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MEBYHAPO/IHU YACOIIUC
3A EKOHOMCKY TEOPUJY U ITPAKCY U PYIITBEHA ITNTABA

oSe EKOHOMMWKA

Yaconuc u3na3u 4eTUPU MyTa FOAUIIEbE T'oguua LXI, I-111 2015, 6poj |

W3JIABAY: JIpyumro exonomucra “ExoHomuka” Huin

CYU3ABAUU: Exonomcku ¢akynrer y Ilpuirunu, ®akynrer 3a yciayxuu OmsHuc - Cpemcka Kamenuna,
WHCTHTYT 32 €eKOHOMUKY TIoskoripuBperie - beorpa, dakynter 3a mocnosHe cryauje 1 paso - beorpan, ®axynrer 3a
TProBUHy U OaHKapcTBO, YHHUBep3uTeT Anda - beorpaz.

TJIABHU 1 OATOBOPHU YPEIHHK:
Ipod. ap Aparossyd Cumonosuh
3AMEHUK I'TTABHOI" 1 O/ITOBOPHOI" YPEJIHUKA
Jp 3opan CumonoBuh

W3BPHIHU YPEJJHULIN:

Ipod. np Bojan Kpcruh

Exonomcxu gpaxynmem - Huw
Ipod. np CnaBomup Muneruh
Exonomexu gpaxyrmem - Ipuwmuna
IIpod. np bnaroje [Taynosuh
Exonomcku ¢paxyimem — beoepad

[pod. np [dparo L{ujanosuh

Hncmumym 3a exonomuxy nomonpuspeoe - beoepad
Ipod. np XKusora PanocasiseBuh

Dakynmem 3a nocnosHe cmyouje u npaso - beozpao
Jlp Anexcannap bypuh

Munucmapcmeo npasoe Penyonuxe Cpouje- Beoepad

YPEJTHULIA CAPATHULIM:

Ipod. [lp Cuexana Hekuh
Exonomcku ¢paxkynmem- Huw
Jp Aymmua Kapuh
Vuueepzumem Angpa — Beoepao

Ipoo. np Aparan Momuposuh
Daxyimem 3a NOCI06HO UHOYCMPUJCKU MEHAUMEHIN
- Mnaoenosay

PEOJAKIIWMICKU KOJIETUJYM

Axanemuk 3opan Jlaxuh, [Toxropuna (Lpaa Fopa)
Axanemuk Jby6uma [Tannh, Yagax (Cp6uja)

Jp Pajmynn Mupnaana, Kommre (CrnoBauka)

Jp I'per Punrep, Jyuun (CAD)

Jlp Mapuja Ilanosa, Benuko Tproso (byrapcka)
Jp JoBau laBunosuh, bykypeurr (Pymynuja)

Jp Jypuj Kmases, Mocksa (Pycuja)

JIp Mupko Casuh, Cy6otuna (Cpbuja)

Jlp Aunpec Kapuon I'apiua, Banencuja, (Ilnanuja)
Jp Penara Kpakoscka, Bapmasa (ITosscka)

Jp Jbybunka Jokeumosuh, beorpan (Cpbuja)

Jp Anexannpy Henenea, Cyuesa (Pymannja)

Jlp Ha6uesa V.H., Maxaukana (Pycuja)

Jlp Cno6oznan Ieranosuh, Hum (CpGuja)

Jlp 36urnues Iamex, Kpakos (ITosbcka)

Jp Bopusoje Ipoxonosuh, Humr (Cp6uja)

Jp Taneyu I'pabuncku, Kpaxos (ITosbcka)

Jlp Janko Panynosuh, Iloaropuua (I{pua T'opa)
Jlp aono Lecap Yarac Poxpurec (bpasni)

Jp Kpuc ITaten, Cuanej (Aycrpanuja)

Axanemuk Cranncinas CeprujoBuy Janenxo, Kujes (Yipajuna)
Jlp Auapej Apjamos, Mocksa (Pycuja)

Jlp JTusujy JQymutpacky, [lnoenrru (Pymynuja)

Jp Cpehko Munaunh, Kococka Murposuua (Cp6uja)
Jlp Anexcannap Auapejesuh, C.Kamennua (Cpouja)
Jlp Munan Am6pox, HoBo Mecto (Croennja)

Jp Jonen Cy6uh, Beorpan (Cp6uja)

JIp Mapko Konaxosuh, 3arpe6 (Xpsarcka)

Jp Hejan Jaxumh, Cy6oruna (Cpouja)

Jlp Muno Maprenaro, Benenuja (Mtanuja)

Jp Ajute Ymut Toknenus, UcrauGyn (Typceka)

Jlp WBan Yapora, Musnck (Benopycuja)

Jlp Munmnua Byjuunh, Hosu Iazap (Cp6uja)

Jp Yu Beu Cy, Kunrnao, (Kuna)

Jlp Yop ®Don Tawur, [lenanr (Manesuja)

Jp Aparyrun lunka, bamwa Jlyka (P. Cpricka)

Jlp Jacmuna Crapi, Hoo Mecro (Ciosenuja)

Jlp Mapuja Craukosa, biaroesrpaz, (Byrapcka)

Jlp Annpueina Buruh-Ilerkosuh, Korop (Llpua Topa)
Jlp Bishwajit Bhattacharjee, Kapumram (Mnuja)

WU3JJABAYKU CABET

Jp Topnana Mpaak, Bpamwe (Cp6uja)

Jp dyman 3apaskosuh, Hut(Cp6uja)

Mp BpanncnasJosarnunh,Hum(Cp6uja)

Jp Jby6uiua Mutposuh, Hunr (Cp6uja)

Jp Kusopan I'muropujesuh, Humr (Cp6uja)
Jp Coduja Jluxosa, Kujes (Yipajuna)

Jp Behnp Kanaa, Hosu ITasap (Cp6uja)

Jp Pajko Byksuh, beorpan (Cp6uja)

Jp Aunpej UBancku, Kujes (Ykpajuna)

Jp Anexcannap I'py6op, Cy6oruna (Cpbuja)

Jlp Terap Becennnosuh, Kparyjesan (Cpouja)

Jp UBan Bypuh, Xane (Hemauxa)

Mp Haranua I'maronesa, benropon (Pycuja)

J1p Cnasuma Tpajkosuh, KocoBcka Murposuia

Jlp Bpanko Muxausosuh, beorpax (Cpouja)

Jlp Bparucanas ITpokonosuh, Jleckosart (Cpouja)

Jlp Mupujana Kuexesuh, Kparyjesar (Cpouja)

Jp Anexcannap Kocruh, Kococka Mutposuua (Cpouja)
Jp tlepud Ila6osuh, Kococka Murposua (Cpouja)
Jp Maunujena JlecnioroBuh, Kparyjesau (Cp6uja)



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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_ MEXJIYHAPOJHUU XYPHAJI
10 SKOHOMMWYECKOU TEOPUU U [IPAKTUKEU OBLLIECTBEHHBIM BOITPOCAM

[=X=] EKOHOMMKA

KypHan uzgaercs 4eThIpe pas B FOy. Top LXI, I-111 2015, Ne 1

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.H. lopnana Mpaax, Bpame (Cep6Ous) 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)
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EDITORIAL

Journal of Ekonomika of the 2015 has 61 years of continuous publication, and
therefore one of the oldest economic journals in Serbia. The long tradition of publishing of
the journal obliges us to do everything in our power to improve the quality of the Journal.
The number 4/2014 Journal began printing works exclusively in English with abstracts
that were given to the Serbian language. Moving into English, we wanted to increase the
availability of the Journal and outside our borders. In this sense, it is followed and the
change in the title of the Journal - Ekonomika and printed in Latin letters.

The editorial board of the Journal during the period from the end of 2013 so far quite
focused their attention on improving the quality of published reports and increases the
visibility of the Journal. This is primarily done to his involvement in the world reference
base of scientific journals: Erich Plus, EBSCO, Index Copernicus, Ulrich’s Web, J-Gate,
SSRN, RePEc, EconPapers, etc. Cabi.org. Also, much has been done in relation to the
openness of the Journal of Scientific contributions from abroad - to point out that the
journal Ekonomika, after double anonymous peer review and revision of the manuscript,
in the whole of last year and early this year published twelve original and review scientific
articles by authors from abroad

This is an opportunity to thank the editorial board of the Journal, primarily
contributors to the published journal issue. At the same time, we have to thank the
reviewers for their efforts and constructive and critical comments and instructions to
authors of submitted manuscripts.

Nis, March 2015.
EDITORIAL BOARD



YBOJHMK

Yacomnc Exonommka on ose 2015. rogmue ymasu y 61 roamHy HEMpPEeKHIHOT
M3TaKEeHha U CaMUM THM CIaJia y pell HajCTaprujux eKOHOMCKHUX dacomnuca y Cpouju. [lyra
Tpanuiyja m3naxema Yacnuca obasesyje HAC Aa ypaauMo CBE IITO je y Halioj Mohu na
nobospiamo kBanuter Yaconuca. Oj 6poja 4/2014 Yacomnuc je moyeo Ja mramia pajioBe
HCKJPYYMBO HAa CHIVICCKOM je3UKy Ca alCTpPakTHMa KOjU Cy JaTH Ha CPIICKOM jE3WKY.
ITpenackoM Ha €HIVIECKHU jE€3MK jKesesin cMo ja nosehamo poctynHocT Yacomnuca U BaH
rpaHuIla Halle 3eMJbe. Y OBOM CMHCIY je yCIeAuia M IpoMeHa y HacioBy Yacomuca —
ExoHOMUKa je MCIHCaHa U JJATHHUYHUM CIIOBHMA.

VYpenaumrao Yacomuca je y nepuony of kpaja 2013. 1o cazna gocta ycMepuiio CBOjy
NaXpy Ha yHanpehuBame KBanuTeTa 00jaBJbeHNX NMpuwiiora u rnosehaBame BUAIBUBOCTH
Yacommca. To je npe cBera ypaljeHO leroBUM YKJbYUHBAHEM Y CBETCKU pedepeHTHe 6ase
Hayynux yaconuca: Erih Plus, EBSCO, Index Copernicus, Ulrich’s Web, J-Gate, SSRN,
RePEc, EconPapers, Cabi.org uta. Takohe je nocrta ypaljeHo y Be3u ca orBopeHoinhy
Yacomnmca 3a Hay4dHE MPUIIOTE U3 WHOCTPAHCTBA - yKa3yjeMO Ha TO Jia jeé y YacoIHcy
ExoHOMUKa, HAKOH JBOCTPYKO aHOHHMHOT PELEH3UPamka U PEBU3HjE PYKOIHUCA, Y LEINO0j
MPOIIUIOj U TOYETKOM OBE TOIMHE IyOIMKOBAHO JBAHACCT OPUTHHAIHUX M NPEIVICAHUX
Hay4YHHX WIaHAKa ayTopa U3 HHOCTPAHCTBA

[punmka je na ce Ypeauumrso Yacomuca 3axBaiiy, Ipe CBETa, ayTopruMa Ipuiiora y
nmocan objaBiseHNM OpojeBuma Yaconnca. McToBpeMeHo, moceOHy 3aXBaTHOCT IyTyjeMO
PELIEH3eHTHMa Ha YJIOKEHOM TPYAy U KOHCTPYKTUBHMM U KPUTHUKUM KOMEHTapuMma U
YIyTCTBHMA ayTOPUMa HOJHETUX PYKOIHUCA.

Hum, Mapra 2015.
YPEJHUIITBO
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RATIONAL CHOICE THEORY AND RANDOM BEHAVIOUR
Abstract

According to rational choice theory, rational consumers tend to maximize utility
under a given budget constraints. This will be achieved if they choose a combination
of goods that cannot satisfy their needs and provide the maximum level of utility.
Gary Becker imagines irrational consumers who choose bundle on the budget
line. As irrational consumers have an equal probability of choosing any bundle
on the budget line, on average, we expect that they will pick the bundle lying at
the midpoint of the line. The results of research in which artificial Becher's agents
choose among more than two commodities rational choice theory is small. And in
more than two budget/price situations show that the percentage of agents whose
behaviour violate. Adding some factors to Becker’s model of random behaviour,
experimenters can minimize these minor violations and fit the actor's choice with
the theory. In addition, the results of organizations’ choices analysis show that the
observed agents behave rationally, and this behaviour confirms the theory rational
choice. Therefore, rational choice theory is unfalsifiable. As the theory can always
fits with the facts, it would have been much more productive if we had admitted
that the theory was falsifiable and then debated its explanatory value in specific
circumstances.

Key words: rational choice theory, Beker’s model of random behaviour,
generalized axiom of revealed preference, falsifiability, utility maximization,
rationality assumption.

JEL classification: A1, D1

TEOPUJA PALIUOHAJIHOI" U3BOPA U CIYYHAJHO TIOHAIIABE?
Ancrpakr

Ipema meopuju payuonannoz uzbopa, payuoHaIHu NOMPoOwadl epuie uzoop
€80je nompourbe maxko 0a meaice 0a MaAKCUMUIUPA]Y KOPUCHOCI HA OCHOBY 0amoz
oypemckoe oepanuyerba Kynogutre pooa. To he nocmuhu axo uzabepy ony komou-
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2 krsticmilo3@gmail.com

3 The paper is the result of the research done as part of the project no. 179066 “Improving the
Competitiveness of the Public and Private Sector by Networking Competences in the Process
of the European Integrations of Serbia”, financed by the Ministry of Education, Science and
Technological Development of the Republic of Serbia.
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Hayujy dobapa Koja modice 0a NOOMUpU Ppuxose nompebde 1 06e30e0u MaKCumaiau
Hu6o Kopucrhocmu. I apu bexep 3amuuiba upayuonaite nompouiaie Kaxko oupajy
naxkem Ha 6yuemckoj aunuju. I1owimo upayuoHarHy nOMpowauy ceum naKemuma
Ha byuemckoj Kpueu npunucyje noheonaxy eeposamuoliy usbopa, y npoceky, ce
ouekyje 0a ooabepy naxem Koja iedxicu Ha cpeouHu aunuje. Pesyimamu ucmpasicu-
sarva y kojuma eewimauxu bexeposu akmepu dupajy usmely suuie 00 dee pode u y
suute 00 0ge Oyyuem/yena cumyayuje noxkasyjy 0d je npoyenam akmepd, yuje noua-
warve He nomephyje meopujy payuonannoe uzbopa manu. Yemwyuusarsem dooam-
HUX ¢pakmopa y bexepoé moden cayuajHoe nonawarsa, u3eohauu UCMparicuearsa
MO2y 0a MUHUMUBUPAJY 06e MUHODHe guoiayuje u 0a usbop akmepa yckiaoe cd
meopujom. Iloped moza, dobujenu pesyimamu ananuse usdbopa uzadbpaunux opea-
HU3AYUja eMIupujcKu NOKazyjy 0a ce ROCMAMpaHu akmepu payuoHaIHO NOHAUASY,
uume ce nomephyje meopuja payuonanroz usbopa. Cee 060, meopujy 4uHu Heono-
spewusom. Tlowmo ce meopuja yeex modxce yCKIaoumu ca durbeHuyama, ouno ou
MHO20 RPOOYKMUBHUje NPUSHAMU 0d je meopuja nposepbusa u 0H0a 0ebamosamu
0 FeHOJ eKCNIaHAMOPHO] 8DEOHOCU Y CReyuGUUHUM OKOTHOCIUMA.

Kwyune peuu: meopuja payuonannoe uzbopa, bexepos moden cryuajrnoz nona-
warea, jak akcuom OMKpUGEHUx npegepenyuja, onogp/ou8oCm, MAKCUMU3AYU]A
KOPUCHOCIU, NPEMNOCMAGKa payuoHaIHOCIU

Introduction

The notion of rational choice and rational behaviour plays an important role in the
methodology of economic science. Content of economic science consists of descriptions
human behaviour and by the notion of human behaviour is included not only individual
behaviour, but also the random consequences from the mutual contact of individuals, as
well as the effects of different institutional arrangements. In the paper entitled “Economic
Approach to Human Behaviour”, Becker (2003) stresses that: “economic theory, as a
scientific discipline, differs from the other fields of social knowledge in its approach.
On the whole, the essence of the economic approach is comprised from the merged
assumptions of maximizing behaviour, market balance, preference stability” (p. 28).

The author of the contemporary definition of the subject of economics, Robbins
(1993) stressed that: “economics is a science which studies human behaviour based on
the relationships between the aims and the limited means suitable for alternative uses”
(p- 19). This leads to the conclusion that, as a science, economics does not study the
nature of certain forms of human behaviour, but views and analyses them from the aspect
of the comprehensiveness of (all) social links and their inclusion in social structures
(Valeryevich, 1997).

In order to explain individual behaviour, economic science uses the rational choice
model. The main assumption in the rational choice model is that the behaviour of all
economic actors is perfectly rational. The perfect form of rationality is based on the
principle of maximization which states the following: the consumer always tends to
maximize utility, while the manufacturer tends to maximize profit.

2 EKOHOMUKA EXA1
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In addition, the rational choice model includes and combines in itself the following

propositions:

1. An actor finds himself in a situation in which the quantity of the available
resources is limited. For this reason, he cannot satisfy all his own needs and
thus must make a choice.

2. The factors which condition this choice are divided into two groups:
preferences and constraints. Preferences have the character of the subjective
needs of an individual, while constraints represent factors that reduce the
ability (skills) of the individual and decrease one’s potential for innovation.

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. Actors’ choice is rational if he chooses option which will provide maximum
utility (Hafner & Krstic, 2014).

The aim of the paper is to find whether organizations act rationally, on the basis
of collected data about organizations’ choice. The results of research empirically show
that these subjects behave rationally, and thus rational choice theory is conformed. In the
paper, we implemented the results of research, that show behaviour is inconsistent with
the rational choice model, in order to explain how can behaviour of individuals fit with
the rational choice theory by ad hoc introducing the additional hypothesis.

1. Rational choice theory

Rational behaviour of individuals is associated with the principle of methodological
individualism, according to which all social phenomena can be expressed in the terms of
individual action. “Social reality, expressed by cultural values and norms, is the result of
previous actions” (Stulhover, 1995, p. 174). In this way, rational choice theory interprets
the world as a strategic space of the maximization of individual interests. Social behaviour
is primarily rational (emotion is a residual factor), and actors consciously tend to realize
their maximum usefulness in an environment that is characterized by limited resources.
The choice of the actors’ goals depends on their preferences.

Rational choice theorists observe economic actors as individuals who are able to
“identify all possible alternatives, paths of action, constrains and to select the optimum
alternative” (Golubovic, 2011, p. 166). The choice of alternative is determined by the
amount of the collected information. For the model of rational choice, it is assumed that
the actors have the optimum amount of information. However, real people do not have all
the necessary information, or the information is insufficiently precise and/or unreliable.

Limitations of the model of rational choice caused the emergence of an approach in
which the model of rational choice is expanded and explained. In one of them, the stochastic
model is applied. In the stochastic model, a selection is made between the number of “lottery
tickets”, each of which will promise to bring the amounts m,, m, etc. with probabilities p,,
p, etc. “Lottery Ticket” is the paradigm of the actor’s choice, where the outcome of the
proceedings is not known with certainty, but in which the participant calculates the probability
of various possible outcomes based on his experience and intuition (Boricic, 2005).

EXSIEKOHOMUKA 3
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The second (another, alternative) approach compares the rational choice model with
a model of random behaviour. According to this approach, the behaviour of an individual
is random and only if he picks an alternative in his choice set according to some probability
distribution on the set, typically a uniform distribution where each alternative in the set
has an equal probability of being selected. The point of comparing rational choice with
random behaviour is that the latter seems to lack the characteristics of rationality and thus
it diverges from rational choice more significantly than from other models of behaviour.

2. Random behaviour from Gary Becker to experiments
on demand

This section is about the evolution of the interpretation and the use of Becker’s
model from Becker’s original 1962 article to the modern experimental literature on
an individual demand. Special attention is paid to (on) the analysis of the relationship
between rational choice theory and Becker’s model of random behaviour.

2.1. Becker’s expected random choice

In his model of random behaviour, Gari Becker presents a random consumer as
someone who chooses a bundle on the budget line according to the uniform distribution
of probability, and compares the implications of random behaviour with the implication of
rational choice theory. A random consumer has an equal probability to choose all the bundles
on the budget line. On average, we expect them to pick the point that lies in the middle of the
budget line and thus spend equal amounts of money on both products (Figure 1).

Suppose that an observed irrational consumer has two types of goods available:
x and y, and the price of goods y is reduced. Reducing the price of goods y will shift the
budget constraint to the right. With the budget constraint shift to the right, the slope of the
curve (budget constraints) is changed. As the price of goods y is reducing, and the price
of goods x remains the same, the consumer can replace one unit of goods x for several
units of goods y. Accordingly, the new budget line (CD) that passes through e is steeper
than AB. With the given shift budget constraints and preferences of the consumers, the
consumer’s (new) expected optimum shifts from e, point to point e,.

Figure 1: Random choice and substitution effect
Source: Moscatia. I., & Tubaro, P. (2011.) Becker random behavior and the as-if defense of
rational choice theory in demand analysis. Journal of Economic Methodology, 108(2), 110.

4 EKOHOMUKA EXA1
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According to rational choice theory, the market of rational and mutually
independent actors will form a negatively sloped demand curve. The same is true for
Becker's model of random behaviour. The larger number of the random consumers
in the market, the more likely it is that the unexpected behaviour of consumers will
not determine the average market demand, and thus the average market demand will
be equal as the individual expected demand. Hence, a market with a large number of
random and mutually independent actors will form almost a negatively sloped demand
curve, at least on average.

2.2. The limitations of Becker’s result

Becker’s view that both rational and random consumers have a negatively sloped
demand curve is based on the assumption that the random choice can be identified with
the outcome of random behaviour. It should be emphasized that the random consumer
does not always choose the combination of goods lying at the middle of the budget line.
In effect, when random choice is reduced to the expected outcome, a random consumer
cannot be distinguished from a rational consumer with a Cobb—Douglas utility function,
because both of them pick the combination of goods that lies at the middle of the budget
line.

When we consider each and every random choice, and rule out the irrational
consumers who are totally indifferent between alternatives and thus rational in picking
one at random, the convergence between rational and random behaviour evaporates
(Moscatia & Tubaro, 2011). Random behaviour no longer implies a negative substitution
effect. The compensated budget line CD in Figure | shows that there is a probability
which equals the ratio between the length of segments e D and CD that the random
consumer chooses a bundle to the right of e . Therefore, Becker’s model of random
behaviour describes the probability that the irrational consumer displays a positive
substitution effect which rational choice theory does not explain.

2.3. Random behaviour in experiments on individual demand

In experiments on individual demand, prices of bundles are known variables. The
participants know their propensity to consume and are able to rank their needs. Having in
mind the budget constraint and the intention to accomplish maximum utility, consumers
make a choice and form their own demand for goods. The experimenter notes subjects’
choices and checks whether they satisfy the Generalized Axiom of Revealed Preference
(GARP). According to GARP, “if the subject reveals a preference for bundle e, over
bundle e,, that is, if she chooses e, when e, is available and costs no more than e , and
if she subsequently and directly reveals that she prefers e, toe, e,toe,, ... ,ande , to
e, then the subject cannot choose e, when e is available and costs strictly less than e ”
(Moscati & Tubaro, 2011, p. 112). The Generalized Axiom of Revealed Preference is
a logical implication of rational choice theory in the sense that the choices of a subject
could be seen as if they were generated by the maximization of a locally non-satiated
utility function if, and only if, they satisfy GARP (Lipton, 2004).

Figure (2a—e) shows a rough geometrical prediction when choices satisfy GARP
and when they violate it. In figure 2, the two budget/price situations are represented by
the budget lines. The first situation is illustrated by budget line AB. The second situation
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is presented (illustrated) by budget line CD. The choices represented in Figure (2a—c, ¢)
satisfy GARP, while the choices in Figure 2 (d) violate it. In situation AB, the participant
reveals that he prefers e  to e,, but in situation CD, he chooses e,, although e, costs strictly
less than e, (Figure 2 (d)). In Figure 2 (e) the two-budget/price situations coincide, but
the subject chooses e, in AB and e, in CD. This choice does not violate GARP, since
neither of the two bundles costs strictly less than the other.

Figure 2: When choices satisfy GARP and when they violate it.
Source: Moscatia. ., Tubaro, P. (2011). Becker random behavior and the as-if defense of rational
choice theory in demand analysis. Journal of Economic Methodology, 108(2), 112.
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However, there are two problems regarding GARP as a test for testing the results
of rational choice theory, and confirming or rejecting their justification. Firstly, in
order to determine the number of GARP violations in an experiment, we need to define
the criterion for demarcation between the choices within and outside the experiment.
Experimental studies usually traverse the problem by assuming that the criterion of
separability (the criterion for demarcation) is more or less known. Secondly, even if
all choices made in the experiment are in accordance with the GARP, this result can
be interpreted as an inadequate support of RCT. Indeed, many real participants satisfy
GARP. “GARP violations become unlikely when the budget hyperplanes intersect
near the axes, and impossible when they intersect on the axes or do not intersect at all”
(Moscati & Tubaro, 2011, p. 113).

In statistical terms, one of the essential questions is evaluating the power of a test,
that is, the probability of a test to reject the null hypothesis (in our case, rational choice
theory) when the rational choice theory is false. To assess the power of GARP as a test, it
is necessary to formulate the hypothesis about the decision rule that could have generated
choices. It is important to point out that, in modern economic literature, Becker’s model
of random behaviour is used as the hypothesis for testing the power of GARP. The aim
is to increase the probability of GARP violations by introducing a Becker’s model. “In
this case, even if RCT is false and human subjects choose at random, they would rarely
violate GARP” (Moscati & Tubaro, 2011, p. 113).

To calculate the probability of GARP violations, it is necessary to overcome
another obstacle. It is very difficult to calculate the a priori probability of GARP
violations when random consumers choose among more than two commodities and
in more than two budget/price situations. To traverse this problem, experimenters use
Monte Carlo methods to create a population of artificial Becker participants who face the
same budget/price situations that the real participants were faced with in the experiment.
In each situation, a participant (Becker’s participant) chooses a bundle on the budget
line according to the uniform distribution of probability. “His choices over the entire set
of budget/price situations may or may not violate GARP” (Moscati & Tubaro, 2011, p.
113). If the percentage of random respondents that violate GARP is small, then the fact
that people rarely violate GARP represents little support for rational choice theory, since
GARP violations rarely occur due to the objective difficulty of violating GARP under the
budget/price combinations of the experiment, but appear due to the rational behaviour
of the represents.

The small-scale of GARP violations presents the following problem. In all
experiments, choices of certain participants violate GARP. This merely confirms that
there are experimental data falsifying rational choice theory. “However, in many cases,
GARP violations are rare, in the sense that nearly all subjects satisfied GARP, and not
severe, in the sense that the violators were ‘close’ to pass GARP” (Moscatia & Tubaro,
2011, p. 113). However, it can be discussed whether it is really appropriate to fully
reject the rational choice theory? By including exogenous factors in the model, as in the
case of the stochastic extension of rational choice theory, a’la Fechner would be able to
rationalize these minor GARP violations.

Relying on the work of Sidney Afriat (Sydney Afriat), Professor at the Department
of Economic Policy, University of Siena, Hal Varian found the Weak Axiom of Revealed
Preference, which he called GARP (e). The Weak Axiom of Revealed Preference reflects
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the degree of violations through parameters €, and is called GARP (e) (Varian, 1998).
The index measures the extent to which the budget constraints should be modified to
accommodate for the observed GARP violations.

In order to determine how the reduction of the budget influences choices, we show
the situations in which the choices violate GARP. When the budget is reduced in the way
that the compensated budget line C’D’ passes through €, then e, and e, do not violate
GARP (Figure 4). The ratio between income C’D’ and income CD expresses the income
reduction needed to let GARP violations disappear, and can be interpreted as an indicator
of the money the subject wastes by not choosing rationally.

Figure 3: GARP (e).
Source: Moscatia. ., Tubaro, P. (2011). Becker random behavior and the as-if defense of rational
choice theory in demand analysis. Journal of Economic Methodology, 108(2), 114

3. Empirical analysis of observed organizations’ choice

Rational choice theory is based on methodological individualism. “The basis of
methodological individualism is the idea that the properties of the system are judged
on the basis of the properties of its elements” (Kitanovic, Golubovic & Petrovic, 2009,
p. 40). Methodological individualism does not deny the existence of complex social
phenomena, such as organizations. These phenomena are a social reality, but according
to the supporters of this philosophical school, societies exist only as epiphenomena that
emerge from people’s minds.

The representatives of this philosophical school see the organization as
theoretically postulated subjects trying to accomplish the optimum value of the goal
function. Depending on the nature of the problem, the optimum will be considered the
maximum or minimal value (the goal function). In the domain of consumption, the goal
function of participants (individuals, organizations, etc.) is related to maximizing utility.
If we have a list of goods bought by an organization when faced with different prices,
we can apply the strong axiom of revealed preferences in order to determine whether the
observed organizations choose the combination of goods which realizes the optimum
(maximum) value of the goal function.

We have chosen three organizations (Health Center, Faculty of Economics and
Faculty of Sciences and Mathematics, University of Nis) and defined the hypothesis
according to which the observed organizations accomplish the optimum (maximum)
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value of the goal function. The subject of the analysis represents a combination of goods
that the organizations buy at different prices. The following goods were used for the
analysis of the observed organizations’ choice:

1. Health Center: gloves, surgical rubbers, systems for infusion and needles
(Table 1).
2. Faculty of Economics: copy paper, writing paper with a rectangular pattern,
envelopes and marker (Table 2).
3. Faculty of Sciences and Mathematics: paper printing paper, marker, envelopes
and folder (Table 3)
Table 1: The consumption of the Health Centre in Nis.
Observations p, p, p, p, X, X, X, X,
1 206 | 95 37 25 500000 | 42000 | 1500 | 250000
2 3.07 | 1259 | 3.38 25 500000 | 40000 | 1008 | 500000
3 5.2 16.4 35 1.55 | 456000 | 42200 | 1200 | 300000
4 5.2 16.4 3.5 1.55 456000 | 42200 1200 | 300000
Source: Procurement Department of the Health Centre.
Table 2: The consumption of Faculty of Economics in Nis.
Observations p, p, P, p, X, X, X, X,
1 268.93 | 417.60 | 258 | 6.13 | 200 | 1 | 200 | 100
2 326.40 | 39450 | 3.00 | 18.00 | 50 3 150 | 200
3 326.4 405.7 465 | 17.82 | 50 2 200 100
4 326.40 | 2986 | 465 | 18.82 | 100 | 5 | 250 | 150
Source: The Accounting of Faculty of Economics.
Table 3: The consumption of Faculty of Sciences and Mathematics.
Observations p, p, P, p, X, X, X X,
1 28255 | 20 | 10 | 2.15 | 200 | 50 | 1000 | 2000
2 262.47 18 8 3.15 | 400 30 | 1500 | 1500
3 24786 | 15 8 | 1.85 | 420 | 40 | 2000 | 1800
4 31226 | 25 7 2 180 | 20 | 3000 | 2000

On the basis of data from Table 1, we can calculate how much the Health Center

Source: The Accounting of Faculty of Sciences and Mathematics.

Table 5: Price of each bundle in each set price - the case of Health Center

Prices

A WDN R

Bundles
1 2 3 4
2059550 2663730 2094700 2094700
2693850* 3292007 2685274* 2685274*
3681550 4034528 3532480 3532480
3681550 4034528 3532480 3532480

pays when it buys each bundle for each different set price. For example, the data in Table

5 (third row, first column), shows how much money this health organizations must spend

in the third set of the price in order to buy the first combination of goods.
The diagonal data in Table 5 show how much the organization spends for each

choice. The data in the row are used to determine how much money the Health Center
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spends to buy a different combination of goods. By comparing the data in Table 5, it
can be seen whether, say, the Health Center prefers bundle 2 to bundle 1, and we find
whether the data in row 2, column 1 (how much money the organization needs to spend
in the second set price to buy the first combination of goods) is less than the data in row
2, column 2 (how much money the organization spent in the second set price to buy the
second combination of goods). In this case, the bundle was available when the Health
Center bought bundle 2, which means that bundle 2 is revealed to be preferred to bundle
1. Therefore, in Table 5, we put a star in row 2, column 1, and the data in row s, column
t, only if the number in this field is smaller than the number in row s.

This table can be used to determine the violation of GARP, which is violated only if the
stars lie in row s, column t, and in row s, column t (Varian, 2014). Since Table 5 shows no
situation where the stars lie in row t, column s, and in row s, column t, we know that the
observations are in line with rational choice theory. They were reached by the optimizing
entity that always chooses the best things they can afford.

4. Limitations of rational choice theory

The results of the analysis of the behaviour of selected organizations show that
rational choice theory is true. Defending his academic position from the “economic
imperialism” of rational choice theory, many scientists have attempted falsification,
claiming that the utility maximization assumption and the rationality assumption are not
“grounded” in objective reality. Such defense attempts against the invasion of rational
choice theory are methodologically flawed for the following reasons.

Firstly, the utility maximization assumption is not falsifiable. Writing about
utility maximization, Samuelson (1937) stressed, “all types of observable behaviour
might conceivably result from such an assumption” (p. 156). Since the utility cannot
be objectively observed, all kinds of behaviour can be explained in terms of the idea,
without fear of refutation. Sidney Winter and Lawrence Boland also emphasize that no
evidence can refute the theory that agents are maximizing some hidden or unknown
variable such as utility (Winter, 1964).

The second reason for the inability to empirically test rational choice theory is
reflected in the fact that the results of the participants’ choices can always fit the utility
maximization assumption and rational choice theory. In all researches (Hodgson,
2012), the choices of certain participants violate GARP. This only shows that there are
experimental data that falsify rational choice theory. By including additional factors in
the model, experimenters could rationalize these minor GARP violations and coordinate
the participants’ choices with rational choice theory.

If experiments show that a certain percentage of respondents choose the option
with a lower expected value, the experimenters can always provide evidence that is
consistent with the utility maximization assumption by introducing additional variables.
Assume that a respondent is faced with a choice between $10 with certainty, and $1,000
with a probability of 2 per cent. The results of the experiment indicate that there are
respondents who choose the option of $10, despite the fact that the expected value of
the second option is higher (Slovic & Lichtenstein, 1983). These results do not falsify
rational choice theory, once we accept that the expected utility is not necessarily measured

10 EKOHOMUKA EXA1



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

in terms of the monetary payoffs. If we assume an added disutility associated with a risky
and low probability choice, then the rational choice theory that indicates that people are
maximizing their utility is not falsified by this experiment. “A risk-averse participant
may not maximize expected monetary value, but may still be maximizing expected
utility. With appropriate manipulation, the choice of $10 can be made to be perfectly
consistent with the maximization of the expected utility, instead of the maximization of
the expected monetary value of the payoff” (Hodgson, 2013, p. 97).

The idea that the utility maximization cannot be observed in real life was confirmed
by the results of the following research. The results of the experiment clearly indicate
that most respondents prefer option A with an expected value of $4 to option B with an
expected value of $5. Since most respondents prefer option A with an expected value
of $4 to option B with an expected value of $5, then it can be assumed that “there are
additional attributes of option A (for example, we may enjoy losing or gaining pleasure
from seeing others win) that are consistent with the view that it yields higher overall
expected utility for the subject” (Hodgson, 2012, p. 97). Since we can never show that
some variables that cannot be directly observed (such as utility) do not maximize, then
rational choice theory is resistant to every empirical “impact”.

The key problem with the rationality assumption is that it is so general that it can explain
everything. Consequently, the explanatory power of rational choice theory is significantly
reduced in specific cases. For example, rational choice theory cannot explain the positive
substitution effect or probability that the consumer chooses a point below budget line CD that
is located to the right of e (Figure 1). Each point below the budget line is suboptimal. If the
consumer chooses these points, then his behaviour is irrational. However, in his article, entitled
“Irrational Behaviour and Economic Theory”, Becker shows how the choice of individuals who
do not behave rationally leads to economic outcomes “‘as if”” they behave rationally (Becker,
1962). When alcohol prices increase, an alcoholic reduces the consumption of alcohol. This is
due to the income effect or budget constraint that exists regardless of whether someone is drunk
or not. In this case, the reduction is not the result of rational behaviour or the substitution of the
consumption of alcohol with something else.

Conclusion

As critics question the validity rational choice theory with the unfounded claim
that its basic postulates are falsified, the proponents erroneously claim that they have
been rigorously confirmed. In his papers, Hirshleifer (1985) shows that: “we must reject
rational choice theory to the extent that it violates the evidence about human behavior”
(p- 59). However, this view is due to a methodological misunderstanding. No evidence
can refute rational choice theory. There is no evidence that does not fit into any version
of the theory of rationality. The experimental evidence about ranking preferences and
cognitive ‘anomalies’ forms a new and empirically compatible theory, but it does not, in
principle, refute the old version based on rational choice.

Certain authors, such as Eichner, have based their criticism on “an untenable and
empiricist view of science that denies that non-falsifiable and ‘metaphysical” assumptions
are essential to any science” (Hodgson, 2012, p. 102). In fact, all sciences depend upon
the propositions that cannot be tested. No theory can be composed entirely of empirically
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confirmed elements. The concepts, which are previously created, make sense of the fact.
All concepts cannot be empirically tested. Any ‘test’ relies on prior concepts or categories.
As aresult, all sciences extensively use some untestable and metaphysical assumptions.
For this reason, the empiricist criticism of rational choice theory is untenable. In practice,
the denial of the essential role of non-falsifiable assumptions in theory disables the
independent elaboration of theoretical constructions. Since it is practically impossible to
test all assumptions, any theoretical construction cannot be empirically tested.
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WAGES AND CORPORATE DOMINANCE
Abstract

As wages are the primary means of income for the majority of people in every
country in the world, understanding the reasons for differences in wages is important
for human welfare. One potential source of differences in wages between countries is
differences in the degree of corporate dominance. This paper proposes that average
country wages are negatively related to the extent of corporate dominance. The
proposition is tested using cross country regression analysis. The results show that
greater corporate dominance reduces average national wages when adjusting for the
level of economic development and other relevant variables.
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IIJIATE 1 KOPITOPATUBHA JOMMWHALINJA
AnCTpaKT

Tlowmo cy naame 21a6Hu U360p NPUXOOA 3a 8ehUHY HYOU Y C8AKO] 3eMbU HA cee-
my, pasymesaroe paziozd 3d paziuke y Niamamad je 8axiCHO 3d /byOCcKy 006pooum.
Jedan 00 nomenyujanHux uzeopa pasuxa y niamama uzmehy 3emamna je paziuka y
cmeneny Kopnopamusre oomunayuje. Y pady ce npemnocmagna 0a cy npoceune nid-
me He2amueHo nosesame ca 0oUMoM KopnopamusHe oomunayuje. Ilpemnocmaska je
mecmupana nomohy pezpecuone ananuze usmehy semasna. Pesynmamu noxkasyjy oa
selia Kopnopamusna OOMUHAYUja CMArsyje NpocedHe HAYUOHATHE 3apade NPUTUKOM
npunazohasarsa HUB0A eKOHOMCKOR PA360jd U OPyeUXx peleaHmHux eapujaonu.

Kwyune peuu: nname, Kopnopamuena OOMUHayuja, pecpecuona aHiu3a

Introduction

With increasing globalization, corporate dominance of markets appears to be
becoming greater and greater. Corporate dominance of product and labor markets,
especially in the presence of weak and declining union strength and labor power, can
be expected to lower wages and labor income on both an economic and political basis.
Economically, monopolistic and monopolistic power, strictly from a neoclassical

1 wdipietr@daemen.edu

©/lpymtBo exoHoMHcTa “Exonomuka” Hurm 15
http://www.ekonomika.org.rs



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

economics vantage point, tends to enhance profit’s share of total economic income at
the expense of labor’s share. Politically, greater power in corporate hands, through
increased corporate lobbying or other means, is apt to lead to undue corporate influence
over politicians and, for that matter, over the entire political process. In general, greater
corporate dominance of markets is apt to change political attitudes, dispositions, ideas,
arguments, rationalizations, and even the political agendas themselves, making them
more pro corporation and less concerned with labor issues, such as fair wages and
adequate living standards for ordinary men and women. Greater corporate political
influence tends to result in reduced corporate business regulation, even when the
regulation is appropriate on equity and efficiency grounds, and to lax administration and
enforcement of existing business regulations.

Economics is always concerned with incentives and for establishing and
maintaining appropriate incentives systems-incentives systems that provide higher levels
of economic efficiency, technological progress, and economic growth. For the effective
operation of the private sector, self-interest needs to be aligned with social interest. The
government needs to set the basic framework and the ground rules for this to occur. It
has to have the desire and will to do so. Greater corporate dominance is likely to lead to
greater and greater misalignment between corporate pursuit of profits and the welfare of
society as a whole. It makes it more and more difficult for the government to bring the
two into line, even under the assumption that government still wants to, and diminishes
the government desire to do so.

The purpose of this paper is to quantitatively test the theoretical hypothesis that
greater corporate dominance lowers wages, and, if the hypothesis proves to be correct, to
get some feel for the magnitude of the effect.

The paper consists of five sections. The first section touches on some of the recent
relevant literature with regard to wages. The second sections lay out a simple model of
cross country wage determination with corporate dominance playing the central part
or the key role. The third section discusses the sources of the measures of the various
variables used in the actual empirical work. The fourth section presents and analyzes the
results of cross country regressions of wages on corporate dominance. The fifth and final
section rounds the paper out with some concluding comments and implications.

Brief Literature Review

Ivrendi, Guloglu and Yetkiner, hypothesize that divergence in factor endowment
between countries is the source of differences in real wages between countries (Ivrendi,
Guloglu & Yetkiner, 2014). Employing a panel data set for twenty six OECD countries
in their regression analysis, they find evidence that factor endowment in the form of
productivity, capital, labor stock, together with human capital and unemployment,
explain most of the variation in real wages in their sample, with each of the individual
variables statistically significant and having their appropriate signs.

It may be the case that it is not differences in human skill, human capital that
accounts for the bulk of variation in worker earnings that exists across countries, but
rather diversity in rewards to skills (the price of skills). Using three wage sets of data
on countries from around the world, Rosenzweig estimates skill prices for countries
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(Rosenzweig, 2010). He finds that skill prices differ markedly between countries, and
that income inequality between countries is primarily due to different rewards for the
same skills, and not due to differences in human capital as predicted by the neoclassical
Mincer theory.

Hirsch reviews some of his and others past research on wages and wage
determination in his 2007 presidential address to the Southern Economic Association
(Hirsch, 2008). Although he maintains that the theory of one wage is the appropriate and
useful starting point for looking at wages, it is heterogeneity in wages that he considers
to be interesting to study and explain. He contends that differences in wages between
cities and metropolitan areas are likely to disappear after adjusting for differences in
cost of living and differences in amenities between different areas. He feels it is possible
that government regulation in the product markets can lead to rent sharing with workers
in industries with strong unions, as he believes occurred, at one point in time, in the
trucking industry in the United States. For the U.S. as a whole, he finds that, although
a large part of the variation in wage gaps can be explained by the standard neoclassical
Mincer model, that the wage gaps unexplained by the standard neoclassical Mincer
model may be even greater after adjusting for measuring errors, from, for example, such
things as earnings imputations in the data.

Heinze and Wolf study the effect of competition, unionization, and workers councils, on
the wage gap between men and woman within German firms (Heinze & Wolf ,2010). Looking
at a pooled sample of German firms ranging from 1148 to 1852 establishments for the years
1997-2004, their regressions show that relative firm size has a significant positive effect on the
wage gap between men and women, after adjusting for human capital characteristics, that is to
say, that reduced competition leads to a greater gender wage gap, while collective bargaining
agreements and worker councils, on the other hand, decrease the gender wage gap.

Du Caju, Katay, Lamo, Nicolitsas, and Poelhekke investigate inter-industry wage
differentials for eight European Union countries for 1995 and 2002 using data from the
European Structure of Earnings Survey (Du Caju, Katay, Lamo, Nicolitsas, Poelhekke,
2010). Their data suggests that substantial inter-industry wage differentials still exist
even after adjusting for workforce and job characteristics. These conditional inter-
industry wage differentials cannot be explained by unobserved quality differences in
workers. However, they do appear to be determined by differences in the rents and rental
sharing between industries, with the amount of rents depending on industry structure,
and, the extent of rental sharing, depending on the collective bargaining strength of labor.

Du Caju, Rycx and Tojerow combine data from the Structure of Earnings Survey,
that contains information on firm and individual characteristics, with the Structure of
Business that contains firm financial information, to look at wages in Belgium for the
years 1999-2005 (Du Caju, Rycx & Tojerow, 2011). In their empirical analysis, they
find that sizable wage differentials between sectors continue to exist after adjusting for
numerous individual and firm characteristics, indicating that non- competitive forces
are operating in wage determination; that firm’s ability to pay, measured in terms of
profits per worker, is a positive and significant factor for wages, suggesting that rent
sharing between firms and workers may be one of the non-competitive aspects in wage
determination; and that wage differentials between sectors still exist even after taking
account of profits per worker of firms, suggesting that there are other dynamics operating
to determine wages besides standard neoclassical forces and rental sharing.
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Fairris and Jonasson look for potential causes of intra-industry wage differences
employing data on establishments from an original survey of several low wage industries
in Los Angles for 2002 (Fairris & Jonasson, 2008) . Using average establishment wages
and occupational starting wages as alternative dependent variables, they run regressions
on a sample of 190 establishments on a fairly sizable set of explanatory variables. Their
regressions provide some evidence supporting a role for rental share and efficiency wages
in explaining intra-industry wage differentials, but lend little support for the theory of
compensating differences.

Freguglia and Menezes-Filho look at the sources for inter-regional wage differentials
in Brazil using data between 1995 and 2002 (Freguglia & Menezes-Filho, 2012). They find
that most of the differentials between Brazilian states can be attributed to differences in the
average ability of workers.

Formalized Cross Country Wage Determination Model

The model consists of one equation and a single partial derivative. The single equation
model is as follows:

W=g(D, C) §W/3D<0

In the model W stands for average country wages, D stands for corporate market
dominance, and C is a set other determinants of wages that act as control variables.

The model’s focus is on corporate dominance as a potential determinant of wages.
As shown by the negative partial derivative between wages and corporate dominance, it
is theorized that wages are negatively related to corporate dominance, so that, an increase
in corporate dominance is predicted to lead to a reduction in wages.

What has happened recently with the advance of globalization is the evolution
of a new relationship between capital and labor that favors capital. Capital, especially
concentrated capital, is acquiring more and more power. At one time, at least in the
developed countries, when corporations were at most national in size and scope, there
existed, with strong national unions, a fairly high level of countervailing power between
capital and labor. Now, however, with capital, but not unions, successfully going
international, and with the recent vogue in deregulation, free market ideology, and anti-
union sentiment, this is no longer the case. The balance of power is becoming tilted more
and more in favor of big business.

Besides corporate market dominance, three other variables are considered as
potential determinants of wages across countries.

The first control variable, the first argument in the wage determination model other
than corporate dominance, is the level of economic development. Wages are predicted to be
positively related to the level of economic development. Standard neoclassical theory predicts
that wages move in concert with labor productivity. The difference in labor productivity
between the most highly developed countries and the least developed countries is enormous.
Labor productivity is higher at higher levels of economic development for a large number of
reasons. These include differences in the quantity and the quality of the physical and human
capital stocks, and differences in the quantity and quality of infrastructure.
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The second control variable is government size. Wages are predicted to be positively
related to the size of government for several reasons. First, the government is a source of
employment. It employs substantial numbers of people in the military, in education, in the
government bureaucracy itself, and in other areas. Second, the government is the primary
funder of basic research. Basic research is the essential foundation for all research and
development, and, research and development is the key driver of technological change
and productivity improvement. Third, the government provides traditional public goods
and services such as, infrastructure, law and order, educational systems, and defense that
are necessary for the operation of an economy.

The third and final control variable is the share of country income going to research
and development. Naturally, the greater the devotion, the greater the commitment, of
society’s resources to R&D the higher wages are likely to be. Higher labor productivity
spells higher wages. Investment in R&D creates higher labor productivity, both in terms
of building greater human capital among those engaged in R&D, and, in terms the
enhanced productivity that results from the products and services created through R&D.

In sum, four variables are considered as potential determinants of wages. They are
corporate dominance, the level of economic development, the size of the government,
and the share of income going to R&D. While corporate dominance, the key variable
of interest is theoretically predicted to be negatively related to wages, the other three
variables are expected to be positively related to wages.

Data Sources for the Variables

The average wages for countries are downloaded from Wikipedia (Wikipedia, 2014).
Their source is the United Nation’s International Labor Organization. The data are monthly
average wages in purchasing power parity dollars for 2009.

The measure of the level of economic development is GDP per capita for 2010. The
numbers come from the World Bank (World Bank, 2014).

Corporate dominance is quantified by adjusting the index of corporate dominance
from 2009 through 2010 of the World Economic Forum so that higher values show
greater corporate dominance (World Economic Forum, 2011). The World Economic
forum’s extent of market dominance index is based on answers to the survey question,
“How would you characterize corporate activity in your country?”. The range of possible
answers are from one, dominated by a few business groups, to seven, spread among
many firms. Given the World Economic Forum’s corporate dominance index is inverted,
for ease of understanding, the corporate dominance index used here is eight minus the
World Economic Forum’s corporate dominance index.

The Empirical Results
Table 1 shows the results of cross country regressions average wages on corporate

market dominance and the three control variables. The table shows the results for four
different regressions, one in which corporate dominance is the only explanatory variable,
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and three others in which corporate dominance is accompanied by one or more of the three
control variables, namely, the level of economic development, the size of the government,
and the share of R&D expenditure.

Table 1: Cross country regressions of average wages on corporate dominance and other variables

(1) (2) 3) (4)
4656.11 2843.26 79,00 292.49
CONSTANT (11.03) (5.15) ' (.63)
* " (1.39)
-764.64 -450.17 -314.18 -169.78
DOMINANCE (-7.51) (-3.92) (-3.08) (-2.22)
* * * *%
0215 .0225 .0389
GDPPC (4.45) (5.79) (9.72)
* * *
85.97 47.03
GOVTTOGDP (6.04) (3.71)
* *
167.29
R&DTOGDP (2.65)
**
RSQ 453 574 729 893
N 70 68 68 51

The table is constructed in the following way. It is composed of five columns. The
first column shows the potential explanatory variables, the set of variables eligible to
enter the equations. The second, third, fourth, and fifth columns each show the results
of a single regression equation. The equations are numbered in the first row. If and when
a variable enters an equation, the top value in the body of the table corresponding to the
row containing the variable and the column of the equation in which the variable enters
is the estimated coefficient for that variable in that equation. The individual t-statistic, in
parentheses, is right below the estimated coefficient. Variables that are significant at the
one percent level of significance or better in an equation are marked with a single asterisk
beneath the individual t-statistics. Those that are significant at the five percent level or better
are labeled with two asterisks. The last two rows show, respectively, the R-squared values
(RSQ), followed by the sample size (N), the number of countries entering an equation.

The results support the idea that greater corporate dominance is detrimental to
wages. The corporate dominance index (DOMINANCE) is negative and significant at the
one percent level of significance or better in three of the four equations in table I (equations
(1)-(3)), and is negative and significant at the five percent level of significance in the single
remaining equation (equation (4)). Thus, whether corporate dominance is used alone as the
sole explanatory variable, as in equation one, or in combination with the level of economic
development and other explanatory variables, as in equations two, three, and four, corporate
dominance has a negative and statistically significant effect on wages.

Furthermore, the magnitude of the impact of corporate dominance appears to be
far from insubstantial. Looking at the estimated coefficient on corporate dominance in the
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fourth equation, the lowest estimated coefficient on corporate dominance for all the four
equations in table 1, implies that a one point increase in corporate dominance, which can
potentially vary between one and seven, leads to around a one hundred seventy dollar
decrease in average wages in a country. If anything, the estimated coefficient in equation
four probably understates the impact of corporate dominance on wages, as there may be some
multicollinearity in equation four, with the direct effect of corporate dominance on wages
being watered down by its potential indirect effect on wages working through corporate
dominance’s potential negative effect on R&D expenditure.

The explanatory power of corporate dominance is also quite strong, especially for a
cross section. When corporate dominance is used alone as an independent variable (Equation
(1)), it explains over forty five percent of the total variation in average wages across countries,
and, when combined with the other three variables (equation (4)), explains close to ninety
percent of the cross country variation in average wages.

All of the other three variables also behave quite nicely. The measure of economic
development, GDP per capita (GDPPC), just as theoretically expected, appears to be a
positive force for wages. The variable is positive and significant at the one percent level or
better in the three equations in which it appears (equations (2)-(4)).

The results suggest that the bigger government size is favorable for country wages.
The government size variable (GOVTTOGDP) is positive and significant in equations three
and four, the only two equations that it enters.

Lastly, the results show that research and development is a positive driver of wages.
In equation four, the sole equation in which it appears, the percentage of R&D expenditure
to GDP (R&DTOGDP) is positive and significant at the five percent level of significance.

Conclusion

Identifying a determinant of wages and its relationship with wages is of no small
import. The level of wages really matters for the well-being of most members of society.
Along with employment, adequate wages are necessary, are essential, for most members
of a nation to attain a decent standard of living.

Wages constitute the mainstay of income for ordinary citizens, and can thus be
viewed as the back bone or as the core component of national welfare.

The cross country empirical analysis of this paper strongly suggests that greater
corporate dominance is associated with reduced wages for workers. Whether or not
corporate dominance is used alone as the sole explanatory variable in a regression, or
in regressions that control for other variables, corporate dominance proves to have a
statistically consequential negative effect on wages.

The obvious policy implication of the analysis is that an important way by which
a government can increase average wages in a country is to design policies that reduce
corporate power and corporate dominance of markets. Markets need to be regulated
so that corporations do not acquire large, unwarranted, market shares. Not only is this
likely to be good for wages, but it probably will also be good for competition, and for
economic efficiency. As small firms are often innovators and small firm growth is a
major employment driver, it is also likely to be favorable for employment and technical
progress.
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Abstract

The fact is that even today in the management of developed countries they apply
the concept of strategy defined in the eighties by Michelle Porter. This concept is
based on both classic and mechanistic basis, i.e. determinism and the organization
chart that was effective in terms of small changes and a high degree of certainty in
management decisions. Therefore, the fact that Porter s concept of strategy had not
changed for more than three decades and is as such still applied and analyzed at
high business schools in the West is reason enough for this concept to deteriorate
leading to the final outcome - death .

With evident turbulent and radical changes, Porter s concept of strategy is inefficient
and itmust be replaced with new approaches and concepts based on biologistical-medical
grounds, which are natural, and hence more objective to formulate quality strategy and
strategic decisions. It turns out that it is necessary to redefine the postulates of classic
strategies and set a new basis, i.e. new strategy for the development and implementation
of strategies, and the introduction of new, primarily adaptive, flexible, and strategies
shaping the environment, which are relatively unknown today, or neglected.

This paper aims to highlight the necessity of abandoning the classic strategy
in strategic management and the necessity of introducing those concepts that take
into account volatility and the high level of uncertainty that exists today and will in
the future be even greater.

Keywords: Classical strategies, new concepts of strategy, strategy problems
JEL classification: M2, M20, M21
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Muwen Ilopmep. Osaj konyenm ce 3acHUBA HA KAACUYHUM U MEXAHUCMUYKUM
0CHO8aMA, OOHOCHO HA OemepMUHUSMY U wemamusmy u ouo je egpuxkacan y
VCOBUMA MAUX NPOMEHA U 8UCOKO2 CIENena U38eCHOCU YNPAGHAUKUX 00TYKA.
Camum mum, wmo ce Ilopmepos Konyenm cmpamezuje Huje Merao suuie 00
mpu OeyeHuje u wmo ce Kao makaé OaHAc NpuMemyje u u3yuasa Ha GUCOKUM
NOCIOBHUM WKOIAMA (Xuexm Oycunecc cyxoon) 3anada, je 0080/baH pazioe 3d
e2060 nponadarse Koje 00800U 00 KOHAYHO2 UCX00d, d MO je CMPIM.

YV yenosuma mypOynenmuux u paouxainux npomena, Ilopmepos konyenm
cmpamezuje je neeghuxacan u Hy’#CHO je UCmu 3amMeHumu ca HO8UM NPUCIYNUMA,
O00HOCHO KOHYenmuma Koju ce 3acHusajy Ha Ouonocucmuiko-meOUuyuUHCKUM
OCHO8AMA, KOjU CV NPUpOOHU, a mume U O0OjeKmueHuju 3a ghopmyaucarse
Keanumemuux cmpameauja u cmpamezujckux 00ayka. Ilokazyje ce oa je Hyx#cHO
pedeunucamu nocmyname KidacuuHe cmpamezuje u nocmasumu Hose 0CHose,
00HOCHO HO8Y cmpame2ujy 3a uspady u umnieMenmayujy cmpameeuje, Kao
u ysoherwe HO8UX, a npe cge2a AOANMUSHUX, QIEeKCUOUTHUX U cmpamezujd
001UK08ATLA OKPYIICEILA, KOJe CY OAHAC PeNamusHo Heno3Hame, U 3an0Cmas/bene.

Pao uma 3a yum 0a ykadice Ha HYHCHOC HANYWIMARA KIACUYHUX cmpamezujd
Y CIpamecujckoM MeHAyMeHmy u HeOnxoOHOCm y8oherba OHUX KOHYenama Koju
veaswcasajy mypoyieHmHoCm U BUCOK HUBO HEU38ECHOCMU KOju OaHAC NOCMOju U
xoju he y 6yoyhnocmu 6umu jow u eehiu.

Kuwyune peuu: Knacuuna cmpamezuja, nogu konyenmu cmpamezuje, npooiemu
cmpamezuje.

1. Is strategy science?

Studies show that the strategy is several thousand years old. Strategy is mentioned
both in war doctrines and in conducts of wars. In each new time dimension man tried
to increase effectiveness in conflicts between different tribes, using effective tools and
weapons, different concepts of warfare, etc. As a rule, every new weapon had changed
the concept of waging a war, thus increasing the success in conquering territory, or
enslave other tribes or nations. When slaves were replaced with professional armies this
gave military strategy a whole new quality.

No matter when strategy is created and where it is being implemented, strategy
is always a set of integrated decisions, actions and plans, whose task is to achieve the
defined objectives of the organization or society. It is the result of the analysis and
evaluation of organizational performance and their compliance with the opportunities
and threats in the environment. Therefore, strategy itself is not a goal, nor is strategy
used to define objectives, as it is often stated in the literature, but it is an instrument for
achieving the defined objectives.

Classic theorists and general management theory in the sixties found that strategic
management is indeed a scientific discipline of its own, and that claim was further
developed in the seventies and eighties. View that strategy is interdisciplinary science
prevails in strategic management today.

Further analysis shows that we might rightfully pose the following qustion: is
strategy science at all?

Experience has shown that whenever a certain phenomenon was widely spoken
about without adequate arguments there invariably existed a problem in the scientific
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explanation of these phenomena. Therefore, conclusions without scientific verification
can be misleading, i.e. existing concepts may turn into stereotypes and laws that are not
being addressed.

Too many citations and quotation by a famous Chinese strategist Sun Tzu show
that many authors tend to mechanically transfer certain laws of war strategy into business
sphere, and beyond. For example, D. Cawood talks about military strategy in business
emphasizing that principles of military strategy can be used in the conduct of market
struggle, especially in a market environment where modern economic activity may
be compared to a battlefield where every day a large number of companies disappear,
leaving behind greater havoc than in a conventional war. (Millson & Wilemon p.657) We
must keep in mind that military strategy itself has changed rendering its implementation
impossible, not only because we face a fundamentally changed environment, but also
because war strategy is aimed at the *waging warfare with modern weapons, without
participation of the life force, at a distance, where many elements of the classic military
strategy do not work, or are marginalized.

1.1. Arguments that support the claim that strategy is science

The fact is that modern management is designed on classic basis which was
designed by Western theorists of organization and management. Its features include:
determinism, schematism and hierarchy, i.e. relations of dominance and subordination.
In this concept, the dominant role was played by material resources, while human
potential was neglected and considered to be a mere *machine tag.” In the second half of
the twentieth century classic management provided satisfactory results and was the most
perfect mode of management of organizations. All things created on earthin the past five
decades are more or less results of this and similar types of management. It is still present
in traditional organizations and traditional industries.

Porter’s concept of strategy originated in the mid eighties in the framework of
classical management and had its characteristic features. From this distance, this concept
is not old, but technical, technological, organizational, economic and socio-political
environment and changes had made it obsolete, thus questionning its applicability in the
form set by Porter. It turns out that now there are no gradual and predictable changes,
no industrial organization, the number of workers classified as ’blue coats’ is drastically
reduced with tendency to completely disappear because there will be no jobs for them to
perform. Today we face the knowledge society dominated by intellectual organizations,
or "white coats’ and "golden collars’. Instead of material factors, knowledge has become
the most important potential. In a word, there have been radical and fundamenalne
changes that have significantly changed the design of the organization and management.

The claim that strategy is science is based on the indisputable fact that it is taught,
as well as other sciences, in reputable high business schools around the world, for more
than five decades now. A significant number of colleges, institutes, faculties in the field
of business and management had been created as early as the sixties and their curricula
also includes strategy and strategic management in various fields. Further, a significant
number of scientific papers have been published in this field in recognized international
journals, and there are scientific positions in this field, too. Clausewitz, one of the world-
renowned experts on strategy, strategy is ’science because it aims, just like all other
sciences, to learn things, i.e. to process knowledge necessary to conduct the fight.’
However, he further believes that strategy must be followed by skill, i.e. it is not enough
to know the principles of strategy, it is necessary to have the skills to implement it.

From the above it can be concluded that strategy, like other sciences, has its own subject,
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the methodology and scientific apparatus for drawing conclusions and principles that should
not be questioned. Its principles are derived from warfare, or from experiments in different
organizations. For example, through the chronographer Taylor used to measure performance,
and on that basis he would set norms for certain jobs and tasks. Based on this, he would plan
certain individual stages of the production process. The last and most important experiment
that was conducted in the field of management and motivation is the so-called Hawthorn’s
experiment conducted at the Western Electric Company in Chicago in the twenties and thirties
by E. Mayo and associates. This experiment was related to the study of working conditions
(microclimate, noise, lighting, and other factors) on the productivity of labor, and whether and
what extent supervision contributes to work performance. This experiment was a prelude to the
emergence of neoclassical theory of organization and management, which radically changed
the organization. On the basis of these studies the so-called Hawtorne’s effect was formulated,
which boiles down to the following: isolated individuals can increase their impact more through
increased attention and inter-personal respect than through the introduction of tests and controls
that had been dominant up to then (Barton, & Martin, p.50). Later concepts of management,
such as the X, Y, Z, theories of motivation and organizational building, are but modalities of the
Hawthorne experiment. Business colleges around the world teach the elements of strategies,
such as operational art, and tactics, working with people, morality, etc.

Bearing this in mind, strategy was further diversified by different criteria
and was often analyzed through various sciences such as military science, industry,
agriculture, tourism, services, etc. Strategy was also treated from the national level,
level of organizational systems, and from the standpoint of individual functional areas,
therefore we have national strategy, corporate, functional strategy such as production,
finance, marketing or development strategy, quality strategy, etc. That is how strategy
has become not only science, but a multidisciplinary science. Strategy has been using the
achievements and findings of an overall strategy, but each branch strategy, corporate or
functional strategy treated and explored certain specifics.

Apparently, strategy is applied activity because it points out the ways how to
achieve goals. Large multinational companies have strategic managers with different
names: the president of the company, Managing Director, Executive Director, Board of
Directors, strategic manager, top management, etc. They use techniques and knowledge
they have acquired through the formal system of business education, as well as through
practice and experience gained in the management of business and other organizations. In
the last decade analyses have shown that companies with strategy and educated strategic
managers had better business results than those without them.

This general effort to point out that strategy is science denied in fact the opinion
that strategy is dominated by skill. If you accept this point of view, strategists would be
trained in a different way, i.e. by practicing, training, simulation and tests based on real
situations.

1.2. Arguments that support the claim that strategy is not science

In the current theoretical and practical flood of management concepts, it is difficult
to put strategy as a science into question, and every paper on this topic is indeed a risky
undertaking. However, the strength of facts and reasoning by itself can lead into doubt
and dilemma as to whether and to what extent strategy is science, just how much skill it
contains, i.e. whether strategy is primarily art and only then science, which is a dilemma
for Clausewitz, too.

The first argument that strategy is not science is that its laws are not based on
scientific grounds, which are scientifically validated, as in other sciences. In strategy-
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creating effort strategic management does not dispose of enough scientifically verified
information. Strategy is the result of strategic thinking, which may be more or less, or
completely subjective, thus losing objectivity and scientific basis for making strategic
decisions. It turns out that strategy is a mental process, partly based on individual
perceptions.

Thus, strategy is accompanied by a high level of subjectivity in the interpretation
of the same facts and the execution of final conclusions, or legality of the same, which
is not the case with other, primarily the natural sciences. For example, in medical
science strategic decisions that determine the life and death of patients are arrived at
based on confirmed and scientifically proven facts, standards and procedures that do
not leave room for different interpretations. The outcome of these and other decisions
is predictable. If we apply the same methodology of treatment with the same drugs and
therapeutic agents to patients with the same symptoms and diagnosis, it is very likely
that we will get the same result. Any doctor must justify his every decision and base it on
the experimentally confirmed facts and scientifically verified procedures and standards.
Those are: laboratory analysis, X-rays, graphics, and estimation of the quantification. In
the case of complex problems, they are obliged to convene a council, where, from the
perspective of holistic concepts, they evaluate the outcomes of specific interventions and
their effects on the whole organism (Walshe, & Undall, 2001).

The situation is the same when it comes to technical science. If we are to make a
project of a bridge of certain capacity, with a high level of accuracy we can calculate the
necessary resources, such as compressive strength, section steel profiles and fittings, etc.
Data and standards leave no room for different interpretations or different conclusions. If
you fail to comply with these standards, the capacity of the bridge becomes problematic.

However, with strategy this is not the case. If we apply the same strategy to solve
the same problems in the organizations of the same activities with the same organic
composition of capital, the same number of employees and the same value of assets, we
shall end up with different, and often completely opposite results. In one case, the same
strategy can produce satisfactory, while in other cases negative effects, which brings into
question its scientificity.

Also, experience shows that the strategies that had been proven successful in the
past, in another time dimension may be unsuccessful, and may even produce damage to
the company, which is rare in other sciences, primarily in natural sciences. This leads us
to the conclusion that in strategy there is a problem of scientific value, and that it suffers
from the problem of objectivity in drawing conclusions and laws.

Another argument that strategy is not science is the fact that there is no clear and
scientifically verified methodology in its formulation and implementation, and there is
no strategy for the development of strategy. The question is whether it is possible at all to
establish it in the first place. Because of the above, every organization formulates its own
strategy, which is the result of strategic management’s skills to evaluate environmental
factors and their own internal forces in order to respond to changes in the environment.
Therefore, even though the facts are the same, the difference between strategy and
strategic decisions may find itself in a wide range in the way of their formulation and
implementation.

This argument is often disputed, and it is often emphasized that the main reason for
the differences are the people in different organizations. It turns out that organizations with
greater percentage of human labor, as is the case in the service sector, are more susceptible
to variations in the final result. However, there are differences in the treatment of humans,
too. If we know that there are no two same people on earth, and we know that every person
is different from another, how is it possible that different people take same drugs with more

EXSIEKOHOMUKA 27



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

or less same expected effects, whether by the outcome (positive or negative), and by the
time necessary for drugs to produce results. It is obvious that medical science has managed,
through scientific experiments, to arrive at scientific information that is universal and whose
outcome is expected in each patient, just as it is expected by every medical professional.

A relatively strong argument that strategy is not science lies in the fact that Sun
Tzu in his book *'The Complete Art of war’ (approximately 509 BC) elaborates the art
of war that comes down to the skills of issuing instructions, commands and explanations,
and the practicing of small units through segmentation, articulation and maneuverability
as the primary goals of military preparation. The key idea of this military leader was that
we should not strive to defeat the enemy by engaging in armed conflict, but to prevail
without battle as such, which is the area of diplomacy. (Sun Cu, 2005, p.21-36).

In the past, as in modern times, a number of successful businessman had no
knowledge of the strategy as a science, yet they managed to create and maintain their
empires which last to this day. Their skills and ability to assess the current situation
and use it appropriately is not a matter of science, but rather matter of skills. Finally,
one of the most successful people in the last two decades had been Steve Jobs who had
no formal education, who knew nothing about management and strategy, but still he
managed to make his company competitive and in the industry considered to be highly
volatile. The situation is similar with other big names in the world of business, in the
world of manufacturing, hospitality, banking, etc.

The problem of strategy in strategic management increases if we bear in mind
that Japanese companies do not have or are abandoning strategy as a basic tool for the
realization of the set goals. Japanese management sticks to one and the same strategy,
which is to produce the best quality products and services with the lowest possible cost
price and selling price. In this context, there are different techniques and tactics, such
as quality management, just-in-time, encouragement and use of innovation, creative
imitation, etc. Abandonment or marginalization strategy is the first sign or symptom that
it is not effective in creating greater business success.

If we are to conclude that strategy is not a science, the question arises to what
extent the availability of databases and their use improves the quality of strategic
decisions. The business literature is full of case studies and observations that the
development of information technology has significantly improved the process of
strategic decision-making, because the data can be obtained faster and better. However,
studies on the example of 330 public north American companies showed that companies
that use massive databases policy decisions have had a better business success by 5-6%
compared to their competitors, as measured by the increase in value of the shares on
the stock exchanges. This study showed that about 50% of strategic managers make
decisions based on intuition and experience (McAfee, & Brynjolfsson, 2009). The fact
is that more information lead to better predictions, and this inevitably leads to better
decisions. However, it is shown that the use of massive files, in the absence of scientific
information, cannot significantly improve the business success of organizational systems,
which imposes the primary need to establish a scientific basis for the formulation and
implementation of strategy, and then to increase the use of the database.

From the above we might conclude that there is room to doubt the scientificity of
strategy, because there is not enough evidence that its conclusions are based on objective, i.e.
is scientific facts. Therefore, it is more realistic to view strategy as a science and art, leaving
us with the question to what extent one or the other phenomena are present. One of the
reasons for the above might be the fact that for decades the dominant concept was Porter’s
concept of formulation and implementation of strategies, never reviewed nor upgraded.
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2. The necessity of introducing medicine into formulation
and implementation of strategy

Without going into further analysis of whether and to what extent strategy is a
science, i.e. to what extent it contains skills, the fact remains that Porter’s concept of
strategy is no longer applicable, because it is based on mechanistic-deterministic basis,
which does not correspond to turbulent times. This is a paradox indeed, especially since
Sun Tzu believed that “the key element in fighting is spirit, or chi, which is the vital
energy of life itself. It is evident, therefore, that as early as 500 BC people were aware
of psychology in which spirit was the basis of many aspects of Chinese thought, from
metaphysics to medicine. It is not clear, however, how did spirit - governed by will
and intent - disappear from warfare, and why is it so scarce in the works of classic
management theorists and classic strategy.

Instead of the mechanistic-deterministic approach, it is necessary to perceive
strategy from the standpoint of strategy biologistical-medical sciences, which is logical,
because strategy is the result of thought process and mental energy that exists in man.
Functioning of man, and especially the relationship between the brain and the executive
body parts can analogously be applied to strategic management. Brain or top management
has the ability to think and to make mental constructions, i.e. to make real alternatives
and decisions. Body or those who implement decisions should put to practice what
brain had envisioned. Therefore, man works as follows: (1) first ideas and strategies
are formulated in the human brain, and (2) the execution of strategy through the body or
organization. Body obediently carries out the decisions of the brain. Arms, legs, other
parts of the body do not get to choose what they will do; the brain decides. Orders are a
one way street and go from the brain to the executable parts of the body, as is the case
with information ranging from the brain, i.e. from higher level of awareness towards
parts with lower level of awareness.

Medical professionals, especially neurologists may not agree with such a simplified
representation of the brain functioning. It turns out that from the standpoint of strategy
and strategic management this metaphor is correct. It can be used to formulate strategice
process, but also for its implementation, especially if one is familiar with the anatomy
and physiology of the human activities as a conscious human being.

On the other hand, getting to know the source or root from which strategy arises is
important, because he who does not know where he comes from cannot know where he is
going to. It turns out that every effect must have a cause, and if we want to turn strategy
into a scinece and an efficient concept, we must influence the cause, or the human mind
that is able to produce mental constructions, make real alternatives and select the most
advantageous variants of turning it into a decision.

2.1. The source of strategy and strategic process

Strategy is the result of a thought process and creativity of strategic management.
It occurs in the human brain, which consists of the left and right hemispheres. Each of the
two parts produces different strategies or different quality strategies (Radosavljevi¢, 2004).

The left side of the brain is based on logic, analyticity, gradual development and
respect for processes and procedures. It processes the information in a linear manner,
from parts towards the whole, i.e. proceeds from the parts, assembles them into a logical
entity and on that basis draws final conclusions. People who have a more developed left
side of the brain prefer to make plans, priority lists, schedules and graphics representing
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the strategic process. In presenting their strategic thinking, the strategists of this sort
use symbols, logical maps, symbols and formulas. Therefore, strategists with more
developed left side of the brain present their ideas and strategic assessment in a clear,
direct and understandable way for analysts, but also for those who are to implemente that
strategy. They often use analogies trying to analytically and directly give instructions on
how to reach the goal. Strategists who have a more developed left brain hemispheres
implement strategies according to established policies and priorities, and when the
strategic goal is achieved, they perform analysis of the strategic process in order to draw
certain conclusions.

The right side of the brain has the capability of creativity, intuition, improvisation
and the ability to immediately solve the problem. This side wants to see words, symbols
and ideas in a wider context, and how they function in real life, or in practice and on
the field. Persons and managers at the top of the hierarchical pyramid with the more
developed right side of the brain find it difficult to provide the right words to explain their
ideas, because ideas keep coming up, which is why there is often confusion. Therefore,
general decisions are most often produced, and they are later implemented in details.
In other words, the right side is capable of deductive reasoning, i.e. it starts from the
whole to the parts where it first constructs a large strategic picture, which then presents
the exact goal we must achieve. In this context, people with more developed right
hemisphere have no clear priorities, they are not oriented deterministically, often tend to
miss deadlines because they are willing to parallely perform multiple jobs. They do have
a very strong sense of intuition, i.e. they are albe to sense a problem, and further they can
also sense the right answer. However, they see neither analytical nor operational ways to
solve the problems.

The above analysis indicates and proves that dominance of either left or right side
of the brain determines the quality of strategy, as well as its creation and implementation.
Strategists who have the right side of the brain more developed, as a rule, tend to better
formulate strategy due the greater presence of creativity. They have more alternatives
and the ability to choose the most suitable one and turn it into a strategic decision.
Therefore, if we conclude that our problem with strategy is its formulation, clarity and
ability to predict future events, it is necessary to strengthen the strategic management
with experts who have the right side of the brain more developed, or we must attempt
work to strengthen the right side of the brain.

The dominance of the left side of the brain determines that focus is more on the
practical side of strategy and its implementation. Managers with this feature follow the
processes, procedures and standards set out in the strategic decision and are suitable
for the executive office or for operational and tactical management, through which the
strategy is implemented. If we conclude that the strategy is well formulated and the
problem is its implementation, strategic management, or administrative committees must
strengthen the management team with professionals who have the left side of the brain
as dominant.

However, recent studies in the United States have denied the above claims that
dominance of either left or right side of the brain in strategic managers determines the
quality of strategy, and generally determiines strategic management of organizational
systems. It has been proven that the most successful strategic managers are those with
balanced left and right sides of the brain. It is evident beyond doubt that managerial work
is dynamic, complex and accompanied with a number of uncertainties. Therefore, when
necessary, strategic managers must think logically and methodologically, but they also
must be creative, intuitive and unencumbered with the rules and procedures laid down in
the formulated strategy.
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Generally speaking, as stated above, the left and right sides of the brain process
information in different ways; what the outcome will be and what kind of decision
the brain will make depends on which side of the brain is dominant in every single
individual. In any case, experience has shown and proven that the process of thinking,
i.e. the process of stratetic thinking is more successful when both left and right sides
of the brain participate. Accordingly, each person should strengthen and consciously
promote one side of the brain that is less dominant, so that both sides are brought into
balance, i.e. that we reduce differences between them.

The above findings are significant for the selection of people who are to be admitted to
the management schools and trained to perform the most complicated tasks. In the eighties,
the Harvard Business School in enrollment of prospective students demanded brain scan, to
determine the dominance of the left or right side of the brain. If the side that created creativity
dominated, it was felt that these individuals had greater potential for answering more complex
questions in the world of business. However, if focus was on practicality or management
executive jobs, students with a more developed left side of the brain wer admitted.

The introduction of medicine in strategy and strategic management has led to the
discovery of anew quality of people involved in the strategic management and the formulation
and implementation of strategy. In addition to the intellectual potential and talent, future
strategists must constantly educate themselves and train to respond to new problems in the
world of business and strategic management. Therefore, it is now impossible to be successful
if we apply the concept of strategy suggested by Porter a few decades ago, in much the same
way that current concepts will not be able to solve the problems of the future.

2.2. The relationship between mental energy and strategy

Any action or activity is conditioned on using some form of energy. This principle
applies both to technology and man-made mechanisms, as well as to man. Therefore,
man as a conscious and rational must in his activities use mental and physical energy. In
other words, man must first conceive what to do and how to do that for which he needs
mental energy. After that, man is to implement the management decision for which he
must use physical energy, i.e. the power of his muscles, or of the power of man-made
mechanisms. When using mental energy and creating thoughtful design, or concepts,
one does not need to use physical energy, but when he does use the physical energy it is
necessary to use mental energy and intelligence as its product.

Strategy is closely related to mental energy, which is logical because strategic
process is the result of mentality, from the formulation to implementation of strategic
ideas. Thus, mental energy is energy that is created in the human neocortex, and it is
the result of the movement of neurons. It creates mental and strategic processes, and
this in turn creates mental activity in receiving pulses from the environment and the
establishment of functioning of self-organization, i.e. organizational systems in
accordance with the conditions in the environment.

Mental energy is analogous to electricity. Just as electricity has positive and
negative poles, mental energy too has its own emotional and motivational halves. If
one pole is lacking there can be no electricity. In that same way, if either emotional or
motivational energy is missing there can be no mental processes, and thus no mental
activity. Accordingly, without mental energy there is no strategic process and strategy as
a result of thoughtful design (Vucenovi¢, 2013).

Emotional pole creates needs and wants in a man. Desire arises in the mind. If a
man wants something, conscience shall tell that to the subconscious mind which will
fulfill the request of consciousness, without any question whatsoever. Subconscious is
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the builder of the body and is able to heal, which is natural, because the law of life is the
law of faith, and faith is thought that is born in mind. Every person and every organization
has its own needs and this is the source of the foundation of all social organizations.

In the classic strategy, emotional intelligence is neglected or marginalized. It used to
be believed, and is still so, that one should exclude emotions from business and in general
from any form of work althogeter because they ‘kill’ success. This belief further produced
the classic management claim that strategy should rely on material resources, and that man
must perform according to the dictates and instructions of strategic management. Just how
unacceptable this attitude is today is evident from the fact that today those organizations
and individuals that take into account emotions that create desire and build them into their
strategy are the successful ones. Without this element, it is difficult to be competitive,
because every organization whose reliability is based upon man is unreliable.

It turns out that is the biggest problem, because objectively there is a large gap
between wishes and possibilities. This law applies both to individuals and communities.
In fact, in every new time dimension man displays not only new needs, but also expansion
of existing needs, especially when it comes to quality of satisfying the needs. On the other
hand there is the problem of limited resources, which in each new era keep getting carcer,
and their availability becomes uncertain. In fact, strategy should answer the question as
what is the most appropriate way to implement the strategic concept. Strategy should
make it possible for us to achieve our goals and satisfy our needs with less effort and
other expenses, i.e. to enable us to maximize our results while minimizing our economic
sacrifices. Strategic management should, using strategy as a tool, develop needs and
desires thereby enhancing the emotional pole. Through feedback, this emotional pole
should then positively affect the creation of desire. This further means that strategy is not
a goal, but an instrument for achieving the defined objectives.

Motivational pol produces will, i.e. wish and motivation to fulfill desire. If a man,
or if any organization have the desire, but not the will to implement the strategy, the
desire remains useless. That is why the classical strategy and theory of management
kept searching for different ways to motivate employees and encourage them to meet
the objectives. Sun Tzu saw rewards and punishments as the main levers of military
victory. He favoured rewards and marginalized punishments, feeling that they can be
applied only after the creation of an emotional basis. In other words, to quote Sun Tzu:
‘If punishment is applied to the army before they become devoted to his commander, the
army will not be submissive. If the army is not obedient, it is difficult to use it in combat.
If punishment is not applied after the soldiers became devoted to his commander, then
the soldiers are unusable (Sun Cu, 2006, p.40).

In this context Maslow’s pyramid of motives is also based on the need; today it
is the basis for the study of motivation, although it does not provide entirely universal
application, especially when it comes to the order of satisfying the needs of higher rank.
Bearing this in mind, the strategy should address both the emotional and motivational
element, but also the necessity that strategic management must create needs, i.e. desires,
and must motivate participants to implement the strategy.

2.3. Integration of (will) desires, knowledge
and opportunities - condition for strategic success
What distinguishes successful and unsuccessful man, or a successful and
unsuccessful organization? Why some can hardly provide their own survival, while others

are successful even in times of crisis? Are there any differences between two successful
men, or two successful organizations? The answers are complex, but they more or less boil
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down to the fact that successful emit positive energy creating their own model of the world,
they are confident of success, and they integrate desire, knowledge and capabilities into the
definition and implementation of goals. Richard Bandler and John Grinder, who created
the technique of neuro-linguistic programming (NLP) dealt with this problem (Harvard
Business Review 2011).

Any strategy must integrate its resources so that through to the synergistic effect
it can achieve greater effect than if individual potentials acted separately. Therefore, we
see that integration creates synergy, and synergy is free energy, which is obtained by
the simultaneous action of force on an object, phenomenon, or process. It turns out that
the special effects in any strategy can be realized by integrating desires, knowledge and
opportunities.

It turns out that willpower can arouse desire in the mind of another person and lead
to appropriate action, i.e. lead to complex effects on the minds of others, through the so-
called induction of mental activity. The quality of the strategy depends on the mind, i.e.
on thought structures as the driving force of everything that exists. In other words, every
thought is a cause, and everything else is the consequence. The mind produces thought.
If we are trying to change strategy, we must change the cause, i.e. we must change the
way we use our own consciousness. Scientific and everyday practice show and prove
that mind has nswers to all the questions, and it is actually an infinite intelligence. The
greatest scientific discoveries in the future will entertain exploring in more detail the
relationship between consciousness and subconsciousness, and their use in improving
the health of people.

Desire and will are evident in every mental action. We should herewith also
mention the possibility of satisfying the needs. It turns out that is conditioned on three
elements that are interconnected as follows (Radosavljevi¢, 2006b, p.11-19):

| Know | | Can |

We clearly see that the basis of everything is will, i.e. or desire to achieve
something. If we wish that something gets achieved, then there is no obstacle to prevent
this from happening. All we have to do is want, and that is the biggest problem for
which we develop special techniques to act on the people’s consciousness in order to
develop motives or stimulus that will trigger human energy for a certain action or lack
of action. The techniques of neurolinguistic programming are able to increase will, i.e.
desire. It turns out that everything man dreams can be achieved. In other words, desire
is the starting point, but it remains nothing but an empty wish if there is no will to see it
realized.

Given the above, the verb ‘want’ is on the base of the triangle, upon which the
whole strategy is based, as well as general management processes in the organization.
This verb is the assumption of mental activity, i.e. will needs to propel mental energy
and create the effect. In the context of the strategy, it is quite possible that there might
be high intensity of desire or need to formulate a strategy that will achieve competitive
advantage, but if there is no will on the part of employees and other stakeholders to see
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it implemented, it remains but an idea. Practice in a large number of companies shows
that they come up with strategies of excellent quality, but these are not implemented due
to lack of will. This element in achieving the desire simply cannot be bought, it must be
created within the organization.

Strategy always counts on reality, i.e. on the possibility of its implementation,
in order to produce certain effects. Strategy should identify its own capabilities as well
as environment conditions, and should use them to achieve competitive advantage.
This is the reason why we undertake to evaluate conditions and market competition,
our strengths and weaknesses, opportunities and chances — in order to create the most
advantageous strategic concept based on these elements. If strategy is formulated as a
simple wish list, and there is no possibility for it to be implemented, then it is utopia
rather than a concept that deserves special attention. In that case it is even better to have
no strategy, rather than to have unrealistic and impossible strategy.

The third element of making wishes come true is to know how to reach effect
through strategy. Practice shows that we may not know how to achieve a certain thing, but
if there is will or desire to achieve that, we shall find people who know how to do it, pay
them and they will eliminate the problem. The same applies to the (im) possibility. Human
brain has this ability to — through the process of thinking continuously about a problem -
create mental constructions in order to create the opportunity for the realization of an idea
or strategy. This conclusion is logical, because mind has the answer to all the questions and
problems of the cosmos, because every phenomenon has its cause, and its discovery was
the result of a thought process, which manifests itself as a universal intelligence.

It is evident that compatibility between will, opportunities and knowledge is the
prerequisite for achieving strategic success. The smaller the disproportion between these
two phenomena, (i.e. the greater the coherence), the more efficient and effective man
becomes. Therefore, one must first wish, and then want, i.e. have the will to implement
that. When this harmony is established, brain has the ability to design a way for the
realization of their ideas and strategies. The more you think how to achieve your desire,
or goal, the more it will produce higher quality alternatives; further, the best alternative
transforms itself into management decision, i.e. into strategic decision that will have a
high quality application and implementation.

Regarding mental energy it is important to know that it is unlimited. In every human
being there is enough mentality to live on it. Whether this energy will be launched and used
depends on the person, i.e. whether he wants to put it to use providing his own survival and
progress. The problem is that human mental energy is very little used, and it is estimated
that this does not exceed 10% of its potential. One of the reasons for lack of success today
and the emergence of modern crisis is that mental resources are insufficiently used through
new strategic concepts and innovations in organizing and managing organizations. This
conclusion is logical, because let us imagine that in an organization resources, i.e. potentials
(raw materials, technology, employees) are used by 10%, could that system survive in an
increasingly competitive and uncertain market. Even minimal increase in the use of mental
energy would lead to substantial progress both in the micro and macro levels, which boils
down to the phrase that ‘we need to work smarter, not work longer hours.’

3. Holistic-systemic view of strategy

Modern science emphasizes that no scientific law or scientific discovery can
last forever, but that everything is subject to permanent reviewing and proving its
authenticity in accordance with new scientific knowledge. This also applies to the
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strategic management and strategy. These phenomena too need to be reviewed in line
with changes in the technological, organizational, social and political context. At its
beginnings, scientific research was aimed at researching the rules and laws of functioning
of natural self-organization, and the cosmos and its parts, and later directed its attention
to other self-organization, and above all, man.

In the period from the fifteenth century, science had developed the classic Cartesian
scientific method based on the principles of mechanicism and determinism. This scientific
method of research has been to this day applied in the formulation and implementation
of strategy. It turns out that in the eighties this concept was dominant with Porter when
considering business and competitive strategy. As such, it has contributed significantly
to progress in social development.

However, modern scientific discoveries show that the classic method in the
formulation and implementation of strategy has become a limiting factor in scientific
research. This is because the Cartesian method is able to provide only partial knowledge
of natural laws. Most certainly, ‘one can not deal with just one subsystem and expect
to solve the systemic problem. Systemic problems require systemic solution’s (Adizes,
2011, p.187). This method did not take into account the cause as the primary element in
identifying and defining the manifested problems, processes and phenomena.

Now we are aware of the evident need to introduce into the scientific methodology
the concept of integrity instead of the mechanistic concept of the whole. This is the need
to introduce monitoring of all the elements of the strategic process from the perspective
of'the whole, or in their mutual relations and interactions. In other words, every part of the
strategy affect other parts, as well as the very whole, and a whole must also be connected
and interact with the environment in which the strategy works. Biologistical physics and
medical science significantly contributed to this concept by introducing the principle of
stochasticity, and the discovery of information as the third required component of the
organization.

Observing strategy, we can say that it is a particularly organized structure of the
whole, whose quality characteristics can not be inferred from the quality of the parts
that make up this particular unit. For example, it is impossible to perform the analysis
of the quality of the strategy of certain elements, such as situation assessment, strategy
formulation, implementation, etc. Classic theory which is still dominant today insists on
those concepts in the formulation and implementation of strategy. It turns out that each
element of the strategy must be viewed in its entirety, i.e. within the relations among
elements, as well as its relationship with the environment to which the organization
belongs. This stems from the indisputable position which was once defined by Plato and
Aristotle where the whole is always more than a simple sum of the quality of the parts
of which it is composed. This is another alpha plus, i.e. Aristotle called those relations
between the parts the very soul of the organization.

This theory has a number of practical implications. In this context, it should be
borne in mind that it is wrong for strategic management to appoint teams, agencies and
consultants to formulate a strategy and, then to name other teams that have the task
to implement the strategy. Certainly, this conclusion is natural, because it is necessary
that there is unified strategic thinking, and that the one who formulated the strategy has
to work on its implementation. Let us imagine a situation in which in combat certain
generals only define strategy, and the others are in charge of its implementation. In other
words, some are to perform strategic assessment, and the others are to create strategy
based on that. Or imagine that into war combat we introduce strategists who did not
participate in strategy formulation. Let us imagine a situation in which the strategy was
formulated outside the coach of a sports team, and the coach was left with implementing
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that strategy. This could produce negative effects in these cases, but the situation is the
same in the sphere of business.

Hence, there is the practice of appointing strategic management for the duration
of the strategy. With the change of strategic management it is difficult, if not impossible,
for current strategy to survive, especially if it is a dynamic and changing industry. This
does not mean that outside experts cannot be used in certain parts of the strategic process,
but they should not dominate; they simply cannot produce a sound strategy based on
strategic thinking of someone else who does is not familiar or not familiar enough with
the given phenomenon, no matter how relative this phenomenon might be.

Practice shows that also in theoretical terms it is not correct too emphasize the
formulation and implementation as two elements of the strategic process, because they
are two sides of the same coin. If this is not the case, the professionals who formulate
strategy will often ignore its application feeling that other teams shall deal with that
problem, and those who implement the strategy have no idea about the whole strategic
concept and the strategy as a whole.

On the other hand, it should be borne in mind that the strategy should be seen as
an entity consisting of certain parts, such as: operational art, and tactics through which
it is implemented. The quality of strategy is particularly evident in its implementation.
High quality strategy is the one that has a satisfactory outcome for all stakeholders
who are directly or indirectly realize their interests in the organization, or through the
organization. A strategy that does not bring satisfactory effects cannot be viewed as
successful and must be changed.

Further, strategy is part of a subsystem of policy from which it stems and through
which it realizes the policy of shareholders and owners. If there is no policy, there is no
strategy, which is natural, because if there is no whole, there can be no functioning parts.
Policy, however, can function without strategy, and these phenomena should be viewed
as between whole and parts. In other words, a whole can exist and survive without parts,
but parts cannot exist without the whole. This rule derives from medical science. Indeed,
man can survive and function without legs, arms, or other parts, but hands or feet cannot
function without a body. Radosavljevi¢, 2006a, p.236-244).

The previous statement is important for the strategy, as strategic management in
reaching strategic decisions must take into account first of all the whole that is more
important than parts. Accordingly, the strategist must often sacrifice the interests of the
parts in order to — through these sacrifices - achieve a greater effect on the level of
the whole. This rule too is the result of medical science, which was among the first
to implement the principle of holism. Surgeons and teams of consultants often make
decisions about the removal of certain parts of the body in order to save lives. Otherwise,
there would be a threat to survival, as the first and primary goal of all living beings and
organizations.

Application of holism and holistic concept of strategy and strategic management
will become more and more important, because it increases the complexity and
interdependence of the parts within the organizational systems, as well as between
the organization and the environment in which they operate. It must be established
attitude, it’s all part of a whole and at the same time, some parts of the unit, which are
interconnected and iterative relations.

Therefore, we can improve the quality of the strategy by improving the relationship
between the parts of the strategy, particularly in terms of increased complexity and
interdependence between the individual parts, as well as by improving relations between
the parts and the whole, i.e. between whole and the environment in which it operates. At
the same time, the interaction between the individual elements of the strategy produces a
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new energy, which is called synergy. This is possible in conditions where implementation
strategies differ from strategic ideas and strategic decisions, and when we take corrective
strategic decisions, which are simultaneously applied in practice. Synergy is the free
energy, i.e. energy that is obtained without additional financial investment. Therefore,
if there is a dynamic synchronization and communication between the parts, then they
produce a new quality that can not be inferred from the quality of the parts.

4. Problems in formulation and implementation
of strategies

It has already been noted that in modern conditions classic strategies are
generally applied, i.e. strategies that are taught in high schools and business as a result
of the classic theorists strategy. These strategies mainly refer to normal times, i.e. to
times that were less turbulent, and in which there was relative stability in the business.
Since normal operating conditions are becoming rare, it is necessary to conceive the
so-called crisis strategies, i.e. adaptive and flexible strategies seldom referred to in
classic strategy.

It should be borne in mind that the modern world has changed, and there are less
and less traditional organizations. Instead of permanent jobs today there are occasional
and temporary jobs, performed from a distance, thanks to the use of information
technology. Employing people ‘at a distance has brought about the question whether
offices are necessary, and it has provided more satisfaction for the employees since they
can choose their working hours.

This is the biggest change of them all since the traditional managers simpoly cannot
grasp that employees perform tasks without being seen by the management. According
to estimates, ‘perhaps one-quarter of all jobs in the United States can be done remotely’.
A survey of 2,000 USA companies was conductd in 2011; one-quarter of them plans in
the future to introduce or increase the number of ‘remote’ employees. These studies have
shown that the number of these jobs increases four times faster than the increase in total
employment over the past ten years (Lund, Manyika, & Ramaswamy, 2012). It is clear,
therefore, that the above has considerably changed our understanding of strategy, but
it also changes the way we create and implement strategy. All the changes mentioned
above demand that first we change the strategic management and adopt the new reality:
this is, without doubt, the hardest thing to do.

Strategy as a phenomenon is understood in many different ways, and it is also
differently diversified. In many cases, it answers the question of ‘what’, i.e. what the goals
of the organization are, which is unacceptable. Goal or goals are determined by the policy,
i.e. by the board of directors, or by the owner himself. Strategy, on the other hand should
answer the question of how to achieve these goals. From this it follows that trategy is a part
of policy, i.e. a subsystem of policy. If there is no policy, there can be no strategy, which is
natural, because these two things should be considered as the relation between whole and
parts, i.e.whole can exist without parts, but parts cannot exist without the whole.

The above factis indeed important, as we often formulate either branch or corporate
strategies, without making national strategy first. This is a result of fashionable trends
and does not help successful goal setting. For example, it is not possible to formulate
the strategy for the development of tourism, agriculture, or other activity, if there is no
national strategy. This for the simple reason that national strategy should define at the
macro level the general way to achieve national goals and interests, and the national
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strategy as a whole should arise special (branch) concepts that will determine the most
efficient and effective way of implementing the objectives in this area.

4.1. Differences between strategies

Instead of classic and universal strategies modern business is dominated by adaptive
and strategies that shape the environment. This is in line with the level of technological,
organizational, managerial, and cultural-social and other changes that have happened and
that are happening in modern conditions. Given the diversity of organizational systems,
the general characteristic is that today there are no uniform, but different and unique
strategies. It turns out that there are no two strategies that are the same, because there are
no two same organizations or same business ambience in which they operate or work.
To what extent this axiom is neglected is evident in the fact that at the global level for
certain areas the so-called global strategies are created. For example, at their meeting in
May 2007 the Ministers of Education of the Bologna countries adopted an international
strategy that emphasized the need for ENRA to be more open and attractive to students
from other parts of the world, as well as to strengthen higher education collaboration and
political dialoque with non-European. (Prosvetni pregled, 2013, p.3). The situation is
similar in other areas, too.

It is clear that objectives and means are mixed up here, that it is impossible to
formulate a strategy without taking into consideration differences, because each strategy
is produces in the first place in order to respond to new challenges in specific temporal,
spatial, cultural, political, social, religious, and other customary conditions. It turns out
that these conditions vary in different countries of Europe and there is a big difference
between European and non-European countries. Therefore, this is a typical example of
the classic, i.e. uniform strategy, which may not give a satisfactory result.

Therefore, it is absurd to either copy of take a strategy from another organization
or system. It turns out that each strategy corresponds to a particular organization, and
situation. In other words, within the same branch one strategy is formulated for large and
another one for small and medium enterprises. Moreover, strategies change depending on
the lifetime of the organization. In the phase of creation or birth, we formulate adaptive
strategies, because this is the most sensitive stage in the development of an organization.
In the maturity stage, when the environment is less adaptable, classic concept of strategy
should be applied. This is completely completely opposite compared to the Porter’s concept
and concepts of other classic theorists. (Reeves M Love, & Tillmanns, (2012, p.2).

In adaptive strategy, strategic planning which is based on the concept of the classic
strategy loses its importance that had lasted for many decades. Instead of designing
universal strategies which are based on stable elements and whose quality is evaluated
through the length of their survival, the modern concept is based on flexibility and strategic
plans have been replaced with maintaining permanent *daily battles’. Accordingly Hispanic
Zara has the adaptive strategy based on a flexible supply chain. This strategy allows for
production of new models of clothes in an average of 2-3 weeks, while the industry average
is 4 to 6 month. Shortening the life cycle of the fashion industry is a significant asset to this
company. Thanks to the above, Zara has managed to take over a significant market share
from other companies, such as Marks and Spencer and others. To this we should add one
more alpha plus, which is that the relations between the participants in the supply chain
are partnership relations, i.e. completely different from the classic strategy in which each
member follows solely his own interests, without taking into account the other participants.

Another, perhaps the most important quality of modern strategy is the attempt to
shape and change the environment. In a classic strategy, SWOT analysis is a commonly
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used tool for the design of strategies, i.e. concept of assessing their own strengths and
weaknesses and comparing them with the opportunities and threats that come from the
environment, as well as demographic, socio-cultural, technological, economic and other
types of segmentation. (Dess G., Lumpkin T. & Eisner A. 2008, p.44).

In modern terms, strategy is focused on the potential outside the organization,
taking into account the ecosystem, customers and suppliers, creating new standards
of technological processes and generally favorable environment for the development
of organization and strategy. Instead of the classic strategies approach which insisted
that the organization responds to changes in the environment, through the strategy of
“shaping” the organization seeks to shape the business environment in its favor. For this
the techniques of marketing, lobbying and partnerships in various forms are being used.
Thanks to these techniques, Facebook had in a very short time overtaken My Space and
became one of the most important social networks for communication between different
entities in the supply chain, but also between organizations and environments.

The shaping strategy is particularly applicable in varying industries, such as
digital marketing, IT industry, fashion and other areas. Contrary to the above, the classic
strategies have greater success in traditional industries, such as automotive, oil, mining
and other less volatile sectors. The classic strategy is also applicable in industries where
there is monopoly, or domination of individual national economies globally. However,
they too are changing and adapting to new trends.

The introduction of foresight in the shaping strategy results in a higher level of
quality because here we attempt to shape the future, or to find out what the future will
actually look like in the coming period. Practice shows that certain companies have
the ability to shape and predict the future, but are not ready for a radical strategy. The
example of the Chinese Tata company confirms the above conclusion. The company has
already constructed the ultra-nano car and promoted the following strategy: ’Create and
they will come.’ The fact is that in strategy waiting will never bring a satisfactory effect,
including the above mentioned waiting, but we must seek things and, according to the
old Christian custom, must take into account the strategy: ’Seek and you shall find.’

4.2. The problem of strategy implementation

The quality of a strategy is determined by its implementation. Strategy can be well
formulated, but still with a problem in its implementation, namely that the assumptions on
which the strategy was formulated are not real and deviate from the situation in the organization,
the environment, especially in the market. Therefore, Einstein was probably right when he once
said that we should spend the most of our time on defining a certain problem, and especially on
the cause of a particular problem, phenomenon or process, and then we should try to resolve it.

Analyses show that strategies often fail due to lack of coordination in the
organization. Disagreements are inevitable, when employees often attribute their failures
to other departments, mostly to finance and marketing, and other functional departments
that have their own procedures and principles of functioning. The problem with the
strategy can be rectified through team defining of rules and deals that resemble contracts.
(Sull, & Eisenhardt,. 2012, p.4).

Analyses show that strategic management often attempts to define strategy, as well
as its application, without having previously defined problems that the strategy needs to
address. In just this kind of situation, strategists often solve the wrong problem the right
way. For example, Kodak’s leadership used to be inconsistent, because any change in
management brought change in strategy. Although Kodak started with photographs in
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1880, he was too slow to change his strategy and the photographic industry was taken by
the Fujifilm, which won market. Because of this Kodak was losing tempo and dynamics.
It turned out that the management of Kodak suffered from a mentality of perfect products,
rather than think of new approaches. In other words, Kodak was trying to improve as
much as possible, the wrong product. This shows that strategies are mortal because they
are always exposed to the immortal fight between competitors. He who survives is the
winner, only to be faced with danger at his very next step.

In the management practice there often occurs concern about the length of
the preparation and scanning of the environment, and testing its own potential in the
company. It turns out that there can be complaints by the board about certain managers
that they tend to spend too much time on the diagnosis of the condition. In extreme
conditions there can even be certain penalties. This approach is likely to further waste
time, energy and money, leading the company into failure.

The problem of strategy as a concept is in the creation of special teams to
formulate and other teams to implement the strategy. Creation of strategy is often
entrusted to special organizations, consultants, agencies and other external entities, and
implementation is left to other teams or managers. This is not the strategy of a given
company, but someone else’s strategy. In a broader context this is not even a strategy,
but advice of consultants that usually fail. This is clearly a mistake, because the one
who formulates strategy neglects its application, and one that applies has no view of
the whole strategic concept. This is a consequence of too great insistence by theorists
of strategy, i.e. by Porter himself that strategic process must consist of formulation and
implementation of strategy.

Formulation and implementation of strategy are two sides of the same coin. One
without the other does not make sense. Ignoring the above, in the words of Shakespeare,
would be like having a theatre play with no Romeo, or Romeo with no play. Therefore,
efforts should to keep formulation and implementation of strategies within the scope of
strategic management, where one can still use external services. In other words, strategy
must be comprehensive, and its theoretical division into formulation and implementation
must not divide them, but bring them together. This is particularly evident in the
theoretical aspect of strategy and strategic processes.

Strategy is formulated at the top of the hierarchical pyramid, and executed at all
levels, through operations, and tactics. It is always related to the whole. Quality strategy
should be simple. In other words, each strategy is more effective if employees use
simple guidelines in making and implementing strategic decisions. To achieve the above,
it is necessary that all those involved in implementation are also involved in creation
of strategy. It turns out that strategy is too serious a thing to be left only to strategic
management. There are too many people who love strategy, but too few of those who are
willing to deal with its implementation, especially when certain difficult circumstances
occur. Let us remember S. Jobs who was obsessed with creating elegant computers that
are simple to use. He found that computers were difficult to use, especially for those who
are not specialists, and the main cause was that there were too many engineers in the
software industry. (Gelernter, 2011. p.1).

In formulating and implementing strategy one should take into account the
cultural and sociological dimension of a particular company or organization. In classic,
i.e. Porter’s strategy it used to be ignored, or not given adequate attention. The classic
strategy is more acceptable in cultures that are traditional and slow to change, and
that reward efficiency and penalize flexibility. Strategies in these cultures survive for
prolonged periods, there is no willingness to experiment and learn. It turns out that
without the process of learning there can be no development strategy, nor the willingness
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to correct the same when circumstances change. In contrast to these, there are cultures
that are favorable for the development of adaptive strategies, ready for rapid change, or
that do not provide a greater resistance to change.

5. Resume

The analysis has showed that the classic concept of strategy, created in the eighties,
is not able to provide satisfactory business success of organizational systems. The reason
for the above is to be found in the classic postulates on which organizations were, such as
hierarchical supremacy and subordination, determinism and giving excessive importance of
material resources on one side and neglecting man as the basic resource of each organization.
This reasoning provided satisfactory results with the overall effort to create a strategy that will
provide more stability and development of the organization. Thanks to the above, a number
of successful organizations had survived and realized the defined objectives.

Radical changes that have occurred in the last decade, and especially the
changes in the organizational, technical, technological, economic and other aspects of
the organization make it necessary to introduce a new, more flexible, and in particular
adaptive strategy concepts, which will be based on science, and above all on biology
and medicine. Most certainly, through application of these sciences it is possible to
design and build organizations that would, in analogous manner, function on the basis
of self-organization, as the most advanced mode of organization. It is evident that these
concepts are better and are able to respond to all the increasingly complex and uncertain
challenges that stand before the strategic management and organizations in general.

With the introduction of science in the process of formulating and implementing
strategy, strategic management becomes an objective phenomenon that eliminates
doubts and dilemmas whether strategy is a science, as well as numerous controversies
that arise in strategic management. All this creates the conditions for strategic decisions
in business organizations to be arrived at by using metaphors from factual medicine,
i.e. that decisions are made on the basis of documentation, where the outcomes of
those decisions woudl be certain. Through the use of analogies from the natural order,
strategic management must scientifically document certain decision. Until then, there
remain some serious doubts about the strategy as a science, because the same strategies
produce different results, as well as different strategies can produce the same effects. In
the end, we must remember the old wisdom by Naguib Mahfouz: "You can tell whether
a man is clever by his answers. You can tell whether a man is wise by his question.’
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IMPROVING ENTERPRISE INTERESTS THROUGH
THE PROCESS OF BUSINESS COMMUNICATION

Abstract

This paper is treating the problematics of communication as a vital part of
business, organisation and management. Communication is an important company
factor that can represent the border between its success and failure. Business
communication is like an enterprise bloodstream that reflects healthy balance in
its work. It is that communication that is used in different purposes, often product
promotion, services or companies. Affability, accuracy, influence, consistency
and tidiness of communication are qualities that are supposed to contribute to
enterprise positive experience expression.

Every enterprise is trying to create a communication style of their own that is
structured by the surroundings that it operates in. Enterprises can use different
options of promotion to achieve inside out and inside in goals, in different
situations. Providing modern equipment or technologies isn't enough. It is more
important to master the market and its laws, create good relationships with clients
and government institutions, and continuously improve knowledge. There are more
and more lobbyists recently that use their abilities with public relations techniques
in times of great value for lobbying or changing the attitude of the public or those
that make decisions.

Keywords: enterprise, business communication, promotion, lobbying, information.

JEL classification: M21, M37, M48

YHAIIPEBEIBE HHTEPECA IIPEJAY3ERA KPO3 ITPOLEC
INOCJIOBHOI' KOMYHUIIUPAILA

AInCTpaKkT

Pao mpemupa npobremamuxy KOMyHUKayuje Kkao sumaiano2 0end nocioeard,
opeanuzayuje u MeHaymenama, noiaselhiu 00 npemuce 0a je ona 3navajan akmop
ymucka o npedysehy Koju Modice npeocmagbamu epanuyy usmely re2ogoe ycnexa u
neycnexa. locnosna komynukayuja oenyje kao Kpeomox y npeoysehy u 00paxicasa
30pasy pasHomedncy y mwe2oeom oenosamwy. To je komynukayuja Koja ce Kopucmu
v paziuuume cépxe, a Hajuewlie sa npomoyujy npoussooa, yciyea uiu npedysehia.
Cycpemawusocm, maunocm, ymuyaj, 0OCIEOHOCM U YPEOHOCH KOMYHUYUDARLA
¢y Keanumemu Koju mpeba 0a 0ONPUHOCY YHANpeojery NosUumuHo2 UCKycmed o
npedysehy.

Csaxo npedysehe nacmoju 0a Kpeupa CONCmMEeHU KOMYHUKAYUJCKU CIUTL
CMPYKMypuparn npema okpyscersy y Kojem oeryje. Y paznuuumum cumyayujama
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npedyseha mozy Kopucmumu pasiuuume onyuje NpoMoUCArbd UHCUOe oYM U
oymcude un yumesa y nooupary. Huje 0oomno camo obezbeoumu caspemeny
onpemy unu MexHonN02ujy, MHO2O0 je 8adCHUuje 081a0amu mpxCUmem U re2o08um
3AKOHUMOCMUMA, YCNOCMABUMU 000pe 00HOCe Ca KIUjeHmuma U OpiHCAGHUM
UHCMUMYYUjama u KOHMUHYUPao ycaepuiasamu 3Hare. Y nocieomwe speme cee
je suuie n106ucma Koju c80je CnocoOHoCmu Kopucme 3ajeoHo ca nyonuy peiamuonc
MeXHUKAMa y mpeHyyuma o0 eluKe 8aXCHOCMU 3a 100Uparee Uil Merbarbe Cmasa
JasHo2 MHerba U OHUX KOjU 0OTYUY)Y.

Kwyune peuu: npeodyselie, nociogno KOMyHUyUparse, npomMosucamwe, 10ouparse,
ungopmayuja.

Introduction

Globalisation and modern technologies are key forces that design a new level
of connections in the world economy. Global market changes in the surroundings
are bringing constant increase of the market competitors and they are strengthening
competitiveness. In that conditions, only active competitors that have the ability to
do business by new market rules and principles can count on adequate tretmans and
affordable economic perspective if they know how to communicate. The business social
sphere is related to social and economic norm integration. Science and technology are
advancing fast. These trends of development in this areas have to be closely monitored
and applied in business. Communication can set boundaries between successful and a
failed enterprise and generally the idea of it.

Business communication is the one that is used to promote products, services or
company interests. It is a transfer of information within the business world or to the
appropriate official government institutions. The purpose of successful communication
is lobbying, transfer of information, messages and experience. That includes creating
new ideas by agreement, opinion harmonization, and arguments even by refutation.
Communication works like a bloodstream in the enterprise and it keeps healthy balance
in their functioning. Every enterprise needs to have their communication style that is
structured within its context.

Improving enterprise interests by adequate communication is in the foreground.
Besides promotion of defined enterprise interests, consultant tasks are diversified in that
sense that they work on bringing investments to Serbia and to acquire contacts with
different companies that are interested to invest in our small country. One of the key
activities of national lobbies association is helping local enterprises at opening to other
markets and to strengthen relationships with multinational companies.

Variable surroundings is forcing enterprises to change for survival. That way of
adjustment has to be partnered with the state. The state needs to give appropriate help to
achieve successful market competition.

1. Modern enterprise and instructional surroundings
Difficulties that modern enterprises are faced, as well as world trends on the arca

of market globalisation, impose many urgent challenges that are necessary to answer.
It is about confrontation with different shapes of integrative processes and accelerated
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globalisation. Modern enterprise is forced to find an option so it could oppose to negative
influence of market movement, and adjust to new business ways. That efforts need to be
monitored by successful business communication and functioning in the newly created
economic, social and informational environment.

Knowing state political chances in the business conditions in which the economic
crisis end is seen is very important. State regulative and political environment are acting
as the power to develop business, economy functioning, enterprise survival and at the end.
For an enterprise to function successfully in the current business criteria, it is necessary
to bring strategically important decisions using the right way. Guided by innovation and
technology achievements, only those enterprises that are capable of effective adjusting to
the rules of the game that is imposed to new business trends (Djordjevi¢, 2012, p. 17-18)
can survive on the world market.

Those business trends are:

- economic sustainability, building fundamental strategies to generate growth;

- building company compromises between employees and employers in sense
of improving quality of their business;

- introducing world achievements in areas of organisation, management
techniques and methods, implementing modern information technology;

- stable state regulatives and understanding the political context.

Economy depression is steering the world functioning. The only defence of
economic enterprise collapse is understanding its logics. Globalised world is faced by
visible discrepancy. Global market is opening perspective to unimaginable wealth, and at
the same time is increasing its vulnerability and the hazard of rift between those that are
a part of the globalised world and those who aren’t, to political disputes and more certain
war confrontation. Faced with unpredicted environmental changes and the fast world
economy tempo, modern enterprises are found on a seesaw. They have to decide between
big business risks and great opportunities that are offered on the market. The problem
is creating a quality choice and to let go to new tendencies. If enteprise management is
following technological trends and requirements of global economy, then the selection
will be easier.

The consequence of this market situation is the fact that a great number of
enterprises are excluded from business. Enterprises like that couldn’t balance in the
environment that is liable to constant change. The number of enterprises is increasing on
the wrong side of the change chart. There is also an increase of the number of enterprises
that are tangled in the nets of value and economic systems that they have little control
of. Enterprise survival is conditioned by changes of the model of business (www.gendar.
rs/Poslovno-komuniciranje.aspx) communication. Providing modern equipment or
technologies isn’t enough. It is more important to master the market and its laws and to
create good relationships with institutions. To achieve that they need to monitor market
indicators and information related to user requests and the level of their satisfaction.
Special attention needs to be given to the analysis of competitors. It is hard to get
successful fundamental business premise today, because the competition is countless, and
consumer requests are getting harder to meet. Enterprise business prosperity depends of
their ability to modify their products to customer requests and needs, and to meet world
standards for the technology and quality of products.

Changed economic conditions are requiring new approaches in business practise.
The enterprise has to behave in that way that it becomes a leader in its functioning, to
offer the market what the competition isn’t, by satisfactioning consumer needs the right
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way. Initial step is the right management informativeness on market changes needs. To
provide information that are related to user requests and the level of their satisfaction,
as well as information on competitors (Hamel & Breen, 2007, p.21) is the key challenge
that stands before every enterprise. In that sense, it is necessary for a company to have
information processing systems on high business performance. Those systems contain
market data, consumers, suppliers, competition, employees, auctioneers, financial results
etc. These systems provide adjustment to their business to recent trends, making business
communication easy and fast transformation to enterprise leadership on the global
market. Technology is providing fast, reliable and cheap information transfer through
the world. It is providing relevant information to the management about environmental
changes.

Of course, technology isn’t the only precondition to enterprise business success.
Human resources are key factors. Parallel to technology improvement, professional staff
needs to be trained additionally. Without them, their commitment to continuously learn,
the company can’t keep up with the world. Every enterprise needs people that have
leadership skills that can see the changes of environment and market as well as picking
the optimal strategy and force their vision and transfer it to others.

Expected results of improving enterprise interests by adequate business
communication  (www.poslovnaznanja.com/objavljeni-autorski-tekstovi/e-magazin/)
and promotion, can be assorted to a few base categories:

- goals that the enterprise is trying to put to reality by disabling wrong decisions

- goals that will insure the enterprise if the decision execution is postponed to

uncertain time

- goals that the enterprise will realise if the change of key decisions

- goals that the enterprise will make by creating a political background of

the problem, influencing on debates of the problem that is important to the
enterprise.

Harmony and dynamics of economic changes require that the enterprise develops
and builds competitive leadership and capabilities. Competitively oriented enterprise
can offer products of higher quality and by more affordable conditions than the rivals.
As the strategy lifetime decreases, every strategy that enterprise managers choose has
to be clearly adjusted to environmental conditions. By choosing strategies it is defining
not only focus and growth options of the enterprises, but at the same time it should be
leading to competitive leadership form creation. It is urgent, because strategies connect
modern information technology, reengineering and modern techniques and tools.

The orientation competitive concept of the enterprise is the mirror of its success.
The enterprise can build their orientation in only one form of business improving, but
can get to optimal results by combining different elements. That orientation means:
(Mileti¢, 2010, p. 37)

- Fulfilling modern market requests with expected products and services

according to previously researched needs

- Focusing on consumers and competition at the same time

- Improving and modifying quality of existing products

- Using most modern technological achievements and informational technology

and systems

- Modernising the existing production process in new, advanced tools and

equipment

Globalisation and the complex environment are forcing enterprises to change so they
could survive on the market. Striving that goal, the enterprise will succeed in the market game
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by satisfactioning base economic principles. Help from the state can’t be left behind on the way
of adjustments and competition for the national economy to be more successful.

2. Small, middle enterprises and business communication

In developed countries, small and middle enterprises are the foundation of
economic development and employment. They are the most vital and dynamic part of
economy. The economic crisis has once again shown that small and middle enterprises
are notably softening the fall of every national economy. They are the founders and
movers of national economy as opposed to big enterprises, can have different rights
and obligations. That’s why they attach importance to development in every country.
By strengthening their competitiveness, they are also strengthening the economy
as a whole. There are special support programs in many states for small and middle
enterprises that is conducted by the Government and the ministries in charge. The point
of these programs (Cirkovié, 2013, p. 71) is to facilitate access to credit funds, give
start up information for starting and managing business, help by overcoming business
problems, lowering the tax weight etc.

There is a number of criteria to be set to define micro, small and middle enterprise,
as recommended by the European Commision. Most common criteria is the number of
employees, total annual turnover or business property.

Tablel. Defining small and middle enterprise in EU recommendation

Category No. of employees | Total annual turnover Business property
Micro enterprises 0-9 Up to 2 milion € Up to 2 milion €
Small enterprises 10-49 From 2 to 10 milion € | From 2 to 10 milion €
Srednja preduzeca 50-249 From 10 to 20 milion € | From 10 to 43 milion €

Source: Klepi¢, Z. i M. Buble, (2007), Small enterprise management basics of business,
University, Mostar,

Significance an the role of small and middle enterprises in every developing
economy and society is coming from the fact that they make the greatest number of
enterprises in every market oriented economies. They face a great challenge in current
conditions of economy to resist the premises of globalisation and the competitive
market. For them to successfully develop, they need state support. In the sense of EU,
the European commission is working on a wide spectre of political support functioning
questions (Spahi¢, 2006) for small and middle enterprises of EU members. All
support actions for small and middle enterprises are regulated through a unique and
comprehensive law form. Small and middle enterprises are requesting support on a local
level too, so the activities of the Commission imply helping member countries to build
politics in function of improving entrepreneurship, improving the state of small and
middle enterprises, securing access to new markets etc. Serbia, that is on the way of
joining EU by creating favorable economy surroundings is supporting all recommended
activities to small and middle enterprises.

Small and middle enterprise are a specific category for every national economy
(Trbovié, 2014) considering that they are the first to be hit with public decisions. That
sensibility is seen in unsecure financial and commercial structure of small and middle
enterprises, so the consequences of public decisions can be very serious for them. Their
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business activity is often limited to one product or service, so of the decisions are related
to structure changes as an example, these enterprises can be seriously threatened.

Small and middle enterprise are facing a financial problem in the process of
building effective communication with those that have formal and informal power of
decisions. Decisions that affect the success of their business. These enterprises manipulate
enough funds to secure the access to meetings and gatherings on which key decisions
are made for their business. Business communication in a sense of lobbying is known to
economies of developed countries in the West. For small and middle enterprises is almost
unreachable to communication due to the fact that it has a high price, and it is not a
priority of business. Insufficient lobbying is leading to that they don’t have any influence
in decisions and they leave an impression of complete disengagement

As a form of business communication, only lobbying is the strategic economic tool
that is used to improve economic interests from some economic subject (one enterprise
or a whole industry).

It is all likely that small and middle enterprises have to adjust to this form of
business communication to successfully do business. To adjust they need to find ways
of overcoming problems that follow this process. First recommendation is to stay away
from acting on their own. Small and middle enterprises on a local, national, and maybe
even regional level probably can withstand the cost of financing these communication
activities. However, with every next instance, the cost of business communication
(lobbying) can increase to that level that it would be hard to afford. Caution is advised
because of that. Engaging lobbying consultants can be very expensive for them, but it is
possible to make a monitoring business climate for a reasonable price.

Insufficient organisational structures matching in common associations that would
lobby in their name are an another problem for small and middle enterprises. To overcome
this business communication problem, small and middle enterprises are forced to use
external results through intermediary structures. (Clamen, 2004, p.230) Different forms
of association for small and middle enterprises carry certain challenges. It is important
that the whole group interests overcome individual interests.

3. Improving the interests of company with persuasion

Persuasion is a complex activity of representatives with special interest, which is
quite legitimate, because everyone has the right to protect and promote own interests no
matter if they are economically or politically. The value that brings lobbying, conducted
in a professional and ethical manner, depends on the concrete possibilities to find access
to decision-makers in the institutional environment and the quality of the arguments and
information offered in return, which are very often needed in management and positively
affect on making their own decisions. Persuasion in Serbia in order to influence on
business decisions of importance for the company is still an abstract concept. In our
country, more than in other countries, prevailing opinion that lobbyists are people dealing
with corruption, bribery and blackmail. For those reasons the main task of the official
institutions and associations lobbyists is to break down prejudices about influencing
as illegitimate procedure in business communication, as well as legally better regulate
issues related to this topic.

Lobbying represents activities aimed to professional promotion, improvement or
protection of special interest with the primary aim to influence on work of the legislature
or the executive. Lobbying (www. rs.wikipedia.org/wiki/Lobiranje) make possible that
interest find proper way to public officials in order to attract their attention and possibly
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obtain their support. That’s why there are associations of employers, trade unions, union
bakers and artists and other similar organizations.

From the economic point of view it is a defense and a commitment to the economic
interests of certain companies or whole industries. For example, Lobbying for Serbian
Government at the European Commission to achieve that higher export quotas for sugar
beet in the EU. Corporate lobbying is kind of influence where it represents, promotes
and defends certain narrow private interests of an industry or company. This is the most
dominant example of persuasion and it is done either directly by industry, or through
professional consultants. Institutional lobbying, however, is lobbying in the public
sector, and is closely linked with economic lobbying, usually with some higher state
or international institutions. Institutional lobbying implies that municipalities / regions
lobbying at the federal level or with central authorities for obtaining development funds.
The most commonly refers to the process of allocation of public funds to encourage
economic activities, subsidies, etc, inside some political entity.

Potential lobbyists who may represent the interests of domestic companies and
the entire economy in the institutions of the European Union and abroad in general,
will have to obtain an appropriate license and be registered with the association. (
Kasc¢elan,& Krsmanovi¢, 2012, p. 157-158) The primary means by which lobbyists
are trying to realize some influence in fact are the information, which has its stronghold
in approach theory. (Bouwen, 2002) Influencing enables to emphasize the needs of the
economy as a whole (branch / industry groups, companies) and civil society in process of
political debate and making decisions. Center of the problem is not just simply collecting
data, already the creation of original information through a multi-layered system of their
collection, processing and adaptation. (Krsmanovié¢, 2013, p.6)

In economic terms, the aim of these activities is, finally, to protect remaining Serbian
brands in the country and the world and to build a better picture of our economy. In
different situations, companies (including small and medium) will use a different options
to promote the inside out and outside in goals in lobbying. For example, when a company
seeks to promote new technological product on the market, it is necessary to influence
the legislation. If the company wants to participate in a tender, it will strive to influence
on change conditions of participation in the same. If company have aim to successfully
implement a technological innovation, company will lobby to reduce political pressure.
If it is necessary for the specific company to suspend the work, will influence for political
agreement to reduce the negative consequences of that suspension. Also, the company
will lobby against political support for the introducing a specific technological processes,
introduction of technology or any other process that would work to the detriment of the
product it produces. In a situation where interests of company are to expand its capacity,
will lobby on their own behalf for changing the plan of spatial planning. Company will
carefully and tactically through communication take a part in creating market policy as part
of their economic activity. In order to help reach these funding companies will provide its
business activities affect the conditions for obtaining investment or financial support, and
so on. In order to easily reach these funds companies will through business activities make
influence the requirements for obtaining investment or financial support, etc.

Therefore, successful lobbying imposes need to be well acquainted with the
organizational structure of making decision, all the relevant levels of deciding, and even
the names of decision makers. (Clamen, 2004, p. 65)
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4. Promoting interests of enterprises through the activities
of business communication

Everything begins with the process of communication. Since communication is
base in many areas of business, each company trying very seriously approach to the
development of business communication skills. (Dobrijevi¢, 2015, p. 7) In this regard,
corporate communications (Cornelissen, 2004) are an important part of business
strategy and policies of the organization. By applying appropriate methods of corporate
communications companies can improve their market position and interests through
the promotion of, and therefore the total business. Properly improved communication
techniques can lead to a positive response of investors, and the overall competitiveness
of the economy and transparency of public institutions. The degree of development in
corporate communication (Djordjevi¢, 2011, p. 196) is significant indicator of condition
business awareness in company, and their relationship with the business environment in
which they develop own market cycle.

In the existing environment, regardless whether it’s a company, interest group or
any other type of associations,lobbying as profession in function of good communication
involves engaging the experts in that area. In any situations the lobbyists task is the same,
using own skills of persuasion to create new relationships and improving existing ones
between the business community and the public sector.

Lobbying can be treated as part of the process of public relations. Lately, there
is more and more lobbyist who use their skills together with PR (Public Relations)
techniques, in cases of great importance for influencing or changing attitudes of public
opinion (www.co.rs/fODNOSI SA JAVNOSCU/OdnosiSaJavnoscu-.html) or attitudes of
those who decide. Once, not without reason, Bill Gates said: “If I had one dollar left, I’d
spend it on PR”’! Connection between government and the mass media is one of the most
important relations created during the process of lobbying. Mentioned relations helps to
more precisely determine the areas in which lobbyists should operating.

Practically, lobbyists can represent both individual and general interests, which
means that they can affect on decisions important for singularly enterprise, or for the
benefit of the whole community. Since they have contact with representatives of the
government and opportunity to acquainted them with problems in companies, lobbyists
are in economic terms also the medium between the companies and the government. All
the more so, since the representatives of state institutions are interested to hear what the
consultant has to present on behalf of the interest group or client.

So, in an effort to implement a change, arrange some law or directive, the company
will launch an advocacy campaign by hiring professional consultant or a lobbyist. The
function of lobbyists in companies is arranged inside PR sector with a mission to create a
link between the company and its environment. Creating and launching change is primary
lobbyists task. There are different modalities for individuals in organisation to respond
on changes in the environment. We’re talking about anticipation of change, acting in
accordance with the changes and studying them; and that the consultants are not ones
who watch and wait, already activly participate in implementing the necessary changes.

Lobbyists usually act on the legislative and executive bodies, which is why
lobbying can identify as one of the most important intermediaries between Parliament
and influential public, and has a role in various aspects of public relations. Although
in its essence and content, lobbying and public relations are similar, connected, and
overlapped in many aspects, it is necessary to make difference between these two terms,
and two different process. It is necessary to promote the interests of the company in both
ways, through public relations and also with lobbying.
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In function of realization of the interests of the companies, lobbyists can implement
appropriate campaign which represents a segment of the overall communications
program. Using lobbying techniques, they implemented ideas through contemporary
models of public relations. For example, lobbyists tend to activities related to the
protection of the consumer and market put into acceptable legal frame, which means that
their efforts affect on curbing corruption. (Krsmanovi¢, 2013, p. 6)

In order to promote the interests of the company with appropriate business
communication, lobbyists must to create contacts and disseminate information in
different directions of the business environment. His role is to actualize connection
with influential persons from world of politics, media, science, with competitors, and
once again confirm the fact that a good consultant has to have a large number of skills
in various fields. The main role of lobbyists in the company is to arrange negotiation,
meetings, to find new contacts, collect new informations and present them in time,
to be versed into the business trends, and finally to analyse the competition. In order
to successfully promote the interests of the company, lobbyists use as essential tools
negotiation and influencing. Main resource of exploitation are connections and contacts,
integrity, trust and professionalism is his capital.

The mass media perform a key connection and the most important mediator
in communication between Government and organizations (especially individuals),
concerning that it is unrealistic to expect that the companies get all necessary information
directly from the official institutions. In that kind of situation the consultant should be
also an expert in public relations in order to present information properly through mass
media and thus gained confidence in the course of realization of their activities. He
should know to recognize the right moment when some information may be used in the
right way for accomplishing activities.

Socially responsible companies are in continuous contact with the representatives
of authorities, informing them about their business, trends and future plans. The state
and its institutions are constantly working on improving the laws, and also upgrading
organization of the business environment. This only confirms misleading that the benefit
of lobbying could have only certain companies, actually It’s the opposite. With lobbying
the state gets the opportunity to realize their own interests and aims of crucial importance
for the whole society.

Aware of the fact that lobbying is mutual exchange of information with influential
subjects from the environment, whose decisions may significantly to affect on the
future course of their business, managers in great companies are forced to work on the
harmonization of the flow of information. It’s quite expected that for the lobbying, large
companies spend substantial amounts of money. To small and medium-sized companies
in these processes should help from the state.

Conclusion

Success in business, company can achieve insofar as establish an adequate business
communication with the environment. To be successful in communication with business
partners, improve communication with main stakeholders in the state and society is
significant request for each company. Good and successful communication can increase
profits, so poor communication can reduce the same.

Should not forget that it all starts with fulfilling the needs and requests of the
target market. Actually everything starts with the process of communication. To achieve
successful results during its transformation enterprise can only come insofar as their
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orientation is based on improving the various elements. This orientation of the company
may refer to: products, technology, production processes, customers, competition,
market, etc. Following the innovation and technological progress, at the global market
will survive enterprises that are able to adapt to the rules of the game imposed by new
business trends. Economic sustainability, making compromise, the introduction the
latest equipment and management systems and understanding political situation in
the country becomes crucial matter. The state regulations and political environment
can affect on business development, functioning of the economy and, above all, the
survival of the company. Many enterprises, especially small and medium, as bearers of
economic development of the national economy can not survive in the market in terms
of globalization without state support. Reason for that is fact they are first to suffer when
comes to public decisions, because they do not have sufficient resources to ensure a
presence at meetings where comes to decisions relevant to their business.

Directed towards professional promotion, advancement or protection of particular
interest of companies, lobbying as an activity undertaken with goal in order to influence
the work of the legislature or the executive authorities. Lobbying provide easier
way to articulate the interests and forward to public officials in order to attract their
attention and eventually gain their support. It is an economic instrument whereby the
economic subjects actively involved in the decision-making process. The lobbyists use
as essential tools in order to promote the interests of the company is negotiation, main
resource of exploitation are connections and contacts, his capital are integrity, trust and
professionalism. Today we have more and more lobbyists, which use ability to influence
together with the public relations techniques.

Improved communication techniques can lead to positive response of the investors,
the overall economic competitiveness and transparency of public institutions. Expected
aims of promoting interests of the company are classified into two groups: those that the
company is trying to achieve by preventing the adoption of specific decisions; which will
be realized if substantially change the given decision; goals which will be achieved if
the implementation of specific decisions postpone for an indefinite period or those that
can be achieved by creating problem with political background influencing in discussion
about the issue that is important for a given company.
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peauon  Azuja-Ilayughux, npuepeda cesepoucmoune Asuje, npoyec unmezpayuja
Jyorcne Aghpure

Introduction

At the beginning of the XXI century the integration unions, as the result of
globalization and regionalization of the world economy, is gradually transformed into a
new economic and political centers that define the vector of development in the regional
and global scales. According to the WTO researchers in 2013, there was an estimated
order of hundreds of regional integration groups all over the world. And nowadays, the
researchers estimate the regions of Africa, Asia-Pacific region and Russia, as one of the
most perspective areas of the future integration process.

Under the conditions of the WTO, the extended process of globalization and the
expansion of the USA in the Middle East and North Africa, the main European countries
were forced to find ways to maintain their influence in the region and to create sustainable
mechanisms to promote their interests, now in a new format - as a single integration
group. Historically, Africa has a long history of the integration process, which based on
the historical development of this region, especially in after-war period.

The economy of Asia-Pacific region creates a barrier for the global integration
processes. There is the domination of the earlier established type of bilateral relations,
burdened by the legacy of hostility and deep political differences. Nevertheless, a new style
of mutual cooperation is gradually formed among the countries. This style is characterized
by the development of economic relations that overcome ideological barriers.

However, this issue is not univocal and that’s why discussed by many authors. Some
authors write that the East Asian community doesn’t act in the interests of a corporate East
Asian identity but pursue objectives of individual countries (Jones & Smith, 2007). During
various periods of time authors noted a low level of economic integration in Northeast
Asia, because of the lack of strong developed regional institutionalization processes. Asia-
Pacific Economic Cooperation (APEC) is noted to be the most successful among various
regional groupings (Higgott, 1998; Aggarwal & Yamazawa 2000; Ravenhill, 2002).

However, it is clear for many observers of East Asian regionalism that such
integration is inefficient. The possibility of replacing the formal institutionalization
processes by regional economic integration (Ernst, 1997; Encarnation, 1999), both inside
and outside of the region (Dent, 2003) is considered.

The history of the institutionalization of the integration processes shows that
significant efforts were made to build strong institutional environment for the development
of regional economic relations in postwar East Asia and in Africa, but these efforts were
not successful (Calder & Ye, 2004). The idea of establishing the Institute for Regional
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Cooperation under the name “The Council of the North-East Asia Regional Economic
Cooperation (CNAEC)” was first published by Lee (2000).

The fact that integration in Northeast Asia will lead to the increase of the potential
benefits to the countries due to economies of scale through the expansion of the export
industries (Milner, 1997; Chase, 2003; Pempel, 2008), reduction of the transaction
costs between the contracting parties and diminution of the importance of political
negotiations (Aggarwal & Ravenhill, 2001) is the subject of many economic discussions.
The ambiguity of interpretations of the integration processes in Northeast Asia was
the impetus leading to the necessity to assess the potential and the actual state of the
integration processes in this region.

The reason for extensive economic evaluation is that integration in Northeast
Asia could increase the potential economic benefits to countries due to the scale effect,
by expanding the market for the export industries (Milner, 1997; K. A. Chase, 2003;
Pempel, 2008), the reduction of transaction costs between the contracting parties, and
the decline in the importance of political negotiations (Aggarwal & Ravenhill, 2001).

The core of North-East Asia is composed of China, Japan, and South Korea. These
countries contribute to the framework of the “East Asian Community”, as well as to the
security mechanism in North-East Asia (NEA).

Methodology

The methodological framework consists of traditional methods, which are
characteristic for the research of the objects of international relations. Thus, for example:
- method of historical analogies, which approximates the theoretical arguments
to the current situation and is used to reveal the dynamics of Asia-Pacific

region as a living, changing in time entity with all its consequences;

- method of comparative analysis, which allows on the basis of specific data
observing the general features of Asia-Pacific Region’s relations with Russia;

- forecasting method that allows to identify the main trends and prospects of
relations;

- systematic method, which shows the rate of development of relations and
cooperation between Russia and Asia-Pacific region as a certain evolving
system, highlighting its basic elements; and it was also analyses the integration
process of South Africa.

For achieving this purpose, in this research, we use the functional analysis,
economic, statistical, logical, conceptual analysis and others type of analysis, which
allow constructing a complete system of modern Russian relations with countries of
Asia-Pacific region and countries of South Africa.

Results

Development of integration process in South Africa. At the beginning of the
analyses of the global integration process, it’s obvious to identify the main aspects of
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modern development of integration. Integration is the economic process of mutual
adaptation, expansion of economic and industrial cooperation, pooling of national
economies of two or more countries. The main problem of the international integration
process is the creation of a single economic area within which it will ensure the freedom
of movement of goods, services, capital and labour.

Thus, between two countries, there are a consistent, regular structural relationships
during which countries moving away from economic and trade relations to forms of
international co-production and closer financial cooperation. During this process
gradually disappear a line between domestic and international markets and a new market
of integration association develops. However, such situation occurs in the theory, in
practice, this process is not so easy; there are many contradictions between national
economic interests of the countries.

The integration process in Africa dates back to the beginning of 1950-1960s, the
period of political independence. At that time it was created first integration unions,
which was examined as a key area of economic development of African countries
liberated from colonial dependence, it was the instrument of reform and integration of
national economies into the world economy.

The important role in the process of initiating the integration agreements was
played by the United Nations Economic Commission for Africa (ECA), which called for
the country to provide the policy of import substitution in order to reduce dependence
on the outside world and the “self-reliance policy”, it was the acceleration of economic
development. Following the recommendations of the ECA framework of the Organization
of African Unity (OAU, 1963) was based on the principle of regionalism and it was
defined strategic goal of creating the Common African Union.

The next stage of integration process in Africa can be regarded as the Lagos Plan
of Action (1980) the formation of the Pan-African common market by 2000 years, based
on the gradual transition from a free trade area, and common market to economic union
in the three sub-regions in East Africa and South Africa, Central Africa and West Africa.
The core of this integration was elected the leading association unions - the Common
Market for Eastern and Southern Africa (COMESA), the Economic Community of West
African States (ECOWAS) and the Economic Community of Central African States
(ECCAS).

One of the latest African economic development plans is the New Partnership
for Africa’s Development (NEPAD), which aimed at promoting the mutual trade and
investment relations, coordination of national economic policies.

The bases of NEPAD are two programs Millennium Partnership for the African
Recovery Program (MAP) and the Omega Plan. The first program is aimed at resolving
inter-African conflicts, attraction of investments, and financial assistance. The Omega
Plan proceeds from the priority of development, such spheres as agriculture, education,
health and infrastructure objects. The merging of the two programs has led to the
development of a single program called the (New African Initiative (NAI), approved in
July 2001 during the Summit of Heads of State and Government of the Organization of
African Unity. The final version of the New African Initiative, appeared in October 2001
and it was renamed NEPAD.

During the period before 1990s integration unions in Africa were mainly focused
on mutual economic cooperation, the formation of a large market, increasing the state’s
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role in economic development of a huge group of states. This period was named “new
regionalism period in Africa”. It differed by increasing attention to the revival of the
liberalization measures under the previously established groups, as well as the formation
of new groups.

Integration unions in Africa were created in conditions of extremely low level
of economic development of African countries, the low share of mutual trade, and the
common type of monoculture export commodity structure, the low volume tax revenues.
These factors determine the disintegrating and formal type of integration processes in
Africa, low dynamic and static effect of ‘trade creation’, and the majority of unions
differs from the effect of ‘trade diversion’. In such circumstances, regional integration is
seen as the instrument of trade liberalization: the customs give about 30% of the revenue
of the national budget, which hampers the liberalization process at the national level, and
membership in this union imposes some certain obligations and it allows finding other
sources of income instead of duties.

The first integration project, which remains the most successful in Africa appeared
in the colonial period in 1910 the South African Custom Union (SACU). It consists
of South Africa, Botswana, Lesotho, Namibia and Swaziland. After the achievement of
political independence the agreement was signed again in 1969, but not by the colonial
authorities, it was signed by sovereign countries. This union is almost a whole customs
union with free movement of goods and free transit through the territory of South Africa,
led by the leader - South Africa, has a significant impact on determining the principles
of the common commercial policy. The four countries (except Botswana) are included in
the common area of South African rand currency area.

Nowadays, it was registered 14 integration unions, which is very attractive for
future cooperation of other foreign countries. The largest modern regional integration
organizations were presented in Table 1.

Table 1: The largest modern regional integration organizations of developing countries

Ne | Name and date of organization | Members
Integration organizations of Latin America

Latin American Free Trade Area, (LAFTA) — 11 countries — Argentina, Bolivia, Brazil,

1 since 1960 Venezuela, Columbia, Mexico, Paraguay, Peru,
Uruguay , Chili, Ecuador
5 Caribbean Community (CARICOM) — since | 13 countries — Antigua and Barbuda, Bahamas,

1967 Barbados, Bellies , Dominica, others

3 Andian Group — since 1969 5 countries — Bolivia, Venezuela, Columbia, Peru,

Ecuador
4 Southern Common Market (MERCOSUR) — | 4 countries — Argentina, Brazil, Paraguay,
since 1991 Uruguay
Integration organizations of Asia
Economic Cooperation Organization (ECO) — 10 countries 7.A.f ghanistan, A zerbauap_, .Iran’
5 since 1964 Kazakhstan, Kirgizstan, Pakistan, Tajikistan,
Turkmenistan, Turkey, Uzbekistan
6 Association of South East Asian Nations | 6 counties — Brunei, Indonesia, Malaysia,
(ASEAN) — since 1967 Singapore, Thailand, Philippines
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5 counties — Bangladesh, India, Myanmar, Sri
Lanka, Thailand

Integration organizations of Africa
East African Community (EAC) — since 1967,

7 Economic Cooperation of BIMST —since 1998

8 and since 1993 3 countries — Kenya, Tanzania, Uganda
9 Economic Community of West African States | 15 countries — Benin, Burkina-Faso, Gambia,
(ECOWAS) — since 1975 Gana, Gvinea, Gvinea Bisau and others
19 countries — Angola, Burundi, Kenya, Tanzania,
10 Common Market for Eastern and Southern | Namibia, Mozambique, Uganda, Malawi,
Africa (COMESA) — since 1982 Rwanda, Zambia, Swaziland, Zimbabwe and
others

5 countries — Algeria, Libya, Mauritania,

11 Arab Maghreb Union (UMA) — since 1989 Morocco, Tunisia

The process of global changes in migration flows in the XXI century. During the
analyses of the global integration process, it’s necessary to identify the tendency of global
changes in migration flows in the XXI century. Nowadays, Migration has become a more
dynamic and complex phenomenon, which is connected with not only social and economic
reasons. According to International Labour Organization’s data, about a third of migrants in
the world fall out of government control. Migration control is being passed from the Ministries
of Labour to Ministries of Home Affairs in more and more countries. Thereby, the emphasis
of the migration policy moves from labour market regulation of the national security.

Between 2005 and 2010, the global migratory flow increased by 1.8 percent
annually. The growth rate of the migrant population in less developed regions was two
percent, while in more developed regions this indicator was 1.7 percent. As a result, the
number of migrants increased by 24 million people in 2005/10.

According to the estimations of the United Nations Organization, the Department
of Economic and Social Affairs, the flow of 2.7 million people move from developing to
developed countries every year. The south of the Sahara loses approximately 360 000 people
annually as a result of migration. The real interest for demographers makes the variable
growth in the size of the movement (migration), used to identify where the points of pressure
are supposed to be in the future. It should be noted that in 2005/10 the net migration rate in
Australia increased by 485 000 people, while in the US it increased by 4.6 million people.

In 1960 the number of international migrants in developing countries reached 44
million people, and in developed countries, it reached 32 million people (Table 2). If
in 1960 more than 57% of all the migrants lived in less developed regions, in 2000 this
number was only 37% (Migration Information Source, 2011).

Table 2: International migration in the main regions, 1960 — 2000 years

The number of international Distribution of international
migrants (millions) migrants by regions (%)
Main regions 1960 2000 1960 2000
World 75,9 174,9 100 100
Developed countries 32,1 110,3 42,3 63,1
Developed countries,
not inclur()iing the USSR 2.1 8038 38,4 462
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Developing countries 43,8 64,6 57,7 36,9
Africa 9 16,3 11,8 9,3

Asia? 29,3 43,8 38,6 25

Latin é;r;ciekr)lbc:aind the 6 5.9 8 34
North America 12,5 40,8 16,5 23,3
Oceania 2,1 58 2,8 33
Europe® 14 32,8 18,5 18,7
Republics of the USSR 2,9 29,5 3,9 16,8

Note:

aNot including Armenia, Azerbaijan, Georgia, Kyrgyzstan, Tajikistan, Turkmenistan, and
Uzbekistan.
®Not including Belarus, Estonia, Latvia, Lithuania, Moldova, Russia, and Ukraine.

The collapse of the socialist system gave an impulse to mass geographic migration
in Europe and Central Asia; first of all, to transboundary movement of the population
within the bounds of this region, migrant outflow from it, and a certain migrant inflow
from other regions. The formation of many new countries in the space of broken-up
USSR and Yugoslavia created a phenomenon of multiple “statistical migrants”, in other
words, citizens who live in a county for a long time, but were born in another, and who
could not move in fact, but at the same time would belong to the category of migrants
in accordance with the UN procedures. Migration in Eastern Europe (including the
Baltic States) and CIS countries is considered to be significant according to international
standards. Most of the emigratory flows from Eastern European countries (42%) are
directed to Western Europe, while the final destination for most CIS emigrants are other
CIS countries (80%). The United Kingdom is becoming one of the leading countries of
accepting migrants from countries that entered the European Union.

Nowadays the main points of migrant movement take place in Mexican-American,
Chinese and Russian, and also European and Eastern European regions. The analyses of
the migrant flows in the world scale were introduced in Table 3.

Table 3: The main characteristics of migration flows

Flows direction

Characteristics

From Asia to Western Canada

Canada turned out to be very attractive for professional emigrants from Asia. Many
leave their families in Canada and fly back to work to Asia.

From China to the USA Many people from Asian countries, especially from Fujian province in China.
However Canada is one of the world’s immigrant accepting countries traditionally, it
From Canada to the USA also loses a large number of educated, professional people going to the USA.
It’s one of the largest transboundary flows in the world. Out of 108 million
From Mexico to the USA people born in Mexico more than 10 million people live in the USA. Every year

approximately 400 Mexicans die because of drowning or dehydration in the desert,
mostly, while attempting to escape to the USA.

From Central America to the
USA

Emigration from Central America to the USA has grown after the Civil War in the
1970s and the 1980s. By 1992 one million people (about 15% of the population)
left E1 Salvador.

From the Caribbean to the USA

The Caribbean states have a certain emigration culture. Cuba is the main exporter:
10% of people born in Cuba live in the USA now. Other main sources are the
Dominican Republic, Jamaica, and Haiti. Most Haitians go to Bahamas, and then
try to enter the US by sea.
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Immigration to Venezuela

The “oil treasure” of Venezuela attracts many immigrants.

From South America to Japan

Japanese are ready to accept people who respect Japanese customs and whose
grandparents emigrated from Japan to Brazil and Peru. Japan has about 287 000
Brazilians and also 56 000 Peruvians. In Hamamatsu city, there are 19 000
Brazilians, many of whom found work at plants in the industrial city.

From Paraguay to Argentina

Paraguay is one of the poorest countries in South America. Neighboring Argentina
is one of the alternatives, where many educated women work as domestic workers.

From Bolivia and Peru to
Argentina

People from neighboring for Argentina countries work as construction workers,
domestic workers, or work under inhuman conditions at garment factory in Buenos
Aires.

From South Asia to the UK

Indian subcontinent was an important source of immigrants to the UK. In the 1960-s
British government has begun to close the doors, so that most of arrived again unite
with other family members nowadays.

From China to Europe

Many Chinese traveled by air to Moscow, and then, by contraband way, to all the
Eastern Europe in order to reach Western countries.

From Turkey to Germany

First flows from Turkey to Germany were noticed in the 1970s as guest workers.
In 2005, 7 million people living there were foreigners, and more than one fourth of
them were Turks. Most of the migration nowadays is caused by reunion of families.

From Morocco to Spain

About 2 000 people a year die, crossing the Mediterranean Sea in their way to
Europe.

From Africa to France

The largest source of immigrants in France is its former colonies in Africa. In 1998
out of 138 000 immigrants, 72% were from Africa, mostly from Algeria, Morocco,
and Mali (in the past - Zaire).

Western African flows

Cote d’Ivoire (the country in Western Africa) attracts workers for their plantations
of cocoa and palm oil. By the mid-1990s, about one fourth of the work force was
immigrants, half of whom were from Burkina-Faso (the country in Western Africa).

From Zimbabwe and
Mozambique to South Africa

The estimations of the illegal in South Africa vary from 2 to 10 million people.
Nowadays most of them are from Zimbabwe.

«White flight» from South Africa

After bringing in the black majority rule, many whites left South Africa. Australia is
one of the most popular destinations.

From Sri Lanka to Persian Gulf
States

Every year 200 000 people from Sri Lanka cross the borders in search for work.
Two thirds of them are women, migrating as housemaids to the Near East, as a rule.

From Egypt to Persian Gulf
States

Egypt was one of the first exporters of workforce to reach oil countries of the Persian
Gulf, from the oil boom in 1970 to the present day.

From South Asia to Persian Gulf
States

In 2002 there were 3.1 million Indians engaged in oil export in the countries of the
Persian Gulf, including 1.5 million people in Saudi Arabia, 950 000 in the UAE
(Dubai), and 300 000 in Oman. Half of these migrants are from Kerala, 1.8 million
people are from Bangladesh, one million people are from Pakistan, and 900 000
people from Sri Lanka.

From Burma (country in South
East Asia) to Thailand

Thailand has about one million immigrants, most of whom are agricultural workers
from Burma (Myanmar).

Emigrants from South Asia
moving to the East

India, Bangladesh, and Pakistan send many workers to South-East Asia, particularly
to Singapore, as a rule, for working on building sites.

From Indonesia to Malaysia

Indonesia has about one million illegal workers from Malaysia, most of whom are
men working on plantations, but there are also women who work as housemaids.

Australia diversifies

Asian migration to Australia from China, Vietnam, Philippines, and Indonesia
makes this country more ethnically diverse. Many Asians and other migrants arrived
also by boats as refugees.

Flows between China and Korea

In the end of 2006, Korea had 186 894 illegal workers, most of whom were ethnic
Chinese and Koreans. North Koreans migrate also to China and then, often go to
South Korea.
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From South America to Japan

Japan used a relatively small number of foreign workers. People of Japanese origin
were preferred, and their main source was the Nikkea Company in South America.
Japan kept about two million foreigners by the end of 2005. The largest groups are:
Koreans (599 000), Chinese (520 000), Brazilians (302 000), and Philipinos (187
000).

From India to the USA

India has become one of the main sources of “computer talents” for the USA. About
two thirds of H-1B visas, issued for professionals in 2006, were given to Indians.

Wandering Philipinos

More than 8 million Philipinos abroad make up almost 10% of the population.
Almost 3 000 Philipinos a month go for work abroad, which is 100 people a day,
60% of whom have already worked abroad earlier. The USA is one of the main
points of arrival; however, many Philipinos work in other countries, for example, in
Asia, as housemaids (in Singapore and Hong Kong).

From the UK to Australia

Australia has a large British contingent. Out of 4.8 million people born in 2005, 23%
arrived from the United Kingdom.

From the UK to New Zealand

Till 1986 New Zealand prefers traditional countries-sources, first of all, the UK. In
1996 population census, 75% of the population called themselves belonging to the
European ethnical group.

According to the analyses the main flows are concentrated in the European part;
Australia and New Zealand are also in priority. Asian migration, from China, Vietnam,
Philippines, and Indonesia, to Australia, makes this country more ethnically diverse. But
most people arrive there by boats and are refugees by status.

Let’s look also at ten countries with the biggest weight of foreign migrants in the

total population (Figure 1).

Figure 1: Countries with the biggest weight of foreign migrants in the total population,

2011 year (in percent)
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Qatar takes the first place, having 86.5 %, the second country is the UAE (70%),
and the third is Kuwait (68.8%).

Based on the conducted research, we determined two leading countries with the
biggest number of migrants during the analyzed period. These are the USA, with the
number of 7 980 thousand people from 1995 to 2000, and Russia, with the number of
2 220 thousand people from 1990 to 1995. What about 2005/10 period, the USA took

EXSIEKOHOMUKA

63



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

the first place by the number of migrants with the 5 050 thousand people, Spain was
the second with 1 750 thousand people, and Italy was the third with 1 650 thousand
people. We shouldn’t forget about Canada, which attracts many migrants with beneficial
conditions of purchasing real estate and the following easy way of getting the citizenship.

The main structural changes in the international migration should be noted. First
is that during the last decades, Western and Eastern Europe have become the points of
destination for immigrants from Asia, the Near East, and Africa, and at the moment of
the USSR collapse in the 1990s, Western Europe went through the migration flows from
Eastern Europe and the former Soviet Union. As a result the net migration in the European
Union increased from 200 thousand people in the 1980s to more than one million people
in 1989/93, but then it decreased again by 640 thousand people in 1994/98.

The second key structural change was an increase of immigration from Asia and
the beginning of immigration from Africa. Asian migrants arrived from India, Pakistan,
China, Korea, Philippines, Vietnam, and other places. The example of Asian immigration
could be observed in Europe, with African immigrants and immigrants from the Near
East.

Development of integration process in Asia-Pacific Region and Russia. During
the pace of economic development and rapid economic growth in the Asia-Pacific region
have led to the need to create effective inter-regional integration groups (APEC, ASEAN,
ADB, SAARC, ESCAP, ASEM, ARF). Yet, the operational success of the currently
existing organizations could be called into question. The analysis showed that the stated
objectives have not been fully achieved by any of the organizations. Moreover, if in
the social, political, and cultural spheres there was work to a larger extent, there is still
minimal cooperation in the economic sphere.

It is necessary to formulate distinctive features of NEA in order to estimate the
processes of integration occurring in NEA and define perspectives of the given region.

Firstly, this region distinguishes sharp jerk in economic growth for the short period
of time. It determines non-developed contour of partner relations.

Secondly, on the background of non-developed contour of partner relations often
changes of integration processes are observed - growth of rates of saturation of regional
space by new partner agreements. The region becomes more and more “integration-
intensive”.

The third feature - distinction or similarities in branch structure of gross national
product do not render the influence on an increase of volume of mutual trade between
countries - partners. The fact of joint participation of the countries of Northeast Asia
(NEA) in one trading block is not reflected in any way in volume of trade between
these countries. It proves that the neighbouring countries will not inevitably have the
considerable volume of mutual trade.

It argues that many trading blocks are results of the political decision, but not
objective economic process. That defines the fourth feature of integration processes
in the region. Especially brightly it can be looked after on an example of the Tumen
River Project, which declared as the political decision, without the proved economic
preconditions.

For sustainable integration processes are necessary, so-called initial factors, -
historically formed trade relations, the sizes of the countries, purchasing power on the
basis of which strong trade unions can be build up.
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Today in NEA we observe the countries, which actively compete among themselves
in the international market and do not consider each other as strategically important
partners. Cooperation in the solving of problems of peace and security, preservation
of the environment in a region does not necessarily demand integration groupings, in
particular, trading preferences.

The fifth feature — asymmetry of partners in integration of Northeast Asia. The
size of their markets and a level of technology are not balanced. It is impossible to
attribute to a category of the symmetric countries, for example, Russia, China, Japan,
and the Republic of Korea. The intensification of regional integration has strengthened
amplitude of deviations of subjects of integration on their weight categories. Economic
asymmetry of partners has considerably increased because of an integration policy of
China, actively began to develop regional trade. Reached the appropriate agreement with
Hong Kong, China is aimed to establish three foreign agreements with Japan and Korea
and negotiates for the similar agreement with ASEAN.

Integration changes the model of international division of factors and, first of all,
natural resources. The relative advantages of possession of natural resources are replaced
by advantages of those who can get and use them. It is known that the countries with rich
natural resources lag behind in rates of economic growth. In that case, there is a question:
whether it is necessary for Russia to be guided by an integration vector if the structure of
export will cause delay of rates of economic development.

The regional future of Russia becomes more predicted and less arbitrary, not only
geographically, but also economically. We estimate statistically the factors influencing
on volume of export and import on the example of countries - participants ASEAN
5 and NEA (China, Korea, and Japan). The basis of the analysis is the gravity model
(trade between two countries depends on their size (GNP, population, territory, etc.) and
operational costs (distance between the countries, cultural similarity etc.).

Being based on preliminary results of test of the gravity model it is possible to
draw some conclusions on the importance of some factors.

First of all, it is necessary to pay attention that the variable reflecting participation
of the countries in ASEAN appeared insignificant, i.e. the fact of joint participation of
ASEAN countries in one trading block is not reflected in any way in volume of trade
between these countries. The same conclusion can be made as to variable reflecting
distance between two countries that supports the conclusion that the neighbouring
countries do not necessarily have the significant volume of mutual trade. Gross national
product of the partner and a share of a secondary sector in gross national product of the
country do not influence significantly on volume of import. In other words, distinctions
or similarity in branch structure of gross national product do not render influence on
the increase of volume of mutual trade between countries ASEAN 5 and NEA and their
partners.

Estimated functions look as follows:

Ln IMP = a + f1Ln GDP" + f2Ln GDP® + 3Ln PGDP" + f4Ln PGDP® + 5Ln
SHAREIMP + f6Ln PSY + p7Ln PS® + B8Ln SSH+ B9Ln SS* + p10Ln DIST + f11Ln D
+¢g (1)

Ln TTRADE = a + f1Ln GDP" + $2Ln GDPP + B3Ln PGDP" + 4Ln PGDP® +
B5SLn SHARETTRADE + B6Ln PS" + B7Ln PSP + B8Ln SSH + B9Ln SS” + 10Ln DIST
+B11Ln D +¢, (2)
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Where « - a constant (a constant variable), and ¢ —regression balance.

As explaining variables, the following variables were chosen:

GDP" — GDP of country A,

GDP? — GDP of country B,

DIST — distance between A and B,

PGDP" — GDP per capita in A,

PGDP? — GDP per capita in B.

SHAREIMP (SHARETTRADRE) - a share of import (or the sums of export and
import) the countries A from the country B in a total volume of import (or the sums of
export and import) the countries A,

PSH - a share of initial sector in cumulative gross national product of the country A,

PSP - a share of initial sector in cumulative gross national product of the country B,

SSH - a share of a secondary sector in cumulative gross national product of the
country A,

SSP - a share of a secondary sector in cumulative gross national product of the
country B,

D - the fictitious variable reflecting participation of both countries in one trading
block (the variable accepts value “1” if both countries are ASEAN participants, and
value “0” otherwise).

Besides standard variables (i.e. GDP and distance), directly reflecting the size and
transport costs, we chose parameters GDP per capita (1) reflecting the general level of
economic development, the level of wages in the country (2); indexes of a share of
primary and secondary sectors in GDP (3), showing a level of industrial development
of the country; and a qualitative variable of participation of the countries in the uniform
trading block (3). Results of the estimation of mentioned regressions are submitted in
Table 4.

Table 4: The Results of the gravity model estimation

Regression (1) Regression (2)

k: 5 %
Q Qo =
- =
£ S & 3
. S~ S e . S~ =
Variables - 28 Variables - S )
2T | 5% g
E g g
7 @ ©

53] 53]

GDP country A 20,07 3,272 | GDP country A 20,41 3,761
GDP country B -24,59 -4,476 GDP country B -15,46 -3,087
Distance between countries 0,24E+11 | 0,477 Distance between countries 0,32E+11 | 0,577
GDP per capita in country A -18,75 -3,053™" | GDP per capita in country A -19,36 -3,562""
GDP per capita in country B 25,23 4,600™" | GDP per capita in country B 16,08 3,219™
Share of import of A from B in | Share of import of A from B in ik
total import of A 0.95 43995 total import of A 0,90 31,969
Share of primary sector in GDP 0,01 0,276 Share of primary sector in GDP -0.19 -3.135™
of A of A
g:wére of primary sector in GDP 0,33 4,760 E?zére of primary sector in GDP 0,28 4509
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Share of secondary sector in GDP 027 1831 Share of secondary sector in GDP 003 0,198
of A of A

Share of secondary sector in GDP -055 2,997 Share of secondary sector in GDP 052 3114
of B of B

Participation of countries in one 0.45E+10 | 0,004 Participation of countries in one L035E+11 | -0,657
block block

Number of observation 712 Number of observation 712

Index of determination (R?) 0,9869 Index of determination (R?) 0,9867

Fisher’s criteria (F) 49,613 Fisher’s criteria (F) 51,972

*kk

! — Meaning of coefficient when a = 0,01 marked ™, when « = 0,05 marked ™.

The empirical analysis of countries ASEAN 5 and NEA has confirmed that the
formation of the trading block does not increase the volume of mutual trade. Membership
in one trading union is the secondary factor in the development of mutual trade, which can
be amplified with a number of initial factors, such as historically formed trade relations
(in our regression it is reflected by a variable « a share of import of the country A from
the country B in total volume of import of the country A), the sizes of the countries (a
variable «gross national product»), purchasing power (a variable «GDP per capita»).
These variables reflect the scale of country market and the market of the partner, and
share of income spends for import.

The development of integration processes has the affect of indicator of economic
openness of the country or region.

Asia-Pacific region has a great experience of economic growth that cannot attract
the attention of researchers in the world. Nowadays, the important parameter has become
the openness of the economy (economic openness). In general, it can be identified as
the level of involvement of the economy of the country or region in the world economy.
Its quantification is given by the product which produced in the country with that part
of it which is taken out and with the amount of goods and services, which is imported
into the country and the region. Therefore, the summarizing quantitative measure of
economic openness is the percentage ratio of exports plus imports to GDP, or the share of
foreign trade as a percentage of GDP. We can call this indicator of openness as the quota
indicator because it is calculated by the relative sizes of export and import quotas - the
ratio of the volume of export and import to GDP. It should be noted that this indicator
has certain limitations and suggests addition other indicators (indicators of the capital
movements). But, considering the dominant role in the trade in the foreign economic
relations of this indicator is the most significant.

We calculated the results of the comparative analysis of indicators of economic
openness of regions. Before the crisis in 1997 year, Asia-Pacific region was ranked as the
most open one in the world (Table 5).
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Table 5: The economic openness of the regions (before the crisis in 1997)

Regions Economic openness, %
South-East Asia 130

North-East Asia 60

Central and Eastern Europe 55

Russia 40

Latin America 30

G-7 28

India 25

Sources: Emerging market indicators. 1996. The Economist, May 11, p.116.

Many experts believed that there was a high level of economic openness of the
nine countries in Asia-Pacific region (Hong Kong, Singapore, Taiwan, Korea, Malaysia,
Indonesia, Thailand, China, Vietnam) provide a high rate of economic growth of these
countries during more than twenty years. These countries continued to develop at
relatively high rates - more than five per cent of GDP growth in the period from 1990 to
1996, before the period of crisis in Asia-Pacific region.

We say about the relatively high level compared to other regions of the openness
of Asia-Pacific region. From the end of XIX century Hong Kong and Singapore have
always been the most openness economies in this region. During the 1960s, Japan,
Korea and Taiwan were among the first to reduce the customs trade barriers and reduce
restrictions on foreign exchange markets. The ASEAN countries (Malaysia, Thailand,
Indonesia, Philippines) followed by the same way of liberalization of foreign trade, but a
bit later (in the 1970s). The researchers noted that although there is no comparable data,
but in 60-70 years, the economies of Asia-Pacific region were more openness than other
developing countries.

Foreign trade liberalization and the increasing level of Asia-Pacific region’s
openness continued in the 1980s. Its role in improving the overall level of openness in the
region and has played an event of changing the Chinese economic strategy and its active
involvement in the world economy. But an even more significant role in achieving a higher
opening in the region was played a one-sided nature of the liberalization of its external
relations. During this period, it was developed the concept of openness regionalism and
East-Asian-style integration, as opposed to the concept of discriminatory regionalism
and North American-style integration. These concepts are the different approaches to
the payment matrix, and the border between them is through a unilateral reduction in
foreign trade barriers, and therefore anticipating growth of openness of the economies of
Asia-Pacific region.

However, in the late 1980s liberalizing included almost all the other developing
countries in the world, and many developed countries reduced trade barriers by the
unusual way, unilateral procedure.

It is likely that in this period the quota indicator of economic openness (ratio of exports
and imports to GDP) loses its fundamental role. Since the late 1980s, it has appreciates the
openness of the economy solely from the functional point of view, from the perspective of
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functional openness. This position is due to the “functioning” of foreign trade, necessary for
the economy of the country and it is estimated to be the part of GDP that goes through the
channels of foreign trade. This position which was occupied by the country has taken in the
international division of labor and other resources in accordance with the relative availability
of resources by the Heckscher - Ohlin theory (Appleyard, Field & Cobb , 2006).

But from the moment when the functional openness of the economy is defined, the
measureofitsdependenceonforeigneconomicrelationsdeveloped furtherreductionoftrade
barriers may prevent the growth of quota indicator. That is why the most liberal economy of
developed countries has the lowestrates of openness on the quota indicator. By the incorrect
use we can say when we indicated the fact that the present performance of the economy
of North Korea is more open than the economy of Japan and other developed countries.
It should be said about the necessity of another dimension of economic openness - the
institutional openness. In general, the institutional openness is the openness of the
institutions of the country to the outside world. If we highlight the economic aspect of
openness, the first thing we should have in mind is such institutions as trade, investment
and foreign exchange regimes of the country.

Conclusion

What is it necessary for Association to turn into economically significant? It is
impossible to answer this question shortly and unequivocally. It is obvious that the
principle of “laissez-faire” will not solve the problem. We need active participation of
the governments of all countries in regulation of private and public sectors. Despite all
the efforts of ASEAN participants to decrease tariffs and liberalize markets for foreign
business since 1995, there is a plenty of non-tariff barriers. Therefore, for the given
countries the most logical will be development of cooperation in the field of unification
of customs rules and the other acts regulating trading activity.

It is necessary to move aside multilateral, instead of regional integration. A position
of authors - it is more effective to be included in the integration process not on the basis
of bilateral agreements, especially with the country surpassing on the sizes of the market
and a level of technologies, but on a basis the Pan-Asian zone of free trade, ideally the
Pan-Asian-Africa zone of free trade.

Besides economic obstacles to the creation of the Northeast Asian trading block
in the near future there are political reasons, in particular, in relations between Japan
and China. However, according to calculations of some experts, creation of this zone
of free trade with participation of Japan, South Korea and China will be favorable to all
countries. Certainly, Japan and South Korea will win from this union considerably, but
for China the positive effect will be significant.

We can say that the serious researching work on unification and the liberalization
of domestic markets is required otherwise and the unions will be extremely political and
will not bring any economic benefit.

North-East Asia is far away from the integration process for a long time in Asia-
Pacific region. In this sub region bilateral type of relations burdened with a heritage of
animosities and deep political distinctions dominates. Nevertheless, new style of mutual
economic cooperation between the countries is gradually formed. The formation of such
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style began with the leading role of a private sector in Japan, and then were South Korea
and Taiwan, and then other countries of the sub region have followed.

The potential union between China, Japan and South Korea will be economically
and politically significant with its share in world GNP about 20%. The index of trading
complementarity (ITC), which reflects the electiveness of trade between the certain countries
in comparison with world trade, proves this conclusion. ITC for NEA countries exceeds the
level of world trade; that is why regional trade will promote regional integration, considering
the fact that the NEA countries do not participate in other sub regional agreements. The
potential union of China, Japan and South Korea will cover about their half of the trade,
which is carried out by these countries, so the preferential agreement on trade will bring to
the countries essential benefit. However, it should be taken into consideration that the trade
volume of Japan with USA exceeds the total amount of trade of Japan with its potential
partners. China with South Korea has also the significant volume of trade with USA:
totally 23.8% of import and 15% of export. Therefore, at a deepening of cooperation in the
framework of the NEA, it is necessary for participants to take into account American factor.

Certainly, there is a question of a role of Africa in this global integration process.
During our analyses we identified the obvious historical isolation of this region from main
integration process. But based on the research data of migration flows in Africa and other
regions we can say about the beginning of global changes in world polarization. African
countries became more attractive for cooperation and collaboration of Asia-Pacific
Region countries. During our research, we follow the historical period of integration
unions in Africa and can say about its intensification.

It is necessary to note that African integration unions have the similar features
of development as a lot of Asian unions had at the beginning stage of its development.
And nowadays, in the period of active world globalization and integration tendencies,
it’s important not to lose the possibility of creating the integration union between the
countries of Asia and Africa, which has mutual interests.
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Abstract

Economic research at the turn of the century has been explicitly dealing with the
social capital, as a special form of capital. It is a relatively new concept, which is why
it is not surprising that there is no generally accepted term to denote this phenomenon.
The social capital means the economic benefit of the society, which can be reached
with the help of communication, cooperation, and trust among the entities in the given
socio-economic environment. The social capital is most often regarded as the ability
of social structures and attitudes that support them to increase the effectiveness of
collective action. The social capital is a connective tissue, a glue that helps people to
use available resources for creating mutual benefits. Its existence is a prerequisite for
economic growth and development. The components of the social capital are social ties
and networks that can be transformed into economic capital.
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KOHIEIIT APYIITBEHOI' KAITMUTAJIA
Y EKOHOMCKOJ TEOPUJHU

AnCTpaKT

Kpajem npemxoonoe u nouemxom 0802a 6exa y eKOHOMCKUM UCIIPAHCUBARLUMA CEe
ce Oeyuonuje 2080pu 0 OPYUWIMBEHOM KANUMATY, KAO NOCEOHOM OONUKY KANnUMaid.
Paou ce o penamusno Hosom KoHyenny u cmoaa Huje 4yoHo wimo He nHOCMoju onuime
npuxeaheno nojmogHo oopeherve ooz eromena. Jlpywimeenu Kanuman 03Havasa
EeKOHOMCKY Kopucm Opywimea 00 Koje ce O0onasu 3axeamyjyiu KoMyHUWUpary,
capaorul 1 nogepersy usmelly nojeounux cybjekama y ROCMAmMpaHoj OpyulmeeHo-
€KOHOMCKO] cpeounu. Hajuewhe ce o Opywmeenom Kanumany 2080pu Kao o
CNOCcoOHOCMU OPYUIMBEHUX CIMPYKMYPA, U CIMABO8A KOJU UX NOOpxHcasajy, oa nosehajy

! slobodan.cvetanovic@eknfak.ni.ac.rs;
2 ddespotovic@kg.ac.rs;
3 miloradf@eunet.rs

©/lpymtBo exoHoMHcTa “Exonomuka” Hurm 73
http://www.ekonomika.org.rs



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

egukacnocm KonekmueHe akyuje. [pywimeenu Kanumai je 6e3ueHo MmKUo, Jlendax
Koju nomaice /byouMa 0a pacnonodicuge pecypce cmase y (QyHKyujy yranpehersa
3ajeonuuxe kopucmu. Fbe2oso nocmojarve je npedycios npuspeonoz pacma u paseoja.
Komnonenme opywmeenoz xanumana cy opywmeene eese u mpedice Koje je moeyhe
mpancghopmucamu y eKOHOMCKU Kanuma.l.

Kwyune peuu: xanuman, Opywmeenu Kanumai, QU3UYKU Kanumani, npupooHu
Kanumar, bYOCKU Kanumasi

Types of capital in economics

Some economic theorists imply different concepts when considering capital. The
capital often refers to money and various forms of securities, and sometimes to physical assets
that are used for further reproduction (machinery and equipment, buildings, inventories). In
recent times, capital has been increasingly connected with natural resources which individual
countries have.

Samuelson and Nordhaus believe that capital is one of the three main factors of
production (in addition to land and labour), and that it is made of manufactured goods that are
re-used as production inputs for further production (Samuelson & Nordhaus, 2014). In this
regard, they see capital in terms of its physical form, i.e. they take into account capital goods
which include infrastructure. According to them, capital goods have features of production
inputs, but also of final production outputs.

Mankiw identifies capital with stocks of equipment and structures that are used to
produce goods and services (Mankiw, 2012). This theorist believes that the key feature of the
capital is that it is a produced factor of production.

In presenting his ideas regarding the concept of sustainable development, Robert Solow
sees production factors as involving, in addition to labour, the natural capital, i.e. natural
resources, and the work-produced capital, which includes: a) physical capital (buildings,
equipment, machinery, etc.) created through investment, b) human capital in the form of
acquired knowledge and experience, with which individuals participate in the production
processes, and c) intellectual capital, as the scientific, technical, and, in the broadest sense,
cultural resource which human society at a given time has (Solow, 1986).

A number of studies make a distinction between capital that is a “gift of nature”, i.e.
natural reality, and forms of capital derived from the stock of accumulated and creative
activities of human beings (Draskovi¢, 1998).

The founder of the theory of social capital, Bourdieu, makes a distinction between three
types of capital: economic, social, and cultural-symbolic (Bourdieu, 1972; 1986). Economic
capital is characterised by the power of direct conversion into money, and is institutionalised
in the form of property rights.

Coleman, as undoubtedly one of the leading authorities in the previously
mentioned theory of the social capital, also distinguishes among three types of capital:
physical (the capacity to develop tools and production), human capital (the capacity to
develop knowledge and skills of individuals), and social capital in terms of the capacity
to involve individuals in social ties (Coleman, 1988; 1994). Physical capital refers to
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physical objects, the human capital to attributes of individuals, and social capital to links
between individuals, i.e. social networks and the norms of reciprocity and trustworthiness
that arise from them.

During the last decade of the previous century, the concept of capital in the
economic literature has been, in terms of categorisation, significantly expanded. In
fact, decades-long dominant opinion, according to which capital includes only visible
resources, has been modified, to expand its scope to intangible resources, such as human
and social capital. Unlike physical capital, which is completely tangible, and expressed in
the visible material forms, human capital, expressed in the skills and knowledge acquired
by individuals, is less tangible, and social capital, which exists only in the relationships
between people, is the least tangible (Cvetanovi¢ & Despotovié¢, 2014). Quite a number
of authors, however, extend the complex of capital, by including many other forms, such
as institutional, organisational, cultural capital, and so on.

Increase in each of the above-listed forms of capital requires the time needed to
create and maintain the capital, and to directly and indirectly contribute to economic
growth. From the standpoint of economic growth of the country, it is necessary to view
capital as a collection of physical, human, financial, and other resources required for
production. This approach makes it possible to better understand how different forms of
capital are combined in order to achieve results, and how these same resources can be
substituted or complemented.

Figure 1: Types of capital

The classification of capital into physical, natural, human, social, and financial capital
has a special importance and suggests complexity of the research into the ways and methods
of its quantitative increase and qualitative improvement (Figure 1). Regardless of the form
of capital, it is important that it: a) contributes to the production of goods and services, i.e.
economic growth and development, b) brings profit, and c) represents input in the process of
creating economic value (Cvetanovi¢ & Mladenovi¢, 2013).
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The content and elements of social capital

The social capital is the capital of cooperation, joint action, mutual trust, and
mutual assistance, which are formed in the course of economic relations between
individuals. It cannot be privately owned and has the attributes of a public good. It is
not directly observable because people carry it inside. Different environments support
different forms of social capital, resulting in their different economic evaluation.

Economists find the origin of the concept of social capital in the work of Adam
Smith, particularly bearing in mind his analysis of the importance of the division and
specialisation of labour (Smith, 1776). In his work, Smith emphasises the importance
of personal freedom in the creation of wealth of individual nations, claiming that the
virtues of individuals are not necessary for the efficient functioning of the economy as
a whole. Since individuals continually express the desire to maximise their usefulness,
distrust necessarily becomes the basic postulate in analysing the behaviour of individuals
as economic agents.

Social capital consists of institutions, relationships, attitudes, and values that
govern interpersonal interactions and contribute to the wider economic and social
development. It is largely the result of the legal, political, and institutional environment,
in which economic actors operate, i.e. perform their functions and realise objectives.
It is the capital of permanent, and, to some degree, institutionalised relations between
individuals and organisations, which facilitate activities and contribute to the creation of
economic value.

The literature presents views on the basis of which only participation in formal
organisations makes social capital. However, there are also diametrically opposed
reflections and opinions, according to which even sporadic participation in social
movements is a component of social capital.

Coleman, one of the creators of the theory of social capital, analyses this complex
through its functions (Coleman, 1988; 1994). He states that social capital allows
individual successes since individuals derive benefit from it. It is a special form of public
good that is potentially available to everyone involved in the system of social ties and
relationships.

According to Putnam, social capital consists of social attributes, such as trust,
norms, as well as the most diverse networks that can improve social efficiency through
coordinated action (Putnam, 1993; 1995). Relations between people have a value and
potential for development, both for individuals, who are involved in many social ties,
as well as for groups and the entire community. Putnam makes a distinction between
bonding and bridging social capital. Bonding social capital represents the power of
relations, in which people express concern and support each other (similarity by gender,
age, ethnicity, race). Bridging social capital designs relations between different social
groups, allowing individuals to acquire certain skills outside their usual group.

At the end of the last century, the World Bank made a significant contribution to
the development of research studies and the promotion of the concept of social capital
in the field of economics. The World Bank defines social capital as the institutions,
relationships, attitudes, and values that govern interactions among people and contribute
to economic and social development. Social capital refers to the presence of trust, norms,
and social networks that enable social action for the benefit of both individuals and

76 EKOHOMUKA EXA1



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

society as a whole. Stocks of social capital in society are proportional to the number of
social networks and intensity of social relations (World Bank, 1998).

The most important elements of social capital are social networks, social norms,
trust, and reciprocity. These elements enable people to achieve a synergistic effect through
joint action and the creation of various business partnerships. In other words, it relates
to the characteristics of social organisations, such as networks, norms, and trust, which
facilitate coordination and cooperation in order to arrive at a common benefit. “Social
ties and relationships, which form the basis of social capital, open up opportunities for
access to different resources. Resources that can be created with the help of various
social ties are diverse: information, ideas, business opportunities, recommendations,
advice, capital, etc.” (Golubovi¢, 2007, p. 164).

Lin suggests a model, as an initial step in the theoretical consideration of social
capital. As seen in Figure 2, the model includes three blocks of variables in the causal
sequences (see bottom of the picture). One block represents the prerequisites and
precursors of social capital: factors in the social structure and the position of each
individual in the social structure that can facilitate or limit the investment of social
capital. The second block represents the elements of social capital, and the third block
represents possible reverse effects of social capital (Lin, 1999).

Figure 2 — The elements of social capital

Accessibility
(Metwork Locations

{Use of Contacts
and Contact
Resources)

Source:modified according to Lin, 1999

Literature sees human and social capital as intangible forms of capital. Both types
of capital are developed in close interdependence. Increase in human capital significantly
corresponds with the development of social capital. At the same time, social capital is
an important and indispensable factor in creating and increasing the efficiency of human
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capital. Moreover, there are many authors that see certain attributes of social capital as
the components of human capital.

The fact is that each production activity involves social, in addition to physical
and human capital. Social capital is linked to groups, not individuals. Associating with
other individuals allows collective action. Through various organisations, associations,
social networks, etc. individuals gain experience of cooperation, establish personal
contacts, and generate interest, which cannot be achieved solely by individual action.
This component of capital is associated with trust and reciprocity.

Some forms of human capital (knowledge of chemistry and physics, for example)
can be used for destructive purposes (production of nuclear bombs, terrorism), while
others can have extremely negative social consequences. The negative consequences
of social capital include various forms of nepotism, corruption, organised crime,
ethnocentricity, etc.

The three most common forms of social capital are: structural, relational, and
cognitive social capital. Although these forms of social capital support each other, they
can also exist independently from each other.

Structural social capital consists of various networks, associations, and institutions,
as well as the rules and procedures they establish. Relational social capital indicates the
quality of connectedness. Cognitive social capital consists of attitudes and behavioural
norms, shared values, trust, and reciprocity.

Social networks

Networks are a component of social life, and they allow stakeholders to efficiently
access the realisation of a large number of common goals. Based on an almost unanimous
opinion of researchers, they represent an important precondition for the creation of social
capital (Stokman, 2004; Barr, 1988).

The process of creating social ties is an important feature of the concept of
social capital. Individuals acquire social capital by participating in informal networks,
registered organisations, various associations, as well as numerous social movements.

Social capital is actually created, maintained, and increased by the core features of
social life, formal and informal, horizontal and vertical network of relationships among
individuals, the norms that regulate them, and established relationships of trust that allow
individuals to work together more effectively in the realisation of common objectives.
Membership in different organisations provides opportunities for individuals to develop
common interests and adopt common norms, resulting in a higher level of trust and
understanding among people. By participating in numerous networks and relationships,
individuals increase their chances of realising certain rights or benefits in a more efficient
way.

Social capital refers to ties within and between social networks. Social networks
have a value that expands opportunities for the growth of productivity through human
capital (at individual and collective levels) and achievement of fulfillment of individuals.

It is possible to distinguish a number of different social networks. On the one
hand, there are personal networks and networks of enterprises, with participants in the
immediate environment; in this regard, relationships, although occasionally commercial,
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tend to be informal and casual. On the other hand, local production systems are a special
type of network, formed on the basis of physical and commercial relations, predominantly
based on trust.

The network can be defined as a system of relationships and/or contacts that
connect companies and participants, and whose contents may be related to material goods,
information, and technology. From the aspect of economic activity, the network is a set
of relationships between companies and entrepreneurs, which facilitates the exchange of
goods, services, and information. The concept of network refers to transactions in terms
of reciprocity. In addition, the concept of network includes independent relationships
among participants and companies.

Networks are related to systems of multiple interconnections and the responses and
reactions of firms and individuals. They are characterised by a series of weak ties, whose
interaction strengthens the network, through access to information, interactive learning,
and diffusion of innovation. Relations between the companies and the participants may
be asymmetrical, with the hierarchical nature, when power becomes a functional element
of network performance. They can be formal, when they are explicitly associated with
decisions concerning the strategic goals of individuals and organisations. However, they
can also be informal, i.e. of spontaneous or tacit nature. The former refer to the relations
among individuals and organisations such as banks and service companies, while the
latter refer to their interaction with family members, friends, work colleagues, etc.
Networks between firms can also apply to commercial transactions, i.e. to the exchange
of goods and services, which facilitate relations with suppliers and customers.

The presence in networks increases the chances of achieving certain goals. In this
regard, informal networks involve contacts with family, neighbours, colleagues, and
friends who may belong to the same or a different generation, status, or national and
confessional groups. Formal networks of connections involve the presence and activity
in political and civil society organisations. As a rule, simultaneous presence of several
organisations strengthens the network of connections and increases social capital.

Based on a narrower view of social capital, this complex includes the creation
of horizontal connections between people, which consist of social networks, and their
respective norms, affecting the economic and social development. Social ties can
increase productivity, by reducing the cost of certain economic activities.

In the economy, networks appear as informal ties (institutions) in the already
formed formal relations, which complement, enrich, and strengthen existing ties and
relationships. The most important features of the network in the economy are related to
trust, responsibility, and accuracy.

Entrepreneurial network is a personal and business network formed by entrepreneurs
in order to realise their entrepreneurial venture. It includes ideas, instructions, business
opportunities, easier access to financial capital, trust, cooperation, power, influence.
At the stage of generating ideas and starting a business, an entrepreneur is focused on
personal networks of family members, relatives, and friends. After that, the entrepreneur
creates formal business networks, and social capital becomes an integral component of
their organisational competence.

Participation in networks and organisations is important, but this alone does not
produce trust. For example, a high level of trust in the Scandinavian countries is associated
with a pronounced ethnic homogeneity of the population, the fact that the majority of
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people are Protestants, and the circumstance that these countries are characterised by
extremely egalitarian distribution of wealth (Hyggen, 2006).

Trust

Increasing complexity and uncertainty of the business environment has led, at
the end of the previous millennium, to prominent interest of economists, sociologists,
and psychologists in the concept of trust. The research rarely defines the content of the
category of trust clearly and unambiguously.

Trust is one of the most important elements of all business transactions. In the
economic literature, access to trust is mainly based on the observation and analysis of
models of relations between the seller and the buyer, which exhibit the effect of several
variables associated with trust, as its prerequisites, or its outcomes.

The English language uses two different terms to denote this concept: confidence
and trust. The first term refers more to guarantees, insurance, and self-esteem, while
the latter expresses the idea of ties and relationships. For example, at the first contact
with a firm, the consumer will look for some form of guarantee, in order to establish a
one-off or lasting relationship with this company. Once the relationship is established,
the satisfaction regarding experienced positive experience comes into play. Thus, for
example, a new product, launched under the brand with which a customer has always
been satisfied, enjoys already created capital of trust.

The existence of a high level of trust is of essential importance for economic
activity, and beyond, for social and political stability. Trust, in this case, goes beyond
the scope of the family or wider kinship loyalty. It means readiness to cooperate with
unknown individuals within the social community. Trust presupposes the existence of
common views on social relationships and a sense of the common good.

Willingness to comply with the norms depends on how other people behave
in a society, and what that kind of behaviour brings to individuals. In environments
that are characterised by widespread disrespect of key norms (especially the norms of
reciprocity), collective action, based on cooperation, is, as a rule, inefficient.

Trust reduces unnecessary costs in economic relations and promotes the
effectiveness of a political system. Trust is an important requirement for the functioning
of society, but it is also a very important resource for individuals. Of great importance
is the question of whether mutual trust exists at the level of small social groups (family,
closed organisations, etc.), or it spreads to all levels of the community as a whole.
Countries that have a high radius of trust at the same time have a significant level of
social capital, which is a prerequisite for economic prosperity. Economic activities that
rely on future actions of individual agents are realised at lower costs, if implemented
in an environment that is characterised by a high level of trust. Conversely, a low level
of trust among economic agents will result in higher costs and correspondingly lower
economic efficiency. Any commercial transaction implies the existence of a certain level
of trust. Areas with a low overall level of trust lag behind others in terms of economic
development. Simply put, lack of trust affects the growth of price of some economic
transactions, whether it is about negotiating, the implementation of sales contracts, or
monitoring. In contrast, in societies characterised by a high level of trust, economic
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agents use less resources to protect their assets in economic transactions. In them,
written contracts are less necessary and less detailed. Societies that are characterised by
a low level of trust among agents, as a rule, have unfavourable innovation climate. By
directing available resources to the protection of property rights, prevention of fraud by
employees, business partners, and the government, entrepreneurs are left with less funds
to realise activities associated with finding new products, improving existing products,
and increasing productivity and economic efficiency.

The societies with a high level of trust are less dependent on formal institutions
dealing with the protection of property rights and contracts. In additions, in societies
where formal institutions are underdeveloped, high level of trust among transactors has
a positive effect on the volume of economic transactions and is a good substitute for
underdeveloped or inefficient government institutions. In a society with a high level
of trust, credibility of the state administration is higher, which has a positive effect on
investment and economic activities. Furthermore, a high level of trust in the society does
not only have a positive effect on the accumulation of physical capital, but also has a
particular influence on the maximisation of human capital. In these societies, knowledge
and labour market is much more developed. In contrast, in societies with a low level of
trust, employment decisions are much more based on connections and corruption, than
on objective criteria of ability, as is the case in societies with a high level of trust.

The existence of a system of values and norms shared by most members of society
does not imply the existence of social capital. The system of values and norms may be
such that it fully or partially impedes cooperation among members of society. The most
commonly used example of the society with a strong system of norms, but with no social
capital that enables and encourages cooperation among members of society, is the south
of Italy. Mafia organisation is characterised by pronounced internal code of conduct,
omerta. The norms of conduct that apply within the organisation, do not apply beyond.

In recent times, the concept of trust has often been replaced by the category of
reciprocity. Trust has a tendency to cause trust, while distrust tends to cause distrust. This
reliability in a certain way “lubricates social life”, by causing the kind of interaction that
supports the norms of reciprocity, as a kind of foundation stone of social capital.

Social capital and economic activity

The positive influence of the state on the development of social capital is manifested
through the implementation of a number of public policies. This, first of all, refers to how
certain resources can lead to better results in achieving higher levels of social cohesion,
trust, and commitment. Examples generally involve reforms in the education system, the
promotion of social capital in the community, the affirmation of art and culture, as well as
the commitment to the introduction of more flexible working hours, which would allow
greater scope of common contacts of people in the family and the local community.

Social capital is not only found in the local communities that share the same values and
norms, but is also very developed at the regional level, which is likely to maintain the high
intensity of interaction (Agirre et al., 2009). In a globalising world with more complexity and
competitive pressures, the regions endowed with this social capital lower operating costs and
meet the growing need for coordination between more specialised firms (Figure 3).
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Figure 3: The economic potential of social capital
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Source: modified according to Agirre et al., 2009

More and more studies show that various forms of social capital are an important
determinant of economic growth and development, and that distrust is an important
constraint to economic growth and development. As a form of collective self-help, social
capital is particularly important for the underdeveloped and poor communities.

Some features of social capital are similar to other types of capital. First, its increase
implies certain investments, if not always in monetary form, then always in the form of
time and labour. Second, social capital plays a role in the creation of economic value. It
significantly increases the efficiency of transmission of knowledge and skills from one
to the other parts of the organisation, or from one environment to another. The economic
function of social capital is reflected in the reduction of transaction costs related to the
mechanisms of formal harmonisation, such as: contracts, hierarchies, bureaucratic rules.
No contract can foresee every detail that may arise between the parties.

The impact of social capital is manifested through dense business networks that
foster economic cooperation and build trust between economic agents. Social capital
created in the enterprise and between enterprises significantly reduces the risk and
uncertainty of business. It enables the exchange of valuable information about products
and markets, and reduces the costs of contracting, regulation, and enforced collection.
When it comes to economic development, it is possible to monitor the impact of
social capital on the public and private sector, trade, territorial mobility of workforce,
reduction of inequality in income distribution. Stable and equitable financial system is
a prerequisite for sustainable growth. Social capital has an impact on both formal and
informal financial system.

The market model abstracts the honesty of agents. Trust in a person is acquired
based on knowledge of their preferences, skills, possible options, and their consequences.
In the long term, there is an extremely important element related to trust, reputation or
business standing.

On the other hand, social capital can have significant negative economic effects.
The spread of corruption channels and ties, and even politicisation of crime and
criminalisation, are illustrative examples of possible negative aspects of social capital.

Finally, it should be noted that some authors challenge the use of the complex
designated as social capital in the context of impact on economic growth and development.

82 EKOHOMUKA EXA1



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

For example, Kenneth Arrow believes that in the case of social capital, there are no
material investments, which per se means that, from an economic point of view, there
is no justification to treat it as a factor of economic growth. Robert Solow holds a very
similar view, calling into question the use of the concept, particularly quantification of
social capital.

Conclusion

Social capital supports economic development, primarily by enabling transactions
among individuals, households, and groups. Participation of individuals in social
networks increases the availability of information and reduces their cost. An example of
such information is information about the prices of certain products on the market, the
emergence of new markets, financial resources, new jobs, the reliability of a particular
dealer, etc. Participation in local networks and mutual trust allow certain social groups to
make decisions and implement collective action.
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ROLE OF BUSINESS ETHICS IN MANAGEMENT
OF HUMAN RESOURCES

Abstract

The development of modern industry and the system of factory work, together
with a large migration of people across oceans and continents, especially during
the nineteenth and early twentieth century, has led to major changes in the way
people work and do business. The economy shifted from agriculture and family
cooperatives to the urban, the industrial organization. The impact of these changes
on individuals, professionals, families, communities and the environment, as well
as the rise of a new class of wealthy business leaders, but also new areas of poverty,
have led to increased reporting of ethical debate. At the same time, if someone
has a clear interest in a given company, then to its employees, whose lives and
professional careers closely associated with it. Business ethics pays attention to
employees (including employees of the management) in several ways. First, most
of the ethical problems and crises that occur include operation and participation of
employees. Ethical analysis of choice, communication, and behavior of employees
occupying a significant part of business ethics. How can managers and owners
treat the workers is another ethical issue of interest. Job security, compensation,
safety, harassment, prejudice, and even the quality of work experience, are all
aspects that are ethically important.
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Y Ha4uHy Ha Koju cy you paounu u nocrosanu. Ilpuspeoa ce npebayusaia ca
nomonpuspede U NOPOOUHHUX 3a0pyea HA epaocke, UHOYCMPUjCKe opeanuzayuje.
Ymuyaj oseux mpomena na nojedunye, paouuxe, nopoouye, 3ajeOHuUyy u Ha
JCUBOMHY CPEOUHY, KAO U YCHOH HO8e Klace Do2amux NOCl08HUX audepd, aiu u
HOBUX obracmu cupomauimsda, 008enu ¢y 00 jasnbarba nojavane emuuke debame.
Hcmospemeno, ako mexo uma jacan uwmepec 3a 0amy KOMNAHUJY, OHOA CV MO
FbeHU 3aNOCTIeHU, YUji CY HCUBOMU U NPOPeCUOHAIHe Kapujepe OIUCKO NO8e3aHU
ca wom. Tlocnoena emuxa obpaha nasxcry na 3anociene (ywoyuyjyhu u paonuxe
U3 MEHAUMeHmMa) Ha HeKoauKo Hauuna. 1Ipeo, eehiuna emuukux npobiema u Kpuza
Koje ce jasmajy ykmywyjy Oenosare u yuewhe sanocienux. Emuuka ananuza
u300pa, KOMyHUKAYUja 1 NOHAWArA 3aN0CTeHUX 3aY3UMA 3HAYAJHU 0e0 NOCNI08HE
emuxe. Kaxo ce menauepu u enacnuyu nowawiajy npema paoHuyuma opyeo je
emuuxo numarse 00 unmepeca. CueypHocm Ha nociy, Komnensayuje, 6ezdoeonocm,
V3Hemupasaree, npeopacyoe, na 4ax u Keaiumem paoHoe UCKYCMed, ce cy mo
acnexkmu Koju ¢y emuuxy OumHu.

Kwyune peuu: nocnoena emuxa, KAOpOSCKU MeHAUMeHm, KOMYHUKayuja,
OpyuimeeHa 002080pHOCHI.

Introduction

The creation and transfer of knowledge is a very important aspect of modern
society, because new knowledge is helping to rebuild the forms of production and
management. This trend is reflected in an increased focus on the economy, expertise
and management education. Many companies, especially in sectors with highly
educated staff, have introduced or are introducing new management models that support
perfection, quality management, creativity in terms of knowledge, organizational and
education (Mihailovic, 2011).

The driving force of development and business success resulting from continuous
learning and improving managerial skills and abilities. However, changes in the business
world, as well as changes of mentality in relation to the way in which jobs are carried out,
led to the occurrence of the necessity of analyzing the fairness of the process, not only
in terms of the law, but also in terms of morality. As a consequence, conceptualized the
new disciplines - business ethics.

Defining Business Ethics

The emergence of formal study of ethics is coordinated between several authors
(e.g., Bauman (Bauman, 1993), Parker (Parker, 1998) et al.). With the modernist
Enlightenment project and the idea that moral uncertainty can be resolved by resorting
to human rationality and abstract reasoning. The main issue in business ethics is to do
the right thing. Different philosophies, religions and individuals gave the answer to “what
is right and how do we know?” In different ways, but can be distinguished one general
agreement, if not universally, that it is wrong to everything that harms or presents a risk to
humans. Old Hippocratic Oath says that the first duty of medical ethics to “do no harm”.

So it should be, and in business ethics: ethical business is the one that seeks to avoid
damage. What is ethically right and good is what can help people to lead a free, healthy
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and fulfilling life. It is obvious, however, that the damage is an elastic and a relative
term but thinking about ethical “good and evil” in this simple, historic, classic terms
helps us to focus on a general language and the problems that occur here. (Mihailovi¢, &
Cvijanovi¢, 2013, p.106-116).

For business ethics, it was claimed that the so called. Oxymoron. (Collins, 1994,
p. 1-8). The term is an oxymoron involves two seemingly contradictory terms, such as
“cheerful pessimist” or “deafening silence”. To say that business ethics is an oxymoron
therefore says that does not exist or cannot be ethics in business activities, that job is
somehow immoral (i.e. That the work is inherently bad) or that, at best, amoral (i.e.
outside our usual moral principles). For example, in the latter case, Albert Carr (Albert
Carr) is notoriously argued in his article “Does the business playing the moral” to “game”
the business was not subject to the same moral standards as the rest of society, but that it
should be regarded as analogous to the game poker, in which deception and lies perfectly
permissible. (Carr, 1968, p.143-53).

To some extent, it should not surprise us that some people think this way. Various
scandals undesirable business activities, such as pollution of rivers by industrial waste,
exploitation of workers, giving bribes to government officials and fraud against consumers
needlessly stressed the outrageous way that some companies use in their operations.
At the same time, the publication of corporate abuse cannot be interpreted in terms of
thinking about ethics in business situations is something completely superfluous.

After all, many of the everyday business activities require the maintenance of
basic ethical standards, such as honesty, reliability and cooperation. The activity will
not be able to survive if corporate directors never tell the truth, if buyers and sellers
never trust each other or if the employee refuses, ever, to provide support to each
other. Likewise, it would be wrong to conclude that the scandal involving the misuse
of corporate indicate the subject of business cthics, in some way, as naive or idealist.
Indeed, on the contrary, it can be said that business ethics primarily there to give us some
answers related to questions about why certain decisions should be evaluated as ethical
or unethical, or correct and incorrect. Accordingly, one of the most important principles
of business ethics is reflected in the practical analysis of the ways in which create value
in organizations and communities. (Batstone, 2003). In such circumstances, there are
certain ethical dilemmas. The ethical dilemma is an example in which there is a difficult
question about what is the right thing to do. It often occurs due to a conflict of moral
values or principles, either within a single entity or between two or more factors. Focus
on the method of examples is called. “Casuistry” which analyzes the ethical dilemmas
and problems in order to serve as an aid in making decisions and doing the “right things”.
(Brown, 2003).

No systematic research, we would not be able to offer anything more than vague
opinions or hunches about whether certain business activities are acceptable. Whichever
way you look at it, it seems, there is good reason to point out that business ethics as
a phenomenon and as an entity that is not an oxymoron. Although it will inevitably
be disagreement about what exactly is an “ethical” business activities, the bar is quite
possible to offer indisputable definition of the object. So, in short, what is considered to
be the topic of business ethics would be:

Business ethics is the study of business situations, activities and decisions referred
questions and wrongs. It is worth mentioning that the “correct” and “incorrect” represent
what it means morally right and wrong, as opposed to, for example, commercial, strategic
or financial “correct” and “incorrect”. In addition, the concept of business ethics involves
not just commercial jobs, but also government organizations, non-profits, charities and
other organizations. At the same time, the study of business ethics has developed more

EXSIEKOHOMUKA 87



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

institutional character and more attention is devoted to the organization of moral behavior.
In the beginning, the attention is focused on determining the factors that stimulate or
block the moral behavior. (Bartels, 1967, p. 22-26). In the literature, there is no generally
accepted definition of an ethical program. It is often argued that the effective ethical
program of continuous process activities that are designed implemented and enforced to
prevent and detect failures. (Ferrell, Thorne LeClaire, & Ferrell, 2000, p. 353-360). Other
authors emphasize the common elements of formal ethics programs such as formal codes
of ethics, ethics committees, ethical communication systems, ethical supervisors, ethics
training programs, disciplinary processes. (Cochran, Trevino, & Weaver, 1999, p. 41-57).

The Ethical Nature of Human Resource Management

Personnel management is a business function that deals with the management of
relationships between groups of people in their capacity as employees, employers and
managers. Inevitably, this process can raise questions about what are the responsibilities
and rights of each party in this regard, as well as what constitutes a correct attitude.
Personnel management has an ethical basis and deals with the practical consequences of
human behavior. However, despite a number of ethical guidelines for human resources
management, there is a strong business tradition that insists that business does not need
to deal with ethics. As pointed out by Milton Friedman (Milton Friedman), one of the
more vocal proponents of this view: “The social responsibility of business is reflected
primarily to its shareholders.” (Friedman, 1970).

Proponents argue that the market economy is the main purpose of business is
reflected in an attempt to ensure the best possible return on total investment. Each
“dilution” of this focus will lead to an imbalance precisely balanced market system.
Companies, who pretend to be ethical, as well as profitable, probably will not succeed
economically, which may adversely affect the entire community. Instead, we should
let the invisible hand of the market and manages all will prosper. Like some rules of
evolution, the best will always survive, when we will be transferred from the wealth of
successful enterprises, which will benefit the entire society.

Regardless of the complaint, according to this way of thinking, a critique of
business practice has continued to accumulate and confirming themselves the challenge
of challenging the idea that business and morality have no points in common. The interest
is coming from different sources: consumer associations, political groups, religious and
humanitarian organizations. Entrepreneurs, academics, researchers and managers, all
expressed the view that standards of behavior in the business should be evaluated and
improved.

On the other hand, the increase in the volume of global business and the elimination
of trade barriers worldwide amplifier further interest in the topic of ethical behavior and
social responsibility. (Jones, 1991, p. 366-395). How do multinational companies spread
globally and entering international markets, the ethical behavior of employees received
higher importance because the vast cultural diversity associated with such expansion
may threaten the common cultural and ethical values that are observed in homogeneous
organizations. (Mahdavi, 2001).

Much of the current focus of business ethics was directed against financial
corruption, with particular concern regarding compliance of accounting standards. At
the same time, concern has risen to a very broad range of issues, such as:

*  Misuse of the world’s natural resources and global ecological balance;

e The abuse of human rights;
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*  Animal Rights;
e Aggressive treatment of competitors;
¢ Exploitative and unscrupulous marketing.

Indecent human resource management practices are also erupted in the focus of
public attention:

e The use of prisoners as cheap labor;

e The use of child labor;

*  Avoidance of assets in pension funds;

e Extended working hours;

e Increased stress at work;

*  Murky practices in hiring and firing staff.

It is shown that consumer perception of ethics of the company may affect the
sale, such as the attitudes of its investors affect the stock price. Also, set standards of
behavior by top management influence on employee motivation and commitment to
organizational goals. (Cvijanovi¢, Mihailovi¢,& Pejanovi¢, 2012).

Personnel on the organizational system, which includes businesses, people make
with their professional qualifications and role in the process of doing business, so in theory
and practice of human resource management and human resource management called.
This term means the activities of human resource management and managers who carry
out these activities. (Stavri¢, & Kokeza, 2002, p.365). After a certain time, experience
in joint problem solving results in raising the skills and creativity of management at a
senior level. This effectively improve management has its theoretical footing. In fact, it
extends the basis of strategic management and formed a new approach called - creative
management. (Hurst, Rush, & White, 1996 p.384). Creative management, in line with
current trends in the organizational environment, defines the management process, the
functions of individual managers in this process and the attributes of those managers who
are part of the top management team.

Model creative management is based on the philosophical assumption that the real
world, which surrounds the modern organization, dynamic, turbulent and changeable,
and that, as such, of the organizations and their management requires performing
complex activities. These activities do not require the Serbian managers merely solving
the problems caused by uncertainty, but also the identification and exploitation of
new business opportunities. Specifically, changes in demand and competition require
adjustment of the company’s management mindset and marketing strategies alignment
with the challenges of the environment. (Cvijanovi¢, Mihailovi¢, Cavlin M., & Cavlin,
G. 2015 p. 1100).

It is evident that the necessary qualitatively new manager features that are geared
towards innovation, creativity and change. The implementation of such a complex set of
functions includes such membership structure top management team suggests that the
differences in terms of cognitive preferences and forms of behavior of team members
and their heterogeneous abilities required to perform various activities of the creative
process management (as shown in Table 1).

Structuring the creative process level management is performed on the basis of the
need for different types of managers. Teamwork manager contributes to the constitution
of creative management, ready for the challenges of modern business. Experience in team
work is important for holders of creative management, since it is based on the formation
of top management teams. For assistance in human resource managers, relying on the
science of behavior, they can use a number of methods that facilitate the development and
change in individuals, groups or companies to manage the target. These methods include
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professional training groups, transactional analysis, operational analysis, group therapy
for certain work, non-verbal communication techniques, organizational development,
the motivation for achievement, use of managerial networks and others. (Zivanovic,

1994, p. 37).

Table 1. Relationships between cognitive preferences and behavior

GICEESS Functions KM
Level

KM process

Cognitive
preference

It deals with:

Served:

Examples of conduct

imagination
realization

intuition

opportunities
and ideas

metaphors and
symbols

Observe what others
do and advocates for
new ways of handling
things. He proposes
new ideas, ignores the
practical details. For a
description uses metaphors
and symbols. Uses
organizational history
and myths about the
organization.

T motivation,
satisfaction

sense

people and
values

strength of
personality

Inspire your colleagues
and associates. Responds
to requests. Supports
new ideas. Transfers

of information, power,
resources. Keep your
people together.

Rewards awards and
commendations.
Downloads organizational
history and myths about
the organization.

planning,

1 >
evaluation

reasoning

causes and
consequences

regulations and
speech

Aligns the objectives and
resources on the results
(i.e., plans). People
organize, coordinate.
Balancing new and
routine. Rewards when
the results outperform
the plan.

\Y% action

observation

activities and
events

spontaneity and
action

Aligns skills with
tasks. Attention is paid
to practical details. It
advocates that things
work. The results of his
personal satisfaction.

Source: Adapted from: Hurst, D.K., Rush, J.C., White, R.E. (1996): “’Top management teams
and organizational renewal”’, in How Organizations Learn, (ed) Ken Starkey, International
Thomson Business Press, p. 389.

When analyzing these areas is necessary to focus attention on motivating

employees to generate their knowledge. The employee must meet certain standards,
technical requirements and standards of production and so on. It is necessary to realize
the atmosphere of the company that teaches i.e. of workers to form a skilled and creative
personality. It is wrong to workers regarded as mere executors of work orders. An
instructive example of Japanese companies, which are characterized by extraordinary
productivity, which applies the so-called. Initiative “bottom-up” in the collection of ideas
and the decision making, which in future work leads to high motivation of workers.
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One of the main roles of human resource management is the harmonization of
the number and structure of human resources with the planned scope and structure of
business. The management of human resources is expected to address the employment
policy of workers and the main elements of jobs in the organization, i.e. recruitment,
training, promotion and relocating workers, wage increases, labor management, etc. First
you must perform audits of existing policies and procedures of the workforce, exploring,
analyzing and comparing policies with the actual results achieved in a given period,
through a systematic audit. To labor policy to be effective, it must meet several criteria:
(Kubr, 1976, p. 218).

* policy must be in writing, understandable and presented in its entirety,

covering all jobs in the company;

e labor policies must all know and it must be applied throughout the

organization;

* policy must be based on logic and arguments, in accordance with public

policy and the policies of other companies and organizations;

* policy must be internally consistent with the stated objectives and the general

policy of the company;

e specific labor policies (e.g. development and transfer) must be aligned with

each other;

e labor policy is the result of discussions at several levels, and a number of

consultations across the organization, including consultations with workers’
representatives.

Audit staffs provide information on their practices. To achieve this, the information
must look vertically through the Department for Employment and horizontally across
other departments, which means that an audit conducted throughout the organization. The
procedure for conducting audits can be very complex. Basically, it consists of obtaining
information on the quantitative and qualitative nature of a number of data and reports
supplemented by interviews, questionnaires, surveys, discussions, etc. Information can
be obtained through longitudinal research, i.e. research sector by sector, which would
be calculated percentages of lost time and the second relates to the comparative basis
or can be used transversely research, which thoroughly investigate the effects of these
policies on the work of employees. The recommended method for carrying out the audit
of the workforce is creating a list of elements of the policy of the organization, to set
aside a practice that has been used in the organization. An example is given in Table 2. A
complete list of the elements of the policy manpower for the purposes of the audit would
include: workforce planning; selection of employees; reassignments and promotions;
assessment; training and development; communication; permits, breaks and vacations;
assessment of the workplace; benefits; pension and social security; safety and health
policy, business relationships, work discipline; motivation and administration. The
results of the audit of the labor force, if it is necessary, may indicate the need for defining
a change or re-create organizational policies. If the data are inadequate or non-existent, it
is necessary to change something in the field of labor. Effective workforce management
is only possible when management can use the audit staff as a mechanism for achieving
their goals.
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Table 2. The audit staff (the data for the last 12 months)

These policies Regular practice Audit results

1. Recruitment
(Promoting, when possible, an Recruitment to the side is a

employee of the organization constant and continuous procedure
itself)

95% of workers came from
the side. High dropout rate for
workers over 65% per year

Staff stated only limited
opportunities for promotion
and training, feels that
workers have to commute to
another company if they want
to progress

The organization sends two
higher skilled managers in
courses organized by professional
associations at the request of
interested individuals

2. Training
(No specific policy)

3..etc e

Source: Kubr, M. (1976): Management consulting — A guide to the profession, International
Labour Office, Geneva, p. 219.

With this method it is possible to check and assess the performance of managers
in the field of labor. This provides us with a comprehensive and high-quality data and
reports describing the results obtained a policy of labor. It is recommended to prepare
the report forms for individuals with issues relating to their work and that will allow
easy evaluation of group information (accidents, overtime, etc.) That is necessary for the
revision of the labor force in the future.

Models of Development of Human
Resources Management

Today the concept of social marketing define the needs of the target market and
meet them more efficiently and effectively than the competition, so that it maintains or
improves the welfare of consumers and society as a whole. In the opinion of one expert
in marketing this concept is just “human marketing”, on which to base organizations
must take a greater social and human responsibility, so as to avoid conflicts with the
wishes of users in the short term, as well as giving up their products company in the long
run. (Balaure, 2000). Accordingly, it must first be clearly definite quality and quantity
of human resources of the company. Determining the need for personnel is part of the
planned activities of managers. This is the first task of the human resources function that
managers need to perform on the basis of provided answers to the following questions:
(Stavri¢, & Kokeza, 2002, p. 367).

1. Who are the jobs necessary to achieve the objectives of the company?

2.  What kind of knowledge and skills that should have employee to successfully

perform these necessary tasks?

3. How many workers are required to perform certain tasks in the enterprise?

The choice of one person over the other at a certain position is usually based
on individual abilities and characteristics. In most examples, there are procedures
and techniques for identifying and measuring abilities and skills that are needed for a
particular job. The main techniques for selecting workers are testing and interviewing.
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Testing refers to the exploration of knowledge, abilities and skills of the candidates
and their behavior on the basis of which predicts future performance. The trend is that
more applicable performance tests (measurement of existing skills and knowledge), not
aptitude tests (measuring potential). Managers have realized that it is not easy to get a
“real” person whose profile fits the job description and that it is therefore necessary to
test the relationship with the real needs of workforce planning and employee training
programs.

Interviewing is a useful diagnostic tool, but there are a large number of flaws as
a predictor of future performance. Managers must be aware of the need for thorough
planning and training in this technique, and it is therefore necessary to become familiar
with the limitations that apply to this method.

Professional planning and training. For professional planning and training,
attention is paid to the growing number of organizations, so managers must be prepared
to deal with problems such as:

e Determining the main directions of professional planning and training, which

are divided into different categories of employees;

*  Analysis of organizational, educational, cultural, social and other obstacles
that people face and that sometimes cannot be overcome in their careers;

e Setting up a system in which employees will be encouraged to plan
professional development;

* Defining policy of professional development for the organization as well as
the criteria (information, training, reassignments, etc.) In order to support and
facilitate professional development;

* Designing professional development courses for those who are unlikely to
reach the managerial and other senior positions.

Staff development and organization. It is increasingly understood that there are
great benefits from development planning workers and managers. There is a growing
interest in professional planning and staff training, organizational development and other
programs with which to help people to improve their business life and achieve greater
fulfillment business.

Assessment of the workplace. During the evaluation of jobs, management must
consult with the trade union as well as individual workers. Employee representatives from
trade unions are an important factor in decision-making, such as benefits or redundancies.
There are a number of techniques for the assessment of the workplace, depending on the
job under consideration. Some of their elements are schemes for ranking business, job
classification, scoring systems, comparison of factors, and a final assessment.

Motivation. Any organization whose purpose is to achieve certain economic and
social goals, trying to motivate their employees toward the goals, which can include
social, organizational, group and individual. From management may be required to assist
in determining the techniques and strategies to motivate employees. One may refer to:

e improve the overall working environment in the organization, assuming that

it greatly affects the motivation of people at all levels in the organization;

e enrichment of the job where the rewards certain behavior, especially

financially; because of this there must be a system for feedback, so that the
stimulus that is used to connect directly with actual performance.
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The methods are explained not apply independently. They affect different
components of the process of motivation and refer to the different degrees of intervention
by the management. When assessing the jobs necessary to become familiar with the
practice in other industries to constructively solve problems in determining wages.

Evaluation of performance. Experience has shown that the evaluation of
performance precisely how levels of performance increase. However, experience shows
that the assessment of performance that are used in a large number of organizations,
usually not objective criteria but subjective estimations made by supervisors.
Assessments must be linked to the actual work performance, whereby supervisors (or
other person exercising assessment) must be trained to use techniques of evaluating
work performance. Quality assessment depends on the set: organizational, group and
individual goals.

Conclusion

The impetus for the development of business ethics as a field of research and
professional practice, especially in the area of human resource management, in recent
decades, comes from several sources.

First, the rapid development of technology and its application in the economy
have led to changes and increase the traditional list of problems of business ethics. The
technology has intensified the old problems, creating new and complicated at the same
time and speed up the existing ones.

Secondly, social and cultural events during the sixties of the 20th century led to a
more frequent review of traditional ethical rules. The requirements for the recognition
and acceptance of the same rights of students, women and ethnic minorities, a new
need for taking care of the environment and the increasing ethnic, religious and cultural
diversity in the workplace: all these forces and interests helped to re-examine the old
ways of doing business and that rethink about what is right and what is wrong. Therefore,
just as the ethical problems in the economy increased it was difficult to adopt a common
and shared set of ethical values and rules.

Third, the academic and intellectual horizon, there was a growing specialization,
that is, on the one hand, fueled range and complexity of various old and new disciplines
and research areas, and on the other “explosion” that emerged in the quantity of available
data that must be review. The development of specific areas of business ethics (such
as medical or bio ethics) became a logical solution, it is possible and necessary. An
increasing number of ethical problems, together with the weakening of the general
set of values and morals, have created fertile ground for new research and academic
specialization.

Fourth, an increasing number of crises and scandals in managerial positions in the
economy have led to demands for better government regulation and better supervision
of operations, on the one hand, and better education and practices in business ethics
on the other side. Scandals in trade, accounting and financial sector, the manipulation
of science, dangerous products (cars, tires, drugs), exploitation of children at work,
environmental disasters, industrial pollution and depletion of natural resources, but also
of growing inequality in wages and bonuses for managers and workers are some of the
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major ethical issues. This litany of ethical scandals and theft among business leaders
serving as a strong call for better accession to the idea of business ethics.

Business ethics is essential for long-term success of the business activity, and
this is true both on the macro-economic level (immoral behavior can lead to market
distortions and to inadequate allocation of resources), and at the microeconomic level
(this level is often associated with trust in suppliers, customers, employees and the
community), where each organization has certain responsibilities, both socially as well
as in the economic sphere.
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SUSTAINABILITY OF THE FOREIGN ASSISTANCE
IN AGRICULTURE - MACEDONIAN EXPERIENCE

Abstract

Macedonian agriculture has received substantial donor support in the past two
decades. Now, when most of those donor projects are completed, this paper looks at what
have been the most important factors for achieving sustainability, and how the level of
sustainability of the foreign assistance in the agriculture can be improved. The analysis
is based on 8 different foreign donor projects in Macedonia. The data collection is
done through a primary research — interviews with stakeholders of those projects, and
secondary research — already existing publications on the topic. In the analyzed cases
the achieved sustainability of the results is not on a required level. The factors that
contributed to this can be seen in the lack of political support, socio-cultural aspects,
institutional aspects, economic and financial aspects as well as the external factors.
This gives basis for recommendations for the main stakeholders and potential users of
this paper: the national government to ensure that the donors’ country strategies are
in line with the national strategies; to the donors to use the participatory approach in
the project design, and to the beneficiaries (farmers) to take greater responsibility and
commitment for ownership of the achieved project results.

Keywords: Sustainability, agriculture, donor projects, foreign assistance, development.
JEL classification: F35, 013, 019

OJPKUBOCT CTPAHE IIOMORH Y IIO/bOIIPUBPE/IH —
NCKYCTBO MAKEJJOHUJE

Arncrpakt

Maxkedoncka nomonpuspeda je npumuna sHavajny nomoh cmpauux 0OHamopa
y npomexie 0se oeyenuje. Cada, kada je eehuna mux OOHAMOPCKUX NpojeKkama
3aepuiena, 0e6aj pao oOdaje npe2ied HAjEANCHUjUX pakmopa 3a nocmusarbe
o0parcusocmu cmpane nomMohu nobONpuUepedU, aiu U KaKo cmenen me nomohu
Mmodxce bumu oodpxcan u yHanpehen. Ananuza ce 6azupa Ha ocam paTUYUIMUX
cmpanux 0oHamopckux npojekama y Maxedonuju. Ilooayu cy npuxynmsenu nymem
NPUMAPHO2 UCMPAXCUBATA — UHMEPS]YA Ca CMEJKXON0epuMa mux npojekama, u
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CEKYHOAPHO2 UCIPAdXCUBArsa — nymem eeh nocmojehe numepamype u3 KOHKpeniHe
obracmu. Y anamusupamum ciyuajesuma, NOCMuSHyma O00pPH#CUSOC Huje Ha
arcemenom Hueoy. Daxkmopu Koju ¢y 0ONpuHenu makeom Cmary Cy: Hed080/bHA
NOAUMUYKA  NOOPWIKA, OPVUIMEEHO-KVIMYPHU — ACNeKMU, UHCIMUMYYUOHATHU,
EeKOHOMCKU U (DUHAHCUJCKU acneKmu, Kao u opyau excmepru axmopu. 0o daje
OCHO8Y 30 Npenopyke Koje mMo2y Oumu 00 U3V3emHO2 3HAYAja CMejKXondepuma
U NOMEHYUjanHuM KOPUCHUYUMA 0802 pAOd: HAYUOHATHO] 61a0u Koja mpebda
ocuzypamu 0a cmpamezuje 0OHAMOPCKUX 3eMasba 6y0y y CKIaoy ca HayuOHATHUM
cmpamezujama,; OOHamopuma Koju o6u mpebanio 0a UMAjy NApMUYUnamueHu
npucmyn npuauKoM OU3AJHUPARA Npojekama; KAo U KpajruM KOPUCHUWUMA
npojexama (no/bonpuspeoHuyUMa) Koju ou mpebano 0a npeysmy gefly 002080pHocm
u noxkasxcy eehy noceelienocm ocmseapenum pe3yimamuma mux npojekama.

Kwyune peuu: oopoicusocm, OOHamopcku npojekmu, cmpana nomoh, pazeoj.

Introduction

After the independence of Macedonia in 1991 the slow and difficult transition process
started. It was accompanied by decreased economic activity, increased unemployment, fall
in the GDP and poverty expansion (SSO, 2011, p. 317) — all in the context of privatization
of the state-owned companies, which was a long and non-transparent process.

Under these circumstances many foreign missions started activities for support of
the country’s development in different areas (SEI, 2005, p. 6). Big part of the support was
directed in the agricultural sector, as one of the most important economic activities in
Macedonia (SEI CDAD, 2011). Having in mind that agriculture contributes with 10% in
the GDP (SSO, 2013, p. 333), its development is of essential importance for the general
economic development.

From the perspective when most of the foreign donor projects in the agricultural
sector in Macedonia are already finished, it is interesting to see:

*  What are the results of the donor interventions in the agricultural sector in
Macedonia?

*  Have those results been locally integrated, further developed and sustained?

*  What have been the factors influencing sustainability?

* How can sustainability of the donor projects in the agricultural sector be
achieved?

Theoretical review

According to Danida (2006, p.47) “sustainability is a measurement showing if the
benefit of the development intervention is likely to continue after the external assistance
will be terminated”. The evaluation of the sustainability refers to the effects of the
development process on a long term. Sustainable development requires that in a long
run social and ecological factors have to be taken into account in addition to economic
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factors in order to meet the present needs without compromising future generations
(Merino, Vargas, Pastorino, & Mazzon, 2014, p. 150).

In many ways the sustainability is a higher level of test checking if the development
intervention has been successful or not. Too many development interventions tend to
fail after the implementation phase is finished because either the target group or the
responsible parties don’t have the means or sufficient motivation to ensure the necessary
resources for continuation of the activities. Sustainability becomes central topic in the
evaluations because many development agencies are getting more focused on the long-
term perspectives and the permanent improvements. As a result, capacity building of
the communities and organizations is a common goal of the development interventions,
consistent with the overall goal for promoting increased autonomy and independence of
the partner countries in public service provision (Action Aid, 2005, p. 53).

Useful question for evaluation of the sustainability is the degree to which capacities
have successfully developed, for example through participation, strengthening, ownership,
availability of local resources, and political support. In addition, the sustainability of the
development interventions depends heavily on checking if the positive impact justifies
the necessary investments and if the community sufficiently appreciates the benefits so
that it is ready to dedicate part of its limited resources in order to achieve it (Banerjee,
2007, p. 8).

Since the sustainability is connected to what happens after the development
interventions are finished ideally it should be measured several years later. It is difficult
to make a good evaluation of the sustainability while the activities are still ongoing or
right after their ending. In that case the evaluation is based on projections for the future
development based on the available knowledge for the intervention and the capacity of
the involved parties to cope with the changeable conditions. That requires analysis of the
context, its advantages and limitations as well as future scenarios.

The experience of the donor agencies shows that the sustainability of a development
intervention depends on seven factors (Danida, 2006, p. 56):

«  Measures of political support

«  Technological choice

*  Environment

»  Socio-cultural aspects

« Institutional aspects

*  Economic and financial aspects

+  External factors.

Therefore, the interview questionnaire (Annex 2) that has been used contains
questions that try to discover the relevant factors of the sustainability of the foreign
assistance in the agricultural sector in Macedonia. Below the different factors are explained.

Measures of political support - Beneficiary’s commitment is one of the most
frequently identified factors, which influences the success of the development
interventions. The commitment is expressed through agreeing on the objectives, and
readiness to invest financial and human resources. The commitment of the beneficiary
depends on the perception of the common interest, as opposed to the one in which the
donor interest dominates (ActionAid, 2005, p. 38).

Choice of technology - The financial and institutional capacities of the partner
country are the main determinants of the choice of technology. Thereby, one should take
in consideration the effects of the technology in the society and the costs for acquiring
and maintaining the technology versus its benefit (Danida 2007, p. 56).
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Environment - The importance of the environment is nowadays widely recognized.
Even though the effects of the environment may seem non-significant on a short term,
the wider effects may be significant on a long term. Therefore, one should always take in
consideration the environmental policy, stimulations and regulatory measures, interests
of the different stakeholders and effects of the development interventions (World Bank,
2007b, p. 41).

Socio-cultural aspects - The social and cultural factors influence the adaptability
and relevance of the different development activities. They also influence the motivation
of the members of the target group and whether they will participate and accept
responsibilities in the development process (Lancaster, C., 2007, p. 15).

Development interventions that are consistent with the local traditions or do not
require substantial changes in the way of behaving have greater chances for success.

Institutional aspects - The strength of the institutions and the capacity of the
organizations are the most important success factors of the development interventions.
For more details, one could analyze the management, administration system and
beneficiaries’ participation (Lancaster, C., Van Dusen, A., 2005, p. 18).

Economic and financial aspects - The evaluations should focus on three economic
and financial aspects. First, the economic justification of the intervention. Second, the
economic and financial benefit of the investment compared with the resources spent.
Finally, financial sustainability of the operations in the future, researching if the assets
are and will be sufficient to cover the future operations, maintenance and depreciation
(Thiele R. et al, 20006, p. 2).

External factors - The development support takes place in a context of political,
economic and cultural environment, which is outside of its control, but which can have
critical influence on it. The factors such as: political stability, economic crisis, overall
development level, the condition of the balance of payment, as well as natural disasters
can have a key role for the sustainability of the development intervention (Riddell, R.
S., 2014, p. 31).

Hypotheses and research methods

The purpose of this research is to analyze and determine the level of sustainability
of the results of the foreign assistance in the agricultural sector in Macedonia. Based on
those findings conclusions are drawn and recommendations made with the aim to define
ways for increased level of sustainability of the foreign assistance in the agriculture. The
recommendations refer to the main groups of stakeholders: donors, national authorities
and farmers.

The paper starts from the following assumptions:

Ha. The donor interventions in the agricultural sector in Macedonia are relevant.

Hb. The results of the donor interventions in the agricultural sector in Macedonia
have been locally integrated, further developed and sustained.

Hc. Political support, institutional and economic aspects are factors influencing
sustainability of the donor support in the agricultural sector in Macedonia.

Hd. Donors, national authorities and farmers can improve the level of sustainability
by working together.

This paper is drawing conclusions based on the analysis of 8 different foreign donor
projects in the agricultural sector in Macedonia, and the sustainability of their results.

100 EKOHOMUKA EXA1



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

The data collection is done through a primary research — interviews with stakeholders of
those projects, and secondary research — already existing publications on the topic. The
interviews were conducted with 17 stakeholders (former employees, beneficiaries of the
foreign assistance in the agricultural sector, as well as experts in the area — in Annex 1)
in the period September — October 2010 and October — November 2011.

Research results

The importance of agriculture in Macedonia can be seen from its substantial
contribution in the Gross Domestic Product (2013: 9.6%), (State Statistical Office,
2013, p. 333). In addition it is important because around 43% of the population lives
in the rural areas spread over 87% of the total surface of the country (National Strategy
for Agriculture and Rural Development 2007 — 2013, p. 13). Agricultural employment
serves as a social buffer, helping alleviate poverty and unemployment, particularly in
times of high off-farm unemployment, which is particularly becoming severe in the time
of the world economic crisis.

Macedonia has done very well in trade liberalization and important progress
has been made in removing barriers for entry and exit trade. Macedonia is a signatory
of the Central European Free Trade Agreement (CEFTA), and it is also a member of
the World Trade Organization (WTO) (Vukotic and Spahn, 2013, p. 21). But market
liberalization is one thing and to be able to successfully compete in it is another thing.
Competitiveness is one of the major challenges with which the Macedonian agriculture
is facing. If the producers fulfill the strict requirements on price and quality to compete in
the EU markets their products will have access to the entire common market. But if they
fail to meet these requirements they will quickly lose their market share in the domestic
and regional markets and the sector production will decline.

According to the Central Donor Assistance Database (CDAD) of the Secretariat
for European Issues of the Republic of Macedonia the foreign donors have invested
around 360 million Euros from 1992 until 2011. It includes the Official Development
Assistance (ODA) from the donor countries, as well as Other Official Flows (OOF).
OOF are transactions that come from the official sector, but do not fulfill the criteria to
be considered ODA since they are either not dedicated to development or they do not
contain a grant element of at least 25% (OECD, 2009, p. 180). Out of the total amount
around 70% are development loans, and 30% are grants. On 13 August 2011 there were
total of 138 projects from the area of agriculture registered in CDAD, most of which
EU funded projects (total of 63, from the programs CARDS, FARE, ECHO, Tempus,
IPA), followed by Netherlands with 16 projects, Sweden with 13 projects, Germany with
7 projects, 5 projects each from World Bank, USA and Norway, 4 Japan and Taiwan,
and the same number from the international multilateral donors Food and Agriculture
Organization (FAO) and International Fund for Agricultural Development (IFAD).

The two biggest projects in this group cover 42% of the total investments. That is
the building of the hydro-electric central Kozjak with Chinese funds and the Japanese
assistance for building the hydro system Zletovica. It is clear that these projects have
multipurpose, which is not only limited to the agricultural sector. Sill they are part of this
group and impact the total amount of the foreign donor investments to a great extent.
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If the value of two more projects is added here (Rehabilitation and restructuring of the
irrigation by the World Bank and the Dutch investment in the hydro system Lisice)
then we come to the level of 54% of the total investment of thee foreign donors in the
agricultural sector in Macedonia.

The investments of the foreign donors in the agricultural sector in Macedonia have
been coming as multilateral and bilateral assistance. Multilateral projects are from the
programs CARDS, FARE, ECHO, TEMPUS of the European Union as well as projects of
the international organizations: World Bank, IFAD, FAO, United Nations Development
Program (UNDP) and United Nations Industrial Development Organization (UNIDO).
The bilateral assistance has been coming from: Japan, China, Netherlands, Sweden,
USA, Germany, Taiwan, Italy, Switzerland, Norway and Turkey (SEI, CDAD 2011).

Japan, the international multilateral donors (primarily the World Bank) and China
have assisted with significantly higher amounts compared to the other donors. But if
we look at the structure of the assistance which has been provided by them it can be
concluded that the they are actually creditors, which have supported Macedonia with
favorable development loans.

90,000,000
80,000,000
T0000, 000

G0, 000, DO
0,000,000
0,000,000
30,000,000

| B Development loans
20,000,000
10, 0, O I I B Ciranits
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The structure of the foreign donor investments in the agricultural sector in Macedonia
(in Euro), source: CDAD (www.sep.gov.mk), 13 August 2011

On average the projects in the agricultural sector in Macedonia have lasted for 27
months. 49% of the total value of the donor investments belong to project which started
before 2000, 47% to projects which started between 2000 and 2005, and only 4% of
the total value belongs to projects that have started after 2005. This confirms the fact of
withdrawing of especially the bilateral donors from Macedonia with its progress in the
EU accession.

CDAD (SEI, 13 August 2011) divides the agricultural projects in several categories:

» Water resources in agriculture

» Agricultural financial services
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* Agricultural policy and administrative management
* Agricultural services

* Agricultural materials

» Agricultural associations and cooperatives
* Agricultural development

* Veterinarian services

* Agricultural education

* Agricultural research

» Livestock

* Agricultural protection

* Agricultural production

+ Other

Thus categorized the biggest contribution (58.6%) is from the projects from the
category Water resources in agriculture. This is understandable is we take in consideration
the infrastructural importance of these projects and the capital investments associated
with them. They are followed by the Agricultural financial services (12.8%), Agricultural
policy and administrative management (8.6%) and Agricultural services (5.5%).

B ater resomcesin agniculture

W Agriculnmal financial serdoes

B Agricultural policy

mAgriculnmal serices

mAgr el materials

W agvicultueal associations sl
coopeiatives

B Agvicultural developmesnt

meterinarian sendoes

o A feuboue ol e ation

B Agn foultun ol peseaich

W Livestock

= dgricultuesl protection

Agricultunal prodhs: tion

Participation of the different categories agricultural projects in the total amount of
foreign donor investments in agriculture, source: CDAD (www.sep.gov.mk),
13 August 2011
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Below is a presentation of the results achieved by 8 different foreign donor projects in
the agricultural sector in Macedonia and their status after the end of those projects.

Result — Improved efficiency of the irrigation system

According to Dr. Ordan Cukaliev, professor in irrigation at the Faculty for agricultural
sciences and food at the University Cyril and Methodius from Skopje (who has also been
an active participant in many of the foreign donor projects in the area of irrigation), the
capital investments are already made, but still very few of them have given a real effect
in the agriculture. The project for building the hydro electric central Kozjak should be
accompanied by an additional project for building a network for irrigation so that it will be
made possible for the accumulated water to be used in the agriculture. The main purpose
of the hydro system Zletovica is potable water supply, and the irrigation should be an
additional benefit. That has still not been done. Irrigation Rehabilitation and Restructuring
Project contributed towards improvement of the efficiency of the irrigation system in
Macedonia, and it established and promoted the water communities as the management
structures in the irrigation (World Bank, 2007a, p. 4). Previously, the managing responsibility
was with the Public Enterprise for Water Economy. Based on the results from the primary
research, the transfer of the management responsibility did not result in success due to the
lack of expertise, equipment and finance of the water communities.

Result - Institutional strengthening and adopting safe banking practices
(with focus on agricultural support)

Few years after the end of the Private Sector Development Project whose one
of the aims was institutional strengthening and adopting safe banking practices (World
Bank, 2003, p. 2) in six selected banks, the situation was such that most of the banks in
the target group adopted improved policies and procedures for credit risk management,
improved the information technology and the management information systems. Still,
only two of the banks noted positive trends in their net profit, while one of the banks went
bankrupt [http://www.kb.com.mk/, http://www.nlbth.com.mk/, http://www.ob.com.mk/,
http://www.stb.com.mk/, http://www.sparkasse.mk/].

Result - Agricultural Credit Discount Fund

The Agricultural Credit Discount Fund (ACDF) is a result of the IFAD program
in Macedonia and now serves as a state-owned credit fund which provides favorable
loans dedicated to individual agricultural producers and agribusiness (IFAD, 2010, p.
2). ACDF is administered and managed by an independent unit within the Ministry of
Finance [http://www.finance.gov.mk/node/312].

The Agricultural credit discount fund (ACDF) is a responsible institution for
administering of the revolving credit fund (Jovanovski and Nenovski 2006) formed by
the credit lines IFAD1, IFAD2 and for support of the private sector from the World Bank
PSDLI, PSDL2 and the credit line from the European Investment Bank in total amount
of around 42 million Euro.

The main objective of the Agricultural credit discount fund if ensuring sustainable
financial services in the agriculture, which are justified for the financial institutions, and
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at the same time acceptable for the farmers, as well as the small and medium enterprises,
which are working on primary agricultural production, processing of agricultural
products and export of primary agricultural products, as a target group.

Result - Agricultural Investment Center

This Center was supposed to be a result of the Project for Financial Services in
Agriculture and IFAD2 (IFAD, 2010, p. 3). It was expected that advisors that worked for
the project would establish a network of professionals which would have a key role in the
agricultural and rural development. Unfortunately, based on the results from the primary
research, due to financial problems the network was never established and the advisors
started working as individual consultants (Dimitrov, L., interview 2011).

Result - Development of the National Extension Agency

Generally, the reforms of the National Extension Agency supported by the
Macedonian Agricultural Advisory Support Program (MAASP) did not mark substantial
success. The main reason for that was the status of the National Extension Agency
(NEA) as a state agency, which was connected to the Ministry of Agriculture, Forestry
and Water Supply (MAFWE), but not under its direct authority. Thus, the management
of the NEA had a greater flexibility in its strategy and activities, and the success of the
NEA depended greatly on the political will of the management, as well as the political
pressures it faced. Also, the headquarters of NEA was in Bitola, which additionally
decreased the communication of the related institutions whose headquarters were in the
capital Skopje (Georgievski, P. interview 2011).

The Macedonian Agricultural Advisory Support Program planned that the National
Extension Agency advisers should be certified and they should charge for their services
via voucher system. Based on the results from the primary research, that plan was never
implemented because of the existing practice of free public advisory services, as well as
the informal government decision about the free public advisory services (Lambevska
Domazetovska, V. interview 2011).

Result - Quality Control Laboratory

The Quality Control Laboratory was a result of the Macedonia Agribusiness Marketing
Activity and was further supported by the Seal of Quality and Agribusiness Program. The
Quality Control Laboratory was the first private independent laboratoty for quality control of
the food. It was established as part of the Land O’Lakes Macedonia Agribusiness Marketing
Activity (MAMA), financed by the United States Agency for International Development
(USAID) in 1999, when the project started implementing the program for quality control of
the meat and dairy products, though the Seal of Quality program.

The main activity of the Laboratory for Quality Control was providing technical
support to the Seal of Quality program of the Association of Meat and Dairy Processors
in Macedonia through trainings and regular testing. Thus it helped the food industry
in satisfying the criteria for Good Production Practices, Hazard Analysis and Critical
Control Points (HACCP) (Damovska, A. Interview 2010).

It was regulated by law that the export of food products was allowed with
confirmation from an accredited laboratory. The efforts of the MAMA project and the
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Association of Meat and Dairy Processors for accreditation of the Laboratory were not
successful. The explanations are mostly related to the monopoly in this area held by the
Veterinarian Institute with the only accredited laboratory as part of it.

After the end of the projects the ownership of the laboratory was transferred to the
Association of Meat and Dairy Processors the Association of former project employees.
In the mean time the Laboratory was progressively decreasing its operations due to the
low interest of the clients because of the missing accreditation of the laboratory. Based
on the primary research results, in 2009 two of the members of the Association of the
Meat and Dairy Processors bought the ownership stake from the Association of former
employees, but that did not put the Laboratory back in business.

Result - Seal of Quality

The Seal of Quality was a result of the Macedonia Agribusiness Marketing
Activity. It was a registered and protected trademark, which represented a certificate
(unified and recognizable mark) awarded only to domestic meat and dairy products with
checked and consistent quality. The Seal was awarded by the Association of the meat and
dairy processors in Macedonia.

The Seal of Quality program in the Republic of Macedonia was conducted from
December 1998. The design of the program was based on the results from the research
of opinions of the consumers related to domestic meat and dairy products. The results
showed that the consumers preferred the domestic products, as long as they were of
confirmed and consistent quality. Based on this research the Association of Meat and
Dairy Processors in Macedonia with technical, consulting and financial support from the
MAMA project created the Seal of Quality program, justifying the trust by its consumers
through high and consistent quality of its products.

Main objective of the Seal of Quality program was advancement of the meat and
dairy industry through [http://www.znakzakvalitet.org.mk/defaultm.asp]:

* Improvement of the quality of the domestic meat and dairy products

*  Building awareness and confidence in the quality of the products among the

consumers

* Increase of the demand and sales of the domestic products compared to the

imported products.

When the Seal of Quality Laboratory stopped its operations, the Seal of Quality
program terminated its implementation. The consequences are evident. In 2001 during
the promotional campaign for promotion of the Seal of Quality financed by the MAMA
project (www.znakzakvalitet.org.mk/defaultm.asp):

o 84% of the consumers regularly used the products with the Seal of Quality

in their meals;

»  There was an 85% level of awareness for the Seal of Quality;

*  There was 70% level of recognition compared to other signs existing in the

market

Currently, there are not any products with the Seal of Quality in the market any
more (Kirovski, V. interview 2010).
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Result - Federation of Farmers of the Republic of Macedonia

The Federation of Farmers of the Republic of Macedonia (FFRM) was supported
by the Support to Farmers Associations in the Republic of Macedonia (SFARM) project.
Based on the primary research findings, systematic problems have been detected after
the end of the project support, which influenced the efficiency and effectiveness of the
organization. The main discovered problems were related to the involvement of the
governance body into the operational issues, unrealistic strategic plan reflecting the
effects of the operational planning, monitoring and implementation as well as the weak
financial management system. The core business of the FFRM was seen to be intangible
and therefore difficult to be sold. This is seen as an obstacle in achieving the financial
sustainability.

Interviews Findings

The findings from the interviews are:

*  Few of the achieved results of the foreign assistance in the agricultural sector in
Macedonia sustained and integrated into the economy;

*  In many cases there was a lack of commitment from the beneficiaries’ side;

o There was also a low level of farmers’ participation in the design and
implementation of the projects;

*  The level of farmers’ organization has not been sufficiently high;

*  There was a low level of interest among the beneficiaries for the long-term
perspective of the achieved results;

*  There was a lack of trust among the farmers, which is a prerequisite to strengthen
the cooperation, improve the efficiency and provide sustainable results;

*  Beneficiary organizations in many cases did not have sufficient capacity to
ensure taking ownership of the results and achieving sustainability;

*  Development interventions which have been connected to public institutions
usually were easier to become sustainable.

Discussion

Thereby, a crucial issue for taking in consideration is the transfer of ownership of the
achieved results, not only the material ownership, but moreover the insurance that the local
beneficiaries will adopt the project results as their own and will take the responsibility for
their further development. Unfortunately, in a big part of the projects the results are seen
only until the project lasts, a short time after its ending (when the financial support ends)
the activities of the local beneficiaries are terminated. Very few of the local beneficiaries
managed to achieve sustainability of the achieved project results after the end of the project.

The reasons for that are different, but in big part are result of an insufficient political
support, i.e. lack of commitment from the beneficiaries’ side, but also the low level of their
participation in the design and implementation of the projects. Another reason is the low
level of interest among the beneficiaries for the long-term perspective of the achieved results.

EXSIEKOHOMUKA 107



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

The socio-cultural aspects have also their role in the insufficient sustainability of the
projects. One example of that is the lack of trust among the farmers, which would strengthen
the cooperation, improve the efficiency and provide sustainable results.

The institutional aspects are among the most important reasons for the low level of
sustainability. Development interventions which have been connected to public institutions
usually are easier to become sustainable, as opposed to the ones related to the civil sector
where the capacity is not yet fully developed and thus, does not enable sustainability of the
results.

And when all of the above is taken in consideration, one comes to the issue of
economic and financial aspects. Namely, in Macedonia, after its independence, the donors
invested more than 360 million euro in the agricultural sector (SEI CDAD, 2011). The
development interventions were relevant, but inefficient, effective, with some impact and
with no significant results when it comes to sustainability. In that sense, it is logical to
question the justification of those donors’ investments.

In any case, one has to take in consideration the external factors, i.e. the political
instability that even escalated into an armed conflict in 2001, as well as the transition period,
which in a great extent influenced the entire development of the country.

Conclusions and Recommendations

It is a fact that agriculture is an important and priority economic activity in the
national policy in Macedonia. In addition, the sector has received a substantial support
from the foreign donors in all its components: public, private and civil sector. These are
the main conclusions from this paper:

*  The agricultural sector in Macedonia has not yet reached the necessary level
of competitiveness, especially having in mind the EU integration aspirations
of the country, which would mean entering a common market where only
the best survive. Having in mind that the foreign donor investments have
been directly or indirectly focused on improving the competitiveness of the
Macedonian agriculture their relevance is obvious. In the upcoming period
the domestic and foreign support to the agricultural sector is necessary;

*  The exit strategies of many of the bilateral donors in Macedonia, expecting
that the EU accession will happen soon, are premature. Due to the unresolved
issue around the constitutional name of the Republic of Macedonia with the
neighboring Greece, but also because of the EU expansion policy, the entry
of Macedonia in EU is still very uncertain. Still, a great number of bilateral
donors are withdrawing or have withdrawn from Macedonia, and in the mean
time it has to rely on the pre-accession assistance, which cannot fully replace
the one provided by the bilateral donors;

»  Alignment of the donor strategies for the country with the national strategies
is of a primary importance for achieving results. The general directions
of the foreign donors in Macedonia have been generally aligned with the
national ones, but not always with the same order of priorities. Thus, the
projects that included components of support to the governmental institutions
(especially assistance referring to meeting the requirements and criteria for
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EU membership) in a great extent achieved sustainability than those focused
on support to the civil sector. That shows the low priority that the Macedonian
government has been giving to the development of the civil sector, as opposed
to the foreign donors who have been aware of the importance of the civil
society for the overall development of the country;

*  The success of the private sector is more visible and in a greater extent
sustainable because of the recognition and taking over of the ownership.
Part of the projects have given their support to the private entrepreneurs and
depending on their vision, objectives and quality of the business plan and
its implementation, and in a great extent on the entrepreneurial spirit of the
beneficiaries, the sustainability of the results of those projects is greater;

*  The activities of the foreign donors have not always been coordinated among
themselves and with those of the governmental institutions. The Central
Donor Assistance Database (CDAD) and the donor conferences organized
by the Secretariat for European Issues (and supported by the United
Nations Development Program) have been attempts for a better inter-donor
coordination, but have not achieved full efficiency of the donor assistance;

*  The over usage of expensive foreign human resources and expertise when it
exists locally and is much cheaper in a great extent reduces the efficiency of
the projects;

*  Very little the donors have used the participatory approach during the design
phase of their projects. The participatory approach would lead towards
inclusion of the beneficiaries from the donor support in the starting idea of
the project. Because of the lack of the participatory approach it has been very
difficult to develop the sense of ownership and responsibility by the local
beneficiaries and their commitment for further sustainable development of
the results achieved by the foreign donor projects;

»  During the implementation of the projects greater attention is placed on their
effectiveness and achieving the short and medium-term objectives and less
attention on the sustainability of their results on a long term. Thus, in a great
extent the beneficiaries have been receiving the services and support from the
projects for free without being made aware for their real market value. That
has not prevented the achievement of the planned projects objectives, the
activities have been implemented. However, it has in a great extent prevented
the achievement of the sustainability after the end of the projects since the
beneficiaries don’t know the real market value of the products and services
they are getting for free and they are not ready to pay for them once the
projects end, since they have been receiving them for free for a long period
of time;

*  Some of the bilateral donors have withdrawn from Macedonia because of the
progress in the EU accession of the country, but there are still some who are
continuing the support. In any case, it is expected that the EU will be the main
source of assistance in the agricultural sector in the coming period.

»  The period of the greatest donor assistance in the agricultural sector is at the
same time the period with constant decline of the arable land, livestock and
increase of the poverty. The foreign donor investments did not succeed to
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eliminate the negative effects of the political immaturity and instability of
the country, the bad privatization process, and the long period of transition.

From the analysis and discussion it can be concluded that in the analyzed cases
from Macedonia the achieved sustainability of the results is not on a required level. The
factors that contributed to this can be seen in the lack of political support, socio-cultural
aspects, institutional aspects, economic and financial aspects as well as the external
factors.

We can distinguish three different groups of stakeholders when it comes to foreign
donor projects in the agricultural sector: government authorities, donors and farmers.
Thus, the recommendations of this paper refer to them.

The government authorities should be proactive in cooperation with the
foreign donors. It should have mechanisms which will ensure that the donors’ country
strategies are in line with the national strategies. In that way both, foreign donors and
government authorities would work towards achieving the same objectives and building
the capacities of the local beneficiaries (public, as well as private and civil society)
as one of the conditions for achieving sustainability. By building the capacity of the
beneficiaries the level of commitment and interest in the long-term perspectives will
increase. The government should show a greater interest in taking the ownership of the
results of the foreign donor missions, thus providing a good basis for achieving long-
term sustainability.

The foreign donors should use the participatory approach in the project design.
That means including the beneficiaries in the very early stage with the aim of better
understanding of their needs, as well as the opportunities and development directions.
The donors should accommodate to the local conditions and traditions in the country
in order to achieve better commitment of the local beneficiaries. They should be more
focused on the long-term sustainability of the achieved results. The key issue there, is
the gradual transfer of ownership to the local beneficiaries (in the public, private or
civil sector), which, if included in the process in time and to a sufficient extent, would
be able to continue the started development and achieve sustainability of the results. At
the same time, great focus should be given to the institutional capacity development in
order to strengthen the beneficiary organization to the level that would ensure achieved
sustainability after the end of the donor support.

The farmers should recognize the need for being organized, and thus cooperate,
and be a pro-active partner to the donors and the government authorities. Building strong
organizations will give them the necessary capacity to express their needs and interests,
thus influencing the national and donor strategies in the agricultural sector. That will make
them a relevant partner who should participate in projects design and implementation,
and increase their level of commitment and responsibility of the sustainability of projects’
results. The farmers must see themselves as an important factor who eventually takes
ownership of the achieved results providing an institutional framework for them within
farmers’ organizations.
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ANNEX 1 - LIST OF INTERVIEWEES

1. Chukaliev, Ordan. [Professor on irrigation at the faculty for Agricultural Sciences
and Food — Skopje] Interview. 30 November 2010

2. Damovska, Ana [Director of the Seal of Quality Program] Interview. 15
September 2010

3. Dimitrievska, Suzana [President of the Cooperative Demetra] Interview. 3
November 2011

4. Dimitrievski, Dragi [Dean of the Faculty of Agricultural Science and Food]
Interview. 23 September 2010

5. Dimitrov, Lazo. [former Manager of the Agricultural Investment Center]
Interview. 27 October 2010

6. Dimkovski, Trajan [Director of the Federation of Farmers of the RM] Interview.
26 October 2011

7. Dzartova-Petrovska, Biljana [Senior Development Cooperation Adviser]
Interview. 21 November 2011

8. Gjorgjievski, Petar [employee of the MAASP project] Interview. 17 September
2010

9. Hadzievski, Vasko [Deputy Director of the AgBiz Program] Interview. 2
November 2011

10. Kiroski, Vladimir [Executive Secretary of the Association of Meat and Dairy
Processors] Interview. 15 September 2010

11. Kosteska, Katerina [Deputy Minister of the Ministry of Economy of the RM],
31 October 2011

12. Kostov, Vasil [Director of the Livestock Institute of the RM] Interview. 11
November 2011

13. Lambevska Domazetovska, Vesela [employee of the MAASP project] Interview.
17 September 2010

14. Lundin, Sten-Rune [Director of the SFARM project] Interview. 20 September 2010
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15. Nikolovski, Aleksandar [President of Fagricom] Interview. 30 October 2011

16. Petrovski, Dejan [Manager of the First Grape-growers Cooperative] Interview.
10 November 2011

17. Shkrielj, Sanela [Project Coordinator of the Association for Local and Rural
Development] Interview. 3 November 2011

ANNEX 2 — INTERVIEW QUESTIONNAIRE

1. What have been the results of the foreign assistance in the agriculture in which
you have been involved (as an employee, beneficiary, expert or similar)?

2. Have those results sustained to date?
3. What have been the reasons for that?

4. How do you evaluate the beneficiary’s commitment related to the foreign
assistance in the agricultural sector in Macedonia?

5. Has the choice of technology influenced the sustainability of the foreign
assistance in the agricultural sector in RM?

6. Has there been any environmental policy and regulatory measures that might
influenced the sustainability of the foreign assistance in the agricultural sector
in RM?

7. Has the foreign assistance in the sector been consistent with the local traditions?
Do you think there have been any socio-cultural factors that could influence the
sustainability?

8. Have the beneficiary organizations had the sufficient capacity (management,
administration, HR and financial systems) to ensure sustainability?

9. Have the interventions been economically justified?

10. Have external factors (political, economic and cultural environment) influenced
the sustainability?
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NON- PERFORMING LOANS IN THE BANKING
SYSTEMS OF SERBIA, CROATIA AND MACEDONIA:
COMPARATIVE ANALYSIS

Abstract

The aim of this paper is to evaluate the level of NPL loans in banking systems of
the three sample Balkan countries. The special attention is dedicated to the level
of NPL loans and their ratio compare to total loans. The quality of credit portfolio
is important determinant in future bank strategies, thereby it’s important for the
economic development of the whole country. The NPL loans affect the economic
development through the credit activity which influence on the consumption
and the capital adequacy ratio which constrain the possibility of growth. Thus
creating a spiral and higher NPL ratio create low economic growth and low
growth creates further NPL portfolio. In this paper analysis will be focused to
compare the data of quality of credit portfolio in Macedonia, Serbia and Croatia.
The comparative analysis will outline the differences in the quality of the portfolios
in sample countries as well as the reasons for the differences. The reasons for
higher resilience of some banking systems portfolios compared to others can be
used as a valuable tool for enhancing the stability of the banking systems. These
three countries are chosen because they had high credit growth in the past until the
financial crises, they were affected by the crisis in the same time and their banking
systems are dominantly owned by foreign banks.
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HEHAIIJIATUBU KPEJIUTHU Y BAHKAPCKOM
CUCTEMY CPBMJE, XPBATCKE U MAKEJOHHJE
KOMITAPATUBHA AHAJIN3A

AInCTpaKkT

Luw 0602 paoa je oa ce npoyenu cmenen Hewaniamusux kpeouma (HIIJI)
Kpeoumay 6aHKapCKum CUCeMUumMa mpu y30pka us mpu 6aikancke semsmwe. [loceona
naxcroa je nocgehliena nHugoy nenanaamusux (HIIJI) kpeouma u mwuxoé ooHoc y
nopehery ca ykynuum Kkpeoumuma. Keanumem kpeoumnoe nopmeponuja je oumua

! jolevski2001@yahoo.com

2 iandovski@yahoo.com

©/lpymtBo exoHoMHcTa “Exonomuka” Hurm 115
http://www.ekonomika.org.rs



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

oopednuya y Oyoyhum cmpamezujama banaxa, mo je 8axcHo 3a eKOHOMCKU Pa380j
yene semme. Henannamueu xpeoumu (HI1JI) mozy ymuyamu Ha eKOHOMCKU PA360]
KpO3 Kpeoumue akmusHoCmu Koje ymuyy Ha NOmpowrsy U cmone a0ekeamHocmu
Kanumana xKoju ocpanuvasajy moeyhnocm pacma. Cmeapajyhu cnupany u eehy
Henannamusocm kpeouma (HIIJI) cmeopa ce Hu3ax npuspedHu pacm a HU3ax
pacm cmeapa 0odamuy HeHanaamusocm kpeouma (HITJI) nopmeonuo. V ananruszu
0802 pada duhiemo oxycupanu Ha ynopedne nooamke Keaiumema KpeoumHozs
nopmeponuja y Maxeoonuju, Cpouju u Xpsamckoj. Komnapamusna ananuza
he Haecnacumu pasziuxke y Keaaumemy nopmeonua Ha Y30pKy 3emdasd, Kao U
pasnoee 3a paszuuxe. Paznosu 3a ucoky omnopHocm HeKux OaHKaApCKux cucmema
nopmdebonuja y 00Hocy Ha Opyee modice 0a ce KOPUCmU Kao OpazoyeHo cpeocmeao
3a jauarwe cmaburHocmu bankapckoe cucmema. Ose mpu 3emmwe cy ooabpane jep
Cy umane 8UCOK KpeOUmHU pacm y Npownocmu 00 (QUHAHCUjcKe Kpuse, OHe Cy
nozolhena Kpusom y ucmo epeme u rwuxogu OAHKApCKU cucmemu ¢y OOMUHAHMHO Y
6IACHUMBY CIPAHUX DAHAKA.

Kuwyune peuu: Kpeoumnu nopmeonuo, nemannamusu xpeoumu (HIJI),
Oaukapcku cucmemu, Cmona pacma.

Introduction

The banking sector is considered to be an important source of financing for most
businesses. According to Dreca (Dreca, 2012), the increase in the financial performance
leads to more improved functions and activities of any organization. The condition on
banking system has effect on total economy of the country (Dreca, 2012), because banks
are the sources of finance for better job opportunities, development of new ideas; research
and overall prosperity. The factors that influence performance of banks are: bank size
measured by its assets, profitability measured by returns on assets and equity, size of
deposits and loans, as well as the percentage of non- performing loans in the total loans.

Recent transatlantic financial crisis experience suggests that the state of the
banking sector and developments in real economy are strongly interconnected. The non-
performing loans are one of the major causes of the economic stagnation problems. Each
non-performing loan in the financial sector is viewed as an obverse mirror image of an
ailing unprofitable enterprise (Hou & Dickinson, 2007). From this point of view, the
reduction of non-performing loans is a necessary condition to improve the economic
status. If the non-performing loans are kept existing and continuously rolled over, the
resources are locked up in unprofitable sectors; thus, hindering the economic growth
and impairing the economic efficiency. Also the impairment for bad loans decreases the
solvency position and the risk profile of the banks. Refraining from lending, through
decreased consumption and bankrupt companies, further lowers economic activity and
lower economic activity produces more NPL loans. So a spiral is created that which
harms the banking system and the economy as a whole.

The literature identifies two sets of factors to explain the evolution of NPLs over
time (IMF, 2013). According to IMF, the one group focuses on external events such as
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the overall macroeconomic conditions, which are likely to affect the borrowers’ capacity
to repay their loans, while the second group, which looks more at the variability of NPLs
across banks, attributes the level of non-performing loans to bank-level factors. The
econometric analysis of the empirical determinants of NPLs presented suggests that real
GDP growth was the main driver of non-performing loan ratios during the past decade.
Therefore, a drop in global economic activity remains the most important risk for bank
asset quality (ECB, 2013). Some other authors connect the NPL loans with the intensity
of credit growth in the past (Espinoza & Prasad, 2010), the leverage of corporate
clients (Glen & Mondragén-Vélezand, 2011) or unemployment rate (Louzis, Vouldis &
Metaxas, 2010). So the level of NPL loans can be affected by different macroeconomic
factors which require careful analysis of the reasons for their occurrence.

The boom-bust cycle has left a legacy of high non-performing loans (NPLs) in various
countries in Central, Eastern and Southeastern Europe (“Vienna” Initiative, 2012). Very
high credit growth during 2003-08 gave rise to an unsustainable boom that ended abruptly
with the global financial crisis of 2008/09. The high credit growth was followed by deep
recession that brought many of the accumulated underlying problems to the fore, including
poor quality of some loans in banks’ books. This paper will determine the quality of credit
portfolio in three sample Western Balkan countries: Macedonia, Serbia and Croatia. The
aim of the analysis will be to reveal the differences in NPL level in the sample countries
in order to discover the reasons for these differences. The analysis of the quality of the
credit portfolio has obligatory included the share of NPL loans. In all sample countries the
definitions for NPL loans are similar which is precondition for comparative analysis. Loan
is considered non-performing when is has not been collected in more than 90 days from the
date of maturity. Another important aspect in the NPL ratio analysis is the credit growth. In
period of low credit growth the NPL ratio grows because the denominator in the equation
remains unchanged and the natural process of aging of the portfolio produces growth of
NPL loans. The analysis will be conducted by segments, corporate loans and retail loan
with the conclusions about the resistance of each portfolio.

NPL in Serbian banking system

The structure in the credit portfolio in Serbia is in favor of corporate loan with
share of 57%, while the retail loans participate with 43% (Central Bank of Serbia, 2014).
This structure has remained unchanged in the last 6 years.

The analysis of the corporate portfolio shows that the banking system is
dominantly exposed toward manufacturing (29%) and trade (25%) (Figure 1). Next by
size are the portfolios of transport industry (14%) and construction (9,9%). The share of
trade industry is large and is determined by the economic development. More developed
economy has developed industry which needs credit support. Also the industry sector is
more financially extensive and bigger credit support is needed. In deficiency of strong
industrial sector who can export its goods, Serbian banks are turned towards wholesale
and retail trade sectors (Jolevska & Andovski, 2014).

Regarding the retail portfolios, housing loans are dominant with 47% share (Figure
1). Second portfolio by size is the consumer loan portfolio with 26% share. The size of
housing loan portfolio is indicator of expectations for good prospects in the past.
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Figure 1: Structure of retail and corporate portfolios
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Source: Banking sector of Serbia, Fourth Quarter Report 2013, Central Bank of Sebia

As it is mentioned earlier, another aspect for the analysis of NPL loans ratio is the
credit growth. As can be seen in Figure 2, the Serbian banking sector marked double-digit
growth before 2009. The effects of the global financial crisis were anticipated late and
during the end of 2009 the growth was under 3%. 2013 has a trend of decline in the loan
portfolio, especially at corporate loans. According to Filipovic and Hadzi¢ (Filipovic &
Hadzi¢, 2013) the Global Crisis has started to influence the national economy at the late
2008 and first negative impact was reported even before on Belgrade stock exchange,
when foreign investors simply left the market. The banking sector was in better shape
than in other transitory economies, considering high capital adequacy ratio, satisfied
liquidity, safe deposits and low risk. The Central Bank has introduced urgent measures
in order to increase liquidity and concluded so — called Wiener agreement with foreign
banks, which prevailed in the banking sector. The measures introduced by the Central
bank and by the Government were in right direction, but weak and the solution to
overcome the crisis safely was seen in stand - by arrangement with IMF.

118 EKOHOMUKA EX=]



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

Figure 2: Credit growth in Serbian banking system

147101 47101471014 710147101 4710147 I1RNE
2006 2007 2008 2009 2010 mom a2

-Retail loans ——Corporate loans

Source: Annual Financial Stability Report - 2013, Central Bank of Sebia

The NPL ratio in Serbian banking system at the end of 2013 was 21%. The main driver of
the high level of NPL loans were corporate loans. The world financial crisis had negative
impact on banking figures starting from 2009. Still, in 2008 the NPL ratio in Serbia was
higher than 11% which was due of the high credit growth in the past. The effects of the
financial crisis were 10 basis points higher NPL ratio.

Table 1: Share of NPL in total loans in corporate sector in Serbian banking sector

) Q4 Q4 Q4 Q3
Share of NPL in total loans 2010 2011 2012 2013
Agriculture, forestry and fishing 36.80% 29.80% 17.20% 15.40%
Manufacturing, mining and quarrying and other industry 23% 24.50% 18.50% 25.20%
Electricity, gas, steam and air-conditioning supply 3% 3% 3.70% 3.20%
Construction 19% 26.70% 45.10% 53.00%

Wholesale and retail trade, repair of motor vehicles and motorcycles

20% 22.50% 17.50% 29.00%

Transportation and storage

16% 14.20% 8.50% 13.90%
Real estate activities 23.40% 38.30% 37.40% 40.00%

Other industries

Source: Banking sector of Serbia, reports2010-2013, Central Bank of Serbia

The construction was the most affected industry with 53% NPL ratio and real
estate activities with 40% NPL ratio (Table 1). The manufacturing industry felt the
financial crisis first because of the small quantities of export at EU partners. In the last
year there is deterioration in the credit worthiness of client from retail industry. Further
declining in banking support will create new NPL loans and further deterioration in the
economic activity of whole economy.

Regarding the retail portfolio, this portfolio is with the better quality (Table 2).
The product that has higher level of NPL is over draft which is due of increasing of the
unemployment rate. Also credit cards and consumer loans NPL ratios have upside trend
and are due of aging of the portfolio which was created before 2008.
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Table 2: Share of NPL in total loans in retail sector in Serbian banking sector

Share of NPL loans 2010 2011 2012 2013, Q3
Housing loans 6% 6% 6% 7%
Consumer loans 9% 9% 13% 12%
Overdrafts 15% 16% 14% 14%
Credit cards 11% 12% 12% 13%
Other loans 18% 18%

Source: Banking sector of Serbia, reports2010-2013, Central Bank of Serbia

According to Filipovic and Hadzi¢ (Filipovic & Hadzi¢, 2013) development of
Serbian banking sector is limited now by weak corporate sector and low income citizens.
Banks, for time being, found solution into reorientation of crediting from corporate
sector, as too risky, to government and public sector, as less risky. However, it is not long
lasting solution. The enhancement of real economy and public sector can open room for
further development of the banking sector, which one can expect to be only performed in
circumstances of global recovery.

NPL in Croatian banking system

The loan portfolio of Croatian banks is dominated by retail loans (Central Bank of
Croatia, 2014). This fact indicates for possible indebtedness of the population and is not
in function of economic development.

In retail loan structure dominant portfolio, with almost 50% share, is the housing
portfolio which was created before 2008 in perception of good prospects of the economy. The
second largest portfolio is the consumer loans portfolio. The corporate portfolio is dominated
by construction industry portfolio with 26% share and trade with 18% (Figure 3).

Figure 3: Structure of retail and corporate portfolios

M Agriculture, forestry and fishing

B Manufacturing, mining and quarrying
and other industry

M Electricity, gas, steam and air-
conditioning supply

H Informations and comunications
m Construction
m Wholesale and retail trade, repair of

motor vehicles and motorcycles

m Transportation and storage

I Real estate activities

Other industries

120 EKOHOMUKA EX=]



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

M Housing loans
H Consumer loans
W Overdrafts

M Credit cards

H Car loans

W Other loans

Source: Banks Bulletin for 2013, Central Bank of Croatia

The Croatian banking system in the last two years was in a process of deleveraging
which was due of the high NPL rates but also from Basel I1I standards and their effects
on the parent bank companies. This process is the mostly present at corporate portfolio
where in 2012 there was decrease of the size of portfolio for 15% but the retail portfolio
recorded negative growth rates, too (Figure 4).

Figure 4: Growth in credit exposure by segments for period 2002-2012
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Source: Financial stability report for 2012, Central Bank of Croatia
The level of NPL loans at the end of 2013 is 15% and the trend is upward

constantly. The main drivers of the NPL ratio are corporate loans with 27% NPL ratio
(Figure 5). Of course, the high level of NPL loans is due of the structure of corporate

EXSIEKOHOMUKA 121



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

portfolio where the construction portfolio has biggest share. What reflect the creditability
of the population are consumer loans where the NPL ratio is around 25% and the trend is
upward, too. But the quality of this portfolio is due of the huge credit expansion before
2008 and not only on financial crisis. The NPL ratio of this portfolio before 2009 was
around 10% which was double than the riskiness of total loan portfolio in 2008.

Due to the prolonged recession, NPL ratio in Croatia is becoming an increasingly
important determinant of banking sector performance. According to Central Bank of
Croatia (Central Bank of Croatia, 2013), on one hand, the value adjustment costs are
burden on banks’ capital, and on the other hand the NPL assets immobilize a considerable
share of banks’ balance sheets by burdening current or potential future credit growth. All
Croatian banks in this period are particularly focused on recovery of NPL assets. Still,
(Central Bank of Croatia, 2013) Croatia is in the group of countries where creditors
spend an above average amount of time for collecting claims. So we can’t expect fast
reduction in NPL ratio.

Figure 5: Level of NPL loans by segments in Croatian banking system
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Source: Banks Bulletin for third quarter of 2013, Central Bank of Croatia

NPL in Macedonian banking system

At the end of 2013 the structure of loan portfolio is in favor of corporate loans with 61%
share (NBRM, 2014). This structure hasn’t been changed in the last 5 years.
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Figure 6: Structure of corporate and retail credit portfolio in Macedonian banking sector
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The corporate portfolio is dominated by trade industry with 33% share,
manufacturing industry with 29% share and construction with 12% share (Figure 6).
Regarding the retail portfolio, the structure is different from the other sample countries.
Dominant portfolio is the consumer loan portfolio with 42% share, followed by credit
card portfolio and housing portfolio with 21% share both. So, the structure of the portfolio
is trait of the economy, in absence of strong industry, the trade portfolio is dominant
corporate portfolio and weak power consumption at citizens resulted in big consumer
loans and credit card portfolio instead of housing portfolio.

The financial crisis had impact on Macedonian banking system starting from 2009
when the rates of growth were single-digit numbers (Figure 7).
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Figure 7: Growth in credit exposure by segments in Macedonian banking system for period 2008-2013
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Until 2011 the credit support was directed toward corporate sector. But, the continuing
effects of the financial crisis and then the debt crisis in EU resulted in upward trend of NPL
loans so starting from 2012 the retail credit portfolio had bigger rates of growth.

Macedonian banking sector was encountered by the financial crisis with 8% NPL
ratio at corporate portfolio and 5% at retail portfolio (Figure 8). In the next two years the
retail NPL had bigger growth which was due more of weak standards which created this
portfolio before 2008. The real effects on corporate portfolio of continuing weak economic
activities the corporate sector felt in 2012 and 2013 when the NPL ratio was 15%. Of
course, the NPL ratio is growing because of the smaller credit support in this segment.

Figure 8: NPL ratio by segments in Macedonian banking system for period 2008-2013
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Quite opposite, after the loans at over indebted clients were cleared, the banking
sector continued with credit support of retail sector and the NPL ratio in last two years
felt. The industry analysis shows that manufacturing industry was first that felt the
negative implications from the financial crisis and then debt crisis. Also like in the other

sample countries the construction is the second most risky portfolio.

Table 3: NPL ratio by industry in corporate portfolio in Macedonian banking system on 31.12.2013

Share in total

2008 2009 2010 2011 2012 2013 NPL
Wholesale and retalil trade, repair of
motor vehicles and motorcycles 7% 7% 7% 8% 9% 10% 33%
Manufacturing, mining and
quarrying and other industry 10% 16% 17% 17% 20% 20% 29%
Construction 10% 7% 7% 10% 18% 18% 12%
Transportation and storage 5% 8% 7% 9% 12% 9% 6%
Electricity, gas, steam and air-
conditioning supply 0% 0% 0% 0% 21% 21% 4%

Source: Report on the risks in the banking system of the Republic of Macedonia 2013, NBRM

In the retail segment car loans and credit cards are the most risky portfolios. The
high level of car NPL loans is due because of significant reduction of the portfolio which
resulted with growth of NPL ratio. Part of the credit cards portfolio by its characteristics
is consumer loans and should be analyzed together. Still total NPL ratio at retail segment

is 6% which is indicator for better portfolio than the sample countries (Table 4).

Table 4: NPL ratio by product in retail portfolio in Macedonian banking system on 31.12.2013

Share in total

2008 2009 2010 2011 2012 2013 NPL
Consumer loans 7% 11% 10% 8% 8% 6% 42%
Housing loans 204 4% 4% 3% 3% 3% 21%
Credit cards 6% 9% 9% 10% 10% 10% 21%
Overdrafts 8% 8% 8% 8% 8% 8% 10%
Other loans 6% 34% 8% 13% 9% 10% 2%
Car loans 2% 5% 7% 8% 10% 14% 1%

Source: Report on the risks in the banking system of the Republic of Macedonia 2013, NBRM

Comparative analysis

The comparative analysis in sample countries shows better quality of retail loans
despite corporate loans. NPL ratio in Macedonia is much better against the other sample

countries (Figure 9).
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Figure 9: NPL ratios in sample countries by segments at the end of 2013
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The differences in quality of retail portfolio arising from two reasons: the level of
exposure and the trend of unemployment rate. Macedonian citizens are least exposed as
a percentage in GDP and per capita (Table 5). The double-digit rates of growth before
2008 with weakened credit standards copped the banking system with portfolio which
was very vulnerable of economic activities. The country with highest retail loan portfolio
compared to GDP has the banking system with the highest NPL ratio.

Table 5: Share of retail loans in GDP and exposure per capita in sample countries

Exposure per capita
Retail loans/GDP % in eur
Bosnia 27.3% 939
Croatia 38.0% 3,936
Bulgaria 24.0% 1,318
Macedonia 15.6% 727
Serbia 18.6% 751

Source: CEE Banking Sector Reportfor 2013, Raiffesein Research

The other factor that affected the quality of retail portfolio was the unemployment
rate (Figure 10). In Serbia and Croatia the unemployment rate after 2009 rose by 10
respectively 9 basis points. In Macedonia the unemployment rate for this period
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remained unchanged and even dropped by 3 basis points. The best indicator for trends
in unemployment rate is the NPL ratio of overdrafts which depend on citizen wages. In
Serbia and Croatia this ratio is around 15% and in Macedonia the NPL ratio of overdrafts
is stable and is around 8%.

Figure 10: Unemployment rate of sample countries
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The quality of corporate portfolio is predetermined by the previous credit activity
before the financial crisis and the resistance of the economy of recession. Croatian
banking system has highest NPL corporate ratio because it was exposed mainly toward
construction industry which is first faced by impact of financial turmoil. This portfolio
has worst quality in all three sample countries. The second factor is the exposure toward
manufacture industry which is export oriented and dependent on orders from commercial
partners mostly from EU countries. The third factor which is confirmed by numerous
researches is the GDP movement and the resistance of the economy of negative economic
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movements. Croatia and Serbia economy had much more detrimental consequences from
the financial crisis in 2009 than Macedonian economy (Figure 11). This trend continued
until 2013. The banking system is mirror of the real economy and worsening economic
performance had its impact on the banking systems.

Figure 11: GDP growth in sample countries for period 2004-2013
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Source: World Bank statistics, 2014

Conclusion

The analyze in the three sample countries shows that the circumstances before
the financial crisis that affected with high credit growth and the financial crisis and
EU debt crisis had impact on the quality of credit portfolio. Still, although the trend of
deterioration is present in all sample countries the intensity and effects are quite different.
Most negative effects and greatest deterioration in the quality of portfolio is observed in
Croatia. This is due to the structure of credit growth before the financial crisis. The
banking sector largest portfolios are construction at corporate portfolio and housing
loans at retail portfolio. Construction industry is highly volatile on economic downturns
an as a result of the recession there was increased unemployment which affected the
housing loans and consumer loans. The analyze of the quality of loan portfolio of
Serbian banking sector shows that large part of NPL loans are due of excessive risk
taking before 2008 when the NPL rate reached 11%. Still, prolonged recession in EU
through demand had impact on export and the credit ability of exporters and then the
economic downturn affected the rest of corporate sector leaving major consequences
on exposure towards construction. The increased unemployment affected especially the
consumer loans and credit cards. Macedonian banking sector had lowest effect from
the financial crisis but still the trend of deterioration is upward. This is due to the fact,
which is confirmed by numerous researches, that the GDP reduction was smaller and
accordingly the impact on portfolio quality was smaller. Croatia and Serbia economy had
much more detrimental consequences from the financial crisis in 2009 than Macedonian
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economy. GDP reduction off course is connected to macroeconomic policy. Macedonia
before the crisis was low indebted country which was used by economic policy makers
to increase the debt in crisis in order to overcome the negative impact of the crisis. Also
Macedonian economy didn’t face with increased unemployment which contributed the
quality of retail portfolio to remain stable. Another thing that we must have in mind for
the analysis the NPL ratios in the future is the new NPL definition of EBA (EBA, 2013)
which is more rigid than the current NPL definition in sample countries.

The challenge for all three countries in the future is how to encourage growth in
the real sector. If the low rates of growth of the loan portfolio of companies continue,
then it will continue the trend of deterioration of its quality. With some time lag the
quality of retail portfolio will deteriorate. Also another issue that the sample jurisdictions
must solve is how to create more incentives to have faster resolving of bad loans.
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ECONOMIC VALUES IN THE CONSTITUTIONAL
PREAMBLES

Abstract

The economic values and categories within the constitutional preamble appear in
this work as a subject of the special interest. In the contrast to the primary center
of gravity of classical legal thought when it researches the constitutional preamble,
the pendulum will be slightly shifted towards questionable of position and the way in
which constitutional preambles regulate issues of economic values and categories. We
do not regard this question less significant compared to the usual literary manners of
preamble study. It is our understanding of the importance of constitutional attitudes
towards to the vital issues of the state and security that started us to begin exploring
of this problem, in the context of an established thematic framework of this paper.
There is no doubt that legislators in the preambles treat various issues in different
ways, depending on the gravity of priority. Rarely, we could find constitutions without
preambles, constitutions with technical preambles and with preambles, almost entirely,
faced toward the past. However, for this paper is interesting preambles which texts
could be characterized as a futuristic projection and perspective, because, among them
we want to find the essence of the legislators’ attitudes to economic issues.

Key words: preamble, constitution, law, economic value, economic justice
JEL Classification: K10, K30, K40

EKOHOMCKE BPE/JTHOCTHU Y YCTABHUM
INPEAMBYJIAMA

Ancmpakm

Kao npeomem nocebnoe npedmemmnoz unmepecosarsa y 06om paoy nojasnyjy ce
EKOHOMCKe 8peOHOCU U Kamezopuje Y OK8UpUMA YCMAasHux npeamoynda. 3a paziuxy
00 NPUMAPHO2 MENCULUIMA KIACUYHEe NPAGHEe MUCTU KAod ce 6a8u UCIPalCUBarbem
yemagnux npembyna, kiamo he oumu 01620 nomepeHo Ka ynumanocmu nosuyuje
U HauUHA HA KOju ce YCMAGHUM NpeamOylaMa peyiuuly NUmared eKOHOMCKUX
Kkamezopuja u epeorocmu. 060 numarse He CMAMpAmMo HUKAKO MArbe 3HAUAJHUM Y
00HOCY Ha yobuuajene Jumepaphe Mauupe npoyyasarsa npeamoyna. Ynpaso Hawe
pazymesarse 3HaYaja cmagosa yCmasomeopaya npema GUMAatHUM RUmMarsuma opicase
U Opyuwimea Hac je u noKpemyno 0a ce no3abasumo 08UM npodnemMumda, y KOHMeKcny
VCROCMABLEHOM MEMAMCKUM OK8UpoM 0802 paoa. Hema cymme 0a ce npeambynama
YCmagomsopyu onxooe npema pasHuM NUMarsuMa Ha paziudume HavyuHe, y 3a6UCHOCIU
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00 moea yemy he dasamu cmener mexcuuiHoe npuopumema. Mcmuna pehe, nauhuhie ce
u Ha ycmase 0e3 npeambyna, Ha ycmase ca mexHU4KuM npeamoyiama, Kao u Ha ycmage
uyje cy npeambyne oKperyme, 20moeo y yerocmu, ka npowiocmu. Medjymum, 3a oeaj
pao ¢y uHmepecammue oHe npeamoyie, uuju ce MeKCmosu Moy OKAPAKMepucamu
Kao gymypucmuuxe npojexyuje u nepcnexmuse. Jep, mely rmuma ce sHcen omKpumu
CYIUMUHA CMABOBA YCIMABOME0payd y 0OHOCY NPema eKOHOMCKUM RUMAFsUMA.

Kayune peuu: npeambyna, ycmas, npaso, eKOHOMCKe 8peOHOCU, eKOHOMCKA
npasoa.

Introduction

Consideration of the preamble could be multiple useful from the stand point of the
Constitutional law. On the one hand, man gets the general impression of the structural
composition of the constitutional text, and it is expedient to answer on the question about
the number of constitutions that contain preamble, in order to reach standardized formulas of
technical structuring a constitutional text. Respectively, the proportion between constitutions
that contain preambles and those who does not, is indicator of popularity of this method
of the beginning of constitutional texts. Taking into account the current situation, there is
noticeable general tendency towards existence of preambles, including the exceptions that
do not jeopardize the acquisition of general conclusion. In addition, thanks to the operational
efficiency of the use of the available material on the Google search engine, all positive legal
texts are readily available (www.constituteproject.org). Around thirty constitutionalists of the
total number (194) opted not to enrich their texts with specific preamble. Of course, this
information is accurate in the extent that is not relativized by the dynamism of constitutional
changes, because it can mean different nomotechnical approaches of constitutionalists.
Thus, for example, the preamble in their constitutions has Sweden, Netherlands, Mexico,
Uruguay, El Salvador, Denmark, Oman, Yemen etc. the significance of the preamble does
not jeopardize a data about very small number of the constitutions which preambles highlight
only certain technical details, such as various forms of the constitutionalists.

On the other hand, the preambles of the constitutions of the constitutional states
become “text-event” (Héberle, 2000, p. 50), command attention on several grounds, both
in the formal-technical and linguistic terms, and regarding to the inner content. We will
this textual-legal emergence treat under auspices of the law. However, that view will be
enriching with the knowledge of the economic issues that are object of the preambles.

On this occasion, the first impression that arises after the analysis of the preambles
of the positive legal constitutions is a little different compared to the current position
of the economic issues within the normative parts of the constitutional texts. Except
in the preambles, modest presence of economic values, problems and categories can
be recorded in the normative framework of the constitution (Puri¢, Djordjevi¢, 2014).
Economic values in many different ways occupy a position in the legal and normative
framework. When it comes to the constitution as a highest legal act, we notice that
there is a couple of level positioning of economic values and categories. Economic
arrangement, as an integral part of the general social order, is indispensable ingredient
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of constitutional norms. In the constitutional academic literature is enough emphasized
specific way of the constitutional regulation of economic matters, so, there is no need
for repeating. It is sufficient to point out that the economic rights and freedoms belong
to the overall corpus of human rights and freedoms. For the introductory remarks and
methodological approach to the central theme in this paper, it is less important to say that
economic rights and freedoms often appear as an inseparable part of the socio-economic
rights and freedoms. In fact, it became customary and standard style of constitutional
language that economic rights and freedoms do not occupy an autonomous position
in the classification system of human rights, but are primarily associated segment of
wider thematic unit — the socio-economic rights and freedoms. Probably in line with the
general orientations that economic issues are less widespread compared to the other parts
of social life. Constitutional legal theory follows this state of affairs, within the positive
legal solutions. Recent studies on the theme of form and structure of preambles do not
deviate from the habit of neglecting indicated economic thesis, which is easy to spot (for
example, Vukas, 2013). Therefore, it is advisable to recall the necessity of combining
various fields of scientific knowledge, as one of the “clearly defined tendency in the
development of modern science” (Hafner, Krsti¢, 2014, p. 156).

The interpretation of the modern constitution’s preambles

A need to pay special attention to issues from the subject matter covered by
the title of paper derives from the fact of development of an interpretation system of
constitutional issues. Definitely, we have to treat non-normative part of constitutional
text on the specific way, like preamble, in relation to the normative part. Methods of
interpretation of the constitution can no longer be understood in a general way, so it is
crucial to precisely differentiate them to the specific areas. In the case of the preamble,
“their interpretation has to be specific, discover the cultural depth dimension, they have
to be distinguished from others, more formal complex norms” (Héberle, 2000, p. 83).
However, the proces of understanding the preamble, in the sense of ,,cultural depth
dimension®, submits new requirements for the distinction in the interpretation, which
is consequence of the pecularities of certain ideas that belong to the preamble. Such
diferencies we can observe in the occasion of economic ideas in relation to those that we
could call political, like history, nation, tradition, human rights, rule of law, democracy
etc. In relation to all marked ideas, a history has a signifacant place, which is suggested
often in the academic literature (Baci¢, 2013). On the other hand, with a great amount
of highlighting of “historical beliefs”, we should be especially careful, because “their
influence can prevent us to face with daily tasks of social life” (Popper, 1993, p. 27). In
addition, of course, we are aware of the uniqueness of social life, which brings together
the totality of many different segments of the social relations, facts and forces, functions
and mechanisms. Without insisting on the dualism of economics and law, experience of
constitutionlist’s expresion of attitudes regarding to basic social values, however, points
out to the particularity of the position of the economy in the texts of the preambles.

Note that has to be emphasized concerns the conceptual understanding of
constitutional letters style, esspecialy when we are on the specific field, such as preambles.
Corpus of human rights and freedoms is almost universal and ,,favorite” place of the
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constitutionalists. According to the principle of the abstracted linguistic skills, appropriate
to the purpose of the preamble, under the legal-political expressions of human rights and
freedoms, we should bear in the mind the group of economic, respectively, socio-economic
rights and freedoms. This fact brings us to the general conclusion about the participation
of economic values whenever evasive formulas indicate human rights and fredoms in
the language of the constitution. So, when economic values are not explicitely allocated
with its specific language positioning, always when we are faced with the term of human
rights and freedoms have to imply them hypothetically. Similarly, when this term is even
more qualified legally, ie, when there is indicated international legal documentation,
which regulate human rights and freedoms, it is acceptable to have in mind the relevant
international legal acts that regulate economic values. Along with this clarification, it
is necessary to draw attention to the different possibilities of understanding of some
basic and essential rights and freedoms. Thus, for example, taught with the experiental
messages of application of human rights, it can be emphasized human dignity, where
we could always ask for the role of economic sphere of human society in a structural
understanding of the concept of human dignity.

Previous hermeneutic notes about understandind a meaning of certain statement
from the preambul’s texts in the context of the considered economic values, aims to
convince us in their indispensable presence within constitutional preambles. But, on
the other hand, it is research interest to determine the quality and extent of the special
recording of economic values observed in the constitutional texts. Here we can find an
autonomy due to the orientation that constitutionalists who estimated a need for particular
emphasis and indication of certain economic values. Thereby, constitution-makers admit
that the flat of their views on the present and future has to enrich with economy, putting
it in a parallel with the political, cultural, ethnic and social vision of community that is
constituted by the constitution.

However, the recent studies confirm our superior starting attitude on the
restrictive position of economic values within constitutionalists’ orientations, which they
show through the preambles as a means of the expressing their own ideas. Thus, for
example, among the typical values in the preambles they emphasize “the sovereignty,
independence, integrity, democracy, rule of the law, social justice, freedom, equality
and human rights” (Kultesi¢, 2010, p. 72). Of course, such situation does not prevent
analysis of the preamble in which they can identify the economic values and categories,
in addition to the typical. For this purpose, it will not be discussed preambles, which we
tend to call “technical”, because their texts are not burden by different social values, but
certain technical details (for example: the bringer of the constitution). Quite expectedly,
leaving aside the preamble in which we cannot register economic values. Such are,
for example, preambles of the constitutions of Albania, Andorra, Argentina, Armenia,
Bahamas, Bahrain, Belarus, Benin, Bhutan etc (www.constituteproject.org). Finally,
preambles suitable for the analysis are preambles where we could discover certain parts
of the economic themes, which is between 50 and 60 in relation to the total number of
the 194 modern constitutions. These are, for example, the preamble of the constitutions
of the Afghanistan, Algeria, Bangladesh, Barbados, Bosnia and Herzegovina, Cameroon,
China, Sri Lanka, Spain, Slovakia, South Korea, Papua New Guinea, Pakistan,
Nicaragua, Nepal, Namibia, Morocco, Madagascar, Macedonia, Cuba, Colombia, Iran,
India, Honduras etc (www.constituteproject.org). Among them, may be encountered
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in the specific preambles’ statements, which contains a catalog of fundamental human
rights and freedoms with a normative type of linguistic expression, as is the case in the
preamble of the Constitution of Cameroon.

The economic content of the constitutional preambles

Acceptable Héberle’s general argument that the constitutionalists entries “that part
of the fruitful tension between desire and reality in the constitution” (Héberle, 2000,
p. 186), with equal importance can also refer to the considered position of economic
categories in the preambles of constitutional texts. Namely, the starting center of gravity
on which the most legal scholars base previously specified position, is located in the
sector of human rights and freedoms, and others, primarily, political values. In addition,
as per an acquired habit, one can overlooks that in the structure of depth of the collective
consciousness of a community that expresses the power of the constitution of the state, is
present intimately experiencing of economic condition of common life. The identification
of this experience is difficult, due to the strength of the public argumentation about other
values, such as nationality, faith, religion, politics, traditions, etc. The present situation is
obviously the result of previous human experience about understanding of social life; in
this experience is leading the importance of political values. Nevertheless, it is necessary
to bear in mind a theoretical attitude of social life, which is always necessarily regulated
in such a way set by people, and it makes a unity where we could always find — according
to the specific actions by the individual members of the legal community — both moments,
economic and political activity that in the mutual correlation could be distinguished
(Stamler, 2001, p. 279). Certainly, in the opening constitutional textualisation of the most
relevant values, could be registered the separation political from economic phenomenon,
whereby those first occupy a dominant position. However, with careful analysis of the
positive legal texts of the preambles, of the individual’s state constitutions, we can derive
a few conclusions.

On the first place, it is prevalent impression that economic issues are not significant
subject of the expression of the constitutionalists within preambles. This is supported by
the fact that, roughly, more than half of the existing preambles in the modern constitutions
do not contain a commitment of the constitutionalists to the economic issues, categories
and values.

Second, in the preamble’s texts, which creators decided to incorporate economic
issues, it seems to be in a more modest way in relation to the preponderance of
issues from the political spheres of social life. And it, on the one hand in the view of
restrictions of the text devoted to the economy, and on the other hand, in a terms of the
stylistic expression, which takes a character of less “lofty goals”, primarily focused in
the relation to the political issues. However, regardless on the discernible modesty of
constitutionalists in relation to the economic parts of the preambles, it seems that they
still have an awareness that their futuristic projections prevent “forced realization of
economic processes” (Batavelji¢, 2012, p. 228).

When we talking about these preambles, we can extract the following economic
categories that constitution-makers consider particularly important, so they stand out and
emphasize them, by placing in the “pre-textual space”:
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- strengthening economic institutions (Afghanistan), economic development
(Algeria, Bosnia and Herzegovina, China, Slovakia etc) and economic
prosperity (Barbados, Bosnia and Herzegovina, Macedonia etc);

- economic order as an integral part of the social order, which exists in the
parallel with the political order (China, Colombia, Zambia etc); market issues,
commitment to the market economy, free market (Bosnia and Herzegovina,
Angola etc);

- theimportance of the economics for other values in the society (the functioning
of'the economic system in the function of common good (Dominica, Barbados,
Belize etc), individual freedoms depend from the economy (Sri Lanka);

- Economy as the basis of relations with other countries in terms of economic
exchanges with other countries, economic integrations and economic
freedoms of the states. This is an example of the constitutional preamble of
Burkina Faso in relation to integration within the framework of Africa, or the
constitutional preamble of Colombia in relation to Latin America. Framers
of the constitution of Haiti, however, express commitment to strive towards
economic free nation;

- Particularly notable are the constitutionalists’ attitudes about different
experiences of economic justice: the elimination of the economic privilege,
economic equality, fair economic order, fair distribution of the earned
revenues, and economic reward for the work. A value category of economic
justice in various textual formulations may be seen in the preambles of, for
example, Spain, Pakistan, Belize, the Solomon Islands, Papua New Guinea,
and Nicaragua.

Of course, freedom of constitutionalists’ actions during the defining of the
contents these types of theirs texts are sufficiently imminent and it is very hard to
establish appropriate standards. What we can to do is to recognize a dominance
of certain economic issues, which constitutionalists incorporate in the texts of the
preambles. Because, thus we simultaneously acquire a special view on the significant
economic values that have taken place especially in the constitutionalists’ visions
about perspectives of development of social communities, constituted by constitutions.
Pursuant non-normative essentiality of the preamble, a constitutionalist sets sum of ideas
in it, which are, by his opinion, the most relevant for the survival of the community
embodied in the form of the established states. With respect to such preambles, in their
texts we can essentially reveal a specific dimension of oscillatory message, which is
carried by moral norms, aiming high targets, with a refusal to punch an ethical minimum.
That is why ethical freedom of the creators of the constitutions have a much wider scope,
when they are on the field of the preambles in relation to space of classical, binding legal
norms. Respecting the freedom of the constitutionalists during the creation constitutional
provisions, the treatment of individual preamble’s texts will be always connected with
certain specifics of the objective social circumstances in which constitution are designed.
In that moment, the constitution-makers can act suprarationally, i.e., irrationally, just
as they do when people autonomously determine their priorities for moral behavior
(Pececin, 2014, p. 34). For these reasons, our consideration of potential standardization
certain solutions of the application of economic categories in preambles are the result of
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the individual experiences connected and gathered at the global level. It is very difficult,
at the first glance, to establish common denominators that would be generally applicable
to all constitutional orders in the presence of the economic issues in the analyzed texts.
Therefore, as a concluding results appear sublime performances based on the gathering
of'the, so-called, common denominators in the preambles of the various individual states.
At the same time, we are aware of axiomatic Smith’s attitude, which we keep in mind due
to the social literature, that “every system of positive law can be evaluated as more or
less imperfect attempt of realization of a system of a science of natural justice or attempt
of enumeration of specific principles of justice” (Jeli¢, 2010, p. 659).

Our attention is attracted by economic justice, as one of the major constitution
definitions toward this ideological value. It is essential to ask whether the result of the
justice can be compatible with economic values, if we from the conceptual understanding
of justice excommunicate its economic dimension. However, treatment of justice is a
very complex mental activity, because the concept is content-rich and multifaceted,
which is the reason more in supporting the necessity of additional intellectual caution.
Along with the transformation of organized society in the form of modern state, flowed
the process of transformation of human consciousness about dominant perception of
justice. “Justice as fairness seems to require us to aim directly to satisfy principles even
when doing so consistently guarantees failure” (Brennan, 2007, p. 297). It seems that
it is in the modern state, in fact, a flash reconvalescence ancient Greek idea about the
necessity of being perceived through the formula of equitable distribution of goods in
relation between individuals, and also in the organized community with organized way
of life. Of course, it is true that modern social thought devoted to justice placed through
the wide array of different directions, but we will not deal with its presentation, because
we need to focus on the central theme of this paper. It is notable that the problem of
economic justice in the minds of the constitutionalists is experiencing through the several
conceptual directions, which are almost always based on the idea of equality, as gravity
and universally valid principle, which establishes understanding of the purpose of social
relations. Therefore, a wide spectrum of different sub-themes belongs to the framework
of economic justice in the treated preambles, such as economic equality, fair economic
order, economic reward for the work, the fair distribution of earned revenues, the
elimination of economic privileges. All these ideas that are scattered throughout various
preambles’ parts of constitutional texts of individual states are connected on the level of
the general understanding of justice, in the sense of the ancient Greek concept of justice
as equitable distribution of totality of common goods, produced within community.
This, long-standing Aristotle’s conception of justice, is still not overcame, so, under his
thoughts can fall attitudes of the contemporary constitutionalists on their understanding
of economic justice.

Conclusion

After the completion of the research analysis of the described problem, we can
draw some basic conclusions. Among them, special attention should be paid to the fact of
insufficient interest among actors in the field of legal science to devote more attention to
dealing with the problem of mutual interpenetration of legal and economic problem. There
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is no doubt that one of these positive legal positions is a problem shown in this paper. On the
other hand, it seems to be necessary to encourage laborers of the economic thought to explore
these issues. As Hayek pointed out: ,,there is almost no problem that cannot be adequately
answered on the basis of only one specialized discipline.. ., because, “an economist who is
only an economist cannot be a good economist™ (Stojanovi¢, 2006, p. 170).

Besides the necessary encouragement to the multidisciplinary nature in order
to obtain objective performance of the treated phenomena, we could acquire the
requirements for advanced reasoning. In relation to the dominant models of the
constitutional preambles and their criteria, it is reasonable to establish additional criteria,
from the standpoint of position economic value, categories and questions within the
preamble’s text statements. Of course, like all other classifications, in this case, the
methodological purpose is two-fold: the first one is to get transparent representation
of the position of the indicated issues in constitutional preambles of modern states;
the second one understands the essential features of the preamble in order to define a
nature of concrete preamble in the constitution of each modern state. Along with the
acquisition of the image of the inner preamble content, we could find another image — an
image about constitutionalist’s orientation in relation to the key issues of social life in
the community, which is constituted by constitution in the form of the state. That will
be particularly important and foundational issues, without whose identification there is
neither constituted community. Summing up the results of the research, it is evident that
the constitution-makers believe that the economic value and categories are less important
in relation to the problem of history, politics, tradition, culture, human rights, symbols. ..
However, it is necessary to emphasize the fact that about a quarter of the total number
of contemporary constitutionalists did not miss an opportunity of recording economic
issues, which are incorporated in the text of constitutional preambles. This fact seems
sufficiently stimulating to be a subject of the relevant scientific research, so it would be
expedient that legal and economic sciences devote more attention, in the separate and in
the joint research efforts.
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Abstract

The financial position is determined by the state of financial balance,
indebtedness, solvency, maintaining the real value of the capital and reproductive
capacity. The company has a good financial position if financial balance ensures
the safety of the maintenance of liquidity, if the debt provides full independence
the company and good safety of its creditors. The financial balance assumes that
the assets, which cannot be paid, by volume and time correspond to the scope
and time to availability of the funding. Therefore, the analysis of financial balance
is reduced to the analysis of short-term financial equilibrium and analysis of
long-term financial balance. Analysis of the short-term and long-term financial
balance refers to the balance sheet. Analysis of the short-term and long-term
financial equilibrium requires that the official (prescribed) balance sheet analysis
is adjusted to the analysis of short-term and long-term financial balance. The
analysis of financial balance assesses liquidity and requirements for liquidity,
which is, in fact, assess the financial situation in the narrow sense. Assessment of
the financial situation in the broader sense requires the analysis of debt. Short-term
financial equilibrium is determined by the ratio of liquid assets and short-term
limited assets, on the one hand and short-term liabilities on the other.

Keywords: analysis of financial results, analysis of financial position, financial
balance, liquidity, balance sheet
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ArncTpakT

QuHancujcku nonodicaj je oopehen cmarbeM (QUHAHCUJCKe pasHOmedice,
3A0VIHCEHOCMU, CONBEHIMHOCIU, 00PIICABAILEM Pedte 6PEOHOCMU CONCMBEHO2
Kanumana u penpooykyuoHom cnocobrowhy. [obap je ¢punancujcku nonocaj
npedyseha axo unauucujcka pagnomedsica obesdehyje cucypHocm o00prHcasarsy
JIUKBUOHOCIMU, aKO je 3a0dysceHocm makea 0a obesdehyje nymy He3asucHocm
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npedyseha u 000py cueypHocm we2osux nosepunaya. Iloo gunancujckom
pasHomedcom noopazymesa ce 0a cpeocmea no ooumy u pemeHy 3a Koje
(neyHoBubUBA) 00206apajy  0OUMY U  6PEMEHY  PACHOLONCUBOCTIU  U3B0PA
Gunancuparsa. 3602 moea ce ananuza QuHancujcKke pagHomedlce C600U Ha AHATUZY
KpamKopouHe (DUHAHCUJCKe pasHOmedice U aHAIu3y O0y20pouHe (DUHAHCUjCKe
pasnomesice. AHanu3a Kpamkopoune u OyeopouHe (DUHAHCUjCKe DPAGHOMEedlCe
00HOCU ce Ha buranc cmarbaAuanuza Kpamxopouue u 0yeopoyHe (uHaHcujcke
pasnomedice 3axmesa 0a ce oguyujernu (Mponucanu) OUIAHC CMara NPUIazoou
amanuzu  Kpamxopoune u O0yeopoune @QuHancujcke pasnomedice. Ananuzom
Qunancujcke pasnomedice oyeryje ce MUKGUOHOC U YCIO6U 30 00PIHCABAILE
JIUKGUOHOCIU, WMO NPeOCmasnsad, y Cmeapu oyeny QuHancujcke cumyayuje
v yowcem cmucny. Oyena uuancujcke cumyayuje y wupem CMUCILy 3axmesa u
ananuzy saoyscenocmu. Kpamkopouna ¢hunancujcka pasnomedsica ce ymephyje
00HOCOM TUKBUOHUX U KPATKOPOUHO BE3AHUX CPEOCMABA, C jeOHe, U KPaAmKOPOUHUX
obasesa, ¢ Opyee cmpatue.

Kwyune peuu: ananuza gunacujckux pesynmama, auamuza QuHacujckoe
nonodicaja, punacujcka pasHomedicd, TUKSUOHOCH, DULAHC CMArbA.

Introduction

Financial position is determined by the state of financial balance, indebtedness,
solvency, maintaining the real value of the equity and reproductive ability. We should
distinguish between good, acceptable and bad financial position.

Good financial position of the company if the financial balance ensures the safety
maintenance of liquidity, if the debt is such that ensures full independence of enterprises
and good security of its creditors. If the solvent, if a company with a stable monetary
unit of the financial results of significantly increasing its own capital, in terms of inflation
and the effect of the revaluation of financial results increases the real value of the equity
if the company is financed from own resources simple and expanded reproduction part.

Acceptable to the Company’s financial position if the financial balance to maintain
liquidity (without security) if the debt is such that the company provides a relative
independence and relative safety of its creditors. If the solvent, if the conditions of a
stable monetary unit moderately increased equity in terms of inflation and the effect of
the revaluation of financial results maintain the real value of the equity if the company
from its own funds financed simple reproduction.

Poor financial position of companies if the financial balance does not provide
liquidity if the debt does not ensure independence of the company and the security of its
creditors. If solvency is critical, if the stable monetary unit does not increase the financial
result, equity, and in terms of inflation and the effect of the revaluation of financial results
do not maintain the real value of the equity if the company from its own funds can not
finance the simple reproduction.

Since financial position are determined by multiple factors, in real life, they
can be inconsistent, one good the other bad, which makes a final assessment of the
financial position. The problem facilitates comparison of time and spatial comparisons,
comparisons with competitors.

This is because of time allows comparison of the insight of financial position
and space allows comparison of the price of the financial position of the company in
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relation to the financial position of the competition, which makes it a reliable basis for
conclusions about the prospects of the company in the development and survival due to
the differences between its financial position and financial position competition.

Of course, there is the problem of choice of comparative companies; this may
be the best competitive firm or any competitive companies in the country, and all the
company of the same profession or occupation, which has been discussed in the analysis
of financial results.

Since the analysis of the financial results of any river on the profitability of this
chapter, it shall not be considered separately except in so far as it affects the debt,
maintain the real value of the equity and reproductive ability.

1. Balance of Financial Results

1.1. Term Financial Balance

Financial condition or financial situation is actually the structure of assets and sources
of funding that are derived from relationships, relationships by means of attachment within
and sources of funding after the deadline raspolozovisnosti (financial balance) and the
relationship of their own and borrowed funds financing (debt). (Rodic, 1991) Therefore, it
is necessary to assess the financial condition and rentability. (Krasulja, 1973)

The financial balance implies that agents in scope and time for which (irredeemable)
correspond to the scope and timing of availability of financing sources. Since the time of
attachment means is not equal for all assets or the time of availability of financing sources
is equal for all sources of funding, this means that there are a number of equations that
show these financial balance.

Precisely, there are as many equations as there are various time intervals in which
certain types of assets related or how many different time periods in which certain types
of funding sources available.

It is obvious that the breakdown of the balance sheet on a series of equations, in
order to determine whether in all the equations there is equality between the left and
right sides, which would mean that there is a financial balance, or left and right sides are
not equal, which means that there is no financial balance, it is irrational. Therefore, the
analysis of financial balance is reduced to the analysis of short-term financial equilibrium
and analysis of long-term financial balance.

Practically, the two equations financial balance: short-term, where the left-
hand side consists of liquid and short-term assets related to a right includes payment
obligations and liabilities maturing in the short term and long term financial equilibrium
where the left side includes funds that are long term and the related right party-going and
long-term financing.

Mentioned two equations were derived from funding rules. Equation short-term
financial equilibrium corresponds to a rule that requires financing to the ratio of cash,
securities which are quoted on the stock market and short-term claims on short-term
obligations is 1: 1. It requires equality of the sum of short-term receivables, short-term
securities and cash companies with short-term funding sources. (Karavidi¢, 2013) Long-
term financial equilibrium equations corresponding to the golden balance rule in the
wider sense, which requires long-linked funds are equal to permanent and long-term
sources of funding.(Bojovi¢, 2008)

Control ratio of cash, securities and short term receivables and short-term liabilities
is the control of liquidity and control relationships regarding the long-term assets and
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long-term and long-term sources of funding represents the control requirements to
maintain liquidity. In fact, if there is a short-term financial equilibrium there must be a
long-term financial balance. In such circumstances, the long-term financial equilibrium
conditions provides liquidity to long-term maintenance, because there is parallelism
between the long-fund and terms of availability (duration) of their funding sources.

Whether the liquidity really is permanent and maintained it no longer depends on
the long-term financial balance from the parallel terms of mobilization of resources and
related short-term maturities of short-term liabilities.

If you are related to long-term funds of less than durable, and long-term sources
of funding, in terms of long-term funding, and created a security for the permanent
maintenance liquidity because, in this case, equal to the difference between permanent
and long-term sources of financing and associated long-term assets related to short-term
funding of permanent and long-term sources of funding. If in these conditions existed
parallelism between the short periods of mobilization-related assets and liabilities
maturities short-term difference between permanent and long term financing and long-
fund would be always in the form of cash and just the funding assurances for maintenance
of permanent liquidity.

Namely, if for any reason fails to mobilize short-term assets related to the time
of maturity of short-term obligations outstanding liabilities will be paid from the funds
originating from the difference between permanent and long-term sources of financing
and associated long-term funds.

Finally, if you are related to long-term asset is greater than the permanent and
long-term sources of funding, in terms of long-term financing, there are no requirements
to maintain liquidity, as long-term assets related to the amount of the difference between
the long-fund and permanent and long-term sources of funding, financed from short-
term sources financing, which means that there is no parallelism between the terms
of mobilization of resources and maturities of liabilities. (Krasulja, Ivanisevi¢, 2005)
However, in this case, in exceptional circumstances, liquidity can be maintained.

Liquidity in this case can be maintained provided that the mobilization of the
short-fund performs faster than maturing short-term obligations. To accelerate the
mobilization of the short-fund would have to be such that the mobilized funds always
correspond to the short-term due obligation. From the above it can be concluded that the
long-term and short-term financial balance of mutually dependent.

Their mutual dependence and can graphically illustrate:

ASSETS  LIABILITIES

SRF SFS
LRF LFS
Figure 1.

Figure 1. shows the financial balance in the long term in the area of short-term
financing. It clearly states that the existence of a financial balance automatically means
that there is another financial balance. According to this picture, from the standpoint of
long-term funding requirements for the maintenance of liquidity there.
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ASSETS  LIABILITIES

SRF SFS
LRF LFS
Figure 2.

Figure 2. shows that permanent and long-term sources of funding in excess of
related long-term assets and are automatically and short-term funding sources is less
than the short-term liquidity and related resources. The difference between permanent
and long-term sources of financing and associated long-term assets (shown shaded part)
is used to finance short-term assets and is related to safety in the maintenance of liquidity.

ASSETS  LIABILITIES

SRF SFS

LRF LFS

Figure 3.

Figure 3. shows that the long-term related asset is greater than the permanent and
long-term sources of funding and are automatically and short-term sources of funding in
excess of short-term liquidity and related resources. The difference between long-term
funds and related long-term and long-term funding sources (shown shaded part) financed
from short-term sources of funding, and it just endangering liquidity.

Meaning of symbols:

» SRF = related to short-term funds and cash

* LRF =related to long-term funds

 SFS = short-term funding sources

» LFS = permanent and long-term sources of funding

In accordance with the above, the analysis of financial balance is assessed and
liquidity requirements for liquidity, which represents, in fact, the assessment of the
financial situation in the narrow sense. Assessment of the financial situation in a broader
sense, requires the analysis of debt, which will be discussed later.

1.2. Analysisof Short-term and Long-term Financial Balance

Analysis of the short-term and long-term financial balance refers to the balance
sheet. Analysis of the short-term and long-term financial equilibrium requires that
the official (prescribed) balance sheet adjust the analysis of short-term and long-term
financial balance. For financial analysis of the company’s most important indicator of
overall liquidity, because it shows how much working capital is covered every penny
short-term liabilities. (Karavidi¢., Kvrgié, Ivkovic, 2013)
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This means that the asset side must be delimited by means of attachment within
the two groups:
*  The liquid and short-term and long-term assets related to related resources:
* And on the liabilities funding sources must also be delimited by time
availability - short-term financing of elections and permanent and long-term
sources of funding.

These accruals in accrued liabilities, reserves, retained earnings for the year and
securities caused some problems. When prepayments, the question arises whether these
long-term or short-term related resources. The answer to this question depends on the
content (structure) prepayments.

Part of prepayments relating to prepaid expenses equated with inventory. Namely,
that these costs are recorded at cost, they would immediately be under the stock unfinished
production, semi-finished and finished products.

Because they are, in fact, refer to future accounting periods, they will be more than
accounted for the costs charged to the benefit accruals would return to the stock.

In contrast, part prepayments relating to advance short-term accrued revenues are
tied funds. This is because it will be the moment the conditions are met for billing, that part
prepayments indirectly transformed into receivables or debtors, posting invoices to the customer
and benefit accruals and then close the active and accruals for invoiced part. (Rankovi¢, 1998)

In accruals meet with accrued costs and deferred revenue for future accounting
periods. Accrued expenses are, in fact, included in the inventory of unfinished production,
semi-finished and finished products, which means that they are essentially proofread
these inventories to the lower.

In contrast, deferred revenue will be in the next accounting period will be taken to
income in the income statement, which suggests that it is a short-term source of funding.
Finally, we should mention that, active and accruals, in conditions when applied to a
system of calculation of revenues invoiced realization and when to carry out long-term
provisions, and both are now applied in our system balancing, part of total assets of the
business assets, the rule, negligibly low percentage, so it follows that their impact on
short-term or long-term fi nancial balance quite negligible.

In the area of inventories distinguish permanent and seasonal (temporary) stocks,
in companies with seasonal production or sales. Standing stocks belong to the related
long-term assets, as the company financial statement ever present since the conditional
use of the capacity and performance of the manufacturing process and sold without
restrictions and interruptions.

In contrast, seasonal supplies are short-term assets related, occur only during the
season, which is still less than a year. Separation of balancing inventory to permanent
and seasonal can be done in several ways:

The first way to refer to it if the balance is made at the time when there was a
season of Prosperous stocks and do not include seasonal inventory, which means that the
Prosperous stocks flat constant inventory. In circumstances where the balance constitutes
season Prosperous stocks unquestionably include permanent and seasonal supplies; to
separate them. It is possible for a permanent pipeline to take stock of one month when
they were the lowest, with the proviso that in the month of off-season conditions in the
company was a normal volume of production and sales.
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Another way is to take stock of the constant average inventory. This method of
determining the fixed stock is unsuitable because, in terms of a stable monetary unit of
average inventory is always more than a fixed stock, which means that the permanent
stocks were overvalued, in terms of inflation average inventory can be both higher and
lower than the fixed stock.

The third way is to get a permanent pipeline quantify non-bookkeeping. The
difference between bilansiranih stock and fixed stock, quantified in one of the above
ways is a seasonal supplies that are treated as short-term assets related. Of course,
with nesezonskih companies that have a continuous process of production and sale of
Prosperous stock is equal to the permanent inventory.

When retained earnings for the year, the question arises whether it is short-term or
long-term source of funding. The answer depends on what comprises retained earnings
- if it includes taxes and contributions from fmansijskog result is undeniable that most
of the short-term source of funding for the taxes and fees in the short term reach for
payment; if you do not include taxes and contributions from the financial results, the
question that DCO will be paid to the owners of capital and when it will be done the
payment, and that part will be accumulated in equity. Since there is a lot of unknowns
in the analysis of financial balance undistributed earnings, as a rule, be treated as a
permanent source of funding.

In the area of securities luck securities maturing in the short term, these securities
are undoubtedly related short-term funds, but happiness and securities maturing inventory
charge in the long run.

Securities maturing in the long run and can, if necessary, to sell the securities
market, which means that the listed entities should, also, include in the short term related
assets, because they are, in case you need cash, most likely to sell. Securities maturing
in the long term and are not quoted on the stock exchange should, of course, included in
long-term assets related.

Balance sheet, the company observed, prepared for the analysis of short-term
and long-term financial equilibrium in which the order of positions in the assets carried
on the principle of declining liquidity and liabilities based on the principle of growing
maturity is shown on the next page.

Analysis of short-term financial balance. Short-term financial equilibrium is
determined by the ratio of liquid assets and short-term connected, on the one hand and
short-term liabilities on the other.

Wfrom the balance sheet of the business ass: d to the following positions
11000 dinar

) _ vers | )
Previous Current .
Share of Share of

Total assets Total assets
Amount Of the Amount Of the
Business Business
Assets Assets
1. Cash ) 243331 15,0 171.192
2. Customers and other receivables 5.4
3. Short-term ifivestments ’ 300.325 18.5 978.897
4 Active accruals 307 ’
5. Liquids and related to short-term
Fund (from 1to 4) 713.399 47,0 1.300.267 40, 8
6. Suppliers and other obligations from the operating 688.903 42,3 1.064.262 33,3
7. Short-term loans 25.132 L5 325.644 10,2
8. Passive accruals 64 - 8 -
- i 713.399 43,5
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Recall. Short-term financial equilibrium exists if the liquid assets and short-term
assets related to the same short-term funding sources, or if their relationship is 1: 1.
corresponding rule of financing (acid-test) 1: 1.

Regarding the company had a ratio of liquid assets and related short-term and
short-term sources of finance:

Liquid assets and Short-term
short-term connected funding sources
- current year 1 1,069
- previous year 1 0,935

The current short-term financial equilibrium is shifted to the short-term funding
sources, the 100 dinar liquidity and short-term assets related waste 106.9 dinars short-
term obligations. Which means that the company can maintain liquidity unless he related
to short-term funds mobiliSc before maturing short-term obligations. Which means that
the short-term related resources related to shorter terms than the terms of availability
of short-term liabilities;. On average limits the availability of short-term obligations in
order to maintain liquidity in this case would have to be longer than the short periods of
attachment-related assets by 6.9% = (106.9-100).

In the previous year it was the other way around, short-term financial equilibrium
is shifted towards the short-term liquidity and related means, for every 100 dinars liquid
assets accounted for 93.5 dinars short-term liabilities, which means that the company
can maintain liquidity provided that the terms related assets on average not more than
limits the availability of short-term liabilities from 6.5% = (100-93.5). With such a short-
term financial equilibrium creates a condition for security in maintaining the liquidity
provided that the average short-term periods of attachment-related assets corresponding
to the average terms of availability of short-term liabilities.

In such circumstances, the company would have a liquidity reserve of 49 389
thousand (762 788 -713 399). that would be iskonsecna for payment at a time when
short-term mobilization of related assets, for whatever reason, would not be the same
due short-term liabilities

Observed data indisputably to the conclusion that the company’s liquidity in the
current compared to the previous year worsened, and see how the competition. The
competition at 100 dinars liquid and short-term assets related waste short-term liabilities
for the current and previous RSD 119.1 124.5 thousand. In both years, therefore, the
competition had shifted the balance toward short-term financial resources and far
more than is the case for companies in the current year: the other differs in that short-
term financial balance of the current compared to the previous year, with the company
indicating the direction of deterioration and the competition ispostvlja the direction of
improvement. However, despite the company jc in a better position in terms of liquidity
than the competition.

Conclusion
When analyzing financial results shall be spatial and temporal comparison.
Temporal comparison showing the development, promotion companies in achieving

financial results. Of course, if the comparison includes more consecutive periods so
much more clearly observed tendency of achieving financial results and vice versa, and
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how many consecutive years to analyze financial results and time and time comparisons
depends on the objective analysis.

Analysis of the structure of total revenue shows based on what and how much
has been achieved revenue and total revenue schedule shows his load certain types of
expenditures and the share of the financial result in the total income.

Analysis of financial balance is assessed and liquidity requirements for liquidity,
which represents, in fact, the assessment of the financial situation in the narrow sense.
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IMPUOPUTETHU HOBE OBPA3OBHE ITOJIMTHKE
Y ®YHKIUJHU PA3BOJA ITPUBPEJE CPBUJE

ArncTpakT

Ipeomem ananuze je suauaj nose obpaszosue norumuxe Penyonuxe Cpouje xao
JjeoHnoe 00 kmwyhux paxmopa npuspedHoe passoja uuja Op3uHa 3a6Ucu 00 CMeneHd
meHe peanuzayuje u kanayumema opcase 0a cnpogede Hosy Cmpamezujy paseoja
obpasosarvay Cpouju 0o 2020. cooune (3axon o Bnaou PC, 2005). [lyzopouno enedaro,
Hajeehu 3Hayaj y mom npoyecy umajy uHeecmuyuje y XyManu Kanumai u oopazosarve,
ucmpaxcusarse u paseoj. Lluw paoa je da ykaowce oa je Hosa Cmpamezuja pazeoja
obpasosarba y Cpouju 0o 2020. 200une 002060puna Ha 3axmese 0a 06pa3oeHU Cucmem
oyoe y cknady ca nompebama npuspede, 0a ce yCnoCmasy AKMuGaH UHCUNMYYUOHATHU
cucmem nose3usarba Hayke u uHOycmpuje; u 0a ce noOCmuyajHa nomumuka ycmepu
Ka umosayujama y npeoysemuuukom cexmopy. Y pady ce nonazu 00 xunomese oa
cmeneH paseujeHocmu jeOHe npugpeoe 3a8uct 00 pe3yimama cnpogedere pegopme y
0bpaszoeHom cucmemy kao u 0a oopazosuu cucmem Penyonuxe Cpouje, yuju cmanoapou
3aocmajy 3a eaxcehum cmandapouma y npasa Eeponcke yuuje, ne 3a00606a8ajy Hu
Henocpeone nompebe cadaurve npuspeone cmpykmype. Ilocmaswena xunomesa ce
nomephyje y pady y3 kopuuiherbe ynopeOHonpagre anaiuze oOpa306He NONUMuKe
Y €6pONCKUM 3emmama U 3emmama uz okpyicerba. Ocnosna nopyka y pady je oa
yenocmagaree npugpeoroe paszeoja Penyonuxe Cpouje y nocmxpusnom nepuooy, je
VCKO NOGE3aHO ca CNposoljerbeM 00pa3o6He ROIUMUKe Yujil ¢y npuopumemu 0amu y
Hosoj Cmpamezuju pazeoja obpasosarsa y Cpouju 0o 2020. cooune, jep b6e3 peghopme
obpasosHoe cucmema nemoeyhe je cnposecmu cmpykmyphe pegopme y npupeou.

Kwyunepeuu: oopasosarve, pazeoj npuspede, Cmpamezuja paszeoja obpasosarea.

Introduction

Mixture between traditional inheritance and history records especially each of
existing education systems in the world, although all of them are linked by similarity of
goals and role in the society (Lukic, 2003).

No matter the specificity, education systems of countries have the subject of,
or better, the goal to have the knowledge which is not divisible, but on the contrary
universal and general.

Knowledge as such does neither have limits, nor memberships in international
organizations and regional unions.

Such character of knowledge should define education systems towards accessibility,
linkages, indivisibility, transparency as well as universality and applicability everywhere
and by each member of human community.

Universities are of vital importance for social, cultural and economic development
of every country, and freely speaking, entire human society.

Universities are the best in fulfilling tasks of keeping, transferring and improvement
of knowledge through education and research, because of their autonomy where there are
no political, ideological and corporative influences.

152 EKOHOMUKA EXA1



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

Analysis of the current moment and state of educational systems and educational
policies in the world, helps coming to numerous conclusions, as well as dilemmas.

Increase and popularization of higher education led to more funds from private
sources, which automatically induced question of availability of tertiary education, and
therefore integrity of academic work (Robinson, 2009).

In the last two decades universities in Europe became part of university education
market, where due to severe competition, changes occurred. All over the world is
present commercialization, privatization of universities in order to provide answers to
requests of internationalized market, where education becomes part of international trade
agreements.

Members of World trade organizations took over the responsibility within General
Agreement on Trade of Services (GATS) to liberalize university education that is to
provide access to education market for foreign legal entities and give them adequate
legal position according to the principle of fair treatment (Santiago, Tremblay, Basri &
Arnal, 2008).

European policy defined clear goal of strengthening the role of universities in
achieving goals of Lisbon strategy, where economic development and society were
based on knowledge as the basis for European competitiveness.

Creation of education policy is always done within frameworks of existing national
and historic circumstances, with defined goal: higher public funding in order to achieve
wider social engagement, or privatization of funding of university education in order for
individuals to have benefits, that is, decision regarding relationship between state and
market towards concept of cost or investment (Turajlic, 2009).

In that relationship which depends from social tendencies and phase where the
society is, various implementation models occur (Vukasovic, 2012). In some countries
tendencies are such that from the need of unifying legislation and its harmonization, we
enter into phase of strong education market liberalization, and latter implementation of
various methods of control and surveillance.

Within European Union and its member states, higher scholarships than Serbia,
Croatia and Montenegro are paid only in Netherlands, Great Britain and Latvia.

Solution is to find balance between market demands and clearly defined standards,
where leading role should be played by authorized state institutions.

Legislation framework for the development
of university education in Republic of Serbia

Law on higher education in Republic of Serbia is defined within established limits
of education policy and newly defined reform (Law on higher education, RS, 2005).

This law defines system of higher education, conditions and manner of performing
activities in higher education, funding, as well as other issues important for this activity.

Higher education operations are especially important for Republic of Serbia and
they are part of European education, science and art space (Law on higher education,
Atrticle 2).

Law is based on the principle of academic freedom, autonomy; unity of education
and scientific, research and artistic work; openness towards public and citizens; respect

EXSIEKOHOMUKA 153



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

of humanistic and democratic values of national and European tradition and values of
cultural heritage; validation of human rights and civil rights and freedom, including
prohibition of all kinds of discrimination; coherence with European system of higher
education and improvement of academic mobility of teachers and students; participation
of students in management and decision making, especially regarding questions
important for quality of lectures; equality between institutions for university education
no matter of property status, or the founder; affirmation of competition of education
and research services in order to increase quality and efficiency of university system;
providing quality and efficiency of studies.

Goals of higher education are transferring scientific, experts and artistic knowledge
and skills; development of science and improvement of artistic creations; providing
scientific, skilled and artistic legacy; giving opportunities to individuals that under
the same conditions gather higher education and to be educated throughout their life;
significant increase in the number of inhabitants with higher education (Law on higher
education, Article 3).

Republic of Serbia is a part of process for creation European university education
space (Karavidic, 2005).

The main goal of current Law on higher education is providing legal frame for
implementation of Bologna process, and involvement of Serbian institutions in European
academic space for higher education.

Readiness for integration is appreciated through coherence between legislation,
reform of studies and their completion with adequate financial infrastructure, staff,
material and technical support, through the existence of practical training, mobility
of students, fundamental corrections of obligatory literature, large number of students
with negative influences on teaching staff regarding scientific and research operations
(Karavidic, 2006).

According to Law on higher education integrative function of university is related
to establishment of unified standards of operations. Integrated university, as organization
of faculties, was accepted by all members of European Union, USA, Canada, Japan
and New Zealand. Only Serbia as one of rare countries, besides Croatia and Bosnia and
Herzegovina does not have integrated university.

The main advantage of integrated university is efficient system of university
education, full network, freedom of movement of science, exchange of knowledge. The
essence of integrated university is more efficient studying and serious scientific and
research work, and not centralized distribution of finances.

Universities should be integrated as multidisciplinary area with numerous
functions (Knezevic, 2011).

In transformation of the university big role have institutions themselves which
have to recognize that it is the way to provide quality, autonomy and interdisciplinary
approach (Stankovic, 2011).

Higher education in Republic of Serbia is such that is must strive towards
improvement of teaching, production of qualified graduated students who are demanded
workforce on the market, incentives for students’ creativity, no matter the fact that our
universities are not ranked high on the lists of the best world universities.
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Current state of education in Republic of Serbia

Area of Republic of Serbia, and area of Southeast Europe, is still in the process
of transition, which is for many phase of transition towards economic recovery. Serbian
economy today faces with reform of public sector, as well as restructuring of large economic
systems which continually demonstrated huge losses, and reform of education system.

One important part of reform tasks and reform activities represents area of
education.

The goal of the reform should be establishment of more competitive economy and
adoption of standards and regulations of European Union legislation.

Lack of information, unclear goals of high education, and not enough attention
dedicated to evaluation of outcomes of high education and generally poor economic
aspects of high education are characteristics of our country.

Education system in Republic of Serbia is closed, isolated, mainly shaped by
short term economic interests, reformed for the short term without considering long
term consequences of such changes, which inevitably induce annulment of development
mission of education.

Relationship between education and society generally, and more specifically with
economy of the country was defined differently depending on wider social circumstances.
As the result of process of globalization, changes in education are inevitable, because in
the long term education is one of factors of key importance for creation of recovery of
transition economy in the country and its faster extraction from the crisis.

Mutual dependence, causality between education and uncompetitive economy,
demand detailed consideration of education as the factor of sustainable economic
development in the country.

Competitiveness of the economy primarily depends on outcomes of education,
in sense of shaping such innovative and creative capacities among individuals who are
profiled through education and are enabled for fast adjustment to global technology
development trends (Ignjatijevic, Raicevic & Pordevic, 2011).

On the area of entire Southeast Europe and Republic of Serbia’s educational policy
is not clearly enough focused on creation such human resources.

Lack of reform of education system makes impossible to have structural economic
reforms. In order to respond to such requests, thorough reforms are necessary in
education, whose standards lag behind European, and do not meet even immediate needs
of the existing economic structure.

Education policy of Republic of Serbia does not clearly reflect goals of Lisbon
strategy defined for education and training: increased quality and effectiveness, provision
accessibility to all, openness for wider public.

Besides, education is not enough supported financially by the state.

In large economies of EU (Germany, France, Great Britain, Italy and Spain)
expenditures for education are on average around 5,3% of GDP, but they are much lower
from OECD’s recommendation of between 6 and 8% of GDP.

For most of SEE countries (Romania, Bulgaria, Serbia, Bosnia and Herzegovina,
Croatia, Macedonia, Albania, Montenegro and Moldova) these expenditures are in the
interval of 4-5% of GDP, and they are lower than average expenditures in EU-27, and
significantly lower than OECD’s recommendation of 6-8% of GDP.
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This entire area is specific because it is incoherent, due to large differences in
education. But, human development index demonstrates that SEE countries are in the
group of countries with high human development index.

If we analyze value of one of more important measures which demonstrates level
of development of education — expected years of schooling (population over 25 years),
we can conclude that Republic of Serbia lags behind more than 2 years, comparing to
some neighboring countries.

Basic problems with which is faced existing education policy are nonexistent
connection between economy and research institutions, and very small funds and
investments into education and training, both on basic level, as well as for education and
training of adults. System of continual education is not developed, due to small scientific
and research capacities and poor finances.

According to consideration of current status of education in Republic of Serbia and
previously analyzed parameters and indicators of structural changes in the economy, it
is clear that these were the reasons which created New Strategy for education in Serbian
until 2020., which should create basis for enactment of new regulations in the field of
education, as well as their further implementation.

Besides, Strategy represents basic strategic instrument for shaping the new
education policy in Republic of Serbia, based on European standards and values which
demand from us to create integrated university not only on the state level, but further.

Process of harmonization of requests, opposite from tendency to have closed
education system in Serbia, demands incorporation into European education space.

Expected results from implementation of “New Strategy for
development of education in Serbia until 2020.”

When defining new education policy, the question is, whether policy is fully
prepared to cover entire process, which cannot be extracted from social surrounding,
with all possible changes (Enders, Jeliazkova & Maasen, 2003).

In the context of public policy, process of creation of education policy can be
organized according to generally accepted systematization through phases of: observing
the problem, defining the problem, formulation of policy, implementation of policy,
evaluation or finishing of the implementation of policy.

Achieving defined goals of one policy depends also on inclusion, or accepting
the policy by institutions in the country. Acceptation on both sides leads to relevant
justification (Bovens, 2001).

The need of Serbia to be included in European education space, as the response
to impossibility to separate and link with nearby countries, focuses education policy on
organized and high quality of education system, as the key condition for development of
competitive Serbian economy.

Changes in high education and successful implementation of these changes are
defined, as terms, through strategy for development of education.

New strategy for development of education in Serbia until 2020., defines
purpose, goals, directions, instruments and mechanisms for development of education
system in Republic of Serbia during the next ten years. It takes care of the attempt to
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shape development of this system in the best manner, known to us (New Strategy for
development of education in Serbia until 2020, Article 17).

Goals which should be achieved through implementation of new Strategy in
education are: improvement of education system through improvement of its quality and
efficiency; harmonization of education system with European tendencies in education;
development of education resources at national and local level, internationalization of
education with preservation of national and cultural identity.

Education system in Serbia until 2020 should respond to vital and development
needs of citizens of Republic of Serbia in the best possible manner, as well as to the
needs of entire society, not only through new theoretical understandings, but through
gathering knowledge and abilities, development of education procedures and life-long
learning.

Better quality of secondary education is guarantor for better human capital and
operations which satisfy current needs with creation of new and better jobs.

Efficient education means earlier appearance on labor market.

Final outcome of quality and efficient education is ability to implement knowledge
and self-employment, linking education with other systems. PhD studies should be based
on researches in order to establish productive interaction between education, research
and production.

Larger number of high educated staff enables better satisfying of public needs,
pensions and growth of standard of living.

Key factor of sustainable development of more quality education is education of
teachers and their professionalization through constant improvement through trainings,
seminaries and educations.

Such vision of education can be achieved through pluralism of proprietary
relationships, adoption of national standards in education, development of resources
of education and centralization of education. Education system should be developed in
parallel with economy, culture, science, technology development, development of public
services, administration, etc.

Education system in Republic of Serbia must become attractive for international
cooperation and provision of education services (especially in higher education) in
immediate surroundings of Republic of Serbia, in Western Balkans and Southeast Europe.

Integrated higher education (university, vocational academies) ensures uniformity
and equality in education, more efficient understanding and solving practical problems,
mutual positive and productive interaction of specialized scientific disciplines and
sustainability of higher education.

Investment into education together with efficient use of existing resources enables
modernization of teaching through opening new laboratories, development of computer
network and exchange with foreign countries, quality work space and new scientific
research (Lutovac, 2009). Objective accreditation of education institutions ensures
healthy competition, and transparency induces strategic relations with other systems.

Quality of education with larger coverage of population is prerequisite
for sustainability of environment because communities based on knowledge and
understanding that nature must be preserved, protect the nature by the use of pure
technologies.
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Conclusion

DevelopmentofRepublic of Serbia, until 2020 will be focused onreindustrialization,
that is revitalization and technology modernization of processing industry, development
of several economic activities based on intensive implementation of knowledge and
development of industrial information and communication infrastructure.

Such development involves interaction with academic, research and wider
education community.

Republic of Serbia today does not have needed qualification structure which
satisfies demands of labor market, and the existing system will not be able to satisfy
needs of labor market and future development. From these reasons are necessary root
changes in education system of Republic of Serbia, whose essence should be in adjusting
the system of education in order to satisfy needs of employers and significant decrease
of the number of unemployed.

Improvement of education system of Republic of Serbia is possible through constant
increase the quality of education system and increase of investments into education,
establishing of education system according to thorough general education which
provides possibilities to select the area of additional improvement and strengthening
links between education institutions, research centers and economy through inducement
of cooperation programs.

Such reforms cover new regulatory framework which would have the goal to
adjust education profiles with needs of employers; enactment of national framework of
qualifications according to needs of labor market in Republic of Serbia; development
of clusters which connect private and public sector and cover group of companies,
suppliers, services and related institutions (education and research institutions, institutes,
faculties, schools).

It is necessary to strengthen institutional cooperation between education institutions
and economy, establish new and enforce existing centers for carrier development located
on education institutions, councils for reform of schedules of work at education institutions
(especially faculties) where would be representatives of entrepreneurs and improve the
work of National employment office, to be able to predict the needs of labor market like EU
institution CEDEFOP (European Center for development of practical training).
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Abstract

Every field of people’s conscientious act require making corresponding
decisions. Since making right and timely decisions requires certain information,
that can also be applied for making decisions in tourism business. Tourism is a
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Introduction

Contemporary economy subjects, among which are those from tourism field,
do the business in the conditions of intensive changes of business surrounding what
requires their adjustment to newly conditions. Dynamism of economic environment on
principles of market based business establishes a business philosophy which will be
based on requests, not only strategic marketing, but also strategic management. One of
the important assumptions for efficient functionality of an enterprise is existing adequate
informational system, which will ensure aquiring and data analyse, their translation into
information and their presentation to the users, e.g. management.

In professional literature, especially about the management of informational
systems, there is a difference between the terms ,,data* and ,,information*. Data are
usually defined as registered facts refering to individual aspects of functioning studied
system. Information is processed data, e.g. data which have specific meaning.

Relation between data and information is treated as well as relation between raw
material (input) and final products (output), and data processing (application of certain
operations on data) is deemed as a way of information production.

Therefore, information is not just data, but it is obtained by facts analyse and
recognizing the message which comes out from data analyse. While data are unvalued
messages, information is improved with message on a specific situation, or knowledge
used by those who make decisions e.g. managers.

Information affect quality of business decisions which initiate activities, so though
it they direct success or failure in company’s business. Therefore information is treated
as some resource which companies use in accomplishing their mission.

Informational base of strategic process of making
decisions in tourism

As reasons for which information will have to become a base of majority of
companies can be named the following: (1) is shown in demographic indicators, where
educated workers are not the subject to command-and-control methods of the past; (2)
is shown in necessity for systematization of innovation and entrepreneurship; (3) is that
companies should comply with information technology (Drucker, 1995). Each individual
company must decide what information is needed to run a business, because otherwise
they will ”drawn” in loads of data and information. Information becomes useful for
communication in case the receiver adapts and understands it.

The concept of information has more dimensions. "Emphasising the importance
of strategic process of making decisions, a lot of authors observe information as “a
system of knowledge” or ”the base of knowledge”, or such information is called ”soft”.
Such information is usually external and relate to future”. This kind of information is
suitable for descriptive or ideographic presentation. ”Conversely, ”hard” information
can be quantitatively expressed and processed by using different analythical methods”
(Radosavljevi¢, 2002, p. 53).

Numerous surveys have shown that “hard” information is not necessary in strategic
process of making decisions, but it is significant for business survey of the company
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in the previous period of time, can be easily collected, systematised used as a base to
foresee the future. The importance of “’soft” information and their usage in strategic
process of making decisions is widely known, because unstructured issues is very rarely
possible to solve just by collecting and analysing hard” data. The grade of ’hard” and
”soft” information depend on the type of strategic action and the phase of the strategic
process of making decisions (Radosavljevi¢, 2002).

When it is about tourist companies, for strategic positioning of their products and
services on the tourist market, especially are important such information on expectancy
and tourists’ behaviour. Timely information are necessary about the number of tourists,
average length of their stay, their purchasing power, affinity to consumption, their
educational, sex, age and other structure.

Tourism and other economic activities, are still not sufficiently able to use all
advantages of GIS (Geographic information systems) technology. Although, GIS
(Geographic information systems) is present for almost forty years, the most frequent use
is recorded in the last ten years. “Geographic information systems, as a rationally organized
collection of computer hardware, software, geographic data and users, enable the effective
collection, storage, sorting, manipulation, analysis and spatial display of geographic
information that are of interest for the user” (Seferovi¢ & Stankov, 2009, p. 117).

Before making a decision about the way to gather wanted information, itis necessary
to analyse the value of such information. If it is estimated that such information will have
a positive effect on business activity of a concrete tourist company, it is necessary to
realize the relation between the effects which are achieved by using such information
and costs of their collecting.

Each company before the process of collecting data should consider three
questions: (1) a possibility of getting required information; (2) expenses of collecting
information and (3) contribution of information to more effective process of making
decisions (Walters, 1989).

As the level of making decisions is increased, from operative, through tactic to
strategic, that’s the way the scope of external information is increased, and internal
decreased. It is similar with the levels of management at a company. Basic characteristics
of information necessary for operative management are: intern origin, details, time
continuity, high structuralism and accuracy, whereas for strategic management needed
such information directed to future, unprogrammed, of external character, general,
periodical and less precise.

Itisessential to point out thatabundance of information does notnecessarily consider
their quality. The quality of information is affected by following their characteristics:
relevance, accuracy, usefulness, comprehensiveness, timeliness, credibility etc. By
relevance it is consider that information managers get must have relevance for their
authority and activities they deal with. Accuracy and information usefulness go together.
Useful is that information which leads to successful making decisions. The information
meets criteria of accuracy in case managers know how to use it. Credibility of information
is improved by planning the approach to survey, as well as usage of services of survey
of external institutions. It is necessary to plan the system of information in such a way,
so that reports are uniformed, uniquely and concretely presented to users. The quality
of information, also depend on their timeliness, because for making adequate business
decisions right information is needed, at the right time and the right place.
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It has already been pointed out that one of the basic characteristics of strategic
process of making decisions is their primarily external orientation, e.g. aim at establishing
corresponding relation between company and environment. Due to the fact that marketing,
as a business conception and philosophy of economy by its essence externally orientated,
therefore its role in the process of strategic management and making decisions makes
it especially significant. In addition to that, the task of marketing surveys, in tourist
companies, is to provide such information base on needs and wishes of consumers/tourists
which will help to realize the decisions of tourist companies in the most appropriate way
from the point of view of their mission and long--term business goals.

However, marketing survey should not exist isolated as the only way of data
collection. Marketing should, first of all, be considered as a part of systematic and
continuous effort of a tourist company to improve its process of making decisions. It is
important to point out that marketing survey is significant from the aspect of information
contents and the manner of their collection, and company’s informational system refers
to flow of information management from different sources of data to managers who
will use them. ”That requires a data base for organizing and information storage and
support system for making decisions transfering data into useful information and their
deliverance to users” (Aaker, Kumar & Day, 1995, p. 23).

In modern tourism business relation between producers/offers and customers/
tourists has fundamentally changed, it is being more and more conducted without
mediators, customers’ and offers’ needs are met in decreased timeframe, costs are
reduced etc. “The development of information technologies and Internet has influenced
the emergence of digital economy, which is based on development and usage of new
organizational models, new products and services, behavior rules, and the new way of
business thinking” (Rodi¢, Mitrovi¢ & Mitrovi¢, 2012, p. 447).

All information necessary for tourist company’s function should be stored in
control information centre for future and present usage, and the control centre itself
should be integrated into short-term and long-term planning and company’s functioning.
Informational system of a tourist company set in this way in most cases is called integral
informational system, which is based on integration and gathering all data in data base, as
well as integration of communication process with the process of data base and process
of making decisions.

Modern tourist business is constantly under the influence of different factors in
the business environment. However, most of the activities in tourism enterprises can be
significantly facilitated by information and communication technology. "It is important
that the management company designate adequate information technology and recognize
its impact on the organization and structure of the company” (Muhovi¢ & Curéié, 2011,
p. 173).

Development of marketing survey in direction of marketing informational systems
enabled (Hani¢, 1996):

*  Marketing surveys to orientate on necessities of marketing management for

information,

*  Collecting external information to be done continuously and

*  To organize total informational activities in marketing.
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Marketing informational system (MIS) in tourism

Appropriate obtain of information, necessary for marketing making decisions,
requires existance of correpsonding system for continuous collecting, analyse and
presenting data—information. That makes the essence of marketing informational system,
defined as ,,continuous and intractive structure of people, equipment and procedures with
the aim of collecting, classification, analyze, estimation and distribution of adequate,
timely and accurate information® which will be used by those responsible for making
decisions in marketing in order to improve marketing of planning, performing and
control (Kotler, 1986, p. 86).

Marketing informational system (MIS) fulfills the function within its four sub-
systems (Kotler, 1986):

*  Intern system of information,

*  System of marketing information,

*  System of marketing survey and

*  Analytical marketing system.

Intern system of information, e.g. intern accountancy system presents data
on existing sales, expenses, the flow of ready money, as well on status of debt and
company’s liabilities. System of marketing information presents a set of sources and
procedures by which marketing sector gets daily information on events in environment.
The sources of information can be named: tourist intermediaries, channels of tourist
products and services distribution, organizations which professionally deal with surveys
etc. Marketing research is systematic way of collecting, analyze and distribution of
data and certain knowledge relevant for specific marketing situations a company faces
with. Analytical marketing system consists of technics for analyses marketing data and
issues. Its integral parts are (base) statistic data bank and patterns bank. Base of statistic
data make total statistic data which are necessary in marketing function. Patterns bank
consists of modern mathematical patterns used to make adequate and timely decisions.

Informational systems, including MIS, can exist in various forms, depending on
their scope and purpose. As phases in informational systems development can be named
the following (Popesku, 2002):

»  Data Processing — collecting basic data and making a report;

« Management Information Systems — data processing and providing

information which help management in the process of making decisions;

»  Decision Support Systems (DSS) — interaction with decision makers in their

decision-making process;

»  Expert Systems — use expert knowledge to solve insufficiently structured

problems on the basis of connecting to databases;

«  Executive Information Systems — connect possibilities of DSS and expert

systems.

The structure of managing informational systems in tourism, both in macro, as
well as micro level, must show the nature of process of making decisions. The uniqueness
of management in tourism requires a process of making decisions to be considered in
relation to the following their dimensions (Popesku, 2002):
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. The level of aggregating on which decisions are made,

. Included other economy branches and activities,

. Phase of management process,

. Relation between the level of management and making decisions and
. Functional field of making decisions.

Creating marketing informational system, with an aim of systematic support for
the needs of managers in tourism, is a very complex and long-term process. Within that
process is almost impossible to expect certain results for relatively short time period.

Marketing informational systems can be developed as ”ad hoc” or as completely
integrated systems. In the first case, they are developed according to experience, what
makes a basic drawback of this approach — number of compromises it is subjected to.
Other approach mean strictly planned and integrated system, which is included in the
organizational structure of the company and in whose creation are included those for
whom information are intended — those who make decisions. Other approach in making
marketing informational system is harder, and in its base it is more appropriate, because
it involves planned approach and efficiently creation a relation between the system and
its users.

As a separate important issue, while creating marketing informational systems in
tourist companies, appears their connection with marketing informational system on a
macro level. In the mentioned context it is extremely important to point out the reasons
which show the necessity of marketing information management and development of
marketing information systems of these companies (Hani¢, 2001):

» Informational explosion,

* Increasing complexity of jobs and company’s environment,

*  Company’s growth,

* Increase of making decisions’ process,

*  Application of patterns in marketing management,

*  Using the advantage of modern informational technology,

* Increase of information number within time unit,

* Achievement of the same level of content with informational needs with

fewer expenses,

*  Uniforming the information distributed to various parts of the company into

a sensible whole,

+  Providing conditions for effective application of marketing conception,

»  Faster recognition of trends in company’s environment,

* Increase of analytical power and total efficiency of marketing,

*  Possibility to make optimal decisions,

*  Better control of carrying out marketing plans and actions etc.

The efficiency of marketing management activity of tourist companies is
conditioned by the system of communication, or organizing information course. In the
system of communication one should make a difference between three basic information
courses, such as:

e Input information,

+ Intern course of information and

e Output information.
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Input information comes from the surrounding in which a company deals with its
business activity. In tourist companies these are, first of all, information from tourists,
then information from tourist agencies, other intermediaries, competition companies,
state organs and institutions etc. Intern course of information is carried out within the
company itself. Such information come from different departments at a company, which
are obliged to collect information and analyze them connected to marketing. Output
information included in messages a company sends to its present and potential customers/
tourists, various institutions, publicity etc.

The success of tourist company’s business activity first of all depends on efficiency
of its informational system. Marketing department in a tourist company monitors the
situation on the tourist market (input information), prepares with other departments at the
company to meet the observed requirements of the customers /tourists (intern course of
information) and tourist products/services are presented on tourist market about what the
company informs the customers of its products /services (output course of information).

Today’s dynamic business environment defines the conditions in the direction of
creating a high degree of flexibility. Also, we are conforted with changes in the value
system of customers and with the need for developing good, long-termed relationships
with them. ”In these activities, special emphasis should be put on attraction of new
customers and maintaining good relation with the existing ones. Therefore, ranges
of available information technologies should be maximized in creating an efficient
communication with customers, but also with all other participants in the market”
(Ratkovi¢ & Grubi¢, 2011, pp. 67-68).

As a very important fact, in the process of making right and timely marketing
decisions at a tourist company, there is knowledge e.g. ability of the one who makes
decisions to use the information received from marketing informational system (MIS). In
that sense adequate and professional personnel should be employed on marketing jobs,
because their job is not only to make certain decisions, but necessity to recognize specific
marketing issues.

Considering their uniqueness marketing decisions can always contain certain level
of risk, therefore they can almost never be optimal and best, but always tend to be on
a higher level of quality, because of what they will be better if the quality of marketing
informational system (MIS) and its information adjust to the quality of making decisions.

Therefore, from the right comprehension and connection of all elements of
marketing informational system (MIS) at a tourist company, depends in a great deal
the quality of information and the level of their usage for making even better marketing
decisions. That basically mean creation of more certain and safer future through the
decisions which are made in the present.

Researching tourist market as a way of collecting
information in tourism

Fast and tumultuous development of tourism imposed a necessity to research
tourist market. There is a clear difference between research of tourist market and
marketing research. Market research is a narrower idea in relation to marketing research.
According to one of widely accepted definitions, the research of tourist market includes
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”...collecting, registration and analysis of all issues with tourist market, an aim to
determine past, present, possible and future service users” (Stefanovi¢ & Gligorijevic,
2010, p. 151).

As special fields of tourist market research can be named the following (Unkovi¢
& Zecevic, 2011):

*  Determination of present and potential tourist requirements,

*  Research of present and potential demand,

»  Determination of present and potential tourist consumption,

*  Research of adequate tourist offer,

*  Research of possibilities to improve tourism and

+  Determination of tourist services’ prices.

Analyse of information collected from tourist market should answer the questions
such as: who, how, why, when and to whom should be offered certain services on observed
market?

There are two basic approaches to tourist market research: macro and micro
approach. Macro researches of tourist market are dealt with on the level of certain
countries, regions or tourist resorts. Such researches present a foundation to determine
and lead tourist politics, e.g. to formulate long-term approach to tourism development.
Dealing with jobs in tourist market research on macro level is done by national tourist
organizations in cooperation with regional and local tourist organizations. Basic field of
interest of these researches is analysis of demand and offer on tourist market. Researches
on macro levels are done by concrete companies in tourist economy. Micro analysis
starts with the results gained by macro research and they are focused on leading business
politics of these companies. In micro analysis of tourist market research, a special
attention is also paid to competition research e.g. their abilities and opportunities.

Researching the tourist market enables to define more precisely requirements,
motives and tourist behaviour, in order to realise whether there is and in what amount
a demand for products/services of a tourist company. “The final objective of the tourist
market research is to obtain information according to which the management of a tourist
company will make adequate business decisions referring to solving concrete business
issues, what will decrease the business risk to some reasonable scope” (Ubavi¢, 2012,
pp. 43-44).

The process of tourist market research itself consists of three basic phases: (1)
preparation; (2) research in narrower sense and (3) results application.

Within the preparation an initiative is established to research the market. Research
in narrower sense includes: situation analysis, setting of various hypothesis, research
plan, data collecting and registration, data processing and analysis, interpretation and
making reports for research users. Within the phase of preparation, application of
research results is monitored.

By its importance especially is distinguished a phase in which data are collected.
All data sources related to a tourist market can be separated into four basic groups: (1)
data in the company e.g. place of research; (2) official (statistical) data; (3) unofficial
data and (4) data from specially organized surveys or other forms of immediate research.

First three, previous, mentioned sources of data are named as secondary data
sources, while the fourth data source is named terrain and it is used to collect primary
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data, which are harder for collecting and at the same time more expensive.

Connected to a tourist market research a special attention should pay to selection
of research methods. At the base of this all methods of tourist market research can be
separated into two basic groups (Unkovi¢ & Zecevié, 2011):

*  Quantitative (based on mathematical-statistical instruments) and

*  Qualitative (based on psychological-qualitative technique).

Quantitative methods are based, both on secondary and primary data sources.
Within the group of quantitative methods of tourist market research can be also named
several sub-groups (Stefanovi¢ & Gligorijevi¢, 2010):

e Historical methods,

e Methods of examination (sondage) and

e Experimental method.

Historical methods or methods of direct data mainly include statistical methods
(average value, indexes, trend, regressional and correlational analysis etc.), then
gravitational model and model of market segments. Statistical methods found its
widest application in average-term and long-term projections of tourism development.
Gravitational model is based on correlational and regressional analysis. In this model
construction an important role plays elasticity of some phenomenon which is being
researched. As a major issue in gravitational model appears to be finding regressional line
which can have a form of a straight line, parabola, logistic curve, exponential function
etc. Models of market segments start from previously given quantative indicators for
forming tourist segments of foreign and domestic tourists.

Sondage as a method of tourist market research is based on primary sources of
information. The base of this method presents a sample. In tourist market research most
applied is multiple-level sample, stratified sample and multiple-phase sample.

Experimental method is used to obtain information according to experimental
observation. This method base is made of examination and checking of set hypotheses. In
observation of a certain phenomenon two groups are taken, of which one is experimental
and is exposed to a required factor affect, while the other group is chosen by the principle
of random from the same mass and it is not exposed to required factor affect. This method
is suitable for example to determine effects of tourist propaganda.

Qualitative methods of tourist market research are based on application of
psychology and are mainly oriented on research of travel motives and attitudes or
opinions of tourists. Among qualitative methods can be named the following:

*  Thorough interview,

*  Technique so called ,,third person®,

»  Technique of completing sentences,

*  Association tests on given words and

*  Prejection technique.

Among the qualitative methods, a thorough interview has the widest usage. In this
interview there is a sincere and thorough conversation with a group of 50 to 200 people,
usually individually, and in certain cases in the group as well. Interviewees are asked
direct and indirect questions. It is necessary to relieve from their conversations either
conscious or unconscious motives of their behaviour.
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As a basic problem in qualitative methods of tourist market research there
is a readiness for cooperation of all persons who are supposed to be interviewed. In
accordance to this there can be the following situations: (1) asked information is known to
the interviewed person and she is ready to announce it; (2) asked information is known to
the interviewed person, but she is not ready to announce it directly; (3) asked information
can be obtained from the interviewed person, but she is not capable to describe it or
express directly and (4) asked information on present ot potential interviewees can be
obtained only by observing them by the researcher.

If we observe advantages and disadvantages of quantitative and qualitative methods
of tourist market research, it can be said that the advantage of quantitative method is that
results can be expressed numerically, what represents an important quality in the sense of
exactness. Usage of qualitative methods requires more effort, however by applying them
some general and essential data can be gained. From that reason it is recommeneded a
combination of quantitative and qualitative methods what can enable achievement of
numerical expression of quantitative research results, and that is a condition to expand
usage of qualitative methods and at the same time gaining more qualitative reserach
results.

Conclusion

As in other economy activities, also in tourism, for a direct business activity certain
resources are needed. Besides material, financial and human resources, informational
resources are also necessary, or information, in accordance to which managers in tourist
companies will make adequate and timely business decisions. In order to collect the
necessary information for management and making decisions in every company, and
also in a tourist company, it is essential to have a plan of collecting, processing and
analysing such information. Company’s management should initiate influx of required
and qualitative information, and for that it is necessary to have an adequate informational
system, as well as professional personnel who will deal with selection and data processing
and their presentation to responsible managers.

In modern business conditions the importance and role of marketing is indefinite
and informational system marketing (MIS) in collecting, processing and analysing of
information from the company’s surrounding. On the other hand, every tourist company
which runs a business on a profitable base, must organize market research, both domestic
and regional and international, in order to be in touch with contemporary phenomena and
movements on them.

Developing modern informational systems along with support of information
technology, strategical management of tourist company becomes more reliable and
flexible, what essentially increases its competition ability. A range of changes of intern
and extern character, which follow business in modern tourism, caused expansion in
informational technology (IT) application. Therefore, complete and efficient plan of
using informational systems and information technology in a tourist company requires
a systematic approach, creative thinking, serious analysis, investing material and other
resources, a different profile team experts, as well as efficient intern organization along
with full management support.
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THE NECESSITY OF SOLVING
THE YOUTH UNEMPLOYMENT

Abstract

Situation and trends in the sector of un/employment of workforce are conditioned
primarily by global trends, but they also express the content of economic and
political measures that are undertaken in each country, both in the field of economic
development, as well as in the labor force employment policy. High unemployment,
especially of youth, is one of the main economic and social problems, but is also
an indicator of the state of the economy. The labor force remains under-utilized
development potential, and unemployment of workforce creates numerous
social, demographic and political consequences in society. Unemployment is
unsustainable for economic and social reasons. This paper points out the necessity
of solving unemployment but it also suggests the methods of solving this problem.
Thus, by application of the proposed development policy measures, the unused
human resources (human capital) are employed.

Key words: youth unemployment, labor, social problems, political instability,
economic cost, the problems of youth.

JEL classification: E24, F41, O10

HEOIIXOAHOCT PEIITABAIbA
HE3AIIOCJIEHOCTH MJIAJIUX

Ancrpakr

Cmarve u mpeHoo8u y ceKkmopy He/3anocieHoCmuy paoHe CHaze YCl08/beHU CY
NPBEHCMBEHO 2NI0OATHUM MOKOBUMA, MU UPANCABATY U CAOPIHCA] €KOHOMCKO-
NOMUMUYKUX Mepa Koje ce Npedy3umajy y C8aKOj 3eMbU NOjJeOUHAUHO, KAKO
y obnacmu paszeoja npuspede, MAaxko u y NOIUMUYU 3ANOULBABARA PAOHE
cHaee. Bucoka nezanocnenocm paowe cHace, a nocedHo Maaoux, npeocmasnva
jeoaH 00 OCHOBHUX eKOHOMCKUX U COYUJATHUX NPOOTIeMA anu U UHOUKAMOP CIarbd )
Kojem ce npuspeda Hanazu. Paona cnaza ocmaje nedosowno uckopuwher pazgojru
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NnOmeHyujan, a He3anocieHoCm paoHe CHaze NPoy3poKyje Opojue coyujanne,
Odemozpaghcke u nonumuixke nocieouye y opyumay. Hezanocnenocm je neoopacusa
U3 eKOHOMCKUX U coyujannux pasiozaa. ¥ pady ce ucmuye HeOnXoOHOCH peuasarsd
He3anOCAeHOCIU Ay U Npelaxcy memoode peuwiasarsa 060z npobnema. Tako
ce nPUMEHOM NPeOLONHCEHUX MePA PA38OJHE NOTUIMUKE YROULbABA]y HeucKopuuhenu
/bYOCKU NOMeHyujan (y0cKu Kanumar).

Kuwyune peuu: nezanocienocm muaoux, paoua chazd, coyujainu npooremu,
ROMUMUYKA HeCMADUTHOCT, eKOHOMCKU MPOULAK, NPodIeMu MAAOUX.

Introduction

High unemployment of the working age population, especially young people,
represents one of the major economic and social problems. It is an expression of negative
economic developments. From the economic point of view, unemployment represents
untapped economic potential that can be used for accelerated economic growth and
development.

Youth unemployment today is a serious economic and political problem in many
parts of the world. This is one of the most pressing issues not only in Europe and North
America, but especially in developing countries.

For young people it is difficult to go to the labor market. There is a risk of entering
into a vicious circle of performing poorly paid jobs in poor conditions and transmission of
poverty to the next generation. In generally unfavorable social climate, young people are
often on the verge of poverty, uninformed and without a clear strategy for their personal
development. Even there, where there is a relatively high level of social assistance, the
question arises whether obtaining of that assistance threatens the self-esteem of the
unemployed. They do not recognize their role in society, because there is no systematic
care for them, which among other things implies support in personal development,
recognizing their quality and use of their talents for productive purposes. The right to
employment is sometimes considered as one of the basic human rights. However, this
right is not recognized even in some highly developed countries as one of the human
rights. For example, in the United States, unemployment is expected and accepted
(Dzordz, R. 2003. Poslovna etika, Filip Visnji¢, Beograd, p. 367). Full employment
which is characteristic for the state system where the Government is the employer could
be labeled as a paternalistic state intervention. Even the counseling of unemployed to
turn to a professional reorientation, what is sometimes advised to clients of employment
centers, could be characterized as linguistic-expressive paternalism (Prnjat, A. 2008.
Crkva i paternalizam — odgovor Mihailu Markovicu, Filozofija 1 drustvo, vol.19. br. 2.
p. 255). The legal compulsion to professional reorientation as a condition for retaining
social assistance would also fall within the paternalistic state intervention.

In order to properly assess the economic aspect of unemployment, it is necessary
to recognize its manifestations, i.e., to understand the appropriate theoretical framework
and draw certain conclusions on the basis of available data and econometric models.
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1. Youth unemployment - a huge economic cost

The labor market nowadays is facing a severe crisis of youth employment. Youth
unemployment is a growing problem with long-term consequences for individuals,
communities, economy and society. In the last decade the transition of young people
from school to work has become longer, more complex and more turbulent. Young people
are faced with problems of high unemployment, increased inactivity and job insecurity.
They are three times less likely to find employment than adults. Today, about 74 million
young people are looking for work. Researches show that since 2008, the unemployment
rate of young people (under 25 years) who are looking for job, has increased in all EU
countries, from 7% in Austria and 8% in the Netherlands, to almost 50% in Greece and
Spain (European Commission, 2014. www.ec.europa.eu).

The current economic situation is not in favor of youth, and long term unstable
economic developments call into question the adaptability of citizens, especially young
people, to the given situation. The turbulent economy and rapid changes in political
and social structures put pressure on young people, governments, communities and
employers. The biggest challenge is how best to ensure that new developments do
not further affect the increase in youth unemployment. The existing and new political
measures are seeking a way of resolving social and psychological impact on youth
unemployment, in different ways.

The economic cost created by youth unemployment has reached about 100
billion Euros a year (in a sample of 21 EU member states) (Eurofound, 2014. www.
eurofound.europe.eu), while the social cost is reflected in danger of social unrest,
apathy and despair. Long-term unemployment in early working life of a young person,
underutilization of skills and knowledge, potentially lower wages, may have long-term
negative consequences in further life perspective of youth and the risk of social exclusion,
and long-term unemployment in early working life of a young person can have long-term
negative consequences (The Youth Unemployment, 2013. European lifelong guidance
policy network, Deirdre Hughes& Tibor Bors Borbely-Pecze, ELGPN network).

The recent sharp decline in the position of youth in the labor market (aged 15 to
24 years) continues to deteriorate significantly in many countries. There is significant
increasing part of the youth population who cannot manage to find a satisfactory job or,
in general, paid work (Eurostat, 2014. www.epp.eurostat.ec.europa.eu). The potential
negative impact of the issue, with a large number of young people who are potentially
under the misapprehension, unhappy in adverse conditions, deserves greater attention
of politicians. The Member States of the European Union are trying to solve the given
problems and to reduce youth unemployment by 2015.

Also, there are stark contrasts between the Member States of the European Union,
with the unemployment rate higher than 20% in a third of them, and about 50% in the
Mediterranean region. The only European Union member states with a low percentage of
youth unemployment are Austria, Germany and the Netherlands, all in the range of 7-9%.
Even Germany, which is in better economic shape than most of Europe, is struggling with
the problems of youth unemployment. From the various scenarios throughout Europe it
follows that at the heart of government policies there is an urgent imperative for new and
better management of the European Union, new employment opportunities and stronger
social cohesion (European Commission, 2014. www.ec.europa.eu).
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2. Statistical data on youth unemployment

The number of unemployed people in the world rose in 2013 for five million to
202 million people, despite the strengthening of the global economy.

Although business activity increases, unemployment also rises, and this trend is
expected to continue in the coming years, and predicts that by 2018, 215 million people
around the world will be without a job (ILO, 2014. www.ilo.org).

The largest increase in unemployment was recorded in East and South Asia,
followed by Africa and Europe. In North Africa in 2013, the unemployment rate was
12.2%, and in the Middle East it was 10.9%. Europe, North America and other developed
economies had unemployment of 8.6%, and the countries of the former Yugoslavia and
the USSR of 8.2%. In sub-Saharan Africa, the unemployment rate was 7.6% and in Latin
America and the Caribbean it was 6.5%. In East Asia, 4.5% people were jobless, 4.2% in
the southeast, and 4% people in the south were jobless.

Unemployment among young people aged 15 to 24 years is still a major problem.
Unemployment is constantly growing and in 2007 it was 11.6%, and 12.9% in 2012,
while in 2013, 13% of young people (ILO, 2014. www.ilo.org), were jobless in the world,
in relation to the overall global unemployment rate of 6%. It is estimated that the number
of unemployed young people between 15 and 24 years, was approximately 74.5 million,
which is about a million more than in the previous year. It is expected that the percentage
of youth unemployment will continue to rise in 2014 and will reach 13.2%.

Chart: Average change in youth unemployment rate (percentage points)
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Source: Global employment trends 2014. ILO, www.ilo.org

The largest increase in youth unemployment was recorded in the Middle East,
and it amounted to 27.2% in 2013, compared to 26.6% in 2012. Also, high youth
unemployment is noticeable in North Africa. And in developed economies and in the
European Union, a large increase in youth unemployment in the period 2007 to 2012 was
registered, while in 2013 it reached 18.3%.
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Table 1: Youth unemployment 2007.- 2018. (%)

2007. | 2008. |2009. | 2010. | 2011. | 2012. | 2013. | 2014. | 2015. | 2016. | 2017. | 2018.

World 16 [120 [129 [129 [127 [129 [131 [132 [132 [132 [132 [132
geéﬂ"ped econormies 125 |133 |174 |181 |176 |180 [183 |180 |174 |168 |163 |160
East Asia 80 |92 |94 |91 |94 |97 |101 |105 |108 |121 |114 |116
South Asia 92 |95 o8 |97 o7 |101 102 [104 |104 [104 |104 |104

DL Ty ey 141 |136 |155 |150 |143 |138 [136 |135 |134 |133 |132 |131

Carribean

Middle East 239 (241 23,7 |262 |260 |266 |272 (279 |282 |284 |285 |286
North Africa 242 237 |239 |237 |281 |292 |294 |295 |295 |295 |295 |295
Sub-Saharan Africa 11,7 (121 |121 |12,0 |119 (11,9 (119 |11,8 |11,7 |11,7 |11,7 |11.7

Source: Global employment trends 2014, ILO, www.ilo.org

Within the Euro-zone, unemployment rate (Guardian, 2014. www.theguardian.
com) was 12% in 2014, but young people are most affected (under 25 years of age).
At the level of the entire EU, the youth unemployment was 23.4%, in Greece 59%, in
Spain 54.6%, in Italy 42.4%, in Poland it is 27.4%, in France 25.4%, in UK 20% and in
Germany 7.6%.

Table 2: Youth unemployment (%)

January October November December January

2013 2013 2013 2013 2014
EU 28 23,7 23,3 23,4 23,3 23,4
Belgium 22,6 23,4 23,8 23,9 24,3
Bulgaria 27,8 28,6 28,9 29,4 30,0
Denmark 13,1 13,2 13,0 13,6 13,7
Germany 7,8 7,8 1,7 7,7 7,6
Greece 60,0 58,9 59,0 - -
Spain 55,8 55,8 55,3 54,6 54,6
France 26,1 25,2 25,5 25,6 25,4
Ttaly 38,4 41,5 41,7 41,7 42,4
Hungary 28,4 25,5 25,1 24,5 -
Austria 9,1 9,8 9,7 10,1 10,5
Portugal 40,3 35,1 34,8 34,4 34,7
Slovenia 21,4 23,3 23,3 23,3 -
Sweden 23,5 21,4 24,1 22,6 22,9
Finland 19,8 19,7 19,6 19,6 19,7
Great Britain 20,9 20,1 20,0 - -
Slovakia 34,4 33,0 32,9 32,3 31,3
Poland 27,7 27,4 27,4 27,3 27,4
Netherlands 10,3 11,6 11,4 11,3 11,1

Source: Guardian, www.theguardian.com
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3. Problems of youth - the mismatch between supply
and demand for labor

The problem of youth unemployment is a burning issue both in the EU and Serbia.
The youth employment rate is extremely low. Adverse conditions in the labor market,
especially after the impact of the global economic crisis, hinder the transition of young
people from education to the labor market. However, and when they manage to get a job,
their position is worse in comparison to the older groups of employees. They are often
employed part-time, in temporary jobs and in the informal economy.

Young people are aware of the problems they are faced with when attempting
to enter the labor market. It was indicated in the research that CESID conducted in
2008, in which they examined different attitudes of young people. According to that
research, young people pointed out unemployment as the main and biggest problem.
Some researches pointed to the differences in the working behavior of young people
from urban and rural areas. It was noted that young people from urban areas were willing
to take more proactive strategies in trying to get a job, than young people from rural
areas. The research showed that unemployment is a powerful factor of young people’s
intention to migrate. More than a fifth of young people from urban areas and 19% of
young people from rural areas emphasized that they were seriously thinking to move out
of the country. On the other hand, the research on migration potential in Serbia showed
that most potential migrants (44%) were among the young people. It warns of the danger
of leakage of valuable human resources from the country, which represent an important
potential for growth and development, especially if one takes into account that most
people with entrepreneurial potential, are among youth (2013. www.poslodavci.org.rs).

Many highly educated young people are trapped in low skilled and low-productivity
jobs. These young people are in danger of losing their skills, which may adversely affect
their further employment.

As one of the biggest causes of such a situation, businessmen most often point out
the problem of discrepancy between the system of education and the real needs of the
economy. Certain number of reported needs for employment remains unfilled, because
there are no persons with appropriate knowledge and skills, while on the other hand there
are a large number of people with qualifications for which there is no need in the labor
market. Mapping the structure of employees and the needs of the labor market is crucial
for outlining proposal for changes related to educational programs that will be tailored to
the needs of the labor market and for creating employment programs.

The complex situation and unfavorable indicators in the labor market, the
mismatch between supply and demand in the labor market and incompatibility of the
system of qualifications and vocational education with the EU, are the challenges that
Serbia will face in the future.

General overview of the labor market aims to serve as a broad picture of current
developments and critical elements in the sphere of unemployment and employment,
qualification, gender and educational structure and dynamics of entry and exit of the
labor force in the labor market in the region (Pusara, A., Vukovi¢, A., & Dokovi¢, G.
2014. Unemployment as a key factor of development and economic instability in the
region, Beograd, ANTIM, p. 138). Structural unemployment occurs as a result of
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the qualification, educational or spatial mismatch, which is most often the result of
restructuring and transition processes. Corporate restructuring and overall sectoral
transformation of an economy leads to disorder and mismatches in the labor market and to
higher unemployment. Mismatch between supply and demand for labor is a consequence
of the transition process. Whether that mismatch will have a short-term or long-term
character, depends on the degree of labor market development and its efficiency. If the
labor market is ready for transition processes that occur, then inasmuch the emerging
issues of incompatibility of education, qualification or location mismatch of supply and
demand in the labor market would be solved faster and more efficiently.

4. Youth unemployment: the crisis of our environment

The youth unemployment rate in Serbia is 51.2%, which means that every second
young person is without a job. The causes are: education that is not adjusted with the
needs of the labor market, a high percentage of young people without qualifications, lack
of jobs and a great number of people who work on the “black market”. In Serbia, around
207,000 young people aged 15 to 30 years are without job, and out of that number more
than 20% are unskilled, about 58% have secondary education, while 63.3% are without
work experience. The youth unemployment rate, in the last four years, has increased by
16%.

Particularly worrying is the extremely high youth unemployment in B & H, who
have difficult access to the formal sector, where are the majority of the employed labor
force with many years of working experience, while on the other hand the “black” labor
market is still largely present and due to which the actual unemployment is much lower
than registered unemployment.

The unemployment rate of young people between 15 and 30 years of age in
Montenegro, for the first quarter of 2013 amounted to 45.3%, while only 11.8% of
young people in Montenegro were employed. The overall rate of youth unemployment
in the first quarter of 2013, increased in comparison to unemployment rate from 2012,
which amounted to 43.7% (MONSTAT, 2014. www.monstat.org). These data suggest
that young people in Montenegro have difficulty looking for a job, but also reflect the
overall macroeconomic situation.

The results of the survey on the views, opinions and habits of the Montenegrin
youth aged 15 to 24 years, show that almost half of the respondents had no personal
income (19.1% cited the inability to find a job), and nearly half of examined youth
(48%) stated that they would start their own business in the following sectors: finance
and business (24.8%), trade (22.9%), agriculture and manufacturing (16.5%), while the
remainder (25.4%) would like to start a business in the field of education, computers, law
and traffic (DAMAR, 2014. www.cdm.me).

Based on the above it can be concluded that the youth in the region have
no motivation for self-advancement. In order to solve this problem, the National
Employment Service in Serbia announced in October 2013 a public call for employers
to engage in a joint project of USAID and 32 local governments. Program of support for
workforce development is open to all private companies interested in the engagement
of new employees and includes two months of training in private companies (the
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National Employment Service, www.nsz.gov.rs, 2014).The Government of Montenegro,
in cooperation with authorized organizations engaged in promoting the employment of
young people, organized a program of professional training. So far, 4,211 people with
high education participated in this program and achieved their first business experience
(unfortunately, as much as 67% of program participants opted for performing practices
in public enterprises). The final results of the program are positive, and there is the
possibility of its recurrence in the future, although it is currently difficult to estimate how
many of them will remain in the workplace, and how many will return to the Bureau of
Employment (MONSTAT, 2014. www.monstat.org).

And EU member states have so far employed a wide range of policies and measures
in an effort to solve the problem of creating jobs and greater professional opportunities for
young people. These policies and measures include: providing work experience, improving
the relationship between education and work, guarantees for young people, assistance with
job search, promotion of entrepreneurship. The International Labor Organization, as far
back as 1964 passed the Convention No. 122 on employment policy, which was created
as an expression of the understanding that the ILO was obliged to consider and take into
account the effect of economic and financial policies on employment policy, and that
all people had the right to material progress and spiritual development in freedom and
dignity, in economic security and under the same conditions. Particularly significant is
point 3 of paragraph 2, which stipulates the existence of free choice of employment and
the opportunity to acquire the necessary qualifications (Ronéevi¢, D. 2006. Diskriminacija
u zapoSljavanju, Beograd, Dosije, p.68). Terms used in the ILO Conventions, remain very
general to be applicable to various forms of professional relationships. International labor
regulations, however, do not try to impose any particular system. Since each national
legal order should include a number of political, economic, social and cultural factors,
including historical component, it would be unrealistic to suggest something more than
the minimum regulations, basic principles that can be applied in most, if not all national
systems (Roncevi¢, D. & Walter, A. 2011. The impact of the global economic crisis on
trade unions, Beograd, Glasnik za drustvene nauke, p. 209-234).

Faced with high rates of youth unemployment to 24 years, which in some EU
countries exceeds 50%, the European Commission adopted a Recommendation, in
February 2013, by which the program of support measures “Guarantee for Youth” is
applied, since the beginning of 2014. The number of unemployed youth in the EU
amounted to 5.7 million in December 2012. The EU has earmarked for that program
6 billion Euros, for the period 2014 - 2020, particularly in regions where youth
unemployment rate is over 25%, noting that the beneficiary countries should invest and
their own resources in the program.

The program “Guarantee for Youth” implies that young people up to 24 years,
who are not employed for a period of four months after the end of formal education or
after the loss of a job, are offered alternative work, further education, practice, or the
acquisition of craft skills. There are also suggestions from the EU, that age of young
people who should be included in the program is raised to 30 years (The National
Employment Service, NSZ, 2014. www.nsz.gov.rs).

The program “Guarantee for Youth” is not new, it is an experience applied by the
countries such as Austria, Germany, Denmark, Finland, Sweden, which now have the
lowest rates of youth unemployment.
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Conslusion

Unemployment is one of the most serious economic problems, because it means
the absence of production and income, causing high fiscal costs, and contributes to a
significant degradation of human capital, increases inequality in society, and causes
significant psychological burden, leaving the experience of uselessness and futility. With
regard to the consequences that entails, high unemployment, especially of youth, should
not be tolerated.

The Unemployment in the Balkans represents the long-term development problem
manifested with a special ferocity in recent years. Because of the deep economic and
financial crisis, as well as political instability, most countries of the Balkan region
recorded a very slow economic growth and consistently high unemployment rate in
recent years. High unemployment in the region is caused by the low level of economic
development and the economic reforms that are poorly implemented. The growth in the
overall unemployment rate was accompanied by a significantly larger increase in the
unemployment rate in the youth group.

Such trends require that the unemployment reduction is approached as a problem
that must and can be solved through measures of developing economic policy. The
selection and implementation of these measures involves various areas of economic life,
but also more consistent environment of modern market economy.
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Abstract

Today, globally operating business world is exposed to constant change
processes. Reengineering is the driving force that helps companies, business
and manufacturing organizations to achieve success in the new millennium that
is full of challenges, risks, information explosion, Internet communications,
teleconferencing and global competition. Therefore, effective business strategy,
well-trained management personnel, financial - tech resources (IT), management
skills and the skills and flexibility (responsiveness) are essential for success in
business. Market conditions will be created by people who will decide on the
changes, plans and projects, organizational culture, new challenges to create value
that can be sold (goods and services) and how to define where consumers expect to
buy. In this paper, attention is concentrated on the three most important methods
and techniques for strategic business changes, observed through the application
re-engineering, including self-assessment, teamwork and benchmarking.

Keywords: business processes, reengineering, benchmarking, teamwork
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IHOBOJBITABE ITOC/IOBHUX ITPOLUHECA IPUMEHOM
CABPEMEHHUX TEXHHUKA ITOC/IOBAIbA

AbcTpakT

Hanac, na enobannom HU6oy noci08arba, MNOCIO6HU CEEMm je U3N0NHCEH
cmannum npoyecuma npovena. Peundcersepune Kao nokpemaixa cHaza nomaice
KOMRAHUjama, NOCIOHUM U NPOU3BOOHUM OPeAHU3AYUjAMA 0a Ocmeape ycnex
V OKpyJicery Koje je NYHO U3d308d, pU3UKA, eKCniosuje uHgopmayuja Kao
u enobanmne kouxkypenyuje. Egukacne nociosne cmapezuje, 0006po o0OyueH
Menayepcku Kaoap, unancujcko - mexvonowxu pecypcu (HUT), menaypepcka
3HaRa U sewimune U @rexcuburnocm (Op3uHa peazosarba) cy HeonxXooHu 3d
yenex y nocnosarwy npedyseha. Yenose na mpoicuwmy cmeapajy myou Koju hie
00IyuUBaAMU O NPOMEHAMA, NIAHOBUMA U NPOJEKMUMA, OPSAHUZAYUOHO] KYAMYPU,
HOBUM U3A308UMA O HAYUHY KAKO 04 CMEApajy 8peoHoCcm KOjy Mocy 0d npooajy
(npouzsode u ycnyee) u Kako 0a OepuHuuLy mecmo 20e NOMmpoulayu ucme oYexyjy
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O0a xyne. Y pady ce nasxcra ycpeocpehyje na mpu eoma 3HauajHe memoode u
MexHuKe 3a cmpamecujcke npomeHe NOCi08arbd, NOCMAMPAHO KPO3 NPUMEHY
peundicerepuned, U mo: camooyernusarse, MUMCKU pao u 6enymMapKume.

Kwyune peuu: nociosnu npoyecu, peungicerbepune, OeHUMapKune, mumcKu pao

Introduction

Strategic orientation of management for continuously improving the quality of
business should be focused on improving the characteristics of existing manufacturing
and business processes, and with as little investment funds, than would be the case
for investing in the development of a completely new system. Application of modern
technology can contribute to the management to operate more efficiently and better.
When defining re-engineering in the world and our happiness are a number of definitions.
It can be said that: Reengineering is a fundamental consideration and radical redesign
of manufacturing systems, business processes, work and organization, taking ‘dramatic’
improvement of business performance in measuring critical points such as price, quality,
service, speed. It is now widely accepted synonym for a new technological revolution
that is taking place under the influence of information technology, focused on the
transformation of the existing production.

The main objective of re-engineering the production and business management
systems to reduce the cost of production, products, services, improve quality, increase
the range and volume of production, increase business efficiency, increase speed of
operation, accuracy, increase competitiveness and so on. This is achieved through
the management first perform a partial improvement and rationalization of existing
technologies and technological processes. If you do not ensure satisfactorily and
expected results, introducing new technologies, and if these new technologies do not
contribute sufficiently to improving the market position of the production system,
access to fundamental, radical, even ‘dramatic’ changes and the implementation and
development of the re-engineering of production and business processes. In doing so, we
should not only rely on own resources but should also count on additional investment.
If the analysis shows that the need to access the application of this technique, it should
be implemented vigorously, comprehensively and without fear, because then the
results would be adequate to the organization in which he carried out, i.e. the internal
environment, and for its external - the external environment (customers, shareholders,
business partners and other stakeholders).

It is important to warn you that the management in an effort to make the
implementation of these techniques in the existing manufacturing and business systems
should be required to examine the current and future productivity, expressed in commodity
and value-form, before making any decision.

From the aspect of improving the quality of management, industrial companies
and meeting strategic objectives with the strategic intent to the selection of such changes,
new techniques help to the benefit of the success of management, think beyond.

Strategy business self-assessment

Self-assessment (self-assessment) is the process that organizations should
implement in order to determine its position on the market or assessment or determine
the significance, importance and value of their own organization. This technique is
successful if it is implemented in terms of training of personnel, their impartiality and
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the criteria that will be applied. Therefore, it is necessary to have experts, who will be
constantly trained, compare their criteria with other colleagues in the industry, which
will create and implement their questionnaires and others.

The world today has developed questionnaires at the national level, according to
certain schemes. The results and evaluation are the starting point for taking corrective
and preventive actions by management. (Zaki¢, 2009) The some companies require
their organizational units to conduct a self-assessment on an annual basis according
to standardized internal documents and models (procedures and established eligibility
criteria). As a rule, self-assessment provides for the functions of leadership, strategic
planning, refer to the customer users, human resources, process management,
management of technology, environmental management, information management and
business results achieved as a significant category in reward quality. Consequently, we
cansay that: (Loveday, 1998, p. 64-66).

*  Self-assessment is an important tool to measure and evaluate business
performance across the company in relation to a number of criteria to be
met when applying for quality awards (Japanese, American, European or our
Award ‘Oskar quality’) and,

e Self-assessment is used for verification, which means teams limit the
feasibility of the desired results of operations for process improvement.
These checks companies use as the basis for comprehensive and effective
comparisons within the benchmarks and as the basis for improving the
performance of the business process.

If a company wants to set itself apart by its high-quality products and services in
today’s competitive market, it must be able to set goals to improve and to measure their
progress. People have a certain fear of the implementation process of self-assessment,
but all you have to do it is to make a simple plan of action that sets small realistic goals
within the domain of critical success factors, defined from top to bottom of the ladder.
This may include in addition to the goals of staff development and improvement of work
processes. Measuring their own progress shows how well you perform set tasks and
goals. (Carr, 1995) Based on the international experience it is believed that companies
need to shift from an annual assessment of the structure that makes possible continuous
measurement of its own progress. Problem applying techniques of self-assessment is in
setting goals and in measuring. Goals should be simple, easy to understand and interesting
enough for people to which they relate in order to force them to take action to meet this
objective. Self-assessment will help people to understand the spirit of policy changes
in the business organization. Knowledge of strategies and objectives as the basis of the
corporate will help to set targets, new techniques and the quality of business processes,
to explain the vision of the organization and what it is that top management wants to
achieve. Teams and individuals need that provided the opportunities to developing own
goals and to measure own progress. Practice and science have shown that short-term
goals can quickly lead to success and to motivate people to set new challenging goals
for future self-assessment. On a business example of a company that had mapped out
a strategic goal, says that top management had: high awareness of quality processes to
be redesigned and goals-oriented customers. (Babcock, 2010) The next step was related
to the transfer of these objectives at lower levels, and teams should participate in the
research and knowledge: who are the customers, which way to establish communication
with customers, how to get feedback and how to measure customer satisfaction achieved.
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Benchmarking process

Benchmarking is a technique applied to modeling and improving business processes
in developed companies in the world that can bring high business results in the application
of technology re-engineering of business processes, which are now also very widely used in
practice in order to improve productivity and achieve competitive advantage. It starts from
the fact that the re-engineering of production or business begins by establishing a model of
the real world and that in these cases one of the possible ways to improve the operations
that are going to become familiar with ‘best practice’ that exists in a particular activity at
that time. The key role of this technique in the re-engineering is to enable the company to
come up with creative solutions to redesign their processes and to achieve a high quality
improvement of its processes and quality performance of products and services.

Benchmarking means the process by which we measure their results with others
and learn from others, usually direct competitors. Ranges with comparing the strategies
of competitors with their own strategy, continues comparing the most important business
processes, products, technical solutions and features competitors with their own solutions
and functions in order to come to know the actual gaps and evaluate opportunities to
become better than others. (Li¢ina, 2012, p. 196)

Of particular importance for companies to constantly adjust the goals, activities
and organization changes that occur at the customer. This process of adaptation can be
achieved by continuous comparison of products; services and concrete practice their own
companies with the strongest competitor, or with companies that are considered leaders
in this type of activity, the use of relative measures. (Doumeingts, 1997)

Benchmarking or improvement comparing represents managerial tool that
serves to define the changes accomplished goals. Represents a continuous assessment
of business objectives and comparisons with ‘best in class’ or realized and accepted
standard, based on measurable characteristics. It aimed at maintaining or establishing a
competitive advantage. The main aims of the application in companies that are based on
the experiences of leaders set reference points and then use them to achieve the same or
better performance.

Benchmarking method applies to a large extent modern management, because of its
simplicity and the characteristic of positive characteristics. Advantages of benchmarking
are collecting strategic, managerial, and organizational and other so-called ‘hard’ data
that can be compared, and whose data comes from real life, that is, the practice of the best
companies in industry. (Deming, 1993).

Management is particularly important task before implementing the decision on
the application re-engineering using the method of benchmarking to understand the
essence of the technique. In fact, you should know that the benchmarking technique
is reflected in the activities of defining, analyzing and measuring their own processes.
This method can reveal problems and weaknesses in their own organization. Practice
shows that benchmarking should be seen as the final step is taken only when companies
implement all the necessary changes and improvements and execute when measuring the
results achieved by introducing these improvements. The realized value of the process
depends on the results of work teams. Each task force is focused on business process.
Benchmarking and teams are techniques that need to be jointly used to improve the
performance of the business process and the entire organization.

Key phases of the benchmarking process are:

1. Detailed analysis of the business process;

2. Measuring the adequacy of carrying out this process in their own

organization;
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3. Compare the ways in which this technique is implemented and the
achieved level of its implementation in relation to its competitors, that is,
companies with the best pragmatic experiences within their own company
or companies ‘world-class’;

4. Improving your own processes and business performance to the level of
‘world-class’.

Benchmarking procedure includes the following steps:

*  Systematization objectives of benchmarking;

* Identification of relevant facilities to be improved in accordance with the
standard,;

*  Applicability of the current practice of benchmarking;

* Finding typical, illustrated examples that will serve as a standard for
comparison;

»  Examine potential problems and future research directions.

Experiences of developed companies indicated that the paradox in benchmarking
lies in the fact that it is difficult to become ‘the best’ by copying others, also the best
business entity. In fact, just copy the best practices of other companies is not enough. It
is necessary to fully understand the process of its own, in order to create safety in terms
of which one of them will reach the limit so important. If this is not understood correctly,
all of the implementation of reengineering efforts may be in vain. A key step in achieving
a successful outcome is to determine: What business processes should be comparable
benchmarking? (Dragomanovi¢,1998). The first step is to create a ‘process model’ of
business, that show what the organization does and how it looks. When the processes
of study and accept the impression that the organization does two things: Creates and
develops something that makes and sells; and makes and sells something that is created
and developed. When an organization makes a model of the process and understand how
the processes are in operation, can initiate simplification and elimination of redundancies
(engineering business processes). (Janicijevié¢, 2008).

However, the management of the operation is required the ability to allocate
priorities i.e. key processes for competitiveness. Another priority of the process model
is to determine the process owner, or the owner of a set of benchmarks benchmarking,
which will be responsible for their implementation.

What process should be benchmarked

When you define the model and introduce business processes, organizations
need to find the most convenient way to choose where to start the implementation of
benchmarking as an important technique in business process reengineering. Therefore,
it is necessary to create a clear picture of the business objectives and understand the
market in which the company is located, in terms of customer demands and competitive
pressures. The best starting point for this is to define for each product or service that
you offer the customer the criteria for qualifying orders and receiving orders that are
quickly becoming industry standards. However, that company got the job, i.c. satisfy the
customer needs to create a diversity that the buyer will be seen as an additional expense,
over those offered by the competition. (Klarin, 1996) It is the criterion of obtaining
orders for business, which are in fact the performance of the company must achieve in
a market.

EXSIEKOHOMUKA 187



©JIpymtBo exoHomucta “Exonomuka” Humr http://www.ekonomika.org.rs

It is important to add another aspect of this model. The fact is that over time,
changing customer expectations and competitive opportunities, and what today brings
business can become a qualification for tomorrow or today’s model criteria receiving
the order will become tomorrow’s qualifying orders. In addition to these requirements
should be included so ‘critical success factors’ relating to the organization internally to
the organization meet the external needs in focus. The key success factor is the need
for an environment that encourages innovation and the need  for effective teamwork.
(Zivanovic, N., Zivanovic, V., Todorova, & D., Zivanovic, M. (2013).

The most successful performance benchmarking is when companies can see what
they do in a whole new light and use the results to identify the source of benchmarking.
Sources occur through developing a clear picture of the business as a set of processes
that enable the actual activities that can increase competitiveness or to expose the main
causes of the lack of competitiveness.

As defined processes for benchmarking helps to achieve competitive advantage,
is a question that needs an answer to that company’s management. On the basis of
efficiency in modeling, business processes are increasing efficiency benchmarking.
In fact, the efficiency can be achieved so that the established critical factors and
associated processes contribute to the definition of performance that connects business
goals within the organization. Regulated processes can be measured, which allows all
parts of the enterprise to measure their own performance against the objectives of the
business performance. Effective measures contribute to monitoring the development of
improvement activities within the company at any time in relation to the needs of business
in a reasonable manner, and not in relation to what individual departments may wish. An
example of an industrial company illustrates how processes help identify benchmarking?
According to the data, the company is having difficulty in the redistribution of daily
operations at the plant. The initial step in solving emerging problems was to study the
best practices to control plant and systems deployment. After the modeling process, it
was determined that the problem lies in the management order.

When they get orders from customers to production, which normally delayed by
two to three weeks, it meant that everything will have to be redeployed to the more
shortened deadlines. Practice shows that the competitive advantage of innovative
technology driven processes much more difficult to copy than the one driven by the
product, especially when it is to be achieved for the first time in the company, which
would later use the other.

Main features benchmarking in process reengineering

In the business world, our companies need to know a few important characteristics
in comparison with the best in the market, namely: (Khan, 2004).

1) For the application of benchmarking as an important technique to improve
processes and overall organizational performance in the market it is important to
question the type of benchmarking. It is considered in two cases: First, consider the
internal benchmarking to be carried out within the company. Analyzed similar trends
work in different departments (regions), and therefore their values are compared with
each other. Advantages of this type are:

» Rapid rise and the organization’s performance,

e Efficient collection of information and the number of data,

* Application in medium and large companies, sometimes in small businesses.

Second, consider the benchmarking relating to competition in the industry: The
point is to identify and compare the strong and weak points of direct competition. This
strategy differs from the classical analysis of competition. The advantages are:
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¢  Manufacturing and business processes that are compared directly which
facilitates fast transfer,
»  Clear own position against the competition.

Bench marketing how it’s done

Way as to ensure the successful implementation of benchmarking in the
implementation and development of reengineering is as follows:
1. The objectives in doing so, we have in mind:

* Net position in the market. The key question is: What effect enterprise
customers the highest prices? Is it necessary and is it possible to compare
the production? The key question is: Where are our problems? Where
deficits arise?

*  Performgoals. Forexample,shortendeliverytime. Developalistofpriorities.
Establish Benchmarking procedure: define what we want to subject
benchmarking (procedure, process, product, strategy). Define how to
most effectively implement benchmarking (internally, in relation to
the competition, functional) and establish benchmarking, project team
assigned responsibilities and tasks.

2. Implemented internal analysis

*  Conducts analysis to set benchmarks in the areas of internal and production
processes. Defines who is doing what, how, and why, at what time and
with what results?

*  Defines the market to which it refers benchmarking. Define the measured
variables (egg. Determining production costs per unit, share of F & E (cost
of sales, reclamation and quota stocks on hand).

*  Develop a catalog of questions that serve as a basis for comparison with
the benchmarking partner.

3. Implemented comparison

e Choosing the right partner. Define which companies in the industry that
have the desired competence? Determine whether you can get under the
circumstances the anonymous data from those companies that are the best
in practice?

*  Developed a catalog of questions compared with the benchmarking partner.

»  Data benchmarking partners realize preferably as pre-testing.

*  Compare these data with the data from our company. Analyze the causes of
declining results. Determine whether you can exclude measurement errors.
Determine whether the processes that are being compared are identical.
Determine whether there is a real deficit own power. (Zivanovi¢, N., &
Luki¢, S. 2009, p. 142).

4. Measures to improve. Measures to improve it are necessary to determine
the specific deficit of power, the goals of their own company and determine priorities
necessary:

e Make plan of action, what you need, what you can and assess the situation
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according to the introduced changes? (It is important to know that when
you do not need to copy the best practical methods of benchmark partners,
but should be optimized and do not carry the product has passed the target).
*  Identify the tasks and responsibilities: who, what and when to do it?
*  Define boundaries to time quickly noticed success in trade.

5. Transfer and control of benchmarking Re-examine the application of measures
to determine:
e Are the boundaries established and whether they meet the goals?
*  Isthe increased success?
e Are the improvements cost?
e Furthermore, introduce further measures related to the development and
qualification.

After the implementation of measures to improve the techniques in the context of
benchmarking (comparing to the market), the results should once again compare with a
partner. In doing so, to determine:

*  Can the results really transferred, i.e. ‘Transferred’ to the business partner
with whom the comparisons?

»  Subject to further work needs to initiate a new benchmarking project
with a new partner.

*  Plan long term goal: It means continuous improvement process with the
help of benchmarking.

The Importance of Teams in Process Reengineering

Teams are the driving force in the business of any organization. To improve
any process or operation in this technique, it is necessary to include a team of experts
of different professional. For high efficiency of the team, it is essential that the team
is motivated, trained, and that his clear goal, that is creative and innovative and has
provided funds for the work. Capable team may lead the company to a high position of
competitiveness (Aston,1998, p. 62-65). The meaning of the teams is the participation
of employees in achieving continuous process improvement process re-engineering,
in order to achieve organizational efficiency. Teamwork is the means by which the
company becomes better in the market, achieves faster customer requirements and
implements secure business applications. That is exactly what the competition wants to
reach. (Collins, 1994).

The Role of Team in the Implementation
process Reengineering

Given the fact that success in business enterprise creates the principle of teamwork
and proper cooperation of employees who encourage and accelerate the achievement of
that success, every manager knows that after the missions and goals of the business, you
need to determine and evaluate the level of cooperation and teamwork in a group. This
is necessary to achieve the desired results and the plan set. If people are not working
together to solve tasks, especially for complex structures activities reengineering
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process, it may appear different problems that lead to the problem of achieving success in
carrying out tasks of individuals. (Towers, S. 1996.) This leads to poor communication,
inefficient labor, poor customer service, increased operating costs, low productivity, poor
quality products and services, and poor overall performance of the company. Teamwork
is a type of group work in which members have their clear responsibilities, scope of work
and responsibilities, agreed by working with other team members and contributing to the
achievement of set objectives.

How to Remove Bad Factors that Hinder Teamwork
in the Reengineering

The task manager is to remove all obstacles that stand in the way of success, and
which in practice occur due to:
1. Lack of common goals of teamwork and cooperation;
2. Created conflict among people of different opinions about the process of re-
engineering;
3. Unsolved problems in achieving success;
4. Unclear roles of employees and their duties and responsibilities;
5. Individual plans, conflicts and struggles for prestige, and competition among
employees;
Unequal reward for the success of individuals;
Dissolution of good communication;
Bad planning;
Lack of desire and mood for giving initiatives for teamwork;
0 Lack of resources needed for the success of the team and others.
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Conclusion

Industrial companies today, at home and abroad, are largely dependent on foreign
knowledge and pragmatic application of the doctrine of know-how. Development and
application of modern techniques, methods and technologies that increase market share
and product quality, it is imperative to today’s management. For the implementation of
the above methods are needed to improve the business strategic management decisions.
These methods of self-assessment, teamwork and benchmarking with the application
process reengineering, enabling the planning and implementation of strategies to improve
the operation of industrial enterprises. The implementation of these methods contribute
to: improving the quality of business processes, achieving the necessary bandwidth
of continuous improvement, efficiency and economy of operations and continuous
monitoring of the work of the best companies in the class. This makes it possible to
incorporate a wide range of modern knowledge which is constructed a large number of
optimal solutions as the essence of strategic intentions, choices and target companies.
Management by efficiently creating the space needed to quickly and efficiently penetrate
with its strategy of producing products on the market and thus create a brand as a basis
for competition. Reengineering is an effective technique in recent years has been rising
and implemented in a large number of modern industrial enterprises. The strategic
objective of this technique should be a priority management, in order to quickly generate
their planning and strategic solutions.
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Generating the best knowledge planners, designers, and strategic management
through modern solutions, increases the level of flexibility, achieves greater motivation
of employees and implement a continuous monitoring of performance achieved self-
assessment. Modern business, economic conditions incorporated in the factors of product
quality and service, are placed in the foreground. That said, it’s basically all companies,
it is important to achieve the goal of such a way to achieve efficiency. Accordance with
the functional and performance benchmarking applied in practice companies, within the
context of modern business, both evolutionary and internal benchmarking exercise to
determine the level of the key parameters of benchmarking as a development and modern
business processes.
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