizontal restraints are reflected in the fixing of purchase and selling
prices, the division of market of resources and goods, limited or controlled research and
development, production and marketing. Vertical restraints can be in the form of long-
term exclusive (monopoly) contracts. The country’s competitiveness in particular can
be affected by short-term national interests, ex ante price control, legalised monopoly,
competition between the institutions themselves, non-transparent state aid policy, and
excessive, unjustified market protection.

Empirical Analysis

a) Global Competitiveness Index Framework, World Economic Forum

The Report groups the factors of competitiveness into 12 pillars (Figure 1).
Global Competitiveness Index (GCI) is calculated as a weighted average of the values
of all pillars of competitiveness, depending on the level of development of the observed
country (Figure 2).

GCI (Global Competitiveness Index)

Modified according to: The Global Competitiveness Report 2013-2014.
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Figure 2: Three stages of economic development

Factor - driven
stage

Efficiency-driven

stage

Innovation-driven
stage

Modified according to: The Global Competitiveness Report 2013-2014.

Figure 2 shows that GCI consists of a set of 12 factors of competitiveness, which
are grouped into three subgroups, and which are typical for one of the three stages of
development: factor-driven, efficiency-driven, and innovation-driven stage.

Based on the data from the Global Competitiveness Report 2013-2014, 15 most
competitive EU countries and 15 least competitive EU countries have been singled out
(Table 1 and Table 2).

Table 1: European GCI leaders in 2013

Global Competitiveness Index

GDP per capita (US$)

Country/Economy Rank Seore 1.7 Rank Seore
(out of 148) (out of 148)
Switzerland 1 5.67 4 79,033
Finland 3 5.54 15 46,098
Germany 4 5.51 21 41,513
Sweden 6 5.48 8 55,158
Netherlands 8 5.42 14 46,142
Denmark 10 5.37 23 38,589
Norway 11 5.33 3 99,462
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United Kingdom 15 5.18 7 56,202
Austria 16 5.15 12 47,083
Belgium 17 5.13 18 43,686

Luxembourg 22 5.09 1 107,206
France 23 5.05 22 41,141
Ireland 28 4.92 16 45,388
Iceland 31 4.66 19 41,739

Portugal 51 4.4 39 20,179

Source: Global Competitiveness Report 2013-2014.

Table 2: European GCI learners in 2013.

Global Competitiveness Index GDP per capita (US$)

Country/Economy

s Score 1-7 Rank Score
(out of 148) (out of 148)
Poland 42 4.46 54 12,538
Turkey 44 4.45 60 10,609
Latvia 52 4.40 49 13,900
Bulgaria 57 431 74 7,033
Cyprus 58 4.30 30 26,389
Russian Federation 64 4.25 47 14,247
Montenegro 67 4.20 75 6,882
Macedonia, FYR 73 4.14 87 4,683
Croatia 75 4.13 50 12,972
Romania 76 4.13 69 7,935
Slovak Republic 78 4.10 42 16,899
Ukraine 84 4.05 92 3,877
Bosnia and Herzegovina 87 4.02 88 4,461
Greece 91 3.93 36 22,055
Serbia 101 3.77 85 4,943

Source: Global Competitiveness Report 2013-2014.

In the next step, the number of selected countries has been reduced to 10 leading
and 10 lagging countries in respect of competitiveness (Figure 3). After the decision to
perform 10+10 analysis, the last five countries (Luxembourg, France, Ireland, Iceland,
and Portugal) have been removed from the group of 15 leading countries. The ten most
competitive countries in Europe are in the third phase of development (innovation-
driven stage). From the list of 15 lagging countries Europe, based on the criterion of
competitiveness, Russian Federation, Ukraine, and Turkey, as large economies, have not
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been taken into account, nor the very small economies, Montenegro and Cyprus. Six
countries from the list of the least competitive countries are in efficiency-driven stage.
Croatia, Slovakia, and Poland are in transition from stage 2 to stage 3, while Greece is in
innovation-driven stage of development.

Figure 3: Observed groups of countries

Competitiveness
learners

Austria
Belgium

Denmark
Finland
Germany
WEGERELGLS
Norway
Sweden
Switzerland
UK

b) Comparative presentation of the most competitive EU countries and the least
competitive EU countries in 2013

Comparative overview of competitiveness, based on all pillars, for the observed
groups of countries shows that GCI learners are lagging behind GCI leaders mostly in
respect of the 12 pillar, Innovation, and the I* column, Institutions (Figure 4). Given
that the category Institutions includes assessment of political stability and the rule of
law, then these differences are expected. Political instability with many open internal
issues is the characteristics of this region. In addition, the region is characterised by
underdevelopment of basic institutions and inefficiency of the legal system, particularly
in the area of intellectual property protection. The observed characteristics have been
identified as the average of the results of the groups of most competitive and least
competitive European countries.
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Figure 4: Comparison by elements of competitiveness in 2013.
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The differences that exist between the most competitive EU countries and the
least competitive EU countries are obvious. However, the above-mentioned graphical
display provides only partial information on the competitiveness of the observed groups
of countries for 2013. It is obvious that the gap in terms of the values of the GCI pillars
between the most competitive EU countries and the least competitive EU countries is
very high. Therefore, a more thorough analysis is required.

¢) Time diagrams of GCI and GDP per capita

Further course of the research has included the time dimension and analysed the
trend of competitiveness and GDP per capita of the observed groups of countries (data
available for a time period of eight years). Time series diagrams by the indicators for GCI
and GDP per capita have been constructed, with average values by observed groups of
countries, showing also trend lines for each of the groups (Figures 5 and 6).

Figure 5: Time diagram of the average GCI for the observed groups of countries
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Figure 6: Trends in average GDP per capita
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Figure 6 shows that GDP per capita is in the case of the most competitive EU
countries at a much higher level in relation to the group of GCI learners. In addition, the
movement of GDP per capita in the group of most competitive countries by years shows
a growing tendency. The tendency of growth of GDP per capita is characteristic of the
least competitive EU countries, but obviously it is a much slower growth than in the first
case. If similar tendencies continue in the future, convergence of GDP per capita of the
analysed groups of countries should not be expected.

Although economically less developed countries can continue to improve their
competitiveness by adopting technologies, for countries that have reached the innovation stage
of development it is no longer sufficient for further productivity growth. Companies in these
countries need to create and continuously improve products and processes, in order to maintain
their competitiveness and achieve economic progress with the help of value-added activities.
This requires the existence of an environment that is conducive to innovative activities, and
which supports both the private and the public sector. That means plenty of investment in
research and development, especially on the part of the private sector, the availability of high-
quality scientific research institutions that possess the knowledge necessary to create and diffuse
innovation, broad cooperation in research and technological development between universities
and industry, as well as an efficient system of protection of intellectual property rights.

Conclusion

The gap in terms of competitiveness performance (based on all GCI pillars)
between the most competitive EU countries and the least competitive EU countries is
very high. In addition, it has been shown that innovation and institutions are the most
critical factors of competitiveness of the EU countries.

Based on the evaluated trend line of competitiveness of two groups of countries,
tendency towards mild convergence has been observed. Despite the fact that there is a
tendency of growth within the cluster of the most competitive EU countries and the least
competitive EU countries, known as GCI learners, significant convergence in respect of
competitiveness between the analysed groups of countries should not be expected.
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YOUTH UNEMPLOYMENT AND ENTREPRENEURSHIP
Abstract

The paper deals with the problem of youth unemployment and entrepreneurship
as a way out of unemployment. The battle against youth unemployment is a top
European priority, since the youth unemployment rate is more than twice as high
as the adult one, because the chances for a young unemployed person of finding a
job are low, because their jobs tend to be less stable, because there are significant
skills mismatches on the labor market. Entrepreneurship is a powerful driver of
economic growth and job creation; it makes economies more competitive and
innovative. The motivation for entrepreneurial career is different with different age
cohorts. Youth represent a group with the highest entrepreneurial potential. In the
empirical study, we analyze entrepreneurial tendencies among Slovene students
of business schools and with factor analysis approach we try to define underlying
entrepreneurial tendency dimensions as the literature suggests that entrepreneurial
characteristics play an important role in influencing the individual’ decision to
become entrepreneurs. We defined four such entrepreneurial tendency dimensions:
need for independence and achievement, problem solving, planning, and dealing
with uncertain situations. However, the need for independence and achievement
and problem solving are the strongest drivers of entrepreneurial tendency. The
results of the study can be of help to policymakers when updating labor market
policy measures in connection with the educational policy.

Key words: youth unemployment, entrepreneurship, competitiveness, self-
employment, entrepreneurial characteristics.
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HE3SAIIOCJIEHOCT MJIAJIUX 1 NPEAY3ETHHUIIITBO

AncTpakT

Pao ce 6asu npobremom nezanocieHocmu Maaoux u npeoy3emuuUtumeom Kao
uzniazom u3 nezanocienocmu. bopba npomue nezanocienocmu Maaoux ce HaLA3U
¥ 6DXy €8PONCKUX NPUOpUmMenda, jep je cmona He3anoCcieHOCmu MAAoUx euule He2o
ogocmpyko eefia y 0oOHOCY Ha cmoOny He3anocieHocmu oopaciux, 6yoyhu oa cy
wance 3a Mmaade HezanocieHe ocode oa Halhy nocao nucke. [locnrosu mnadux cy marve
Ccmabunny, jep nOCMoju 3Ha4ajHa HEeYCKAAheHoCm eemuHa Ha MpICULmy paod.
IIpedysemnuwmeo je mohan noxpemay eKOHOMCKO2 pacma u Omeaparbd HOGUX
PaoHux mecma, YUHU npuepeoe KOHKYPEeHmHujum u unosamusHum. Momueayuja
3a npedy3emHUUKy Kapujepy ce pasiukyje y pasiuuumum CmapoCHUM zpynama.
Omnaduna npedcmaema epyny ca Hajeehum npedy3emHutukum HOMeHYUjaioM.
YV  emnupujckom ucmpascueary amamuzupamo npeoysemuuyKe CKJIOHOCMU

! laura, Jjuznik-rotar@guest.arnes.si
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CLOBEHAUKUX CMYOEHAMA NOCLOGHUX WKOAA U NPUCMYNOM (akmopcke ananuze
NOKYULABAMO 0a OepuHuueMo OUMeH3Uje nPedy3emHUYKUX CKIOHOCMU, ¢ 003Upom
Oda numepamypa cyzepuuie 0a Npeody3emHudKe Kapakmepucmuke uepajy 6aicHy
Yoy y OOHOWeRY 00yKa nojedunaya 0a nocmany npedyzemuuyu. Jegunucanu
CMO uemupu npedy3zemuuuke Kapakmepucmuke: nompeda 3a He3asucHouthy u
docmuenyha, pewasarve npobrema, NIAHUPARE U CHALAJCEILE ) HEUIBECHUM
cumyayujama. Mehymum, nompebda 3a HezagucHowhy u docmuenyha u pewiasarba
npobiema cy Hajjayu nokpemayu npedyzemuuike ckionocmu. Pesyimamu cmyouje
Mozy bumu 00 nomohu Kpeamopuma NOIUMUKE RPUIUKOM UHOBUPATbA Mepd
HOMUMUKe MpoCUwma paoa y 8e3u ca 00pa3so6HOM NOJUMUKOM.

Kwyune peuu: nezanocienocm maaoux, npedy3emHumulinmgo, KOHKYPEeHmMHOCH,
camo3anoubasarve, npedy3emuuiKe Kapakmepucmuke.

Introduction

Since 2008 the EU has suffered the effects of the most severe economic crisis:
for the first time in Europe there are over 23 million unemployed and in the majority of
Member States small and medium sized enterprises have not yet been able to bounce
back to their pre-crisis levels. The Europe 2020 strategy responded to this by setting out
the foundations for future growth and competitiveness that will be smart, sustainable
and inclusive, and which will address principal societal challenges. One of the greatest
challenges is how to fight against the rising unemployment rates — especially youth
unemployment. Youth unemployment is usually more sensitive to fluctuations in the
business cycle compared to the unemployment of older people. According to data by
Eurostat, the unemployment rate for people under the age of 25 is 23% (EU28). With
regard to the data, and considering the European Union weakened by the economic
crisis, the top priority of the European Union is a battle against the unemployment of
young people under the age of 25. Why is this important issue to be addressed? Because
the youth unemployment rate is more than twice as high as the adult one, because the
chances for a young unemployed person of finding a job are low, because their jobs tend
to be less stable, because there are significant skills mismatches on the labor market.

In tackling youth unemployment an important role is played by entrepreneurship,
which is also seen as one of the aspects of improving the competitiveness of the European
economies. Entrepreneurship is a powerful driver of economic growth and job creation:
it creates new companies and jobs, opens up new markets and nurtures new skills and
capabilities. Entreprencurship makes economies more competitive and innovative and is
crucial inachieving the objectives of several European sectorial policies. Commercializing
new ideas, improve productivity and creates wealth. Without the jobs from new firms,
average net employment growth would be negative. New companies, especially small
and medium sized enterprises represent the most important source of new employment.
Given the significant number of young unemployed people, the entrepreneurship
as a route out of unemployment should be promoted. Investing in entrepreneurship
education/training/courses is one of the highest return investments Europe can make to
support growth and business creation. Whether or not they go on to found businesses
or social enterprises, young people who benefit from entrepreneurial learning, develop
business knowledge and essential skills and attitudes, including creativity, initiative,
tenacity, co-working, teamwork, understanding of risk and a sense of responsibility.
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This is the entrepreneurial mindset that helps entrepreneurs transform ideas into action
and also significantly increases employability. In addition, entrepreneurial learning
should be based on practical experiential learning approaches and experience of real-
world entrepreneurs, whether on local, regional, national or multinational level. Higher
education institutions should not just deliver knowledge, but should be an active player
in real-world partnerships that enables to address the entrepreneurship skills of various
sectors and therefore contribute to overcome the mismatches between labor supply and
labor demand.

Starting up own business is not an easy thing to do, especially not for young
person, who is facing lack of work experience, lack of skills and lack of financial
resources when entering the labor market for the first time. The European Union supports
different actions which aim to ease the transition from school to labor market and to
promote entrepreneurship. In this paper, we focus especially on labor market policy
interventions which are generally targeted at providing assistance to the unemployed and
other groups of people who face particular difficulties to enter the labor market. Within
this intervention there are few business development support schemes which are targeted
to unemployed youth specifically. Youth unemployed is a specific group in the labor
market and as such it is a group with the greatest entrepreneurial potential and should
rely on close cooperation between employment services, business support and finance
providers. The aim is to help youth unemployed make an effective transition into self-
employment, increase the sustainability of their businesses and to provide support in a
way of providing additional resources. Because different types of labor market policy
interventions work different to different target groups, there is also an open question
about the effectiveness of such interventions and contribution towards improving the
competitiveness of the national economies.

In order to establish business environment that will be supportive towards new
business ideas and will promote the development of entrepreneurship, there are several
entrepreneurial determinants (OECD, 2013) that has to be fulfilled: regulatory framework,
market conditions, access to finance, creation and diffusion of knowledge, entrepreneurial
capabilities, and entrepreneurship culture. According to OECD (2014) the overall barriers
to entrepreneurship have significantly been reduced over the last ten years across OECD
countries. In countries where there are low burdens of starting up a new business, there are
higher percentages of opportunity entrepreneurs. Despite the barriers that young people are
facing when starting a business and they are facing these barriers with different intensity
than their adult counterparts, there are some types of business models that young people
usually use (EC, 2012): the most common is a self-employment model which is also
promoted via labor market policy interventions, part time self-employment, interesting
among young people is also cooperatives model. An obstacle preventing from turning
ideas into projects is also connected with the possessing “right” characteristics to become
an entrepreneur, which in turn also reflects a tendency towards entreprencurship (see for
example Zian et al., 2010; Fini et al., 2009). In the empirical part of the paper we will
analyze the tendency towards entrepreneurship among young people. On top of that, we
will try to identify the underlying dimensions (factors) of entrepreneurial characteristics.
With further statistical analysis, we will try to define which of identified dimensions have
the highest predictive power in explaining the decision of starting a business.

The paper is structured as follows: after a brief introduction, we present a short
statistical overview of youth unemployment and motivation for self-employment.
We continue with the promotion of entrepreneurship through labor market policy
interventions and continue with entrepreneurship and entrepreneurial characteristics.
This is followed by empirical application and at the end we conclude.
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Youth unemployment and motivation for self-employment

In May 2014, 5.187 million young persons (under 25) were unemployed in the
EU28, of whom 3.356 million were in the euro area. Compared with May 2013, youth
unemployment decreased by 464 000 in the EU28 and by 205 000 in the euro area.
In May 2014, the youth unemployment rate was 22.2% in the EU28 and 23.3% in the
euro area, compared with 23.6% and 23.9% respectively in May 2013. On May 2014,
the lowest rates were observed in Germany (7.8%), Austria (8.9%) and the Netherlands
(10.8%), and the highest in Greece (57.7% in March 2014), Spain (54.0%) and Croatia
(48.7% in the first quarter of 2014) (Eurostat, 2014).

In meeting the challenge of youth unemployment entrepreneurship can play an
important role. Despite the fact that they are facing lack of work experience, lack of
skills and lack of financial resources when entering labor market for the first time, young
represent an important group with the the greatest entrepreneurial potential. According
to the Eurobarometer survey (EC, 2010) 52,4% of young aged 15-24 would choose to be
self-employed compared to 43,7% who would choose to be employed rather than self-
employed. The percentage of the age cohort of 40-54 is somehow quite the opposite:
50,4% would choose to be employed, whereas 45,5% would choose to be self-employed.
The highest scored reason of preferring to be an employee rather than self-employed
is because of the regular, fixed income (versus irregular, variable income): 33% of the
age cohort of 15-24 and 45% of the age cohort of 40-54. The second reason is stability
of employment: 31,9% for the age cohort of 15-24 and 35,8% for the age cohort of 40-
54. On the other hand, 66,1% of young aged 15-24 would prefer to be self-employed
rather than an employee because of personal independence/self-fulfillment/interesting
tasks, the second ranked reason is freedom to choose the place and time of working
(34,4%), whereas the third ranked reason is better income prospects (22,8%). The results
of the survey suggest that younger cohorts in the population may offer the most potential
for entrepreneurship. On top of that, the age cohort 15-24 agreed most strongly that
entrepreneurs are job creators. Wang et al. (2012) in their study examine the effects of
multiple individual and environmental factors on self-employment motivation in China,
Mexico and the USA. The individual factors may include, for example, autonomy,
proactiveness, locus of control, innovativeness, risk taking. The set of environmental
factors consist of such institutional and social components as legal and government
support for small businesses, informal institutions, social norms for self-employment,
social networks. Results of the Wang et al. (2012) study indicate that the USA has the
individual and environmental factors most favorable to self-employment; Mexico has the
highest level of motivation for self-employment; independence and risk taking are the
best predictors of motivation for self-employment in all three countries; the predictive
capability of independence, risk taking and social networks appears similar for China
and the USA; and the predictive capability of informal institutions, government support
and legal support appears similar for China and Mexico. The study of Wang et al. (2012)
suggests that the cultural dimensions (for example, individualism versus collectivism)
have to be taken into account when explaining the motivation for self-employment.
Cultural research suggests that social behaviors of collectivism are more likely to be
driven by social norms, duties, obligations than individualists, while the social behavior
of individualists is more likely to be driven by personal beliefs, values and attitudes.
It is also very important whether the social and institutional environment favours self-
employment. If environment exerts fewer constraints over individuals, then it is expected
that business behaviors are more likely to be determined by personal traits rather than by
environmental factors (Hofstede, 2001; House et al., 2004). This suggests the importance
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of cultural dimensions also for the European countries when explaining motivation for
self-employment.

What is more, economic policy can be of help in stimulating entrepreneurship
activity with simplifying administrative procedures and regulations, especially regarding
business start-up and registration. Not only this, but also other policy measures have
been developed through Small Business Act (EC, 2008) which are directed to stimulate
entrepreneurship and help entrepreneurs overcome the barriers they face. We shortly
discuss the aims of policy measures specifically directed at youth (EC, 2008):

Develop entrepreneurship skills: entrepreneurship skills programs aim to tackle
the barrier of lack of entrepreneurial knowledge, skills and attitudes and lack of prior
work and entrepreneurship experience. Young people gain skills and competencies such
as opportunity recognition, business planning, running a business and also soft skills such
as sense of initiative, creativity, autonomy, and teamwork. These skills and competencies
should help young people become more aware of self-employment as a career option.

Provide information, advice, coaching and mentoring: supporting business during
and after start-up with so called soft support is important because it complements what
students have learned about entrepreneurship in school and helps fill the gaps unaddressed
by the school system.

Provide financial support: while the most significant barrier to business startups
and especially severe for youth is the lack of initial capital and difficulties in obtaining
finance from private lenders, the important policy measure is to provide financial support
which is seen in various finance programmes.

Develop infrastructure for entrepreneurship: this policy measure helps develop
networks, skills, business incubators. It is important because it provides mutual learning
opportunities, business contacts.

Promotion of entrepreneurship through labor market
policy interventions

Since the youth unemployment rate in the EU is more than twice as high as the
adult one (23% compared to 9%, respectively), one of the top priorities in the EU is to
fight against the raising youth unemployment rate. The EU is working to reduce youth
unemployment and to increase youth employment rate in line with the wider EU2020
strategy, target of achieving 75% employment rate for the working age population
(20-64 years). According to the EU2020 strategy, there is also a clear goal to support
entrepreneurship in Europe in order to reach competitive Europe and growth that will
be smart, sustainable and inclusive. One of the way Europe has set up to reach that
goal is labor market policy interventions that we will discuss in the paper. Labor market
policy interventions are generally targeted at providing assistance to the unemployed
and other groups of people who face particular difficulties to enter the labor market.
In most EU member states the primary target group is people who are registered as
unemployed by national public employment services or who are currently employed but
at risk of involuntary job loss due to difficult economic circumstances for their employer
— a situation that is particularly relevant during the current inconsistent recovery from the
financial and economic crisis (Eurostat 2013). According to Eurostat (2013) labor market
policy interventions are classified into three main types:

+  Labor market policy services refer to labor market interventions where the

main activity of participants is job-search related and where participation
does not usually result in a change in labor market status.
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+  Labor market policy measures refer to labor market interventions where the
main activity of participants is not job-search related and where participation
usually results in a change of labor market status. In other words, a person
who is unemployed typically ceases to be considered as such when
participating in an LMP measure because they are temporarily in training or
work and therefore not both actively seeking and immediately available for
work. According to the type of action, labor market policy measures can be
further broken down into training, job rotation and job sharing, employment
incentives, supported employment and rehabilitation, direct job creation and
start-up incentives.

*  Labor market policy supports refer to interventions that provide financial
assistance, directly or indirectly, to individuals for labor market reasons,
or which compensate individuals for disadvantage caused by labor market
circumstances. According to the type of action, labor market policy supports
can be further broken down into out of work income maintenance and support
and early retirement.

Decomposition of labor market policy expenditures is consistent with three main
types of intervention: services, measures (active interventions) and supports (passive
interventions). The vast majority (63.2 %) of expenditure on labor market policy
interventions in 2010 across the EU financed labor market policy supports, while just
over a quarter (25.6 %) was devoted to labor market policy measures and the remaining
one ninth (11.3 %) was spent on labor market policy services. The question regarding
labor market policy expenditures is dealing with the effective use of such resources. In
the literature we can find numerous studies which try to estimate the effectiveness of
labor market policy, mostly active labor market policies (active interventions).

Across the EU-27, an average of 2.2 % of gross domestic product was spent on
labor market policy interventions in 2010. The relative weight of labor market policy
expenditure in GDP rose between 2008 and 2009 in response to the increased number
of unemployed persons across the EU-27. This increase in spending could be largely
attributed to the effects of the financial and economic crisis on European labor markets
and a rise in the level of expenditure for unemployment benefits. Between 2009 and 2010
the increased level of labor market policy expenditure was maintained, but not extended,
despite the number of unemployed persons increasing by a further 7.7% between 2009
and 2010 (Eurostat 2013). Within the EU member states, the highest relative level of
expenditure on labor market policy interventions in 2010 was reported in Ireland and
Spain (both 3.9 % of GDP), followed by Belgium and Denmark — the only other EU
member states spend more than 3.0 % of their GDP on such interventions. At the other
end of the scale, nine member states spent less than 1 % of GDP on these interventions:
Slovakia, Greece, Cyprus, Lithuania, the Czech Republic, the United Kingdom, Romania,
Bulgaria and Malta (see figure 1).
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Figure 1: Total labor market policy expenditures as a percentage of GDPSource
of data: Eurostat
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Figure 2: Total labor market policy expenditures for measures as a percentage of GDP
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Source of data: Eurostat

Relative to GDP, Spain spent the most on labor market policy supports (3.1 %)
with Belgium and Ireland the only other countries to spend more than 2 %. Denmark and
Belgium had the highest relative expenditure on labor market policy measures (1.4% and
1.3 % of GDP respectively), while Sweden (0.5 % of GDP), the Netherlands, Denmark
and Germany (all 0.4 % of GDP) reported the highest relative expenditure on labor
market policy services see figure 2 and 3).
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Figure 3: Total labor market policy expenditures for supports as a percentage of GDP
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The vast majority (62.9 %) of expenditure on labor market policy interventions in
2010 across the EU financed labor market policy supports, while just over a quarter (25.7 %)
of the total expenditure on labor market policy interventions was devoted to labor market
policy measures and the remaining one ninth (11.4%) was spent on labor market policy
services. The level of expenditure and the breakdown of both expenditure and participants
between the different types of labor market policy intervention varied considerably between
EU member states, reflecting the diverse characteristics and problems within national labor
markets, as well as the different policies of respective governments (Eurostat 2013).
Labor market policy measures mostly support the transition from unemployment
or inactivity into employment, either by improving employability through training or
work experience; by providing incentives for employers to take on people from selected
target groups; or by encouraging individuals to become self-employed. The largest part of
this expenditure went on a training (39.1 %), just over a quarter (25.1 %) on employment
incentives, while 14.2 % was accounted for by supporting employment and rehabilitation
(measures that promote the labor market integration of people with reduced working
capacity) and 13.4 % by direct job creation (which covers the provision of temporary
jobs that are additional to normal market supply) (see figure 4).

Figure 4: Labor market policy expenditures for measures (in million EUR)
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Entrepreneurship and entrepreneurial characteristics

Entrepreneurship plays important role in achieving economic development.
It will require identification of individuals in all spheres of life with entrepreneurial
characteristics and with the intention of starting a business either immediately or in
the future (Izedonmi and Okafor, 2008). The results of some recent studies show that
entrepreneurial characteristics play an important role in influencing the individual’
decision to become entrepreneurs (see for example Zian et al., 2010; Fini et al., 2009;
Ferreira et al., 2012). Different studies (see for example Burgelman, 1983; Kanter, 2004,
Kuratko et al., 2004, 2005; Mitchelmore and Rowley, 2010; Man et al., 2008; Welter and
Smallbone, 2011; Zampetakis and Moustakis, 2007; Lau et al., 2012; Hannu, 2000) have
identified different above mentioned characteristics, such as:

Innovativeness: developing new or improved products or services; may involve
radical or discontinuous change, improvement and redevelopment of existing products
or processes, or the introduction of novel products or production methods based on new
technology.

Risk taking: measuring and taking risks for the sake of profits; to take bold actions
such as venturing units unknown new market or committing a large portion of resources
to ventures with uncertain outcomes; preference is for moderately higher risks rather
than extremely high risks.

Networking: developing personal relationships in which others willingly defer to
one’s wishes; networks include all internal and external, as well as formal and informal
relationships that share information, experiences and resources and/or provide social-
emotional support; networks represent a sources of power that facilitates the acquisition
of physical and monetary resources and advice, information and reassurance.

Integration: being involved in all aspects of the organization; requires seeing
things in a broader perspective, analyzing things in the abstract and putting seemingly
unrelated elements together in a meaningful way; may involve creating a new order by
selecting and fitting unrelated potential parts into a new pattern.

Opportunism: recognizing and exploiting opportunities to develop new products and
processes, improve existing operations, and/or develop new marketing approaches; may
discover mundane opportunities that enhance efficiency and quality; evaluation of opportunities
involves balancing inadequate commitment of resources and the potential for return.

Non-system bound orientation: being unconstrained by rules, regulations and
structures of existing organizational systems; to be able to take advantage of opportunities;
may require manipulating of bypassing the system; such freedom must be justified from
the perspective of organizational benefit.

Change orientation: responding to environmental changes in a proactive or reactive
manner; proactive approach involves taking the initiative to shape the environment to
one’s own advantage, reactive approach involves responding to changes rather than
exploiting and initiating change.

Flexibility in control: having the ability to adopt flexible planning systems and take
varying degrees of control as appropriate to take advantage of emerging opportunities;
facilitates changing strategic plans in response to highly complex and ever-changing
environmental threats and opportunities.

Informality: preferring simple systems and informal structures; characterized in
terms of being autonomous, resistant towards conformity and having a low need for
support; allows for free crossing of organizational boundaries to promote a more open,
cooperative atmosphere that is conducive to flexible decision-making processes, open
communication and simplified work processes.
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Result orientation: focusing on results; making decisions and solving problems
intuitively to foster commitment to action; may become so immersed in work details
that they are involved everywhere; ignoring corporate politics and individual egos, and
violating bureaucratic procedures; similar to intense competitiveness, time urgency,
preference of immediate action over planning.

Empirical application

In the empirical part of the paper we will analyze the tendency towards
entrepreneurship among young people. On top of that, we will try to identify the
underlying dimensions (factors) of entrepreneurial characteristics. With further statistical
analysis, we will try to define which of identified dimensions have the highest predictive
power in explaining the decision of starting a business.

We adopted a quantitative approach in terms of data collection and the method used
was based on a survey. A survey was distributed to Slovene students of business schools.
The main part of the survey consisted of 30 attributes of individuals’ tendency towards
entrepreneurship, which measured respondents’ importance of each attribute on a five-
point Likert scale. Respondents’ tendency towards entrepreneurship was categorized
as a dummy variable where one indicates a positive tendency towards entrepreneurial
career and zero negative tendencies towards an entrepreneurial carecer. Among valid
surveys, there were 33,3% of males and 66,7% of females. 50% of respondents were
under the age of 23, whereas the average age of a respondent was 26. More than a
half of the respondents had a higher education degree. The majority of respondents
would choose an entrepreneurial career (88,9%) if there would be no other employment
option, whereas only 11,1% of respondents would not decide for entrepreneurial career
and would probably apply for the status of the unemployed person at the Employment
Office. Further on we tested the hypothesis that the decision for an entrepreneurial career
in case of no other employment options correlates with the entrepreneurial activity in
the respondents’ family. The significance level was 0,772 showing that based on a
sample data there is no correlation between the decision for entrepreneurial career and
entrepreneurial activity in the respondents’ family.

We first used factor analysis to identify the underlying dimensions (factors) of the
30 attributes of individuals’ tendency towards entrepreneurship. The main objectives of
using factor analysis are:

* to create a smaller set of correlated attributes into dimensions or factors from
the existing attributes that explain the most variance among the attributes and

* to apply the derived dimensions for subsequent analysis: to further calculate the
strongest drivers or predictors of entrepreneurial career decision.

Principal component factor analysis with varimax rotation was first used to
identify the underlying dimensions of the 30 attributes of individuals’ tendency towards
entrepreneurship. Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy was
calculated to examine the appropriateness of factor analysis. In our case KMO was 0,75,
indicating that factor analysis is appropriate. The decision whether to include an attribute
into a dimension was based on several principles, including attribute loadings equal to
or above 0,50; eigenvalues equal to or above 1,0; and the decision also included the
recommendation that factors extracted should account for at least 60% of the variance
(see for example Field, 2009; Tacobucci, 2013). As a result, a four-factor solution which
categorized the 30 attributes of individuals’ tendency towards entrepreneurship and
explained 79,81% of the variance, was identified. We also tested the reliability and
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validity. We tested reliability using Cronbach’s Alpha, where the Cronbach’s Alpha
coefficient was higher than 0,70 in all cases and indicating that the measurement scale
tested is reliable. We tested the validity with convergent validity and used Pearson’s
correlation coefficients. The correlation coefficients within each dimension are all very
high and statistically significant which indicates the existence of convergent validity.
Table 1 shows the results of four dimensions derived from factor analysis labelled as
Need for independence and achievement (F1), Problem solving (F2), Planning (F3) and

Dealing with uncertain situations (F4).

Table 1: Results of factor analysis — identification of underlying entrepreneurial

tendency dimensions

Attributes

Factor loading

Fl1

ENENLE

Need for independence and achievement

Q1 - do you like to decide on your own?

0,77

Q2 - are you fond of relying on your own?

0,67

Q21 - are you in a position to determine which capabilities and knowledge
do you need for success?

0,73

Q22 - do you possess that capability and knowledge?

0,71

Q24 - can you confront with the risk of failure?

0,62

Q30 - are you able to distinguish between "must do" and "it will be nice
to do"?

Problem solving

Q3 - are you fond of competition and do you respect the competition?

0,84

Q13 - are you good at solving complex problems?

0,56

Planning

Q7 - do you make plans regularly?

0,88

Q8 - are you willing to listen advices?

0,71

Q9 - do you prepare regularly timetables of your activities?

0,86

Q10 - do you work according to your timetables?

0,75

Dealing with uncertain situations

Q4 - are you self-initiative?

0,68

Q12 - do you manage good in unpleasant circumstances?

0,52

Q14 - do you cope with undefined situations?

0,5

Q26 - are you capable of following your goals in spite of other distressful
elements?

0,63

Eigenvalue

14,6

2,53

3,91

2,91

% of variance

48,65

8,43

13

9,71

Cronbach's Alpha

0,85

0,7

0,85

0,84

Source: own calculations.
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We further calculated the strongest drivers or predictors of entrepreneurial career
decision. We begin with aregression model in which we try to predict entrepreneurial career
decision as a function of identified underlying entrepreneurial tendency dimensions. To
avoid possible multicolinearity we verified measurement pattern via factor analysis and
computed five means so as to have one score on each of the dependent and independent
variables. According to the sample data the highest regression coefficients are with
problem solving and the need for independence and achievement. These two underlying
entrepreneurial tendency dimensions have the highest predictive power in deciding for
an entrepreneurial career. Unfortunately, the calculated regression coefficients are not
statistically significantly different from zero.

Conclusion

The literature demonstrates that individuals’ entrepreneurial tendency is
influenced by several characteristics. One of the characteristic is strong commitment
and determination. The entrepreneur has to invest a lot of time in his business, also
his resources, emotional affiliation, engagement, lifestyle also change. Successful
entrepreneurs are in a constant search for opportunities, they have to respond quickly,
they have to deal with risk, uncertain situations. Another important entrepreneurial
characteristics are innovativeness, leadership, flexibility, problem solving. The results of
the survey revealed four underlying entrepreneurial tendency dimensions, namely need
for independence and achievement, problem solving, planning, and dealing with uncertain
situations. However, the study could not provide evidence that these four identified
dimensions have a significant effect on the entrepreneurial career decision, although
the highest regression coefficients are with need for independence and achievement and
problem solving. This is somehow in conflict with the idea that, for example, individuals
with higher need for independence have higher tendency to start up a new business,
especially if we take into consideration that Slovene culture is individualistic one.

The results also revealed that the intention to start up a new business is among
Slovene students very high. This result could suggest that Slovene young people
first think of what they can do for themselves instead of what can government do for
themselves (very much coherent with think small first initiative). It reflects, self-initiative
and proactiveness when facing with the problem of being unemployed. This is probably
the result of overall negative public opinion on the work of Slovene government as
well as labor market policy interventions which are not working in a manner as they
should. For example, a self-employment subsidy is obviously not reaching the goals
since after the two year period for which the subsidy stands for the vast majority of
newly self-employed terminates their businesses. Policymakers should therefore have
the goal to change labor market policy interventions in a comprehensive way to reach
the specific target group (for example, unemployed youth) and provide new programs
according to the labor market needs and provide measures that would follow individual
before, during and after the certain program. This could also be done by hand with the
educational policy. Entreprencurial teaching/training/courses should become part of
teaching curriculum also based on presentations of real-world entrepreneurs. This would
suggest a growing interest for entrepreneurial career and consequently the greater job
creation and improved competitiveness of the national economy.
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Abstract

In this paper authors give an overview of the development of the pharmaceutical
industry in former Yugoslavia and Serbia in the period 1990-2013. The aim is
to examine whether pharmaceutical industry, which was largely fragmented at
the beginning of 905, after a decade of privatization and restructuring had come
to consolidation. In this paper we review the essentials of the pharmaceutical
industry as well as key trends in that industry. In addition, there has been analyzed
the privatization process in the pharmaceutical sector, as well as the outcomes of
these privatizations. There was also presented the market distribution with market
shares of the largest manufacturers of drugs and medical products, and trends that
have shaped the market structure of the pharmaceutical industry in the analyzed
period. In conclusion we can say that foreign owned pharmaceutical companies,
as compared to domestic companies record higher and above average levels of
profitability indicators. This indicates that there is a need for another round of
restructuring in public owned companies in Serbia.
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DAPMALEYTCKHU CEKTOP Y CPBUJHN
0/1 1990. 10 2013. TOAUHE

AncTpakr

YV paoy je oam npeeneo paszsoja ¢gpapmayeymcke unoycmpuje y nepuooy oo
1990. 00 2013. 200une y madawrboj Jyeocrasuju u danauirooj Penyonuyu Cpouju.
Luw pada je da ce nposepu 0a au je y papmayeymckoj uHoycmpuju Koja je ouna
V 8enuxoj mepu ppacmMeHmupauHa, HAKOH OeyeHuje npusamusayuje O0Ouno 00
KoHconuoayuje. Y pady je dam nocebar océpm Ha cneyuguyHocmu papmayeymcke
uHOyCmpuje u Kao u Ha K/byyhe mpeHooege y (hapmayeymcekoj uHoycmpuju yonume.
Joodamno ce nocebno awmanusupa npoyec npueamuszayuje y papmayeymckom
cexmopy, kao u ucxooa mux npusamusayuja. Taxohe dam je demasman npuxas
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mporcumnoz yyeutha Hajeehux npouzsohaya 1exosa u MeOUYUHCKUX npenapama
u dama cy nojaurberba 0 OCHOBHUM MPEHOOBUMA KOjd CV OOIUKOBANA TPHCULUHY
cmpykmypy apmayeymcke unoycmpuje y ananusupanom nepuooy. Kao saxwvyyax
ce modce pehiu da gapmayeymcke KomMnanuje Koje cy y CmpaHom G1ACHUUMEGY
y nopelery ca xomnauujama y domahem enachuwmey benedce gefie u uzHao
npoceune epedHocmu uHouxkamopa npogumabunnocmu. To ykazyje Ha nompeoy
Jjout jeOnoe Kpyea pecmpykmypuparsd.

Kwyune peuu: ©apmayeymcexu cekmop, Cpouja, Ilpuspeonu mpendosu

Introduction

Pharmaceutical industry has its own peculiarities like any other industry. They
are arising from the peculiarities of the production process, the basic characteristics of
the products of this industry and the legislation regulating the release of drugs and other
medical preparations in the market.

The pharmaceutical industry belongs to high technology industries. It is necessary
to comply with strict industrial and health standards that make up the production process
extremely complex. In order to create new products, the pharmaceutical industry applies
newly acquired knowledge from two fields of science, namely medicine and pharmacy.
Taking into account nature of scientific multidisciplinary of pharmaceutical industry, the
nature and importance of pharmaceutical products, it is not surprising that development
and production of new drugs and other medical products require substantially high levels
of resources and investments in new technologies and development of human resources.
The average period for introduction of a new original drug takes in average of 10 to 15
years, out of which up to 10 years is spent on their development.

A drug that is under patent protection for its drug substance has an absolute protection
and represents the original drug. Upon expiration of a patent drug becomes generic. Generic
drugs® are pharmaceutical products under the expired basic patent protection (patent
protection on the drug substance). On the market they are sold under the non-proprietary
name (commodity generics) or under the brand name-stamp (brand generics). The key
criteria that need to be fulfilled in order for a generic drug to be allowed for free market
sale is bioequivalence. Bioequivalence means that the generic drug must have substantially
the same speed and duration of action in the body, if consumed in the same dosage as the
original drug. The major difference between generic and innovative drugs is the selling
price. For that reason in many countries generic drugs are being used to a greater extent.
In recent years, generic companies are paying increasing importance on innovation, thus
creating innovative generic drugs. These innovations in the production of generic drugs,
pharmaceutical companies may also be protected as a patent (Jovanovic, Dragutinovic
& Matovi¢; 2009). Considering the potential for innovation in generic production of
medicines, according to Jovanovic et al. (2009) all generic drugs can be divided into:

5 Under the Law on Medicines and Medical Devices (Government of Serbia, 2010) definition
of generic drugs is as follows: "Generic or substantially similar drug, is a drug that has the same
qualitative and quantitative composition of the active substance in the same pharmaceutical form
as the reference medicinal product, with proven bioequivalence compared to the reference drug
derived through appropriate bioavailability studies". A reference drug is a drug that was first given
permission for release on the basis of its own data on quality, safety and efficacy.
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+ Conventional generics - after the expiry of the basic patent protection they
may be marketed under the international non-proprietary name (INN) or the
brand name;

*  Specialties - preparations in common forms (tablets, injections) which are
innovated, such as a system with sustained release of the drug. They represent
bioequivalent products with high barriers and have higher rates of commodity
generics;

*  Biogenerics - bioequivalent and clinically equivalent versions of biological
products. Their introduction to the market is more complex compared to
conventional generics;

*  Supergenerics - products with high added value, obtained by the reformulation
of drugs varying degrees. They have an enhanced therapeutic effect based
on some change in the structure of molecules or new salts, esters, or a new
form of the drug. They require clinical trials and new complete registration
documentation.

According to some authors (Adzi¢ & Adzi¢, 2013; Ciceli et al 2008; Wrzochalska,
2009) patent protection of original drugs (up to 20 years) is an essential element in the
development of original drugs, because it allows the manufacturer a monopoly position
in the market during the period of patent protection. In contrast to the development of
original drugs, the development and marketing of generics, biogenerics and supergenerics
drugs requires significantly lower costs. In recent years, apart from negative impact of the
global economic crisis, global drugs sales of innovative companies had been influenced by
termination of the basic patent protection for valuable products, the introduction of generic
drugs and marketing of innovative generic drugs. At the end of 2004, about 35% of best-
selling drugs in the world have lost patent protection (Simoens & Coster, 2006). As of 2010
the pharmaceutical industry has been faced with the largest recorded wave of expiration of
patent protection for original drugs (patent cliff). In the period 2010-2015 a high number
of best-selling drugs in history will lose patent protection which will result in a significant
expansion of cheaper generic copies of original drugs (Jovanovic, Matovi¢, Brown, 2010). In
November 2011 four drugs with highest recorded sales volumes have lost patent protection.
They include: Lipitor (atorvastatin), Caduet (amlodipine/atorvastatin), Combivir (lami
vudine/zidovudine), and Solodyn (minocycline - tablet with extended range). Combined, on
a global level they generated sales revenue in the amount of approximately 7 billion USS$.
It was expected that by the end of 2012 patent protection would expire for drugs whose
total sales at the global level were estimated at about 30 billion US$. It is estimated that
generic companies will overtake part of sales of companies which own the patents on the
original drugs for the estimated value of approximately $ 67 billion. It is expected that in the
period 2012-2015 due to the expiration of patent protection on best-selling original drugs
(blockbuster drugs) there will be offered generic drugs in the estimated value of 250 billion
USS$ (DeRuiter & Holson, 2012).

Drugs and other medical preparations significantly differ from other consumer
products. Examples of their specificities are: drugs are treated as products of great importance;
their demand is often influenced by psychological and emotional effects; end users often do
not have adequate knowledge and information about the utility and quality of the drug;
fear of diseases may create an unreasonable growth in demand for drugs; price rarely
plays important role in prescribing drugs. Because of these characteristics circulation of
drugs and other medical products is specifically regulated by law. Issuing permits drugs
and medical devices sale is under jurisdiction of an appropriate executive authority, most
often it comes to the Agency for Medicinal Products and Medical Devices. For a drug
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to be allowed for sale it must be pharmaceutically, pharmacological-toxicologically
and clinically tested. In addition, when approving drugs for free sale, the competent
agency shall take into account the provisions of international agreements on compulsory
marketing of high quality, safe and effective medicines, the flow of fake drugs and illegal
traffic of unregistered medicines.

In Republic of Serbia there exist a total of five lists of drugs that are issued to the
mandatory health insurance: A, Al, B, C and D. Their range depends on the degree of
development of their pharmaceutical industries as well as the economic potential of the
country. A large part of the revenue of pharmaceutical companies is coming from the sale
of drugs that are on the positive list of the National Health Insurance.

Methodology

In this paper we have mainly used secondary data sources. They were used as a
source for conducting longitudal comparative study in Serbian pharmaceutical industry.
Initially there has been conducted a historical review of the process of ownership
transformation in pharmaceutical industry. The trends were monitored with a goal to
test the level of sustainability of this industry in rapidly changing conditions in the
environment. At the same time it was possible to monitor the degree of fragmentation of
the market as well as the susceptibility to changes that occurred after the entry of new
global competitors in Serbian market. Finally by the means of comparison of income
and gross value added levels we have monitored the level of profitability of the industry.

Market structure and competitors analysis
pharmaceutical industry

Twelve major drug producers for human use in FR of Yugoslavia in 1998
were: ,,Hemofarm Koncern“ Vrsac, ,,Galenika AD,, Beograd, ,,Zdravlje Leskovac,
,Jugoremedija“ Zrenjanin, ,,Zorka — Pharma“ Sabac, ,,Panfarma“ Belgrade, ,,Fampharm*
Krusevac, ,,Farmakos“ Prizren, ,,Hemoved* VrSac, ,,Hemomont“ Podgorica, ,,Sanitarija“
Novi Sad and,,Slavijamed™ Belgrade. Six out of 12 companies had a status of large companies,
five were medium and only one was small sized. In 1998 all companies employed 7.926
workers which accounted for 85% out of total employment in the drugs and pharmaceuticals
industry. Sales volume of drugs for human consumption was equal to approximately €60
million (Government of Yugoslavia, 1999).

The dominant ownership form for those companies in 1998 was a mixed ownership.
In fact ten out of twelve listed companies were in joint ownership, and the other two were
publicly owned. In mixed ownership companies share of private ownership in average
was equal to 20% of total value, while the rest referred to public property (Government
of Yugoslavia, 1999). Those companies have been transformed according to prior Laws
on ownership transformation (on the model of internal shareholding). Only in company
Galenika AD there was an exception to the rule and in that company 75% of total capital
was state owned by the National Health Insurance Company. At that time there existed
a plan by which 4 mixed owned companies and one public owned company should have
been privatized under the Law on Ownership Transformation Act from 1997.

Companies in the pharmaceutical industry belonged to a group of 1,500 companies
that began the process of ownership transformation in early stages. About two-thirds of
all pharmaceutical companies began a process of privatization by a model of internal
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shareholding, which was the only legally allowed process of privatization at that time (Law
on Social Capital in 1990 and the Law on Ownership Transformation Act of 1991). This
resulted with majority ownership of companies being given to workers of these enterprises.

Companies which have entered the process of ownership transformation according to
laws of 1990 and 1991 as a rule have been successful enterprises. To that group of successful
companies all pharmaceutical companies were included, although according to official financial
statements they should not have been classified as such. One of the main factors that generated
poor business results of pharmaceutical companies was the high degree of government
regulations in the drugs market. State control regulating prices of pharmaceutical products
usually resulted with depressed or below actual market prices. The state aimed to provide
sufficient quantities of medicines to health institutions. At the same time those institutions did
not regularly fulfill their financial obligations to suppliers despite subsidized prices.

The pace of privatization in pharmaceutical (along with all other) companies has
significantly accelerated during 1993 due to hyperinflation and devaluation of the debts which
was caused by the sale of shares on installments. In the absence of provisions on revaluation
of debt for inflation, many enterprises in the former Federal Republic of Yugoslavia have been
fully privatized. After stabilization of prices in early 1994 and due to changes in legal regulations
which declared void all inflationary gains and by which all ownership changes were due to
conduct revaluation, almost all privatizations were canceled (Government of Serbia, 1994).

As aresult of changed legislations there has been recorded a reduction in the share
of private ownership from 43% to only few percent (Government of Yugoslavia, 1999).
Among pharmaceutical companies participation of private capital has been reduced
to 20.4% (Government of Yugoslavia, 1999). Apart from good intentions to terminate
hyperinflationary profit in privatization, revaluation proved to be very harmful. It caused
resistance to privatization in successful companies that have first started the process of
privatization, among which belonged the pharmaceutical companies.

By the end of 1997 Galenika became the most important manufacturer whose production
of medicines for human use accounted for 40% of total production in Federal Republic of
Yugoslavia (Government of Yugoslavia, 1999). After Galenika has been removed from the
“positive list” in the second half of 1998 there have been significant changes in market shares
of pharmaceutical products in Yugoslavia. Market share in almost all pharmacological groups
of drugs for Galenika were reduced from an average of 59.7% in 1997 to 34.7% in 1998. The
largest part of the market was taken over by Hemofarm Concern from Vrsac, whose market share
increased from 20.9% in 1997 up to 31.3% in 1998. After these changes in market distribution
Galenika and Hemofarm Concern jointly held 66% of the market for medicines for human use.

Figure 1 - Market share by value of production in medicines for human use
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Source: Government of Yugoslavia (1999)
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Deset najprodavanijih proizvoda ,,Zdravlja“ AD Leskovac u svojim trzi$nim niSama u
2001. godini zauzimali su udeo izmedu 40% i 60% (Zdravlje, 2002). Pozicija ,,Zdravlja®“ AD
Leskovac je posebno bila jaka u trziSnim niSama gastrointestinalnih i respiratornih lekova
gde su imali udele od 50% odnosno 34% respektivno. ,,Zdravlje* AD znacajna trZi$na ucesca
je ostvarivalo i na trziSnim niSama lekova za trudnice (26%), bolesti krvi i bolesti organa
koji ucestvuju u krvnoj genezi (23%) i metabolizma i regulisanja ishrane (18%)(Zdravlje,
2002). ,,Jugoremedija“ je u periodu od 2000. do 2004. godine uspela da podigne svoje trzisno
ucesce sa prosecno 4% na 8% trzisnog ucesca. Imajuci u obzir veli¢inu trzista farmaceutskih
proizvoda SRJ i broj ucesnika na njemu, trziste farmaceutskih proizvoda je bilo znacajno
fragmentirano.

Pharmaceutical market in the period from 2000-2004 was significantly fragmented.
This period was also marked by very low levels of investment in research and development.

In the pharmaceuticals’ market in Yugoslavia during the period 2000-2004 operated
twelve pharmaceutical companies. Galenika and Hemofarm kept the first two positions by
the volume of sales. Yugoslavian pharmaceutical market in 2001 was dominated by four
pharmaceutical companies with a common share of around 80%. Hemofarm significantly
increased its market share after acquisition of the pharmaceutical company Zorka from Sabac
during 2002.

If we take a look at company Zdravlje Leskova we may note that their ten best-selling
products in 2001 generated market share up to 60% in respective market niches (Zdravlje,
2002). Zdravlje Leskovac was particularly strong in the niche markets of gastrointestinal
and respiratory drugs where they had share of 50% and 34% respectively. They exercised
significant market shares in drugs for pregnant women (26%), blood disorders and diseases
of the organs involved in the genesis of blood (23%) and metabolic regulation of feeding
(18%) (Zdravlje, 2002). Company Jugoremedia in the period 2000-2004, managed to
raise its market share with from 4% to 8%. Taking into account the size of the market of
pharmaceutical products FRY and the number of participants on it, the pharmaceutical
products was significantly fragmented.

Figure 2 — Market share of domestic pharmaceutical companies in Yugoslavia

2000. godina 2001. godina
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Source: Authors’ calculations

The period after 2000 was characterized by gradual increase in market share of
imported pharmaceutical products. Prior to year 2000, the value of imports of drugs and other
pharmaceutical products was relatively small. For that reason domestic producers have had
dominant position in the market of pharmaceutical products. However, in subsequent years,
domestic producers had been losing dominant position for several reasons. At first company
ICN the owner of Galenika has stopped supplying the market after a dispute with the state
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over the contractual rights and obligations. Moreover, other pharmaceutical companies have
not been able to import enough raw materials of the desired quality in order to produce
sufficient quantity of the final product. This has resulted with faster growth of imports of
pharmaceutical products in the following years and gradually growth of market share of
imported pharmaceutical products.

According to Zubovic (2008) in the period 2001-2006 foreign trade has had a
steady upward trend in the trade deficit, with a higher rate of increase in imports by
24.14% compared to the growth rate of exports which equaled 14.63%.

Figure 3 - Market shares in drugs sales in 2003 and 2004
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Source: Authors’ calculations

High levels of market fragmentation lead to weak bargaining position of domestic
pharmaceutical enterprises in domestic and foreign suppliers and vendors. That further
contributed to increased costs of production and distribution as well as the overall increase of
inefficiencies in the business. High market fragmentation, pressure from foreign competition
and inefficiencies in production pointed to the need for consolidation of the pharmaceutical
industry in the coming years, which eventually did happen.

Figure 4 — Total sales and imports of drugs in Serbia in the period 2005-2011
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Looking at the relative share of individual producers, pharmaceutical market indicated
the existence of oligopolistic market structures during 2006. Broken down by individual
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producers, dominant share had Galenika and Hemofarm (the largest domestic exporter of
drugs). Bearing in mind the link between legal entities Hemofarm with Zorka, Panfarm and
Hemomont, domestic drug market in this period could be characterized as a pure oligopoly.

Figure 5 - Average market shares by sales volume in pharmaceutical industry
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Source: Authors’ calculations based on Serbian Company Register

The period 2008-2013 was characterized by negative market conjecture, which was
result of global economic crisis and significant illiquidity of the pharmaceutical sector in the
Republic of Serbia.

The mostsignificant factor contributing to the sharp rise in insolvency of pharmaceutical
company was delay in payment for medicines supplied by government institutions (Republic
Institute for Health Insurance and other health institutions) to wholesalers and drug
manufacturers. In support of previous statements goes the fact that at the end of 2010 debt
of National Health Insurance Fund to pharmacies has grown to over 14 billion RSD (€140
million), which had seriously eroded stability of the health system in the country. In addition
National Health Insurance Fund in February 2011 signed a protocol with drug manufacturers
stipulating pharmaceutical companies to reduce claims for drugs to the Fund by 10%,
thus ensuring security of supply markets. Protocol was signed by leading pharmaceutical
companies in Serbian market. The agreement in the Protocol applies to drugs in List A and
Al, while for medicines from List B will be applied using the same principle, but through
procurement procedures that will be implemented by healthcare facilities.

The aforementioned crisis of insolvency, and bad business decisions led the drugs
companies (Velefarm, Vetfarm, Unifarm) to insolvency and drugmakers such as Habitfarm
and Srbolek to bankruptcy and liquidation. At the same time position of Galenika as the
largest drug manufacturer in Serbia was threatened. Changes in the market were best used
by Hemofarm which managed to retain its market, despite the decline in total turnover in
the market. Company Jugoremedia had significantly lost its market share in this period due
to cease in production, repair of existing production facilities and liquidity problems. Those
circumstances finally led to the complete collapse of the company.
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Figure 6 — Market share by sales volume in pharmaceutical industry in 2013
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Profitability and Gross Value Added Indicators

Observing the sales revenue per employee in largest drug producers in Serbia during
the period 2010-2013, above the average values were recorded in company Zdravlje (average
of € 52,000). Jugoremedija had recorded the lowest values according to this indicator. At the
same time foreign owned companies (Hemofarm and Zdravlje) have recorded higher and
above average values of observed indicator, compared to companies that were 100% owned by
domestic capital (Galenika and Jugoremedija).

Figure 7 - Sales revenues per employee in selected companies and total average in the
period 2006/09 and 2010/13
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In the period 2008-2013 Zdravlje has generated gross value added that was under
the average value in pharmaceutical branch. There was also recorded a negative trend in
created value added in the observed period, caused by poor business results that characterized
the period 2009-2012. In same period, below average values of GVA was also recorded by
Jugoremedija. Gross value added of largest companies in production of pharmaceutical
preparations was in average approximately €28.2 million, while GVA per employee in same
period amounted to €24,000.

Figure 8 - Gross value added and gross value added per employee in selected companies in
pharmaceutical preparations, in the period 2008. - 2013.
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Gross value added per employee (€ thousand)
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Conclusion

In the period 1990-2013 besides wars and disintegration of country, decisive impact
on pharmaceutical industry in Yugoslavia/Serbia had a processes of privatization and market
liberalization. Structure of the pharmaceutical industry in pre-war Yugoslavia was designed so
that there was competition between pharmaceutical companies from different republics, but not
within the one republic. This illusion of market economy and competition had ceased to exist
with the breakdown of former Yugoslavia, when started a true market competition between
national producers of pharmaceutical and medical products. After former Yugoslavia had fallen
apart, there was an attempt of pharmaceutical companies’ privatization by the model of internal
share ownership, although certain pharmaceutical companies have not gained all preconditions
to initiate privatization. Privatization process in former Federal Republic of Yugoslavia was
accelerated during the 1993 due to hyperinflation, but after price stabilization and change in
legislation in 1994 privatization processes were almost annulled.

Until 1997 Galenika dominated pharmaceutical market with market share of about 40%
in the total volume of sales of drugs for human. However, after Galenika was removed from
the positive list of the National Health Insurance Fund, in the second half of 1998, there came
significant changes in market shares on the market of pharmaceutical products of the former
Federal Republic of Yugoslavia. In the following years, national pharmaceutical market had
become more fragmented. That period was characterised by small volume of investments in
research and development. The process of privatization of pharmaceutical companies continued
after 2000. Successful privatizations were led by foreign owned companies. However there did
not significantly increase production, but they made a significant investment and considerably
increased a profitability margin through the reduction of number of employees. After 2000 there
had been gradual increase of market share for imported pharmaceutical products.

High market fragmentation, pressure of foreign competition and production inefficiency
resulted with the need for consolidation of the pharmaceutical industry in upcoming period.
Excluding drug wholesalers that had significant share within the total turnover of drugs and
medical devices in Serbia, relative shares of certain drug producers indicated the existence
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of
by

oligopolistic market structure. It is indicative that the pharmaceutical companies owned
foreign capital recorded higher and above average values of the profitability indicators

compared to companies that were majority owned by domestic shareholders. That indicates the
need for domestic owned pharmaceutical companies to impend another round of restructuring
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Abstract

In the last four decades there is a renewed interest within the economic theory
for the institutional structures. Numerous, multiple and often unpredictable effects
of institutions on economic process are differently reflected among the leading
schools of economic analysis. Certainly, in this sense, the greatest attention should
be given to the stream of economic thought known as institutional economics.
This heterogeneous research orientation today is already clearly differentiated on
Veblenian and the new institutional economics. The paper will make, in the light
of its recorded achievements and the subjects of interest of its main protagonists, a
general insight into the new institutional economics.
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PEKOHCHUIEPAIINJA HOBOT' THCTUTYLHMOHAJIN3MA:
OCHOBHE KOHIEIIIHUJE U ITPABIHU UCTPA’KUBAIBA

ArncTpakTt

V' nocneowe uemupu Oeyenuje obunasma ce umnmepecosarbe eKOHOMCKe
meopuje 3a uHcmumyyuoraiHe cmpykmype. bpojna, euwecmpyka u Hepemko
MewKo npeosuousa 0ejcmed UHCMUmMyyuja Ha eKOHOMCKU Npoyec NpOMUULbAY
ce Ha paziuuume Hayune mely 600efium eKOHOMCKUM Npasyuma eKOHOMCKe
ananusze. Ceakaxo 0a y mom CMUcIy Hajeehy naxcroy 3aciyixcyje mox eKoOHOMcKe
MUCIU NO3HAM KAO UHCMUMYyuoHanucmuuxka exonomuja. Osa xemepoeena
ucmpasicueauxa opujermayuja oanac je eefi jacno ougepenyupana Ha 8e61eH08CKy
U HOBY UHCMUMYYUOHANHY eKoHomujy. Y pady he 6umu, y ceemny reHUx
docadawrsux oocmuznyhia u npeomema uHmepecesarba 2NA8HUX NPOMALOHUCIA,
VUUIbeH 2eHePaNHU NPUKA3 HO8e UHCTHUMYYUOHATHE eKOHOMUJe.

Kuyune peuu: neoknacuuna ekoHomuja, uHcmumyyuje, HO8a UHCMUMYYUOHANHA
eKOHOMUjd, C8O0JUHCKA NPABA, MPAHCAKYUOHU MPOULKOBU.
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Introduction

For a long time the economic theory tries to decipher the nature and channels of
influence of those structures that cannot be grasped within the conventional, equilibristic
thinking about economic processes. It may be no exaggeration to state that the history
of economic thought records permanent warnings of the dangers of ignoring the subtle,
cultural, historical and socio-psychological processes that pervade economic activity.
Some of the great thinkers of the economic science, such as Smith, Mill, List, Marx,
Hayek, and others, have dealt with, in their systems of economic thought, among other
things, their detection and explanation. Some of the modern schools of economic thought
ascribe special importance to the non-economic components of the processes in the
contemporary economy. This applies particularly to the economic doctrines of heterodox
orientation - the Austrian school, radical, gender, behavioural, institutional economics
and others. The above-mentioned theoretical streams and schools of thought strive to
sensitize the economic orthodoxy on institutional structures or find an epistemological
alternative. Undoubtedly a significant step forward in the above sense is made within
institutional school of economic thought, which considers institutional arrangements of
society and their economic implications as its central point of occupation. This economic
doctrine is composed of two, it could be concluded without a lot of reserves, partially
conflicting theoretical currents: the old and the new institutionalism. The paper will
outline relevant concepts of the new institutionalism. For these purposes will serve the
insight into the main lines of research within the new institutionalism: the economic
theory of property rights, institutional economic history and theory of the firm based on
transaction costs.

1. New Institutionalism - A General Overview

The new institutionalism represents a school of economic thought with growing
influence, as evidenced by the awarding the Nobel Prize in Economics, to the three of its
leaders - Ronald Coase (1910-2013), Douglas North (b. 1920) and Oliver Williamson (b.
1932). Armen Alchian (1914-2013), Harold Demsetz (b. 1930), Steve Pejovich can also
be counted among the major representatives of this doctrine.

The protagonists of the new institutional economics seek to extend conventional
economic theory, by introducing the concept of institution into its analytical apparatus.
It should firstly be explained, what is meant by the expression “conventional economic
theory” or “economic orthodoxy”.

Economic orthodoxy is the common name for the widely accepted theoretical
framework, known also as neoclassical, developed within marginalism, starting with the
parallel contributions of Alfred Marshall (1842-1924) and Léon Walras (1834-1910). It
is based on well-known model of economic reproduction, understood as a generalized
market exchange between households and firms, which is managed through the variations
in market prices and application of the marginal principle in shaping the supplied and
demanded quantities of goods and resources. It should be noted here that this model is
articulated differently by the aforementioned founders of the economic mainstream.
Valrases theory of general equilibrium, in principle, rests on the same mechanisms as
Marshal’s, with some differences related to the issues of the role of the time factor, nature
of non-equilibrium states, generality of equilibrium and others. (De Vroey, 2004, p. 64-65)

The starting point of neoclassical economics are “agents “ (individuals, households
or firms), whose desires and needs are unlimited. On the other hand are the restrictions
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embodied in scarcity of resources to address these needs. The tension between the needs
and constraints is solved by the market, where the pulsating of prices leads to responding
to the needs of agents (Weintraub, 2002). Theoretical architecture of neoclassical
economics relies on the specific assumptions that can no be put to the question, that have
naturalistic, universal validity (Weintraub, 2002):
1. agents have rational and stable preferences of the outcomes;
2. agents behave as maximizing subjects - individuals maximize their utility,
companies maximize profits;
3. agents act independently and have complete information about their
environment.

All the above mentioned assumptions can be summarized in one - agents are
rational. Since they have a perfect knowledge of the environment, they always make
optimal decisions, thus maximizing their target functions. The rational behaviour of
agents leads to equilibrium, at which any further reallocation of assets and resources is
sub-optimal, because it would not have been achievable without deterioration of one’s
relative position (Pareto optimality).

Neoclassical understanding of the economy owes its current influence to the fact
that it represents a logical approach, extremely suitable for the mathematical interpretation
and further theoretical upgrading. Most of currently dominant economic doctrines, with
certain adjustments, accept neoclassical microeconomic model as a framework for their
research and creation of new economic concepts.

New institutionalists observed deficiencies in the neoclassical reflection of the
economy. Developing on neoclassical grounds, they try to modify and redesign this
epistemological structure in order to increase its level of realism.

In this sense, the new institutionalism accepts the neo-classical propositions of
scarcity, competition, economics as a science of choice under certain restrictions, and
the role of relative prices in the allocation of resources. The proposition that the new
institutional economics modify is rationality. Furthermore, the concept of institution is
considered as an essential element of economic analysis (North, 1994).

Institutions are defined as the humanly devised constrains, that structure political,
economic and social relations between individuals (North, 1991, p. 97). Institutions are
the “rules of the game” in a society, which fundamentally influence the behaviour of
agents (North, 1990, p. 3). Preferences of agents, their incentives for economic activity,
as well as their degree of rationality are largely the result of influence of social institutions
under which they live.

The entire institutional economics is concentrated around institutions as the central
concept. The essential features of institutions may be indicated as follows:

1. Institutions are the rules (patterns) behaviour.

2. They consist of unwritten rules and legal norms.

3. Institutions exercise long-lasting impact on the behaviour of individuals (more

on that in Stefanovi¢, 2009, p. 16). In other words, institutions represent long-
term, trans-generational phenomenon.

Given that they exert significant influence on the behaviour of agents, institutions
must be incorporated in the economic analysis. New institutional economics is focused
on explaining the origins, mechanisms of change of institutions as well as their effects
on the economic process. Within the new institutionalism, special attention is devoted to
the analysis of social institutions governing property relations between agents. Also, a
stream of new institutional economics deals with the explanation of the companies, as a
kind of institutional alternative to market mechanism.
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2. Ownership Institutions and Economic Efficiency

The essential inspiration for new institutional economics was provided the
Coase’s research on industrial organization (Coase, 1937). One of the major problems
within the neoclassical analysis is explanation of the existence of the companies.
Neoclassical economics implies that the allocation of resources operates at the market,
which performs this function efficiently. The question is, however, why then there are
alternative allocative structures - firms. In addition, the structure of the firms is quite the
opposite to that of the market - they are centralized, command and hierarchical structures
(Coase, 1937, cited in: Jovanovi¢, 2004).

Coase explains the existence of firms by the cost of using the market mechanism,
related to the discovering of relevant prices, negotiating and concluding contracts. If
these costs are too high, the market is being replaced by the firm as allocation mechanism
(Jovanovi¢ 2004).

The economic process is understood here as a set of transactions between agents.
The subjects of the transactions are not only goods and services but also property rights
over them. Market exchange is therefore the exchange of property rights. Costs that are
generated during this exchange are called transaction costs.

Coase established the relationship between property rights, transaction costs and
resource allocation, which became known as the Coase theorem (Coase, 1960). The initial
schedule of property rights over resources has no impact on the efficiency of resource
allocation, if property rights are clearly defined and transferable, or if transaction costs are
zero (Jovanovic, 2004, p. 236). In other words, if property rights can be exchanged at no
cost (transaction costs are zero), then they will be, regardless of its initial configuration,
always ultimately arranged in a way that ensures optimal allocation of resources.

Message of the Coase theorem is unambiguous - the existence of transaction
costs during the exchange of property rights may disturb the efficient allocation of
resources. Neoclassical economics has ignored transaction costs, and according to its
logic resources are always allocated in an optimal way. However, the fact is that, in the
real economy, there are transaction costs, which has implications for the efficiency of
resource allocation (Coase, 1988, p. 175). If there are transaction costs, then the ways in
which property rights are regulated become important.

The function of regulation of property rights in the society is performed by
property institutions. The relationship between property institutions, transaction costs
and economic efficiency is the central preoccupation of the branch of institutional
economics led by Alchian, Demsetz and Pejovich. This stream of institutional thinking
studies alternative systems of property rights (different forms of ownership) and their
impact on economic efficiency (Alchian, Demsetz, 1973).

Only stable, credible and fully protected property rights enable the efficient
allocation of resources (Pejovich, 2001, p. 4). In the regime of fully protected property
rights, individuals have clear authority over their resources. If property rights of all
agents are well protected, then they can enter into transactions without fear that their
access to their own resources will in some illegal way be affected. Safety in exchange for
its part affects the reduction of transaction costs, and contributes to the optimal allocation
of resources.

The optimal structure of property rights, which would allow the minimization
of transaction costs, is identified as fully protected private property. The institutional
structure of the society that would allow such ownership regime is based on the rule
of law. This sort of socio-economic regime protects individuals from attacks on their
property rights by ruling groups, the state, the predatory-minded agents and others.
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Institutions should, therefore, be changed in the direction of this type of social structure
(Pejovich, 2001).

3. Institutional Evolution and Economic History

In an effort to empirical verification of the influence of property rights institutions
on economic efficiency of the society, North has conducted research in economic history
of some Western countries (North, Thomas, 1973). This scientific enterprise was based
on an assertion that economic development is a result of traditional developmental
factors (technology, demographic potential), but is also essentially dependent on the
subtle influence of the institutions of society, especially those that define property rights.
The evolution of institutions shapes the ability of the society for the long-term growth.
North comes to the conclusion that there was the asymmetric development of property
institutions in different countries of the West. In the UK and the Netherlands systems
of stable and well-protected private property rights were established, while in other
countries inefficient forms of ownership dominated throughout economic history.

In order to explain such a trajectory of institutional evolution of western countries
North introduces a distinction between formal and informal institutions (North, 1990,
p. 3). Formal institutions are embodied in the legal system (constitution, laws), while
informal institutions are of unwritten character (culture, tradition, customs and beliefs).

Informal institutions exert strong and firmly rooted influence on the behaviour of
agents. Their impact on the agents is reflected in the existence of the so-called “mental
models”, or their beliefs about how the environment is structured and what are acceptable
and desirable modes of behaviour in society. Individuals, who live in a society, are
exposed to the same cultural and historical influences. Therefore they will form the
same mental models, which will strongly affect their behavior (Denzau, North, 1994).
The problem is that in some societies, historical circumstances and cultural background
generated informal institutions and modes of socio-economic thinking and cooperation
that are not compatible with private property and a market economy.

If informal institutions, expressed through the prevailing mental models of
individuals in a society, are hostile toward private ownership and similar arrangements,
then latter institutions will not efficiently operate in such an environment. Even when
private property and market norms are imposed by formal rules (constitutions, laws),
informal institutions will for a long time impede the process of creating a capitalist
ownership structure. The problem is further complicated by the fact that the state, as the
entity responsible for the enforcement of property rights, is largely inert and ineffective
in the process.

Resistance of informal institutions can explain the delay of certain western
countries (France, Spain, for example.) in the historical process of development of
capitalist property institutions. This model can also explain the current slow transition
to a market economy of countries of Latin America and certain post-socialist economies
(North, 1994).

4. The Theory of the Firm based on Transaction Costs
Another stream of new institutionalism is focused on the issues of the firms as

non-market institutions. The leader of this research orientation, Williamson, explains the
existence of firms through the concept of transaction costs. Similar to frictions in physical
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systems, transaction costs hinder market mechanism. Transaction costs arising from
disputes and conflicts between participants in the exchange, lead to delays, interruptions,
etc. (Williamson, 1985, p. 1-2).

Transaction costs are divided into two groups. Ex ante transaction costs related
to the activities of entering into contracts between agents. They include the costs of
negotiating and concluding contracts. Ex post transaction costs are generated during the
contract execution. Since it is almost impossible to to cover all possible situations within
the propositions of the contract, contracts are “incomplete”. If, during the execution
of the contract, contingencies occur, agents bear certain costs related to interruptions,
eliminating disputes, securing guarantees that parties will comply with contractual
obligations etc. (Williamson, 1985, p. 21).

The level of transaction costs is determined by the characteristics of the transaction
(Williamson, 1981, p. 1547-1551):

1. the specificity - one or both parties invest specific resources in order to

perform the transaction;

2. frequency - doing business with the same supplier often reduces transaction

costs, such as those pertaining to quality control;

3. uncertainty - with greater uncertainty in the exchange, contracts will have to

be more detailed, which increases the relevant transaction costs.

The uncertainty in the exchange is the main source of transaction costs. It is
generated by bounded rationality and opportunistic behaviour of agents. Agents strive
for rationality, but they are only limitedly successful therein, because they cannot
have all the relevant information. Thus, the rationality of agents is bounded. Bounded
rationality opens space for opportunistic behaviour. In this context, opportunism is an
attempt to realize one’s own interests with the help of guile, through incomplete and
distorted presentation of relevant information (Williamson, 1985, p. 47).

Limited rationality and opportunism increase the level of uncertainty in the
exchange. Uncertainty makes transactions more “expensive” and discourages agents
to participate in market exchange. The society still finds alternative, non-market
institutions, to carry out the exchange, which, according to Williamson, represent so
called “governance structures”. Governance structures reflect the efforts of the society to
economize on transaction costs. The organizational forms of these institutions are firms.
Due to their organizational structures, firms can successfully control the transaction costs.
Specifically, within companies, the exploitation of knowledge is more economical, the
opportunistic behaviour of agents is more efficiently controlled, information asymmetry
is reduced, hence the uncertainty is lesser (Williamson, 1975, p. 40).

Williamson concludes that, in line with the economic circumstances, governance
structures evolved, from the former unitary corporations toward contemporary
decentralized multidivisional organization. Its modern offshoots are conglomerates and
multinational companies.

It should be noted that within the new institutional economics, there are different
explanations of the company as a non-market institution. Alchian and Demsetz explained
the emergence of firms as the result of inability of the market to organize “team production”
(Alchian, Demsets, 1972, cited in: Screpanti, Zamagni, 1995). In such a mode of production,
markets do not provide enough information for measuring the contribution of individual
factors of production on the basis of their marginal product. This motivates employees to
behave opportunistically, through not investing enough efforts in production, thus reducing
the efficiency of production. It is necessary, therefore, to introduce someone to oversee and
control team members. However, a mechanism must be found to prevent the supervisors
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from “tolerating” team members. The solution is to ascribe to the supervisor all the residual
income, rest upon the remuneration of all factors of production. Since the opportunistic
behaviour of team members reduces his income, the supervisor is strongly motivated to
suppress it. The conclusion of this theory is that the most effective supervisor in fact is the
owner of the company (Alchian, Demsetz, 1972).

Conclusion

The methodological framework of the mainstream economics is based on well-known
and in academic circles widely accepted principles describing the economy as a closed
system, with rational economic actors as the backbone of the theoretical architecture. Their
decisions, guided by pulsating market prices, by definition, are optimal and lead to balancing
the forces of supply and demand, which, in essence, define any economic situation. Such
epistemological matrix, “liberated” from the contents not directly involved in the immediate
process of market equilibration, has considerable analytical value, since it provides exemplary
clarity, firmness of logical relations and undeniable suggestiveness in the consideration of
economic phenomena. However, there is an increasing amount of accumulated evidence
which testifies to the fact that this model of understanding the economy has reached its limits.
There is increasingly less justification for an economic analysis that ignores the numerous
and heterogeneous non-economic structures operating at all levels of the economic space.
The limits of orthodox epistemological framework are comprehended in numerous research
fields, including the problems of economic growth, technological development, innovation,
financial systems and others. There is, therefore, in economic theory, a growing awareness of
the importance of the institutional dimension of the economic mechanism. Perhaps the most
significant reflection of the aforementioned trend in economic thought is the emergence of
new institutional economics. This theoretical current of institutionalism seeks to bridge the
shortcomings of neoclassical analytical framework, i.e. its insensitivity to the institutional
structure. In this sense, while maintaining a general analytical orientation of neoclassical
framework (equilibrium mechanism, scarcity of resources), this line of thinking modifies the
principle of rational actors, and associates market coordination process with the exchange of
property rights and transaction costs. Suboptimal definitions of property institutions generate
transaction costs that impede and deform the optimal allocation of resources. Quality of
specification of property rights depends on the way of articulating the rationality of actors
in the economy, through the existing cultural-historical framework and socio-psychological
context, embodied in informal societal institutions. Economic reality in every society, in
accordance with the above-mentioned framework, can be regarded as an effort, joint or
individual, spontaneous or organized, to find arrangements for economizing on transaction
costs. New institutional economics showed significantly higher level of responsiveness
to some important determinants of economic currents, which are not compatible with the
widespread reasoning of the equilibrium type. This may have an impact on increasing the
realism and usefulness of the prevailing model of study of economic reality.
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Introduction

There is a great deal of concerns in studying of the country competitiveness
phenomenon, starting with its conceptual determination. Somehow this is understandable,
bearing in mind that we are dealing with the category which includes numerous economic
characteristics subject to extremely dynamic and hardly predictable changes. Essentially, it
is a multidimensional and relative concept (Spence & Hazard, 1998). This is simply because
the key features of the phenomenon of competitiveness are changing at different times and
circumstances. Thus, the phenomenon of competitiveness can be seen both in terms of time
and of space i.e., countries or regions. In short, it is a dynamic concept, which forces economic
actors to continuously think not only about their own roles, strengths and weaknesses and
responsibilities, but also the strengths and weaknesses of other actors (Sirkin, Hamerling &
Bgatacharya, 2008).

OECD defines competitiveness as the country’s ability to produce goods and services
that may be of exchange in global market, under free and fair market conditions, while
simultaneously maintaining and expanding the real incomes of its people (OECD, 1996, p.
24). Some authors note that the country’s competitiveness is its ability to generate economic
growth and employment, with the manifestation of balance of payments imbalances
(Fagerberg, 1998).

Over the past fifteen years notional determination of the complex of a country’s
competitiveness, has been complemented by various requirements of the paradigm of
sustainable development. For example, the Union of Industrial and Employers Confederations
of Europe notes that high standard of living, with a sustainable balance of payments reflects
the country’s competitiveness. The European Commission defines competitiveness as a
sustainable growth in living standards of the country or group of countries, with the lowest
possible level of involuntary unemployment (European Competitiveness Report, 2011;
Rosamond, 2002).

The essential idea of the concept of sustainable competitiveness is the inclusion of
social and environmental dimensions (Cvetanovic, et al. 2014) into the economic concept
of competitiveness, which were not included in conventional considerations of the content
of this category. In a word, the concept of sustainable competitiveness is trying to assess
whether a country has the potential to be successful and to grow in the medium and long term
(Balkyte & Tvaronaviciene, 2010), as well as to determine whether the process of developing
its economy contributes to creating a model of society that is desirable in the long run. As
a reminder, at the beginning of the previous century well-known German sociologist Max
Weber lucidly remarked that the countries did not compete only in terms of products and
services but also in terms of the education system and wide dominant value system (Weber,
1989).

The International Institute for Management Development has compiled a list of
over 300 factors of competitiveness, and the country’s position in terms of international
competitiveness is determined by aggregating these factors. (IMD; 2005). Many of these
factors are related to health, education, condition of the natural environment.

Since 2005, the World Economic Forum has based the analysis of competitiveness
on the Global Competitiveness Index — GCI, which includes micro and macroeconomic
foundations of the country’s competitiveness. Competitiveness is defined as the set of
institutions, policies and factors that determine the level of productivity of a country.

Beginning in 2011, parallel to data on global competitiveness this institution started
to publish data — Sustainability-Adjusted Global Competitiveness Index — SCI. It should be
noted that the GCI is predominately based on economic indicators and it is mostly about the
competitiveness of countries seen through the prism of short and to some extent medium
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term. Conversely, SCI represents a long-term view of the country’s competitiveness.
Sustainable development is defined as development that meets the needs of the present
without compromising the ability of future generations (World Commission on Environment
and Development, 1987). The paradigm of sustainable development brings a man into its
focus as well as meeting his current and future needs (Gladwin, et al., 1995).. During the last
three decades, the concept of sustainability has been qualitatively significantly expanded.
The paradigm of sustainability as a new philosophy of development in addition to economic
and environmental requirements, takes into account the growing social demands (Messner,
1997). In this regard, an important question arises whether the requirements for an increase in
the short term GCI are compatible with the requirement for continuous improvement of SCI?
In other words, whether the promotion of sustainable competitiveness of European countries
involves reducing the competitiveness understood exclusively as the economic context? The
obtaining a competent answer to the question of how sustainability affects the competitiveness
and economic activities, is in a function of recognizing tools for identifying strengths within
which countries can increase sustainable competitiveness (Kotabe & Murray, 2004). More
complete integration of the concept of sustainability is a target that the World Economic
Forum aims at. This is because the concept of sustainability is in a center of the attention of
policy makers, business leaders and the public in general.

The paper analyzed data for 34 European countries on competitiveness (GCI) and
Sustainability-Adjusted Global Competitiveness Index (SCI) by the World Economic Forum,
presented in the Global Competitiveness Index Report 2012-2013. The first part of the paper
presents a short theoretical overview of concept and metrics of sustainable competitiveness of
countries, the category newly created by the World Economic Forum. Empirical analysis of
sustainable competitiveness of European countries in 2013 has been conducted in the second
part of the paper. First, simple regression analysis examined the type and form of functional
dependency between social and environmental pillars for all 79 countries covered by the
Report. Correlation matrix was designed according to all available values of the indicators
that made up the two aforementioned pillars of sustainability within the GCI framework in
2012-2013. They, the data for the European economies in a broader sense (the European
economies in the first step included Russia and Turkey) were analyzed. Categorization of
European economies is given at five potential groups:

* countries that have 15% or more higher rankings in terms of SCI than in

terms of GCI,

*  countries that have 5% to 15% higher rankings in terms of SCI than in terms

of GCI,

+  stabile countries with insignificant difference between SCI and GCI (+5%),

*  countries that have 5% to 15% lower rankings in terms of SCI than in terms

of GCI,

*  countries that have over 15% lower rankings in terms of SCI than in terms

of GCI,

By using a cluster analysis and bottom-up principle a grouping of 34 countries in
Europe was made, according to the observed competitiveness variables. Then by using
graphical analysis, the position and value of the sustainability pillars and key indicators of
sustainable competitiveness of European countries divided into two groups were perceived.
The first group includes countries that occupy leading positions based on the criterion of
sustainable competitiveness (Austria, Denmark, Finland, Germany, the Netherlands, Norway,
Sweden and Switzerland) and the second group includes countries that have recorded the
lowest values of SCI in Europe in 2013 (Bulgaria, Croatia, Greece, Macedonia, Romania
and Serbia).
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1. Analytical framework for GCI and SCI

An attempt made by the World Economic Forum in order to adjust the indices of
competitiveness of countries for 2011 and 2012 to the requirements of environmental and
social sustainability, represents a significant contribution to the operationalization of the
sustainable competitiveness concept. Sustainable competitiveness of countries is a new area
of research, and it is quite certain that a good portion of the data relevant to the measurement
of key categories is missing.

Figure 1: The SCI structure
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Modified according to: Global Competitiveness Report 2012-2013, World Economic
Forum, p.8& p.52.

As it can be seen from Figure 1, the quantification of SCI starts from GClI, adjusted for
factors that include social and environmental sustainability. The graph highlights the central
position of competitiveness as a premise of economic prosperity of the country.

Achieving a certain level of economic prosperity is the essential material assumption
of improving the living standards of the population in any country. In this procedure however,
the ability of countries to generate prosperity for its citizens in a sustainable manner is assessed.
In other words, competitiveness is a necessary, but is not a sufficient condition for prosperity
of individual countries. Hence the need for an appropriate measure of competitiveness that is
harmonized with social and environmental dimension of sustainability is more than obvious.

The methodology of measuring the Sustainability-Adjusted Global Competitiveness
Index is based on the premise of linear interdependence between the index of competitiveness,
environmental sustainability and social sustainability as dimensions of competitiveness. As
aresult, SCI is calculated as the average of the two indices adjusted for sustainability: social
sustainability-adjusted GCI and environmental sustainability-adjusted GCI (Figure 2).
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Figure 2: The SCI structures
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Modified according to: Global Competitiveness Report 2012-2013 (2012, p.52) and Crotti,
(2012, August 27)

Figure 2 shows that the social and environmental dimensions of sustainable
competitiveness are treated as independent adjustments for any country’s performance in
terms of the GCI. Aggregation leads to three possible outcomes: Environmental sustainability-
adjusted GCI, Social sustainability-adjusted GCI and Sustainability-adjusted GCI which
combines the dimensions of environmental and social sustainability.

Since there are no clear theoretical guidelines for assigning weights to individual
elements, an equal weight is given to indicators within each pillar. Each pillar has been turned
into an ‘adjustment coefficient’ with a range of 0.8 to 1.2, which is then used for adjusting GCI
results up or down within this range. This results in the adjusted result which is at maximum
20% lower or 20% higher than the basic GCI score.

Due to the fact that some of the aspects of sustainability are estimated in the pillars
of social and environmental sustainability, the results reflect the overall performance of
all aspects instead of a particular element. In a sense, this means that poor performance in
some aspects can be compensated with good results in some other areas. This can lead to
counterintuitive results.

Instead of the 144 economies covered by the GCI, in analysis of the sustainable
competitiveness by the World Economic Forum for 2013, there is a subsample of 79 countries.
This is a first attempt to present the scope of sustainable competitiveness of countries that are
preparing themselves for the future competitiveness in the long term.

Fairly speaking, there are many areas that are important aspects of the complex of
sustainable competitiveness (inclusion of minorities, working environment, water pollution,
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recycling, waste management, etc.), which are not yet included in the analysis due to a lack
of relevant data. Therefore, their inclusion into analysis must be the goal of the Forum in the
future.

2. Empirical analysis of the sustainable competitiveness
of countries in 2013

a. The analysis of the interdependence of the sustainability pillars and key
indicators of the global sustainable competitiveness

For better understanding of the relational mechanisms of competitiveness in the
broad sense (when, in addition to basic economic pillars that make GCI, indicators of
sustainability are included), it is particularly important to examine the relationship between
environmental and social sustainability. High levels of poverty and inequality can lead to
unplanned urbanization, such as slums, where large segments of the population lack access to
basic services. Such living conditions can have important consequences on the surroundings,
including the destruction of the natural environment due to deforestation and pollution of
water resources.

In this regard, Figure 3 shows a dispersion diagram for environmental and social pillars
of sustainability, for 79 countries in the GCI 2012-2013 Report, which contains additional
information about the Gini coefficient, represented by the size of the bubbles.

Figure 3: Dispersion diagram and linear form of interdependence between environmental
and social pillars of sustainable competitiveness
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Source: Authors’ calculation based on Crotti (2012, August 27).

You can note a positive correlation among the observed variables. It is a positive and
statistically significant interdependence (for a population of n =79 and at a significance level
of 0.01, limit value is R = 0.303). This analysis should be enhanced by including additional
factors in considering the relationship between the observed variables (Figure 4).
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Figure 4: Correlation matrix of all sustainability indicators (data for 79 countries in the
GCI Report for 2012-13)
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(Dark shades indicate a positive correlation; bright shades indicate a negative correlation)

The correlation matrix was made for 79 countries, according to all the available values
of the indicators that made up the two sustainability pillars within the GCI framework. Based
on the matrix it is possible to conclude that in addition to the previously demonstrated positive
correlation between the main pillars of a) social sustainability and b) natural environment
sustainability, there is a highly significant correlation between individual indicators of both
pillars. Further study of these relationships is beyond the scope of this paper, but it can be an
issue for some future research.

The above data and diagrams indicate an evident positive interconnection between a)
social component (represented by the social pillar of SCI) and b) environmental component
of sustainable competitiveness (represented by the environmental pillar of SCI) at the global
level. In other words, economies with high levels of social sustainability also have high levels
of environmental sustainability (and vice versa).

b. Analysis of the relationship between SCI/GCI and GDP per capita of European
countries

To shad additional light on the issue of trade-off between GCI and SCI in European
countries, their relationships were analyzed. Figure 5 shows the ratio of SCI and GCI. There
is also a curve representing the GDP per capita data. You can visually notice a positive
relationship between these indicators in European countries.
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Figure 5: GDP per capita and sustainability-adjusted GCI/GCI, social sustainability/GCI
and environmental sustainability/GCI ratios

- - -gir i

Source: Authors’ calculation based on Crotti (2012, August 27).

Figure 6 shows the distribution of the sustainability impact on the competitiveness of
European countries through four categorized groups (significant positive impact — more than
15%, a positive impact — from 5 to 15%, a relatively neutral impact — from -5 to 5%, and a
negative impact — from -5 to -15%). The impact is observed at the composite level through
SGCI/GCI ratio (sustainability-adjusted GCI/GCI), as well as through relationship between
GCI and its components: a) social sustainability and b) environmental sustainability.

Figure 6: The effect of sustainability on the competitiveness of European countries

Source: Authors’ calculation based on Crotti (2012, August 27).
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The following conclusions can be drawn:

*  most countries are positioned between the relatively neutral or positive
sustainability impact on competitiveness,

+  significant positive environmental sustainability impact on competitiveness is
achieved only in one country (Switzerland),

*  significant positive social sustainability impact on competitiveness is achieved
in eight countries

»  significant number of European countries (16) achieves extremely positive or
positive sustainability impact on the competitiveness, but still a larger portion of
countries (18) is under relatively neutral or negative sustainability impact on the
competitiveness.

As the metrics for sustainability impact within the GCI framework has been applied only
since 2011, we believe that this is just a rough picture of the situation which will be sharpened in
the coming period, by improving metrics for its monitoring. However, the above findings show a
trend of increasing importance of sustainability for the global competitiveness of the economies.

c. Cluster analysis

A cluster analysis of all European countries was carried out, in order to identify
performance gaps in the sustainable competitiveness between the most competitive and the
least competitive European countries.

In the process of clustering 34 countries according to the observed variables (all indicators
of both sustainability pillars were observed), the bottom-up method was used by applying the
agglomerative hierarchical clustering. First, each country was considered as a separate cluster
(Figure 7). Then, based on values of the observed variables, they merged into pairs of clusters
until all monitored entities were consolidated within a single cluster. In Figure 7, cluster
dendrogram is formed by performing cluster analysis according to all available indicators
data that make up the two sustainability pillars within the GCI framework (GCI Report for
the year 2012-2013). At the dissimilarity level of around 1800, the diagram clearly shows two
clusters that separate leading portion of European economies from the rest of the countries.
At the dissimilarity level of around 1000, the rest of the European economies are divided into
two clusters. At the dissimilarity level of around 200, also a leading cluster is divided into three
sub-clusters; Norway, the Netherlands, Switzerland, Austria and Germany show the greatest
uniformity, and these countries make up one of the three formed sub-clusters.

It would be interesting for some further analysis to study the separate cluster
dendrograms formed on the basis of indicators of individual components of social
sustainability and environmental sustainability.

However, in this paper cluster analysis was used to show a quite sharp polarization of
European countries in terms of sustainable competitiveness.
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Figure 7: Dendrogram by the sustainable competitiveness indicators of European countries
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d. Graphical analysis of sustainable competitiveness of European leaders and the
least competitive European economies

For a more detailed examination of the potential performance gap in sustainable
competitiveness between European leaders and the least competitive European economies,
a detailed graphical analysis of all sustainability indicators was carried out. Two groups of
European countries were selected. The first group includes countries that occupy leading
positions based on the criterion of sustainable competitiveness in Europe in 2013 (Austria,
Denmark, Finland, Germany, the Netherlands, Norway, Sweden and Switzerland). The
second group includes countries that have recorded the lowest values of the SCI in Europe in
2013 (Bulgaria, Croatia, Greece, Macedonia, Romania and Serbia).

Figure 8 illustrates the rank and value of the sustainability pillars of countries —
European leaders. In some countries (Denmark is an extreme case) the imbalance of these
pillars is very noticeable.

Switzerland ranks first in terms of sustainability-adjusted GCI, has a good performance
in all aspects of sustainable competitiveness, and shows that there are no necessary
compensatory relationships between environmental or social sustainability requirement and
competitiveness requirement. Similarly, the Nordic countries are good at both dimensions,
and Norway is the first in group with the highest score in both areas. These countries are
very good in terms of the GCI value, which is adjusted for social sustainability (Norway,
Denmark, Finland and Sweden have a score in the top 10 ranked economies).
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Figure 8: Ranks and values of the sustainability pillars— European leaders
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Figure 9: The basic parameters of social sustainability pillar for leading economies of

Europe
Il Accessibility of healthcare services i=siSocial safety net protection {=i Extent of informal economy
i==iSocial mobility i==Vulnerable employment “Income Gini coefficient (right axis)
Youth unemployment % (right axis)
12.00 35.00
29.3 29.5
10.00 264 2:: 254 ) m_” Y (SR
23.6 7
a0 L9 "1 | - 25.00
- 20.00
6.00 -
F 15.00
4.00 |
F 10.00
2,00 1 - 5.00
0.00 - +0.00

Austria Denmark Finland Germany  Netherlands ~ Norway Sweden  Switzerland

Source: Authors’ calculation based on Crotti (2012, August 27).

Figure 9 shows the key social sustainability indicators of the leading European
economies. A larger portion of indicators is uniform, and it is quite logical due to cluster
dendrogram shown in Figure 7. Sweden has a relatively high rate of youth unemployment
(25.2%), which determines its somewhat lower performance.

Norway has the best Gini index, and also has a good performance (in the top 10) in
terms of all social sustainability indicators. The Nordic countries also have good results in
terms of environmental sustainability-adjusted GCI, but share a common problem related to
overfishing and terrestrial biome protection (Figure 10).
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Figure 10: The basic parameters of environmental sustainability pillar for leading
economies of Europe
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Source: Authors’ calculation based on Crotti (2012, August 27).

Figure 11 illustrates the relationship between rank and values of the pillars of social
and environmental sustainability for the least competitive European countries covered by the
GCI Report 2012-13.

Figure 11: Values and ranks of the sustainability pillars for the least competitive European

countries
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Source: Authors’ calculation based on Crotti (2012, August 27).
In some countries from this group the sustainability pillars imbalance is more

emphasized than that of European leaders (Croatia and Greece, for example), while in others
you can notice identical or similar positions of both of these pillars (Macedonia, Romania).
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Figure 12: The basic parameters of social sustainability pillar for the least competitive
European countries
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Figure 12 presents the key social sustainability indicators of the least competitive
countries of Europe. A larger portion of indicators is uniform, and it is quite logical due to
cluster dendrogram shown in Figure 7. There is high rate of vulnerable employment, which
is in all countries considerably higher than rate in the most competitive European countries
(Bulgaria is an exception; this indicator in Bulgaria is at the average level of European
leaders).

Figure 13 shows the key environmental sustainability indicators of the least
competitive countries of Europe. Uniformity of a large portion of indicators can be observed.
However, there is an extremely high CO2 intensity rate, which tells us that their economic
competitiveness is based mostly on dirty technologies.

Figure 13: The basic parameters of environmental sustainability pillar for the least
competitive European countries
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Source: Authors’ calculation based on Crotti (2012, August 27).

In short, countries at the top of the rankings according to the GCI criterion also have
the best performance according to the SCI criterion, i.e. the gap between the leaders and
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the least competitive European countries is transferred from domain of the basic economic
competitiveness to an extended domain of the sustainable competitiveness.

Regarding the results of the analysis at the level of individual indicators, there are
exceptions such as the low rate of vulnerable employment, which in Bulgaria is at the level of
EU leaders, or on the other hand, relatively high Gini coefficient of Germany and Switzerland,
which is at the average level of the least competitive countries group.

3. Conclusion

It turns out that there is a significant compatibility between economic performance and
achieved level of long-term sustainability of the economic systems in European countries.
In other words, it turns out that there is no imperative of sacrificing the economic welfare in
favor of long-term social and environmental sustainability. We can even say that the social
efforts at improving social and environmental sustainability are rewarded with additional
improvement in economic prosperity. The further question is how stable the process actually
is in the long run and at a global scale, i.e. whether European countries maybe spill over their
sustainable competitiveness to non-European economies, which could be a way for some
further research on this topic.

The analysis revealed a positive correlation between GCI and SCI. In short, countries
that are at the top of the rankings according to the GCI criterion are also the best in most of
the environmental and social dimensions of sustainable competitiveness. This finding may be
of use in creating and practical realization of sustainable development policy, as well as the
policy of improving the competitiveness of European countries in the twenty-first century.
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Abstract

The processing sector in Serbia has not managed to consolidate even after more
than a quarter century since the breakup of the former Yugoslavia. Food production
in Serbia shares the fate of the entire production sector, as its integral part. Despite
this fact, food production is more and more seen as the opportunity for increasing
employment and the level of economic activity in Serbia. Especially after the
introduction of EU sanctions by Russia, advocates of export of food products as
the development opportunities for Serbia are growing louder. This made us pose
the research question relating to whether economic growth in the area of food
production has effects on employment level in Serbia? In searching for the answer
to this question, we constructed a sample of the 20 largest food producers in Serbia
and investigated the correlation between the level of economic activity in these
companies and the number of their employees. We did the same for the 20 largest
manufacturers in Slovenia and Croatia, and tested the hypothesis about the food
production as the development opportunity.

Key words: the food production sector, employment, economic activity and the
regression model.
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npou3soorU npexpambeHux npou3eooa, Kao Wancu 3a nogeliare 3anocieHocmu
u Husoa exonomcke akmugnocmu y Cpouju. Hapouumo naxon ysohersa cankyuja
EY 00 cmpane Pycuje, 3acoeopnuyu u3803a npexpambeHux npouseood, Kao
pazeojue wance 3a Cpbujy cy cee enacuuju. 0o je ymuyano 0a nocmagumo
UCMpasicueauko numarbe 0d U PACH eKOHOMCKe aKMUeHocmu y odnacmu
npou3eo0re NpexpambeHux npouzeooda uma egekme HA HUBO 3ANOCIEHOCHMU Y
Cpbuju? YV mpasicery o02060pa Ha 0680 numarbe KOHCIMPYUCAIU CMO Y30PaK 00
20 najeehux npoussohaua npexpambenux npoussooa y Cpbuju u npamuiu eesy
usmely Hu8oa eKOHOMCKe AKMUBHOCTU Y MUM npedy3ehuma u Opojy aHearco8anux
paonuxa. To ucmo cmo yuununu u 3a 20 Hajeehux npouseohaua y Cnogenuju u
Xpsamckoj u mecmupanu Xunomesy 0 npou3800rU NPEXPAMOEHUX NPOU3E00d KAO
PA360jHOJ WAHCU.

Keywopoc: cexkmopnpouseo0rmenpexpambeHuxnpouzeo0a, 3anocieHoCch, eKOHOMCKA
aKMUHOCM U Pe2PeCcUOHU MOOE]L.

Introduction

Food industry, with a large number of activities that make it, employs a significant
part of labour, while at the same time playing the role of the multiplier of employment
at the national level. In fact, it encourages the development of agriculture and other
industries that precede it in the production cycle, and enables the development of
underdeveloped rural and urban areas — through the establishment of small and medium
enterprises. In this context, we the opportunity for the development of the local economy
through the development of the food industry is recognised. Accordingly, we defined
the hypothesis on the basis of which the growth of economic activity in the sector of
food production, measured by the level of operating revenue, may affect the growth of
the number of employees engaged in this sector. The starting premise is that a greater
scope of food production activities can increase the level of employment. In seeking
answers to the research question, we made three samples. The first consists of the 20
largest food producers in Slovenia. The second consists of the 20 largest food producers
in Croatia, whereas the third includes 20 largest food producers in Serbia. Based on the
defined samples, we conducted research of the correlation between the scope of business
activities and number of employees engaged.

The structure of the work has been adapted to the defined research subject and
the hypotheses. The content of the first part involves the theoretical background related
to the place and role of food production in the processing sector and the economy as
a whole. The second part presents the methods and results of research. Finally, some
concluding remarks are presented.

1. Theoretical background

Literature knows various ways of defining food processing activities. Many
traditional definitions emphasise the link between food processing and food preservation,
and this dimension is one of the most important reasons for food processing. Back in
1966, Lodge and Jones defined the food industry as a set of production, distribution,
and marketing activities related to food production (Lodge G. & Jones C. 1966). One
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of the basic definitions identifies this phenomenon as the conversion of raw materials
or ingredients into a food product. A more complete, however, is the definition given by
Connor, which includes initial and final stage of food processing, as well as inputs used.
According to him, “the commercial food industry” is the branch of production which
starts with animal, vegetable, or marine raw materials, and then transforms them into
food or edible products by using labour, machinery, energy, and scientific knowledge
(Heldman D. & Hartel R, 1999). According to Wilkinson, the food industry can be viewed
as a set of activities that are performed after the harvest and that add value to agricultural
products prior to marketing. In addition to the primary processing of food raw materials,
food industry includes the final food production, preparation, and packaging of fresh
products (McCullough E.B. et al. 2008).

The food industry does not include one sector which produces series of mainly
similar products. On the contrary, it is the industry that is broad and diverse, both in
terms of its structure and in terms of products produced. The basic characteristics of the
food industry are:

1. A large number of small and medium enterprises operating in a highly
competitive environment,

Rapid changes of production lines,

Low profit margins,

High use of physical work in often unattractive environment,
Lack of understanding of automation (Caldwell D. et al. 2009).

wkwh

One of the common characteristics of the food industry of almost every country
is diversified nature of the sector, with a high share of small and medium enterprises.
According to the research conducted by the Food Industry Association of the European
Union and the United Nations Environment Programme, in 1992, at the level of the
European Union, as much as 92.4% of companies in the food industry were small and
medium enterprises. On the other hand, larger companies with over 100 employees
accounted for 70% of the turnover of the sector. However, at the beginning of the third
millennium, we see a growing trend of association of companies within the food industry,
as well as the trend of steady growth in the number of large companies in this sector in
many countries (the EU and the UN Environmental Programme, 2002).

The food industry is one of the most important branches of most of the member
states of the European Union, and, as such, plays a central role in the processing of
agricultural raw materials and food supplies. This branch of the processing industry is
traditionally viewed as a sector with low intensity of research. However, innovation and
research in the food industry should be encouraged because they are of immeasurable
importance for companies belonging to this industry, which can use them to stand out
from the competition and meet consumer expectations. The introduction of functional
and organic food in this sense is gaining in importance, the increased demand for which
being the result of high health care costs (Bigliardi B. & Galati F. 2013).

Ettlie sees the space for the development of the food industry in the fact that the food
arouses attention at the national and international level as a constant problem and the key
precondition of quality life (Ettlie J. 1983). In this regard, the food industry is a highly
promising branch of processing industry, which, with the help of intensive investment, can
be a pillar of economic development and a source of increasing employment. Rekha and
Poonam point to the importance of the food industry for overall economic development,
while noting that this sector represents a link between industry and agriculture. Food
industry contributes to the diversification and commercialisation of farming, increase of
farmers’ income, creation of a market for export of agricultural food, as well as creation
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of more job opportunities (Rekha K. & Poonam K. 2011). The importance of processing
industry and food production, as well as their impact on employment, has been the area
of interest of economists for a number of decades. The food industry is one of the biggest
employers worldwide. For example, in Australia, the food industry employs one out of
five employees in the sector of production activities. The food industry has a multiplier
effect on employment. It is estimated that each job in the European sector of soft drinks
generates additional ten jobs (including suppliers, retailers, and others). A similar effect
is present in the food industry (EU and UN Environmental Programme 2002).

Most authors find that food processing companies are usually the main source
of employment in rural economies. The fact is that many activities that involve food
processing are carried out in the villages, which significantly contributes to employment
of the rural population. In a survey conducted in 1987, which focused on the production
of soybean and soybean products, a group of authors (Hayami, Kawagoe, Marooka,
Siregar), pointed to a great importance of processing of agricultural products for income
generation in local communities. This study also recognised the importance of these
activities for the equalisation of income distribution, through increasing employment
and the share of income that belongs to work. Based on the research, the authors also
recognised the impact of the processing industry on the economy as a whole. Specifically,
these activities can be used as a tool to alleviate poverty and inequality in rural areas,
especially in developing countries (Hayami, Y. et al., 1988). However, some research
(McCullough, Pingali, Stamoulis) indicate that the food industry is also a key component
of production and employment even in the most developed countries, with important
opportunities for employment and business start in the sector of small and medium
enterprises. However, employment in this sector in recent years shows a declining trend,
as a consequence of efforts to increase productivity, rather than offshoring practices
(McCullough E.B. et al. 2008).

The importance of the food industry as a source of employment can be understood
if we consider its impact on the development of other sectors of the economy. Numerous
studies indicate considerable contribution of the food industry to the growth in many
other sectors, especially agriculture. For example, in the European Union, the food
industry sector is a customer of over 70% of the agricultural products from the European
Union markets. Furthermore, in Canada, 40% of agricultural production is exported in
raw form, 15% is either sold directly to consumers or sold for non-food purposes, and
45% is sold as processed food within the food industry. On the other hand, the food
industry emerges as the important energy user, and as a major purchaser of equipment,
technologies, and new products. This sector is also a major customer of the packaging
industry and transport services, and it invests in transport infrastructure, networks, and
vehicles. At the end of the supply chain, the food industry is one of the largest users
of advertisements and advertising, and plays a key role in supplying the retail sector.
World trade in the field of agri-food products is steadily increasing. In this regard, the
share of processed food in the trade of agri-food products is also growing (EU and
UN Environmental Programme 2002). In this way, the food industry is the driver of
employment in a number of sectors and industries.

Some authors (Caldewell, Davis, Massey, Gray) believe that in the years to come,
the number of people willing to work in the field of food industry for the current wage
level will decline, so that this sector will have to change in order to survive. In fact, except
for a few multinational companies, companies in the food industry are characterised by
a low level of research and development activities, insufficient capacity utilisation and
maintenance of advanced automatic equipment, as well as underdeveloped information
technology. Faced with these problems, the food industry has identified the introduction
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of automation as a crucial goal, with the purpose of improving production efficiency,
reducing losses at all levels, improving hygiene standards, improving the consistency
of product quality, improving working conditions in order to retain high-quality staff
(Caldwell D. et al 2009). These means that innovation capacity of food production is also
important as well as for other business sector (Cvetanovic et al.).

One of the key problems of the food industry is the low overall level of high-
growth entrepreneurship, which indicates weak dynamic capabilities of companies
within this industry. Policy makers can promote training in the field of management
in companies within the food industry which record poor performance, particularly in
family companies, which often have relatively closed methods of recruitment for senior
management positions. Furthermore, it would be reasonable if the current agricultural
producers and food processing companies undertook more value-added activities, to
avoid competition based solely on price. To ensure this, a number of food processing
companies must achieve higher level of innovativeness. Bearing in mind the importance
of engaging the end user as a source of innovation, policy makers should encourage closer
relationship between the companies and major end users, such as supermarkets, which
play a key role in organising the food industry. Similarly, farmers should encourage
the development of closer relations between them and food and beverage processing
companies (Alsos, G.A. et al. 2011).

We see that most of the presented literature sources indicate unsuspected
importance of the processing and food industry for encouraging employment and the
overall economic development.

2. Research method and results obtained

In order to search for answers to the posed research question, i.e. whether the
increase in economic activities in the food production can contribute to employment
growth, we will use a simple regression model. For this purpose, we selected 20 largest
food producers in the three countries, Slovenia, Croatia, and Serbia. The criterion for
the selection of the largest companies was net operating revenue in one calendar year.
In order to ensure availability and comparability of data, 2012 was taken as the calendar
year for observation. Based on the available data (Tables 1, 3, and 5), we constructed a
regression model of functional dependency between operating revenue and the number
of employees engaged in each country. The first analysed country was Slovenia.

Table 1. Operating revenue in thousands of euros and the number of employees in the
20 largest food producers in Slovenia

1 Droga Kolinska 173.873 427
2 Ljubljanske mlekarne 152.880 543
3 Perutnina Ptuj 142.062 1.172
4 Zito 106.694 820
5 Mlekarna Celeia 58.386 181
6 Fructal 50.599 337
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8 Panvita 56.384 223

10 Mlinotest zivilska 46.568 509

12 Pomurske mlekarne 40.820 169

14 Panvita Kmetijstvo 40.524 57

16 Meso Kamnik 31.717 122

Mesnine

18

22.688 46

20 Mercator-emba 22.349 113

Source: Official financial statements for 2012

Based on the available data, we constructed a simple regression model for
Slovenian food producers (Figure 1). The elements of the model are shown in Table 2.

Figure 1. Dispersion diagram of operating revenue in thousands of euros and the
number of employees in the 20 largest Slovenian food producers
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Source: Authors, on the basis of Table 1
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Table 2. Model Summary and Parameter Estimates

Dependent Variable: Number of employees 2012
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. Model Summary Parameter Estimates
Equation .
R Square F dfl df2 Sig. Constant bl
Linear ,553 | 23,469 1 19 ,000 11,878 ,005

The independent variable is Operating revenue 2012 in thousands of euros.

Table 2 points to the conclusion that in the case of food producers in Slovenia, the
regression model is: y=5*10x+11,878, where y is the number of engaged employees, while
x is the operating revenue in euros in the observed year. What we also conclude is the fact
that this regression model is applicable in 55.3% of cases, i.e. the coefficient of determination
is 0.553 with a significance level of less than 0.05. The correlation coefficient between the
operating revenue and number of employees is 0.743. Therefore, it is certain that in the case of
Slovenian food producers, there is a statistically significant relationship between the growth
in operating revenue and an increase in the number of engaged employees.

The next economy in the focus of our analysis was the Republic of Croatia. The
results of the observation of the Croatian economy are shown in Table 3.

Table 3. Operating revenue in thousands of euros and the number of employees in the
20 largest food producers in Croatia

Operating revenue 2012 in

Number of employees

No. Company thousands of euros 2012
1 Vinidija 369.771 1.116
2 Podravka 254.138 3.587
3 Dukat 235.033 1.375
4  PIK Vrbovec 246.495 1.633
5 Ledo 155.489 806
6 Zvijezda 144.892 675
7  MI Brada Pivac 146.640 731
8 Kra 118.110 1.580
9 Viro tvor. Seéera 144.341 245
10  Franck 107.156 481
11 Sladorana 84.695 315
12 Gavrilovi¢ 71.614 747
13 PPK. 95.694 382
14  Granolio 82.179 145
15 Tvornica $e¢. Osjek 93.467 289
16 Danica 53.597 783
17 Cedevita 48.384 315
18 Meggle Hr 43.164 210
19  Perutnina 45.508 811
20 KIM 40.311 134
Source: Official financial statements for 2012
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Based on the available data, we constructed a simple regression model for Croatian
food producers (Figure 2).

Figure 2. Dispersion diagram of operating revenue in thousands of euros and the
number of employees in the 20 largest Croatian food producers
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Source: Authors, on the basis of Table 3

The elements of the model, in accordance with the needs of Croatian food
producers are shown in Table 4.

Table 4. Model Summary and Parameter Estimates

Dependent Variable: Number of employees 2012

Model Summary Parameter Estimates
Equation -
R Square F dfl df2 Sig. Constant bl
Linear ,373 11,287 1 19 ,003 99,747 ,006

The independent variable is Operating revenue 2012 in thousands of euros.

Table 4 points to a conclusion that in the case of food producers in Croatia, the
regression model is: y=6*10x+99,747, where y is the number of engaged employees, while
x is the operating revenue in euros in the observed year. What we also conclude is the fact that
this regression model is applicable in 37.3% of cases, i.e. the coefficient of determination is
0.373 with a significance level of less than 0.05. The correlation coefficient between operating
revenue and number of employees is 0.610. Therefore, it is certain that in the case of Croatian
food producers, there is a statistically significant relationship between the growth in operating
revenue and an increase in the number of employees engaged.

The last but not least in the focus of our analysis was the situation in food production
in Serbia. The results of the observation of the Serbian economy are shown in Table 5.
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Table 5. Operating revenue in thousands of euros and the number of employees in the
20 largest food producers in Serbia

Operating revenue 2012 in

No. Company 1 Is of Number of employees 2012
1 Sunoko 182.108 471
2 Imlek 187.107 828
3 Victoriaoil 167.255 304
4 Dijamant 144.336 720
5 Matijevic 154.664 1.553
6 Sojaprotein 131.444 408
7 Grand prom 75.831 204
8 TE-TO 72.491 194
9 Frikom 87.185 981

10 Koncern Bambi 72.351 990
11 Nectar 73.913 654

12 Crvenka 55.581 214

13 Soko Stark 71.811 946

14 Marbo product 78.727 983

15 Swisslion 72.518 1.016

16 Carnex 59.524 1.238

17 Gebi 55.317 229

18 Konzul 54.673 53

19 Neoplanta 53.972 725

20 Nestle Adriatic 19.302 345

Source: Official financial statements for 2012

Based on the available data, we constructed a simple regression model for Serbian
food producers (Figure 3).

Figure 3. Dispersion diagram of operating revenue in thousands of euros and the
number of employees in the 20 largest Serbian food producers
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The elements of the model, in accordance with the needs of Serbian food producers
are shown in Table 6.

Table 6. Model Summary and Parameter Estimates

Dependent Variable: Number of employees 2012

Model Summary Parameter Estimates
Equation
R Square F dfl df2 Sig. Constant bl
Linear ,033 ,657 1 19 ,428 509,127 ,002

The independent variable is Operating revenue 2012 in thousands of euros.

Table 6 points to a conclusion that in the case of food producers in Serbia, the
regression model is: y=2*10°x+509,127, where y is the number of engaged employees,
while x is the operating revenue in euros in the observed year. What we also conclude
is the fact that this regression model is applicable in 3.3% of cases, i.e. the coefficient
of determination is 0.033 with a significance level of less than 0.05. The correlation
coefficient between operating revenue and number of employees is 0.183. Therefore, it
is certain that in the case of Serbian food producers, there is no statistically significant
relationship between the growth in operating revenue and an increase in the number of
employees engaged.

3. Conclusion

On the basis of the research, we can conclude that the growth of economic activity
in the sector of food production has different effects on the level of employment in
Slovenia, Croatia, and Serbia. In the case of Slovenia and Croatia, we can conclude that
the increase in operating revenue in companies engaged in the food production has an
impact on increasing the number of hired workers, and hence employment. Unfortunately,
in the case of Serbia, it can be seen that there is no correlation between operating revenue
and the number of employees in the food production sector. Additionally constructed
regression models that would link the two phenomena would be applicable only in 3% of
cases in the analysed sample. In other words, in the sample of the largest food producers,
there is not a single company in which the relationship between the level of economic
activity and the number of workers engaged could be modelled. The obtained results
have opened numerous other research questions related to the dilemma of whether food
production is really Serbian development opportunity or just a marketing gimmick of
political elite.
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INSURANCE DISTRIBUTION CHANNELS IN SERBIA
Abstract

Starting from 90s of the last century there are changes in the insurance industry.
The manner of delivery of insurance products is changed by the development of
technology and in accordance with clients’ needs and wishes, which means sales
of insurance with complete financial service. Insured, i.e. contractor of insurance
services must be in the center of all activities of insurer. Fast and fair discharge
claim or amount insured is the main factor which creates trust, certainty and
satisfaction of the insured. In the conditions of numerous competitions in the
insurance market, changed attitude of consumers and development of technology,
distribution channels of insurance products are of extraordinary significance for
successful business of insurance companies. Sales are one of basic functions in
an insurance company. Adapting to the market conditions, insurance companies
change the traditional manner of operation by accepting new sales channels.
Specifically, this means innovation of insurance product distribution network
in compliance with the legislation, in terms of different forms of cooperation of
insurance companies with financial institutions. Primarily, the insurer must direct
sales of services to those areas and sales channels which will be optimal for the
company. In the present paper, we analyze institutional regulations of insurance
in Serbia, distribution network of insurance sales and value of insurance service.

Key words: insurance companies, distribution channels in insurance,
insurance regulations, insurance premium, insurance brokers, insurance
agents.
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2uje u y cknady ca nompebama u Jcesbama KiujeHama, wmo noopazymesa npooajy
ocueyparea ca Komniemuom gunancujckom yeayeom. Ocueypanuk, 00HOCHO y208a-
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bp3a u npasuuna ucniama oowimeme U OCUZypane ceome, 21AGHU je (paxmop Koju
cmeapa nogeperve, CULYPHOCH U 340060/6CMB0 ocueypanuka. Y yciosuma opojruje
KOHKYPEHYUje Ha MPAHCULMY OCUSYPATbA, USMEFEHO2 CMABA NOMPOWmAaya U pazeoja
mexHono2uje, KaHaiu OUCmpudyyuje npouzeooa ocugypara cy 00 U3y3emHoe 3Ha-
Yerba 3a YCNEWHo nociosarse ocueypasajyhux opywmasa. Ilpooaja je jeona oo oc-
HOGHUX (hyHKYUja y Opyuimay 3a ocuzypare. Ilpunazohasajyhu ce mporcuwmum ycio-
suma, ocueypasajyhia Opyumea merajy mpaouyuoHaiHu Ha4ul pada npuxeamrsem
HosUX Kanana npooaje. Konxpemno, mo noopazymesa unosayujy oucmpubymugne
Mpedice npou3e00a 0cuzyparsa )3 NOWMoB8arbe 3aKOHCKe pe2yiamuee, Y CMUCIY pas-
JUYUMUX 0OIUKA Capadrbe ocueypasajyhux opyumasa ca QUHAHCUjCKUM UHCIUNLY-
yujama. Ilpe ceeza, ocucypasay Mopa ycmepumu npooajy yciyea Ha OHa noopyyja u
npodajne Kanane Koju e 3a Opyuwimeo oumu onmumantu. Y osom pady aHaruzupamo
UHCMUMYYUOHATIHY pe2ynamugy ocucyparea y Cpouju, Oucmpubymueny mpesica npo-
daje ocuzyparea u 8peoHOCm Yciyee 0Cuzyparsd.

Kwyune peuu: ocucypasajyhia opywmea, oucmpubymuguu KaHaiu ocucyparsa,
pezyiamusa ocucypared, npemuja ocucypared, NoCPeOHUYyU y oCucypary, 3acmyn-
HUYU Yy OCUSYDArbY.

Introduction

Business insurance companies in the financial market involves meeting the needs of
different and new clients, strengthening and development of competition, reducing costs
in order to gain advantages, superiority and increase profits. Serbian insurance market
seems more competitive insurance companies that offer and sell the same services. That
is being the case, the insured can choose between multiple bidders the same insurance.
The most common criteria by which the insured decides to certain insurers in terms of
low standard of living is the cost of insurance even though it is not the only criteria that
a potential insured must bear in mind.

This research allows the presentation of different distribution channels in Serbia,
as well as proposed guidelines for the future development of distribution channels.
The general social objective of this research to understanding the general conditions
prevailing in the insurance market, as well as the ways in which insurance companies
distribute their services. In addition, the starting points of the research are of legal norms
or regulations to guarantee the fulfillment of the obligations assumed risks. Attention
should be paid to the new entities in the insurance market with profit motivation devalue
the institution of insurance, the conditions when there is no legal framework for the
protection of property of citizens, more effective improvement loans, raising funds,
capital allocation and social welfare component.

1. Institutional insurance regulation in serbia

Primal form of regulation of insurance in Serbia located in Dusan’s Code, in which
it was the collective responsibility of farmers for damages to whom it happens. In a real
sense of security in Serbia is mentioned only in mid-19®. Until the late 19" century,
foreign companies had a monopoly in the provision of insurance services [§]. Between
the two world wars, domestic insurance companies are gaining in importance.
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After World War II, the institutional regulation of the insurance market is
characterized systems in stages. In the period from 1945 to in 1961. Centralized
management of security is performed through the state insurance company [1]. In a
decentralized system of municipal insurance typical for the period from 1962 to 1967
Insurance companies are insurance business conducted in the municipalities, and the
community controlled insurance policies for insurance premium rates. In the period post
1967 all until 1974 it is following to a kind of reorganization of insurance in terms of
eliminating the territorial monopoly and free competition insurance companies through
the abandonment of the system of uniform tariffs and premiums. The fourth stage in the
development shall occur in the period following the adoption of the constitution in 1974.
Whose content means that the insurance managed by the insured or the organization
of associated labor and other social entities that pool their labor and resources.
Until in 1990 compulsory insurance in Yugoslavia covers the same liability as today
introduced the strict supervision of the insurance institution, through the control SDK
(Social Accounting, hereafter SDK) responsible for collecting the necessary reports
and accounts of companies. Obligations of insurance companies under the auspices of
the SDK are meant respecting the basic principles of business, which requires that the
revenue collected from the insurance fund costs for the implementation of insurance.
During 1990 A new Law on the Foundations of security of persons and property [14],
the following organizational forms of insurance business: joint stock insurance company,
the public insurance mutual insurance company, your own insurance company, a joint
venture insurance company and a special organization for carrying other insurance.
During the period of hyperinflation and the wars in the former republics begins worst
economic period in the business of insurance companies. During this period melted the
hedge funds which prevent the function of ensuring the security and safety shareholders
final target function of insurance. In such an economic environment created a number
of joint stock companies without a guarantee fund for the sole compulsory automobile
liability insurance. A greater number of policies is not recorded in the books, so the
damage arising from automobile liability generally are not paid out or their compensation
was paid in court, as opposed to insurance companies in the social property that had to
comply with the legislation. Domicile practice of insurance is included in the global
insurance market by abolishing the economic blockade by the United Nations Security
Council and the adoption of the new Law on property in 1996. Tighter regulations for
the equity capital of an insurance society development and the obligation of society to set
aside part of the proceeds to fund guarantee reserves under the supervision of the Ministry
of Finance. The adoption of the Law on Insurance of the 2004% [12] introduced more
rigorous regulations to insurance companies through the requirements and operation of
an insurance company, the amount of mandatory funding for each type of insurance,
means of control, surveillance and emergency management by transferring the mandate
of the Ministry of Finance to the jurisdiction of the National Bank of Serbia.

The basic division of insurance that is valid in most countries, including the Republic
of Serbia on the basis of the Law on Insurance of the 2004 year of the life and non-
life insurance. The Law on Insurance life insurance include: [12] life insurance, annuity
insurance, supplemental insurance to life insurance, voluntary pension insurance and other
types of life insurance. Voluntary pension insurance is currently the most attractive form of
life insurance in the domestic market. In Serbia, this type of insurance carried out through
the Company’s voluntary pension fund management. Legal solutions that are entered
force in 2006 Regulates the establishment and management of voluntary pension funds. In
Serbia, insurance companies their funds depending on the strategies and policies for risk
management investments funds, which can be represented in Figure 1
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Figure 1 Portfolio structure of VPF
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Source: The study authors based on official data of the National Bank of Serbia from:
http://www.nbs.rs/

Life insurance in Serbia is at a very low level of development. In Serbia, the life
insured only 2% of the population. With 10 euros per capita allocated to life insurance,
Serbia is at the bottom and the surrounding countries. To change the situation, insurers
have proposed legislative changes to the state (tax breaks) to encourage life insurance.
By the number of sold life insurance policies in practice three leading insurance company
“Wiener Stadtische insurance”, “Delta Generali” and “Grawe” which together hold 73%
of the market. After the sale of life insurance in Serba done over 12 insurance companies

[9].

The value of insurance is expressed in the amount of insurance premiums by
the insured or insurance. The contractor shall be paid to the insured. The structure of
insurance premiums reflects the application of the latest achievements in the scientific
quantifying risk and business insurance companies. Indiscipline insurers to take risks
eroding the principle of careful risk management, which threatens the ability of damages.
The development of the insurance market in Serbia, measured by premium growth
shows retention slightly positive trend, which can be represented in Figure 2, however,
measured in European currency decreased.* Therefore, these data should be used with
caution when it comes to real growth in premiums in the Serbian insurance market.

4 According to the latest analysis of the Centre for improving security, Serbia, with the largest
population in comparison to the Serbian Republic, the Federation of Bosnia and Herzegovina,
Slovenia and Croatia, has by far the least amount of earned premiums of 407 million euros,
while Croatia, with its population of 4.4 million and achieved more than double the premium of
approximately 955 million euros for the first three quarters of the 2010th It is interesting to note
that Slovenia has a high life insurance premiums but Serbia overall, despite the fact that Serbia is
almost four times higher. It just shows how much insurance activity in Serbia at a low level. (Read
more about it: http://www.osigurajtese.rs/uporedna-analiza-trzista-osiguranja-za-srbiju-hrvatsku-
sloveniju-i-bih-i-rs/)
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Figure 2: Comparison of insurance premiums during the period (data for the first
quarter, amounts in thousands)
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Source: Authors’ research on the basis of official data of the National Bank of Serbia
from: http://www.nbs.rs/

Based on Figure 2, it is evident that the insurance market in Serbia has room
for expansion, especially in the area of life insurance. Such an increase in the share of
life insurance owes rising insurance companies with foreign ownership, which can be
represented by Figure 3

Figure 3: The ownership structure of the insurance
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Source: authors’ research on the basis of official data of the National Bank of Serbia
from: http://www.nbs.rs/

Based on Figure 3, it is evident that with age observed increase in the Company’s

share of foreign-owned as a result of the purchase of the majority share package of
domestic insurance companies by foreign private companies and they account for
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approximately 92.5% of the total insurance premium.’ Insurers gain the favor of the
insured in different ways. The most important component of trust is - fair and prompt
payment of compensation or the insured amount. In Serbia, a comparative overview of
the number of damage to life and property and casualty insurance specifically for the
selected type of insurance is shown in Figure 4

Figure 4 Overview of damage by selected types of insurance

Source: Authors’ research on the basis of official data of the National Bank of Serbia
from: http://www.nbs.rs/
Note: left side - Accident insurance, Voluntary health insurance, Car insurance,
Property insurance against fire and other hazards and Life insurance.
right side - Total number of insurance.

Understanding of damage insurance, in practice, very often identified with the
legal concept of damage, and the same is the case with insurance benefits, which, in
practice, is identified with damages. As in the instant case is not about the conceptual and
real identity, the result of a “misunderstanding” and / or disputes between insurers, on the
one hand, and the insured or the injured person, on the other hand.

2. Insurance network sales in serbia

Sell insurance services are activities and activities that the service is offered for purchase
to potential policyholders, the time and place where they want them to buy. Insurance services
can be distributed to various retail channels. It is important that these sales channels ensuring
the availability of insurance at the right time, the right place and in adequate quantities. Proper
selection time selling insurance underwriter must satisfy two factors: 1) the economics of
selling insurance, and 2) the insured satisfaction with the service provided [2]. An important
indicator of regulating the insurance market represents movement and technical reserve. Next

SIn comparison with neighboring countries, most of the companies with domestic capital participation
in the insurance premium are Africa with 22%, followed by Slovenia with 17%, while in Serbia and
the Federation this percentage is about 8%, and in Montenegro, only 2%. In the Republic of Serbian
and Republic of Macedonia in life insurance are not participating companies with domestic capital.
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figure 5. supports the much faster growth in technical reserves which is largely a result of the
establishment of criteria for the calculation of technical reserves set by the National Bank
of Serbia, as well as strict control of the adequacy of allocation of technical reserves. This
calculation allows insurers to more realistic estimates of reserves and thus protect the interests
of policyholders and beneficiaries of insurance.

Figure 5: Overview of total insurance premiums
(Amounts in thousands)
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Source: Authors’ research based on official data from the annual reports of the activities
of supervision of insurance activities by year since 2004. Till 2013th Available at:
http://www.nbs.rs/

In the 2013th the top of the ranking list of insurance companies in the insurance
market has no significant changes as far as the position, the top five insurers are at the
same place as 2012. Leader of the amount of the premium is still Dunav Insurance,
followed by Delta Generali, then DDOR Novi Sad, Wiener Stddtische and UNIQA
insurance. The total premium of the five insurance companies amounts to approximately
80 percent of the total premium. Although Dunav Insurance has its own reinsurance
company, the situation in Serbia is complicated by the fact that all other important
company of his excess risk placing foreign reinsurers, so that a significant portion of
foreign funds leaving the country in respect of reinsurance premiums. View the number
of insurance companies is presented in Table 1

Table 1: Overview of the insurance company

In Number of insurance companies Insurance Reinsurance
in total vitally Non- Jobs
2006 17 1 7 17 2
2007 20 3 8 17 2
2008 22 5 9 19 2
2009 25 7 9 21 3
2010 26 7 9 22 4
2011 27 7 10 23 4
2012 28 7 11 24 4
2013 28 7 11 24 4

Source: Authors’ research on the basis of official data of insurance sector in Serbia,
Report for the third quarter of the selected year. Available at: http://www.nbs.rs/
internet/latinica/60/60_6/izvestaji/izv_III_2013.pdf
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A distribution sales channel, in today’s modern insurance market has an important
role. Their development is largely dependent on the financial progress and development
of the state [5, p. 40]. In countries with a developed life insurance agents have for years
been the dominant distribution channels with the advantages and disadvantages [24].
Vendors of services, especially those who have developed their own sales network,
maximum use them, because it is the easiest and cheapest way to sell your services or
products. Since the method of selling insurance through external channels, newspapers
on the habitat areas that they are in this paper indicate special attention.

Direct, or internal sales channels are actually organizational parts of an insurance
company consisting of: branches, offices, representations and offices [24]. Direct sales of
insurance a sale carried out by employees of the insurance company, means implies direct
contact of the insurer and the insured. What characterizes this type of insurance sales is
keeping sales conversation between the two parties. Field service workers are employed
outside insurer seats and do not address the administrative and organizational tasks. Most
often found in offices, i.e. branches of insurance companies. It is still in our most common
form of selling insurance on the premises insurers - over the counter, especially when
it comes to compulsory insurance such as auto insurance - liability. Then it should be
emphasized so. Sale of the house to which was created as a source of workers’ insurance
sales in the U.S. and later transferred to Europe. But the advent of telephone and Internet
sales of this type of insurance becomes less important, and therefore sales via telephone
and the Internet becomes a form of sale in front of which is the future. Our market is mostly
unprepared for this type of provision of information, ranging from the insured and the
insurer, and the legal framework. We can get information on the amount of premium range
of insurance, retail stores, but unfortunately, it was not possible to conclude insurance over
the Internet or by telephone. The lack of these services can lead to loss of the insured, to
information in another insurance company which also narrows the choice of insurers.

Indirect or external, and alternative distribution channels selling include a
new way of selling insurance in developing countries in the following we present a brief
presentation of each of them, as well as their role in the relationship between the insured
and the insurance company.

Selling insurance through brokers means the sale by a person who is an expert
to mediate between the insured and the insurer when concluding the implementation
and fulfillment of the contract of insurance [17, p.335.]. With operations in insurance
brokerage, insurance broker can perform the tasks of counseling and assistance in claims
handling and risk assessment and damage. Insurance brokerage in Serbia can deal only
with commercial entities with permission of the National Bank of Serbia. The largest
brokerage house in the domestic insurance market is definitely an American “Mars”
(MARSH).

Leasing (Eng. leasing) the business relationship between the two legal entities or
individuals, are regulated by the legislation of the Republic of Serbia Law on financial
leasing. [7]. Immediately after the “entry” of banks with foreign capital in the financial
market in Serbia and the region, appear to be the first leasing company. They are mostly
owned by banks as part of their business chain, as banks are permitted to engage in
leasing, directly or indirectly. Initially engaged in leasing equipment, and later the estate
equally to companies and individuals.

Association. In addition to citizens’ associations were established and various
associations of small businessmen, the so-called. vocational or professional association
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(association of bakers, taxi drivers association, the association of accountants, engineers
and technicians association, association of doctors and nurses and many others). The best
results are achieved when selling personal insurance.

Travel agency. One of the key documents to obtain entry a visa to some countries
was concluded TRAVEL INSURANCE POLICY. This situation has caused a sudden
demand for tourist passenger policy insurance, what insurance companies immediately
and reacted. Today, almost all travel agencies provide their tourists based on travel health
insurance.

Shippers. All goods being transported and stored must be protected and secured
and it is in that parts of the insurance companies are a suitable opportunity to sell your
product related to the business of freight forwarding. Because it is a specific type of
insurance, the role of freight forwarders can only be an intermediary, or to relate the
insured and the insurer, and the insurance business will be done directly to the insurer.

Consolidated billing. Method of consolidated billing, and networking database,
created the conditions for the effective sale of insurance products, which are recognized
by insurance companies as a new sales channel. Communal facilities with delivery
invoice for services rendered within its industry, customers and deliver our payment to
the amount of the insurance premium for an apartment or house.

Call - centers, Internet - social and mobile network. The use of the Internet in
the distribution of insurance services has led to the emergence of insurance companies
that their operations are based solely on the presence on the Internet (on-line sales), but
their offer insurance services limited [23]. Social networks such as Facebook, Tweeter,
MySpace, Google and many others, as well as mobile networks are particularly accessible
to younger target group of clients and are suitable for the sale of those types of insurance
that are intended for them, and it is primarily a journey.

Selling insurance to help insurance agents. Unlike brokers who represent
the interests of the insured, and with all insurance companies, not favoring either one
insurance company, Counselor has home insurance company. To perform this job is not
necessarily higher education, as is the case for mediation. Representation in insurance
dealing with business entities and entrepreneurs with the permission of the NBS. While
the high level of professionalism shown by brokers, it cannot be said for every case of
lawmakers. Lack of knowledge of business, less education or high competition, leading
to the appearance of the representatives of the premiums returned to policyholders,
giving up a portion of salary.

Insurance agents take in the insurance business undertake activities related
to contracting, as well as jobs that consist of assistance in the conduct of the rights
and obligations of the contract [21, p.173]. There are three forms of insurance agency:
representatives employed in the insurance company (Usually it’s “representative
at the counter” or “representative on the ground”),® agents under contract (Agency
representative) companies and agencies (A legal entity, which as economic activity act
on behalf of insurance companies for the conclusion of insurance contracts, through its
employees).

6 In practice, they differ in that the "representative at the counter" representation activities
performed by the counter and usually its fixed salary. "A representative of the ground" advocacy
activities carried out on the field and his earnings to the extent minimum wage fixed, beyond that
depends on signed contracts.
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Auto service and technical inspection of vehicles. A large number of stations
for technical inspection of vehicles and created the conditions for the sale of insurance
policies for motor vehicles, and the channel was very active for selling. Regardless of the
cost of this channel selling insurance policies is by far the most frequent in the insurance
market in Serbia.

Bank insurance is a unified range of banking and insurance services. The
main motive of insurance companies to develop bank insurance is spreading external
distribution sales channel and access to a greater number of insured through an already
established network of branches, which have a wider network of business units rather
than insurance companies [4, p. 8]. In Serbia, the manifestation of the bank insurance
is a contract between a bank and an insurance company. Bank acting as agent can sell
certain types of insurance for and on behalf of the insurance company, and conducted
advocacy gets vicarious commission. In addition to this form, there is an interesting case
that an insurance company buys bank to the next banking business engaged in the sale
of insurance products. Through bank insurance can sell three to five times more than an
insurance policy through their normal sales, which is the essence of the mutual interest
of both banks and insurance companies.

Conclusion

The function of sales is the most important feature in insurance. New ways of
selling products is manifested through external distribution sales channels. This method
of selling insurance in the world is recognized as a modern approach for the sale of
insurance. On the Serbian insurance market come overseas companies, which give priority
to certain types of insurance that have so far been neglected (e.g. general civil liability
and responsibility from the activities of various professions, such as doctors, lawyers,
auditors, forensic experts and others.) With all greater liberalization of the insurance
market and the arrival of foreign insurance companies to initiate a fair competition. It is
necessary to use multiple sales channels to achieve greater cost-effectiveness, availability
of services, quality promotion services. It is possible to achieve an advantage if you
build and develop good business relationships with all participants in the distribution
of insurance. In order to get closer to all categories of beneficiaries of insurance,
insurance companies ahead active work on the modernization of its own manufacture
of the products and creating new ones, as well as finding new ways of selling. From the
perspective of institutional regulatory efforts should be directed towards the abolition
of illegal and legal obstacles to the liberalization policy. Improvement can be made by
appropriate changes and amendments to the Law on Insurance, the incorporation of
European directives into national legislation should incorporate the rules of the European
directive so as to harmonize protection at the European level.

On the Serbian insurance market new insurance products are missing new risk
arrangements, and innovative insurance products and services to fill the current void. You
need to perfect the technique of selling insurance. In the insurance sector should always be
in the right time at the right place. Type of insurance products should be very simple for the
sale and for the understanding of the customer, and must be translated from the language of
the insurer to the ordinary citizen. It should also expand the list of compulsory insurance, as
is the case with liability insurance. When choosing new ways of cooperation with distribution
channels selling insurance to make a selection and reorganization of sales channels. You must
resolve the question of whether we want to get and keep customers and long-term insurance
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or want clients who are looking for a lower cost of insurance. It is necessary to develop
cooperation with existing brokers and insurance agents based on ethical business principles
of insurance, through a concrete business relationship, mutual respect, trust and respect of
mutual obligations. Also, it is necessary to develop cooperation with the new insurance sales
channels, and one of them is the development of digital marketing insurance through the
presentation of the brand to achieve the best return on investment. Enhancing cooperation
with various associations (agencies, associations and various companies) to widen access
to clients to potential users of mass insurance and expansion of new possibilities for the
development of sales network. Of great benefit to the development of an integrated approach
to cooperation with banks through bank insurance, both for the client because it has integrated
banking and insurance services tailored to specific needs, such as for a bank to increase the
degree of loyalty and customer retention, and create additional revenue.
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Abstract

Under contemporary business conditions, market globalisation has become
inevitable. Such relationships on the market make trade companies use different
means to acquire and maintain long-term competitive advantage. One of them
is the concept of corporate social responsibility, which is, under conditions of
globalisation, seen as a redesign of the classic marketing concept. The aim of this
paper is to highlight the development of corporate social responsibility in trade,
in the context of market globalisation. In doing so, the concept of corporate social
responsibility is seen from two angles. First, it is viewed as a moral obligation
of companies and the element of marketing strategy in contemporary business
conditions. Second, corporate social responsibility is regarded as one of the
integral elements of harmonisation of our trade and corporate policies with the
EU.
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PA3BOJ KOHIEIITA IPYIITBEHO OAI'OBOPHOI'
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AbcTpakT

YV caspemenum ycnosuma nocnosarea enobanuzayuja mpicuwima npeocmasba
Hemunosnocm. Takeu oOHOCU HA mMpocUWmy ymuuy 0a mp2oSuHcKe KOMnauuje
Kopucme pasiuuuma cpeocmea 3d CMuyare u 00picasarbe OpycopouHe
KOHKYpeHmcKe npedHocmu. JeOHO 00 rux je u KoHyenm OpyuimeeHo 002080PHO2
nOCI08aa KOju ce y yCaoguma 2robaiuzayuje nocmampa Kao peousajHuparbe
KAACU4Ho2 Mapkemune konyenma. Luw pada jecme 0a ykadice na paszeoj konyenma
OpyuimeeHo 002080pHOE NOCN08ARA Y MP2OSUHU, V KOHmMeEKCmY enobanusayuje
mpocuwma. IIpu mome, y pady ce yonyenm OpyuimeeHo 002060pHO2 NOCI06ARA
nocmampa u3z 08a yena. Ilpeo, kao mopanna obasesa npedyseha u eremenm
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MapkemuHz cmpamezuje y cagpeMeHuM YCl08UMa nocio8arsa. pyzo, opyuimeeno
002060pHO  NOCN06AIE NOCMAmMpa ce Kao jeoan 00 CACMAGHUX enemMeHama
XapmMoHnusayuje Hauie mp2o8uHcke u Kopnopamusre noiumuxe ca EY

Kuyune peuu: opyuwmeeno 002060pHo nociosarse, 210oaiuzayuja, mapkemune,
MPEOBUHCKA NOTUMUKA

Instead of introduction: under conditions of market globalisation,
national economies become “affiliates” of multinational companies

The global “virus” of consumption is expanding to all market niches. International
retail chains are eliminating the last barrier among the local, regional, and global markets.
The products that they offer are becoming global, which leads to the globalisation of
consumers. This is illustrated by Jiirgen Elsasser (2009), the author of “The Nation State
and Globalisation”, who, when asked what globalisation is, replies: “These are cheap
flights to Seychelles, kiwi in the supermarket, Volkswagen’s advertisements on the Red
Square” (p. 18).

Robert W. Cox, a prominent Canadian professor, sees globalisation primarily as
trend in the internationalisation of production, internationalisation of financial markets,
new international division of labour, new migratory movements from South to North, new
contesting and competitive environment that accelerates the process of internationalisation
and transforms states into agencies of the globalised world (Plevnik, 2003, p. 23). A
sort of “entanglement” of flows of goods and services, capital, labour, technology,
innovation, and information occurs. New information and communication technologies
promote the concept of electronic commerce, electronic financial markets, electronic
stock exchange, virtual supply chain, and other novelties, which gives the economy
the epithet global. The development of traffic and new models of freight transport has
given an opportunity to bridge the gap between the concentrated production and globally
dispersed demand. Trade flows of goods and services are becoming internationalised.
The capital is making even bigger “step forward”, by paving the way for the “financial
corridor”, being under the command of Washington, i.e. the IMF (Krugman, 2010, p.
100). Strategic alliances integrate business systems from different economic sectors, on
the one hand, and different geographical areas, on the other hand. Unique “contracting-
voluntary” production-trade chains are created. The transfer of technology, know-how,
and marketing management skills are becoming binding thread of the business systems
inside strategic alliances. Electronic business documents have been developed in parallel,
“travelling” ahead of goods, linking producers, trade, and consumers in the globally
integrated marketing information system (Cuzovi¢, Sokolov Mladenovi¢ & Cuzovié,
2012, p. 955). Innovation brought by scientific and technological progress is becoming
globalised, without leaving aside any national economy, the participant on the global
market. Electronic procurement, sales, electronic money, in a word, electronic markets of
goods, services, and capital, which were in the nineteen-eighties mentioned as a vision,
are becoming a reality (Turban, Mc Lean & Wetherbe, 2003, p. 168).

Trade is going on, without business partners seeing each other. This is, in addition
to the application of electronics and computer science, the result of international quality
standards (ISO 9000, ISO 14000, HACCP, ISO 26000, ISO 27000, CE mark) (Cuzovié,
2010, pp. 4-6). The trade in goods is carried out without the presence of goods, with
reference to the quality standard. Trade is performed without “linguistic, technical, and
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physical” barriers. The national market is thus integrated into the global. On the other
hand, business on the global market cannot happen haphazardly. This means that any
company that plans to “compete” on the regional and global market needs to develop
a concept of corporate social responsibility, as an added component of competitive
visibility and strengthening business performance.

Bearing in mind the above presented facts, on the one hand, and contemporary
theory and progressive practice, on the other hand, the aim of this paper is to analyse the
marketing management skills of trading companies in mastering the secrets of corporate
social responsibility under conditions of market globalisation.

Theoretical aspects of corporate social responsibility

Research on the topic of corporate social responsibility starts from the fact that the
sustainable growth and development of the national economy is derived from corporate
social responsibility practices, used by companies to achieve competitive recognisability
and superior business performance. However, compared with other factors that influence
the competitive positioning and superior business performance of companies, empirical
research that directly examines the impact of corporate social responsibility on company
performance and sustainable growth and development of the national economy is still scarce.
The intriguing question is whether corporate social responsibility has a greater or lesser
impact on the business performance of companies and macroeconomic recognisability
of the national economy in comparison to the impact of other factors, and it represents
a challenge not only for the companies and the national economy, but also for all other
stakeholders (owners, managers, employees, business partners, and society at large). In
addition, corporate social responsibility is an important element in the harmonisation of
institutional preconditions for regional and global integration of (post)transition countries.
Theory and practice agree in their assessment that the growth and development of the
national economy on the basis of corporate social responsibility are some of the key criteria
for membership in the European Union. Without the implementation of corporate social
responsibility in the marketing strategy of business and trade entities, there is no step
forward to the EU market. It should be noted that corporate social responsibility is an
important factor of competitive recognisability and business performance of the national
economy, on the one hand, and business systems, on the other hand. In a word, corporate
social responsibility affects the macroeconomic and microeconomic competitiveness.

Social responsibility implies that a company plays a vital role in the society and
achieves economic goals, thus giving constructive contribution to social welfare in the
long term. A few decades ago, many authors considered that the primary responsibility
of the company lies in maximising profits, within the framework of legal regulations
(Schlegelmich, 1998, p. 20). According to them, social welfare was the responsibility
of the state. However, subsequent interpretations and concepts have gone much
further (Mintzberg, 2000, p. 70). The prevailing opinion is that an increasing number
of companies are behaving socially responsibly, in the sense that they focus their
activities on maximising profits, while taking into account social welfare and interests
of stakeholders, whose rights must not be compromised. Key stakeholders of trading,
as well as other companies, are: owners, employees, suppliers, customers, and the local
community (Ghauri, Cateora, 2006, p. 470). Taking into account their interests, the
company runs socially responsible business.

Therefore, social responsibility refers to the voluntary responsibility, which fully
corresponds to the economic and legal responsibility of a company. This means that the
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company is ready to “sacrifice” part of the profits for the benefit of its stakeholders. This
can be defined as corporate behaviour to the extent that is consistent with prevailing
social norms, values, and expectations (Sethi, 1997, p. 65). These responsibilities can be
displayed at different levels, as can be seen in Figure 1.

Figure 1: Levels of social responsibility

Social priorities of the local community;
Addressing the problems of poverty and
injustice; Contribution to social welfare

Social values and
priorities; Environment

Economic
functions
and growth

Source: Ghauri, P, Cateora, P. (2006). International Marketing. McGraw-Hill. New
York, p. 468.

The inner circle in the figure indicates the minimum responsibility of the company
relating to the effective realisation of economic functions. The second circle indicates the
awareness of the change of social values and priorities regarding the environment, safety
of employees and customers, and relations with employees. The third circle indicates the
new priorities which companies must comply with. This includes improving the lives in
the local community and assistance in addressing problems such as poverty and injustice
(Cuzovi¢, Sokolov Mladenovié, 2008, p. 112).

In addition to corporate social responsibility, trading companies have the obligation
of ethical behaviour. This behaviour is a direct consequence of increased consumer
awareness regarding (un)ethical behavior and positive or negative publicity. Ethics itself
points to a set of standards or rules of conduct, based on moral duties and obligations
(Ghauri, Cateora, 2006, p. 472), which means that these standards are based on values,
beliefs, society, and legislation.
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Consumer — starting and ending point of corporate social
responsibility under conditions of market globalisation

The business strategy of trading companies under conditions of market globalisation
requires market research of host countries. Information on the global market can range
from general indicators of the level of economic development of the host country, to
the specific, such as: who are the customers, what do the customers buy, at what time
do they buy, what are their perceptions, what affects their choice when buying (price,
quality, services), what is their relationship to products and services of competitive firms,
are their preferences dominated by exclusive products or products of unusual style,
how much are they able to follow the fashion trends, and the like. Intensive economic
growth and significant structural changes in the era of the “new economy” have led to the
reengineering of marketing in a global society. Revolutionary changes are based on the
development and application of new technologies in production and trade.

Marketing changes under conditions of “new digital web economy”, on the one
hand, and global market, on the other hand, are, based on the meaning and intensity,
compared with the industrial revolution, which played a key role in the overall social,
economic, and cultural changes of the national economies and the global economy.
Today, certain parallels can be seen in terms of marketing trends in the “new economy”.
The fact is that global marketing has become the subject of plenty of discussions, which
is a direct consequence of the numerous technical, technological, social, and economic
changes, but is at the same time their direct instrument (Cuzovié, Sokolov Mladenovi¢,
2013, p. 33).

The development of marketing has made a significant contribution to the dominant
role of trading companies on the global market. Theory and practice agree in their
assessment that the investment in marketing is the most profitable investment of any
company. This is logical if one takes into account that there is no success, no production,
and no trade without strategically designed marketing activities. Along with that, the
management of trading companies recognise marketing as a tool for conquering foreign
markets. It often happens that the company has the equipment, capital, and labour, but
that it is unrecognisable on the global market. Analysing the potential causes of failure,
researchers most often refer to inferior marketing compared to the competition, on the
one hand, and consumers, on the other side.

Starting from these observations, the question is — what is specific about the
global marketing? (Keegan, Worren, 1989, p. 1) In literature, many authors have tried to
contribute to a more precise definition of the term international marketing. We emphasise
the interpretation provided by Keegan (1989), the authority in the field of marketing.
He replaces the concept of international and multinational marketing with the notion of
global, noting that “global marketing is the process of directing resources and goals of
the company to the global (world) market” (p. 2).

Generally, it can be inferred that globalisation and marketing are in close dialectical
correlation. It is certain that the central place in the global marketing belongs to the
consumer. Consumers are the starting and ending point in the policy of range of goods
and services that the global market prefers. The logical question that arises in this study
is: which marketing programme can be used to compete in the global marketplace? This
perspective opens up an additional question: can global marketing be standardised?

The answer to this question will be looked for in the attitudes held by Buzzell
(1982, p. 55) and Sorenson (1984, p. 15), the representatives of the two schools
representing different views. Buzzell assumes that human needs are all similar, whereas
Sorenson argues that different cultures usually open different needs, though some basic
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needs have universal expression on a global scale. It is true that the global market, with
all its economic, technological, cultural, and sociological characteristics, offers a number
of examples which support both views. Therefore, in the meantime, a conciliatory theory
has appeared, promoting “subglobal” or “adaptable” strategy. The emphasis is on “the
standardisation of prototypes”, i.e. “the framework-partial standardisation”. In the
general debate on the question, many theorists and practitioners believe that it is not
important whether it is possible to standardise all activities in the global marketing, as it is
important whether a strategy for the implementation of the global marketing programme
is standardised. Levitt, a theorist, got involved into the debate as well, and made a
significant contribution and gave a special tone to the debate on this question (Hovell,
Walters, 1992, p. 22). Theoretically, according to Levitt, the strategy of standardisation of
global marketing programme involves identical marketing mix (of products and services,
prices, channels of distribution and promotion) in all countries (Hovell, Walters, 1992,
p- 23). The other extreme would be a complete localisation of marketing programmes
in line with the diversity of consumer demands of the host country. Therefore, it is more
appropriate to speak of a standardised and adaptable marketing strategy on the free
market. In further elaboration of this thesis, Levitt points out that the only successful
global companies are the ones that are able to offer consumers globally standardised
range of goods and services.

This does not end the debate on the topic of standardised and adaptable marketing
programme of the companies participating on the global market. Papavassilou i
Stathakopoulos (1997, p. 45) deepen Levitt’s attitude, supporting it at the same time.
According to them, the benefits of standardised marketing programmes on the global
market are reflected in the following: a) they provide the opportunity for the company to
build a globally recognisable corporate image, b) standardised marketing programmes
make the consumer aware of the global recognisability of the company and its products
worldwide, c¢) standardised marketing programmes contribute to the economies of
scale of production and marketing, and d) they save on resources for promotional and
communication mix. On the other hand, supporters of adaptable strategy only partially
support Levitt’s views, noting that it is impossible to implement the standardised
marketing strategy on the global market, because there are differences at macro and
micro level of individual national markets.

Wrapping up the discussion on this topic, it can be concluded that there is no
universally accepted marketing strategy regarding the performance of companies on
the global market. The benefits of standardised strategy can be the defects of adaptable
strategy and vice versa. It is obvious that the elements that make up the marketing strategy
can be standardised, and management of globally oriented companies will pursue the
policy of adapting individual elements of the strategy to the selected market segments.

The most common objections to global marketing

In recent years, theorists and practitioners, advocates of the concept of sustainable
development, are beginning to “reproach” the marketing managers whose companies
operate on the global market. Their objections are articulated in the form of questions,
such as: does the marketing concept, as the cornerstone of a consumer-driven society,
only rhetorically or substantively cares about environmental protection? Does marketing
concept take care of the geological non-renewable resources? Does marketing concept
take care of the reduction of poverty? What is the position of marketing managers
regarding growing social stratification? Is profit the only measure of success of marketing
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management? Does the realisation of marketing objectives contribute to social welfare?

The most serious criticism of the marketing concept refers to whether it can bridge
the gap between meeting short-term desires of consumers, on the one hand, and long-
term responsibility (caring) for society as a whole, on the other hand. Customers may
want powerful cars, refreshing and other types of drinks in non-returnable containers,
but the question that arises is: what implications will this have for society in the long
run? (Kotler, 2011, p. 30) In such a situation, it is likely that the society will have to
pay a “price” for the pollution of working and living environment and packaging that
cannot be recycled. These situations have led to demands for new concepts of marketing

LEINT3

and business. Among the many proposals, “humanistic marketing”, “environmental
marketing”, “socially responsible marketing” have appeared. All these suggestions for
“redesigned marketing” refer to different aspects of the same problem. Kotler (2011)
proposed the “concept of socially responsible marketing”, whereas macroeconomic
experts proposed “corporate social responsibility” (p. 31). Today, this new concept
includes the concept of “socially responsible corporate governance” (Petrovi¢, 2008,
p. 84). What is common to all these concepts is a business strategy based on ethical,
economic, and environmental principles.

Therefore, under conditions of globalisation, the term corporate social responsibility
involves the redesign of the classic marketing concept as a business process. This new
“redesigned” marketing is focused not only on making profits, but also on increasingly
pronounced benefits realised on the basis of ethical, environmental, and social principles.
It follows that the corporate social responsibility is the strategy of permanent commitment,
based on ethical and social principles, of economic policy makers, macro-management
and marketing management of companies to the achievement of economic growth and
development of the economy, on the one hand, and improvement of social and economic
status of all employees and society as a whole, on the other hand.

Corporate social responsibility — “moral obligation”
of companies

It could be argued that corporate social responsibility is the “moral obligation” of
companies, including trading companies, which the management implements into the
business strategy with the goal of increasing the social welfare, by meeting the interests
of all stakeholders (Kantino, 2007, p. 25). In such circumstances, the market developed
countries implement the concept of corporate social responsibility in the marketing
strategy of the company. In doing so, the concept of socially responsible companies and
socially responsible institutions is affirmed. This concept is built and maintained through
an ongoing commitment of the business systems to ethical behaviour in the realisation of
economic growth and development, while contributing to the welfare of all employees
and society as a whole. In other words, corporate social responsibility is the introduction
of a new way of thinking into the company management. Changing ways of thinking
can positively affect: performance, risk management, risk reduction and risk avoidance,
performance improvement, making a profit and leaving risk far behind. It is a corporate
philanthropy, which strikes a balance between economic objectives and the company’s
involvement in society. It is believed that socially responsible companies are the ones
that are responsible to (Lewis, 2006, p. 11):

- Employees, by respecting their basic human rights, such as health and pension

insurance and working hours,

- Business partners and competitors, by complying with good business practices,
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- Consumers, through the production and sale of high quality products (safe in
terms of technical, technological, and environmental factors) at reasonable prices,

- Communities in which they operate, through environmental protection, social
care, responsible use of natural resources.

The benefits of corporate social responsibility are most commonly referred to:

- Protection and improvement of existing resources (human capital and the
environment),

- Increase of business and financial performance of companies by reducing
operating costs,

- Creation of new business opportunities and new markets,

- Preservation, development, and improvement of the company image,
especially in relation to consumers,

- The company becomes attractive to investors, educated, and motivated
workers.

Marketing managers from post-transition countries in the
process of mastering the secrets of corporate social responsibility

Starting from the stated benefits of corporate social responsibility, this concept
is imposed as increasingly present requirement under conditions of regional and global
integration. As we have already noted, an integral part of the concept of sustainable
development is business ethics, which becomes an integral part of the marketing strategy
of all business systems and institutions, and a unique kind of behaviour (Lajovi¢, 2013,
p- 50). It has gained in significance under conditions of internationalisation of business
of trading companies. However, in the process of doing business on the global market,
trading companies are faced with the question of whether their ethical principles are
uniform and homogeneous. Practice has shown that what is considered ethical behaviour
on one market (country) is unethical in another. A striking example of this is bribery or
corruption. In some countries, such as Hong Kong, Russia, and Indonesia, bribery is a
formal way of doing business, whereas in others it is informal and viewed as a way of
violation of ethical principles®. In order to prevent the occurrence of bribery in business
relations, many countries have signed the convention against bribery, which, on the other
hand, does not fully guarantee that this illegal and unethical activity will not occur®.

In addition to bribery, (un)ethical behaviour is especially pronounced in the
implementation of marketing activities of international trading companies (Blythe,
Zimmerman, 2005, p. 361). Implementation of these activities focuses on the target
group of consumers. Starting from the scientific expert opinion that consumers are
“the lifeblood of companies”, ethical behaviour towards them is of utmost importance.
Otherwise, the trading company “pays the price” of negative publicity and will need a lot
of time and effort to reposition itself on the market.

3 The trading companies mostly face the practice of (not) giving bribes when obtaining permits for
the construction of their facilities, if they use the strategy of foreign direct investments.

* The countries that have signed the convention against bribery are: Argentina, Australia, Austria,
Belgium, Brazil, Bulgaria, Canada, Chile, Czech Republic, Germany, Finland, France, Greece,
Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Mexico, Netherlands, New Zealand,
Norway, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, United
Kingdom, USA.
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The types of (un)ethical behaviour of trading companies in conducting marketing
activities on different international markets can be seen in Overview 1.

Overview 1. (Un)ethical conduct of international trading companies

Marketing activity

(Un)ethical behaviour

Positioning

Positioning of low-quality product as high-quality product
Positioning a product that performs functions that are not true
(e.g. food that reduces cholesterol)

Blackmailing the consumer that if they do not use a certain
product, they will be hurt in some way

Product

Product that can hurt consumers (e.g. toys for children)
Product with the risk of violating safety of the user (e.g.
electrical appliances)

Product that may cause distortion of consumer’s health

When consumers are not fully informed about the composition
of the product

Prices

Price cartels, i.e. when two or more companies determine a
price that is higher in relation to the competition
Unreasonable price increases without providing additional
benefits

Application of monopoly prices

Illegal payments (bribes) or giving gifts for the purpose of
increasing sales volume

Promotion

Promotion of false characteristics of products through
advertisements

Incomplete information to consumers through differentiated
communication

Using inappropriate language in advertisements

Using discriminatory or degrading slogans

[llegal payments (bribes) in order to promote the product range

Distribution

Discriminatory  distribution, i.e. forcing suppliers to
discriminate between customers (i.e. to whom they will deliver
the products)

Looking for illegal payments (bribes) from the suppliers in
order for their products to be found on the shelves of retail
stores of trading companies

(Not) taking responsibility for after-sales services (e.g. service
and installation of parts of complex technical products).

Source: Ghauri, P,
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Previously described (un) ethical behaviour faces trading companies with a number
of dilemmas and challenges. First of all, (un)ethical behavior is directly proportional to
the volume of sales and overall company image. Changing business conditions lead to
the fact that it is no longer enough just to provide consumers with high-quality products
and services, but that it is essential to leave an impression of a “good corporate citizen”.

However, for the trading company to be called a “good corporate citizen”, it is
necessary to respect consumers’ demand for environmental products. In this context,
consumer movements and other organisations are becoming louder in their demands for
eco-labelled, natural, and healthy products. Dirty technologies are moving from developed
countries to less developed countries. In countries with developed environmental
awareness, the principle “polluter pays” is introduced. Eco-products and eco-packaging
are becoming subinstruments of marketing mix of multinational companies.

In former transition countries, such as Serbia, in the past, most companies satisfied
the consumers’ needs without taking into consideration the exploitation of current
and future environment. Many of them realised the consequences of environmental
damage that has already been made when they started the process of joining the EU.
Acid rain, ozone depletion, toxic pollution of air, soil, and water are “the balance” of
socially irresponsible business. Theory and practice recognise the vulnerability of the
environment as a long-term problem that will confront marketing managers and economic
policy makers in the next several decades. In the past, most companies calculated the
costs of environmental pollution into the price that was paid by the consumer. This is
now changing. The strategy for sustainable development and Agenda 21 are becoming
a binding document for all EU member states, as well as countries that are negotiating
to become candidates for EU membership. Our country has not ratified Agenda 21, but
has adopted the Strategy for sustainable development, which aims to (Ministry for the
Protection of Natural Resources and Environment of the Republic of Serbia, 2002)
“bring into balance the three key factors, or the three pillars of sustainable development:
sustainable economic growth and economic and technological development, sustainable
development of society based on social equality, and environmental protection through
rational management of natural resources, combining them into a single unit, supported
by appropriate institutional framework”.

Environmental codes, as important determinants of corporate social responsibility,
are “accompanied” by the codes of ethics (principles), which has already been discussed.
Ethical principles promote: general ethical principles of business, ethical standards between
management and employees, ethical standards between companies and other stakeholders.
The concept of socially responsible corporate governance is affirmed. Although the ethical
principles and codes of corporate social responsibility are not legally binding, it does not
mean that they should not be applied. On the contrary, as a “moral obligation” of companies,
they remind marketing managers to act in the spirit of ethical principles. For example, after
large-scale disturbances that led to the collapse and series of scandals in companies Enron,
WorldCom, Global Crossing, Tyco, and others, corporate social responsibility found itself
on the agenda of UNCTAD in Geneva (on 23 January 2006).

How to reconcile the interests of different stakeholders in the system of
corporate social responsibility
In addition to the “standards” of corporate social responsibility, other elements

of ethical behaviour also deserve importance, such as: relationship between owners and
managers, owners and management board, management and employees, and management
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and shareholders. Critical reviews on disrespect of ethical principles have also come
to the fore, such as: information asymmetry and the achievement of corporate control
over the work of managers. It is no accident, then, that the agenda of the International
Organisation for Standardisation (ISO) in 2006 included ethical codes of management,
owners, and employees that need to be “standardised” (Bacovi¢, Simi¢, 2010, p. 25).

The working group ISO/TMB/WG SR (ISO/Technical Management Board/
Working Group for Social Resonsibility) begins preparations for the adoption of
standards of corporate social responsibility, also known as the standard ISO 26 000
(Cuzovi¢, Sokolov Mladenovié & Cuzovi¢, 2011, p. 420). The adoption of this standard
was planned for the end of 2010. However, due to the global economic and financial
crisis, this standard got its place in the technical documentation of the Institute for
Standardisation of Serbia (IST), but it is still insufficiently applied in the marketing
strategy of Serbian companies.

In some EU countries, corporate social responsibility is institutionalised in the
form of codes. True, they are not legally binding, but it does not mean that they do not
apply. A good example is the United Kingdom, which, among the European countries,
has the longest tradition in the implementation of corporate social responsibility, and
its narrow segment, socially responsible corporate governance. Socially responsible
corporate governance in the EU has taken on the “binding” character after the great
global financial and economic crisis. This practice came to light after the global financial
crisis which started in 2008. Developers of financial markets and managers of financial
institutions are aware of the existence of: Law on Securities, Law on Stock Exchange,
and other laws which further regulate this segment of business. However, ethical
principles and the principles of corporate social responsibility are not left aside. This is
understandable if we recall the words of Valtazar BogiSi¢, saying “that for all the laws,
we sometimes do not see justice”.

In Serbia, the Law on Companies (2004) prescribes the minimum content of the
code of corporate governance: standards in terms of level of education, accountability of
directors, determining the compensation of directors, procedures for appointing members
of the board of directors, procedures for appointing members of the management board,
election and dismissal of chief executive officers. The law provides for the obligation of
the management board to adopt a code of corporate governance, which is desirable, but
not legally binding. Realising the seriousness of this segment of harmonisation of our
economy with the EU requirements, Chamber of Commerce and Industry of Serbia in
2005 adopted a document entitled (www.pks.rs) “Code of Business Ethics”, which is a
kind of code of corporate social responsibility. These examples show that our corporate
social responsibility is gradually becoming harmonised with the requirements of trade
and corporate policies of the EU.

Conclusion

Globalisation is the process of spreading the interdependence of countries and regions
as a consequence of the dynamic development of economic, cultural, environmental,
political, and other relations, and, thus seen, stands for an issue that has been on the agenda
of scientific community in the last 10-15 years. What happens is the entanglement of flows
of goods and services, capital, labour, technology, innovation, and information. Under
such circumstances, the consumer gets the epithet global. Trading companies compete
on how to best meet the needs of globally oriented consumers. However, their business
on the global market cannot happen haphazardly. This involves developing the concept
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of corporate social responsibility, as an added component of competitive recognisability
and enhanced business performance. The aim of this study has been to examine different
aspects of corporate social responsibility of trading companies under conditions of market
globalisation. The analysis has started with the consumer, as the starting point of corporate
social responsibility. Furthermore, the focus has shifted to the changes in marketing under
conditions of new digital economy and the needs of development of global marketing. In
particular, the necessity of the application of business ethics in the marketing concept of
modern companies is highlighted, as well as the problem of reconciling the interests of
different stakeholders in the system of corporate social responsibility. One of the positive
examples is the adoption of the standard ISO 26000, which defines corporate social
responsibility as a moral obligation of companies. In addition, in certain EU countries,
corporate social responsibility is institutionalised in the form of codes. When it comes to
the Republic of Serbia, the Law on Companies provides for the minimum content of the
code of corporate governance. Activities of the Chamber of Commerce and Industry of
Serbia in the process of adopting the “Code of Business Ethics” refer to the fact that our
country is in the process of gradual harmonisation of corporate social responsibility with
the demands of trade and corporate policies of the EU.
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competition successfully. Having that in mind, this paper emphasizes the need
for creating and strengthening the international business orientation of Serbian
enterprises which function in conditions of the world economic crisis.
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Ancrpakr
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Introduction

The quality of functioning of domestic enterprises and their integration into the
international business environment greatly determine the efficiency of functioning of the
Serbian economy in modern international economic relations. Reintegration of domestic
enterprises is a complex and responsible task, that is, a process in which enterprises
should be trained to successfully compete on the international market.

The development dimension and inernationalization of business demand
that enterprises, from the dominant view on the domestic market, take part more in
international business activities. It is necesarry for them to be innovative in order to be
successful in this. The ability of management and leadership to recognize the demands of
the target markets and react to competitors' actions in a flexible way will determine the
success of the whole business mission of domestic enterprises.

1. The need for strengthening the business orientation
of domestic enterprises

Besides the difficulties caused by the current economic crisis, the aggravating
circumstances which are in the way of including domestic enterprises into the trends
of international economy are also linked to their long-term absence from the global
market as a consequence of international isolation of our country and armed conflicts.
In such conditions, international markets were inadequately treated in the growth and
development strategy of our enterprises. The management of companies viewed the
events on the global market from a great distance and therefore were not seriously
dedicated to the analysis of international competition. That determined the absence of
serious selectivity in choosing international markets and market segments, which lead to
expressing one-sidedness in choosing the forms of international business.

Suspension of economic sanctions enabled international appearance of our
enterprises and their involvement in the process of European integrations. In such
conditions, domestic companies need to accept the radical changes in the way of business
functioning, which implies the implementation of complete market transformation,
adjustment to the changes, accepting new ideas and quick response to the impulses from
the environment.

Globalization of the world economy and strengthening of the process of European
integration impose changes in the manner of business thinking in the sense of accepting
the fact that 'changes are permanently needed', that is that 'those who do not innovate
necessarily disappear from the economic scene'.

In such a changed economic environment, the innovativity of enterprises is
a necessary condition for successful functioning with the goal of realizing long-term
business success, that is, profitability and competitiveness. The crucial factor in the
competitiveness of an innovative enterprise are innovations which represent its strategic
resource. The innovation complex is in essence represented by: new products, new
production technologies, opening new markets, introducing new resources and raw
materials, new organization of economic activites.> Willingness to change (adaptation)
becomes the basis for successful management and training an enterprise for successful
functioning on the global market, which implies the following:

2 Schumpeter, J. 1939. Business Cycles, New York, McGraw Hill, pp. 87-88.
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- identification and introduction of changes in an organizational structure,

- changes in the production and market strategy,

- changing the strategies of enterprise development and management and

- using human resources and other resources — using knowledge, employee
training.’

2. Strategic management approach and international
competitiveness

International business orientation of our enterprises must acknowledge the strategic
management approach. This is necessary not only to adjust to the current changes in the
global business environment, but also in order to overcome internal limitations of the
organization growth. Consequently, it is necessary that the selection of possibilities on
international markets, modes of entry, type of presence on an international market and
resource allocation contribute to the realization of the strategy mission and long-term
development goals of an enterprise. The development dimension and internationalization
of business demand from the enterprises to be engaged more in international business
activities than to be dominantly oriented towards the domestic market. This engagement
evolves over time through phases of export, multinational and finally global orientation.
Thereby, the success of the whole business mission of domestic enterprises will depend
on the abilities of management and leadership to recognize the demands of target markets
and react to competitors' actions in a flexible way. In order for our enterprises to be
internationally oriented and competitive, it is necessary to:

* adequately treat international market in the enterprise growth and development

strategy:

- eliminate systematic (continuous) segregation of business conditions on
the domestic market in comparison to the international market;

- respect economic interest in defining target functions of an enterprise on
the global market (export and not product surplus).

selectively approach defining internationally promising products:

- export of as many of those products which pass (in relation to the
demands and standards, that is, quality).

+ establish direct contact with international consumers on target market
segments.

+ selectively approach the choice of a market and market segments (the choice
of the most attractive target markets)

* have an adequate relationship to competitiveness:

- accepting national loyalty towards competitors from the country
(eliminating a defensive approach and subordinate position in relation to
international competition),

- cooperation in export, mutual competitive connecting and mutual
processing of international markets are necessary,

opt for versatility in using certain forms of international business:

- overcoming traditional export by increasing long-term productive
cooperation (by compensation affairs, by-back affairs and border traffic),

- create conditions for mutual investments and direct investments.

3 Yukl G., (1998) “Leadership in Organizations “, 4" edition, Prentice — Hall International, Inc.,
Upper Saddle River, New Jersey, pp. 102-104
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» overcome the gap between potential and effective competitiveness:

- realistic assessment of the productive-technological and market positions
(in relation to competitve enterprises from other countries),

- increasing the degree of production capacity according to global standards
and demands of customers (quality, delivery deadlines, functionalities,
price competitiveness),

- increasing competitiveness (the degree of prouct novelty, originality,
design, packaging).

« stimulate inventive and creative work:

- improve the treatment and position of scientific research and creative
work (with the aim of accepting new ideas and concrete inventions),

- increase the degree of product novelty by originality and design.

+ eliminate negotiating and price inferiority:

- adjusting price levels to global standards (with the policy of real exchange
rate of the dinar and stimulative measures of economic policy;

- respecting the non-price factors of competitiveness.

* establish an adequate relation towards promoting activities (public relations,
advertising, fairs and exhibitions and personal sale abroad). Better presentation
of domestic products and better recognition on the international market will
not be reached unless product quality and their versatile promotion are not
improved.

Unfavorable position of our economy on the international market also demands
radical changes of the national business image. Globalized business environment
imposes on domestic enterprises the responsibility to present their own potentials to the
world public which can be a part of international cooperation. A more favorable view of
the domestic products and their better recognition on the international market will not
be reached unless there is no versatile promotion besides improvement of their quality.
In that sense, such activities must be backed by active measures of the state directed
towards building a more favorable image of the country, improvement and promotion of
export and international affirmation of domestic enterprises.

In order to increase competitive abilities and more successful overcoming of external
obstacles, it should also be insisted on the formation of export marketing groups (consortium)
which imply joint appearance of legally and economically independent companies on the
markets of third world countries. This type of export corresponds, first of all, to small and
medium-sized enterprises which cannot independently reach the desired export strength in size
and potential. Therefore, the help of the country to this group of enterprises needs to be the
most significant. International business appearance of domestic enterprises must, therefore,
be supported by the national economy, that is, the state, but it must primarily be based on
management abilities to create and apply the internationalization strategy as a primary strategy
of growth and development of an organization in global conditions of business.

3. Global environment and adjustment
of development strategies

Our enterprises have not adjusted their own development strategy to the conditions
of the growing trend of business globalization and the future of our enterprises is even
more uncertain if they are still nationally oriented, despite the intensive globalization of
the branch of activity where they do business. Creating efficient and adequate strategies
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is impossible without: collecting information about the global environment, competition,
markets, research (general or applied), ideas and development, finding solutions...).*
Information is of crucial importance especially if an organization accesses the global
market for the first time.’

The reasons for an unfavorable international position of our economy and
organizations can be found withing internal and external factors. Internal factors
primarily refer to the application of an inadequate global strategies of our enterprises,
which in an inasequate way represents to the global public their potential for international
cooperation. When speaking about external factors, it should be emphasized that the
functioning of our economy in the conditions of isolation during the last decade of the
twentieth century, as well as armed conflicts certainly have not contributed to its positive
publicity abroad. Therefore, our country is expected to undertake the necessary efforts
in the direction towards improving the image of domestic economy in order to send a
clear message to the world that we want to build an economic environment which will
guarantee safety of business conditions.

Adjusting development strategies of domestic enterprises to the conditions of
global business must be, as previously said, sinchronized with the activities of the country
in relation to the improvement and promotion of export in order to create the image of
a national economy with an international character. The contribution of international
recognition of our organizations can come from influential people or friendly companies
of other national economies which would promote through their attitudes the place and
role of our enterprises on an international level.

The existance of a high level of risk which implies appearance on the global market by
domestic enterprises, demands a very careful choice of forms of entering global processes.
Domestic companies with greater economic strength can more successfully be involved
in international competition than those companies whose strength and resources are on a
lower level. Smaller domestic companies should choose a form of entry which demands
less expenses and risk, that is, a form which separates them among several partners.

4. Chances and dangers for domestic enterprises

The changes of the global market environment in modern conditions lead to constant
increase in the number of market participants and strong strengthening of competition.
Only active participants that have an initiative and are capable of doing business according
to the market rules and principles can count on an adequate treatment and favorable
market perspective in such conditions. Domestic economic participants in the described
environment must greatly respect the changes because the times of enterprises being
attached to the domestic market as the basic one are definitely part of the past times.

In order to train their enterprises for continuous, radical adjustment to the
emerging conditions, managers must redefine the business strategy and then redesign
the organizational structure. When redefining the strategic commitment, our enterprises
need to start from the European and world market as the business horizon despite their
size and power.

In the initial phase of internationalization, our enterprises should use the forms
of mutual arrangements with local partners and upon obtaining optimal experience can

4 Gallouj, F. 2002. Interactional innovation — A neo-Schumpeterian model, u Sundbo, J. Fugsang,
L. Innovation as Strategic Reflexivity, Routledge, London and New York, pp. 35-36.

5 Douglas P. S., C. S. Craig,, (1997) I'mobanna mapketunr crpareryja, [1IC I'pmed, beorpan, ctp. 123
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become more independent by repurchasing the capacities of the local partner, by founding
their own branches etc. Besides the chances given by the global market, domestic
enterprises can face numerous dangers. Dangers of globalization can be defined through:

- creating dependency,

- reducing management creativity,

- loss of corporate identity,

- weakening its own brands,

- decreasing utility of the obtained experience,

- loss of possible higher profits,

- loss of market share on the domestic market.

Creating dependency, as one of the dangers domestic companies can face, may
result in case of their connection according to long-term mutual arrangements with global
companies. In such situations, possible termination of business relations with partners
from abroad can lead to the reduction of future capacities of domestic enterprises to
adequately react to the changes.

Long-term connection of domestic companies to global companies influences the
weakening of creativity and innovativity of domestic managers. Implementation of their
business activities, the creation of which they do not fully participate in, certainly is
demotivating for their activity.

The loss of corporate identity is also a danger for domestic companies in
global conditions of business. It can emerge as a consequence of small possibilities of
identification of domestic enterprises on international scales.

Weakening its own brands of products is also a danger, having in mind the fact
the dominant engagement of domestic enterprises in the production of foreign products
can lead to the loss of identification of the names of enterprises and their products within
national frameworks.

Having in mind the fact that dynamic, aggressive and innovative management is a
framework for successful appearance of a company on the global market, the decreasing
utility of marketing and management experience of domestic companies (which can arise
because they are internationally famous and are not innovative), also presents a danger
for successful international appearance. Namely, initial success can lead an enterprise
into a stable but, at the same time, uncompetitive position because the way of thinking
of management strengthens old habits, stops new ideas and creates inflexibility. In that
case, an enterprise has highly developed technology but it is not competitive because it
lacks innovativity.

5. The need for creating global leaders and managers
in our country

Having in mind the role of leadership and management in modern conditions of
business, it is obvious that in conditions of transition, there is a growing need for global
leaders and managers in our country. Modern domestic enterprises do business in radically
new conditions which demand new knowledge and abilities of managers and leaders, as
well as the awareness of inevitability of radical changes of the strategy and structure.

The business environment of our country demands inventive and creative leaders
who manage knowledge and information, ensure enterpreneurial atmosphere and

6 Epuh /1., (2000) “Vs00 y menaymenm “, Unroja mramma, beorpax, ctp. 234.
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create organizations based on teamwork. Problems that arise from quick transitional,
organizational changes in which a great number of people participate can be quickly
overcome if there are change leaders who are capable of inspiring and motivating the
employed. In contrast to this, nowadays managers, in its original, traditional sense, who
manage linear organizations and people, are needed less. In the new environment, there
is no place for such managers. Managers who think that they can manage a process
only if they control the subordinate in a linear organization and feel lost in modern,
virtual, team organizations can be good managers at a lower level but not at all modern
leaders. Equally, managers who exchange opinions build a strategy and make decisions
for colleagues on the same level and do not include the employed from the organization
which they are managing, will never be good leaders that will be partners with their
associates — partners who share both the risks and the responsibilities, as well as successes
and failures.

Changes, internalization and modernization of the business process to real leaders
in our country must come first, which means that they should think less about internal
organizational issues, such as hierarchy, procedures and internal goals and think more
about how to reach high values, better and faster than their competitors. True change
leaders certainly use formal structures for communicating and determinng priorities, but
in reality they must depend on other options in order to reach their goals. Most traditional
managers avoid risk in affairs which are beyond their formal areas of responsibility and
are reluctant to cross formal limits. Risk is part of all affairs and those not ready to risk
cannot realize significant results. In contrast to traditional leaders, modern global leaders
must always look for new opportunities for crossing the organizational limits if that is the
way to accelerate changes and accept new initiatives.

If taken into account the fact that in conditions of transition of the economy of the
Republic of Serbia a great number of global organizations take investment steps in our
countries, then it is clear that in such an environment only those domestic managers that
positively and fearlessly view the changes and those who constantly direct their activities
towards entering world integration flows can be present in the future. Arrival of managers
and leaders from abroad certainly brings significant qualitative changes in the system of
managing organizations which perform their business activities on our territories. On
the other hand, that presents a great basis for active incitement of the process of creation
and development of domestic leaders and managers. If our response to such changed
economic circumstances is based on respecting change and active management of
changes, then Serbian management will have an opportunity to become a moving force
which will direct domestic economy towards improving general economic efficiency and
creating a business environment in which leaders and managers whill greatly contribute
to the business success of organizations and the overall economic progress.

Conclusion

The difficulties faced by our economy, as well as global trends in the field of
market globalization, impose many urgent challenges which must be fullfilled. In these
new circumstances, the management of domestic companies is expected to search for
competitive advantages, that is, to be eager to adapt to continuous change. Developed
countries should be taken as en example, where there is an impressive innovation
development and which affect less developed countries in a positive way. Without
firm integration into the world market trends, our enterprises cannot resolve their own
problems, and the absence of capability to identify the chances and dangers of a global
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environment can seriously impact their significant appearance on the international
market.
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Abstract

This research work was carried out to appraise Job stress and performance of
employee in an organization. One of the organizational outcomes that are affected
by occupational stress is performance. Employees’ performance can be viewed as
an activity in which an individual is able to accomplish the task assigned to his/
her successfully, subject to the normal constraints of reasonable utilization of the
available resources.

The focus of this study is to appraise the cause of stress, the effect on employee
performance, how workers identify those stress factors and react to the factors.

The data of study was collected through the use of Primary and Secondary
sources by administering questionnaires, personal interviews and information was
extracted from relevant journals and statistical bulletins.

The descriptive method was used to analyze the data with aid of frequency and
percentage for the research objectives.

From the findings it was discovered that work overload, career development
and work/family conflict are considered to likely cause a disruptive effect on
performance of workers. The study reveals that workers performance were affected
by the following factors; tiredness, worry, unhappiness, weakness, headache, and
anger.

Based on the findings of this study, the study concluded that job stress has
significant effect on employees’ performance.

Keywords: Performance of employees, job stress, Nigeria.
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IPEIVIE E@PEKATA PAJHOI' CTPECA KOJH YTHYE
HA YYUHAK 3AIIOCJIEHUX Y HUT'EPUJCKUM
TEPHUJAJIHUM BOJTHULIAMA

ArncTpakr

060 ucmpadicusarbe je CHpo8eOeHO HA OCHO8Y NpOYeHe Cmpecd U YHUHAKA
pada 3anocienoe y opeanuzayuju. JeoHa 00 OpeaHu3ayUOHUX Ucxood je oa cy
paonuyu nozohenu cmpecom Ha paoy Koju CEaKako ymuye HAd IUX08 YYUHAK.
Yuunax s3anocnenux mooice ce nocmampamu Kao akmusHOCm y Kojoj je nojeounay
y cmary 0a ocmeapu 3a0amax 000e/beH weMy / 1oj YCneuHo, noo HOPMAIHUM
ozpanuuersem y3 pazymHo Kopuutherse pacnoiodcusux pecypcd.

Dokyc 0ge cmyouje je Oa ce npoyenu Y3poK cmpecd, YMmuyaja Ha YYuHaK
3anOCNeHux, Kako paoHuyu uoeHmu@uxyjy akmope cmpeca u Kako peazyjy Ha
me ghaxmope.

Hooayu ucmpasxcuearva cy npukynmbenu Kpo3 Kopuwhere npumapHux u
CEKYHOApHUX U380pa 0A6arbeM YNUMHUKA, UHMEPS]Ya U TUYHUX UHpopmayuja Koje
cy npeyzeme u3 peie6anmuux 4aconuca U CIamucmudkux Ounmena.

Jleckpunmugnu memoo je kopuwhen 3a aHAIU3y nNOOAMAKA y3 NOMON
YUeCcmanocmu u nPOYEeHmuUMA 3a Yunbese UCHPAdNCUBAIbA.

Y ucmpaosicusarvy je omxpusero oa pao paouuxa npedcmasma npeonmepeherse,
ymuue Ha pazeoj kapujepe u pad / nopoouuHu cykob ce cmampajy 0a 6eposamuo
uzaseajy pememunauxu egexam ma yuunax paonuxa. Cmyouja omxpuea oa cy
VUUHYU padHuKa noo ymuyajem ciedehiux ¢paxmopa: ymop, 3abpunymocm, myea,
cnaboem, 2naeobomsa u bec.

Ha ocnosy nanasa ooz ucmpadicusarba, cmyouja je 3akamyuuna 0a cmpechd
NOCY UMa 3HAYAjaH YMmuyaj Ha Y4UHaK 3an0oCieHux.

Kwyune peuu: Yuunax 3anouvenux, cmpec na nocny, Hueepuja.

Introduction

Occupational stress is commonly acknowledged to be a critical issue for
managers of organizations as occupational stressors tend to contribute to organizational
inefficiency,employees are under a great deal of stress related to a variety of occupational
stressors. Occupational stressors contribute to organizational inefficiency, high staff
turnover, absenteeism due to sickness, decreased quality, and quantity of practice,
increased costs of health care, and decreased job satisfaction. One of the organizational
outcomes that were affected by occupational stress is performance Job stress is a
mental and physical condition, which affects an individual’s productivity, effectiveness,
personal health and quality of work. Job stress victims experience lowered quality of
work life and performance. The harmful and costly consequences of stress demonstrate
the need for strategies to limit stressors within the organization. Organization that does
not adopt strategies to alleviate stress may find their employees looking elsewhere for
better opportunities. The impact of stress from overwork, long hours at work and work
intensification has had major and often devastating effect on organizations of developed
nations (Reese 1995).

The process of restructuring, downsizing and re-engineering have helped
companies to become lean, but not without great costs. Employees are experiencing more
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stress and uncertainty because companies got leaner without building their ‘muscle’. Just
like going on a diet without exercising. The organization weigh less but the percentage
of fat which manifests as high stress, low morale, and less optimal productivity has
actually increased. Some organizations have even become anorexic. They are too lean,
but because they think they are fat, they continue to “diet”.

A study by North Western National Life Insurance Co. concluded that job stress is
generally a consequence of two ingredients: a high level of job demands and little control
over one’s work. Many of today’s workers are finding their jobs more stressful than they
were simply because they are working too many hours. The study concluded that “where
employees are empowered, where they have more control over how they perform their
work reduces the risk of stress and burnout considerably”(Froiland, 1993).

This work was supported by Umiker (1992) which showed that “....individuals
who feel that they are in control of their jobs and their future are better able to handle
stress. Also that these empowered workers become more productive out of being in
control” (Umiker, 1992). A study conducted by Bushe (1996), reported increased
productivity and efficiencies from being empowered, measured by reported increased
customer performance and innovation. Further, stress was reduced when a person did not
have to report to someone daily any longer. By empowering employees, they took upon
themselves control over their work giving them a higher sense of accomplishment, this
was found regardless of occupational grouping.

1.1 Statement of the problem

Every organisation puts up structures, resources and places such as in the hands of
a manager with a view to set a structure to earn profit. Structures like the organisational
chart, Organogram, Management by Objectives; Unity of command/unity of loyalty
to mention a few is put up. Resources include human, material, financial information
technology and all others within the organisation that are set up in such a way to achieve
maximum profit with minimum costs and conflicts. In an atmosphere devoid of stress,
there is none without some percentage of stress to the employee.

Stress could generate from factors that are internal or external to the organisation
or total. Even when the organisation tries to create an atmosphere of industrial peace
and harmony so that production can go with minimum conflict, there seems to be no
organisation which is completely free of stress.

Stress in the workplace has been noted to usually have adverse consequences on
socio-economic and cultural development in a growing economy like that of Nigeria,
this cannot afford to continue as it could ruin the industrial and organisation life thus
affecting the growth of the country. Hence this study examined what causes stress within
an organisation, and the corresponding effects on employee’s performance.

1.2 Objectives of the study

The general objective of the study is to determine the effects of stress on employees’
performance using Seventh-day Adventist Hospital, Ile-ife, Osun State of Nigeria as a
case study. The specific objectives of the study are to:

1. Determine what constitutes stress at work?

2. Examine the effects of employees’ job stress on performance.

3. Examine how workers cope with stress factors at work.
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Review of related literature

Job stress in organizations is widespread. More than half of all Nigerian workers
feel the pressure of job related stress. Extensive research shows that excessive job stress
can adversely affect the emotional and physical health of workers.

2.1 Concept of job stress

Arnold and Feldman (2000) define stress as “the reactions of individuals to new
or threatening factors in their work environment”. Since our work environments often
contain new situations, this definition suggests that stress is inevitable. This definition
also highlights the fact that reactions to stressful situations are individualized and can
result in emotional, perceptual, behavioural and physiological changes.

McGrath (1976) proposed a definition based on the conditions necessary for
stress. So there is a potential for stress when an environmental situation is perceived as
presenting a demand that threatens to exceed the person’s capabilities and resources for
meeting it, under conditions where he expects a substantial differential in the rewards
and costs from meeting the demand versus not meeting it. McGrath’s definition implies
that the degree of stress is correlated with a person’s perceived inability to deal with an
environmental demand. This would lead to the conclusion that a person’s level of stress
depends on their self perceived abilities and self confidence. Stress is correlated with a
person’s fear of failure.

According to (Rose 2003) employees have tendency towards high level of stress
regarding time, working for longer hours which reduces employees urge for performing
better. Management support helps in reducing or increases stress in employees(Stamper
&Johlke, 2003), apparent organizational assistance, management support work as a
cushion which acts positively in decreasing work related stress in employees. There are
a lot of reasons causing stress work, family conflicts, work over load are the reasons
indentified by (Stamper &Johlke ,2003) that if the organization or management does not
appreciates its employees for their hard work or contribution toward the organization
creates stress and apperently creates intention to leave.

Semmer (1984) and Leitner, Volpert, Greiner, Weber, and Hennes (1987) proposed
a taxonomy of stressors based on action theory, this taxonomy clusters stressors on
the basis of how they disturb the regulation of goal-oriented action. Specifically, this
taxonomy differentiates between regulation obstacles, regulation uncertainty, and
overtaxing regulations. Regulation obstacles such as interruptions or organizational
constraints make action regulation more difficult if not impossible for the employees.

Stress in organizations affects both the individual and the organization (e.g.,
increased turnover rates).Individuals can be affected at the physiological, affective, and
behavioral levels, and in their leisure time and family life. Stressors affect individuals
and organizations within different time frames, stress reactions can occur immediately
(short-term reactions) and or may take longer time to develop (long-term reactions).
With respect to physiological responses, stress has an effect on the cardiac system. For
example, individuals in so-called high-strain jobs (i.e., job with high demands and low
job control, Karasek, 1979) show higher blood pressure than individuals in other types
of jobs (Schwartz, Pickering, & Landsbergis, 1996).

Also heart rate increases in stress situations (Frankenhaeuser& Johansson, 1976).
Moreover, experiencing astressful work situation is associated with increased levels of
cholesterol and other metabolic and homeostatic risk factors for cardiovascular disease
(Vrijkotte, van Doornen, & de Geus, 1999).
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The experience of stress is associated with affective reactions. In the short-term,
mood disturbances can occur (Zohar, 1999). Such affective reactions seem to result
mainly from specific aversive events and stressful achievement settings (Pekrun&Frese,
1992; Weiss &Cropanzano, 1996). In the long run, well-being and mental health can
suffer. There is evidence from longitudinal studies that stressful work situations
are associated with an increased level of depressive symptoms (Schonfeld, 1992),
psychosomatic complaints (Frese, 1985; Parkes, Menham, &Rabenau, (1994) and other
distress symptoms (Leitner, 1993).

Ivancevich &Donnelly (1975) studied the link between anxiety stress with
satisfaction and performance of employees, that lower anxiety stress improves
performance of employee’s which he studied in different managerial level of an
organization. (Beehr, Jex, Stacy & Murray, 2000) found the relationship between
occupational stressors and the performance of employees of an organization as well as
how it can affect the employees psychologically.

Jamal, (1984) studied an association between job stress and performance between
managers and blue-collar employees. Stress on job can be stated as the outcome of an
individual due to the working environment from which he feels unsecured.

2.2 Theoretical frame work for analysis.

These are the theories that support job stress, below are different school of thoughts
that postulated several theories on job stress with concentration on those models that
have been influential in past theorizing and empirical research.

The Transactional Stress Model; One the most prominent models which on stress
process is the transactional model by Lazarus ,1966; Lazarus &Folkman, 1984. Lazarus
and Folkman define psychological stress as “a particular relationship between the person
and the environment that is appraised by the person as taxing or exceeding his or her
resources and endangering his or her well-being”. Thus, Lazarus and Folkman assume
that cognitive appraisals play a crucial role in the stress process. Appraisal processes
refer to an individual’s categorization and evaluation of an encounter with respect to this
individual’s well-being.

Specifically, primary and secondary appraisal can be differentiated. By primary
appraisal, encounters are categorized as irrelevant, benign-positive or stressful.
Stress appraisals comprise harm/loss, threat, and challenge. By secondary appraisals,
individuals evaluate what can be done in the face of the stressful encounter, they tax their
coping options. On the basis of primary and secondary appraisals, individuals start their
coping processes which can stimulate reappraisal processes.

To arrive at a better understanding of the stress process and how it develops over
time, Lazarus (1991) suggested putting more emphasis on an intra-individual analysis of
the stress phenomenon, for example by studying the same persons in different contexts
over time. A few studies followed such an approach (Folkman,Lazarus, Dunkel-Schetter,
DeLongis, &Gruen, 1986), the majority of empirical studies in the area of organizational
stress however, did not adopt such a process perspective but treated stressful situations
and individuals’ reactions to them as stable. Moreover, it has been questioned whether
a focus on individual processes offers much to the understanding of workplace stress
(Brief & George, 1995).

Crucial components in Carver and Scheier’s model are an input function, a
reference value, a comparator, and an output function. The input function refers to
perceptions of one’s own state or of situational features in the environment. The reference
value comprises the individual’s desires, values, or goals. The comparator compares the
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input function with the reference value. The output function refers to behavior which
is activated when a discrepancy between the input function and the reference value is
detected.

2.3 Conceptual model
Figure 1.Prel

Job
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Preliminary model of the causes of occupational stress and its consequences for
job Design by: Stephan J. Motowidlo,et al 1986.

This model presumes that:

(a)Subjective stress leads to affective states such as anxiety, hostility, depression
and to decrements in aspects of job performance, and

(b) Stress is caused by specific events that occur at work. The more frequent and
the more intensely stressful the events are for an individual, the greater the level of
subjective stress.

Job conditions partly determine the frequency with which these events occur.
Individual characteristics such as job experience, Type A behavior pattern and fear
of negative evaluation also determine their frequency as well as the intensity of their
stressfulness for individuals.The model presumes also that subjective stress generates
anxiety, hostility, and depression which, in turn, affect components of performance such
as tolerance for frustration, clerical accuracy, interpersonal sensitivity, and altruism.

2.4 The effects of stress in a job

Research in organizational behaviour has shown that an individual could suffer from
significant health complications - backaches, headaches, gastrointestinal disturbances,
anxiety and depression amongst others - if subjected to stress over a long time. Behavioural
changes in the form of excessive tobacco smoking and alcohol consumption, nervous
disorders, heart diseases, diabetes, obesity etc are also related to stress. Job dissatisfaction
is known to lead to job stress, which in turn reduces the productivity (Madeline, 1983).

Varying Degrees of Stress

People in some work places experience more stress vis-a-vis others, particularly
those in occupations where workers are required to display emotions like nursing, social
work and teaching (Travers and Cooper, 1993, Cooper et al., 1999, Kahn, 1993, Young
and Cooper, 1999). An extreme form of this stress has been categorized as ‘burnout’, a
stage when a person starts treating his clients as objects (depersonalization), evaluates
himself negatively and feels emotionally exhausted (Sheena et al, 2005
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Stress is a part and parcel of life and cannot be avoided. However, if used in
a gainful way, stress can lead to beneficial outcomes too (Selve, 1973). Research and
studies should be directed towards understanding the impact of stress on positive health,
growth and well being as proposed by the positive psychology movement (Seligman
&Csikszentmihaiyi, 2000). If aptly managed, stress can energize, stimulate and induce
growth and productivity in one’s profession. One can accomplish new objectives and
there can be positive personal changes (Folkman&Moskowitz, 2004). Further studies
and research are required to identify the processes involved in the development of
positive and negative emotions (Folkman&Moskowitz, 2004).

The Impact of Stress on Performance

Various studies have been conducted to examine the relationship between job stress
and job performance. Job performance can be viewed as an activity in which an individual
is able to accomplish the task assigned to him/her successfully, subject to the normal
constraints of reasonable utilization of the available resources. At a conceptual level,
four types of relationships were proposed to exist between the measures of job stress and
job performance (Jamal, 2007). One is a negative linear relationship, when productivity
decreases with stress (distress). Productivity can also increase as a consequence of
stress, thereby implying a positive linear relationship between the two. Thirdly, there
could be a U-shaped or a curvilinear relationship wherein, mild stress could increase the
productivity initially up to a peak and then it declines as the person descends into a state
of distress. Alternately, there need not be any quantifiable relationship between the two.

Factors that result in job stress

Job stress could be as a result of a number of factors, which can be broadly
classified into:
1. External factors relating to organisation and work-family conflicts, and
2. Internal factors. External factors are well described by Cooper and Marshall’s
five sources of stress.

Figure 2 The factors inducing job stress
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Organisational factors: According to Cooper & Marshall, stress could be due to
factors intrinsic to the job, such as poor physical working conditions, work overload or
time pressures. Often, one’s role in the organization and the ambiguity associated with
the job resulting from inadequate information concerning expectations, authority and
responsibilities to perform one’s role as well as the conflict that arises from the demands
placed on the individual by superiors, peers and subordinates could also result in stress. A
third factor is the impact of status incongruence, lack of job security and thwarted ambition
on one’s career progression. Rayner and Hoel (1997) theorized that relationships at work
with bosses and colleagues, including bullying in the workplace could result in a lot of stress.
At an organizational level, the structure and climate, including the degree of involvement in
decision making and participation in office politics could result in a stressful climate.

Stress could be due to factors intrinsic to the job, such as poor physical working
conditions, work overload or time pressures.

Additional sources of stress documented in the ASSET model include the impact
a person’s working life has on their life outside of work (work-life balance), the amount
of satisfaction people derive from their work, the degree of control and autonomy people
have in the work place, and the levels of commitment in the work place both from the
employee to the organisation and from the organisation to the employee (Sheena 2005).

Work family interaction: The rise of families in which both partners are earning
and increasing female participation in the sphere of employment has transformed the
ways in which couples manage work and family responsibilities. Work and family
integration can result in both negative (i.e., work-family conflict) and positive interactions
(i.e., work-family enrichment). Work-family conflict and work-family enrichment can
occur in either direction - “work-to-family or family-to-work”. Work demands, family
demands and work flexibility are recognized to be important determinants of the work-
family interaction (Luo Lu et al, 2008).

Personality: Besides external factors, there are internal factors too that can cause
stress, like the age of the individual, sex, education and a personality that is deemed Type
A or inherently stressful. Type A individuals are competitive, hostile, impatient and hard
driving.

Ganster and Schaubroeck (1991) and Kahn and Byosiere (1992) summarized the
findings of studies on Type A behavior pattern.

2.5 Symptoms of stress

Selye (1946) was first to describe the phases that the body goes through in response
to a threat. The general adaptation syndrome model states that the body passes through
three stages.

The first stage is an alarm reaction; the body prepares for a potential emergency.
Digestion slows down, the heart beats faster, blood vessels dilate, blood pressure rises
and breathing becomes rapid and deep. All bodily systems work together to provide
maximum energy for fight or flight.

The second stage is resistance; if the stress continues, the body builds up
a tolerance to its effects. The body becomes habituated to the effect of the stressor;
however, the body’s adaptive energies are being used as a shield against the stressor.

The third stage is exhaustion; when the body’s adaptive energies are depleted,
the symptoms of the alarm reaction reappear, and the stress manifests itself as an illness,
such as ulcers, heart ailments and high blood pressure. During the first or second stages,
the removal of the stressor will eliminate the symptoms.
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2.6 Causes of stress

Stressors can be divided into those that arise from within an individual (internal)
and those that are attributable to the environment (external). Internal conflicts, non-
specific fears, fears of inadequacy, and guilt feelings are examples of stressors that do
not depend on the environment.

Internal sources of stress can arise from an individual’s perception of an
environment threat, even if no such danger actually exists. Environmental stressors are
external conditions beyond an individual’s control. Bhagat(1983) has reported that work
performance can be seriously impaired by external stressors. There are many aspects of
organizational life that can become external stressors, this include issues of structure,
management’s use of authority, monotony, a lack of opportunity for advancement,
excessiveresponsibilities, ambiguous demands, value conflicts, and unrealistic workloads.
A person’s non working life (e.g family, friends, health, and financial situations) can also
contain stressors that negatively impact job performance. Thus, emotionally induced
stress arises from one’s imagination.

Time stress is always created by a real or imaginary deadline. Anticipatory stress is
created when a person perceives that an upcoming event will be unpleasant. Situational
stress can occur when a person is in an unpleasant situation and they worry about what
will happen next. Encounter stress is created by contact with other people (both pleasant
and unpleasant),

Adverse working conditions, such as excessive noise, extreme temperatures, or
overcrowding can be a source of job-related stress (McGrath, 1978). Reitz, 1987 reports
that workers on “swing shifts” experience more stress than other workers. Orth-Gomer
(1986) concludes that when three shifts are used to provide around-the-clock production,
major disturbances in people may be unavoidable. One sour e of environmental stress
ignored in the organizational literature is non-natural electromagnetic radiation. Becker
(1990) reports that the two most prominent effects of electromagnetic radiations are
stress and cancers. Modern offices are filled with electronic devices that produce high
levels of radiation; these include computers, video, monitors, fluorescent lights, and
clocks, copying machines, faxes, electric pencil sharpeners and a host of other electronic
devices. Human sensitivity to electromagnetic field is well documented and the design
of future office equipment will most likely involve a consideration of emitted radiation.

Personal factors are often a source of stress. These include career related concerns,
such as job security and advancement, as well as financial and family concerns. Holmes
and Rahe(1967) constructed a scale of forty-three life events, and rated them according
to the amount of stress they produce. The most notable feature of their instrument is
that many positive life changes (i.e. marriage, Christmas, vacations, etc) are substantial
sources of stress. Generally stress appears to be a result of any change in one’s daily
routine.

Lawless(1991) identified the most common causes of workers stress: Too much
rigidity in how to do a job, Substantial cut in employee benefits, a merger, acquisition
or change of ownership, requiring frequent overtime and reducing the size of the work
force.

Over 40% of the work force experience one or more stress related illness as a
result of these five stressors. Single or divorced employees, union employees, women and
hourly workers reported greater stress levels and a likely hood of burning out. In a follow-
sup study, (Lawless, 1992) found similar result except there is no significant difference
between married and unmarried workers. However, single women with children were
more likely to burn out that married women with children, “Single parenthood compounds
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the stress women face in joggling work and child care responsibilities especially when
over-time hours are required”

2.7 Managing stress

Managers of organization have a dual perspective of stress, they need to be aware
of their own stress levels as well as those of their subordinates, most of the literature
focuses on ways of reducing stress, and however, a more appropriate approach might be
to examine ways of optimizing stress. French, Kast and Rosenzwig (1985), stated that
the challenge is to minimize the stress and maintain a balance. They pointed out that the
conditions of organizational life create a series of paradoxes that demonstrate the need
for balance and equilibrium.

The role of management becomes one of maintaining an appropriate level of
stress by providing an optimal environment and; by doing a good job in areas such as
performance planning, role analysis, work redesign/job enrichment, continuing feedback,
ecological considerations and interpersonal skills training.

There are essentially three strategies for dealing with stress in organizations (Jick
and Payne, 1980): Treat the symptoms, change the person and remove the cause of the
stress.

When the person is already suffering from the effects of stress, the first priority
is to treat the symptoms, this include both the identification of those suffering from
excessive stress as well as providing health care and psychological counselling services.
The second approach is to help individuals build stress management skills to make them
less vulnerable to its effects. Examples would be teaching employees’ time management
and relaxation techniques or suggesting change to one’s diet or exercise. The third
approach is to eliminate or reduce the environmental situation that is creating the stress;
this would involve reducing environmental stressors such as noise and pollution, or
modifying production schedules and workloads.

Many modern organizations view the management of stress as a personal matter.
An effort to monitor employee stress levels would be considered an invasion of privacy.
However, Lawless (1991) found that nine out of ten employees felt that it was the
employer’s responsibility to reduce worker stress and provide a health plan that covers
stress illness. She emphasized that “employees have no doubt that stress related illnesses
and disability should be taken seriously. Employees expect substantive action by their
employer and hold employer financially responsible for the consequences of job stress”.

Managers can take active steps to minimize undesirable stress in themselves and
their subordinates. Williams and Huber (1986) suggested five managerial actions that
can be used to reduce stress in workers;

I. Clarifying task assignments, responsibility, authority, and criteria for
performance evaluation.
II. Introducing consideration for people into one’s leadership style.
III. Delegating more effectively and increasing individual autonomy where the
situation warrants it.
IV. Clarifying goals and decision criteria.
V. Setting and enforcing policies for mandatory vacations and reasonable
working hours.

Establishing one’s priorities (i.e. value clarification) is an important step in the
reduction of stress. The demands of many managerial positions cause the neglect of other
areas of one’s life such as family, friends, recreation, and religion. This neglect creates
stress, which in turn affects job performance and health. Value clarification is linked to
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time management, since we generally allocate our time according to our priorities. By
setting personal priorities, managers and subordinates can reduce this source of stress.

Research methodology

The study on effect of job stress on employee performance is carried out in
Seventh Day Adventist Hospital, Ile-ife, Osun state, Nigeria and is intended to explore
and justify the various causes of stress factors in the organization, the effects of stress
on its employees performance, how its workers identify these stress factors and react
to them since it has been noted that stress have adverse consequences on the socio-
economic and cultural development of most organizations the study explored descriptive
survey, data were gathered through the use of questionnaires, personal interviews and
library search

A comprehensive and stratified random sampling technique was used to ensure
that every member of the work force has equal chance of being represented in the
sample size, for proper and accurate research work; 65 respondents were interviewed
out of the population of 78 potential respondents. The sample was taken as the random
representative of the totality of the population and the questionnaire administered to the
actual respondents.

The data collection instrument employed in this study was an 18- item
questionnaire. The questionnaire contained closed ended questions and has 6 sections,
the questionnaires are designed in such a way that all the elements of the variables of
interest to be measured are included and designed to generate sufficient information
needed to address the objectives of the study.

The two types of variables used in this study are the independent and dependent
variables. The independent variable for this study is Job stress while the dependent
variable is employee performance. Productivity ratio was used as the construct for
measuring performance.

3. Data Analysis Technique

Descriptive statistics was utilized to analyze the data obtained with a view to
achieving the objective of the study. The data in the questionnaire were coded and
used to carry out various statistical analyses. In order for the research to be useful, a
descriptive approach of data analysis was applied. The researchers has decided to use
descriptive statistical technique to test the reliability of variables of interest.

Findings, results and discussion.

Table 1: Distribution of Respondents by Educational status

EDUCATIONAL STATUS | FREQUENCY PERCENTAGE
Diploma 12 18.5
H.N.D 20 30.8
M.B.B.S/B.SC 33 50.8
Total 65 100

Source:Field Survey,2014
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From table 1, 12(18.5%) of the respondents had Health Technology Education,
20(30.8%) have Higher National Diploma, while the bulk of the respondents had University
Education. The findings reveal that most of the workers have University Degree.

Table 2: Distribution of Respondents as to what constitutes stress at work

. . Strongly
. Strongly Agree Undecided Disagree .
Variables Agree (%) (%) (%) (%) l?]lsagree
(%)

Workload is a cause of stress | 43(66.2) 14(21.5) 0(0) 5(7.7) 3(4.6)
Career development is a
cause of stross 48(73.8) 11(16.9) 1(1.5) 5(7.7) 0(0)
Work/Family conflict is a
cause of stross 51(78.5) 7(10.8) 2(3.1) 4(6.2) 1(1.5)
Total 142 32 3 14 4

Source: Field Survey, 2014

In table 2, a high majority (95.0%) of the respondents were of the opinion that
career development is the major cause of stress, while only 7.7 per cent had a negative
view of the concept. Furthermore, it was revealed in the study as perceived by 89.0% of
the respondents that family conflict should be considered as a strong stressor at work,
while 88.0% of the respondents were of the perception that work load contributed to
work-stress. It is a clear indication that various factors cause work-stress

Table 3. The effects of job stress on employees’ performance.

Very Low | Low High Very High

Variables (1\1;) )E xtent Extent Extent Extent Extent

° (%) (%) (%) (%)
1)Effect of stress on 2 3 5 25 30
performance 3.1 (4.6) 7.7 (38.5) (46.2)
Total 2 3 5 25 30
Variable Strongly Agree Undecided | Disagree St‘rongly

Agree Disagree

siven ask ettty wa | 2 21 ! i 12
result of stress (35.4) (32.3) (1.6) (12.3) (18.5)
Total 23 21 1 8 12

Source: Field Survey,2014

In Table 3 above,, 2(3.1%) of the respondents reported no extent, 3.4(4.6%)
reported very low extent, 5(7.7%) low extent, 25(38.5%) high extent and 30(46.2%)
reported very high extent.

From the same table, 23(35.4%) reported strongly agreed, 21(32.3%) agreed,
1(1.6%) was undecided, 8(12.3%) disagreed and 12(18.5%) was reported strongly
agreed.

The result shows that there is potential for poor performance when work conditions
are perceived as presenting a demand that threatens to exceed the person’s capabilities.
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Further more on the same table 39(60%) respondents attributed to repetitive
work(i.e. doing the same thing every time), 44(67.7%) affirmed it to keen supervision
of their job, 46(70.8%) through lack of communication between superiors and
subordinates(co-workers), 37(56.9%) agreed that stress comes as a result of under loaded
i.e. little or no work to do and 5(7%) affirmed it to uncomfortable work conditions and
exposure to danger on the job(physical Environment).

The results show that every human being experiences various degrees of stress and
with various reasons. With all the pressures in organizational setting, it is not surprising
that stress has become a real problem.

Table 4: Experience of illness as Effect of stress on the employees

Have you experienced some illness Frequency Percentage
as a result of your work stress

Yes 37 56.9

No 28 43.1

Total 65 100

Source: Field Survey, 2014

From the table4 above, 37(56.9%)) of the respondents have experienced one form
of illness or the other. These people agree that the illness experienced emanated from
work process.

Some of the illnesses cited are headaches, body pain, malaria, feverish conditions,
dizziness, tiredness etc. 28(43.1%) of the respondents agreed that they have not
experienced illness, 70.7% of the respondents mentioned headaches as their regular
illness, 15.2% named body pains while 14.15% named feverish conditions as their
regular illness.

Table 5 Coping Strategies of Employees on job stress.

Variables Frequency Percentage
Flexible Work Schedule 22 33.8

Break Period 10 15.4

Off days 11 16.9

Leave Days 15 23.1
Organizational Communication 5 7.7

No Response 3.1

Total 65 100

Source: Field Survey, 2013

Table 5 shows that 2(33.8%) of the employees agreed to Flexible work
Schedule,10(15.4%) affirmed Break period, 11(16.9%) agreed to off days, 15(23.1%)
emphasized Leave while 5(7.7%) did not respond at all. It can be inferred that flexible
work schedule and leave have been adopted as a relieving mechanism for workers.

When respondents were further asked how they cope with stress, majority of the
respondents (52%) agreed they take some days off to rest, 8% mentioned absence from
work, 12% of the respondents affirmed engaging in exercise.
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Conclusion and recommendations

4.1 Conclusion

From the research findings, we concluded that Work overload, Career development
and Work/family conflict are considered to likely cause a disruptive effect on performance
of workers. They are also seen as more problematic compared to the other causes of
stress.

The study reveals that workers through tiredness, worry, unhappiness, weakness,
headache, anger to mention a few identified these stress factors, they also react to these
stress factors by absenting themselves from work, taking off days, watching movies,
sleeping, drinking and smoking, further more the presence of work stress evoked illness
on workers.

A substantial amount of respondents 56.9percent confessed that they have
experienced illness in the course of their duty. Though Clinics were made available to
attend to these problems caused by stress, it was evident that most workers will prefer
a stress free working environment to a palliative treatment they will receive in these
clinics.

4.2 Recommendations

From the research analysis, findings and conclusions, the made; following

recommendations were:

a. The workload of workers should be reduced to a more reasonable level. The
hospital should employ more workers to help lift too much workload of the
workers.

Workers of the hospital who are developing their career should be encouraged
to do so, this could be done by granting them leave or reducing their workload
so they could have more time for career development

b. Workers should try as much as possible to strike a balance between their office
work and family responsibilities; none should be taken with levity

c. The workers position and status should be put into consideration and adequate
incentives and benefits should be made available.

d. Organizational policies should be instituted that will make communication
amongst the rank files liberalized and made easier.

e. There should be wide consultation on issues before taking any decision.
Workers should be given freedom to express their minds on issues affecting
them. This will facilitate a sense of belonging among the workers.

f.  Efforts made by government to revamp the economy should be intensified.
If this is achieved, workers will have job opportunities and the condition of
service will be enhanced.

g. Workers should ensure self protection against stress. They should ensure
means to fight back these stress factors. They should be able to detect the
signal of stress factors and possible causes within the environment.

h. Workers should endeavour to attend mental health seminars and adopt stress
reducing measures like relaxation, sleep, rest (leave seeking), balanced diet,
exercises that help the heart and lungs, dangers of alcohol abuse and ability
to let go.

i.  Workers should set priorities. Most effective workers achieve their objectives at
early hours of the day, those who fail to plan and set priorities often face stress
situations at the end of the day. Long range plans and goals are also important.
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j-  Traits like being aggressive, highly competitive, hard driving, ambitious
and being optimistic make the workers the primary subject of stress. What
is needed exactly when such is discovered is for the workers to undertake
counselling from organizational psychologist and supervisors.
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Abstract

Behavioral economics and economic sociology arise and develop on the point
where economics and psychology, as well as economics and sociology, overlap.
Behavioral economics studies economic factors and psychological appearance
that have a direct impact on economic behavior. On the other hand, economic
sociology studies the behavioral norms of the social groups and the organizations.
The correlation between the research subjects of these scientific disciplines
imposes a need for specifying an interdisciplinary model of human behavior in
society. The aim of this paper is to evaluate opportunities for the development of
an interdisciplinary model of human behavior.
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Introduction

One of the clearly defined tendencies in the development of contemporary science
is the overlapping of various fields of scientific knowledge. New scientific disciplines
have appeared and are actively developing on the overlapping points between economics
and psychology, as well as economics and sociology: economic psychology (behavioral
economics) and economic sociology. The representatives of these disciplines attempt to
explain and foresee human behavior (Kahneman, 2003). The consideration of human
behavior requires from the representatives of these scientific fields to devise a common
interdisciplinary model of human behavior in society. This problem is the subject of
numerous papers by local and foreign scientists (Schumpeter, Becker, Simon, Taylor,
Bruner, Weise, Arow, Hodgeson, Schrader, Williamson, Lindenberg etc.), whose
ingenious analyses were able to explain certain principles of human behavior.

The aim of the paper is to assess the possibilities for developing a model of a
man common to all social sciences. The paper represents an analysis of the essence of
economic behavior. The purpose of the paper is to emphasize what is and what isn’t
common in the applied approaches. The article consists of three parts. The fundamental
elements of the economic and social approach in studying rational economic behavior
are presented in the first part. The second part contains a description of the fundamental
characteristics of the psychological model of human behavior, applied in economics,
psychology and related disciplines. The end of the paper is devoted to the clarification of
the economic rationality of society and individuals.

Economic Approach

According to contemporary beliefs, each social science has its own approach
to the study of objective reality. The difference between economic science and other
social sciences is in the approach to the phenomena that study it. In the paper entitled
“Economic Approach to Human Behavior”, Gary Becker stresses that: “economic
theory, as a scientific discipline, differs from the other fields of social knowledge not
only in its subject of study, but in its approach as well. On the whole, the essence of the
economic approach is comprised from the merged assumptions of maximizing behavior,
market balance, preference stability etc. I have come to the conclusion that the economic
approach is comprehensive and applicable to all forms of human behavior.” (Becker,
2003, p. 28)

The author of the contemporary definition of the subject of economics, Lionel
Robbins, prominently stressed that: “economics is a science which studies human
behavior based on the relationships between the aims and the limited means suitable for
alternative uses” (Robbins, 1993, p. 19). For this reason, an economist does not study
the nature of certain randomly selected forms of human behavior, but views and analyses
them from the aspect of the comprehensiveness of (all) social links and involvements in
social structures (Valeryevich, 1997, p. 113).

There are three fundamental premises in the foundation of the economic approach:
(1) commercial entities behave rationally; (2) a commercial entity, along with other
individuals, maintains the balance and creates a spontaneous social order and (3) the
preferences of commercial entities do not change over time (Hafner, Krstic, 2011, p. 39).

In order to explain individual behavior, economic science used the model of the
economic man (homo economicus). The development of science enabled the formation
of various approaches which present this model. The first person to define the subject of
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political economics with the aid of the model of the economic man was John Stuart Mill
(Kitanovic, Petrovic, 2010, p. 43). Without paying too much attention to all the phases
of the model’s transformation, we will attempt to define its key characteristics in the
contemporary schools of economics.

The assumption of neo-classical economic theory is that the behavior of all the
economic participants is perfectly rational. The perfect form of rationality is based on
the principle of maximization which states the following: the consumer always strives
for maximizing usefulness (to achieve the maximum satisfaction of the needs), while
the manufacturer wishes to realize maximum profit. Bearing this in mind, it needs to
be taken into account that the general pattern of the homo economicus includes and
combines in itself the following propositions.

1.  Homo economicus finds himself in a situation in which the quantity of the
available resources is limited to him. At the same time, he cannot satisfy his
own needs and thus must make a choice.

2. The factors which condition this choice are divided into two groups i.e.:
preferences and limitations. Preferences have the character of the subjective
needs of an individual, while limitations represent human weaknesses, owing
to which the achieved usefulness level is well below the maximum level.

3. In making his selection, the economic man is driven by his own tendencies,
not the interests of his business partner, and not by the adopted social norms,
traditions etc.

4. The pattern of the homo economicus shows the presence of a wholehearted
rejection of general interest. Only individual interests are obvious. The
fundamental individual interest is the realization of the maximum possibilities
of freedom. In accordance with this, the interest of the individual is primarily
the maximum of the economic satisfaction which can be achieved while
simultaneously respecting the idea of freedom “as the dominant principle in
human relationships and the organizational principle which has enormous
potential for the future commercial development and progress of the society
as a whole” (Madzar, 2013, p. 59).

The basis of the neo-institutional model of the economic man involves the principle
of limited rationality. The essence of the rationality concept may be best expressed by
the words of Herbert Simon: “people are consciously rational only to a certain extent”
(Simon, 1995, p. 17). By pursuing their interests, they frequently achieve the results
contrary to the conceived or unsuitably set goals. When making decisions, information is
hard to acquire, superfluous or highly complex, so there is no guarantee that the choice
will not result in losses in complex situations. The aim of the neo-institutional model is
that the analysis is directed towards norms, rules and stereotypes which govern human
behavior.

According to this concept, the principles of economic behavior are: optimism,
habits, tradition, social and moral norms. In this particular instance, there is also a
presence and tendency to rationality and its limitations. The essence of limited rationality
was most accurately expressed by Knight: “Rational behavior is non-rational when the
costs of rational behavior are too high” (Knight, 1921, p. 67). In contemporary scientific
literature, REMM (Resourceful, Evaluating, Maximizing Man) is the designation of the
economic man who creates, evaluates and maximizes, while the abbreviation REEMM
(Resourceful, Restricted, Expecting, Evaluating, Maximizing, Man) designates a man
who creates, examines, expects, evaluates and maximizes (Bruner, 1993).
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Sociological Approach

The fundamental trait of the sociological approach to the model of man (homo
sociologicus) is the reduction of the influences of personal interests and assigning a key
role in society, social institutions, rules and norms of behavior. According to the opinion
of Radajeva, sociology is not involved in the nature of human behavior. Its subject of
interest is the action of people as members of society (Radajeva, 1997). Unlike the
economic form of action, the social action of man contains an internal subjective rational
unity. In other words, we face the social action of man when it becomes a product of
internal motivation and subject’s reaction to the stimuli in the surroundings. Rational
behavior of (sociological) man is understood as his response to certain social norms.

According to Lindenberg’s SRSM model (Socialized, Role-Playing, Sanctioned,
Man), man is a living being that has roles, whose behavior is subject to sanctions
(Lindenberg, 1985). Individuals are prepared for specific roles with socially determined
characteristics and commitments. Ifan individual with an insufficient level of socialization
can avoid their commitments, then their behavior must be controlled. This is why the
process of socialization is supplemented and strengthened with sanctions. Bearing this
in mind, Lindenberg proposed the OSAM model (Opinionated, Sensitive, Acting, Man)
for a man that is adjustable, active and has his own opinion (Lindenberg, 1985). The
mentioned model is an essential integral element of empirical sociology which deals
with social processes, such as: learning and guidance. These are socially determined
phenomena.

According to Lindenberg, the SRSM model is uncreative. In the SRSM model,
human behavior is limited and subject to sanctions. In addition, the rarity factor only
indirectly influences human behavior. The act of choice is excluded and nothing can be
maximized. Human abilities, not only in terms of intellectuality and knowledge, but also
on the moral plane, are seriously limited. For this reason, human behavior dominantly
depends on the social structures and norms of behavior within a specific social system.
Explaining the relationship and the key difference between the REMM and SRSM model,
Lindenberg states that the SRSM model is appropriate for the description of a traditional
social system which it marks: stability, dependence on religious and mythological
presentations, value rationalization, collective character of society and the absence of
personal prominence etc. (Fedotova, 1995). In the SRSM model, the social system does
not exhibit perspicacity and the ability to make a choice; its potential remains unused and
is satisfied by inherited institutions.

Prior to establishing sociology as an independent science, many issues that
represent the main subject of research in sociology had been studied as classical political
economics. The connectedness of ideas from various scientific disciplines causes the
need for interdisciplinary research. Schumpeter emphasizes that this connection between
the ideas of economic science and sociology creates economic sociology — a field of
analysis in which neither economists nor sociologists can make a single step without
stepping on each other’s toes (Schumpeter, 1989). The author views economic sociology
as an especially important element of economic science. The Dutch sociologist, Korver,
believes that the transformation of classical political economics into neo-classical
economic theory and the suppression of classical sociology are the key reasons of its
adventitious theoretical standpoint.

Solutions to this can be found in the unification of economics and sociology,
which represents the development of a single model of man based on the principle
of methodological individualism. Finding a compromise between the economic and
sociological model of man is the subject of many domestic and foreign papers. In the
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opinion of a German sociologist and economist, Weise, it is not a matter of selection
among certain models, some of which have been verified as good, while others are
indisputably bad, but of the choice in options which simultaneously have their advantages
and disadvantages, and which require serious examination (Weise, 1993).

Psychological Approach

Economic psychology examines the impact of economic factors and psychological
phenomena to economic behavior. French scientist Tard first started to deal with the
Problems of economic psychology. In addition, a great contribution to its development
can be ascribed to American scientist J. Caton. However, many scientists believe that the
first psychological man appeared in the works of Freud.

According to Freud, the main characteristics of man are impulsiveness and
emotionality. His behavior is determined by internal unconscious and uncontrolled
forces, which make him contradictory and unpredictable. It is a matter of instinct (id)
and moral and social norms (super ego). These forces are in constant collision and form a
complex mutual relationship of man’s personality. In accordance with this, a personality
is formed and is actively developed as a result of the conflict between man’s instinctive
(impulsive) nature and the demands of society (Aleksandrovna, 2014).

The other researchers view the concept of “psychological man” as the motivational
model proposed by Maslow. According to Maslow, every individual has goals (motives
and needs) which they wish to realize. These aims are individual, innate, and there is
certain regularity or hierarchy among them. There are five levels to this hierarchy;, i.e.

1. Fundamental physiological needs, such as: the need for food, water, oxygen,

sleep.

2. Need for security.

3. Need for belonging and love.

4. Need for self-respect, which may be classified into two groups: the need to

respect oneself and the need to be respected by other people.

5. Need for self-actualization, which represents the utilization of all capacities,

potentials and talents that an individual has (Milinkovic, 2014).

Needs from higher levels in the hierarchy can appear in the consciousness of an
individual only when the lower-level needs have been fulfilled.

There is no correlation between the model of psychological man by Freud and
Maslow on the one hand, and the model of the economic man on the other. Within the
scope of this Article, we are not as interested in the comparison of these models as in
the estimate of the influence of psychological research on the formation of the model
of man in economics, since psychology lies at the basis of any social science and every
fundamental research needs to be considered under psychological terms (Fenko, 2002).

The proof of recognition of the validity of psychological research for economic
science was the Nobel Prize for Economics (2002), awarded to psychologist Daniel
Kahneman. In the official conclusion of the Nobel Commiittee, it is stated that Kahneman
was given the award for the integration of psychological research in economic sciences
and evaluating the decision-making process in conditions of risk (Aleksandrovna, 2014).
With Tversky as the co-author, in 1979, Kahneman published the article “Theory of
chance: analysis of making decisions under the conditions of risk”. In this paper, authors
cite a great number of experiments in which the respondents were asked to select one of
the offered alternatives. The significance of this research is in the discovery, forecasting
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and classification of systemic mistakes in the decision-making process (Kahneman,
2003).

Kahneman’s recognition served some scientists as the cause for criticizing the
model of economic man. It seems that the oft cited statement that Daniel Kahneman had
devoted his entire life to disproving the main thesis of economic theory on the rationality
of human behavior is not entirely fair. By giving him the award, economists practically
apologized for deceiving people for 300 years (Fenko, 2004). “If people are not always
capable of acting rationally, then much of what economists have included in their science
must be reevaluated.” (Voronov, 2003, p. 27)

In our opinion, the discovery made by psychologist Daniel Kahneman does not
at all dispute the model of economic man. On the contrary, it significantly enriches it,
and extends the field of its application. In any event, this is the belief of the Nobel
Prize Winner as well. In his first address, after learning that he had been awarded the
prize, Kahneman stated that the prize represented the recognition of the success in
the development of economic psychology (behavioral economics), provided universal
behavioral models have been created, which explain the position of economic science
and many economic phenomena.

Rationality of Society and Rationality of an Individual

The concept “rationality” in economics has a different meaning from the one found
in social sciences, where rationality is not different from the usual, everyday concept of
rationality. In everyday language, rationality means the “state of clear consciousness”,
while in economics, the term ,,rationality* expresses a situation in which a person thinks
before they act on something. A rational person compares costs with the gains before
undertaking any action. By electing one of the offered alternatives, economic man is
governed by personal subjective concepts of usefulness which can be material, as well as
psychological, social and spiritual (Avtonomov, 1998).

The rationality of economic man is closely connected with the principle of
methodological individualism. In accordance with the principle of methodological
individualism, autonomous and free individuals make decisions which maximize their
interests, while universal greed produces general social well-being. As Adam Smith
points out: “We do not get our lunch owing to the kindness of the butcher, brewer and
baker, but because they are taking care of their own interests” (Smith, 1935, p. 17).
However, many authors misinterpret Smith’s viewpoints on rational economic behavior.
If we say that people act or need to act in accordance with their interests, this does
not mean that people are solely governed by or should be governed by their tendencies
(Hayek, 2001, p. 256).

Furthermore, the term “rationality” in economic theory should not be interpreted
in such a way to deem that a student who spent his entire scholarship on purchasing a
bouquet (flowers for his girlfriend) is “irrational”, while his friend is rational by saving
most of his scholarship in his purchase of a phone. From the standpoint of economic
theory, the behavior of both participants is rational, provided that they have elected the
preferred (optimum) alternatives. Another example comes from Heine’s book. Having
been awarded the Nobel Prize for Peace, Mother Teresa decided that the 190,000 dollars
of her prize were to be used to build a hospital for the leprous. Had she acted in her “own
interest”? Can her behavior be considered “greedy”? (Heine, 1997). In other words, in
most cases, economic rationality signifies the selection of the optimum variant, without
any type of requirements for the sense of the very goal.
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The concept of economic rationality does not provide any normative judgments
on preferences. Whether the preferences of the participants are “good” or “evil”,
“instrumental” or “expressive”, is of no consequence if the individual acts in accordance
with their own interests. A person who attempts to conquer the whole continent and
acts accordingly, such as Adolph Hitler, is as rational as the person who strives for the
promotion of democracy and acts in accordance with this, such as Woodrow Wilson.
Similarly, a person who is searching for work and also wishes to minimize their
revenue acts as rationally as another person who acts in accordance with their own
wish to maximize their revenue. Saying that someone is instrumentally rational is not a
compliment; this is simply a way to say that they are acting in accordance with their own
preferences, whatever they may be. Various psychological, informational or structural
factors result in consumers, especially organizations, being capable of acting rationally.
If the consumer elects the best cart that they can afford, their behavior is rational.

Rationality is not solely a characteristic of an individual. It also appears as the tool
for survival, life and development of potentials of relevant societies. In the traditional
society, it is evident that the rationality of the whole determines the rationality of the
individual and the rationality of the conditions (Fedotova, 1995, p. 11). However, in
contemporary society, there is no doubt that the rationality of society is determined by
the rationality of the individuals that comprise it. Unlike traditional society, where an
individual follows their own values — tradition, faith, peace, morality, contemporary
society forms the priority of individual aims.

In Place of a Conclusion

Economists utilize models in order to study how the world functions. A model
is built based on certain assumptions and represents the instrument of analysis. In
accordance with this, it is necessary to select and construct a model dependent on the
aim of the research in order to provide the best scientific result. This is illustrated with
the following example. Let’s assume that the task is to determine the surface of a room.
During the measurement, a ruler, steps, and other instruments may be used. When
selecting an instrument, it is important to precisely formulate an aim. If accuracy is
a priority, the ruler needs to be selected. If the measurement is to be performed with
maximum expediency, and minimum costs, then it may be done by counting steps
(Aleksandrovna, 2014). Taking all this into consideration, the following characteristics
of the model of rational choice can be isolated:

1. The rational choice models are flexible enough to explain many phenomena
which cannot be explained by economic theory, in the narrow sense. These
models have provided important insights into related fields, such as: sociology,
psychology, political science etc. (Gilboa, 2013).

2. The advocates of the rational choice model do not claim that the hypotheses of
the model can explain practically everything that happens inside the field that
they cover, but that good models can assist us in understanding and formulating
scientific hypotheses. Considering the fact that the technical mechanism of
contemporary economic science is non-historical and asocial, rational choice
theory is not necessarily limited to explicit markets, where economic and
every other type of behavior is regulated through price mechanisms. This has
paved the way to the expansion of rationality into the non-economic domain,
and redefining the economic domain, including market relations (Golubovic,
Milosevic, Stefanovic, 2011, p. 140).

EXSIEKOHOMUKA 161



©JIpymTBo exoHomucTa “Exonomuxa” Hum http://www.ekonomika.org.rs

3. There is a belief in the possibility of developing universal models of
behavior which explain the position of economic science and many economic
phenomena. At least three arguments are cited as proof of this claim.

The first is that contemporary achievements of behavioral economics do not
dismiss economic behavior rationality hypotheses, but only expand the field of their
application. The second is found in the statement by Gary Becker: “The economic
approach does not require the individual participants to compulsory understand their
striving for maximization, or to be able to verbalize the reasons for the existence of
stereotypes in their behavior” (Becker, 2003, p. 39).

The third argument is reduced to the statements of the representatives of sociology.
Economic theory and its support from the microanalysis of the behavior of an individual
and group have not managed to reach any significant observations concerning the
functionality of commerce and trade as a whole (Stojanovic, 2007, p. 131). Contrary
to this, sociology is wrong not to pay attention to the leading role of economics when it
comes to explaining the behavior of individuals and groups. Therefore, economics and
sociology must go down the same road. The theoretical cooperation between these two
disciplines forms the theory of individual impact, while the analytical cooperation brings
the theory of social impact (Korver, 2001, p. 113-4).

The model of economic man incites the cooperation between experts from various
fields and thus contributes to the development of a unique approach to economic theory
and related disciplines.

References

AstonomoB B. C. (1998), Yenosex 6 3epkane sxonomuueckou meopuu, CIIO.:
DKOHOMUYECKA IIKOJIA,.

Bpynep, K. (1993). IIpencrasieHue o 4eroBeKe U KOHIICIIIHSI COIIMYMa: JIBa TIOAXO0/a
K TornMannro oomecrsa. THESIS. T.1. Bem.3.

Kuranosuh /1., [Tetporuh, /. (2010). O2nedu o memodonocuju caspemene ekoHomMcke
nayke. ExoHomcku dakynrter. Hum.

®enpko, A.B. (2002). Yenosek 6e3ymubiit. Kommepcanmv-BJIACTD, 41(494).

®enoroa, B.I. (1995). PamuoHanbHOCTh Kak MPEANONIOKEHHE W COICpKaHHE
COBpPEMEHHOTO0 o01ecTBa. @urocogus nayku, 2(4), 5 -19.

Bekkep, I'. (2003). Yenoseueckoe nogedenue.: skoHomuyeckuil nooxoo. M.: U3n-Bo:
'y BLID.

Tony6osuh, H., Munomesuh, I'., Credanosuh, T. (2011). On ,,cTapor mo ,,HoBOT*
€KOHOMCKO -TEOPHUjCKOT MMIepHjaiu3Ma. Exonomcke meme, 2, 137-151.

Xadmuep, I1. (1996). IIpobneM BpemHOCTH U BpeTHOBAKk-E MOACPHHU3AIIN]|CKUX IIpoIieca
Yy EKOHOMHU]H, Y CTYAH]H ,, YIIpaBJbarkhe TpaHcpopmaliijom npemyseha®, MHcTUTYT
3a EKOHOMCKa UCTpakuBamwa Hu.

Xadmuep, I1., Kpctuh M. (2011). [Ipumena teopuje parroHaiHOT U300pa y aHAIH3H
KPUMUHAJIHOT NoHawmamwa. Exonomuka , 1, 37-47.

Xaiiek, @.A. (2001), Hnousuoyyanuzm u sxoHomuyeckui nopadok. M.: N3zorpad,.
Xetine, I1. (1997), Oxonomuueckuii o6paz moviunenus. M.: N3n-so Karanakcus.
Gilboa, L. (2013). Racionalni izbor. Mate. Zagreb.

162 EKOHOMUKA EX2]



©JIpymTBo exoHomucTa “Exonomuxa” Hum http://www.ekonomika.org.rs

Knight, F. (1921). Risk, Uncertainty and Profit. Mass.: Houghton Mifflin. Boston.

Kaneman /I., TBepcku A. (2003). PanmoHanbHbI BBIOOpP, HEHHOCTH M (PEHMBI
Tcuxonoeuueckuti scypuarn, 4.

Kopgep, T. (2001). TomraHACKwiA MOAXOA: BCETO MOHEMHOTY, WM SKOHOMHYECKas
conunonorust B Hunepnangax. Dxonomuueckas coyuonoaus, 5.

Po606wunc, JI. (1993). IIpeamer sxoHomuueckoit Hayku. THESIS, 1.

Lindenberg, S., (1985). An Assessment of the New Political Ecomony: Its Potential
for the Social Sciences and for Sociology in Particular. Sociological Theory.

Mayap, Jb., (2013) Cucremarcko M 3aBEPEHHUYKO Y EKOHOMCKOM Ha3aJoBamby —
HacraBak pacmnpaBe o T3B. Heonmubepanusmy. [racHux 3a opyweene umayke, S,
19-116.

Csenbepr, P. (2006). Hauena exonomcke conmornoruje. Mare. 3arpe6.

Banepreruy, P. B. (1997). DxoHoMu4eckast cOIMOIOrHs (K ONMPEACICHHUIO IIPEIMETA).
Obwecmsennvie HAYKU U COBPEMEHHOCMb. 3.

Caiimom, I. (1995). Teopust pUHATHS peIICHUH B SKOHOMHUYECKOH TEOPUH U HAayKe O
noBezieHnu. Teopus ¢pupmsl - CI16: DKxoHOMIUECKas! IIKOJA.

CrojanoBuh, b. (2007). Exonomuja u coumonoruja — wu3Mmel)y capamme n
HeTpenesbuBocTH. Exonomcku ananu, 52 (174-175), 131-151.

IIymnerep, . (1989). MicTopust SKoHOMHUECKOTO aHamm3a. Mcmokiu.

Baiize, I1. (1993). Homo economcus u Homo sociologicus: MOHCTpBI colMaibHBIX
Hayk. THESIS.

Boponos, HO.I1. (2003). HoGeneBckas mpeMusi 3a PhIHOK C YEIOBEYECKUM JIHIIOM.
OKO, 1.

Mununkosuhi, M. Abraham Harold Maslow,http://www.istrazime.com/velikani-
psihologije/abraham-harold-maslow/, (1. okro6ap 2014).

AnexcanapoBHa, M. C., PanuoHambHOCTP W 3KOHOMHYECKOE IIOBEICHHUE:
MEKTUCIUTUTMHAPHBINA Toaxo, https:/sit es.google.com/ site/konfep/ Home/1-
sekcia/miheeva, (10. jyr 2014).

EXSIEKOHOMUKA 163






EKOHOMUKA EXIA Vol. 60, october-december 2014, Ne 4

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) Crp. 165-177
Vukasin Lale, PhD! SCIENTIFIC REVIEW ARTICLE
Maja Andelkovi¢, PhD 2 Received: October 02, 2014
Faculty for business studies and law, Accepted: November 10, 2014

University “Union-Nikola Tesla”, Belgrade

VALIDITY OF ACCOUNTING INFORMATION
FOR MANAGEMENT IN THE PROCESS
OF DECISION MAKING

Abstract

All the credits for the transformation of social and economic structure of the
developed countries on the global level go to the corporate management, but we
should bear in mind that corporate management as such has transformed itself,
becoming modern and very powerful > Although there are various opinions on
the factors that indicate the sources of power, the following processes have had a
dominant influence: 1. expansion of the knowledge base 2. development of applied
technologies 3. introduction of new concepts in the management of corporations.
The sequence of these concepts is random but the process of introduction of new
concepts in the corporation seems to have had the greatest influence. Serbia, as a
developing country, did not follow the trend of the development in this area which,
after the transformation from state into private ownership, had numerous negative
economic and social indications such as: growth rate, unemployment, inflation,
fiscal deficit, gross domestic income (GDP), trade balance, external debt, export,
investments, efc.

This paper aims to point out the importance of the accounting information for
the management in strengthening the competences of corporate management in the
domestic economy.

Key words: global competition, dynamic of change in the economic structure,
managing reactions, creating a new value for the owners, accounting for
management, corporate management transformation.
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BAJIMJTHOCT PAYYHOBOJACTBEHUX HH®OPMAIIUJA
3A MEHAIIMEHT Y IIPOLHECY JOHOLUIEBA
INOCJIOBHUX OJJIYKA

AncTpakT

3acnyee 3a mpancghopmayujy opyuimeene u eKOHOMCKe CIMpYKmype pa3eujeHux
3emanma ceema Ha 2100AIHOM HUBOY NPUNAOA]y Npe c8e2a KOPNOpamueHoM Me-
Haymenmy, npu yemy mpeba umamu y 6uoy 0d ce u Cam KOpRopamueHu MeHayumMenm
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mpancghopmucao, nocmao mooepan u uzyemno mohan.* Haxo nocmoje paznuvuma
MUULBERA O Pakmopuma Koju yKaszyjy 00axie nomudy uzgopu Mokhu, OOMUHAHMAK
ymuyaj ucnomuau cy cieoehu npoyecu. (1) noseharwe onoa snara, (2) passoj
npumereHux mexronozuja, u (3) yeoheroe Hosux KoHyenama y ynpasearw)y Kop-
nopayujama. He ymaryjyhiu snauaj numu paneupajyhu pedocied 8axcHocmu Ha-
6e0eHUX npoyeca, YuHU ce 0a je Hajeehu ymuyaj, umao npoyec y8ohera HOGUX
KOHYyenama y ynpasnsary kopnopayujama. Cpouja kao 3emmsa y mpansuyuju Huje
npamuia mpeno pazeoja y 08oj obnacmu wmo je, nocie uzgpuiene mpaHcgop-
Mayuje Opywmeene y npusammy UMoSUHY, UMaio Opojue He2camusHe eKOHOMCKE U
opywmeene UMnIUKayuje Uckazame Kpo3 oumue UHOUKamope Kao wimo cy: cmo-
ne pacma, HesancieHocm, ungrayuja, guckarnu depuyum, opymo opyuimeeHu
npouseod (BAII), cnosHompeoguncku bunranc, cnoshu dye, U3603, UHGeCmMuUYUje
u opyau.

Huw paoda je oa ykaodice Ha 3Hayaj ungopmayuone noopuiKe paiyHo8o0Ccmaa
30 MEHAUMEHMN Y jauaiby KOMRe-MeHMHOCMU KOPROPAMUGHO2 MEHAUMEHMA Y 00-
mahoj npuspeou.

Kwyune peuu: enobanna Konkypenyuja, OUHAMUYHOCT NPOMEHA Y CIMPYKIMYpU
eKOHOMUje, YNpassayke peakyuje, Cmeaparse Hoge peOHOCMU 3a 6IACHUKE, PaY)-
HOBOOCMB0 3a MeHaymem, mpanc@opmayuja Kopno-pamusHo2 MeHaumeHma.

Introduction

The opening of national borders by creating identical operating conditions for
foreign companies in the domestic markets, reducing regulatory constraints, as well as
the rapid development of financial attractiveness, transportation, consulting and health
services, encouraging investment, the development of communication technologies,
strengthening the service sector through creation of national public enterprises, such as
telecommunications, energy and transport — all these are the processes that have largely
marked the beginning of the third millennium. They have brought about many benefits
to the users; all this proves that dynamic changes in the structure of the economy have
been undertaken. This environment has directly produced three important consequences
of the globalization of capital markets, goods and services, reflected in the following:

First of all, this is reflected in the strengthening of competition, characterized
by continuously raising quality standards of products and services; further, in the
improvement of the area of distribution, and in the challenges in terms of gaining
competitive advantage. Second, we see improvements of the quality of corporate
governance, as new shareholders coming from the developed capital markets possess
the knowledge and abilities necessary to effectively control behavior and contribution
of their managers. Third, companies that operate in the open market are continuously
exposed to hostile takeovers, and this mostly applies to companies whose achievement
is below their real potential, in which the increase of quality management (replacement
of managers) can significantly improve performance and achieve high yields. In
these conditions, the dynamic changes in the environment, specific characteristics of
companies, not only between sectors but also within the same industry, and the diversity
of management responses to the challenges of creating value for owners, all this has

* Drucker, P. (2003). Moj pogled na menadzment, Adizes,Novi Sad,str.11.
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almost excluded the possibility of finding equally good solutions for all companies and
all business situations®, which directly points to the importance of the role of management
accounting in the transformation of corporate management in the domestic economy.

Management accounting as information system
in the process of business decision making

Regardless of the sector in which the company operates and regardless of its
activity, every management must make economic decisions about the business activities
at the beginning, during and at the end of the business period. At the beginning of the
operations it is necessary to measure risks and their impact on the effects; during the
ongoing activities management must take corrective decisions in order to undertake
those activities that contribute to the planned performance and suspend those that do not.
For example, management may decide to stop the manufacture and sale of unprofitable
performance (products and / or services); further, management might in the future, due to
the effects of competition and other circumstances, change the selling price, depending
on the market environment in which it operates.

In modern conditions it is not possible to make business decisions about the future
of the business entity or any business enterprise without the data and information that
are the basis for making business management decisions. Within the business continuity,
these data and information are to be provided by management accounting (cost and
performance accounting).

Contemporary accounting for Management (Management Accounting) provides
data and information that serve as a basis in making business decisions which are not
based solely upon the accounting but upon a much wider inclusion of business activities,
including planning and evaluation, as well as the internal and external (independent)
control and audit. In modern terms management accounting must be focused on the
future and not on the history, on the relations between companies and not just on one
single entity. It must include both possible and existing activities, the must also be
focused on the competition and not only on its own activities in production performance.
Modern company must be proactive rather than reactive, it must be focused on strategic
analysis using multiple models to improve the decision based on an estimate and not on
the financial evaluation based on strict criteria in evaluating investments; it must also pay
close attentin to the profitability analysis based on effects, consumers and the market,
not only on performance.

Preparation of information for decision making is carried out according to Diagram
1, where the following is clearly evident: first, accounting for business activities; second,
the establishment of a database; third, the processing of data and information in order
for management accounting to prepare necessary information as the basis for making
business decisions.

3 Malini¢, D., Milicevic, V., & Stojanovi¢, N.(2012). Management Accounting, Faculty of
Economics in Belgrade, p. 30
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Diagram 1. Management accounting as information system in the process
of business decision making
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In order for prepared information to be adequate for the set goal, it is decision for
decision maker to define the following:

1. What are the goals to be achieved?

2. What resources are at disposal to achieve the goal?

3. What alternatives exist to undertake the best path towards achieving the set

goal?
4. What actions should be taken?
5. What is the deadline set for the development of information?

Realization of management information needs
within management accounting

Intense changes in the business environment have dramatically sharpened the
problem of managing performances of economic entities. The imperative of creating
competitiveness based on comparative advantage which would allow the creation of
added value for owners requires the calculation of the cost as per new approaches and
new concepts of managing revenues, expenses and results, by upgrading conventional
approaches to formulation of costs.

Globalization of the economy in the world, creation of new value for the owners
depends not only on the internal efficiency but also on the ability of alignment of
resources with demands. Respect for changes in the environment is not a matter of choice
but a matter of strategic importance for the successful operation has resulted in the new
information needs of management implemented within Management Accounting, which
‘includes the processes and techniques that lead to financial and non-financial information
relevant to business decision-making, in order to better manage business operations and
achieve maximum financial success’® because nothing but Financial Accounting could
meet the emerging needs of the management for the above type of information.

6 Wilson R., & Chua Fong W.(1993). Management Accounting, Chapman & Hall, UK, p. 16
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New claims for processing and tracking of changes in the market, new claims
to maintain market position, competitive skills and continuing liquidity and all other
operational management needs require from accounting management to set new tasks
and to bring about increased volume of information requests. Defining a new role for
management accounting in the present circumstances is of particular importance for any
organization, because the imperative of assisting management requires that we upgrade
traditional costing systems and the effects of new approaches and concepts.

The main characteristic of traditional costing systems and performance is reflected in
the fact that they are targeted towards the cost of the production phase of the effects i.c. in the
book-keeping sense they comprise total or variable actual and / or planned (standard) costs of
production. That is why the objections are that cost monitoring costs starts too late and ends
too early. Late follow-up is reflected in the objection that the costs are not monitored in the
preproduction phase; the objection to premature monitoring is reflected in the complaint that
costs are not monitored in the sales phase, which can be summarized as follows:

Conventional cost and performance accounting systems
by total or variable real and / or
planning (standard) costs

Preproduction phase Production phase Postproduction phase

The globalization of capital markets, goods and services, as well as the consequent
global competition today represents reality’, and a process that shall continue to expand.

Companies are characterized by a high degree of flexibility, strengthening of
horizontal at the expense of the vertical structure, profit decentralization, the establishment of
multifunctional teams about process, problems or projects. Sometimes, in certain situations,
it may be necessary to reduce the size and orient towards the core competence of the given
enterprise, while in other situations the creation of strategic alliances can be a source of gaining
competitive advantage. Creating special relations with suppliers, customer relationship
management, joint ventures, improving the efficiency of internal business processes, and
management costs as those that occur in a company as well as those that occur outside the
company,create immense accounting challenges in the calculation of cost and performance.

Improvement of the production process through technical and technological
advancements, as well as a range of other activities that can contribute to increasing the
internal efficiency of enterprises, have become a necessity in the constant struggle for
existing and new markets. ‘The implementation of lean manufacturing is focused on
raising product quality and production efficiency to the highest possible level, which,
among other things, involves the identification and elimination of all the activities that
fail to create value for customers. The integral part of the lean philosophy is the concept
of Just in time -JIT production and supply whose essence lies in the fact that purchased
material arrives in the company at the time when it should go into production, that semi-
finished products are finished just when needed for the assembly of final products, and
that final products are completed just in time to be shipped to customers.’®

Although many domestic enterprises will not manage to operate without keeping
stocks, it is quite certain that they will indeed be able to reduce the cost of keeping

7 Burns, 1., Baldvinsdottir.G.(2007). The Changing of Management Accountants, in: Issues in
Management Accounting, ed. by Hooper, T., Horthcott, D., Scapens, R., Prentice Hall, London, p.119.

8 Garrison, R., Noreen, E.(2003). Managerial Accounting, Mc Graw-Hill, Inc.,New York, p. 13-17.
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stocks, free up huge storage areas for other purpose, unleash investments related to the
coverage of the current production of high levels of inventories, and direct them to other
areas of the business with a higher rate of return. Informational support for the concept of
lean production comes in the form of the so-called Kaizen Costin, which should provide
information on reducing costs in all stages of the production process.

Total Quality Management (TQM) has become the control concept that requires
all the employees to be quality-oriented.

It involves a comprehensive approach to being focused on total quality and long-
term success, where everyone in the company is involved in the creation and improvement
of quality in the performance of their duties and where attention is directed to continuous
improvement, product reliability and manufacturing standards by the customer, where
the assumptions for the above are generated in design and construction phases.

Measurement of quality costs truly causes a lot of attention. They are not monitored
within accounting as the government Chart of Accounts does not prescribe such an
obligation. This means that they are hidden (latent) and that they are itemized as long-
term costs. Successful implementation of the quality management system must meet the
following basic requirement: that total annual costs are significantly reduced, much more
compared to the amount of the cost of implementation of quality management systems. In
these circumstances, redesigned support management information for decision-making
appears as necessity, based on new approaches and concepts of cost and performance.

Traditional cost accounting systems as a long-term basis for the operational
management decisions have included only the costs within the internal value chain.
Costs within the external value chain remained beyond their reach.

There are some modern cost accounting systems, such as costing according to
activities, costing based on target costs, according to life-cycle stages, costing through
the value chain, costing based on continual savings, Kaizen Costing, costing according
to the characteristics of products, cost of quality, cost protection environment, integrated
cost management, etc. All this can be an illustrated as follows:°

Cost management through the value chain

iSupply chain Internal values chain Customers chain i
+ i i +
' '
iSuppliers Research and developement ~ Design Production Marketing Distribucija Service Customers |
. N N N N N N N >
4 gl > g > 4 gl >
'
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Pre-production phase Production-sales phase After-sales phase !
| | :

T T
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Target costing Kaizen costing Analysis of customer profitability activities '
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Activity-based costing

Calculation od quality

Calculation of lifecycle costs
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Calculation of environmental costs
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Integrated cost management

? Lale,V., Accounting (2014). Faculty for business sudies and law, University "Union-Nikola
Tesla", Belgrade, p.602.
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Domestic companies have no experience nor do they apply modern accounting
systems or concepts of cost management, which are used in developed countries. They
have no charts of accounts or analytic chart of accounts developed for these purposes.
In order for these to be applied it is necessary to have more engaged relations betwen
corporate and accounting management professions in the transfer of the necessary
knowledge, skills and experience from countries that have successfully been using these
concepts for prolonged periods of time.

This would raise the level of knowledge in the use of modern accounting concepts
and techniques in the management and reduction of costs and hence profit ability and
competitiveness. In the opinion of expert authorities in our country in this field'’, the
presence and influence of many foreign companies in our country, with billions of euros
od invested capital, may bring along implementation of new, market-oriented concepts
and accounting systems into our businesses, too.

Valorization of accounting management information

The validity of accounting information for management as the basis for decision
making in the decision-making process is valorized according to real terms. There is a
problem in evaluation of the provided information because they are often not directly
expressed through the degree of usefulness. For these reasons, benefit is measured by
the amount of damage that would be suffered by the company should management
accounting fail to present data in the first place.

Here it is very important that we immediately determine the starting position of
the scientific approach to this matter, because it is the duty of each author to the reader
of the given paper to state from the beginning which scientific views he represents, for
the simple reason to save time and effort for the reader of the text which he otherwise
would not read in other circumstances. The entire access philosophy that we advocate in
this paper is based on the dynamics of costs, revenues and financial outcome, as follows:

Business processes of marketing and sales are primarily aimed at pushing the
income dynammics upwards, not in the way that they should aggressive approach
promote false values, but the values of quality performance (products and / or services)
for all users. Most certainly, the stated goal is not at all easy, especially in terms of
domination of supply regarding production programs, methods and sales channels.

Management Accounting is supposed to support the information, which means
that a variety of methods and concepts turn the focus on the scope and schedule of costs
in order to move them down, in cooperation with business processes through a chain of
internal and external value chain, which is also highly complex and responsible task, as
it collects, processes, presents and interperts information that may be relevant to'':

* formulation and implementation of corporate strategy and business units,
which include projections of the feasibility of investing in capacity expansion,
new product development, information on competition, customers, suppliers
and other partners;

*  decision-making regarding the allocation of internal resources to integral
parts of the company, its programs and individual products, including reports

10 Malinic, S.(2008). Management Accounting, Faculty of Economics, University of Kragujevac,
p. 244

1 Horngren,C., Bhimani, A., Datar, S., Foster, G.(2002). Management and Cost Accounting,
Prentice Hill, London, p.5.
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on the profitability of the parts, products, current and potential customers,
distribution channels, etc.;

o strategic and operational systematic periodic planning and control of
performance parts and the company as a whole, which includes projections of
revenue, expenses, results, assets, liabilities and equity in the form of strategic
and operational budget;

* the need to appraise the performance of the parts of the company, of profit
and investment centers and sub-accounting responsibility centers and their
managers, using financial and non-financial measures;

*  cost - benefit analysis for the implementation of each strategic, operational,
business and financial decision (to produce or acquire, to sell semi-product or
to finalize it, leave or keep the product, introduce a new product);

* design motivation stretegy which means establishing relations between
compensations and performance;

+  creation of a healthy financial structure and early warning signals regarding
risks to which enterprises is expossed.

Dynamics of revenue and cost dynamics are aimed at increasing the financial
effects shown by profit zone and loss zone. In this regard, maximizing business
performance and thus overall financial results over the long term represents one of the
supreme goals of each company, which is why managers in the business activities feel
that there main problems arise from the management of revenues and expenditures, and
within that short term results viewed by individual business segments have the role of
planning control points that managers must achieve on the way to maximize the business
and overall financial results.

Operating result as the net value of careful combining of the volume of activity,
income and expenses is under the direct impact of management decisions, which is why
it must be subject to careful planning, measurement and control that is implemented over
the whole enterprise, both vertically and horizontally in the management pyramid. That
is why performance management presumes proper management information, in which
accounting management in the field of IT can continuously provide support:

*  Analysis of break-even points, i.e. analysis of the profitability threshold or
cost, volume, profitability of CVP analysis, which represents a systematic
method of relations that exist between the volume of activity on the one hand,
total revenue and total cost broken down to variable and fixed costs, on the
other hand.

The analysis of break-even point displayed in diagram in a very clear way of shows
the financial impact resulting from dynamic interrelations between costs, revenues and
financial results, as well as the difference compared to the extent of economic activities
in the accounting period, which explains the philosophy advocated in this paper, as the
following example from the aviation sector of the domestic economy clearly shows:
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Table 1. Realized revenues, expenditures and financial results during
the accounting period

REALIZED REVENUES, EXPENDITURES AND
FINANCIAL RESULTS IN THE ACCOUNTING
PERIOD

AMOUNT IN 10° MONETARY UNITS
MU)

Pre-column Main column
1 2 3
1. Total revenues 21.400,00
2. Variable costs (2.1. 10 2.4) 8.560,00
2.1. Costs of raw materials 3.861,00
2.2. Energy costs in manufacturing 640,20
2.3. Production services 420,80
2.4. Salaries in manufacturing 3.638,00
3. Contribution (marginal) profit (1-2) 12.840,00
4. Fixed costs (4.1 10 4.5) 8.100,00
4.1. Cost of office materials 1.040,00
4.2. Overhead costs 560,00
4.3. Non-production services 120,00
4.4. Depreciation and amortization 3.314,00
4.5. Salaries — overhead costs (gross) 3.066,00
5. Total costs (2+4) 16.660,00
6. Gross profit (3-4) nau (1-5) 4.740,00
6.1. Profit tax 10% (6 * 10%) 474,00
6.2. Net profit (6 - 6.1) 4.266,00
7. Rate of contribution (marginal) profit (3/1) * 100 60%
8. Break-even point i.e. profitability threshold (4/7) 13.500,00
Diagram 1. Break-even points, i.e. thresholds of profitability
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After analyzing the break-even point, we then perform the dynamic sensitivity
analysis, which means that we recalculate the break-even point with the changing
positions of income and expenses, with three possible outcomes:

(1) Break-even point is not moving, i.e. it remains the same, if at the same extent
of realization neither total revenues nor total costs change. When the break-even point
does not move, with the same extent of realization neither the loss zone nor the profit
yone change.

(2) Break-even point moves upward , if with the same volume of realization
the total costs (expenses) keep growing, and revenues remain the same. Total costs
(expenses) may increase with the increase of fixed and hence total costs, with variable
costs remainining the same, or through the increase in variable and thus total costs, with
fixed costs remaining the same. When the break-even point moves upwards, with the
same extent of realization, the loss zone increases and the profit zone decreases.

(3) Break-even point moves lower, if with the same volume of realization revenues
increase and total costs (expenses) remain the same. With the same extent of realization,
revenues can grow at the level of increase in the physical volume of effects (products
and / or services) with the selling prices remaining the same, or this can happen through
the increase in selling prices with the physical extent of realization remaining the same.
When the break-even point moves downwards, the loss zone increases and the profit
zone increases.

The break-even point is the moment where realized volume, costs and revenues
are leveled, i.e. equal. In the above-mentioned example, the break-even point is 13,500
MU i.e. the point where the volume of 12,617 produced pieces the cost and revenues are
at 13.500 MU (12,617 pcs « 1,070 MU).

At the realized volume that is lower than 12,617 pieces (products), the company
is in the loss zone; at the realized volume that is higher than 12,617 pieces (products),
the company is in the profit zone, assuming that with the realized volume the company’s
position at the supplies market and sales marke remains the same. In case there is change
of the company’s position in the supply and sales markets, the position of the break-even
point would change, thus changing the profit and loss zones.

As business activities are regularly planned in the business plan, it is necessary
to determine the deviation of realized vs. planned extent of realization, and just how
much of this discrepancy is due to physical volume and to sales price, as evident from
the following table:

Table 2. Planned and realized extent of realization

REALIZED (AMOUNT)
DESCRIPTION
Planned Realized
1 2 3
1. Extent of realization in physical unites 19 20
2. Sales price in 10° MU 980.00 1,070.00
3. Extent of realization in 10° MU (1x2) 18,620.00 21,400.00

Determination of impact of the physical volume of realization and actual selling
prices compared to their size in the planned business plan should be performed by the
method of causation as follows:

(Realized volume in physical units x realized selling price)/(Planned volume of
realization in ph. units x planned selling price) = (Realized volume in physical units . x
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realized selling price)/(Realized volume in ph units x planned selling price) x (Realized
volume in physical units x plannes selling price)/(Planned volume of realization in physical
units x plannes selling price)

(20 x 1.070,00) / (19 x 980,00) = (20 x 1.070,00) / (20 x 980,00) x (20 x 980,00)
/(19 x 980,00)

(21.400/ 18.620) = (21.400 / 19.600) x (19.600 / 18.620)

1,1493 « 100=(1,091836 + 1,05263) x 100

114,93%=109,184% * 105,263%

Using the method of causation, it was discovered that the actual volume exceeded
the planned volume of production by 14,93% (about 15%), which was created by the
impact of realized selling prices by 9.18% and due to the impact of realized physical
volume by 5.26% , which means that the realized volume, shown as value, was
predominantly influencd by the actual selling prices, not the physical volume.

In addition to the relative share of the realized selling price and the actual physical
volume in relation to the planned volume of realization presented in%, it is also necessary
to determine the total deviation of the realized volume in relation to the planned volume
of production in MU. Further, it is necessary to determine to what extent his deviation
is influenced by the realized volume expressed in physical pieces. The determination of
these discrepancies is performed by using the method of elimination through conditional
size, as follows:

Table 3. Planned and realized extent of implementation and deviations due to price
impact and influence of the physical volume

PLANNED

EXTENT OF CONDITIONAL REALIZED EXTENT
SIZE OF REALIZATION IN DEVIATION IN 10° MU
REALIZATION IN " "
3 IN 10°MU 10°MU
10°MU
Planned extent x Realized extent x | Realized extent x Total Price Impact
. . . . s . of ph.
Plan. sell. price Plan. sales price Realized sales price deviation impact
volume
1 2 3 4=3-1 (5+6) 5=3-2 6=2-1
18,620 19.600 21,400.00 2,780 1,800 980
(100%) ? (114.,93%) (14.93%) (9.18%) (5.26%)

In the above example, the deviation, i.e. the excess of realized in relation to
the planned scope of realization is 2,780 MU (monetary units) or 14.93%, due to the
substantial impact of the realized sales price in the amount of 1.800 MU or 9.18%, and to
a lesser extent due to the actual physical volume amounting to 980 MU or 5.26% (1.800
MU + 980 = 2780 MU), and (105.263% 109.184 « = 114.93% - 100% = 14.93%)).

Conclusion

In order to acquire higher professional rating and confidence from the owners,
modern management must possess knowledge that is not limited by a single profession.
Partial knowledge does not provide the ability to see whole position with all its aspects
that can be — through professional attitude - relatively quickly remedied.

It is for these reasons value of the informational support for management
accounting in business decision-making process can be measured only on the basis of
its usefulness. This support stems from the analytical results of accounting forwarded to
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management; these results serve as the basis in the enactment of business decisions at
the highest point of the vertical control.

Domestic companies fail to apply modern accounting system and the concepts of
cost management, which are used in developed countries. In order to be able to apply
the following concepts, it is necessary to provide for a more engaged attitude, both
in corporate and accounting management profession, in the transfer of the necessary
knowledge, skills and expertise from countries that have been successfully using these
concepts for extended periods of time. This would raise the level of knowledge in the use
of modern accounting concepts and techniques in the management and reduction of costs
and hence profit ability and competitiveness.

That it is necessary, among other things, to introduce a higher level of IT support
for management accounting in strengthening the management structure of competence
of local companies, we are relentlessly warned by the following comparative effects of
the countries that emerged from the ex Socialist Federal Republic of Yugoslavia (SFRY):

The effects of the transition to the states of the SFRY in 2001 - 2010

EFFECTS BIH CRO MAC MNG SLO SRB
1. GDP growth rate (%) 4,5 2,8 22 3,5 2,8 4,3
2. Industrial production- growth rate (%) 5,0 2,6 0,8 -0,1 4,0 0,6
3. The share of industry in GDP (%) 18,3 17,9 20,5 / 24,2 22,7
4. Unemployment (%) 36,6 12,2 34,5 26,9 6,0 30,1
5. Inflation (%) 2,0 2,8 2,1 6,7 3,9 13,5
6. Fiscal Deficit (%) -0,8 -39 -1,8 -0,9 -2,7 -2,4
7. The ratio of public debt to GDP (%) 30,7 32,0 33,0 37,5 28,5 59,1
8. GDP per capita (USD) 3.318 10.227 3.057 3.992 18.117 3.824
9. The ratio of trade balance to GDP (%) -13,1 -6,0 -6,4 -20,1 -1,9 -9,1
10. The ratio of external debt to GDP (%) 478 72,4 49,2 55,3 75,9 70,2
11. The ratio of external debt to exports (%) 154 156 114 / 110 256
12. Exports per capita (USD) 731 2.202 1.077 785 9.444 758
13. FDI per capita (USD) 179 509 166 683 59 236
14. Debt per capita (USD) 1.516 8.084 1.544 2.746 14.883 2.745

(Source: Savic, Lj, professor at the Faculty of Economics, Belgrade, Politika, 4 Jan 2013)

These effects indicate that Serbia as a country in transition is in a rather complex
economic situation, and in the second decade of the third millennium it must do everything
possible to achieve much better effects in strengthening and developing its economy.
Without strengthening professionalization and managerial competence this will not be
possible. It seems that times of unprofessional management and wrong choices are gone,
in both the private and especially in the public sector. Most certainly, in all of the above,
in accordance with the objectives and measures that the government wants to achieve,
role and importance of IT support steadily grows in making business decisions based
on accounting management, application of modern concepts and management costs
implemented in the developed countries of the world.
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Abstract

The focus of this paper is viral marketing — the process of creating, receiving,
sending and forwarding “virus ’-marketing messages. Model “5C” is presented
according to which the passing on of viral marketing messages depends on consumers,
category, company, content (of message) and context. Viral messages can be created
by both the representatives of a company and consumers (like individuals or in
communities), but they are being passed on by consumers. When a company creates
a viral message, it is “only” necessary to create “the right marketing message”
(with the right content) - with a viral potential — virus and pass it on to the “right
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AncTpakT
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Introduction

In digital environment, consumers can send to each other marketing messages like
“viruses”. Marketing messages can be forwarded quickly at low costs to a great number of
acquaintances, friends and even to complete strangers. Simplicity, the speed of messaging,
great coverage, trust (by the recipients, especially when they receive messages from the
people they know) are only a couple of the characteristics that influence the importance
of viral marketing. The research and the hypotheses are focused on the factors that have
impact on viral marketing. This paper is organized as follows. First, we provide a review
on the literature related to “viruses” in marketing. Then, we analyse the process of creation,
receiving, sending and passing on of marketing messages — “viruses: 5C model. Next, we
present method and results. Finally, we summarise the findings.

Theoretical foundations and development hypotheses
Virus in marketing

Viral marketing has developed as a result of advancements in digital technology
and can be regarded as a critical electronic extension of WOM communication, not a
mere development of WOM (Bickart & Schindler, 2002; Cruz & Fill, 2008). Online
social network in general and Facebook, as the biggest network, in particular, became
a very attractive platform for many companies for viral marketing. The use of viral
marketing and electronic word of mouth is the main strength of the social networks as
members are connected to each other in a way that increase the trustworthiness of the
messages that are transferred among friends (Gil-Or, 2010, p. 7).

According to Vilpponen et al. (2006, p. 72) and Cruz & Fill (2008, p. 745) some of the
terminology used to describe electronic WOM includes “Interactive Marketing” (Blattberg &
Deighton, 1991), “Internet word-of-mouth” and “word-of-mouse” (Goldenberg et al., 2001;
Sudarevié, Vlahovi¢, B & Surjanovié, 2013), “stealth marketing” (Kaikati & Kaikati, 2004),
“viral stealth marketing” (Swanepoel, Lye & Rugimbana, 2009) and “referral marketing” (De
Bruyn & Lilien, 2004). Thomas (2004) tries to unify these ideas in the term “buzz marketing”
(Cruz & Fill, 2008, p. 745; Vilpponen et al, 2006, p. 72). Another popular term for viral marketing
is “word of mouse” marketing. This is because the strength behind the viral marketing concept
lies in that it leverages the power of word of mouth communication between individuals using
an electronic medium (Helm, 2000, p. 158; Subramani & Rajagopalan, 2002, p. 2; Swanepoel,
Lye & Rugimbana, 2009, p. 10). Swanepoel, Lye & Rugimbana (2009, p. 10) state that for viral
stealth marketing different terms are being used (sometimes synonymously) such as stealth,
undercover, below-the-radar, guerrilla, shill and buzz marketing.

Beckmann and Bell (2000) point out the differences between viral marketing and WOM:

+ speed and coverage - viral messages are spread more rapidly and to a wider
audience than traditional WOM.

»  Stimuli- viral messages rely more on a combination of visual and verbal stimuli
than traditional WOM, which relies largely on face-to-face communication.

+  Control of content - in viral marketing, it is easier to control the nature and
content of the message than traditional WOM, which relies solely on the
sender. For example, the tagline used by hotmail could be largely controlled
by the company, unlike traditional WOM messages.

*  Monologue versus dialogue - whilst traditional WOM typically involves two-
way communication where the receiver will attend to the whole message, this
is not necessarily the case with viral marketing.
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The term viral marketing is first mentioned in 1996 by Rayport in his article: “The
virus of marketing”). Rayport (1996) states that when it comes to getting a message out
with little time, minimal budgets, and maximum effect, nothing on earth beats a virus.
Marketing messages like viruses spread exponentially, so the term viral marketing is used.
Some commentators, including Welker (2002), see an analogy between viral marketing
and a living biological virus. Welker (2002, p. 3) stresses the contagious power of a virus
and suggests that a “virus replicates (itself) with geometrically increasing power, doubling
with each interaction” (Cruz & Fill, 2008, p. 745). Dobele, Toleman & Beverland (2005)
speak about spreading the brand message through viral marketing as controlled infection.
“Like their microscopic namesakes, ‘viral’ WOM messages can quickly and exponentially
replicate themselves” (Strutton, Taylor & Thompson, 2011, p. 559).

Viral marketing is an Internet adaptation of marketing using the word-of-mouth
effects, a phenomenon originally identified by Rogers (1995) in the context of the
diffusion of innovations (Kalyanam, MClntyre & Masonis, 2007, p. 72).

Wilson (2000, p. 1) defines viral marketing as “any strategy that encourages
individuals to pass on a marketing message to others, creating the potential for exponential
growth in the message’s exposure and influence”.

Kaplan & Haenlein (2011, p. 255) define viral marketing as “electronic word-
of-mouth whereby some form of marketing message related to a company, brand, or
product is transmitted in an exponentially growing way, often through the use of social
media applications”. In this definition, two elements are of great importance. The first
is a growth, or reproduction, rate greater than one; this implies that each receiver passes
the message to more than one other person. The other important thing is the use of social
media for the above mentioned fast spreading of messages — viruses.

According to AMA definition, viral marketing is “a marketing phenomenon that
facilitates and encourages people to pass along a marketing message. Nicknamed viral
because the number of people exposed to a message mimicks the process of passing
a virus or disease from one person to another.” Viral marketing is “the process of
getting customers to pass along a company’s marketing message to friends, family, and
colleagues” (Laudon & Traver, 2001, p. 381).

The aim of viral marketing is to provide communications among consumers
(consumer-to-consumer, i.e. peer-to-peer), as opposed to communications between a
company and a consumer (company-to-consumer communications) for further information
spreading. This enables faster and cheaper information spreading (Bruyn & Lilien, 2008).

Thus, the essential characteristics of viral marketing are high speed of spreading
marketing messages - “viruses” (Camarero & Jose, 2011; Kaplan & Haenlein, 2011; Yang
et al, 2010), communications among consumers in the process of forwarding information
(Kaplan & Haenlein, 2011), consumers have more confidence (Yang et al, 2010), it is
more trustful for many consumers, forwarding electronic messages is voluntary rather
than a paid testimonial or a mass ad campaign and thus may be viewed more favourably
by the recipient (Dobele, Toleman & Beverland, 2005), great coverage (Camarero &
Jose, 2011; Kaplan & Haenlein, 2011; Yang et al, 2010), low budget (Camarero & Jose,
2011; Dobele, Toleman & Beverland, 2005; Kaplan & Haenlein, 2011; Yang et al, 2010),
simplicity, ease (Camarero & Jose, 2011).

Passing on messages can be intentional or unintentional (Bruyn & Lilien, 2008).
When forwarding messages is not intentional, consumers are not intentional actors. An
example for this is Hotmail where each sent e-mail contains a promotion of a company
(“Get Your Private, Free E-mail at http://www.hotmail.com”). Users who send e-mails
from Hotmail account automatically promote service to every person they sent an e-mail.
The most common form of intentional viral marketing is performed when consumers
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willingly become promoters of products and spread information to their friends. They
can be driven by explicit incentives (e.g. financial) or simply by the desire to share
information about the benefits of certain products with their friends.

Aral and Walker (2011) propose that we should forget viral marketing in the
traditional sense, and make the product itself viral. Companies shouldn’t spend time
saturating YouTube with goofy videos, hoping one of them will be the next viral
marketing sensation. Companies can engineer digital (and even physical) products to
increase peer-to-peer promotion. Aral and Walker (2011) illustrated the explosive effect
on adoption among 2 million Facebook users when viral features, such as user-generated
personalised invitations, were added to a software app for sharing and discussing film-
industry information. Simply adding a “Share” button to product can increase peer-to-peer
influence over product purchase by 400%. “Viral product design has been shown to be up
to 10 times as effective at increasing adoption as traditional banner ads and up to twice
as effective as e-mail campaigns” (Aral & Walker, 2011, p. 34), so that viral products are
more effective than traditional marketing. Having in mind viral product features (product
with active and passive viral features) and targeted users (broad population and specific
individuals) Aral and Walker (2011) propose following viral products:

+  User-generated notifications - such as “Tweet” and “Share” buttons (product

has active viral features for broad population);

*  Automated notifications - such as iTunes Ping and Google Buzz (product has

passive viral features for broad population);
*  Personal invitations - such as those provided with Google beta products
(product has active viral features for specific individuals);

* Automated targeting - such as Amazon’s social product recommendations
(product has passive viral features for specific individuals);

*  Social offers - such as LivingSocial’s group couponing; and

*  Embedded offers such as free account sign-ups in e-mail messages.

The process of creating, receiving, sending and forwarding “virus”-
marketing messages: 5C model

Kaplan & Haenlein (2011) state that there are three necessary conditions for a successful
viral marketing: Condition 1 — messengers; people who transmit messages, condition 2 -
message and condition 3 - environment. That is, you need the right people to send the right
message in the right circumstances. The first condition is related to the selection of right
people to spread the message. There are three groups of message transmitters:

*  Market mavens (“receivers”) - individuals who have access to much
information; they are proactively engaged in discussions with other consumers
in order to diffuse and spread information. They are among the first to receive
messages and send them to their immediate social network. When market
experts forward a message to social hubs, the “epidemic” begins.

*  Social hubs (“distributors”) are people with a very large number of connections.
They may be “connectors” or “bridges” between different subcultures.

»  Salespeople (“amplifiers”) are needed when the direct relationship between
market experts and centres is not sufficient. Sellers receive a message, make
it important and convincing, and pass it on to community centres.

Messages have to be both memorable and interesting in order to have the effect of virus.
At last, the number of message transmitters in the environment is very important, at least in
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the beginning. It is considered that an average person has 150 contacts as the maximum
number of people with whom he/she can maintain stable social relationships during a day.

Camarero & Jose (2011) introduce the term viral dynamics which refers to the
process of receiving, sending and/or forwarding messages from one person to another in
their network of contacts.

Dobele (et al, 2007) gives the following answer to the question “Why pass on
viral messages?” — Because they connect emotionally. They identify that successful viral
marketing campaigns trigger an emotional response in recipients. In order to be effective,
viral messages need to contain the element of surprise. By itself, however, surprise is
not enough to guarantee message success; therefore, it must be combined with other
emotions. To ensure forwarding behaviour, the message must capture the imagination of
the recipient, as well as be clearly targeted.

Figure 1 shows five key conditions (5C model) for the successful transmission of
viral marketing messages. They are: 1. consumers, 2. category (of product), 3. company
(holistic marketing of company), 4. content of message - “virus” and 5. context -
environment. “Viruses” can be created both by companies and consumers. Consumers are
differently engaged in different product categories. The scope and the speed of messages
transmission depends on the environment - the context. Messages can be transmitted
by word of mouth, the Internet and mobile phones. Also, messages can be transmitted
through various social media (networking sites, blogs, etc.). The choice of specific ways
of communications and media at a certain point (“the right messenger at the right place
at the right time”) can affect the extent and the speed of messages spreading. Messengers
have a different number of connections with other users (e.g. social media) which can
affect the success of viral marketing.

Figure 1 The process of creating, receiving, sending and forwarding marketing
messages - “viruses”: 5C model

~

fContext — environment “in the right place at the right time*
e Viral communications by word of mouth/via the
Internet/mobile phones
e Viral communications through certain social media
o The number of connections (connections/contacts) of the
messengers

- J

Company
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Source: Adapted from: Kaplan & Haenlein, 2011, p. 256.
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For the success of viral marketing the development of an engaging campaign that
encourages consumers to pass the message along is necessary. Consumers are encouraged
to spread these marketing messages voluntarily if the messages:

1.
2.

3.

4.

5.

capture the imagination by being fun or intriguing,

are attached to a product that is unique (such as collapsible scooters), easy to
use or highly visible (Gucci baguette bags, Palm Pilots),

are well targeted - the influence and, in some cases, the power of reference
groups or opinion leaders in individual decision-making is significant,

are associated with a credible source - the greatest strength of the common
referral is that it is believable, and

combine technologies to spread the virus (Dobele, Toleman & Beverland, 2005).

Kalpaklioglu & Toros (2011) state the basic viral marketing techniques:
advergaming, e- mailing, blogging, moblogging, vlogging, wikis, social networking
sites, rate and review sites.

Kaplan & Haenlein (2011) have given five pieces of advice when spreading a virus:

1.

Viral marketing is only as good as the remaining marketing mix - besides
“viral marketing message,” a good product is needed, a product with
reasonable price, available in distribution channels;

Viral marketing needs to be backed up by traditional forms of communication
— viral marketing is only a part of integrated marketing communications;
Excessive planning and intervention kills any viral marketing campaign— it is
better to let consumers to “spread viruses” — messages, with no intervention;
Highly provocative and edgy messages are a tricky business — good viral
marketing messages have to be both memorable and interesting.

Successful viral marketing requires a little bit of luck and gut feeling because
even the changes in the environment (beyond power and influences of
organizations) can influence the effects of the campaign.

On the basis of the literature and the factors that influence viral marketing presented
by “5C” model, the following hypotheses have been set up:

Hypothesis 1: Passing on viral marketing messages depends on the profile of
consumers.

Hypothesis 2: Passing on viral marketing messages depends on the category of
products.

Hypothesis 3: Passing on viral marketing messages depends on the company (viral
and holistic marketing of company).

Hypothesis 4: Passing on viral marketing messages depends on the content of message
-“virus”

Hypothesis 5: Passing on viral marketing messages depends on context—environment.

Method

The survey was conducted on the territory of the Republic of Serbia, 2013. The
study was conducted on a sample of 200 individuals between 16 and 74 years. Respondents,
according to their age, were divided into the following groups: 16-34 (22%), 35-54 (30%),
55-74 (48%). According to gender, the sample consisted of 51% of women and 49% of
men. According to educational level, the respondents were grouped using EUROSTAT
classification: 0-2 basic, lower secondary education (preschool education; primary
education or first phase of the primary education — first to fifth grade; lower high education
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— 6th to 9th grade); 3-4 higher secondary education (high school; - 1st to 4th grade; post
secondary but not tertiary education — first degree studies); 5-6 tertiary education (higher
education, Master studies and PhD studies). In the sample, 25% of respondents had lower
than secondary education, 50% had secondary education and 25% had tertiary education.
According to employment status, the respondents were divided into following groups:
employed (30%), unemployed (25%), students (7%), other but unemployed (38%).
According to income of the households where they live, the respondents were divided into
following groups: up to 300 euro (68%), 300-600 euro (21%), over 600 euro (11%).

Results

Passing on viral marketing messages depends on the profile of consumers.
Consumers behave in different ways while spreading messages. When asked whether
they spread marketing messages — “viruses”, the answers of respondents according to
age group were positive in 86% (aged 16-34), 67% (35-54), 26% (55-74); according to
education: 7% (lower than secondary education), 87% (secondary education) and 46%
(tertiary education); according to employment: 47% (employed), 24% (unemployed),
92% (students), 26% (other but unemployed).

Passing on viral marketing messages depends on the category (of products). The
question: For what categories of products do you spread marketing messages — “viruses”,
was also answered differently. The majority of respondents in the age group of 16-20
years, state the categories in the field of entertainment (86%), music (84%) and (78%).
But, already in the group of 25-34 years some categories are related to durable goods.
In the group of 35-54 years, viral messages are transmitted in the categories related to
healthy foods (64%), cars (57%), travel (58%) and so on. Students especially transmit
messages related to free books (74%) and travel (68%).

Passing on viral marketing messages depends on the company (viral and holistic
marketing of company). When asked whether they spread viral messages created by
companies, the majority of respondents (even 91%) stated that they spread these messages
if the product is good. But they spread messages even if they are dissatisfied with a product.
This can bring us to the conclusion that holistic marketing activities are necessary to be used.

Passing on viral marketing messages depends on the content of message-“virus”.
When asked whether the content of a message is important for them in order to pass the
message on, the majority (86%) stated that content is particularly important for attracting
attention. Respondents quickly pass on interesting messages.

Passing on viral marketing messages depends on context — environment. Among
digital media, younger consumers prefer mobile phones. When it comes to social media,
social networks (Facebook and Twitter) are especially favoured. Younger consumers
have a significantly higher number of connections / contacts comparing to other age
groups. So, for the young, the right context, for example, is Facebook through a mobile
phone. For the age group of 35-54 years, the right context would be e-mails (but only
from friends and acquaintances) and Twitter. For older (55-74), the “right context” would
be direct face to face communications.

Discussion and conclusions

Kaplan and Haenlein (2011) talk about changing of power of certain forms of
communication - for example, they talk about the decrease of significance of telemarketing
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and television advertising, which probably will happen also to viral marketing in future.
From “infection to immunity” there are only a few steps. Just as people can improve their
immunity and become resistant to viruses and diseases, so viral marketing can lose its power.
Until then, given the high current power of viral marketing, the following conclusions, based
on the research results, can be made. The younger the consumers are, the more likely they
are to participate in viral communications. Viral communications are more present in the
categories of products used by young people. Marketing messages with memorable and
interesting content attract attention and encourage viral communications. Digital environment
encourages users to perform viral communications and it influences the scope and speed (of
communications). “The right message sent at the right time to the right user in the right
context — e.g. through the right media” can be much more effective compared to the same
message sent to another user in another time, through other media. In brief, the understanding
of five key conditions (5C model) for the successful spreading of viral marketing messages
- consumers, category (of product), company (holistic marketing of company), content of
message - “virus” and context — environment, is the basis for viral marketing of companies.
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Abstract

Although Serbia has a generally high potential for the development of hunting
tourism, they have not been fully realized adequately. In recent years, intensive
talks about the “revival” of some hunting areas that were previously brought
significant revenue to municipalities in which they are located. However, as one
of the limiting factors for the development of hunting imposes a lack of funds for
hunting infrastructure and revitalization of flora and fauna.

Vrbas, municipality previously valorize its tourism potential, primarily through
hunting, and then through other forms of tourism, which it evidently available
to. However, during the nineties, tourism is found on the margins of the overall
economic development, to the municipality, and the whole society. Today intention
of municipality is that tourists, primarily foreign, again animate and return to this
important tourist destination of Vojvodina. Important role in this process will play
marketing approach with all tools promotional mix.

The aim of this paper is to present resources to develop hunting tourism
in the municipality of Vrbas and point out the strategic directions for its future
development.

Keywords: hunting, tourism, destination, infrastructure, income.
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ce namehe neoocmamax cpeocmasa 3a onpemarse 108Uma a0eKeamHom J106HOM
ungpacmpyxmypom u pesumanusayujom gnope u gayne.

Onmwuna Bpbac je panuje ceoje mypucmuuke nomenyujanie 6ai0pu3osand,
npe ceeza, Kpo3 JOSHU MYyPU3am, a NOMOM U Kpo3 OCmaie suoose mypusma Koju
Jjoj esudenmno cmoje Ha pacnonazary. Meljymum, mokom desedecemux 200UHA
MYypU3aM ce HAuaAo Ha MApeUHama YKYnHo2 NPUepeoHo2 paseojd, Kako onumune,
mako u uumagoz opywimea. /anac je unmenyuja oa ce mypucmu, a npe ceeaa
UHOCMPAHU, NOHOBO AHUMUPA]Y U BpAME Y 08Y 3HAUAJHY MYPUCTIUYKY 0eCMUHAYU]Y
AIl Bojeooune. Badicny ynozy y mome he uepamu mapkemune RpUCmyn ca ceum
cpedcmeuumMa nPoMOYUoHo2 MUKCa.

Luw paoa je 0a npedcmasgu pecypce pazgoja 106102 mypusma onwmure Bpbac
u yKaoice Ha cmpameuike npagye re2osoz oyoyhee passoja.

Kwyune peuu: no6cmeso, mypuszam, oecmunayuja, uH@pacmpykmypa, npuxoou

Introduction

AP Vojvodina has a long tradition of hunting, but nurtures and caring attitude
towards flora and fauna. Unfortunately in the last twenty years there has been neglecting
the most famous hunting grounds: Plavna, Morovi¢, Karaku$a, Karadordevo Somborske
forests, Apatinski ass, Deliblato sands, as well as the largest hunting potential, Fruska
Gora.

Evidently present problems that burden Serbian economy and society are
transferred to the tourism sector. However, preserved biodiversity of the area of the
municipality of Vrbas is the basis on which to build development of hunting tourism.

1. Analysis of the receptive capacity
of the municipality of vrbas

The receptive capacities are the basis for the admission and stay of tourists.
Without their existing any plan for future of tourist development is superfluous.
Characteristic of accommodation capacities of the Vrbas municipality is that they can
quantitatively satisfied different kind of tourist demand, which standing out as prospects
for the development of the municipality, but the problem is the significant decline of
their quality.

Municipality Vrbas achieved better results in tourism (overnight stays and tourists
turnover) than the other municipalities in the South Backa District (excluding City of Novi
Sad) in the last seven years.

In the period 2005 - 2011, based on insight into indicators of tourist movements, it
can be noted that in 2007 and 2008 achieved better results than in other monitored years.
Detailed view of tourist movements per year is given in Table 1.
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Table 1. Travel trends for the period 2005-2012. in the municipality of Vibas

S Tourists Overnight stays Thej::rr;gél?:g;:r of
Total Domestic | Foreign Total Domestic | Foreign | Domestic | Foreign
2005 5086 4188 898 14 593 12518 2075 3,0 23
2006 9304 5346 3958 22 055 17 787 4268 33 1,1
2007 10 186 4 445 5741 19 354 12 457 6897 2,8 1,2
2008 12 415 7 900 4515 17 635 12 054 5581 1,5 1,2
2009 7520 5555 1965 11226 8770 2456 1,6 1,2
2010 4044 3704 340 29 341 28 740 601 7.8 1,8
2011 4914 3995 919 12951 11577 1374 2,9 1,5

Source: Statistical Office of the Republic of Serbia, publication “The municipalities in
Serbia” for the years 2006, 2007, 2008, 2009, 2010, 2011, 2012.

Note: Average number of overnight stays was calculated by dividing the number of nights

with the number of tourists. As the tourists registered in any place where he resided, in the

case of changing the place comes to its restatement or duplication. Therefore, the average

number of overnight stays, calculated in this manner, less than real.

Table 2. Accommodation units in the municipality of Vrbas

Type of Total Catego Number of hotels Types of accommodation
object gory units in the facility units and their number
22 single rooms
"Bagka" 29 double bed rooms
three star 59 2 triple bedrooms
3 four beds
Hotels 2 3 apartment
- 19 double bed rooms
»Drago Jovic .
three star 24 1 single rooms
4 apartment
,Braé¢a Mandic¢ 6 single rooms
Motels ! three star 34 24 double bed rooms
Hostels 2 - 10 30
Total 4 - 104 -

Source: Municipal Administration of Vrbas, November 2013 .

Age of largest Hotel “Backa” in Vrbas is over twenty years. The hotel has two
restaurant units (big and small hall) and a coffee bar.Hotel has a conference room and
adequate parking space. The average price for overnight is 18 euros. In order to raise
quality services it is necessary to investments and adaptation, as well as training of
employees according to the increasingly demanding needs of modern tourism demand and
the very age of the facilities, as well as the development of the IT sector.

Motel “Mandic” was built in 1994. Motel completes the accommodation facilities
of the Vrbas municipality. Motel offers 34 accommodation units, a restaurant room and
parking space. Motel is categorized with three stars.
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“City Restaurant” is located in the city center, the restaurant also has a 13 beds and
open parking space as well as a cage for pets.
Restaurants in the Vrbas municipality is presented in Table 3.

Table 3. Restaurant facilities

Restaurant facilities Number
The classic restaurants 11
Dairy restaurants 2
Buffets and Bars 65
Pastry shops 4
Total 82

Source: Municipal administration Vrbas, November 2013.

It can be concluded that the restaurant’s facilities in quantity meet the needs
of tourist demand and can complement the stay of tourists in the municipality, but
hospitality units must constantly work on improving the quality of services to ensure
competitiveness in the tourism market.

2. The resource base for development of hunting tourism

Hunting tourism representing most promising and most developed tourist product of
the Municipality Vrbas. Because of the well-known events which were happened during
the nineties and the economic crisis after 2007, investment in development of hunting is
insufficient, and foreign tourists from Italy, Austria, Germany, France, Spain, etc, who had
earlier visited the Municipality are practically reduced to a minimum.

Hunting tourism nowadays mostly done through guest appearances from other
hunting associations from the country and from the Montenegro.

In the municipality exists a hunting association “Vrbas” with 500 members.

The structure of hunting associations with hunting area by local communities in
the municipality is given in Table 4.

Table 4. Structure of the hunting associations in the municipality with
an area of hunting grounds

No. Name of the hunting association and location Tl Hun.t 1ng area
of members in ha

1. H.A. ,,Fazan* Vrbas 212 9 000
2. H.A. ,,Soko* Kucura 48 5000
3. H.A. ,,Fazan* Savino Selo 70 6 000
4. H.A. ,Zec* Ravno Selo 45 5000
5. H.A. ,Jelen* Zmajevo 75 6 000
6. H.A. ,, Jarebica* Backo Dobro Polje 50 6 000

Total 500 37 000

Source: Municipal Administration Vrbas, October 2013

The hunting ground is mainly used for hunting small feathered game and roe deer.
Dates of hunting season on game species are given in Table 5.
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Table 5. Type of hunting game and hunting season in the municipality of Vrbas

No. Sorts of hunting game Hunting season
1. Roebuck April 15" to September 30"
2. Roe September 30™ - January 31%
3. Rabbit October 15" to December 31*
4. Pheasant October 1st to January 15"
5. Quail August 1% - September 30"
6. Wild duck August 15" - January 3%
7. Wild goose October to January

Source: Municipal Administration Vrbas, October 2013

Hunting infrastructure in the municipality is relatively well developed, it consists of:

- 26 feeding places for large game (in every hunting ground at least 4);

- 18 located in the waiting Zmajevu, Kucura, B. D. Polje, Vrbas;

- 13 waterholes located in Vrbas, Kucura, Zmajevo;

- Through three hunting units watercourse DTD, the Grand Canal and detailed
channel network by Atari all settlements

- In all the settlements and hunting clubs there is a hunting lodge.

It was developed and cooperation with all the hunting associations for which
bordering three hunting grounds and which H.A. “Vrbas” is managed.

Cooperation with other associations organized individually and / or through hunting
Alliance of Vojvodina. They are organized regular guest appearances include:

- H.A. ,Fazan* Savino Selo is bosom friend with H.A. ,,Srem*

- H.A., Fazan* Vrbas is bosom friend with H.A. ,,Niksi¢, Montenegro.

- H.A. ,Jelen” Zmajevo is bosom friend with H.A. ,,Kladovo*.

- H.A.,Zec” Ravno Selo is bosom friend with H.A. , . Zeta*, Montenegro.

Tourists from abroad (Italy, Austria, Spain) come primarily interested in hunting
on a deer, while Italian tourists are showing particular interest in hunting quail

Domestic tourists usually love hunting pheasant and rabbit small game, and since
there is a large interest in hunting roe buck or doe.

Hunting Association regulated price lists for shooting venison, which are in
accordance with the price list which prescribes Hunting Association of Serbia, and every
hunting association is independent in making decisions about price lists for a specific
type of game. The venison can be hunted with previously issued permit and allows the
removal from the hunting grounds with the appropriate shipping document and other
supporting documentations (veterinary confirmation of the correctness of meat, etc.).
Professional service has the gamekeeper employed full-time and volunteer guards.

Development of a hunting tourism is closely linked with the development of event
tourism. On the territory of the municipality organized following hunting events:

“Hunting pot” in Kucura is held in September;
“Saint Eustatius” the Saint’s patrons day of hunters’ associations, which is
celebrated on October 03™.

- “Kinology cups” are organized by calendar for any year;

- Competition “Hunter and Dog” are organized by calendar every year.

By combining hunting, fishing and event tourism effects are significantly increases,
while the municipality on the tourist market positioning as a destination for significant
segment of hunting tourism.
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3. Development of alternative forms of hunting tourism

As one of the alternative forms of development of hunting tourism in recent
years practice suggested development of photo-safari. This type of tourism is in trend in
Western Europe, North America and Japan. The concept of photo-safari is in accordance
with the principles of “sustainable development”, preserving the environment, and so on.

Most tourists who are interested in this kind of active holiday have minimal
requirements in relation to residence in the hunting grounds. The intention is on so-
called. “Untouched natural environment” (flora and fauna).

A complementary development “photo safari” with hunting tourism will animate
large market segment, i.e., it will be done the great dispersion of the tourism product and
motivate additional tourist demand. This would increase the number of tourist visits, i.e.
the Vrbas will become more tourist attractive.

4. The vision and marketing approach to the development
of hunting tourism in the municipality of Vrbas

Vrbas to the domestic and international tourist market represented small tourist
destination which tourist offer could animate specific market segments interested for
tourism of specific interest with exactly specified types of tourist products.

“The decisive place in the market approach and the short and long term should
have a domestic market. Such a attitude is based on the proximity of large urban centers
of Belgrade and Novi Sad, which are also the largest cities in Serbia and potentially a
major tourist emissive centers “.

Hunting tourism plays an important role, primarily because of the long tradition
and clearly present resources, and infrastructure built hunting. In order to successfully
evaluate, all tourism resources (natural and social - anthropogenic) tourism should
develop complementary to other economic sectors and non-economic. Taking into
account the synergistic nature of tourism and its multiplied positive impact on the
economic and non-economic trends, it is expected that the development of tourism has
contributed to the overall “betterment” of the Municipality for a longer period of time. An
important role in this process plays and Tourist organization of Vrbas that its promotional
appearances should alert the demand. Certain assets promotional mix is already used
today, and is planned to be the future development of tourism in the municipality put a
special emphasis.

A significant contribution to the development of hunting tourism play traditional
events that attract large numbers of tourists. This is also an opportunity for the beside
hunting and event tourism is developing. “Food tourism” in recent years has caught
the attention of a large number of tourists in Western Europe and Canada. Also, this is
opportunity and trade development, because a large number of tourists is interested in
purchasing the traditional local products.

In this way, hunting tourism may become the initial “trigger” for the development
of a great variety of tourism products, or the development of special interest tourism.

An important role in all beside to the public will play and private sector of the economy,
which with its investments can significantly accelerate the development of tourism.

5 Predrag Vukovi¢, Svetlana Roljevi¢, Biljana Gruji¢ (2013): ,,Options for development tourism
based on natural and social resources in the area of "Upper Danube Basin “, journal: Exonomuxa,
Huw, T'oo. LIX, VII-IX 2013, Ne 3, p. 155-160.
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What is the issue is unresolved legal status of these associations, because they
work in the public sector and as such provide far less effect than those that could be
expected if there were hunting grounds and private property. In addition to the tax which
would be paid, these hunting grounds would be more motivated to promote tourism, not
only hunting, but also all other types.

What is positive is that it has formed Tourist Organization Vrbas, which will in
the future coordinate tourism activities at the municipal level as a destination, which will
create conditions for further development of tourism.

Regard to the intentions which is present in the tourism market is that much
attention is paid to ethno features, and suggestion is that hunting lodges would be more
provide it in its architecture and interior, in order to increase their attractiveness to
tourists.

Conclusion

Municipality Vrbas have been one of the important hunting tourist destinations
of AP Vojvodina for many years. Evidently present well-developed hunting tourism
infrastructure requires certain investments to be able to serve its purpose. The plan as
of the municipality, and the Tourist Organization of Vrbas is that hunting tourism will
take a special attention in the future. To this end, the focus of future activities will be to
animate those market segments that were in previous years brought significant revenue.
In the first stage, the focus is on the domestic market and later by appropriate means of
promotional mix to go to the animation of the old traditional markets of Italy, Austria,
Germany, France, etc.

What gives special significance is the great enthusiasm that shows a large number
of members of hunting associations, as well as their mobility in all hunting activities with
which to improve infrastructure to hunting, and hunting tourism

One of suggestion is that with regard to the five hunting associations which exist at
the territory of Vrbas it is important to build hunting lodges in ethnic style, which would
have appropriate offer of hospitality (hotel and restaurant). This would be significantly
increased the attractiveness Vrbas as a tourist destination. In this respect, an important
role will be played co-operation with the private sector of the economy. It is important
to emphasize that we should improve the quality of the accommodation offer which is
currently at a very low level. It can quantitatively respond to increased demand but the
question is what kind of quality hospitality services currently provided.

Also, it should work on complementary development of hunting with other forms
of tourism, especially the events (manifestation), and then food tourism. On this way,
tourism through its synergistic character outright multiplied positive impact on the whole
economic life of the municipality. First of all, in order to develop trade and agriculture
(having in mind obligations that hunting societies have towards hunting grounds) and
traffic. The quality of road transport infrastructure is satisfactory. However, what is
missing is a tourist signalization. When it comes to hunting tourism signs for the hunting
grounds with objects hunting tourism infrastructure is necessary to establish if in a future
relies on development of this type of tourism.
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THE READINESS OF THE SELECTED EUROPEAN
COUNTRIES FOR THE DEVELOPMENT
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Abstract

The countrys readiness for the development of knowledge economy was
measured using the Knowledge Economy Index (KEI) and the Knowledge Index
(KI) of The World Bank Institute’s Knowledge for Development Program, 2012.
The assessment of the position of the observed countries for the development of
knowledge economy is based on the use of a number of analytical procedures.
Cluster analysis was used first in order to check for the level of differences according
to the KEI parameters and to group the selected countries into clusters, aimed at
detecting the deviation of the observed European countries from the remainder of
the group. Then we used the radar cart analysis of the four KEI pillars and their
key variables in order to identify the current situation with respect to the values
of partial indicators of the KEI pillars and establish the relative positions of the
selected countries. Finally, over time comparison of the current values of the KEI
pillars with the 2000 data was used to illustrate the dynamics of the development
of the KEI pillars in crisis conditions. Research results have indicated that there is
a prominent lag in the readiness of the Western Balkan countries (Albania, Bosnia
and Herzegovina, Macedonia and Serbia) behind their EU environment (Austria,
Greece, Bulgaria, Romania, Croatia and Slovenia).

Key words: knowledge economy, Knowledge Economy Index, Knowledge Index.
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AncTpakT

Mepere cnpemnocmu 3emasba 3a pazeoj ekonomyje basupane Ha 3Harwy y pady je
peanuzosarno Ha ochogy Knowledge Economy Index (KEI) u Knowledge Index (K1)
paszsujenoz y oxkeupy npoepama Uncmumyma Ceéemcke 6anxe noo Hazusom 3uaree
3a paseoj ( The World Bank Institute’s Knowledge for Development Program),
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2012. Oyena nosuyuje nocmMampanux 3emasa 3a pasgoj ekoHomuje basupare Ha
3Hary dama je xopuuthiervem eehee 6poja ananumuuxkux nocmynaka. Hajnpe je
nomohy kiacmep aunanuse nposeper cmener pasiuyumocmu npema napamempuma
KEI u usspweno je epynucare ROCMAMpAavux 3eMasa No Kiacmepuma ca
OCHOBHUM Yu/beM Oa ce demeKknmyje oocmynarbe nocmampanux semamsa Eepone
00 ocmaka epyne. Ilomom, nymem padap yapm ananuze vemupu cmyba KEI u
FOUXOBUX K/BYHUHUX 8APUJAONU UOEHMUDUKOBARA je MPEHYMHA CUMYayuja y no2ieoy
spednocmu napyujaruux nokasamena KEI cmyba u caznedasane cy peramughe
nosuyuje nocmampanux zemasnsa. Konauno, osep mume KoMnapayujom aKmyeiHux
epeonocmu KEI cmyboea y oonocy na nodamke uz 2000. eooune unycmposana
je ounamuxa paszeoja KEI cmybosa y ycrnosuma kpuse. Pezynmamu ucmpascugroa
Cy YKA3anu HA U3PAACEHO 3a0Cmajarbe CnpemMHocmu 3emama 3anadunoe Bankana
(Anbanuja, Bocna u Xepyecosuna, Maxeoonuja u Cpbuja) 3a ceojum EY
okpyacervem (Aycmpuja, I puxa, Byeapcka, Pymynuja, Xpesamcka u Cnogenuja).

Knayune peuu: exonomuja snarba, unoexc eKonomuje 3narod, UHOeKC 3Harba

Introduction

On the theoretical level, in the developed countries, the paradigm of “knowledge
economy” is becoming more and more dominant in social sciences. The leading
researchers consider it to be the starting point for the interpretation of changes. It is based
on three general tenets: complexity, chaos and synergy (Komnenié¢, 2009). The principle
of complexity refers to a large number of non-linearly organised components, disorder,
openness and a holistic approach to the system (not only does it consist of a large number
of components, but it also resembles anorganism); the tenet of chaos points to the need
for being creative in solving and studying new relations, while synergy stands for the fact
that joining together brings about the effects that are larger than the sum of effects being
joined. This paradigm indicates that the new business environment is not constructed
from the bottom up, by applying a general model to all cases. Instead, it is constructed
based on a number of feedback relations on all levels and in all directions, not relying
on the established regularities, but creating them parallel with the development itself
(Chesbrough et al. 2006). Simultaneously with the occurrence of the new paradigm and
the changes it brought about in the context of the change in the appearance, structure and
the functioning of the business environment, there came a realisation that the traditional
business models of the industrial age were no longer capable of coping with the dynamic
conditions on the global market that constantly transforms its structure under the pressure
of changes that become more and more radical (Greenhalgh and Rogers, 2012).

Powell and Snellman defined the knowledge economy as the production of goods
and services dominantly based on knowledge-intensive activities that contribute to
generating technical advance by causing the key changes in the economy and the society
as a whole (Powell &Snellman, 2004). These researchers state that the key component of
knowledge economy is a greater reliance of economy on intellectual capabilities than on
physical input and natural resources (Hollenbeck et. al. 1997).

In order to efficiently advance towards the knowledge economy, the countries
need to invest into creation and dissemination of the new knowledge (Saisana, 2005;
Fischer, 2001). The significance of knowledge for the economic processes has changed
fundamentally over the past years (Nijkamp &Siedschlag, 2011). The increase in
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productivity, caused by technological and organisational innovations, has become a key
source of country’s economic progress. Bearing in mind the ecological concerns, it is
becoming more obvious that natural resources are limited and this reflects on generating
the economic growth (Cvetanovi¢ et. al. 2014). The factor used to overcome these
limits is the generation and dissemination of knowledge (Huggins & Izushi, 2007). The
activities related to the creation and use of knowledge have become a key initiator of
economic growth in the developed market economies (Wickham, 2001).

For the countries of the Western Balkans, the readiness for the development of
knowledge economy is an important aspect of the completion of the transition process
and the dynamics of fulfilling numerous conditions on their path towards the European
Union (Nedi¢ and Ili¢, 2013).

Research methodology

In order to facilitate the development of the knowledge-based society for different
countries, the World Bank has compiled the Knowledge Assessment Methodology
(KAM, 2014), aimed at enabling the basic assessment of the country’s readiness for the
development of knowledge (Ili¢ and Nedi¢ 2014).

In order to facilitate the development of the knowledge-based society for different
countries, the World Bank has compiled the Knowledge Assessment Methodology
(KAM), aimed at enabling the basic assessment of the country’s readiness for the
development of knowledge economy and identifying the fields in which economic
policy creators should invest more. This is an interactive tool that makes it possible to
compare the countries according to the level of development of knowledge economy.
The knowledge is measured based on 148 structural and qualitative variables for 146
countries, with more than 90 developing countries included. In order to enable a flexible
comparison between countries each variable is available in its absolute and relative value
(a normalised scale of 0 to 10, relative to other countries in the comparison group). The
comparison can be performed between individual countries (all 146 of them), relative to
other countries in one of the seven regions (Northern America, East Asia and the Pacific,
Southern Asia, Europe and Central Asia, Latin America and the Caribbean, the Middle
East and the Sub-Saharan Africa) or relative to the region as a whole. Additionally,
comparisons can be made according to the country’s readiness for the development of
knowledge economy depending on the value of the gross domestic product per capita,
depending on the development of certain areas et al.

The measurement and comparison of countries based on this methodology is suitable
for providing the preliminary assessment of the development of knowledge economy. The
KAM methodology provides a quick and concise overview of the most important advantages
and weaknesses, as well as the fields where there is an advance in the development of
knowledge economy (Chen and Dahlman, 2005). Knowledge indicators are also used for
calculating the overall knowledge index and the knowledge economy index.

The Knowledge Economy Index (KEI) measures a country’s or region’s
ability to develop knowledge economy, i.e. whether the environment is conducive for
knowledge to be used effectively for economic development. The KEI is an aggregate
index that represents the overall level of development of a country or a region towards
the Knowledge Economy. It is calculated based on the average of the normalised
performance scores of a country or a region on all 4 pillars related to the knowledge
economy — economic incentive and institutional regime, education and human resources,
the innovation system and the ICT.
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The Knowledge Index (KI) is an indicator of the overall potential of knowledge
development in a given country and measures a country’s ability to generate, adopt and
diffuse knowledge. It is calculated as the simple average of the normalized performance
scores of a country or a region on the key variables in three Knowledge Economy
pillars — education and human resources, the innovation system and the ICT. Unlike
the Knowledge Economy Index, which is calculated based on all four pillars of the
knowledge economy, The Knowledge Index includes three pillars (the first pillar,
economic incentive and institutional regime, is left out).

The economic and institutional regime enables the incentives for the efficient
use of the existing and new knowledge and leads towards entrepreneurship affirmation.
An educated and adequately trained population can generate, disseminate and use
knowledge. An efficient innovation system of companies, research facilities, universities,
consultancies and other organisations can fit into the increasing trends of global
knowledge, assimilate and adapt to the local needs and create new technology. Modern
and accessible ICT structure can enhance communication, diffusion and processing of
information.

The subject of this paper is to obtain insight into the readiness for the development
of knowledge economy of the four countries of the Western Balkan region (Albania,
Bosnia and Herzegovina, Macedonia and Serbia) and the six EU countries from their
nearest environment (Austria, Greece, Bulgaria, Romania, Croatia and Slovenia).
The starting point was the hypothesis that possible great lag of the Western Balkan
countries behind the selected EU countries in the level of the achieved readiness for the
development of knowledge economy limits the pace of the accession of these countries
to the European Union.

The assessment of the situation in the observed countries in the field of development
of knowledge economy will be provided by:

a) Cluster analysis used to:

+ test for the degree of differences according to the KEI parameters,

»  group the observed countries into clusters, and

+  detect the observed countries with a high deviation from the remainder of

their group.

b) Radar cart analysis of the four KEI pillars and their key variables in order to
identify the current situation with respect to the values of the partial KEI pillar indicators
and to enable the observation of a relative position of the observed economies,

¢) Over time comparison of the most recent a vailable values of the KEI pillars
compared to the data from2000, in order to point to the dynamics of the development of
the KEI pillars of knowledge economy in the conditions of crisis.
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Results and discussion

The clustering of the observed ten countries on all variables that comprise the KEI
is provided in Figure 1.

Figure 1 A dendogram of the conducted cluster analysis according to differences — the
calculation included all variables of the KAM framework (normalized values min=1,
max=10) for all the selected countries
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Source: Authors’ calculation based on http://info.worldbank.org/etools/kam2/KAM
pagel.asp.

In the process of grouping (clustering) of the 10 selected countries, a bottom-
up method of agglomerative hierarchical clustering was used. In the initial step, each
country was treated as a separate cluster. Their paring on the basis of mutual similarity
in terms of the value of the observed variables is a result of all subsequent iterations
of grouping until the observed entities were all grouped into one cluster. If the level of
difference between 500 and 600 is taken as the possible cutting point of the dendogram,
three clusters of observed countries are clearly identified. The first cluster includes the
four members of the observed group that are EU members (Greece, Croatia, Bulgaria
and Romania), the second cluster is formed of the four members of the group outside the
EU (Albania, Bosnia and Herzegovina, Macedonia and Serbia), while the third cluster
comprises only two members of the observed group —Slovenia and Austria.

It is only at the level of difference of 2000 that Slovenia and Austria join the second and
third cluster. It is obvious that there is a link between the clustering and the EU membership
of the observed countries. The difference is especially prominent in the case of Austria and
Slovenia, even with respect to other four EU members from the observed group.

On the other hand, there are significant differences between the countries inside
one cluster. They do not decrease until the initial level of clustering (each country from
the observed group forms a cluster on its own).

It is our opinion that cluster analysis additionally confirms the purposefulness
of the selected countries, since the formed clusters largely overlap with the groups of
countries that we compare. The members of the overall observed population do not show
extreme deviations.
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Considering the differences found among countries, it is necessary to look into
the fields and the countries in which the differences are most prominent. In order to
identify the influence of individual fields (the so-called pillars of knowledge economy)
underlying the development of knowledge economy, the analysis will continue in such a
way as to decompose the aggregate KEI into pillars as well as into key variables of these
pillars that serve as more detailed partial indicators.

In the following section, we will present a comparative overview of the KEI pillars
for the most recent available data in the form of: a) bar charts for the average values
according to the observed groups of countries, whereby the observed variables according
to the selected groups of countries were determined as an average of the results achieved
in the KEI domain by the countries belonging to the observed groups, and b) radar charts
for all the observed countries individually (Figure 2).

Figure 2 TheKEI main pillar score (normalized values min=0; max=10)
of the selected countries
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Source: Authors’ calculation based on http://info.worldbank.org/etools/kam2/KAM _
pagel.asp.

Based on the above Figure, the following can be concluded:

a) The Western Balkan countries lag behind on all four KEI pillars, and this lag
is most prominent on the Economic Incentive Regime and Innovation, while it is least
prominent on the ICT pillar.

b) Based on the presentation of values on the level of individually observed
countries it can be concluded that:

*  All countries from the group are fairly unequal in terms of values of the KEI

pillars, except for Slovenia and partially Bulgaria,

*  The above-mentioned inequality is most prominent in the case of Serbia;
the good position of the ICT pillar value is in discrepancy with by far the
worst economic and institutional framework compared to all other observed
countries,
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*  Austria holds the leadership position in the group according to all pillars,
except education, where Greece is the leader.

A general impression is that Bosnia and Herzegovina and Albania lag behind most
prominently while Austria (with the exception of education) and Slovenia hold the most
equal and highest positions.

Figure 3 provides a comparative overview of the key variables of the KEI pillars
a) on the level of individually observed countries and b) average values according to the
formed groups of countries.

Figure 3 A comparative overview of the key pillar variables(normalized values min=0;
max=10) for the selected countries
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The following conclusions can be made based on Figure 3:
In the domain of institutional and economic regime:
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a) Individual overviews show that:

Within the EU, Greece has the lowest value of the variableTariff & Nontariff
Barriers, even lower than both Macedonia and Bosnia and Herzegovina that
belong to the Western Balkan countries.

Serbia has the worst performance in terms of the average values of variables,
while as far as the variable Tariff & Nontariff Barriers is concerned, it is at
the bottom of all observed countries.

Albania has the worst position of all observed countries on the variable Rule
of Law.

b) The Western Balkan countries achieve significantly lower results on all observed
key variables compared to the six EU countries from their closest environment. The
greatest lag is present on the variableTariff & Nontariff Barriers.

In the field of education it can be observed that:

In the individual overview, observed on the average according to all three key
variables of the pillar Education, Albania is at the bottom, and Greece at the
top of all the observed countries.

The EU countries show significant advantage on the variable Gross Tertiary
Enrollment rate,followed by the Gross Secondary Enrollment rate, while
both groups of countries are equal on the average when it comes to the
variableAverage Years of Schooling.

In the field of the innovation system,
a) Observed individually:

On all three variables, Serbia has the highest scores in the group of Western
Balkan countries, and even the same rank as the EU countries regarding the
score on the S&E Journal Articles / Mil. People variable. This gives us the
right to assume that there is respectable innovative potential in Serbia, which,
unfortunately, does not yield adequate results.

According to the average on all three key variables on this pillar, Albania is
at the bottom of the list.

b) The EU countries have the advantage on all three key variables compared to the
Western Balkan countries. By far the most prominent lag is on the variable reflecting the
number of patents.

In the field of the ICT:

a) A detailed overview by countries shows that:

On all three variables, Austria, Slovenia and Croatia hold a leadership
position, and show a convergence of all three variables (convergence is also
detected in the case of Romania, but at a significantly lower level from the
leaders).

There are large deviations among countries on the variable Computers per
1,000 people(but this finding is also imprecise since data originate from
2008, which is fairly outdated for such a changeable variable). On the other
hand, the greatest stability in the group of ten observed countries is shown
by the variable Internet users per 1,000 people, which is discrepant with the
previous parameter and speaks more about the inadequacy of metrics for the
ICT pillar.

The third key variable Telephones per 1,000 people also varies from country
to country, and Serbia holds the top position out of ten observed countries
according to this parameter, slightly below Croatia.

b) The ICT pillar on the average shows a considerable advantage in favour of the EU
countries, except for the variable Internet Users, where this difference is somewhat less prominent.
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The remainder of the paper provides an overview of ranks and values of the KEI
and its pillars that compares the situation from the year 2000 and the most recent a
vailable situation and includes all the observed countries.

Figure 4 Over time comparison of ranks and values for the selected countries on the
Knowledge Economy Index (2000 vs. 2012)
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Source: Authors’ calculation based on http://info.worldbank.org/etools/kam2/KAM _
pagel.asp.

Note: The data for the KEI value in 2000 for Serbia and Bosnia and Herzegovina
are incomplete (the ICT score is missing for Serbia, and Education for Bosnia and
Herzegovina)

Figure 4a shows the trend of change in the KEI rank (a relative change) on
the global level for the selected countries in the period from 2000 to 2012. The EU
member countries hold generally better rank positions, which can be expected. There is a
noticeable positive trend for the majority of countries (the biggest positive advance in the
case of Macedonia), while Greece and Austria are the only countries with the negative
rank trend (which is expected in the case of Greece due to an exhausting economic
crisis). On the other hand, in the case of Slovenia, Serbia and Bosnia and Herzegovina
there is no recorded change in the global KEI rank for the observed period.

Over time comparison of the KEI values (Figure 4b)provides an overview of
absolute changes in the observed period. There is a clearly visible stagnation of the
leading three countries (Austria, Slovenia and Greece), while all the other members of the
observed population show a trend of progress. For Serbia and Bosnia and Herzegovina
that are at the bottom of the group there are no available data on the rank in 2000 (which
is a partial reason for their grouping into a separate subcluster).
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Figure 5. Over time comparison of the current values of the KEI pillars:2000 vs.the
most recent available
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Based on over time comparison of the four KEI pillars(Figure 5) it can be
concluded that on the pillar of:

a) Economic Regime all countries except Greece show considerable progress,

b) Education the majority of the countries show regression, with the exception of
Greece and Romania that have shown a considerable progress, and Croatia,which shows
a slight positive change.

¢) Innovation all countries show progress.

d) ICT Slovenia, Greece and Bosnia and Herzegovina show negative changes,
while Austria, as a highly positioned country, holds a fairly same position.
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Conclusion

The observation of the KEI elements for four Western Balkan countries (Albania, Bosnia
and Herzegovina, Macedonia and Serbia) and six EU countries from their closest environment
(Austria, Bulgaria, Greece, Croatia, Romania and Slovenia) has pointed to a significant lag
of the selected Balkan countries behind the selected EU members. It is especially concerning
that the most prominent lag, besides the field of Innovation, is present in the field of Economic
Incentive Regime, which is a fundamental precondition for the development of knowledge
economy, and hence a possible advance on other KEI elements is relativized.

What is encouraging is that we have detected a trend of improvement in the values
of the KEI pillars (besides the Education pillar, whose trend is negative for the majority
of observed countries) of the Western Balkan countries based on over time analysis.
This positive trend is especially prominent in those pillars where there is the greatest lag
behind the EU group. On the other hand, in the most developed countries of the observed
group of the EU members (Austria and Slovenia) there are no significant changes in the
values (the over time chart) and there is a particular convergence of the achieved values,
expect in the field of education (the radar chart of the KEI pillars).

The countries of the Western Balkans need a strategy of comprehensive reforms
of the business and institutional environment, which is a necessary prerequisite for the
investments in other fields to yield adequate and expected effects.
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ANALYSIS OF CALLA LILY AND CUCUMBER
PRODUCTION IN GREENHOUSE*
Abstract

In the last few decades, vegetable production in greenhouses has been more and
more presented within the national agriculture. On small agricultural holdings, in
aforementioned form of protected production area, dominate the tomato, cucumber
and pepper growing. However, in recent years, beside vegetable crops, flowers are
more and more grown (seedlings and cut flowers), where on the territory of Pancevo
city, in cut flowers production calla lily becomes particularly interesting to producers.

In paper are presented some specificities in cucumber and calla lily production
in greenhouse, with the main goal to easily determine (according to contribution
margin analysis in the cut flowers (calla lily) and cucumber production) in
which line of plant production can be expected achievement of potentially better
financial results. All, for analysis, necessary data were obtained from the small
family agricultural holdings located at the territory of Pancevo city (within the
Metropolitan area Belgrade - Novi Sad). After analytical calculations based on the
variable costs have been made, it can be concluded that producers may generally
achieve better production results within the calla lily production.

Key words: contribution margin, calla lily, cucumber, greenhouse.

JEL Classification: Q12, Q14.

AHAJIU3A ITPOU3BOIILE KAJIE 1 KPACTABIHA
Y INTACTEHUKY

Ancrpakr

IIpou36001ba noepmapcKux Kyimypa y naacmeHuyuma je nocieorsux HeKoauKo
Oeyenuja cee guuie NPUCYMHA Y HAYUOHATHO] nossonpugpeou. Ha manum nomonpu-
8PEOHUM 2a30UHCMEUMa y noMeHymoj gopmu 3awmulienoz npocmopa 0oMuHupa
y320j napadajza, Kpacmasya u nanpuxe. Mefjymum, y nocieore epeme ce nopeo
NOBPMApCKUX KyImypa cee guuie yseaja u ygehe (pacao u pesano yeehie), 20e je koo
npouseoore pezanoe yseha npouzsohauuma na noopyyjy epaoa Ilanueeéa nocebno
unmepecanmmua 6ena Kand.
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Y paoy cy npeocmasmwene cneyuguunocmu npouzeoore Kpacmasya u
Oene kane y niacmenuxy, ca yumvem 0d ce HA OCHOBY aHanuse mapxice noxpuha
(6pymo ¢punancujckoe pesyimama) y npoussodiwu peanoz ysema (bene kaie) u
Kpacmasya HenocpeoHo ymsepou y Kojoj ce auHuju umshe npousgoorse ocmeapyjy
oomu unancujcku pesyrimamu. Ceu HEONXOOHU ROOAYU 34 AHATU3Y CY YPH/bEHU
ca NOPOOUHHUX NOLONPUBPEOHUX 2A30UHCIABA TOYUPAHUX HA Mepumopuju
epaoa Ilanuesa (yHymap mempononumen noopydja beoepao - Hosu Caod). Ilo
U3paoU AHATUMUYKUX KAIKyAayuja na 6a3u eapujabuiHux mpouwkosd, ymepheno
Jje 0a npoussohauu eenepanno mozy ocmseapumu 60/6e npoussooHe pesyimame y
npouseooru bene Kaie.

Kwyune peuu: mapoca noxpuha, bera xana, Kpacmasay, niacmeHux.

Introduction

Production in greenhouses, on the territory of the Republic of Serbia is mostly
organized on small agricultural holdings. Mentioned method of agricultural production
requires somewhat higher level of intensity, but in most cases it brings much higher
incomes per unit of production surface. Also, this type of production represents, due to
its usual organization on smaller land complexes (although it requires a lot of labor),
suitable production alternative for small agricultural holdings.

Considered research activities were focused on the analysis of greenhouse
production of selected plant species (cucumber and calla lily). Observed surfaces under
greenhouses are located on the territory of Vojvodina (South Banat region), so during the
analysis of results as input were used data obtained from the farms of small agricultural
producers from the area of Panéevo city (zone of Central Danube region or Metropolitan
area Belgrade - Novi Sad).

Mentioned zone has on disposal around 540,000 ha of agricultural land of good
quality, favourable climate conditions for development of primary agriculture, large
labour base, as well as vicinity of huge markets, what all represent excellent starting
position for development of intensive agricultural production (Subi¢ et al., 2013).

As was mentioned, in focus was greenhouse production of cut flower of calla lily,
which from year to year takes up more and more agricultural surfaces, as well as cucumber
production that has a relatively long tradition of organization in protected area facilities.

According to Subi¢ (2010) vegetable production in greenhouses is very clean
ecological process. Plant residues are bringing out the facility and grind, or remain in
greenhouse, as like waste after production are not environmental pollutants. The use
of fertilizers and other chemicals is relatively small, as the plants are more sensitive
to a higher concentration of chemical compounds, so after the production cycle its
concentration in soil is negligibly small.

Analyzed production lines are located in the greenhouses that have size of around
250 m? of useful area. It is necessary to bear in mind that the production of cut flowers
is performed continuously throughout the year, while in cucumber production in one
calendar year production area can be also used for another production cycle of certain
vegetable (e.g. lettuce), what can contribute making of extra income on observed
production area. From the aspect of income, this fact can be of special producers interest,
as in following years in Serbia can be also expected increase in food prices, according to
its global trend (Pejanovi¢ and Njegovan, 2009).
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Methodology

For both production lines were made calculations based on variable costs, how it
could be determined which of these two productions is more profitable.

According to Vasiljevi¢ and Subi¢ (2010), due to relatively simple methodological
procedure of calculation, as well as higher possibility for practical application, analytical
calculations based on the variable costs are quite a lot in use in professional practice of
developed market economies. This calculation was established as a response to the need
of common company activities (due to sudden changes in market conditions), in order
to find more efficient way for costs determination and analyzing in regard to possible,
or incurred changes in production structure, volume and way of business activities
operationalization. In other words, it represents more adequate analytical base that will
serve to the management for more efficient costs driving and decision-making, as on
family agricultural holding, as well as in agricultural enterprise.

Result of analytical calculation based on variable costs is so-called contribution
margin (gross financial result), which represents the difference between the value of total
production and total variable costs (Jelocnik et al., 2013). Contribution margin can be
mathematically presented with the following formula: CM = PV - VC, where are: CM —
contribution margin; PV — production value; VC - variable costs of production.

In analytical calculations based on variable costs, cost price is also calculated,
where it includes only variable costs, so fixed costs are taken into account only in process
of determination of financial results achieved on complete or specified part of agricultural
holding (Cejvanovi¢ et al., 2010).

According to results obtained from the calculations based on variable costs,
sensitivity analysis was made. Mentioned analysis allows tracking of changes in
contribution margin due to change in production value, or due to change in sum of
variable costs of production.

In conditions of uncertainty, the estimation of production results in plant species
growing can be done by several methods and techniques. So, for assessment of production
results in cut flower (calla lily) and cucumber growing in greenhouse, some additional
analytical methods were considered, such as: critical price, critical yield and critical variable
costs. These indicators reflect critical values at which the contribution margin equals to zero.

According to Subi¢ and associates (2010), presenting of all contribution margin
elements can provide a quick and easy overview of business at some agricultural holding
in one production year, as well as the calculation of expected economic results, in case of
changes in production volume, or switching from one to another production line.

Research results with discussion

Calla lily is a plant of tropical forests. It originates from central and south Africa.
Production of calla lily flower requires large amounts of water, considering that this is a
plant that grows in wetlands. It is reproduced vegetatively (by underground stem - tubers),
while the leaves emerge directly from the root, so there is no visible tree. During the year,
calla lily has been passing throughout two periods of vegetation: period of flowering and
rest period (hibernation). During the phase of hibernation comes to the establishment of
flower buds (it is very important for adequate formation of future flowers). This period
lasts from the end of May (beginning of June) until the end of August (early September).
Flowering period lasts for 8 months, but the most of the flowers are developed within the
period January - March.
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Since the root system of calla lily has increased demand for oxygen, planting
density is usually at the level of 10 plants/m? (in case of mentioned density expected
yield can be in range of 10-20 flowers per mature plant), (Pakovié, 2012).

Growing conditions in the greenhouse assume the providing of relative humidity in
the range of 65-75% (it is necessary for good development and growth of plant). Keeping
of determined level of humidity is usually performed in combination of ventilation (air
flow), shading and optimal temperature within the greenhouse, since the higher level of
humidity can lead to appearance of fungal diseases (botrytis), (Steininger, 2011).

Calla lily requires certain temperature conditions. The ideal will be if the night
temperature is around 16°C and daily temperature within the interval 18-20°C. This
is a plant that does not require a lot of light. It is also much resistant to the winter
temperatures in compare to early-spring vegetable species. It can endure, without major
damages, temperature in the range of 6°C, at nights, to 15°C during the days.

Along with its growth, calla lily requires more and more quantities of water
(expressed increase in applied quantities of fresh water and frequency of watering begins
with the appearance of first leaves), with general recommendation to apply the largest
volume of water during the morning hours (Steininger, 2011).

Calla lily responds well to the constant nutrition — fertilizing (couple of times
during the vegetation period). It fits the best liquid NPK fertilizers with a formulation
closest to the 4:1:3 (such as 16:4:12, or 24:8:16), or fertilizers rich with nitrogen, as it
contributes to vigorous growth of plants (Steininger, 2011). Since calla lily is a perennial
plant, it is advisable, prior to initiation of production process (optimal production cycle
lasts 3 years) to fertilize well all production surfaces with manure.

On the other hand, use of production (land) complex for few years within the
one production cycle requires previously detailed suppression of weeds parallel with
the process of land cultivation. For this purpose, 2-3 times has to be applied herbicides
on the basis of glyphosate, MCPA, MCPP and 2-4D Amin. As it is mentioned above,
requirement for higher humidity in production facility can bring to the appearance of
condensation on the foil during the nights, what can cause a fungal diseases (as a botrytis),
so for this purpose is suggested plants treatment with fungicide few times during the
calendar year (Pakovi¢, 2012). Generally are used little quantities of pesticides in
greenhouse production of calla lily. Usually are used the preparations for the protection
against botrytis (fungicide, such as preparation Signum) and against European red mite
(acaricide, such as preparation Abastate).

Individual agricultural producers of calla lily from the territory of the South Banat
region most often sell the flowers on the Belgrade Flower market. Mentioned flower achieves
the highest price within the period from New Year to March, while outside this period
selling prices per flower are significantly lower. One of the major production limitations is
recognized in uncertain realization of produced quantities on the national market. During
the in-depth interviews with producers, it was claimed that certain efforts regarding the
realization of calla lily export in Greece are undertaken, where additional problem occurred
to producers (limited production capacities) embodied in ensuring of continuous delivery of
certain volume of production on weekly basis (10,000 flowers/week). Fulfilment of required
conditions set by potential buyers will initiate the realization of gross price of 1.25 EUR/
flower (i.e., after deduction of all accompanying expenses: transportation, custom fees and
other, the expected net price will be in range from 0.70 to 0.75 EUR/flower).

After a field research (collection of necessary data throughout the interview with
the owners of selected small family agricultural holdings) analytical calculations based
on the variable costs realized in the production of cut flower of calla lily in greenhouse
were established (Table 1).
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Table 1. Calculation of calla lily production in greenhouse (on 250 m?)

Elements Quantity UM Prlc(;:%;l;)UM (E(;};{l)
Calla lily 16,000 piece 0.26 4,126.55
I Total income 4,126.55
Seedlings* 533 piece 1.00 531.53
Fertilizers * * * 25.88
Pesticides * * * 18.48
Binder 3.00 kg 2.15 6.45
Labour costs (seasonal) 250.00 hour 1.72 429.85
Transportation costs * * * 300.89
Costs of heating * * * 1,100.41
Costs of irrigation * * * 128.95
II Total variable costs 2,542.45
III Contribution margin (I-1I) 1,584.10

Source: According to internal documentation of IAE Belgrade, 2014.

Note: * As one seedling can be used in production during the three seasons, presented
costs are the third part of total costs of seedlings.

Achieved contribution margin in the production of cut flowers (calla lily), in given
conditions of production, has a value of 1,584.10 EUR/250 m?. Within the structure of
variable costs, the largest share has the costs of heating, which participation of 43.28%,
as well as the costs of planting material (seedlings), around 20.91%.

In Table 2 is presented the sensitivity analysis in production of calla lily. Analysis
is done based to the results of analytical calculation, where in same time was followed
the changes of contribution margin, as due to changes in production value, as well as due
to changes in the sum of achieved variable costs of production.

Table 2. Sensitivity analysis of calla lily production

PV (Production value), VC (Variable costs), EUR/250m?

EUR/250m* 1,938.37 1,951.08 2,542.45 3,133.83 3,146.54
3,146.08 1,207.71 1,195.00 603.63 12.25 -0.46
3,166.71 1,228.35 1,215.63 624.26 32.89 20.17
4,126.55 2,188.18 2,175.47 1,584.10 992.72 980.01
5,086.38 3,148.02 3,135.30 2,543.93 1,952.56 1,939.84
5,107.02 3,168.65 3,155.94 2,564.56 1,973.19 1,960.48

Source: According to internal documentation of IAE Belgrade, 2014.

Critical decline of production value, with simultaneous increase of variable costs,
ranges within the interval 23.26-23.76%. Specifically, contribution margin equals to zero after
production value was decreased, simultaneously with increase of variable costs for 23.75321%
(i.e. when their values are equal, and in mention case amounts 3,146.36 EUR/250 m?).

Critical values (Table 3), or values at which the contribution margin equals to the
zero, in defined production conditions are:

- Critical price amounts 0.16 EUR/flower;

- Critical yield amounts 9,857.93 flowers on production area of 250m?;

- Critical variable costs amounts 4,126.55 EUR/250m?>.
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Table 3. Critical values in calla lily production

Indicator EUR(flower)/250m?

Expected yield - average (EY) 16,000
Expected price - average (EP) 0.26
Subsidies (S) 0.00
Variable costs (VC) 2,542.45
Critical price: CP=(VC-S)/EY 0.16
Critical yield: CY =(VC - S) / EP 9,857.93
Critical variable costs: CVC = (EY x EP) + S 4,126.55

Source: According to internal documentation of IAE Belgrade, 2014.

Cucumber production in greenhouse on the territory of the Republic of Serbia is
usually organized as spring or autumn production. As initial growth and development
of cucumber requires higher temperatures, seedlings production is established in warm
seedbeds, glasshouses or greenhouses with heating. Sowing is usually done on the
beginning of February, while in the organization of fall production cycle it is usually
done in late May, or early June (Popovi¢ and Lazi¢, 1989).

In terms of environmental conditions cucumber has much higher requirements. For
normal growth and development, light intensity of 8-9 thousand Ix (lux) and daylight length of
10-12 hours are requested. Cucumber is especially sensitive to temperature (in all development
stages). The optimal temperature, within the production process, ranges within the interval 28-
32°C, while the optimal value for relative humidity varies between 85-95% (Bjeli¢, 1999).

Planting should be done in a well-prepared and well-manured soil, with inter-row
spacing of 100-120 x 40-50 cm. During the vegetation period, regular care measures
has to be applied, such as irrigation, hoeing, additional fertigation, protection from
diseases and pests, supports (poles) installation, pruning, etc. Cucumber is very sensitive
to powdery mildew and plasmopara viticola. Harvest should be well-timed, given that
the cucumber fruits have to be classed (according to the determined fruit dimensions),
(Markovi¢, 2009).

Observed farm is selling the cucumber, partly on green market in Pancevo city
and partly on wholesale market for agricultural products located in Belgrade. As the
production is based on greenhouse conditions, producer usually succeeds to realize great
part of cucumber production few weeks before regular season, achieving on that way
relatively higher prices.

In the greenhouse production of cucumber, in compare to the production of cut
flowers of calla lily, it was achieved relatively worse production results, so contribution
margin in mentioned production amounts 737.75 EUR (Table 4).

Table 4. Calculation of cucumber production in greenhouse (on 250 m?)

Elements Quantity UM [}’]\1/'[1 c{;;{) Ie];) (;l;(;;?;)
Cucumber (total yield) 3,650 kg 0.404 *
I class (80%) 2,920 kg 0.43 1,255.60
1I class (20%) 730 kg 0.30 219.00
I Total income 1,474.60
Seed 650 seed 0.048 31.20
Costs of sowing 4 hour 1.72 6.88
Fertilizers * * * 25.88

214 EKOHOMUKA EX=]




©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Pesticides * * * 45.45
Pullback of vines 8 hour 1.72 13.76
Costs of harvesting (picking) 40 hour 1.72 68.80
Packing (wooden vegetable crate) 360 piece 0.3 108.00
Mulch foil 150 m? 0.12 18.00
Drip irrigation tape 150 m 0.07 10.50
Bender 4 piece 2.15 8.60
Costs of binding 25 hour 1.72 43.00
Costs of rototilling 3 hour 43 12.90
]?et:tei; gcz:is‘ (electric, transport, irrigation, % « % 343.88
11 Total variable costs 736.85
III Contribution margin (I-II) 737.75

Source: According to internal documentation of IAE Belgrade, 2014.

Within the structure of variable costs dominates the group of other costs, which
includes the costs of electricity, transport, heating, etc., with share of 46.67%. They are
followed by the cost of packaging, which has share of 14.66%.

As like in the case of the production of cut flower of calla lily, in the production of
cucumber in the greenhouse is also made a sensitivity analysis based on the results from
the analytical calculation of variable costs of production (Table 5).

Table 5. Sensitivity analysis of cucumber production

PV (Production value), VC (Variable costs), EUR/250m?
EUR/250m? 490.96 494.65 736.85 979.05 982.74
982.53 491.56 487.88 245.68 3.47 -0.21
989.90 498.94 495.25 253.05 10.85 7.16
1,474.60 983.64 979.95 737.75 495.55 491.86
1,959.30 1,468.34 1,464.65 1,222.45 980.25 976.56
1,966.67 1,475.71 1,472.03 1,229.82 987.62 983.94

Source: According to internal documentation of IAE Belgrade, 2014.

Inthe cucumber production, critical decrease of production value, with simultaneous
increase of variable costs, ranges in interval 32.87-33.37%. So, contribution margin
equals to the zero when production value is reduced and variable costs are increased for
33.3605%, in other words when their values are equal and amount 982.67 EUR/250 m?.

Table 6. Critical values in cucumber production

Indicator EUR(kg)/250m?
Expected yield - average (EY) 3,650.00
Expected price - average (EP) 0.40
Subsidies (S) 0.00
Variable costs (VC) 736.85
Critical price: CP=(VC-S)/EY 0.20
Critical yield: CY =(VC - S) / EP 1.823.89
Critical variable costs: CYC=(EYx EP)+ S 1,474.60

Source: According to internal documentation of IAE Belgrade, 2014.
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Values when, in specified production conditions, contribution margin equals to the
zero, i.e. critical values presented in previous table are (Table 6):

- Critical price amounts 0.20 EUR/kg;

- Critical yield amounts 1,823.89 kg for the production area of 250m?;

- Critical variable costs amounts 1,474.60 EUR/250m?.

Conclusion

Comparison of the production results of produced cut flower of calla lily and
cucumber in greenhouse was made according to results of analytical calculations based
on variable costs, sensitivity analysis and presentation of the critical values of production.

By focus on the results of analytical calculations based on variable costs in
greenhouse production (for cut flower of calla lily and cucumber), which has been
conducted on small agricultural holdings, following are noted:

- Contribution margin (gross financial result) in both types of greenhouse
production have a positive value, but better results were achieved in the
production of cut flowers of calla lily;

- Movement of critical fall of the production value, with a simultaneous increase
of variable costs, is more expressed in the cucumber production.

Achieved production results indicate the fact that in given business conditions,
small family agricultural holdings focused on cut flower of calla lily are achieving better
results in compare to holdings directed to cucumber production in greenhouse.
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Abstract

Human resources with their knowledge and competencies have become the main
drivers of economic development, and increasing productivity, as the basis for the
success of the organization, is based on human capital. Modern organizations have
realized that only satisfied employees mean satisfied end-users, so they understood care
about the employees as a necessary part of management. The paper analyzes, on the
example of the hotel “Holiday Inn” in Belgrade, the connection between caring for
employees and the degree of success of the organization, measured also by the number
of loyal and new guests. The ways in which the company invests in its employees, and
how they take care of the overall satisfaction of employees and their motivation, will
depend the satisfaction of the guests, and the survival of organizations in the market.
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MOJIEJ ®YHKIIMOHUCAIBA MEHAIIMEHTA
JbYICKUX PECYPCA HA ITPUMEPY XOTEJIA
"HOLIDAY INN” Y BEOI'PAY

AlCTpaKkT

Jbyocku pecypcu ca ceojum 3HaruMa u KoMNnemenyujama nocmanu cy 2iagHu
nokpemauu npuepeoroe passoja, a nogefiarse npoOyKmMueHOCmu Kao 0CHO8A ycneut-
HOCmU opeanusayuje ce bazupa Ha wyockom kanumany. Cagpemene opeanuszayuje cy
cxeamunie da he camo 3a0060/6aH 3aNOCIEHU SHAYUMU U 3A0080/baH KPAJHU KOPUCHUK,
me ¢y Opuzy 0 3anOCIeHUMA cxeamusie Kao 0base3an 0eo MeHaymenma. Y paoy ce Ha
npumepy xomena ,, Holiday Inn* y Beoepady ananusupa éesa usmeljy 6puee 3a 3ano-
ClleHe U cmenena YCnewHoCmy opeanusayuje, mepena u aojarHowhy eocmujy u npu-
enaversem Hogux. OO0 HAUUHA HA KOju KOMNAHUja YIadxce y cegje 3anociene, me Ha
KOju HauUH 800U PAyyHa O YKYNHOM 3A0060/6CMEY 3ANOCTIEHUX U FoUXOBO] MOMUBAYUU
3agucuhie 3a0060/6CMBO U 20CMUJY, Me ONCMAHAK OP2AHU3AYU]E HA MPHCULUNTY.
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Introduction

Many changes in the environment condition changes such as changing the
organization. Today, organizations operate in an environment that seeks different
approaches, different ways of thinking and different structures. New ways of thinking
means that people are in the first place, and the organization must turn to human
resources. Human resources and their management have become a strategic asset of the
organization (Kazlauskaite, Bu¢itiniene, 2008), so finding and keeping good employees,
especially ensuring their commitment to the organization are essential for achieving
organizational goals (Ali, 2013).

Hospitality is a labor intensive activity, so the work of employees is a critical
factor to business success of a certain hotel (Bjeli¢, 2009). The hotel staff invest their
knowledge, skills and talent in the preparation and provision of hotel services. Employees
of the hotel provide identity and recognition, as well as directly affecting the quality of
services that is provided. Providing services in hotels assume direct contact of employees
and guests, and the hotel business success depends on how employees are able to predict,
recognize and offer what the customer wants and expects. Leaders of many organizations
develop training programs, evaluate the work of employees and develop a working
system based on the company's policy, which often aims to create loyal employees.
The longer employees work for the company, they are more valuable to the company
(Abdullah et al., 2009), and that is especially important in the service industry.

The authors of this paper analyzed, on the example of the hotel »Holiday Inn«
in Belgrade, how care for employees as one of the principles of quality management
affects the success of the business. Also, it is analyzed how the company invests in its
employees, how to take care of overall employee satisfaction, as well as their motivation
and sense of belonging to the company, with the aim to create satisfied employees who
will affect on satisfaction and loyalty of the guests.

Human Resources - concept and importance

Economy in XXI century is knowledge-based economy and the key resources are
people who have the knowledge, skills, experience, creativity and creative ability. If the
companies are investing in their development, they are investing in the development
of the whole society. Motivated and satisfied employees have great potential and can
increase the competitiveness of the organization in the market and contribute to the
achievement of its objectives (Pejanovic, 2008).

The term “human resource” is about people in organizations. People are “the only
creative element of any organization” (Bahtijarevié-Siber, 1999, p. 12). When managers
are engaging in activities related to human resources, they need to facilitate cooperation
among people, because it will be the only way to achieve strategic plans of the organization.
The importance of the efforts and activities of human resource management stems from
the fact that the people are a common factor for all organizations.

Successful companies pursue their development using the motto: “human resources
before profits”. The business policy of modern organizations increasingly emphasizes the
priority of human resources development and human relationships with employees. The
most important organizational resources are not the equipment, technology or money,
those are the employees now (Ivanovi¢, 2010).

Employees are not just one of the most important resources of the company. They
are also the most expensive and the most problematic resources. The importance of
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human resources is increasing, and management of these resources is seen as a strategic
interest of the organization. The success of modern companies can not be achieved
without adequate human resources who have the knowledge, skills and personal qualities
appropriate to the company’s business objectives and requirements of the market.

Experts in human capital anticipated that in the future there will be deficit in skills
of human resources, which could harm the competitive position of the organization if
they do not invest more in human capital. Without people and their potential there is no
organization and its success (Pordevi¢-Boljanovié, Pavi¢, 2011).

All staff in the hotel, regardless of which level of management they belong to or
at what level in the execution of a task they are, are called “hoteliers”, the persons who
organize and provide hotel services for guests. Employees in hospitality sector strive for
guest satisfaction, which is achieved by satisfying their needs and motives for which they
arrived in the hotel or tourist destination.

From the staff in the hotel is required to have a broad general education, to possess
knowledge and skills in verbal and nonverbal communication, knowledge of foreign
languages, and knowledge of the related technologies. Especially important factor that
differentiates the hotel from the competition and creates its image, are the employees
who are in direct contact with the guests, so providing the right personnel is one of the
most important tasks of management (Barjaktarovi¢, 2013).

Professional staff will not be necessary quality in unsupportive and uncomfortable
environment, especially in which the chaotic interpersonal relationships are and in which
formal legal regulation of relations between employers and employees is questionable
(Raos, 2010), so it is essential that all staff (receptionists, waiters, bartenders, maids...),
are treated as a creative and visionary persons. Only such an attitude towards the
employees will make them satisfied, and the organization will achieve its goals.

Employees care as the principle of quality management

”We will make you what we are -

our heart, our soul, our goals, our vision, our dreams,

so that you can join us, not only to work for us.

You have the right to know our hopes, our dreams and our goals.”
Ritz - Carlton Hotel Company

To achieve a high level of quality of hotel services, a necessary prerequisite is
that the processes of decision-making is in line with the business vision of the company,
and that it is based on cooperation, teamwork, and employee satisfaction, as well as
the demands and wishes of the guests. As most of the services actually come from the
meetings between people - meeting guests with the staff and vice versa, point of sale in
the hospitality and tourism are human factors and quality of management. Values that
hotel staff are showing with guests are the reflection of the value of communication
with management staff. Focus on guests is a reflection of management orientation to
colleagues. Motivating staff to focus on the visitor, and providing excellent service
is based primarily on giving the importance to the same co-worker, his work and the
importance of his conduct of the company as a whole (Perkov, 2005).

From the perspective of the manager, the term “guest” should be extended to those
from which there is no direct earnings. Today, there are two types of guests: internal and
external. “Internal” are employed in the hotel, and the “external” are those who come
and pay for their stay. Modern philosophy says that external guests can be satisfied only
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when the internal guests are satisfied. Employees of the hotel have priority. Management
is required to convey the concept of the company to its people, so they could propagate it.
Marriott, president of the “Marriott” corporation said that a “system, method, and politics
of their home must primarily serve to people who serve the guests”, and “take care of
employees and they will take care of your guests” (Bjeli¢, 2009). This kind of “care” refers
not only various kinds of material gain, but rather the treatment of employees as the guests.

Employee care is a part of corporate social responsibility. Also, employee care is
contained in the international quality standards (ISO), which require from managers to
create such a working environment that will encourage their associates to achieve the
organization’s goals. Hal Rosenbluth, owner of a large travel agency, has shocked the
world of marketing with his book “The consumer is on the second place”, noting that in
the first place are employees (Faulkner, 2003). This is especially true for service industry,
because service business involves intensive contact between people. It is recommended
that the staff should be viewed as consumers and management should try to understand
them and meet their needs.

Employees, like customers, have their own needs. Some employees, primarily
staff in direct contact with consumers are faced with high levels of stress, and it is
important that the organization has a system of care. The more organizations demonstrate
to their employees that they care, the more employees take care about consumer of the
companies. An organization that invested a lot in their people can not afford to lose them
and taking care about the employees may represent only a small effort that will provide
good results in the future.

There are numerous examples of care for the employees in the hotel industry and
other industries that have brought positive results for its organizations. For example, in
the Marriot and Choice hotel, under the direction of Donna Klein, director in charge of
work and family programs, at the Marriot hotel was built a large building for child care
in order to meet needs of the nearly 2,000 employees. This non-profit consortium is
described as a Family Assistance Center, and its functions include training on computers,
share a meal, a variety of devices for children, aerobics classes for parents and children.
On the other hand, the administration of Choice hotels paid travel expenses related to the
visit of family members if they stayed at home, and the employees are working abroad.
It also allows the permanent employees to take vacation even after 30 days of signing the
employment contract (Cummings, Kwansa, 1998).

In order to strengthen the team spirit and improve the spirit level of employees,
some companies engage agencies that are involved in the organization of educational and
entertainment programs. This provides an opportunity for workers to show some kind of
quality, and not infrequently happens that after such programs the role within the team
is changing (http://www.naslovi.net/2010-10-31/vesti-online/samo-zadovoljan-radnik-
jeiproduktivan-radnik/2082965).

Caring for employees on the example of the
“Holiday Inn” in Belgrade

“Holiday Inn” is one of the world’s top brands in the hotel industry and since
1998 is part of the InterContinental Hotels Group, a chain that is a world leader in the
number of rooms. The company IHG is one of the largest hotel groups in the world.
The group owns, manages and gives the franchise for more than 3,800 hotels and has
571,000 rooms in a 100 countries in the world. Some of the historical characteristics of
the “Holiday Inn” are:
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*  The founder is Kemons Wilson from Memphis,

o It is the first national hotel which gave the franchise,

o It is the first hotel which established a computerized reservation system (in
1965), as well as in advertising, hotel companies (Mijailovi¢, 2008).

In mid-November of 2007 in Belgrade was opened first “Holiday Inn”, a member
of one of the seven brands of InterContinental Hotels Group. A chain of four-star
hotel “Holiday Inn” has more than 1,338 hotels in the world. Plan for construction of
Belgrade’s “Holiday Inn” was developed in 2005. This hotel belongs to the so-called
greenfield investments and operates as a franchise.

The hotel contains from five sectors: rooms, food and beverage, sales and
marketing, financial and technical service. Within the sector, there are room reservations
department, front office and housekeeping. Food and beverage sector includes a restaurant,
bar and kitchen. Department of finance, with the exception of accounting, involves legal
department, the department of human resources and procurement. Technical service
consists of IT specialists, the department of fire prevention and safety procedures, as
well as the maintenance department. Each of these sectors has at least one person who is
responsible for the professional development of individuals in the sector (Bjeli¢, 2009).

In the business of the hotel, there were two phases: pre opening and soft opening.
The pre opening office was employing a small team of people, mainly future managers
of the sector. After that, the process of recruitment and selection for all other positions
began. Complete team was formed six months before the opening of the hotel. Training
in pre opening phase included learning certain rules and how should be applied. The
leaders of the future teams attended courses in London, headquarters of “Holiday Inn”
for the Europe, Middle East and Africa.

Employment policy for the hotel was based on the fact that, except for managerial
positions, people were accepted with little or no experience in the industry. This is because
the management felt that it is easier to establish an employee under the rules of brand if
they have no previous experience in working in other hotels. Most of the employees had
just finished college and this hotel was their first job. Today, the hotel employs about a
hundred people, and the degree of fluctuation after two years of operation was only 6.5%.

The emphasis in the selection of potential employees was the willingness of the
candidates to provide quality service, a willingness to meet the customer need, teamwork,
verbal and nonverbal communication. Knowledge of at least one foreign language is,
among other things, standard in InterContinental Hotels Group. Process orientation
has enabled employees to learn about the building from the ground up, so they very
well knew where everything should be, and informative visits to the site are aimed at
rapprochement with the project in terms of its acceptance as a “future home”.

Care for the employees at this hotel means taking care of the overall employee
satisfaction, motivation and reinforcing their sense of belonging to the company. Caring for
employees is noticeable in the field of safety condition at work. All employees are required to
undergo a training system for safe and healthy work. Regular checks are made for safety and
health working conditions, microclimate, lighting, possible presence of physical and chemical
hazards. In addition, all rooms are furnished in accordance with high standards. Faster and easier
communication is available with the help of the networking on all computers in the company, as
well as internal mobile phone networks. Employees who are in communication with the guests
always have to wear a uniform, and each employee has his identification card. Employees have
a personal cassette in which they can leave their belongings and clothes and that can be locked.

In addition to regular financial compensation for the work, the hotel has developed
a system of incentives and rewards. Great attention is paid to the creation of opportunities
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for advancement, based on the quality and commitment of employees. One example of
the development of employees in the reservation department is exploring and mastering
the “Holiday Inn’s” central reservation system called “HOLIDEX”.

Mystery Shopping is an American concept that has been used for decades as a
reliable means to measure the level of service in a particular company and its positioning
relative to the competition. Executives want to know what their clients or customers
feel about the company and are they satisfied with the service. Since it is not possible
to manager be their own customers, this has led to engage in so-called test customers,
known as “mystery shopper”.

Analyzing audio recordings, photos and unbiased reports that professional buyer
submits to the general director of the hotel, it could be noticed the weak and strong points
of the employee and see if he is adopted to what is being taught in training. Based on the
evidence, managers decide what will be the next steps in terms of training performance
(Bjeli¢, 2009).

Also, hotel cooperates with IFH Institute (Institute for Hospitality Management).
It is the largest institution of informal education in the hospitality industry in the world
with headquarters in Frankfurt (Germany). According to IFH, several training courses
are planned. For example, training on sales strategy has two levels and the first level of
training is designed in order to develop a sense of skill sales. It involves the organization
of work presentations, group discussions, individual and group exercises for a period
of three days. The content of this course includes the following topics: program sales
strategy and sales process, finding the proper perspective, sales departments, scheduling
meetings, etc. (Mijailovi¢, 2008).

The represented and training and on the job training, ongoing support and superior
rotation. The objectives of the training and development of human resources in the hotel
were divided into three groups, namely: increasing productivity, reducing fluctuations
and balance efforts to satisfy customers. Training of employees allows to be detected
and trigger employment and human potentials, thus enabling the motivation and focus
in the right way. Managers, on the basis of the estimated capacity, define the necessary
courses that each employee is required to attend. The hotel encourages employees for
further education and training so they could expand their knowledge. In addition to the
non-formal education, hotel invests in its employees through formal education: for many
employees are paid undergraduate studies in the industry, as well as post-graduate or
master studies.

Motivation and reward system has also been developed. The hotel organizes
gathering of employees several times a year with the goal of fun and fellowship. On the
birthday of the hotel, managers choose the most deserving individuals, and whoever is
elected, the employee receives a trip for two anywhere in the world. Functioning of the
team is analyzed through questionnaires that guests receive when they check-in. These
questionnaires are sent every month in London, where they are analyzed. At the end of the
year, questionnaires are collected from all over the world are compared. Based on that,
the official IHG list in different categories by brands is publishing. Belgrade’s “Holiday
Inn” is at the top, especially in the categories of “customer service” (data obtained from
the human resources department of Holiday Inn hotel).

Conclusion

In the business philosophy of each country and company (especially in services,
so in the tourism and hotel sector), one of the central places takes the human factor. Well
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selected, trained, informed and motivated employees are considered as a factor of long
survival and advancement of modern companies, so the main role of human resources
manager is to contribute to increased employee productivity, and hence the quality of
products and services of their engagement.

The ambiance of contemporary organizations is seeking continuous learning,
adaptation and innovation, independence, responsibility, self-development and the
willingness to take risks. Because of that, people, and not the technology and structure,
make the company successful. Realizing this, the employees of the top global hotel
industry are cared in the same way they take care of their guests, because human capital
is the only asset category in struggle for market dominance. If organizations show more
concern for their employees, the more they will care for their customers. Employees who
are satisfied in their workplace have a greater tolerance of frustration, they are open to
change and to initiate their own ideas and cooperation.

The human factor is one that marks the service and makes it different compared
to the competition. For success, it is necessary that employees in the hotel are well-
coordinated team, in which each individual know how to play his special role.

On the example of the hotel “Holiday Inn” in Belgrade is indicated that it is necessary
to hotel, from the start, take care of their employees, and that they should choose those
employees who have the desire and are able to manage their careers. Organizations must
be able at any moment to motivate employees to self-improve. It is essential that hotel and
other organizations invest in their employees, because employee care is just a small effort.
As a result of adequate care for the employees in the hotel industry, there is an increased
number of loyal guests and often elusive competitive advantage in the market.

References

Abdullah, R., Karim, N., Patah, M., Zahari, H., Nair, G. & Jusoff, K. (2009). The
Linkage of Employee Satisfaction and Loyalty in Hotel Industry in Klang Valley,
Malaysia. International Journal of Business and Management, 4(10), 152-160.

Ali, A. (2013). Significance of human resource management in organizations: linking global
practices with local perspective. Journal of Arts, Science & Commerce, 4(1), 78-87.

Bahtijarevié-Siber, F. (1999). Menadzment ljudskih potencijala. Golden marketing.
Zagreb.

Barjaktarovié, D. (2013). Upravijanje kvalitetom u hotelijerstvu. Univerzitet
Singidunum, Fakultet za turisticki i hotelijerski menadzment. Beograd.

Bjeli¢, M. (2009). Znacaj obuke za upravijenje ljudskim resursima u hotelijerstvu,
master rad. Univerzitet Singidunum, Fakultet za turisticki i hotelijerski
menadzment, Beograd.

Cummings, P. & Kwansa, F. (1998). The role of the hospitality industry in the lives of
individuals and families. The Haworth Press. Philadelphia.

Pordevié-Boljanovi¢, J. & Pavié, Z. (2011). Osnove menadzmenta ljudskih resursa.
Univerzitet Singidunum. Beograd.

Faulkner, M. (2003). Customer Management Excellence - Successful Strategies from
Service Leaders. John Wiley & Sons Ltd. West Sussex.

Ivanovié, M. (2010). Menadzment ljudskih resursa u hotelijerstvu Crnogorskog
primorja, doktorska disertacija. Prirodno-matematicki fakultet, Departman za
geografiju, turizam i hotelijerstvo, Novi Sad.

EXSIEKOHOMUKA 225



©JIpymTBo exoHomucTa “Exonomuxa” Hum http://www.ekonomika.org.rs

Kazlauskaite, R. & Buciiiniene, 1. (2008). The Role of Human Resources and Their
Management in the Establishment of Sustainable Competitive Advantage.
Engineering Economics, 5(60), 78-84.

Mijailovi¢, S. (2008). Znacaj specificnih kadrova poslovnog turizma u hotelu “Holiday
Inn” u Beogradu, diplomski rad. Prirodno-matematicki fakultet, Departman za
geografiju, turizma i hotelijerstvo, Novi Sad.

Pejanovi¢, R. (2008). Ekonomija Il — Uvod u markoenonomiju. Poljoprivredni
fakultet, Departman za ekonomiku poljoprivrede i sociologiju sela. Novi Sad.

Perkov, D. (2005). Kvaliteta hotelske usluge je odraz organizacijske kulture. Hotellink,
6(6), 99-105.

Data obtained from the Human Resources of the hotel “Holiday Inn” in Belgrade.

Raos, V. (2010). Motivacija zaposlenih kao faktor organizacione kulture hotelskih
preduzeca u Beogradu, master rad. Univerzitet Singidunum, Fakultet za turisticki
i hotelijerski menadzment, Beograd.

http://www.naslovi.net/2010-10-31/vesti-online/samo-zadovoljan-radnik-
jeiproduktivan-radnik/20829 65 (17.07.2014.)

226 EKOHOMUKA EX2]



EKOHOMUKA EXIA Vol. 60, october-december 2014, Ne 4

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) Crp. 227-239
Nebojsa Giji¢, PhD! SCIENTIFIC REVIEW ARTICLE
Oliver Dimitrijevi¢, MSc? Received: August 22, 2014
Adriana Jovi¢ — Bogdanovic? Accepted: September 05, 2014

University UNION - Nikola Tesla
Faculty of Business Studies and Law, Belgrade

AGGRESSIVE IMPLEMENTATION OF DIGITIZATION
IN THE MODERN BUSINESS

Abstract

The global economic crisis business environment pressures companies to
streamline their operations and thus forcing them to significantly speed up the process
of digitizing, creating a kind of digital markets. It becomes clear that those who
recognize the moment and who are willing to think a modern and unconventional,
in terms of innovation, customer and business partners engagement, corporative
organization, strategies, business models and the role of technology in their business
enterprise, will be those who will be well-positioned in this new market, which will
enable them to significant revenue growth. On the other hand, there is a significant
business risk of fatal business loss in case of inaction, slowness, neglect and lack of
understanding of this very important process in the business.

Keywords: business, digitization, management, marketing, customers.

JEL Classification: M1, M2, M3, L8, 032, 033

AT'PECHUBHO CITPOBOBEIGE JUT'NTAJIM3ALINJE
Y CABPEMEHOM ITOCJ/IOBAB Y

ArncTpakTt

U svetskom poslovnom okruzenju ekonomska kriza pritiska kompanije da
racionalizuju svoje poslovanje i samim tim primorava ih da znacajno ubrzaju
procese digitalizacije, stvarajuci neku vrstu digitalnog trzista. Postaje jasno da
¢e oni koji prepoznaju momenat i koji budu spremni da razmisljaju savremeno i
nekonvencionalno, na planu inovacija, angazovanja potrosaca i poslovnih partnera,
korprativnux organizacija, strategija, poslovnih modela i uloge tehnologije u
njihovom poslovnom poduhvatu, biti oni koji ée da se dobro pozicioniraju na
ovom novom trzZistu, Sto ¢e da im omoguci znacajan rast prihoda. Sa druge strane,
postoji znacajan poslovni rizik od fatalnog poslovnog gubitka u slucaju pasivnosti,
Sporosti, zanemarivanja i nerazumevanja ovog veoma znacajnog procesa u oblasti
poslovanja.

K/by!me peuu. nocioearve, dueumaﬂwauuja, MEHAUMEHM, MAaApPKemune,
nompoutadu.

! nebojsa.gijic@fpsp.edu.rs
2 oliver.dimitrijevic@fpsp.edu.rs

3 krstina.reko@fpsp.edu.rs

©/lpymtBo exoHoMmucTa “Exonomuka” Hum 227
http://www.ekonomika.org.rs



©JIpymTBo exoHomucTa “Exonomuxa” Hum http://www.ekonomika.org.rs

Introduction

Consumer relationships in digital economy represent a new phase of marketing
development in XXI century. The key characteristics are reflected in creating close
relations and cooperation of enterprises with their consumers and partners, all via the
internet. It was the issue of non-established e-relations that was the main reason for the
collapse of those companies that were the first to start doing business in the new, digital
environment. In the future, the main challenge for enterprises will be to introduce the
concept with the primary objective of achieving high customer satisfaction and their
loyalty on the e-market.

The modern achievements made by information technologies are tearing down all
space and time barriers. Nowadays, businessmen trade capital on the stock market from
their own offices. Working from your office or your home, virtual teams and enterprises,
distance learning, e-learning — all of these things represent basic manifestations of the
growing trend of digitization and mobility in business, which, to a great extent, reflects
onto the relationships between companies and their consumers. In these modern times
we continuously adapt ourselves to the new economy trends, namely we live in digital
economy.

Digital economy is based on electronic transactions via internet or some other
electronic channel. Its main characteristics are flexibility, cooperation and high speed
of interactivity amongst various entities within the value chain (e.g. interactions made
between specific enterprise branches with suppliers and consumers).

The opportunities provided by digitization have been recognized in the business
world. Digital technologies can be used for efficient communication with consumers
in a direct, multimedia and interesting manner, they can be used for receiving return
information from the consumers in relation to their needs, demands, suggestions, and
one can gather information about existing and potential clients in order to create more
quality contacts and records. In addition to that, digital technologies enable more efficient
communication with employees or business partners; they enable joint work on projects
of people who all live on different sides of the planet. However, even though by using
these technologies one can acquire and distribute a large quantity of data, it is of the
most extreme importance for that information to be processed and presented properly, in
order to ensure efficiency of business processes. Digital technologies provide answers
and tools for this field of work.

Digital Economy

Internet transactions or transactions through some other digital channel are the
foundation of digital economy.* The most important features of digital business are
speed, innovations, flexibility and team work. The emphasis is placed on new knowledge
and skills, which need to be updated daily. The rhythm of doing such business is no easy
task, because it requires constant monitoring of new digital trends and demands. Digital
client becomes spoiled and it becomes hard to please him. This is why it is required to
always dispose with a large amount of data and offer products of superior performances.

Digital economy leads to ability to quickly re-organize company’s resources and
more demanding consumers. According to numerous predictions at the end of the last

4 Brynjolfsson Erik 2002, Understanding the Digital Economy: Data, Tools, and Research,
Cambridge, Massachusetts, The MIT Press, 6.
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century, the Internet was seen as a tool which will introduce “revolution” into modern
business, and it was then that the expressions like “new economy”, “digital economy”
and “internet economy” were first used. All this indicated that a great deal of business
operations will be transferred onto internet platform, as well as that a great number of
enterprises will begin to use electronic communication in dealing with their partners
and consumers. With the advent of first virtual companies (dot.com) and their rapid
collapse, many analysts have gone to extreme and saw the Internet as nothing more than
a promotional channel. Namely, the Internet represents the biggest promotional channel,
but it can be so much more — very important for companies whose business is based on
knowledge and information. Nowadays, many world-known enterprises handle over 80%
of their business activities via Internet and, in doing so, they achieve two key advantages:
firstly, they reduce costs and, secondly, they offer benefits to their consumers that would
not be possible without this channel — Customer Relationship Marketing — CRM is a
concept that developed mainly due to the expansion of internet. The opportunity of direct
and targeted contact with the consumers which was brought by the internet has resulted in
personalization of relationships between companies with their consumers, establishment
of database of consumers and monitoring of their activities by the company. Main goals —
increasing sales and consumer satisfaction can be efficiently achieved by using different
business models. Their further rapid development will provide a more significant role of
this concept in modern companies’ business.

Digital economy enables market expansion, higher level of transparency of
products and more precise targeting of consumers®. In the future, digital concept will be
much broader and more influential, and certainly comprehensive, in order to be able to
respond to growingly more sophisticated demands of consumers. Enterprises that want
to do business in digital economy, in relation to consumers they need to have clearly
established priorities and systems, in order to do business to the mutual satisfaction.
There are numerous examples of successful digital business, and they all have common
factors, like: innovation, professionalism, perseverance, tact and commitment to the
client.

Digitizing Business in Serbia

In our country, enterprises have a considerable fewer resources than those in the
West, which makes the level of digitization respectively smaller. However, it is noted
that digital technologies are being used to a great extent, especially in the field of
communication and engagement of consumers and business partners. Many companies
use the internet in order to present their products and services and bring them closer to
consumers, and one cannot ignore the growing consumer’s trend of informing themselves
through internet regarding their future purchases. On-line trade is still in its growing
stage, but there are noticeable developments in that field. According to the research®
conducted in 2013 by the Statistical Office of the Republic of Serbia, the majority of
enterprises (around 98% of small and 100% of large enterprises) have internet access,
and between 80% and 90% of them have their own web sites.

5 Fingar P, Aronica R. 2001, The Death of E and the Birth of the New Economy, Tampa, Florida,
Meghan-Kiffer Press, 46.

6 Statistical Office of the Republic of Serbia 2013, The Use of Information-Communication
Technologies in Serbia, http://webrzs.stat.gov.rs/WebSite/repository/documents/00/01/14/03/
PressICT2013.pdf, 10-12.
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When speaking of larger enterprises, the thing that is noticeable is that they use
technologies on a more refined level. Gas stations are networked and have enabled
remote monitoring, enterprises that deal in technologies process large amount of data
with these technologies etc. Also, following global trends, large enterprises employ
experts in digital technology, and there have been more than a few new job openings for
leadership positions and directorates, or departments for experts in the field of digital
technologies, which are an equivalent to the Western position of CDO (explained below).
When it comes to policies for employing experts in the field of digital technologies in
our country, there exists a significant difference between medium and large enterprises,
except in the field of telecommunications, commercial banking and real estate business,
where that difference is very small, while small enterprises have a job position for IT
expert in small percentages.

Regardless of the current state of development of the economy and entrepreneurship
in our country, the management in our country recognizes the benefits provided by digital
technologies and that the material moment is the dominant reason the slow pace and
limitations in introducing digitization in business processes. However, it is very important
for the managers to constantly follow developments in this business segment on a global
level, so that they could take advantage of the opportunities by efficiently avoiding traps,
problems and deceleration that those who are far ahead of us in digitization have had to
fight with. When it comes to conditions like our own, it is very important to choose the
most effective and the most rational way, and in choosing strategies, the experiences of
those that have already been there is of great value.

Results of the Global Survey (McKenzie)

CEO (Chief Executive Officer — executive administrator, manager or boss) and
other senior executives are increasingly more and more engaged in their companies in
their efforts to build digital enterprises.

Given that business continues to accept digital tools and technologies — especially
in communication with clients, the followers of the “C” level” have, according to recent
McKenzie’s analysis, stated that they will increase their own involvement in the design
and management of digital strategies. The internet survey was conducted from 2™ to 12
April 2013, and it has gathered responses from 850 employees of the C level, representing
the full range of industries, regions and different sizes of companies. 8.6% of the
examined employees specifically concentrated on the technology.® In order to coordinate
the differences in responses, the data was estimated in relation to each examinee’s nation
and global gross of domestic product. This is of vital importance for the success of
digital programs, given that the examinees often state that the lack of senior executive’s
interest is the main reason for the lack of initiative (for digitization). The respondents
equally believe that organizational deployment is crucial in understanding the impact of
digitization onto business.

The examinees in the survey were questioned about the five trends of digital
enterprises: large amounts of data and advanced analytics, digital engagement of
clients, digital engagement of employees and external partners, automation and digital

7'C level relates to slang “C-suite”, meaning top managers.

8 Brown Brad, Sikes Johnson, Willmott Paul 2013, Bullish on digital: McKinsey Global Survey results,
McKinsey Quarterly, August 2013, http://www.mckinsey.com/insights/business_technology/bullish on
digital mckinsey global survey results
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innovation. In the 2012 survey they were asked about three different digital trends: large
amounts of data and advanced analytics, digital marketing and social media, and flexible
platforms of delivery.® In the new survey, great deal of attention was placed on adopting
and concentrating of their companies on each of the trends, the possible impact digital
technologies could have and do have on their business and the difficulties the companies
face while reaching towards their digital goals. It was discovered that, in spite of lack
of organization and talent, the employees remain optimistic in views of digital business.

They report that, for example, their enterprises increase the use of digital
technologies when communicating with clients and reaching towards them in many
different ways. Moreover, rising actions report that their companies give high priority
to digital marketing and client engagement. Still, a lot needs to be done: the majority of
employees estimate that, in best case scenario, their companies are only a quarter of the
way to realize the final vision of their digital programs.

Focus on Customers at the Forefront

The employees respond that each of the five trends they were questioned about has
a strategic priority in their enterprise. More than 40% of the examinees state that each of
the five aforementioned trends is at the top 10 special priorities or higher, and at least one
out of five employees states that each of the trends can be found in top three priorities. Out
of them all, the highest ranking trend in client (buyer) engagement: 56% state that digital
engagement of clients is at least one of the top ten priorities of their companies, and the full
analysis clearly shows a significant improvement since 2012 in developing practices with
these trends (Appendix 1). The enterprises have achieved a great advance in using digital
technologies in their use of digital technology in the systematic placement of materials
electronically, and in setting up personalized or conditional offers available on the Internet.

Compared with each other, different enterprises have been much slower in
accepting digital approach in engaging employees, suppliers and external partners. In
relation to this, the employees state that their enterprises mostly use Internet resources for
estimating their employees, for feedback information and for processing data. There are
fewer reports of more advanced use, such as product design collaboration and knowledge
sharing within the network.

Responses also indicate that the growth in the widespread use of important data
and advanced analytics of the company corresponds to the experiences of all kinds of
companies, where it is noticeable that employees think that analytics are the priority, and
they pay a great deal in developing new tools for its use. What is also noticeable is that
examinees have reported on increased use of data in order to improve decision making,
research and development processes, budgeting and forecasting (Appendix 2). Moreover,
employees claim that their enterprises use analytics in order to further develop. Greater
engagement shows that they concentrate their analytics either on increased income or
into improving production quality. Reducing costs leans towards the lower priority level.

? Brown Brad, Sikes Johnson 2012, Minding your digital business: McKinsey Global Survey results,
McKinsey Quarterly, May 2012, http://www.mckinsey.com/insights/business_technology/minding_your
digital business mckinsey global survey results
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Appendix 1

Increasing Digital Engagements of Clients

% examinees'®

Consistent placing and
branding of materials in online
and offline channels

Use of advanced targeting of
buyers in advertizing

Creating personalized
information and targeted offers
available online

Engagement of buyers-clients
through social media, during or
after the sale

Designing branded applications
or games through Web or other
mobile applications

Conducting experiment on web
sites, aiming to test effectiveness
of messages and offers

The practice of the company’s use of digitization in engaging customers
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Use of Analytical Tools Also on the Rise

2012
2013

Improving budgeting, forecasting and

planning

Improving governance characteristics

% examinees

Analytical tools or processes that companies apply to all levels of business

and transparency of internal operations

Increasing automation of common and/

or direct decisions

Improving research and development

processes

Improving business, delivery service

or chain
supply management

Developing new production strategies
or identifying new market segments

Improving customer service and

support

Improving access to users,
segmentation or target groups

Developing differential or dynamic
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19 The numbers do not add to the total sum of 100% due to rounding. The num,bers were re-
counted after removing answers to the question “I do not know*.
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Appendix 3
Directors now more often agree to sponsor digital initiatives than in 2012.

The level of support and involvement in initiative of business digitization per role (job position)?

Support or Support Support Neither Without full
. : - . support nor
sponsorship or direct without direct without any support and 1 do not know
initiative engagement engagement support engagement
2012, n=1,469

BN - .
CIO (IT) _ ® ---_
voncingpiecor [ > e

Managing Board . . _-._
€O (finances) - % -_.-

% examinees
2013, n=2850

N - I .
mankeing Diccor - [ 28 .-

Managing Board - _--_

At the question of the next wave of automation of business process, the examinees have
all similarly responded that their companies automate a broad range of functions, in order to
improve the overall quality of production(for example, by removing obstacles and errors), or in
order to build new digital capacities (for example, remote monitoring) in production. Several of
them responded that their companies have automated production primarily in order to replace
the workforce. With regard to introducing innovations, more than 40% of them state that the
companies either merge with existing digital technologies with the existing production, or they
modernize operative models of their technologies (for example, cloud computing'! ). Only 23%
examinees stated that their companies conduct digital production exclusively.

Executive Directors (CEO) are Increasingly Involved

Through most of the employees at the C level (or with respect to the most important
managers, chiefs or directors), the majority of the respondents claim that it is these

"'1n science, the term “cloud computing* is the synonym for computing distribution throug the
Inernet and other means.
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responsible managing directors who provide support and take active part in the initiative
for digitization (Appendix 3). In 2013, 21% of their managing directors have personally
sponsored these initiatives, unlike in 2012, when that number was lower — around 23%.
This growth illustrates the importance of new digital programs in enterprises’ business,
as well as the problems these organizations face with: often enough, the CEO is the
only executive director who has the mandate and capabilities to manage such diverse
program.

Also, 30% of them responded that the heads for digital supervision at executive
teams of their companies equally show awareness as to how much these initiatives are
important. This result goes with the experience that some organizations have created
CDO as the position of executive level with cross-responsibility for the entire digital
initiative. Chief Digital Officer (CDO) is an individual who contributes to the growth and
development on companies by converting “analog” business into digital business, and
supervises operations in the rapidly changing digital sectors, such as mobile applications,
social media and related categories, and controls virtual resources.'? The sign that this
new position already has a creative value is reflected in the fact those examinees who
have CDOs in their companies, given that they are the ones who already show significant
improvement in their relations to digitization, unlike those who do not have CDOs.

Organizational Challenges Continue

Despite numerous technical challenges in implementing digitization, the examinees
state that success (or failure) of these programs ultimately depends on organization and
management, rather than technical aspects. Directors were asked to reflect on previous
initiatives within their enterprises (about one initiative that has worked, and one that
hasn’t) and then to recognize decisive factors that have prevailed in these cases. Most
often, the directors attribute the success of digital programs to managerial factors —
managers showing interest and seniors paying attention, inner leadership, good program
management and nivelation between organizational structure and objectives — and they
name technical review less (Appendix 4). It is interesting that lack of interest from
senior management is the factor the examinees most often recognize as the factor which
contributes to the failure of an initiative.

Organizational issues may also prevent company’s efforts to achieve goals and to
fully understand real contributions of digitization."* Like in 2012, directors most often
say that poorly leveled organizational structure is the biggest problems their companies
face with. This is followed by insufficiently elaborated business processes (such as data
experts or digital marketing). As a contrast, lack of infrastructure and absence of good
data are now less of a problem than they were in the earlier years.

In those enterprises where organizational structure presents a problem, there is
a smaller report on the prevalence of corporate financial progress, which derives from
digitization: 31% of these directors claim that their engagement for digitization resulted
in fruitful, notable contribution at the final results from the top, or bottom, when compared
to 43% of directors who do not face this challenge. At the same time, many examinees are

12 Connelly Tim 2012, 'Chief Digital Officer' is the next hot executive title, says Gartner, Beta
News, http://betanews.com/2012/10/22/chief-digital-officer-is-the-next-hot-executive-title-says-
gartner/

13 Giji¢ N., Jovi¢ — Bogdanovi¢ A. Reko K. 2014., ,,Crisis and resource allocation®, Ni$, Drustvo
ekonomista, Ekonomika, br 2, 93.
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not certain as to how they can measure their engagement: only 36% state that companies
in which they are employed have the metric system for monitoring overall progress of
digitized program.

High Expectations and Continuous Investment

Leaving challenges aside, executive directors remain pushy when it comes to
digital business: 65% of them state that they expect growth in company’s business and
growth in income in the following three-year period, which is similar to results made in
the previous five years. Executive directors are far more positive than other managers,
and more than one fifth of them state that they expect increase in income through digital
business for more than 30% in the next three years. Once asked about their expectations
when it comes to top digital business, directors of cooperating enterprises are even
more optimistic than those who lead consumer related enterprises, probably due to the
increased consumer’s expectations, price transparency and competitive pressures they
have to handle. While the examinees are aware of the value of all five trends, they
hope that greater increase of value will come from engaging consumers in relation to
other trends: directors who expect increase of income from digital business attribute
most of this increase to digital engagement of consumers (Appendix 5). Amongst those
who expect negative impact on company’s revenues, the largest number states that it
is all related to the inability to respond to frequent changes in customer’s behavior and
expectations.

The directors say that their companies continue to seriously invest in their digital
programs — and that, on average, they expect higher spending in relation to last year’s
results. There are clears differences in the comparison by region: examinees from North
America, for example, say that their companies invest on a level much higher than in
other regions, including Europe, where companies usually manage to go ahead with
North America (Appendix 6). However, currently around one third of managers say that
their companies spend an appropriate sum of money on digital resources and many of
them are worried that it just is not enough of investment in these programs.

Still, the examinees think that their companies have a long way to go in order
to achieve their goals for digital business. 57% state that only a quarter of a vision for
their digital programs has been achieved, and only 40% say that digital efforts made by
their organizations have has a measurable effect on their business. Directors say that
their enterprises have spent sufficient sum of money on digitization, they report that the
impact on their business was higher (60%), as well as those who say that their companies
have crossed more than half of the way towards their vision (56%), but they do add that
there still is room for improvement.
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% examinees n = 850

The highest managing level is interested or wants to
change the practice related to initiative

Inner leadership

Accordance between organizational structure and
objectives of the initiative

Good governance and appropriate organizational
support to the initiative

The ability to adapt to experimental situations, which
allows for practice of application of certain procedures
(a rapid cycle of “test and learn” which enables rapid
redefining of the initiative)

Availability of technical talent (IT expert or person
with required skills and knowledge)

Quality of data

The revised business process leading to the adoption
of potential initiatives

Availability of functional talent (digital marketing
experts, analysts)

Technological structure and data systems
The opportunity to influence and monitor shifts in

customer’s expectations, all related to the initiative

Ability to be updated with rapid changes in activities
needed to achieve objectives of the initiative

Appendix 4

Factors that contribute the success the most, or factors that contribute
to failure in company’s efforts in digitization initiatives

Success factors Failure factors
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It is necessary to find true “digital leaders”. Leadership is the most significant
factor for success or failure of digital programs. The increased participation of the
highest level of leadership (C level) is a positive sign, especially establishing the position
of head “digital expert”, which is the leading indicator for increasing the development
speed. This development needs to be continuous if the companies want to meet the high

demands of digitization.
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Appendix 5

n=>568 % of the expected increase of income related to digital business, which
can be contributed to 5 digital trends'*

O anahytical Wols and advanosd anaytics

digital innoncations af

modelsor business analytical tools and B digital customer cngagement
madels, 20 advanced analytics, 19

O digital engagement of employees,
supgliers and business partners.
aulomalion, 15

digital customer

engagement, 21 O automation
digital engagement of
employees, suppliers B digital innovations o moededs or business
and business pariners, modeds

Tie
Appendix 6

% examinees per region

Expected fraction of the total cost based on the initiative of the digital business in the previous fiscal year
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14 The numbers do not add to the total sum of 100% due to rounding.
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Guidelines

When it comes to digitization, not only is it important to find the right leader, but it
is equally as important to establish appropriate goals and maintain a clear and not overly
enthusiastic vision. The leaders will have to cross this road carefully, constantly keeping
in mind reports on organizational, technical and cultural level.

It is hardly surprising that the participants of the survey — the examinees have
expressed their doubts in regards to finding appropriate talents their companies need to
find and implement within the process of achieving their “digital” objective. Technical,
functional and business skills are of great importance for digital programs. We have
already witnessed several companies using the “acqui-hiring” systems (employing entire
small enterprises along with their employees, not only their products) in their practice
when it comes to high technologies. However, finding and employing talents is merely a
part of solution, and regardless of where the talent comes from, further development and
retention of quality is equally as important for the retail market.

Conclusion

Consumers’ needs and demands dictate the pace and direction that the whole
society, and the economy in its scope, will move into. While in the classic business
is based on vendor-buyer relation, on which one can build a specific bond of trust and
closeness, in the digital eras these relations cease to exist, so attracting and engaging
customers, aiming to become successful, and further to increase revenues, which is
an incredibly difficult task, and where the digital marketing plays a really important
role. Accomplishing this task is extremely complicated, and it consists of combining
technologies, information processes, people, resources and processes.

Massive use of the internet has contributed to developing new business technologies
and tools. The prospect of direct and targeted contact and addressing the costumers is an
exceptional privilege, one that can be used to increase the company’s capital. Innovation
and tact are also of great importance. There are new experts in the fields of marketing,
design, as well as in basic computer sciences and programming. We can freely say that
this is an era of new business phases, which has completely new dimensions of work and
approach to customers. What is constantly monitored are the needs, changes in trends,
and in parallel to them the technology needs to be developed, in this case the digital one,
which will be able to satisfy all demanding clients.

Therefore, one of the key areas of the management process is related to
informatics — to IT systems. It is not enough to exhaust oneself with analyzing necessary
information that management needs in order to make appropriate managing decisions,
but it is necessary include information processing by means of information technology.
This necessity derives from undisputed premise that information has become an integral
part of all economic and sociological activities. Given that the scope of information
in management is almost unlimited, the top management needs to define informational
system for different hierarchical levels or in specific functional areas (technical function,
finance, commerce, human resource development function etc).

The biggest mistake Serbian businessmen make is that they are not trained to
use modern technical aids, primarily computers, electronic devices, appliances and
other devices. It is a mistake that pays a high price, especially in communications and
negotiations with foreign managers. It is difficult to manage business in old school and
inadequate ways. It is extremely difficult to be an equal partner in business relations with
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computerized management of developed market economies. Managers from developed
economies do not make that mistake. They are equipped with the so-called computer
backpack, which consists of: phone, fax, computer, telex, the ability to use e-mail etc.
foreign managers simply cannot perform their duties effectively without these technical
aids. This way they increase their managerial powers.

McKenzie’s research led to conclusion that directors and managers are more
and more engaged, and that their companies investing increasing efforts towards the
achievement of digitization in business. Directors are satisfied with the market success of
their companies, and the way managers handle their own working duties. It is important
to find the right talent, regardless of where it comes from, because only with real talent
one can achieve real success. Looking ahead, companies oriented towards digitization
have great chance of success; they are close to their desired objectives.

The secret of success in this field lies in harmonization of the organization with desired
objectives, employing appropriate talented people, capable of properly managing processes,
and in investing the right amount of funds. As the key factor of success (as well as failure)
in introducing digitization in their companies the examinees name support provided by
senior management, given the fact that they are the ones who have the capacities to support,
promote and push this process to the very end. The companies that have proven to be very
successful have developed a new managing position — CDO (Chief Digital Officer), which
indicates the importance of the digitization process. Research shows that companies that have
introduced this position, and in doing so given proper significance to this process, resulted in
significantly higher percentage of digitization than those which have not done that.
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Abstract

Subject of this paper is to introduce the concept of globalization in general, and
the possibility of making different strategies of development of this sector in Serbia.
1t also states the importance of the establishment of the World Trade Organization
(WTO), which can be said with certainty that it is initiator of the globalization
of all sectors of the economy. The aim of the study was to determine the strength
of the globalization on agriculture in Serbia. Finally, given is the production of
selected vegetables (potatoes, beans, peppers and tomatoes) in Serbia in the period
2000 - 2012 total and by population. Research methods are based on a literature
search of specify themes, consultation with experts in agriculture and application
of mathematical and statistical methods (rate of change).
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YTHIAJ DIOBAJIM3ALNIE HA TIPOV3BOIILY
TMIOBPTAPCKMX KYJITYPA ITO CTAHOBHHUKY
Y CPBHJH (2000-2012)

Ancrpakr

TIpeomem paoa je ysoherve y nojam 2nobanusayuje yonwme, Kao u mocyhnocmu
uzpade paznuuumux cmpamezuja paseoja nomenymoe cekmopa y Cpouju. Hasoou ce
u 3Hauaj ocuusarva Ceemcke mpeogurcke opeanuzayuje (CTO) 3a kojy ce mooice ca
cueyprowthy pehu 0a je unuyujamop enobanuzayuje ceux cexmopa npuspeoe. Lluw
paoa je da ce ymepou jauura 2nobanusayuje Ha nowonpuspedy Cpouje. Hanocnemxy,
dama je npouseoora U3aOPAHUX NOSPMAPCKUX KYIMYypd (KPOMRUD, NACY/b, NANPUKA U
napaoajz) y Cpouju y nepuody 2000 — 2012 yxynrno u no 6pojy cmanosnuxa. Memoode
UCMPAdICUBArba Cy 3aCHOBAHE HA NPEMPAdCUBaryy Tumepamype u3 3aoame oonacmu,
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Introduction

Globalization is a process or a set of processes that include transformation in
the spatial organization of social relations and transactions. The process of transition
changes is usually followed by a series of negative consequences of which are regular:
the emergence of the recession, social insecurity, reducing the number of employees,
social stratification, corruption, a drastic drop in living standards and others. The main
initiator of global trade and globalization in general is the World Trade Organization
(WTO). WTO is committed to removing all obstacles to achieve free trade, and thus
to remove all economic borders between nations. Keeping in mind that the general
globalization includes all sectors of the economy, accordingly and agriculture found in the
globalization process. From the overall agricultural production was analyzed production
of selected vegetables: potatoes, beans, peppers and tomatoes. Analysis of the sown
area under mentioned vegetable crops and production given per capita and the period of
analysis is 2000-2012. Display table refers to the fact that the population of Serbia, year
after year decreased steadily. The thirteen-year reporting period the population decreased
by 317.269 (with 7,516,346 in 2000 to 7,199,077 in 2012), ie. averaged 24,405 less per
year. Natality rate is 9.3 %o and 14.2 %o mortality rate. Areas under selected vegetable
crops are constantly varied, with a significant decrease of surface, especially from 2010-
2012. These results show that although the number of inhabitants decreased, the area
under arable land have remained unchanged or decreased again, but this reduction was
not any faster than the population decline. However, in those years in which the total
production of crops grew, grew and production per capita, which is contradictory to the
fact that the population is declining. Thus, the decline in production povtarskih culture
was negligible compared to the population decline.

Definition of globalization

Many scientists (domestic and foreign) point out different views and definitions of
globalization. Tkerd (2004) states that globalization means global ecosystem and the market
in which we can not influence. Lovre et al. (2011) point out that globalization is a process and
a set of processes that include transformation in the spatial organization of social relations
and transactions. Vojnovic et al. (2006) thinking that it can not avoid the fact that most of
the national economy have led themselves in a very unfavorable economic conditions in
which they should be out, so unless outside help is often no alternative. The process of
transition changes is usually followed by a series of negative consequences of which are
regular: the emergence of the recession, social insecurity, reducing the number of employees,
social stratification, corruption, a drastic drop in living standards and others. Kosti¢ (2013)
states that globalization tends economic and information exchange, evens various cultural
institutions, the mobility of people and so on. In the service of promoting globalization are
used in fashion, education, sport, tourism and the like. It also states that globalization has
entered the sovereignty of states, which sharpens the problem of national identity.

The importance of establishing the World Trade Organization (WTO)
The World Trade Organization (WTO) is dedicated to eliminating all obstacles

to achieve free trade, and thus to remove all economic borders between nations. When
economic boundaries are removed, the cultural boundaries to become clouded, and the
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ecological limits will remain open to economic exploitation. Cultural and ecological
diversity are considered as obstacles to economic progress. Thus, the global economy
will allow greater geographic specialization, greater standardization of processes and
products and enable global corporations to achieve even greater economies of scale
(Ikerd, 2004). In the global agricultural economy, small farms will be replaced by large
farms, which will be controlled by large multinational corporations. Small farmers
simply can not compete on a free market global economy.

Access to global agricultural development of Serbia

Cvetkovic et al. (2008) suggest that further development of Serbia calls for a
new system of development. The main changes that contribute to global agricultural
development are reflected in the implementation of market liberalization and ownership
transformation of enterprises. For Serbia to enter the second phase of the transition
process, primarily has to complete the process of liberalization and privatization and to
create macroeconomic stability. According to projected developments, Serbia and the
agricultural sector are on totally opposite sides. The basic determinants of agro Serbia
are (Cvetkovic et al., 2008):

»  general financial exhaustion;

* lack of working capital and investment funds;

* lack of organization;

*  incoherence and fragmentation of business entities agriculture;

* low productivity and competitiveness, and the like.

Although the share of agriculture in GDP high, this can not be attributed to good
condition in agriculture, but also to other parts of the economy in crisis for many years.
In order to increase the competitive advantages of domestic agricultural products is
necessary to define competitive strategy. According to Cvetkovic et al. (2008) ,, Strategy
competitiveness of agro-industry should be included in all levels to achieve cost, price
competitiveness and product quality.” So, domestic agricultural enterprises should
comply with international business standards and to break with the politics of protection,
but to improve and modernize the facilities for the production of healthy food.

Vegetable production per capita in Serbia (2000 —2012)

In this section, it shall first be referred to the basic characteristics of selected
vegetables: potatoes, beans, peppers and tomatoes.

Potatoes are native to the western parts of South America, where it is cultivated
since ancient times. Potato is an important food crop and the volume of production in
the world is in the range with rice, wheat and corn. Potato production on a worldwide
basis is constantly increasing. Due to rapid economic development of China, India and
Brazil, developing countries constants recorded an increase in production. Today the
world leader in the production is China with 72,000,000 in 2007. The Republic of Serbia,
potatoes are sown on 87,000 ha, of which Central Serbia to 67,000 ha, and 20,000 ha of
AP Vojvodina (http://www.poljoberza.net/AutorskiTlekstoviJedan.aspx?ime=PG022_la.
htm&autor=7).

Bean is the most famous and the most widespread legume in the world as a
vegetable crop belongs to the group of grain legumes. Beans are definitely the most
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popular legume, brought from America to Europe in the 16th century, along with potatoes
and corn. None of vegetable crops, except potatoes, did not develop much variety and
variations as beans. The largest producers are India, China, Indonesia, Brazil and the
United States. In Serbia beans as main crop grown on an average of 24,000 ha, with an
average yield of about 1.3 t/ha. Than that in Central Serbia on 16,000 ha in AP Vojvodina
on 7,000 ha. The importance of beans as vegetables in nutrition of our population is
large. The average annual consumption per capita in our country is more than 10 kg
(http://'www.tehnologijahrane.com/tehnologijavoca-i-povrca/pasulj).

Pepper is mainly produced from seedlings and less direct sowing, except spicy pepper
that is produced mainly by direct sowing. Technologically mature fruits are used in fresh,
processed or preserved state. Leading countries in the production peppers are Spain, China,
Italy, USA, Bulgaria, Hungary and others. In our country, grown on 19,000 ha, while in Central
Serbia to 15,000 ha and AP Vojvodina on 5,000 ha. Pepper is one of the most cultivated and the
most profitable crops, used in technological and physiological maturity, with spice is used for
the production of ground pepper. Grown in the open field and greenhouse (Kijajic et al., 2013).

Tomato is one of the most important types of vegetables to the global scale and in
our country. In our climate tomato production is carried out in protected areas (tunnels,
greenhouses) and in the open field growing from transplants or direct seed sowing at
a fixed place. Growing tomatoes for fresh consumption to the greatest extent is (95%)
performed over the production of seedlings, while the industrial tomato products usually
direct seed sowing. In our country, grown on 21,000 ha, while in Central Serbia on about
15,000 ha and AP Vojvodina, about 6,000 ha (Kljajic¢ et al., 2013).

The movement of population in Serbia (2000-2012)

Population censuses are the primary source of statistical information on the number,
territorial distribution and main characteristics of persons and households in the Republic
of Serbia. According to data from vital statistics in 2012, the population growth rate is -4.9
%o. The rate of population growth is 9.3 %o and 14.2 %o mortality rate. Republic Statistical
Office since 1999 does not have specific data for AP Kosovo and Metohia, so they are not
included in the data for the Republic of Serbia (total). The population of Serbia has registered
a permanent decrease. Change in population is caused by the migration.In the period from
2002 to 2012, the number of population decreased by near 300, 954, the average annual
growth rate was —4.0per 1.000 inhabitants. (Statistical Yearbook, 2013). The following is a
tabular overview of the number of population in Serbia in the period 2000-2012 (Table 1).

Table 1: Number of population in Serbia (2000-2012)

Year Number of population
2000 7,516,346
2001 7,503,433
2002 7,500,031
2003 7,480,591
2004 7,463,157
2005 7,440,769
2006 7,411,569
2007 7,381,579
2008 7,350,222
2009 7,320,807
2010 7,291,436
2011 7,234,099
2012 7,199,077

Source:Statistical Office of the Republic of Serbia (2007, 2013): Statistical Yearbook, Belgrade
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Table display 1 indicates that the population of Serbia, year after year decreased
steadily. The thirteen-year reporting period the population decreased by 317,269 (with
7,516,346 in 2000 to 7,199,077 in 2012), ie. an average of 24,405 or less per year. This
information may be referred to the conclusion that the annual emptied a village or a
small town. The reasons for the decline in this number can be manifold: the mortality
rate is higher than the birth rate, going abroad, many families with only one child, and
the like. So, in 2012 there is 4.22% less population than in 2000. Tabular overview of
population per year will be the basis for the calculation of many other indicators that
will be analyzed in the remainder of this paper. Depending on the movement of the
population will depend on the results obtained.

Production of selected vegetable crops in Serbia per
capita (2000-2012)

Next table (Table 2) analyzed the arable field by way of using per capita for the
period 2000-2012.

Table 2: Arable field by way of using per capita (2000-2012)

Year Total Tutal’per Cereals Cereale PEr ndustrial crops| [ndustrial c Tops| Vegetable X:f::i:’el: Fodder cf::sd ;:r
capita capita per capita crops capita crops capita
2000 | 3,214,000 043 2,057,000 0.27 363,000 0.05 313,000 0.04 480,000 0.06
2001 | 3,243,000 043 2,128,000 0.28 323,000 0.04 312,000 0.04 481,000 0.06
2002 | 3,190,000 043 2,102,000 0.28 328,000 0.04 293,000 0.04 466,000 0.06
2003 | 3,171,000 0.42 1,997,000 0.27 420,000 0.06 291,000 0.04 463,000 0.06
2004 | 3,165,000 042 2,020,000 0.27 389,000 0.05 292,000 0.04 464,000 0.06
2005 | 3,132,000 0.42 1,972,000 0.27 414,000 0.06 285,000 0.04 461,000 0.06
2006 | 3,067,000 041 1,888,000 0.25 436,000 0.06 284,000 0.04 458,000 0.06
2007 | 3,095,000 042 1,943,000 0.26 413,000 0.06 282,000 0.04 457,000 0.06
2008 | 3,099,000 0.42 1,937,000 0.26 416,000 0.06 281,000 0.04 466,000 0.06
2009 | 3,089,000 0.42 1,956,000 0.27 403,000 0.06 276,000 0.04 455,000 0.06
2010 | 3,066,000 042 1,894,000 0.26 439,000 0.06 273,000 0.04 460,000 0.06
2011 | 3,067,000 0.42 1,911,000 0.26 429,000 0.06 272,000 0.04 455,000 0.06
2012 | 3,060,000 043 1,919,000 0.27 421,000 0.06 264,000 0.04 456,000 0.06

Source:Statistical Office of the Republic of Serbia (2003, 2007, 2010, 2013): Statistical
Yearbook, Belgrade

During the period, the total arable field have varied. Had the highest value in 2001
(3,243,000 ha), and the lowest in 2012 (3,060,000 ha). Although the population declined
in the analyzed years, arable land has not changed significantly. So, in 2012, under
arable fields was 5.64% less area compared to 2001. However, in the years between
2001 and 2012, the total area of arable field has decreased and increased, as shown in
tables. Availability of arable land population was in the range 0.41 - 0.43 ha per capita.
The smallest area of arable field to population is calculated for 2006 (0.41 ha per capita).
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This year is the strongest decline in the total area of arable field compared to the previous
year (2005). These results show that although the number of inhabitants decreased, the
area under arable field have remained unchanged or decreased again, but this reduction
was not any faster than the population decline. The reasons for the increase of arable
field are the result of the conversion of land that had previously been for other purposes
(meadow, pasture, orchard, vineyard) and after conversion influenced the growth of the
total area of arable field. In Table 3 are displayed sown areas of selected vegetable crops
per capita (2000-2012).

Table 3: Sown areas of selected vegetable crops per capita (2000-2012)

Year Potatoes Po‘?:::;per Bean Bean per capita Pepper Pepper per capita| Tomatoes To";:‘;;: per
2000 94,000 0.013 27,000 0.004 20,000 0.003 21,000 0.003
2001 94,000 0.013 25,000 0.003 19,000 0.003 21,000 0.003
2002 91,000 0.012 25,000 0.003 19,000 0.003 21,000 0.003
2003 88,000 0.012 25,000 0.003 20,000 0.003 21,000 0.003
2004 89,000 0.012 24,000 0.003 20,000 0.003 21,000 0.003
2005 85,000 0.011 23,000 0.003 19,000 0.003 20,000 0.003
2006 84,000 0.011 23,000 0.003 19,000 0.003 21,000 0.003
2007 81,000 0.011 23,000 0.003 19,000 0.003 21,000 0.003
2008 81,000 0.011 21,000 0.003 19,000 0.003 20,000 0.003
2009 78,000 0.011 21,000 0.003 19,000 0.003 20,000 0.003
2010 77,000 0.011 20,000 0.003 18,000 0.002 20,000 0.003
2011 78,000 0.011 20,000 0.003 18,000 0.002 20,000 0.003
2012 75,000 0.010 19,000 0.003 18,000 0.003 20,000 0.003

Source:Statistical Office of the Republic of Serbia (2004, 2009, 2011, 2013):
Statistical Yearbook, Belgrade

During the period, sown areas under potafoes have varied. Had the highest value in
2000 and 2001 (94,000 ha) and the lowest in 2012 (75,000 ha). Although the population
declined in the analyzed years, sown area under potatoes has declined slowly from
population declines. So, in 2012 the potatoes was 20.21% less area compared to 2001.
However, in the years between 2001 and 2012, the total area under potatoes has decreased
and increased, as shown in tables. Availability of land under potatoes per capita ranged
from 0.010 to 0.013 ha per capita. The smallest area under potatoes-to-population was
calculated for the year 2012 (0.010 ha per capita). The most pronounced decline in area
under potatoes was recorded in 2005 compared to the previous year (2004). These results
show that although the number of inhabitants decreased, the area under potatoes have
remained unchanged or decreased again, but this reduction was not any faster than the
population decline. The reasons for the increase in the area under potatoes are the result
of the conversion of land that had previously been for other purposes (meadow, pasture,
orchard, vineyard) and after conversion influenced the growth of the above mentioned
areas. During the period, the sown area under beans tended permanent decrease. Had
the highest value in 2000 (27,000 ha) and the lowest in 2012 (19,000 ha). Although
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the population declined in the analyzed years, sown area under beans has declined
slowly from population declines. So, in 2012, under the beans was 29.63% less area
compared to 2000. Thus, in the years between 2000 and 2012, the total area under beans
exclusively was decreasing. Availability of land under beans per capita was 0.003 ha .
The most pronounced decline in the area under beans was recorded in 2008 compared
to the previous year (2007). These results show that although the number of inhabitants
decreased, the surface of the beans have remained unchanged or decreased again, but this
reduction was not any faster than the population decline. During the period, the sown
area under peppers have varied. Had the highest value in 2000, 2003 and 2004 (20,000
ha) and the lowest in 2010, 2011 and 2012 (18,000 ha). Although the population declined
in the analyzed years, sown area under pepper declined more slowly than the population
decline. So, in 2012 under the pepper was 10.00% less area compared to 2000. Thus, in
the years between 2000 and 2012, the total area under pepper growing and declining.
Availability of the area under pepper per capita was in the range 0.002-0.003 ha. These
results show that although the number of inhabitants decreased, the area under arable
field have remained unchanged or decreased again, but this reduction was not any faster
than the population decline. During the period, sown areas under tomatoes were not
significantly changed. Had the highest value in 2000 (21,000 ha) and the lowest in 2012
(20,000 ha). Although the population declined in the analyzed years, sown area under
tomato has declined slowly from population declines. So, in 2012 the tomato was 4.76%
less surface area compared to 2000. Thus, in the years between 2000 and 2012, the total
area under tomatoes varied. Availability of land under tomato per capita was 0.003 ha
(as with beans). The most pronounced decline in the area under tomato has not been
recorded. These results show that although the number of inhabitants decreased, the area
under tomatoes are remained unchanged or decreased again, but this reduction was not
any faster than the population decline. Table 4 will show achieved production of potatoes
(kg) in Serbia per capita (2000-2012). However, the sown area (ha) and yield (kg/ha) will
not be presented to the population due to the large range of values, and the results will
not be adequate.

Table 4: Achieved production of potatoes (kg) in Serbia per capita (2000-2012)

Year Area harvested (ha) Production (kg) Pmducct“i:;?tg(g) per Yield (kg/ha)
2000 93,897 620,923,000 83 6,600
2001 93,554 1,015,017,000 135 10,900
2002 91,199 917,579,000 122 10,100
2003 88,131 679,309,000 91 7,700
2004 89,050 975,090,000 131 11,000
2005 85,034 969,562,000 130 11,400
2006 84,434 930,305,000 126 11,000
2007 81,379 743,282,000 101 9,300
2008 81,172 843,545,000 115 10,400
2009 78,169 898,282,000 123 11,500
2010 76,675 887,363,000 122 11,600
2011 78,377 891,513,000 123 11,400
2012 75,449 577,966,000 80 7,700

Source:Statistical Office of the Republic of Serbia (2004, 2009, 2011, 2013): Statistical
Yearbook, Belgrade
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Harvested area under potatoes has the highest value in 2000 (93,897 ha), while
the lowest was in 2012 (75,449 ha). Percentage decline in areas between 2000 and
2012 was 19.65%. Potato production has the highest value in 2001 (1,015,017,000
kg), although the surface was lower (93,554 ha) compared to 2000, when production
was lower (620,923,000 kg). The minimum value of potato was produced in 2012
(577,966,000 kg). Percentage decline in output between 2001 and 2012 was 43.06%,
which is almost twice less produced than in 2001. Potato production is expressed in kg/
per capita was the highest value in 2001 (135 kg/per capita), and the lowest in 2012
(80 kg/per capita). Percentage decline in the production per capita between 2001 and
2012 was 40.74%. It is notable that although the population steadily declined, output per
capita is varied. However, in those years in which the total production of potatoes grew,
grew and production per capita, which is contradictory to the fact that the population
is declining. Thus, the decline in potato production was negligible compared to the
population decline. Yield of potatoes (kg/ha) had the highest value in 2010 (11,600 kg/
ha) and lowest in 2000 (6,600 kg/ha). The percentage decrease in the yield of potatoes
between 2000 and 2006 was 43.1%, which is almost twice less produced than in 2000.
These facts are contradictory, because the yield was the highest in years when production
and harvested area did not have the greatest value. Explanation for the rise in yields on
the influence of favorable natural conditions in 2010 and a growing awareness of farmers
for doing this type of farming.

Table 5 will show achieved production of beans (kg) in Serbia per capita (2000-
2012). However, the harvested area (ha) and yield (kg/ha) will not be presented to the
population due to the large range of values, and the results will not be adequate.

Table 5: Achieved production of beans (kg) in Serbia per capita (2000-2012)

Year Area harvested (ha) | Production (kg) Produc::;:;ikg) per Yield (kg/ha)
2000 26,475 32,409,000 431 600
2001 25,326 60,521,000 8.07 1,200
2002 25,042 56,592,000 7.55 1,100
2003 25,102 45,023,000 6.02 800
2004 24,383 59,939,000 8.03 1,200
2005 23,162 58,726,000 7.89 1,300
2006 22,678 54,585,000 7.36 1,200
2007 22,405 39,224,000 5.31 900
2008 21,366 42,183,000 5.74 1,100
2009 21,202 46,337,000 6.33 1,200
2010 20,268 43,237,000 5.93 1,200
2011 19,555 39,508,000 5.46 1,200
2012 18,851 26,849,000 3.73 1,000

Source:Statistical Office of the Republic of Serbia (2004, 2009, 2011, 2013): Statistical
Yearbook, Belgrade

Harvested area under beans had the highest value in 2000 (26,475 ha), while the
lowest was in 2012 (18,851 ha). Percentage decline in areas between 2000 and 2012 was
28.8%. Production of beans had the highest value in 2001 (60,521,000 kg), although
the surface was smaller (25,326 ha) compared to 2000, when production was lower
(32,409,000 kg). The minimum value of the beans were produced in 2012 (26,849,000
kg). Percentage decline in output between 2001 and 2012 was 55.64%, which is twice
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less produced than in 2001. Production of beans is expressed in kg/per capita was the
highest value in 2001 (8.07 kg/capita), and the lowest in 2012 (3.73 kg/capita). Percentage
decline in the production per capita between 2001 and 2012 was 53.78%. It is notable
that although the population steadily declined, output per capita is varied. However, in
those years in which the total production of beans grew, grew and production per capita,
which is contradictory to the fact that the population is declining. Thus, the decrease
bean production was negligible compared to the population decline. Yield of bean (kg/
ha) had the highest value in 2005 (1,300 kg/ha) and lowest in 2000 (600 kg/ha). The
percentage decrease in the yield of beans between 2000 and 2006 was 53.85%, which is
almost twice less produced than in 2000. These facts are contradictory, because the yield
was the highest in years when production and harvested area did not have the greatest
value.

Table 6 will show achieved pepper production (kg) in Serbia per capita (2000-
2012). However, the harvested area (ha) and yield (kg/ha) will not be presented to the
population due to the large range of values, and the results will not be adequate.

Table 6: Achieved peppers production (kg) in Serbia per capita (2000-2012)
Production (kg) per

Year Area harvested (ha) Production (kg) capita Yield (kg/ha)
2000 19,887 137,392,000 18.28 6,900
2001 19,411 132,474,000 17.66 6,800
2002 19,460 144,446,000 19.26 7,400
2003 20,019 141,923,000 18.97 7,100
2004 19,760 143,649,000 19.25 7,300
2005 19,181 151,821,000 20.40 7,900
2006 19,416 177,255,000 23.92 9,200
2007 19,252 150,257,000 20.36 7,800
2008 18,827 151,317,000 20.59 8,000
2009 18,541 171,366,000 23.41 9,200
2010 18,475 154,953,000 21.25 8,400
2011 17,888 145,206,000 20.07 8,100
2012 17,480 130,104,000 18.07 7,400

Source:Statistical Office of the Republic of Serbia (2004, 2009, 2011, 2013): Statistical
Yearbook, Belgrade

Harvested area under pepper had the highest value in 2003 (20,019 ha), while the
lowest was in 2012 (17,480 ha). Percentage decline in areas between 2003 and 2012 was
12.68%. Pepper production had the highest value in 2006 (177,255,000 kg), although
the surface was smaller (19,416 ha) compared to 2000, when production was lower
(137,392,000 kg). The minimum value produced peppers was in 2012 (130,104,000 kg).
Percentage decline in output between 2006 and 2012 was 26.6%. Pepper production,
expressed in kg/per capita the highest value was in the year 2006 (23.92 kg/capita),
and the lowest in 2001 (17.66 kg/capita). Percentage decline in the production per
capita between 2001 and 2012 was 26.17%. It is notable that although the population
steadily declined, output per capita is varied. However, in those years in which the total
production peppers grew, grew and production per capita, which is contradictory to the
fact that the population is declining. Thus, the decline peppers production was negligible
compared to the population decline. Pepper yield (kg/ha) had the highest value in 2006
and 2009 (9,200 kg/ha) and lowest in 2001 (6,800 kg/ha). The percentage decrease in the
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yield peppers between 2006 and 2009 was 26.09%. These facts are agreed, because the
yield was the highest in a year when production recorded the highest value, but sowing
area had the highest value.

Table 7 will be displayed achieved production of tomatoes (kg) in Serbia per capita
(2000-2012). However, the harvested area (ha) and yield (kg/ha) will not be presented
to the population due to the large range of values, and the results will not be adequate.

Table 7: Achieved production of tomatoes (kg) in Serbia per capita (2000-2012)

Year Area harvested (ha) Production (kg) Producctiglilt;kg) per Yield (kg/ha)
2000 20,969 160,056,000 21.29 7,600
2001 20,856 175,184,000 23.35 8,400
2002 21,177 199,184,000 26.56 9,400
2003 21,209 163,606,000 21.87 7,700
2004 20,855 184,688,000 24.75 8,900
2005 20,428 169,076,000 22.72 8,300
2006 20,947 189,222,000 25.53 9,000
2007 20,583 152,005,000 20.59 7,400
2008 20,309 176,501,000 24.01 8,700
2009 19,921 189,353,000 25.87 9,500
2010 20,181 189,412,000 25.98 9,400
2011 20,229 198,677,000 27.46 9,800
2012 19,338 155,663,000 21.62 8,100

Source:Statistical Office of the Republic of Serbia (2004, 2009, 2011, 2013): Statistical
Yearbook, Belgrade

Harvested area under tomato has the highest value in 2003 (21,209 ha), while the
lowest was in 2012 (19,338 ha). Percentage decline in areas between 2003 and 2012 was
8.82%. Tomato production has the highest value in 2002 (199,184,000 kg), although the
surface was smaller (21,177 ha). The minimum value of tomatoes were produced in 2007
(152,005,000 kg). Percentage decline in output between 2007 and 2012 was 23.69%.
Tomato production is expressed in kg/per capita the highest value was in the year 2011
(27.46 kg/per capita), and the lowest in 2007 (20.59 kg/per capita). Percentage decline in
the production per capita between 2007 and 2011 was 25.02%. It is notable that although
the population steadily declined, output per capita is varied. However, in those years
in which the total tomato production grew, grew and production per capita, which is
contradictory to the fact that the population is declining. Thus, the decline in production
of tomatoes was negligible compared to the population decline. The yield of tomatoes
(kg/ha) had the highest value in 2011 (9,800 kg/ha) and lowest in 2000 (7,600 kg/ha).
The percentage decrease in the yield of tomato between 2000 and 2011 was 22.45%.
These facts are contradictory, because the yield was the highest in years when production
and sowing area did not have the greatest value.

Conclusion
For further functioning of the national economy in a globalized environment, it is

necessary to transform the ownership of companies. In the global agricultural economy,
small farms will be replaced by large farms, which will be controlled by large multinational
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corporations. Small farmers simply can not compete in a free market global economy.
Organizations that wish to remain competitive at the international level must establish,
document, implement and maintain a quality management and continually improve its
effectiveness. A number of companies in the agricultural sector of Serbia technological lags
behind developed countries, so that investment in technology, the initial condition for gaining
competitiveness itself on the market requirements of the above international standards. Further
development of Serbia calls for a new system of development. This applies particularly to
agricultural products, ie. in the production of wine. For Serbia significance is the introduction
products with protected geographical origin, which is a measure of the quality of the product.

Analysis of the production of selected vegetable crops per capita indicates that
production varied in some years (notably declined in the period from 2010 to 2012)
and the population steadily declined. Thus, the production decline has been slower
than population decline. Generally, the reduction of surface with a constant decrease in
the population is proportional to each other. However, in this case, unchanged surface
causes an increase in production, and run by residents who falls resulting in an increase
in production per capita, which is totally paradoxical.

In the future, to improve the growth of vegetable production in total and per capita,
it is essential that the Ministry of Agriculture, institutes, agencies and other relevant
institutions to collect and process data, their activities more focus on small farmers
and allocate more funds (premium, subsidies and other incentives) and the picture of
agricultural production will be better.
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Abstract

This paper analyses the fluctuation of interest on the public debt, as one of the oldest
kinds of transfers which is closely related to the indebtedness of the state. The analysis
of the expenditure dynamics for interest on public debt covers the period between
2003 and 2013. The goal of this research is to point out the efficiency of the activity of
the economic policy within the analyzed period based on the relative changes in the
transfer volume and the structure of the interest repayment, as well as to make certain
projections for the future. Based on the analysis conducted, it was concluded that the
fall of economic activity in 2009 had a significant effect on debt, which caused a drastic
increase of the interest repayment transfers in the following years.
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JNHAMUKA OBUMA U CTPYKTYPE KAMATA
HA JABHU AYT PEIIYBJIMKE CPBUJE

AInCTpakT

Y 06om pady ce ananuzupa xpemarve xamama Ha jagnu Oye, Kao jeouwe 00
Hajcmapujux epcma mpancgepa Koja je ycko nose3ana ca 3a0yicusarbem opoicase.
Ananuza ounamuxe pacxooa 3a Kamame HA jasHu Oy nokpueéa nepuoo oo 2003.
2o0une 0o 2013. cooune. L{um ucmpasxicusarsa y 06om pady jecme 0d ce Ha OCHO8Y
PELAMUBHUX NPOMEHA, KAKO Y 00UMy mpancgepa Ha ume Ommniame Kamamad, mako u
¥V UX080] CIpYKmMypy, anu u npojexyuja 3a 6yoyhu nepuoo, ykasxce Ha egpukacHocm
AKMUBHOCMU  eKOHOMCKe NOAumuKe y auamusupanom nepuody. Ha ocnogy
CIPOBEOeHUX AHAU3A 3aK/BbYYEHO je 0a je nao exonomcke axmuenocmu y 2009.
200UHU UMAO 3HAYAJHOZ eheKma Ha 3a0VIcUsarse, Wmo je YCiosuno OpacmuyHo
nosehare mpancgepa Ha ume omniame Kamama y 200UHama Koje cieoe.

Kwyune peuu: kamame na jaguu dyz, uHoekcu, cmone pacma.

Introduction

The modern conditions characterized by the increase in public debt led to the
public debt policy being an important instrument influencing the economic policy. While
the fiscal and monetary policies influence the policy of income and expenditure, i.e. the
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changes in the level of money circulation, the technique of the public debt policy consists
of the changes in the public debt structure in terms of its maturity and ownership. The
public debt has a long-term influence on the accumulation and expenditure of future
generations, because the burden of financing the debt reduces the expenditure possibilities
of the population. The internal public debt requires paying interest to the owners of
bonds, which leads to imposing taxes that reduce the propensity for investment.

The public debt interest is one of the oldest kinds of transfers and is connected to
government borrowing. The reasons for government borrowing are numerous; however,
the effects of such government activities are much more important. Namely, this leads to an
outflow of capital accumulation from the indebted country into the creditor country, which
additionally implies negative effects on the present and future state of the public finances
and the economy as a whole. Apart from that, due to increased government borrowing in
the domestic market, the tax burden of the taxpayers will also increase in order for the state
to collect as much public income possible, so as to finance its obligations.

Furthermore, the negative effect of additional borrowing can affect the interest
rate fluctuation on the money market. By selling securities, the state mobilizes financial
resources from the money market, therefore disturbing the previous balance. That in turn
leads to a decrease in the money supply, which causes an increase in the interest rates, i.e.
the increase in the price of this production factor. This discourages business entities to
invest and leads to the effect of ,,crowding out investments®. These phenomena suggest
that the state needs to find a balance both in the income and the expenditure aspect of
its interventions in order to maintain the stability of the market. As far as public finance
transfers are concerned, one needs to consider both the positive and the negative effects
of active state interventions in order to conceive an action policy.

Another similar scenario which includes the influence of increased government
borrowing on the cost of capital can occur when the government directly borrows funds
from the central bank. This causes the primary issuing of money, which, as opposed to
the previously discussed situation, increases the money supply. However, this leads to
inflationary fluctuations, since there was an increase in monetary aggregates without the
simultaneous increase in the real sector. In other words, the newly created money supply
has no in-kind coverage. The result of that is an overall price increase, including the price
of production, which in turn causes an additional decrease in private investment, which is
another aspect of the negative effect of excessive government borrowing.

A significant portion of the public debt goes to state guarantees issued for public
enterprises. If enterprises are able to meet their obligations, these guarantees increase
the level of public debt, but require no additional funding. If enterprises are not able
to finance their obligations, these guarantees are activated and additional funds are
necessary to pay for the principal and the interest.

1. The analysis of the transfers for the interest
on the public debt of the Republic of Serbia

The analysis of the public debt interest is able to provide a conclusion whether the
observed country was able to devise a funding method that does not lead to additional debt.
Apart from the level and the structure of public debt, the expenditure on interest is influenced
by factors such as the exchange rate and the interest rate in the international market.

The analysis of the fluctuations in the interest transfer volume in the Republic of
Serbia refers to the 2003-2013 period. The analysis of the structure of these transfers
primarily considers:
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- Interest payments for domestic loans;

- Interest payments for foreign loans;

- Interest payments for activated guarantees; and
- Associated costs of borrowing

The fluctuation of expenditures for interest payment is conditioned by the
repayment plan for the principle and the interest on the debt. The volume of these
transfers and their share in overall public expenditure and the GDP from 2003 to 2013
are shown in Table 1.

Table 1. The volume of transfers for interest payment from 2003 to 2013

Interest payments . . .

v (interest amount in Share in overall Share in total Share in GDP
ear
. . transfers expenditure

millions of dinars)
2003 10,977.9 3.94% 3.44% 0.98%
2004 13,403.7 4.05% 3.56% 0.97%
2005 17,150.5 4.23% 3.69% 1.02%
2006 19,274.9 4.04% 3.39% 0.98%
2007 14,806.5 2.75% 2.27% 0.65%
2008 13,880.4 2.20% 1.87% 0.52%
2009 20,016.4 2.86% 2.25% 0.74%
2010 30,132.5 3.99% 2.85% 1.05%
2011 40,337.3 4.89% 3.45% 1.26%
2012 63,145.8 6.78% 4.90% 1.89%
2013 89,262.5 9.37% 6.39% 2.47%

Source: “Bilten Javnih finansija br. 119" (Bulletin of Public Finances No.
119),(July 2014), Ministry of Finance of the Republic of Serbia.

Expenditure for interest payments shows significant growth every year due to the
rapid public debt growth and the need to finance infrastructure projects with loans from
international financial institutions. The largest portion of the public debt of the Republic
of Serbia (71.7%) has a fixed interest rate, while a variable interest rate is associated with
28.3% of the overall public debt. Overall transfers regarding interests in 2013 are 8 times
larger as compared to 2003. The average annual expenditure growth rate regarding interest
in this period is 23.31%.Taking the analyzed period into consideration, 2007 and 2008
were the only years when a decrease in budget expenditure in this respect was recorded.

By analyzing the share of interest payment transfers in the GDP, it can be
concluded that they have increased by 152% in the observed period, i.e. in 2013 as
compared to 2003. The issue of the sustainability of public debt servicing is a complex
one and demands an elaborate analytical approach. The current relation between the debt
and the GDP is an important indicator which points to the necessity to find a solution for
the issue of sustainability, but it’s not crucial for the solution itself. The solution depends
on the influence of a series of factors in the current economic and development policy.”

The fluctuations of certain expenditure components for the interest payments in
the analyzed period are shown in Table 2.

2 Mardeti¢ M., Buri¢ O., 2012, Analiza duga Republike Srbije i njegove metodoloske odrednice
(The Analysis of the Debt of the Republic of Serbia and Its Methodological Guidelines), Economy
and Market Communication Review, edition 2, page 275.
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Table 2. Fluctuation of interest payment transfers in the Republic of Serbia
from 2003 to 2013in millions of dinars

Interest
The amount The amount .

Interest . . payments Associated
Year of interest on of interest on . .

payment . . for activated borrowing costs

domestic loans foreign loans
guarantees

2003 10,977.9 2,378.1 8,506.0 0.0 93.8
2004 13,403.7 2,122.6 11,751.0 -0.0 -469.9
2005 17,150.5 2,427.4 14,466.8 0.0 256.3
2006 19,274.9 2,316.0 16,386.6 207.5 364.8
2007 14,806.5 2,312.5 11,917.9 468.2 107.8
2008 13,880.4 948.2 11,118.8 1,793.3 20.1
2009 20,016.4 5,178.7 12,076.4 2,346.9 4144
2010 30,132.5 11,031.3 16,472.8 2,291.3 337.1
2011 40,337.3 18,707.2 18,757.5 2,582.6 289.9
2012 63,145.8 32,009.1 26,665.3 3,828.4 643.1
2013 89,262.5 46,039.1 35,987.6 6,431.1 804.6

Source: "Bilten Javnih finansija br. 119" (Bulletin of Public Finances No.
119),(July 2014), Ministry of Finance of the Republic of Serbia, Belgrade

After the analysis of the structure of the overall transfers, the conclusion can
be drawn that funds for wages and pensions are the only items whose amounts are
individually larger than that for interests. Through this policy, our country has reached
a situation where it has to introduce general austerity measures and raise taxes in order
to finance the interests, while simultaneously making a growing deficit, which in turn
requires additional borrowing, again raising the interest costs.>

A piece of information which also gives no cause for optimism is the structure of
expenditure regarding interest, whose fluctuations is shown in Table 3.

Table 3. The structure of expenditure regarding interest from 2003 to 2013

Year Interest payments Interest payments Interest payments for Associated
for domestic loans for foreign loans activated guarantees | borrowing costs
2003 21.66% 77.48% 0.00% 0.85%
2004 15.84% 87.67% 0.00% -3.51%
2005 14.15% 84.35% 0.00% 1.49%
2006 12.02% 85.02% 1.08% 1.89%
2007 15.62% 80.49% 3.16% 0.73%
2008 6.83% 80.10% 12.92% 0.14%
2009 25.87% 60.33% 11.72% 2.07%
2010 36.61% 54.67% 7.60% 1.12%
2011 46.38% 46.50% 6.40% 0.72%

3 http://www.balkanmagazin.net/finansije/cid135-82249/kamate-potapaju-budzet
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2012

50.69% 42.23% 6.06% 1.02%

2013

51.58% 40.32% 7.20% 0.90%

Source: “Bilten Javnih finansija br. 119" (Bulletin of Public Finances No. 119),(July

2014), Ministry of Finance of the Republic of Serbia, Belgrade

As can be seen from Table 3, from 2003 to 2010 the largest share of the transfers
regarding public debt interest were the transfers regarding foreign loan interest payments,
which is a consequence of loans with international financial institutions for the funding
of infrastructure projects. Their share was dominant in 2006, when it was as high as
85.02%. 2011 witnessed a balance between the shares of interest on foreign and domestic
loans, while interest payments for domestic payments became dominant in the following

years.

Upon observing the growth of certain categories in the public debt interest
structure, the following conclusions can be made:

Interest on domestic loans in the observed period has been on its lowest level
in 2008 (948.2 million dinars), while it reached its maximum in 2013 (46.039
billion dinars). The average annual growth rate of interest on domestic debt
in the analyzed period is 34.49%.

The amount of transfers for interest on foreign loans has risen from 8.506
million dinars in 2003 to 35,987.6 million dinars in 2013 with the average
annual growth rate of 15.52%. At the same time, it should be emphasized that
the share of this category in the structure of the total amount of interests has
been reduced.

Interest payments for activated guarantees are considered a relatively new
category in the structure of interest on the public debt of the Republic of
Serbia, and it was monitored since 2006. This transfer category has, starting
from 207.5 million dinars in 2006, reached its maximum in 2013 with 6,431
million dinars. The average annual increase of these expenditures is 63.32%,
while their share in the general interest expenditure structure fluctuates
between 1.08% in 2006 to 12.92% in 2008.

The associated borrowing costs have a nearly negligible share in the interest
payment structure.

Dynamic analysis, as one of the most frequently used methods in time series
analysis, enables the monitoring of relative changes in the levels of the observed
categories in two consecutive time periods. In this case, the best parameters are the chain
indices which are shown in Table 4.
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Table 4. Chain indices from 2003 to 2013

Interest
Interest Interest .

Interest payments Associated
Year payments for payments for . .

payment . . for activated borrowing costs

domestic loans foreign loans
guarantees

2003 - - - - -
2004 122.10 89.26 138.15 0 -500.96
2005 127.95 114.36 123.11 0 -54.54
2006 112.39 95.41 113.27 0 142.33
2007 76.82 99.85 72.73 225.64 29.55
2008 93.75 41.00 93.29 383.02 18.65
2009 144.21 546.16 108.61 130.87 2061.69
2010 150.54 213.01 136.40 97.63 81.35
2011 133.87 169.58 113.87 112.71 86.00
2012 156.54 171.11 142.16 148.24 221.84
2013 141.36 143.83 134.96 167.98 125.11

Source: “Bilten Javnih finansija br. 119" (Bulletin of Public Finances No. 119), (July
2014), Ministry of Finance of the Republic of Serbia, Belgrade
calculations performed by author

Based on the chain index values presented in the table above, there is a noticeable
increase of all kinds of interest transfers starting from 2009. During this year, interest
transfers recorded an increase of 44.21% as compared to the previous year and this
tendency of interest growth continued in the following years. The largest percentage of
increase was noted in 2012, aresult of a large increase in transfers for foreign loan interest
payments (+42.16%). Transfers intended for domestic loan interest payments increased
drastically in 2009, when they were 446.16% larger than those in the previous year.
These transfers exhibit a constant increase in the years following the aforementioned two
years. During the observed period, interest payments for activated guarantees exhibited
a constant increase, apart from 2010, when they decreased 2.37%. Even though their
percentage in the transfer structure of interest payments is smaller, associated borrowing
costs exhibited large oscillations in their fluctuation. Their drastic increase was noted in
2009, when these expenditures increased 19 times in comparison with the previous year.
These oscillations in the fluctuation of certain transfer categories influenced changes in
the structure of the overall interest on the public debt of the Republic of Serbia (Table 5).

Table 5. Chain indices of the share of certain kinds of transfers in the interest structure
from 2003 to 2013

Interest payments . .
. Interest payments Interest payments for Associated borrowing
Year for domestic X .
for foreign loans activated guarantees costs
loans

2003 - - - -

2004 73.10 113.15 0.00 -410.30
2005 89.38 96.22 0.00 -42.63
2006 84.89 100.79 0.00 126.65
2007 129.98 94.68 293.73 38.47
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2008 43.74 99.52 408.58 19.89
2009 378.74 75.32 90.75 1429.68
2010 141.50 90.61 64.85 54.04
2011 126.68 85.06 84.20 64.24
2012 109.30 90.81 94.69 141.71
2013 101.75 95.47 118.83 88.51

Source: “Bilten Javnih finansija br. 119" (Bulletin of Public Finances No. 119), (July
2014), Ministry of Finance of the Republic of Serbia, Belgrade
calculations performed by author

According to the value of chain indices shown in Table 4, the share of domestic
loan interest payments in the structure of transfers has suddenly increased in 2009
(+278.74%) and has constantly been growing ever since. The share of foreign loan
interest had its greatest relative increase in 2004, when it increased from 77.48% to
87.67%, i.e. it exhibited an increase of 13.15%. Since then (excluding 2006) the share
of these interests has a negative tendency. The greatest decrease in the share of foreign
loan interest was recorded in 2009. In 2008, the share of interest payments for activated
guarantees in the structure of interest transfers exhibited an increase of 308.58% as
compared to 2007. Since then, it had constantly decreased until 2013, when this kind
of transfer starts increasing again, by 18.83%. The associated borrowing costs, as was
previously emphasized, have a very small percentage in the structure of interest transfers,
but it has to be emphasized that this category recorded very drastic oscillations in its
fluctuation.

Upon analyzing the dynamics of interest payments of the Republic of Serbia, it
was noted that 2009 was a key point in the fluctuation of these kinds of transfers. This is
why the following analysis defines this year as a base for determining the dynamics of
all kinds of interest payment transfers.

Table 6. Base indices of interest payment transfers

Interest Interest Interest payments .

Interest . Associated
Year payments for payments for for activated .

payment . . borrowing costs

domestic loans foreign loans guarantees

2003 54.84 45.92 70.43 0.00 22.64
2004 66.96 40.99 97.31 0.00 -113.39
2005 85.68 46.87 119.79 0.00 61.85
2006 96.30 44.72 135.69 8.84 88.03
2007 73.97 44.65 98.69 19.95 26.01
2008 69.35 18.31 92.07 76.41 4.85
2009 100.00 100.00 100.00 100.00 100.00
2010 150.54 213.01 136.40 97.63 81.35
2011 201.52 361.23 155.32 110.04 69.96
2012 315.47 618.09 220.81 163.13 155.19
2013 445.95 889.01 298.00 274.03 194.16

Source: “Bilten Javnih finansija br. 119" (Bulletin of Public Finances No. 119), (July
2014), Ministry of Finance of the Republic of Serbia, Belgrade
calculations performed by author
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Values of the base indices presented in Table 6 show the previously noticed fact
about the character of 2009, which was at the same time the year when the consequences
of the global economic and financial crisis started to be felt. The overall transfers for
interest payments after 2009 recorded an obviously positive tendency, so they were even
345% larger in 2013 as compared to 2009. As far as the expenditures for interest on
domestic loans are concerned, the situation is even more unfavorable. These expenditures
have grown by 789% in 2013 as compared to 2009. The average annual growth rate of
these expenditures from 2009 to 2013 is 72.67%, which is twice the average growth rate
of these expenditures in the entire analyzed period (2003-2013), while from 2003 to
2008 these expenditures recorded a negative growth rate, i.e. an average annual decrease
of 16.2%. The expenditures for intereston foreign loans were 29.57% lower in 2003
as compared to 2009, with an average annual growth rate of 5%. These expenditures
recorded an increase of 198% in 2003 as compared to 2003, with an average yearly
growth rate of 31.38%. This average annual increase is also twice as large as the one in
the entire 2003-2013 period.

According to the Fiscal Strategy of the Ministry of Finance*, the interest debt will
only increase until 2016, and especially in 2017, when many loans and eurobonds are
due for payment. According to the data of the Ministry of Finance, in 2017 the interest
rates will reach 140 billion dinars, which would be 2.9 percent of the GDP, according to
the Ministry’s projection. With the maturity of the principal, Serbia will spend 6.4 billion
euros for debt payment in 2017. (Table 7)

Table 7. The projections of interest payments and their share in the GDP in 2016

2014 2015 2016
GDP (billions of dinars) 4,007.8 4,292.1 4,583.7
Expenditure on interest (billions
. 112.4 106.5 127.1
of dinars)
GDP % 2.8% 2.5% 2.8%

Source: “Fiscal strategy for 2014 with projections for 2015 and 2016”, The
Government of the Republic of Serbia, page 86

The goal of the fiscal policy for the following long-term period is for financing
to be performed through the issuing of mostly dinar securities on the domestic market.
However, the current situation implies that a greater portion of finances will have to be
procured in the foreign financial market in the following period.

The fiscal challenges that the Republic of Serbia faces in the following period
are quite comparable to the challenges of neighboring countries. It should be noted that
many of them started fiscal consolidation with a public debt level of around 15% of the
GDP, while the general government debt in Serbia has already reached 70% of the GDP.
This makes it additionally difficult to reverse the growth tendency of public debt, and
makes Serbia extremely vulnerable to potential shocks from the external surrounding.

4 http://www.mfin.gov.rs/UserFiles/File/dokumenti/2013/Fiskalna%20strategija%202014.pdf

5 http:/fiskalnisavet.rs/images/izvestaji/pregled_uspesnih_fiskalnih konsolidacija_u_evropi.pdf
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Conclusion

The fluctuations in expenditure from 2003 to 2013, and especially from 2009 to
2013, significantly reduce the effects of savings achieved in other positions, and, since
they are the most unproductive expenditure form, their reduction is a priority. Because
of these tendencies in the structure of transfers for the public debt interest payment, it is
necessary to focus the government activities towards covering the budget deficit. If the
state gathers funds by issuing bonds to cover the budget deficit, it withdraws funds from
the market. That would have anti-inflation effects, because there would be a tesauration
of savings. However, that reduces the money supply, which, even with unchanged
demand, causes a imbalance in the financial market. The consequence of these activities
is the increase in the interest rate and the cost of capital in the financial market, which
also increases the cost of financing the operations of business enterprises.

Having in mind all of the above, the activities in the monetary policy of the
Republic of Serbia should be focused on the efficient use of transfers with an economic
purpose, in order to strengthen the economy, which would supply the potential budget
income. This would alleviate the state of the budget deficit and avoid new loans, which
would only additionally aggravate the economic conditions by increasing the cost of
business enterprise operations or would lead to the ,,crowding out” of new potential
investments.
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Abstract

Duties of the public passenger transport are still present on the railways, although
the railway had long lost its monopoly on the transport market, and their presence made
it difficult for beginning the process of reform, transition and restructuring of railways
in relation to other modes of transport. Those instrument has been replaced by the
establishment of a new way of financing unprofitable transport through the introduction
of the obligation of public transport including rail transporter obligation to transport
passengers and goods at established prices and special conditions for a fee determined by
the difference between the cost of the state and justified the full cost. Baseline this instrument
gives its effect on the economy of business traffic (transporters). Losses in business could
be compensated fiom the state budget, but budget was insufficient and it was impeded the
orderly and proper maintenance of infrastructure. In such circumstances the exploitation
parameters infrastructure are exacerbated, and that effects led to the further weakening
the competitive position of the railway. So, in a situation where the state compensates the
losses from operations of railways it also provides funds for simple reproduction of the
infrastructure, so that the final result of the railroad and shall bear is the total amount
of these costs. However; the causal circuit costs, prices, competition, transport volume,
revenue, profit ,quality maintenance, a new reduction of competitiveness, are really
important deteriorating market position of the railways.
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MPAHCROPIMHOM MPAHCUULIMY, U FoUX08A NPUCYMHOCH OMENCABANLA j€ 3aNOYURAILE
npoyeca pegopmu, mpanzuyuje u pecmpyKmypuparea diceiesnuye y 00HOCy Ha
opyee eudose caobpahaja. Osaj uHcmpymenm, 3aMerbeH je YCNOCMAaB/barbeM
HOB02 HAYUHA (PUHAHCUPALA HepanmeOUNHUx npesosa Kpos yeoherwe Obasese
jaenoz npe6o3za wmo noopazymesa 00aee3y Hcele3HUUK02 NPeCO3HUKA 0a npesese
nymuuke u pody no ymepheHum yeHama u NoCeOHUM YCio8uMa Y3 HAOOKHAOY
pasznuxe usmel)y mako ymepheHe yeHe 00 cmpane Opoicase U Onpasoaue nyHe
yene xouwtmaroa. OCHOGHY Ypmy 060M UHCHMPYMEHMY Odje He2080 0en08arbe
Ha exoHomujy nocuosara caobpahaja (mpancnopmepa). Ivouyu y nocnosarby
HadokHahueanu cy uz byyuema opoicase, 6unU cy He0o80bHU U OHemozyhasanu cy
VPEOHO U K8ANUMEMHO 00PAHCABAIbe UHPpacmpyKkmype. Y makeum OKOTHOCHMUMA
EeKCNIOAMAaYUoOHU Napamempu uH@Gpacmpykmype ¢y no2opuilasanu, a egpexmu
moeza ¢y 800U Ka Oa/bem clabberby KOHKYpeHmcKe nosuyuje sicenesnuye. Jaxie,
y cumyayuju kaoa opicasa HadoKHahyje 2youmke u3 noCcio8ara JceiesHuye oHa
obesbehyje u 0eo cpedcmasa 3a npocmy penpooyKyujy UH@GpPAcmpykmype, maxo
0a y KOHAYHOM Pe3yImamy JHcene3sHuyd U He CHOCU YKYIRAH USHOC MUX MpOouwKoed.
Mehymum, y3pouno nocieoudnu Kpye mpoukosd, Yyend, KOHKYPEHMHOCMU, 00UMa
npeeo3a, npuxood, 2yOumaka, HeKEaIUMmemHO2 00PICABARA, HOB02 YMArberbd
KOHKYPEHMHOCMU, PEAIHO OUMHO NO2OPUABA MPICULUHY NO3UYUJY diceNe3HUYe.

Kwyune peuu — obagesa jasnoz npegosa, HepenmadOUIHu npeeosu, YeHd
Kowmarba npegosa, nponucu Eeponcke ynuje

Introduction

One of the reasons that creates a need for regulation of the transport market is the
existence of general interest for the functioning of the transport market. In the public
interest, except for the matters of general public importance and except the possible
questions regarding on traffic system, for example, setting up transportation security
as a problem of particular public interest. “The public interest depends on decision
of the political decision-makers, who declare public interest as question of general
importance™. Separation of individual issues and making level questions of general
interest, mainly involves pre-rendered appropriate political decision. Make a decision no
matter how they are reflected in the general interest, are always changing the conditions
of competition in the transport market.

Environmental protection is one of the important questions that arises as a matter
of public interest. Privacy energy production and consumption is declared as a general
interest in terms of supporting the largest possible share of own energy resources and
the use of environmentally tolerant forms of energy in the performance of the transport
sector. The development complies with the requirements and limitations of nature,
involves correlation of economic and environmental policy at all levels of society and its
integration with modern international trends.’

The new legal framework is provided services of general interest, including the
railway sector important application of legislation and institutional arrangement for carrying

4 Bozi¢ V., A¢imovi¢ S.(2004), Marketing logistika, Ekonomski fakultet, Beograd.

5 Mihajlovi¢ D., Ili¢ B., & Simonovi¢ Z. (2013). Razvoj odrzive ekonomije prirodnih resursa u
skladu sa ekoloskim zahtevima, Ekonomika, 59 (4), 10-22.
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out the obligations of public transport¢. Regulation of the European Economic Commission
(EEC) 1191/69 defines the rules according to which the Member States should act when it
comes to public service obligations in rail and road transport and inland waterways. This
regulation has defined a common procedure for financial compensation, the concept of a
contract for public transport, which can be signed between the competent authorities in
the Member State and the transport company that would provide adequate public services.
Regulation 1191/69 is repealed in the adoption of the EU Regulation 1370/2007 which is a
generalized use of contracts when an authority granted exclusive rights or compensation for
the performance of public service obligations. The purpose of the Agreement is to publicly
define the roles and responsibilities of different stakeholders (authorities in charge of traffic
and transport operators). The Regulation defines the mandatory content of the contract. In
order to ensure effective competition or classification of the roles and responsibilities of the
duration of the contract is limited to 15 years for transport by rail and can be extended by
50 percent if the carrier provides significant resources in connection with the transportation
of carrying out a defined contract.

The legal and institutional framework for the introduction
of obligations of public transport according to the EU
regulations in the railway sector

The obligation of public transport in the transport sector is requested by the
competent authorities for the provision of public transport of general interest to the
transporter, if it is taken into account own commercial interests, would not be served
or not served to the same extent and under the same conditions without compensation.
The transporter would not normally perform such transportation because it believes
that the provision of such services is not commercially viable. New EU legislation and
in particular Regulation 1370/2007/EZ which entered into force on December the 3*
, 2009, brought a new concept that is defined as a Public Service Obligation (PSO).
Regulation in the European Union legislation has the force of a direct implementation
in the Member States and its implementation is prohibited through domestic legislation.
The main actors in the implementation of the PSO competent authorities and transporters.
Agreement on PSO can be assigned to the transporter directly or through tenders.
According to EU Regulation 1370/2007, public transportation means transportation of
passengers of general economic interest that is being offered to the public on a non-
discriminatory and continuous basis. Public service obligations are therefore mutual
obligations of the competent authority that is responsible for the organization and
management of public transport and the operator who is responsible for carrying out the
transport. Obligations are described in a set of written contract documents”:

- The competent authority shall define the transport that should be made

- The operator carries out transportation in accordance with the agreed level

of quality

- The operator receives an annual compensation in the form of a lump sum that

is defined in the Agreement on public transport.

- Every year, the competent authority and the carrier harmonized development

services.

® CER: EURAILPRESS (2008). Reforming Europe railway.

7 Hall D. (1998). Restructuring and Privatisation in the Public Utilities Europe, International
Labour Office ILO, Geneva.
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Implementation of the obligations of public transport in passenger traffic on the
example of France French National Railways (SNCF) have been given as a monopoly for
the performance of rail passenger transport in France. Regions are not able to invite tenders
to get the other service providers except SNCF. Law of the SRU (Solidarité et Rénovation
Urbaines) which is proclaimed in December 2000, planned transfer of responsibilities
from the state to the regions in terms of the performance of the railway passenger traffic.
Implementation of such decentralization policy has given the regions the power to make
decisions about new offers®. The state budget is transferred to the regions (in 22 regions).
Each region and SNCF had to negotiate and signe an agreement that describes transport,
organization and financing of transportation. The first agreements were signed for a
period of not less than 5 years. From the 2002, regional, local and suburban passenger
transportation by rail define, organize and finance the 22 regional governments of France
where the state has awarded this task. Transfer to the region proved to be a commercial
success. In each region, the volume of traffic has increased by almost 10% a year, rolling
stock almost everywhere rebuilt or new. In 2005, the regions have paid 2.7 billion euros
to SNCF in the performance of regional rail transport and investment in rolling stock.
When the term of the contract expires, the region has the right to claim ownership of the
rolling stock, as it is entirely financed their purchase. The next problem was the issue of the
condition and capacity of rail infrastructure in the region.

Many regions have sought control of the National Railway infrastructure (RFF) and
the State to consider their own needs for the renewal of regional rail infrastructure and to
provide the necessary funds. Contracts on the obligation of public transportation are such that
SNCF maintains income and an interest in business development. But in the case of regions
wishing to develop specific commercial policies to specific groups of customers, they increase
their contribution to the SNCF. Each competent authority requires justification for financial
compensation to be provided in exchange for passengers. SNCF has for each region to prepare
a dedicated and unified account, as defined by the Government of France. Account includes
railway and bus regional transport performed by SNCF.

Contracting obligations of public transport by Serbian Railways

The legal and institutional framework for the introduction of public service
obligations in rail passenger transport in the Republic of Serbia is based on European
regulations in the field of rail transport , which regulates the manner and conditions of:

1. Railway Law (“Off. Gazette of RS” No. 45/ 13)

2. Regulation on the methodology for calculating the full reasonable cost

of transport (“Official Gazette of the Republic of Serbia “ No. 76 /2009)
Guidelines on the contract obligations of public rail transport ( “Off. Gazette”
58/2010)

3. Ordinance on the conditions and procedure for the exercise of remuneration

for performing mandatory public rail transport ( “Off. Gazette” 58/2010) .

On harmonizing the national legislation with the EU legislation is Regulation
1370/2007 EU (effective from 3.12.2009) that defines the legal and institutional
obligation to perform under the contract of public transport on public transport .

8 Pop-Lazi¢ J., Boskovi¢ B. (2009). Contracting of public service obligation in railway transport
— the czech example, Proceedings of Il International Scientific Conference New traffic and
telecommunication Horizont, Doboj, Serbian Republic.
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Law on Railways (“Off. Gazette » 45/13) created an institutional framework for the
establishment of a mechanism of financing public service obligations (PSO). This system
of financial compensation to the Purchaser transport (Government of the Republic of Serbia
or local government) compensate the railroad companies performing socially desirable
transportation that are unprofitable, or that the carrier which establishes the obligation of
public transportation make up the difference between the observed prices and reasonable full
cost of transport. The Government of the Republic of Serbia is prescribed and adopted the
Regulation on the methodology for determining reasonable full cost of transport (Official
Gazette 76/2009). One of the reasons for the proposal and adoption of the Regulation is
based on the need for harmonization of legislation with EU directives (2001/12/EC, 2001/13/
EC, 2001/14/EC, 2004/49/EC and 2004/51/EC) and Regulation 1370/2007 EC (“the PSO
Regulation”) as the new legal framework, which came into force on 2009°. The adoption of
this regulation has a significant impact on the process of restructuring at ““Serbian Railways”,
primarily through the rationalization of transport services that the transporter provides. There
are a number of tracks and trains that transport relations are not economically justified,
but social justification exists. The main objectives of the new concept are to improve the
efficiency of the railway system of the Republic of Serbia , its integration in the market
rail system. Law on Railways (“Off. Gazette » 45/13) defines the type of rail transport can
be considered as the transport of general interest, and shall be performed according to a
published timetable: Railway transport of general interest: Public transport - on the territory
of'the local government; suburban transport - in the wider area; regional transport - the area of
a region, or territory of the Autonomous Province; long-distance transport - between the two
local governments in long-distance and international transportation. Criteria for determining
the liability of public transport are:

- The existence of general interest;

- Availability of other means of transportation and

- The cost of replacing the rail transport by other means of transport.

The rights, obligations and responsibilities of rail carriers and the competent
authority in relation to the obligation of public transport are regulated by the contract
obligations of public transport. Public service obligations aimed at determining the
maximum tariffs for all passengers or for certain categories of travelers may also be
governed by the general rules. The competent authority shall provide the Train Operator
compensation for the obligation of public transport the amount of net financial results,
positive or negative, for costs incurred and revenues generated in accordance with
the tariff obligations established general rules in a way that prevents the payment of
excessive compensation for the obligation of public transport.

Compensation for public service obligations for contracts concluded on the
obligation of public transport or general rules, must be calculated in accordance with the
rules for calculating the amount of compensation for the obligation of public transport,
prescribed by the Government. Agreement on the obligations of public transport and
general contain provisions:

1. clearly define the obligations of rail transporters relating to the obligation of

public transport, as well as the geographic area to which the obligation relates;

2. determine the parameters which are calculated by the amount of compensation

for the obligation of public transport, taking into account the portion of income
that keeps the rail carrier and appropriate tax;

? Pravilnik o uslovima i postupku za ostvarivanje nadoknade za obavljanje utvrdene obaveze
javnog prevoza u zeleznickom saobracaju ,SI. glasnik RS, 58/ 2010.
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3. Allocation of costs related to the obligation of public transport, which may
include staff costs, energy costs of infrastructure, maintenance and repair
of rolling stock and installations necessary for the commitment of public
transport, fixed costs regulates the division of revenue from ticket sales, and
other income Train Operator may keep it, pay it to the relevant authority, or
may be split between them;

4. determines the duration of the contract on the obligation of public transport;

5. establish quality requirements that rail carrier must provide
defines the obligations of rail carriers to report to the competent authority
on the implementation of contractual obligations, including the manner and
schedule of reporting, the report form prescribed by the Train Operator shall
submit to the competent authority;

6. define the consequences of default or failure of performance of contractual
obligations and

7. establishes the procedure for amending the agreement.

Agreement on the obligation of public transport can be assigned: on the basis of
a court decision on the immediate award of the obligation of public transport and on
the basis of open competition, open to all railway operators, respecting the principles of
transparency and non-discrimination, which may, upon submission of bids and possible
previous elections involve negotiations in accordance with these principles in order to
determine how best to meet the specific or complex requirements. Method of awarding the
obligation of public transport on the public competition is prescribed by the state and the
proposal by the Directorate of Railways. Funds for the reimbursement obligations of public
transport operators provided in the budget of the Republic of Serbia, in the autonomous
province and the local government budget. Train Operators are obliged to keep separate
accounting records of the use of the funds received under the conditions prescribed by
the Railways , the methodology and the Regulations on the use of funds intended for the
performance of public service obligations under the Treaty (PSO). The methodology for
calculating fees for PSO, is determined based on the accounting records and the reports
of the ad “Serbian Railways”. The purpose of this document is to provide a model that
reflects the cost structure and enable to calculate the costs of different types of transport.
Regulation on the methodology for calculating the full cost of transport (PSO) (Official
Gazette 76/2009) is a document that defines the model or the method of calculating the
cost of different types of transport (passenger and freight) and the method of allocation to
individual transport relations based on the proportion of traffic on these routes (train km)'.
The document set out the principles of distribution as well as recommendations. Rolling
km is the staging, or the key to the distribution, which accounting costs directly associated
with the level of transport. After the adoption of the Regulation on the methodology PSO
passed the Ordinance on the conditions and procedure for the exercise of remuneration
for performing mandatory public rail transport (“Off. Gazette of RS” 58/2010). This
Regulation lays down the conditions and procedure for obtaining compensation for
performing mandatory public rail transport. Compensation for the mandatory public
transport, in terms of the regulations, are financial assets that are carrier approved budget
funds during the period of implementation of the obligations of public transport or in
connection with that period, which is recognized for the difference between the observed
prices of transportation and justified full cost of transport. The transporter, which is assigned

10 Regulation No 1370/2007 EU on pablic passenger transport services by rail and by road and
repealing Council regulations (No1191/69 and 1107/70), OJ L 315,.2009.
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public service obligations, submits a written request for reimbursement in accordance with
the law regulating railroads. The request includes: information on the carrier, which is
assigned public service obligations; public transport services; relationship; schedule and
the amount of compensation. The carrier which was approved compensation concluded
with the Ministry responsible for transport or local government, the contract governing
the rights and obligations in carrying out public service obligations, in accordance with
the law regulating railroads. Guidelines on the contract obligations of public rail transport
(“Off. Gazette” 56/2010) prescribes the contents of the contract on the obligation of public
rail transport. The contract contains the following elements: The objective of the contract,
the period of the contract, the level of service quality of public transport; the method of
calculation and payment, reporting obligations and the consequences of non-performance
or negligent performance of contractual obligations.

Award of public transportation in accordance with
the regulations of the European Union

Agreement on the obligation of public transportation in practice costs can be
allocated to the first mode of transport, and by driving miles on individual tracks. The
methodology for allocating transportation costs consist of the following steps: data for
input; allocation of common costs to transport passengers and goods transport with
the help of keys and the proposed allocation of global expenses to individual tracks to
driving miles.

Accounting system ad “Serbian Railways” differs certain costs to transport
passengers and goods transport. Using the so-called. keys that are already used for
certain calculations - the cost allocation model that allows user to change the keys.
There are three basic categories of costs that will be used for the distribution of keys on the
passenger and freight transport. This specifically refers to the infrastructure costs shared
by passenger and freight transport, especially the transport relating to the performance
of public transport, as well as the cost of towing to be shared. This also applies to arcas
where the division between the passenger and freight transport is not clear.

Tablel: The proposed distribution keys

Functional Categories The proposed unit costs calculation
Infrastructure management
1. Trafic management train mile (xm)
2. Infrastructure
a. Services train mile (kM)
b. Maintenance, modernization, other train mile (km)
c. Overheads train mile (xm)
d. Logistic costs for infrastructure working hours of employees
e. Financial costs working hours of employees
f. Amortization train mile (km)
g. Other working hours of employees
Transport
1. Staff on the train
a. Train drivers on open line working hours of employees
b. Staff working hours of employees
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c. Energy (electric) train mile (km)
d. Energy (diesel) train mile (km)
e. Energy (steam) train mile (xm)
f. Energy (EMV) train mile (km)
g. Energy (DMV) train mile (km)
h. Other running costs train mile (km)
i. Maneuvers and preparations trains train mile (xm)

Transportation means
1. Maintenance

a. Locomotives (steam) traveled distance train kilometer
b. Locomotives (electric) traveled distance train kilometer
c. Locomotives (diesel) traveled distance train kilometer
d. EMG traveled distance train kilometer
e. DMG traveled distance train kilometer
f. Passenger / freight car traveled distance train kilometer
g. Amortization train mile (xm)

h. Other train mile (kM)

Financial and general expenses

a. Overheads (directorate, Logistics) working hours of employees

b. Transport logistic costs working hours of employees

c. Finance working hours of employees

d. Operating leases train mile (km)

e. Amortization train mile (km)

f. Other expenses working hours of employees

Source: Methodology for the calculation of the full cost of transport (SPO) (Official
Gazette 76/2009)

Exploitation coefficients

Rail freight exploitation ratio means the ratio between (1) operating costs of
carriage of goods and operating expenses, net of amortization and plus share of the
costs relating to the maneuver, maneuvering and fixtures, which bear the infrastructure
manager, and (2) the net revenues transport goods. Operating expenses of carriage of
goods consist of a locomotive personnel costs, maintenance costs of funds, the cost
of energy for traction, costs of other transport staff, and administrative staff in freight
transport and the cost of using the car under the Rules RIV.

Conclusion

The new regulatory framework for rail passenger sector by prescribing the
obligation of public transport is meant to be in the area of subsidized services abolish
monopoly, encouraging competition among operators who are interested in conducting
this kind of transportation, and to introduce budget control, to achieve a higher quality
of this type of transport with lower prices. The main objectives are to be achieved by the
agreement on public transport can be conceived as follows: supply of operators clearly
defined and limited package, definition of mutual responsibilities and roles of the parties,
avoiding the third annual public budget constraints and promote medium-and long-term
planning, improving the accountability of management, decision making and problem
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solving, getting constant feedback on the performance of mutual obligations. The
establishment of public transport in passenger traffic exposed to a completely new legal
and economic concept, could be reached by one of the major goals of reform Serbian
Railways. Bearing in mind the characteristics of Serbian railways, and the factors that
influence the practical implementation of decisions of the regulatory framework for
public transport can be observed following: Today in Serbia works only company for
passengers and goods within ad “Serbian Railways” and the company engaged in the
transport industry for power plants “Nikola Tesla”, which was licensed to transport.
According to the size of the network, 3,809 km, belonging to medium-sized networks,
which confirms that there are no other transporters (operators) that would be competitive,
according to the number of train kilometers dominated by passenger traffic, but with a
lesser degree of utilization of trains (fewer travel kilometers), the railway network is not
present large volumes of traffic, and maintenance is not high, government subsidies are
necessary to keep existing users of rail transport. It can be concluded that the conditions
for the implementation of public passenger transport are not exists still, although there
are legal requirements that are appropriate and that are in line with European Union
regulations in this area.

References

Bozi¢ V., A¢imovi¢ S.(2004). Marketing logistika, Ekonomski fakultet, Beograd.
Mihajlovi¢ D., 1li¢ B., & Simonovi¢ Z (2013). Razvoj odrzive ekonomije prirodnih
resursa u skladu sa ekoloskim zahtevima, Ekonomika, 59 (4), 10-22.

CER: EURAILPRESS (2008). Reforming Europe railway.

Hall D. (1998). Restructuring and Privatisation in the Public Utilities Europe,
International Labour Office ILO, Geneva.

Pop-Lazi¢ J., Boskovi¢ B. (2009). Contracting of public service obligation in
railway transport — the czech example, Proceedings of I International Scientific
Conference New traffic and telecommunication Horizont, Doboj, Serbian
Republic.

Pravilnik o uslovima i postupku za ostvarivanje nadoknade za obavljanje utvrdene
obaveze javnog prevoza u Zeleznickom saobracaju , SI. glasnik RS, 58/ 2010.

Regulation No 1370/2007 EU on pablic passenger transport services by rail and
by road and repealing Council regulations (No1191/69 and 1107/70), OJ L
315,.2009.

EXSIEKOHOMUKA 271






ITABJIOH / TEMIIJIATE 3A IIMCAIBE PAJTOBA

Nwme aytopa (Font size 10 Normal) Times New Roman (SR-Cyrilic)
@akynmem unu uncmumyyuja u I'pao (Font size 10 Italic)

HACJIOB CPIICKH (Font size 11 Bold)

Ancrpakr

Texcm ancmpaxkma Ha CPpNcKom ...

Kuwyune peuu:

NASLOV ENGLESKI ili neki drugi jezik (Font size 11 Bold)
Abstract

Tekst apstrakta na engleskom ili na nekom drugom jeziku...

Key words:

HACJIOB (Font size 11 Bold)

Teker (Font size 10)........5

Jlureparypa

1. Cnoucmak nurepatype

Veli¢ina strane 170mm x 240mm
Margine: Top 30mm  Bottom 20mm
Left 22mm  Right 22mm

! ®dycuote (Font size 9 Normal)



CIP — Karanorusanuja y nyoaukamuju
Haponna 6ubnuorexka Cpouje, beorpan

338 (497,1)

EKOHOMMKA : Yaconuc 3a €EKOHOMCKY TEOPH]jy
1 IIPaKCy U JIPYILITBEHA UTakba / ITIABHU yPEAHHUK
Jparosby6 Cumonouh. — I'on. LX. 6p. 4 (2014) -
Hum (Makcuma [opkor 5/36) : [Ipymteo
exonomrcta EKOHOMUKA, 2014 — (Hymr :
CIIEKTAP). — 284 ctp. : 24 cm.

Yaconuc u3ia3u 4eTHPH ITyTa TOAUIIIHES
ISSN 0350-137X = ExoHOMUKa
COBISS.SR-ID 26903







	Korica krive1.pdf
	Page 1

	Korica krive2.pdf
	Page 1


