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

Se EKOHOMVIKA

Yaconuc u3na3u 4eTUPU MyTa FOAUIIEbE Tomuua LXII, I-111 2016, 6poj |

W3JIABAY: JIpymrso exonomucra “ExoHomuka” Huin

CYU3ABAUU: Exonomcku axynret y [puinruau, MTHCTUTYT 32 ekOHOMUKY TIoJboTipuBperie - beorpan, dakynrer
3a MOCJIOBHE CTyqHje | 1paBo - beorpan, daxynter 3a MeHayMeHT - Cpemcku Kaposim, JIpymrBo exoHOMECTA
Huma.

I'NTABHU 1 OATOBOPHU YPEIHUK:
Ipod. ap [Aparossy6 CumonoBuh

3AMEHUK I'TTABHOI' 1 OAT'OBOPHOTI" YPEJTHUKA
Jp 3opan CumonoBuh

W3BPIIHU YPEJIHULIU:

Ipod. np Bojan Kpceruh, Humr (Cpouja) Ipod. np XKusora Panocassbesuh, beorpan (Cpouja)
Ipod. np baaroje [Taynosuh, beorpan (Cpouja) Ipod. np Jonen Cy6uh, beorpan (Cpouja)
Ipod. np Cnaomup Muneruh, [Tpumtuna (Cpouja)  Ipod. np boban Crojanosuh, Hum (Cpbuja)

YPEJJHUIU CAPAAHNLIN:
Mpod. [p Cuexana Hekuh, Hum (Cpbuja) Tpod. mp [dparo Lipujanosuh, Bpwauka bama (Cpouja)
[Ipod. np [Aparan Momuposuh, beorpan (Cpouja) Jp Anexcaniap Bypuh, beorpan (Cpouja)
Jp I'opan Kepruh, Cpemcku Kapnosuu (Cpouja)

PEOJAKIINICKU KOJIETHIYM

Axanemuk 3opan Jlakuh, [Toxropuna (I{pua F'opa)
Axanemuk Jby6umna [Tanuh, Yauax (CpGuja)

Jp Pajmynn Mupnana, Kommure (Cnopauka)

Jp I'per Punrep, Jyuun (CA/L)

Jlp Mapuja Ilasnosa, Benuko Tproso (byrapcka)
Jp Aunpej XKan-Bacuie, [Tnoewtn (Pymynuja)
Jp Jypuj Kmaszes, Mocksa (Pycuja)

JIp Mupko Casuh, Cy6oruna (Cpbuja)

Jlp Annpec Kapuon Iapuua, Banencuja, (Ilnauunja)
Jp Penara Kpakoscka, Bapasa (ITosbcka)

Jlp Jby6unxka Joxcumosuh, beorpan (Cpbuja)

Jlp Anexaunpy Henenea, Cyqesa (Pymanuja)

Jlp Ha6uesa V.H., Maxaukana (Pycuja)

Jp Cno6onan LBeranosuh, Hum (Cp6uja)

Jp 36uruues [lamek, Kpakos (ITosbcka)

J1p Bopusoje [Tpokonosuh, Humr (Cpouja)

Jp Taneyu I'pabuncku, Kpaxos (ITosbcka)

Jlp Janko Paxynosuh, IToaropuna (Llpua Topa)
Jp Taono Llecap Yarac Poxpurec (bpasun)

Jp Kpuc ITaren, Cuanej (Aycrpanuja)

Axanemuk Cranucias Ceprujosuy Janenxo, Kujes (Ykpajuna)
Jlp Aunpej Apjamos, Mocksa (Pycuja)

Jp Jlusujy dymutpacky, Inoemru (Pymynuja)

Jp Cpehko Munaunh, Kocoscka Mutposuia (Cpouja)
JIp Munan AMGpox, HoBo Mecto (CioBennja)

Jlp Mapko Konaxosuh, 3arpe6 (Xpparcka)

Jp Hejan Jakumh, Cy6oruna (Cpouja)

Jp JAuno Maprenaro, Beneunja (Mranuja)

Jp Ajme Ymur Toknenus, cranbyn (Typcka)

Jlp WBan Yapota, Munck (benopycuja)

JIp Mumnua Byjuunh, Hosu ITazap (Cp6uja)

Jp Uu Beu Cy, Kunrnao, (Kuna)

Jp Yop ®on Tawr, [Tenanr (Manesuja)

Jp Jparyrun [lunka, bama Jlyka (P. Cpricka)

Jlp Jacmuna Crapu, HoBo Mecto (CroBennja)

Jlp Mapuja CrankoBa, biaroesrpan, (bByrapcka)

Jlp Aunpuena Buruh-lLlerkosuh, Korop (Llpna ['opa)
Jlp Bishwajit Bhattacharjee, Kapumram (Muzauja)

WU3JJABAYKU CABET

Jp Topnana Mpaak, Bpamwe (Cpouja)

Jp dyman 3npaskosuh, Hum(Cpbuja)

Mp bpauncnaslosanunh, Hui(Cp6uja)

Jlp Kuopan I'nmuropujesuh, Humr (Cp6uja)
Jp Codwuja Jluxosa, Kujes (Yrpajuna)

Mcu Hukona hypunh, Beorpan (Cp6uja)

Jp Pajko Byksuh, beorpan (Cp6uja)

Jp Anexcangap I'py6op, Cy6oruna (Cpbuja)
Jlp Tlerap Becenunosuh, Kparyjesar (Cpouja)

Jp UBan Bypuh, Xane (Hemauxa)

Mp Haranma I'maronesa, benropox (Pycuja)

J1p Becna Jaukosuh-Munuh, Humr (Cp6uja)

Jlp Bpanko Muxausosuh, beorpax (Cpouja)

Jlp Bparucanas ITpoxonosuh, Jleckosar (Cpouja)

Jlp Mupujana Kuexesuh, Kparyjesar (Cpouja)

Jp Anexcannap Kocruh, Kococka Mutposuua (Cpouja)
Jlp Comsa JoBanosuh, Huur (Cpouja)

Jp Hanujena Jecnorouh, Kparyjesam (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

Se EKOHOMWVKA

KypHan uzgaercs 4eThIpe pas B FOy. Tox LXII, I-1IT 2016, Ne 1

W3ATEJL: O01iecTBO S3KOHOMHCTOB ,,JKOHOMHKKA Huria.

CYU3JATEJIN: Dxonomuueckuii daxynsrere B [Ipmmrane, IHCTUTYT YKOHOMUKH CEIIBCKOTO XO3siicTBa B
benrpan, @axysarer 3a HOCIOBHE CTyAMje U MpaBo - beorpan, ®akysnbrer ynpasinenus - Cpemcku Kapiosum,
Acconuanys 5K0HOMHCTOB Humra.

[JIABHBI 1 OTBETCTBEHHBIN PEJAKTOP
IIpod. n.H. paronro6 CuMoHOBUY

3AMECTHUTEJIb IIOMOIIHUK ITTABHOI'O 1 OTBETCTBEHHOI'O
PEJAKTOPA
J.H. 3opan CumoHOBUY

HNCIOJHUTEJIBHBIE PEJJAKTOPBI

Ipod. n.H. Boitan Kperwiu, Hutr (CepOust) Mpod. a.1. XKusora Panocasnsiesnt, benrpan (Cepons)
IIpod.n.H. bnaroiie [Taynosuy, benrpan (Cepoust) IIpod. n.1. Monen Cy6uud, benrpan (Cepbus)
[pod. 1.1 CnaBomup Muneruy, [Tpumruna (Cepoust)  IIpod. a.1. Bo6an Crojanouy, Hum (CepOust)

PEAAKTOPBI ITEPCOHAJI
Ipod. n.1.Cuexana JHxexkny, Huw (Cepbust) Ipod. a.1. [paro Lipuitanouy, Bpusuka bansi (Cepbust)
Ipod. n.H. [Iparan Momuposuy, berepao (Cepbust)  JL.H. Anexcannp [[xypud, berepao (CepOus)
Ipod.n.1. Topan Kepruy, C. Kaprosyu (Cepoust)

PEJAKIIMOHHA S KOJUIET' YA
Axanemuk 3opan Jlakuy, [Tonropuna(Ueproropus) 1.H. Kpuc Iaren, Cunnej (ABcTpanms)
Axanemuk Jlro6uma ITarmy, Yagak (CepOus) Axaznemuk Cramcnas CepriioBuy Sluenko, Kues (Ykpanna)
1.H. Paiimyna Mupnana, Komuie (CioBakwst) J.H. Aunpeit Apsimo, Mocksa (Poccust)
n.H. ['per Punrep, Jyunu (CLLIA) 1.H. JIuBny Tymurpaciy, ITnoemn (Pomanmus)
J.H. Mapus ITanosa, Benko TeipHoBo (Bonrapust) J1.H. Cpeuko Muiauny, Kocoscka Murposuua (CepOust)
1.H. Auapeit XKau-Bacuibes, [Tnoewrtn (Pymbinus) 1.H. Munan Am6posx, HoBo Mecto (Crosenust)
1.1 FOypwuit Kuszes, Mocksa (Poccns) 11.H. Mapko Konakosuy, 3arpe0, (Xopsarws)
1.H. Mupxko Casuy, Cy6oruna (CepOust) 1.H. Jleitan Jakimmy, Cy6oruna (Cepbust)
1.H. Auapec Kapuon ["aprua, Banencus, (Mcnanns) 1.H. luno Maprenaro, Benenus (Mranms)
1.H. Penara Kpaxoscka, Bapiaga (ITosbina) 1.H. Ajure Yvut Foknenn3s, CranOyn (Typius)
1.1, JTio6unka Hokucumosuy, Berpan (CepGus) J.H. MBan Yapora, Munck (benapycs)
.H. Anexannpy Henenea, Cyuea (Pymbinust) J.H. Munnna Byituny, Hosu [Tasap (CepOust)
1.H. Habuesa Y.H., Maxaukana (Poccust) 1.1 Yu Ben Cy, Kunrnao, (Kurait)
1.H. Cno6onan I{Beranosuy, Humr (CepOust) 1.H. Yop ®ou Tanr, Ienanr (Manaiizus)
11.H. 36urnues [Tamex, Kpaxos (ITonbia) n.H. parytun lumnka, bawa Jlyka (P. Cep6ckait)
11.H. bopugoiie [Tpokonony, Huti (Cep6ust) 1.H. Jacmuna Crapu, HoBo Mecto (CroBenust)
1.1 Taneym I'padunckn, Kpakos (IToxbmia) J.H. Mapus Crankosa, biaroesrpan, (bonrapust)
n.H. Jauko Panynosuy, [loaropuna (Yepnaropus) 1.H. Auapuena Burnu-Llerkosuy, Kotop (UepHaropust)
1.H. [Taono Llecap Yarac Poxpurec (bpazumms) 1.H. Bishwajit Bhattacharjee, Kapumram (Muuus)
COBET U3HAATEJIEN
1.H. Topnana Mpuak, Bpame (Cep6ust) 1.H. VBan [Dxypuu, Xane, (Tepmanmus)
J.H. Jlyman 3apaskoBud, Humi(CepOust) k.H. Harama Inaronesa, benropox (Poccust)
K.H. Bpanucmas Mosarara Hrmr(Cep6s) 1.H. Becna JankoBnu-Mumny, Hum (CepOust)
1.H. XKusopan I'maropujesid, Hunr (Cepowust) 1.H. Bpanko Muxannosud, benrpa (Cep6us)
1.1 Coduja JIuxosa, Kujes (Ykpauna) 1.H. Bparucanas ITpokonosuy, Jleckosar (CepOust)
11.H. Hukona Yypuuy, Beorpaz (CepOust) 1.H Mupnjana Kuexesnu, Kparyjear (Cepous)
1.H. Pajko Byksunu, Benrpan (Cepous) J.H. Anekcannap Kocrnu, KocoBcka Mutposwiia (Cepoust)
1.H. Anekcatnap ['py6op, Cy6oruia (CepOust) 1.H. Coma JoBanosuy, Humur (Cep6ust)

n.H. [Terap Becennunosnu. Kparyjesai (Cep6ust) 1n.H. Jlannjena JlecnioroBuy, Kparyjesan (Cep6ust)



1. XKypHan ,,OxoHoMuKa” Hayan w3naearbesi ¢ wronsd 1954 roma u mon HazBaHuweM ,,Hurickuit
XO3SICTBEHHBIN BECTHUK ’ BBIXOIWUII 10 MEoHs 1957 rozia, a Kak ,, X03sCTBEHHbINA BECTHHUK - 10 KOHIIA 1969
rona. Haspanue ,,Hayka n npaxrika” Hocun 3akmoantenbHo ¢ Ne 1/1973 1, kora u Momydrl Ha3BaHHUe
,»JKOHOMHKA”’, KOTOpOE IMEET U ceiyac.

2. Kypnan ocnoBayn OO1ecTBo 3koHOMHCTOB Hurmia 1 OOIiecTBO MHKEHEpOoB M TeXHHKOB Huima
(ocraBanuch U3aBaresIMU 10 KoHIa 1964 roma). OObequHeHne OyXTraaTepoB CTaHOBUTCS M3IaTeieM
HaunHast ¢ Ne 6 - 7/ 1958 rona. Dxonomuueckuii dakyssrer B Hue Ha ocHoBanun cBoero Perennst Ne
04 - 2021 ot 26.12.1991 roma cran cousaareieM ,, DKOHOMHKH . Taroke 1 DKOHOMUYECKHH (aKyiIsTeT B
[purrrune cran comznarenem ¢ 1992 roga. Haunnast ¢ 1992 rona consnarenem ,, 2KOHOMUKH ™~ CTAHOBUTCS
OOmmecTBo MapkeTHHra periona . Humma. Kak comsmarenn ,,OxoHomukn” B TedeHnd 1990 - 1996 roma
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Abstract

The main aim of the research is to determine whether the model of instrumental
rationality or model of value rationality better explains the respondents’ behaviour. In the
research, we used the following statistical techniques: descriptive analysis, factor analysis
and the one-factor analysis of variance with planned comparisons. The results of the
descriptive analysis of the sample of students of the Faculty of Economics show that young
people gravitate towards egoistic, selfish ends (“material standard”, “friends”, “social
power”, “independence”, ‘enjoyment”, “popularity”, etc.). When it comes to personal
and social goals of the respondents in the sample of the high school students from the
Vocational School of Economics, the results of the descriptive analysis reveal the pupils”
willingness to give up their personal utility for the common good. The factor analysis
of personal and social goals of high school students and university students indicates
that the model of instrumental rationality better explains the respondents’ behaviour
than the model of value rationality. In accordance with the results, participants never
honestly act for the welfare of others. Finally, the main results of the one-factor analysis
of variance with planned comparisons confirmed the second hypothesis of the research
according to the subjects that evaluated socioeconomic conditions of their families as
“good” and “moderate” have higher levels of instrumental rationality.
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ITPUMEHA MOJEJIA MHCTPYMEHTAJIHE PAITMIOHATTHOCTHA
M MOJEJ/IA BPETHOCHE PAIITVIOHA/THOCTN 'Y AHAJIN3
ITPE®EPEHIINJA IMYHUX M JPYIITBEHNX IMJbEBA

AncTpakr

Tnasuu yum ucmpaxcusarea je 0a ce ymepou 0a nu moden UHCHMPyMeHmManHe
unu  Mmoden  6puedHOCHe —pauuoHanHocmu  6omwe  o0jauirbasa  noHauidare
ucnumanuxa. Y ucmpaxusarey cy kopuuihene crwedehe cmamucmuuke mexHuxe:
deckpunpuena avanusd, Gakmopcka aHanu3a U jeoHoPaxmopcka aHanusa
sapujance ¢ nnanupanum nopeheruma. Pesynmamu OeckpunmueHe aHanuza y
y3opky cmydenama ExoHomckoe dakynmema nokasyjy 0a mMaaou Hajéuuse meie
e2OUCTNUMKUM, ceOuuHUM yumesuma (‘mamepujantu cmandapd”, “npujamernu’,
“Opywmeena moh”, “camocmanmocm”, “ywcusare”, “nonynaprocm umd.). Kada je
ped 0 TUMHUM U OPYUIMBEHUM UUbeSUMA Ucnumanuka y ysopky haxa Exonomcke
wikone, pesynmamu 0ecKpUnMmueHe amanude OMKPUBA]y CNPEMHOCH yueHUKA 0a
ce 00peKHy nudHe Kopucmu 3apad onuimez dobpa. Paxmopcka aHanu3a IUUHUX
u OpywimeeHux yumesa haxa u cmydenama ykasyje 0a moOen UHCMPyMeHmanHe
payuoHanHocmu 6ome 00jatbasa NOHAWAE YHeCHUKA UCMPANUBAtbA 00 MOOena
8peOHOCHE PAUUOHATIHOCMU. Y CKIA0Y Ca Pe3yTmamuma, y4ecHUUY UCHPAaXusaread
HUKAO Ha UCKPeH HAuuH He Oenyjy 3a 0o6pobum Opyeux. Konauwo, pesynmamu
jeOHopaxmopcke ananuse 6apujarce NOMKPensvyjy Opyzy Xunomesy UCHpaxusared,
no Kojoj, cybjexmu, Koju COUUOEKOHOMCKe cmatrbe c80je nopoduue oueryjy Kao
“006po” u “ocpedrve, umajy suniu cmeneH UHCMPymeHmanHe PauuoHAIHOCHU.

Kmyune peuu: moden uHcmpymeHmante payuoHAnIHOCMU, mMo0es B8pedHOCHe
PAUUOHATIHOCTNU, TUMHU UUTbEeBU, OPYUINBEHU UUbesU, PAKMOPCKA AHATU3A.

1. Introduction

Models allow the available instruments to come to the essence of the object of
the research. Models are used for the crystallization of ideas, isolation of the problem,
definition of important phenomena, analysis of the environment and the determination of
a causal link. Constructing the model is a creative act in which we must take into account
the general regularly (investigated) phenomena, as well as their specific properties,
because the model should not be too abstract or too detailed (Itzhak Gilboa et al., 2014).

To its widest extent, neoclassical economic theory corresponds with the model
of instrumental rationality. The model of instrumental rationality is “inhabited” with
economic actors whose activities are targeted and always rational. It is about perfectly
rational actors who reason and act reasonably in all situations. As managers, they maximize
profit. As consumers, they maximize their utility or, correspondingly, select the highest
point on the indifference curve (Menkju, 2007). In the model of instrumental rationality,
it is assumed that there is compliance between the internal values of actors. In this way,
the problem of heterogeneity of personal objectives which complicates the formalization
and implementation of the model is ignored. Moreover, this assumption allows ignoring
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the importance of the cultural context, thus avoiding possible contradictions between
personal and social goals.

Scientists who do not belong to neoclassical economic theory claim that
neoclassical economic theory pays a high “price” for isolation from researches, showing
that individuals in the carefully constructed environment often exhibit behaviour
that is inconsistent with the model of instrumental rationality. Ignoring the fact that
it is not always possible to define the problem correctly in practice, formulating goals
precisely and properly interpreting all available information resulted in broadening
the gap between theoretical models and economic reality. Because of this, the critics
of neoclassical economic theory proposed new approaches in which the model of
instrumental rationality is expanded and explained. In one of them, the model in which
the individual must choose a goal that is in line with the social values (value model of
rationality) is applied. The actor faces the values that he alone does not define and that
he passively observes and analyses.

In this paper, weanalyse the personal and social goals with the intention to determine
whether the model of instrumental or model of value rationality better explains the
behaviour of human subjects. In the research of human behaviour (Inglehart, Schwartz,
Fromm, Murray, Bilsky) we paid less attention to the possible separation of personal and
social goals, and especially the systematic and parallel studies of both groups. In this
paper, however, the distinction between personal and social goals was made.

2. The Model of Instrumental Rationality

In the model of instrumental rationality, rationality is defined as instrumental,
when the actor’s activity is directed towards the choice of means, which is the best way
to achieve the goal (Shastiko, 1998). How to form a goal and what kind of context it is
based on are the questions within the model of instrumental rationality which cannot
be answered. The subject is perceived as a “box’, and the “entrance” represents all data,
while the “exit” represents the adopted solutions. What processes occur within the “box”,
from the standpoint of the model of instrumental rationality, is not of any importance,
until the economic actors use the best means to achieve the set goals (Shastiko, 1998).

Instrumental rationality and the assumption of the exogenous impact of culture and
institutions on the behaviour of individuals are determined by the existing possibilities
of formalization of models (decision-making) and its checks. In order to solve the
problem of formalization of model, when some of the facts (institutions, culture, etc.)
that affect the behaviour of individuals remain invisible, the presumption is introduced,
according to which only the observed variables are changed. In the case of the consumer,
it is assumed that the budget constraint changes. Therefore changes in demand can be
explained by changes in prices and income (Shastiko, 1998).

Suppose that the consumer chooses the quantity of goods corresponding to point
A (Figure 1a). The choice of point A indicates rational behaviour, because the consumer
(whose behaviour we observe) provides a greater flow of goods than the flow of goods
at point B. As the new line budget constraint (Figure 1b) contains a flow of goods in the
point B that is less than the flow of goods at point A, the choice the point B is contrary to
Schvery’s definition (1997: 37) of rationality, according to which, “the actor never chooses
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alternative B if alternative A is available at the same time, which, according to him, is better
than alternative B”. On the basis of the observations above, we can see that the analysis
of consumer behaviour is more complex when the changes to budgetary constraints are
assumed, which will be neutralized only if the stability of goals of consumers and the
systems of social values can be assumed (Shastiko, 1998). What is more, the fact that the
system of goals of each customer has its own peculiarities should not be ignored.

Figure 1 a) The rationality of consumer behaviour; b) The irrationality

of consumer behaviour
B A
A C B
0 X 0 X

Source: Shastitko, A. (1998), “Models of Human Rational Economic Behavior”,
Voprosy Economici, No. 5, p. 58.

As stated above, the model of instrumental rationality does not deal with the
examination of the internal factors of rationality. In other words, it is assumed that there
is compliance of internal goals of the individual. In this way, the problem of a multitude
of “T” within man, which complicates the formalization, and the implementation of
model-making is ignored. Moreover, this assumption allows ignoring the importance of
the cultural context, thus avoiding possible contradiction between many “I” within man
and the system of social values (Schvery, 1997).

3. The Model of Value-Expressive Rationality

In the model of value rationality, player chooses the goal aligned with the system
of social values. (Simon, 1993). The process of choice depends on both the internal and
social values that the actor adopts through the process of learning and socialization.
In the process of socialization, actors adopt social values that they alone do not define
(reducing corruption and crime, keeping traditions and customs, establishing greater
trust between the authorities and the people, etc.) and learns to believe a priori in the
honesty of others.

Social interactions function only when they are based on partial or complete
confidence. Despite the limited knowledge and diminished intellectual capacity, the
person expects other people to act in good faith and be consistent in all or some aspects
of joint activities. However, a person who gives his trust reduces the level of instrumental
rationality, and becomes vulnerable. Therefore, one may decide not to take that risk at all,
but that is how one reduces the value or level of expressive rationality.
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Besides confidence, the level of expressive rationality or value depends on
“cognitive dissonance” (Smelser and Swedbwrg, 1996). Cognitive dissonance is a mental
condition in which a person experiences two or more incompatible cognitions (items of
knowledge). These cognitions are an obstacle for the creation of psychological balance
and comfort, while a man will do anything to escape this awkward situation. There are
two basic ways of “liberation”. The first consists from “preconceptions”, i.e. from the
purification of the previously processed information in order to create a “unique image*
(Shastiko, 1998). Another way is to create one’s own reality (Elster, 2000).

In the model of value rationality, many factors can lead the change of the original
rational actors’ goal. The change depends, among other things, on the choice of the
means. The problem of the choice of the means is the result of the differences in their
effectiveness. What is effective for achieving one goal need not be effective for the
achievement of another goal. In the long run, “trust”, “reciprocity” and “cooperation” that
create conditions for the establishment of a Pareto optimal equilibrium (Shastiko, 1998).

4. Research on the Structure of Preferences of Personal and Social
Goals of High School Students and University Students

Problems of this paper belong to the field of values and value orientations. If the
goals (whether extremely personal or declared as social) are formulated in relatively
general terms and involving the idea of stability and permanent orientation, then these are
values for individuals or a group. Some well-known researchers of values - for example,
Rokeach (Rokeach, 1973), Schwartz and Bilsky (Schwartz and Bilsky, 1990), Inglehart
(Inglehart, 1977) — examined the value systems of individuals and groups through the
shortest-named and generalized goals, regardless of the fact that they more often use
terms of values and “guiding principles” rather than literally - life goals. All values
probably do not have and may not be expressed as targets, especially if it is something
already achieved, or if the separation of values-goals and values-means (instrumental
values) is insisted on.

In previous research, less attention was paid to the disconnections of acceptance
of social and personal goals, and especially to the systematic and parallel studying of
both groups Researchers of values were more concerned with the other classifications
of values, such as the terminal and instrumental (Rokeach, 1973), materialistic and
post-materialist (Inglehart, 1977), and the personal and social aspects were mixed or
it remained unclear to which reference frame the subject is directed. In their previous
article, among other things, Rohan (Rohan, 2000) theoretically discussed the distinction
of personal and social value systems, pointing out that insufficient attention was paid
to this problem in previous works. However, although this author treats both of these
systems as intrapsychic (inner), he understands social values somewhat differently than
is the case in this paper. Rohan believes that social values are, above all, the perception of
the value of other people. In other words, social values are what one expects that other
people will do. Some other authors who have also made this distinction (Schwartz and
Bilsky, 1987) saw social values as the values of the individual that he can achieve in
the presence and with the help of others (e.g. personal safety). In this paper, unlike the
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previously mentioned ones, social goals pursued by respondents will be considered as
objectives whose achievements are not tied exclusively to their benefit, but which also
have significance for the whole society in which individuals live.

4.1. Personal and Social Goals That are Covered by This Research

Personal goals are an expression of the needs and desires of individuals. In the
research of preferences of high school students and university students, personal goals
are divided into the personal objectives of pro-individual orientation (“name”, “friends”,

» G

“social power”, “actualization”, “exciting life”, “safety”, “material standards”, “knowledge”,

» e » e

“enjoyment”, “independence”, “popularity” and “healthy life”) and personal objectives of
pro-welfare orientation (“altruism”, “achievement”, “subordination’, “diligence”, “love”,
“social engagement”). Social objectives are based on the assumption that individuals will,
to some extent, take into account the interests of other people and society as a whole. The
list of social objectives includes: “a strong economy®, “good interethnic relations®, “the
fight against crime and corruption®, “strengthening defense forces®, “humane relations,

IT3NT3

“environmental objectives®, “preservation of tradition®, “employment”, “social equality*,

« oG ITIN13

“the rule of law®, “privatization of public enterprises®, “democracy”, “living standards”,
“development of science and technology”, “social rights”

In designing and choosing the list of personal and social goals, we were guided by
the following researches: “Explorations in Personality” (Murray, 1938), “Motivation and
Personality” (Maslow, 1982), “A Healthy Society” (Fromm, 1980), “The Nature of Human
Values” (Rokeach, 1973), “The Silent Revolution” (Inglehart, 1977), “Priorities and Behavior:
Applying a Theory of Integrated Value Systems” (Schwartz, 1996) “Toward a Psychological
Structure of Human Values” (Schwartz and Bilsky, 1987), “Toward a Psychological Structure
of Human Values” (Schwartz and Bilsky, 1990), “The values of members of informal groups”
(Vasovi¢, 1988), “Preference structure of personal and social goals of the high school
students” (Kuzmanovi¢ and Petrovi¢, 2007). When it comes to choosing social goals, we have
taken into account the numerous public opinion surveys (like: Mihajlovi¢, S., Stojiljkobic¢, Z.,
Vukovi¢ ., Mojsilovi¢, M. (2007). Survey of Serbian Public Opinion, Fall 2007. year, Beograd
CESID) in which current social goals and interests were examined.

4.2. Objectives and Research hypotheses

The objects of the research are relatively generalized personal (life) goals and the
individual’s relation (level of acceptance and preference) to also relatively general social
goals. Specifically, the research had several main research goals:

1. The degree of acceptance, or preferences among the offered personal and

social goals.

2. Determining the structure of personal and social goals that individuals accept

or do not accept.

3. Determining whether the model of instrumental or value rationality better

explains the behaviour of the participants in the research.

We started from the following hypothesis:
1. The model of instrumental rationality explains the behaviour of real actors
better than the models of value rationality.

6 EKOHOMUKA EXA1
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2. Respondents whose families live as good and moderate indicate high levels of
instrumental rationality.

We created the hypothesis I on the basis of the research by Bora Kuzmanovi¢
and Nebojsa Petrovi¢: “Preference Structure of Personal, and Social Goals of the High-
Schoolers”, which shows that respondents, on the one hand, mostly tend to friendship
and love, and on the other hand, to independence, self-actualization, material and life
standard (Kuzmanovic and Petrovic, 2007). In previous studies of the social styles
preference, striving for power was at the very bottom by acceptance among the young
people while striving for popularity obtained higher marks (Kuzmanovic and Petrovic,
2007).

In designing hypothesis II, we were guided by the research by Koposov et al.:
“Alchohol Abuse in Russian delinquent adolescents”. Koposov and colleagues noted,
examining the influence of some of the families on the consumption of harmful goods
(alcohol), that the irrational and socially unacceptable behaviour is associated with
dysfunctional family, inadequate parental supervision and their indifference towards
children (Koposov et al, 2005).

4.3. The Method

In a survey of the preferences of high school and college students, we used
the following instruments: 1) the questionnaire, 2) survey, 3) model of instrumental
rationality and 4) model of value rationality.

1)  With the help of a questionnaire, we explored the socioeconomic situation of
the family. In the questionnaire, we asked respondents about: gender, highest
educational attainment of parents and the socio-economic situation of the
family. The questionnaire was created on the basis of the research by Milana
Ljubici¢: “Psychopathology of Juvenal Delinquents: a Family and Social
Influence” (Ljubici¢, 2010).

2) With the help of surveys, we examined the presence and intensity of personal
and social goals. In the survey, each of the objectives was presented to the
respondents (i.e. operationalized) by using relatively short understandable
statements, as much as possible. For example, the goal concerning “the fight
against corruption and crime” was expressed through the statement “creating
general conditions for fighting corruption and crime’, environmental
objectives were expressed with the statement of “preventing the pollution of the
environment and ensuring a healthy living environment”, “material standard”
(as a personal goal) with the statement of “providing me with as much money
and other material goods”, “social engagement” with the statement of “actively
participating in social life, fighting for the achievement of important social
goals.” etc. Respondents were offered five answer modalities (to explore the
degree of acceptance of specific objectives): “it matters little,” “moderately
important,” “quite important”, “very important” and “extremely important.”
Respondents were asked to circle the last answer only if they considered
that certain objectives were extremely important. In addition, in order to
determine the preference of objectives (priority value), the respondents were
asked to single out five objectives that they considered most important, and
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then to isolate from these the one which is the most important for them, in
their opinion (Kuzmanovi¢ and Petrovi¢, 2007).

3) The model of instrumental rationality included the personal goals of
pro-individual orientation: “reputation’, “friends”, “social power”, “self-
actualization”, “exciting life”, “safety”, “material standards”, “knowledge”,
“enjoyment”, “independence”, “popularity” and “healthy life”.

4) The model of value rationality, on the other hand, included the objectives of
pro-social orientation: “a strong economy”, “good international relations”,
“the fight against corruption and crime”, “strengthening defense forces”,
“humane relations”, “environmental objectives”, “employment”, “social
equality”, “The rule of law”, “preservation of tradition”, “the privatization of
public enterprises”, “democracy”, “living standards”, “development of science

and technology”, “social rights”, “altruism”, “achievement”, “subordination”,
“conscientiousness” and “social engagement”.

4.4. The Sample

The study was conducted in May-June of 2014 on samples no. I and II. Sample no. I
consisted of 268 first-year students of the Faculty of Economics in Nis. Model II consisted
of 133 students of third and fourth grade of the School of Economics in Bujanovac. In the
first sample, there was a total of 83 students (30.97%) and 185 female students (69.03%).
The second sample consisted of 53 students (39.85%) and 80 female students (60.61%).
The majority of respondents in the sample stated that one of their parents had four years
of secondary education (45.6%), followed by those who had a university degree (39.7%),
then an associate degree (11.8%), while only 2.9% completed only primary school. More
than half of the respondents stated that their families lived well (51.47%), slightly more
than a quarter (26.47%) stated that they lived moderately, 21.38% of them described the
quality of life in their families as “bearable”, and 0.68% of respondents said that they had
a hard life. The majority of respondents in sample II answered that one of their parents
had four years of secondary education (54.4%), followed by those who had an associate
degree (24%) and university degree (21.6 %). In sample II, the highest percentage of
respondents stated that their families lived well (42%), 24% of them said they lived
moderately, 10 % of them described the quality of life in their families as “bearable”,
12% of respondents said that they had a hard life, and the same percentage stated that
they lived intolerable.

4.5. Analysis of The Results

In determining the degree of acceptance of goals and structure of goals that
individuals accept or not, the following descriptive measures were used: the average
acceptance of each objective (as we respond to the scale of assessment scores in 1 to 5)
with the following data on the scattering rate (SD), the frequency of occurrence of (each)
of the five priority objectives (expressed by the percentage of respondents who chose the
goal) and the percentage of respondents who opted for the goal as the most important.

In the sample of students of the Faculty of Economics in Nis, the highest average
score (4.95) was achieved by the goal named “standard material” (Table 1). Seventy-
five respondents put the goal (27.9%) among the five prioritized ones and twenty-four of the
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respondents (8.95 %) elected this goal as the most important. “Friends” were in the second
place, with an average score of 4.59. This option was ranked among the top five priority
objectives by sixty three of the respondents (23.51 %), but only sixteen respondents elected
it as the most important goal in life (5.97%). The third-ranked goal is the one of “social
power” (“undertaking actions which, by their repetitive and systematic character, influence
the lives of others™) with an average score of 4.53. “Independence” was found on the fourth
place with avarege score 4,50 and 118 of respondents (44.02%) named this gaol as one of 5
most important, and sixteen of the respondents selected this goal as the most important goal
in life (5.97%). The fith ranked goal is “employment” (4.43), 169 (63.05%) of respondents
marked this goal as most important and it is the first ranked among the five prioritized. High
ratings (above 4) were given to these objectives: “the standard of living” (4.42), “enjoyment”
(4.39), “security” (4.38), “popularity” (4.33), “achievement” (4.25), “reputation” (4.25), “the
development of science and technology” (4.19), “healthy life” (4.19), “self-actualization”
(4.17), “exciting life” (4.01), “knowledge” (4.01), “the fight against corruption and crime”
(4), and “a strong economy” (3.94). An intermediate level of acceptance (estimated between
3 and 4) was registered at the objectives: “conscientiousness” (3.92), “social engagement”
(3.88), “altruism” (3.86), “love” (3.78), “social equality” (3.58), “human relations” (3.40),
and “environmental targets” (3.36). The lowest ratings were given to: “democracy” (3.10),
“the preservation of tradition” (2.39), “the state of law” (2.33), “the privatization of public
enterprises” (2.02), “subordination” (1.77). None of these objectives were designated as the
most important.

Table 1 Personal and social goals (The Faculty of Economics)

Ranking The most Ranking as
Rankin, by’ important the most
Goals AS SD J X1-5 preferences P important
by AS
f % f %
Strong economy 3.94 | 0.97433 19 24 8.82 16-19
Good international relationships 3.14 | 1.54482 27 0 0 /
Fight against crime and 4 088941 | 17-18 | 16 | 588 20 4| 147 14-16
cnrrubtlllon _ e den
Strengthenimg the defence 313 1.18049 28 0 0 /
forse
More humane relations 3.40 | 1.19252 25 8 2.94 24-25
Environmental goals 3.36 | 1.28154 26 8 2.94 24-25
Employment 4.43 | 0.92276 5 169 | 63.23 1 32 | 11.76 3
Social equality 3.58 | 1.13081 24 24 8.82 16-19 8 2.94 8-13
The state of law 2.33 | 1.53848 31 32 | 11.76 15
Preservation of tradition 2.39 | 1.23954 30 32 11.76 15
Privatization of public 202 | 140292 | 32 12 | 441 | 2123
enterprises
Democracy 3.10 | 1.40935 29 0 0 /
Standard of living 442 | 0.7879 6 39 | 14.70 12-13
The development of science 419 | 0.84725 | 12-13 | 47 |17.65 1 4| 147 | 1416
and tech
Social rights 4.00 | 0.76305 | 17-18 63 |23.53 8 16 | 5.88 6-7
Reputation 4.25 | 0.96391 10-11 4 1.47 25-28
Friends 4.59 | 0.53848 2 63 |2335 15
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Social power 4.53 | 1.17754 3 54 | 20.25 /

Self-actualization 4.17 | 0.84523 14 24 8.82 /

Altruism 3.86 | 1.10503 22 35 [ 13.23 14 8 2.94 8-13
Achievement 4.25 | 1.00517 | 10-11 52 | 19.11 9-10 8 2.94 8-13
Exciting life 4.01 | 1.16534 | 15-16 78 | 29.41 5 16 | 5.88 6-7
Subordination 1.77 | 1.20755 33 4 1.47 25-28

Security 438 | 0.87536 8 122 | 45.59 2 47 | 17.65 1
Conscientiousness 3.92 | 2.27258 20 52 19.11 9-10 8 2.94 8-13
Love 3.17 1.06904 23 12 4.41 21-23

Material standard 495 | 1.56534 1 75 | 27.94 6 24 | 8.82 4-5
Knowledge 4.01 | 1.02132 | 15-16 0 0 /

Enjoyment 4.39 | 0.79666 7 91 |[33.82 4 43 | 16.17 2
Social engagement 3.88 | 1.04424 21 4 1.47 25-28

Independence 4.50 | 0.82421 4 118 | 44.12 16-19 16 | 5.88 14-16
Popularity 433 | 0.83079 9 71 | 2647 7

Healthy life 4.19 | 0.88296 | 12-13 39 | 14.70 12-13

Source: Authors’ calculation (SPSS statistics)

The analysis of average grades in a sample of students of the Faculty of Economics
indicates that young people gravitate towards primarily egoistic, selfish goals (material
standard, enjoyment, security, independence, etc.), and not some sublime ideals
(democracy, good international relations, state of altruism). Respondents were most
focused on their own desires and needs, without too much respect for the wishes and
needs of other people (Table 1). Each individual in the sample behaves according with its
own interests, not having at this idea of the consequences of their decisions on society as
a whole (Stefanovié, 2012).

In the study by Kuzmanovic and Petrovic on the preferences of individual and
social goals of high school students, the highest average grade (4.60) was received by the
goal “friends”, which cited: “Yes, I have friends who will support me, and that I can rely on
in any situation” (Kuzmanovi¢ and Petrovi¢, 2007). The greatest number of respondents
(70%) ranked this goal in the top five by priority, and the most of respondents also
elected the goal as the most important personal goal (23.5%). “Employment” came in
second place with an average score of 4.49. This goal was identified as the most important
by 15% of the respondents, and the same percentage of respondents ranked it among the
top five by priority. The third-ranked was the goal “love” (finding a suitable partner) -
4.46. The two thirds of respondents (66%) incorporated “love” in the top five priority
objectives but only a tenth of the respondents elected it as the most important goal in
life. It may sound a bit paradoxical, but practically the same average score was given to
the goal of “being completely independent and not dependent on anyone”, which was
chosen as the most important goal by a larger number of participants than “love” (15%)
(Kuzmanovi¢ and Petrovi¢, 2007). High scores (above 4) were given to these objectives
too: “the material standard” (4.27), “self-actualization”, or “the expression of their own
abilities and capabilities” (4.24), “the acquisition of knowledge” (4.19) (Kuzmanovi¢
and Petrovi¢, 2007). The least important goals for the respondents are: the acceptance
of subordination (2.35) and social engagement (2.98). This sample of youngs, on the
one hand, tends to independence, self-actualization and competence, and on the other
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hand, the material and living standards. Research on Structure of preference personal
and social goals of high school by Kuzmanovic and Petrovic, produced empirical results
that show that individuals exhibit behaviour consistent with the model of of instrumental
rationality.

When it comes to personal and social goals of respondents in the sample of pupils
of the Vocational School of Economics (Table 2), the highest average value was received
by “knowledge” (“gaining higher education and achieving higher living standards”),
immediately followed by “environmental objectives”. Sixty-eight of the respondents
(.51%)arked “employment” as one of 5 most significant. “Environmental objectives” were
marked as one of five prioritized by 89 of the respondents (66.9%). According to the average
score of the respondents, very important objectives are: “achievement” (4.18), “the fight
against corruption and crime” (4.1), “love” (4.1), “material standard’, (4), “healthy life”
(4), “employment” (4) and “social rights” (3.97). The least accepted (from offered) goals
are: “privatization of public enterprises” (2.22), “state of law” (2.61), “friends” (2.27),
“social power” (2.94), “popularity” (3.12), “enjoyment” (3.31), “altruism” (3.31), “a
strong economy” (3.39), and “subordination” (3.41). No one included the privatization
of public enterprises among the top five priority objectives. Likewise, no one selected it
as the most important goal.

Table 2 Personal and social goals (Vocational School of Economics in Bujanovac)

Rank by 1.5 Ra;lk;ng The most R;nkrlrr:g «:s
Goals AS SD AS Y important | < S
preferences important
f % f %
Strong economy 3.39 1.1973 26 1 5 22-26 4 | 3.03 10-15
Good international 342 | 11233 | 2224 | 2 2 1721 | 8 | 6.06 69
relationships
Fight against crime and 41 | 09541 | 45 16 | 1212 | 1012 | 4 [303| 1045
corruption
Strengthening the defense 34 12507 2924 0 0 /
forces
More humane Relation. 391 0.97995 10 12 9.09 14-16
Environmental objectives 4.45 0.86931 2 89 66.9 6
Employment 4 1.0606 6-8 68 51.12 10-12 68 | 51,12 10-15
Social equality 3.75 1.19324 16 0 0 /
The state of law 2.61 1.06649 32 8 6.06 18-20
Keeping the tradition 3.78 1.36509 15 8 6.06 19
Prlvatl;atlon of public 222 114813 13 0 0 /
enterprises
Democracy 345 1.10869 21 4 3.03 22-26
Living Standard 3.67 1.43680 17-18 8 6.02 18-20
The development of science | 3 1) | 1 o4541 | 2203 | 16 | 12.12 10-12
and technol.
Social rights 3.97 1.16616 9 24 18.18 8 4 | 3.03 10-15
Prestige 3.88 1.44206 11 48 36.36 13 2-5
Friends 2.27 1.32147 31 4 3.03 22-26
Social power 2.94 1.3444 30 0 0 /
Self-actualization 3.48 1.33428 19 0 0 /
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Altruism 3.31 1.28585 27-28 28 21.21 7 28 [21.21 6-9
Achievement 4.18 1.17586 3 21 15.15 9 12 | 9.09 6-9
Exciting life 3.84 1.23742 12-14 4 3.03 22-26

Subordination 341 1.12882 25 0 0 /

Security 3.67 1.32108 17-18 0 0 /

Conscientiousness 3.47 1.4 25 44 3333 4

Love 4.1 1.4 4-5 53 39.39 2 16 | 12.12 1

Material standard 4 1.2119 6-8 36 27.27 5 8 | 6.06 6-9
Knowledge 4.48 0.83372 1 68 51.51 1 12 | 9.09 2-5
Pleasure 3.31 1.51007 27-28 12 9.09 14-16

Social engagement 3.84 1.09322 12-14 4 3.03 22-26

Independence 3.84 1.18486 12-14 0 0 / 12 | 9.09 2-5
Popularity 3.12 1.38648 29 0 0 / 4 | 3.03 10-15
Healthy life 4 1.42521 6-8 12 9.09 14-16

Source: Authors’ calculation (SPSS statistics)

The analysis of the average marks in sample II reveals the desire of participants
to make their peers feel pleasant and satisfied because of their favorable attitude, and
pain because of their unfavorable attitude (Smit, 2008). Order and progress of society are
something that suits the respondents in sample II and something they think about with
pleasure.

Unlike the results of the analysis of the sample of students in the Faculty of
Economics, which showed that homoeconomisus, in order to satisfy their own desires
and needs, dispels its rivals, such as homoethicus, homoempathicus, the side of a man
which tend to cooperation and reciprocity (Cohen, 2014), the results of the sample of
pupils of the Vocational School of Economics reveal another side of a man, and that is
homosipaticus. While homoeconomisus, continuously calculates in order to increase their
own prosperity, to some extent, homosipaticus takes into account the interests of other
people and the society in which he lives (Deki¢, 2013).

In the case of the sample of pupils of the Vocational School of Economics, research
has shown that economists can not adequately explain the behaviour of people if they
are focused only on the observation from the model of instrumental rationality. The
research results clearly show that trust, cooperation and reciprocity are important factors
of rational behaviour (from the viewpoint of the model value rationality).

4.6. Factor Structure of Personal and Social Goals

From the personal goals of the students of the Faculty of Economics, the six factors
that explain 75% of the variance of results (Table 3) were extracted. Five components that
explain 71% of the variances (Table 4) were extracted from the social objectives of the
same sample. Based on the sample of students of the School of Economics in Bujanovac,
two lists of the six factors for exploring the structure of preferences of individual and
social goals (Table 5 and Table 6) were created. These factors account for 68% of result
variances for personal and 65% of the result variances for social goals. We presented the
matrix structure of personal and social goals for both samples. (In the factor analysis,
special attention was paid to loads greater than 0.40).
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When it comes to the analysis of different targets in sample no. I, “reputation’,
“exciting life”, “safety”, “love”, “material standards”, “knowledge”, “independence” and
“healthy life” (indicators of instrumental rationality) are dominant in the first factor
(Table 3). The second factor involves individualized behaviour including the popularity
and orientation towards “enjoyment”, “social power”, “friends” and an “exciting life” to
a great extent. At the third factor, indicators of individualized behaviour have the largest
factor loading (“social power”, “self-actualization” and “healthy life”). The fourth factor
emphasizes moral values in the foreground (“altruism”). The fifth factor indicates the
restraint from inappropriate behaviour, acting according to the principle of prudence,
justice, and true compassion (“conscientiousness”), as well as active participation
in social life (“the social engagement”). The sixth factor potentiates the desire of the

individual to be praised and admired (“enjoyment”).

Table 3 Factor structure of personal goals (The Faculty of Economics in Nis)

Personal goals 1 2 3 4 5 6
Reputation 579 -.028 -,444 -.305 286 -.124
Friends -.068 599 ,382 -.406 330 -.032
Social power -.047 651 ,594 -.137 -.091 139
Self-actualization 304 342 ,550 -.091 =310 -.135
Altruism .193 -.047 -,284 .663 297 219
Achievement 458 -.265 -,133 =377 334 274
Exciting life .611 535 ,133 .198 -233 -.15
Subordination -.002 -.296 463 220 556 -.301
Safety 601 -.339 011 -.268 -.289 -.00
Conscientiousness 498 -.449 ,407 =177 403 215
Love 591 -392 297 393 -.109 .091
Material standard 675 .035 -,246 -.557 -.072 -.022
Knowledge 590 .052 -,307 388 -.320 -.166
Enjoyment 333 .608 -,184 126 -.017 518
Social engagement .105 541 -,116 373 438 -.340
Independence .446 266 -,119 -.012 163 -.527
Popularity 162 552 -,240 .019 .280 359
Healthy life .683 -.201 ,517 .286 -.060 276

Source: Authors’ calculation (SPSS statistics)

Theanalysis of the first, the second, the third and the sixth factors shows that respondents
in sample no. I exhibit behaviour that is consistent with the model of instrumental rationality,
where the individual egotistical interests are crucial (Table 3). As the supporters of the
instrumental rationality believe, people have the right to use all the means for accomplishing
individual interests in the best way. The analysis of the fourth and fifth factors primarily
emphasizes moral behaviour. According to the representatives of instrumental rationality,
moral behaviour is the product of egoism (Becker, 1976). For example, when we help others,
we actually demonstrate our power and, thus, we pamper ourselves. When we pity or
sympathize with others, we actually pity ourselves imagining a future accident that could
happen to us. Basically, people never honestly work for the welfare of others. The actions of
people are always derived from personal interest, ambition and lust (Sadzakov, 2011).
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Judging by the first factor, the young respondents in sample I strive towards
modernization, progress of the state, and also stress the desire for preserving
national identity, traditions and customs as an important issue (Table 4). Factor two
emphases:“strong economy’, “the privatization of public enterprises’, “more humane
relations”, “environmental goals” Factor three combines “environmental goals’,
“tradition” and “standard of living”. The participants of this study apparently believe that
the increase of the living standard and preservation of tradition will ensure a higher level
of social welfare. In addition, the analysis of the third factor clearly and unambiguously
shows that respondents are aware of the fact that instrumental rationality can show itself
to be harmful from the point of view of society and its valuable objectives. That is why
respondents prefer value and expressive rationality and control egotistical interests.'
Factors four and five point out “privatization of public firms” as a goal of the highest
importance.

Table 4. Factor structure of social goals (Faculty of Economics in Nis)

Social goals 1 2 3 4 5
Strong economy 502 .653 -.290 -.131 .092
Good (Humane) intentional relationships 563 368 =127 262 -424
Fight against crime and corruption 659 -.176 137 -219 -.395
Strengthening the defense forces 643 -.027 244 .088 .286
More humane relations 550 -434 -.485 .209 .073
Environmental goals 342 -.695 409 216 196
Employment 435 015 -.165 -.587 392
Social equality 704 .053 109 139 1333
The state of law 617 155 -.406 -.133 .026
Tradition 451 141 462 -475 136
Privatization of public enterprises 011 482 289 510 507
Democracy 724 .030 .026 372 -253
Standard of living 607 .095 .611 =177 -296
The development of science and technologhy 720 075 -.022 210 121
Social rights .683 -.389 -.355 -.071 131

Source: Authors’ calculation (SPSS statistics)

As suggested by the first factor, generosity, social security (parents, relatives
and friends), acting according to the principle of justice and genuine compassion are
essential virtues and are very useful for people (Table 5). A high correlation of “altruism”,
“achievement”, “subordination”, “conscientiousness” and “love” with factor 1 means
that a part of the respondents believe that man is also governed by some motives that are
different from personal interest. Philanthropy, justice, generosity and the need for social
happiness are essential virtues and, as such, they are very useful for people (Smith, 1985).
The second factor figures only personal objectives of pro-individual orientation. The
fourth factor emphasizes the opportunistic behaviour or the exploitation of opportunities
for the realization of one’s own needs. In accordance with the fifth factor, for the
respondents of sample I, enjoying their own and others” achievements is important. The
focus of the last factor is solely egoism, or the care for personal interest. Moreover, the
factor analysis of preference personal goals in sample II confirms the hypothesis of the
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experiment that the model of instrumental rationality explains human behaviour better
than the model of value rationality.

Table 5 Factor Structure of Personal Goals (of the School of Economics in

Bujanovac)

Personal goals 1 2 3 4 5 6
Prestige -151 590 -.285 289 -.237 .028
Friends -.536 277 .013 -414 -.307 .145
Social power -.309 353 -.257 407 -.622 -.058
Self-actualization 478 500 212 .040 -.263 261
Altruism 661 .017 -.220 230 135 113
Achievement 780 215 .003 -.072 -.008 162
Exciting life 235 473 -.406 -179 -.011 -.081
Subordination 597 332 262 -.120 -.056 -325
Security -.054 596 448 -.381 022 -.028
Conscientiousness 699 .160 -.168 192 174 =278
Love 764 158 .141 .078 -.071 -.066
Material standard -.530 529 178 -.200 212 -.075
Knowledge =217 229 670 374 171 .206
Enjoyment =215 .684 -.128 -.003 432 -.186
Social engagement -.292 182 -.293 399 371 487
Independence -.129 413 506 469 -.039 -.140
Popularity =275 540 -500 -.022 132 -.243
Healthy life 382 414 -121 -.321 .004 567

Source: Authors’ calculation (SPSS statistics)

The first factor includes: “a strong economy”, “the fight against corruption
and crime”, “more human relations”, “social equality”, “preserving tradition” and
“democracy” (Table 6). From the analysis of the second factor, it follows that the creation
of general conditions for fighting corruption and crime (under the second factor, the
fight against corruption and crime has the highest arithmetic value) will contribute to
the preservation of moral values. The second factor summarizes fight against corruption
and crime (.477), strengthening defense forces (.462) and preservation of tradition
(.492). The realization of these goals is in the function of the preservation of territorial
integrity and achieving better standard. As the third factor suggests, for the future, it is
important to increase employment and develop good international relationships, which
should accelerate the process of Serbia’s accession to the EU. The privatization of public
enterprises and the standard of living prevail within the fourth factor. The achievement
of these goals is in the function of strengthening the market economy and material
standard (material standard as a personal goal and standard of living as a social goal
have contextually similar) As no one included the privatization of public enterprises as
one of the top five priority objectives in sample II, and as no one marked it as the most
important goal, we concluded that an efficient management of public enterprises would
create the conditions necessary for the growth of living standards. Careful examination
of the fifth factor shows the role of science and technology in increasing the efficiency
and results in transactions and communications of economic actors. The sixth factor
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clearly points out the importance of preserving and improving the environment for the
development of society.

Table 6 Factor structure of social goals (of the School of Economics in Bujanovac)

Social goals 1 2 3 4 5 6
Strong economy 477 -.103 -.023 .069 .609 -.283
Good international relationships 288 -.448 470 112 -.101 204
Fight against corruption and crime 453 477 -.088 -.036 -.497 -.220
Strengthening defense forces 167 462 295 .301 .063 259
More humane relations 506 -372 .106 -426 -.184 011
Environmental goals 264 -.020 189 -.380 212 670
Employment 377 -.253 485 -.163 -.359 =310
Social equality .653 159 .035 .0095 -.110 -.036
The state of law .360 -.346 -.528 .166 -.026 -.173
Preservation of tradition 572 492 -.238 -.071 -.108 195
Privatization of public enterprises .039 -.005 572 587 .091 -.178
Democracy .626 -437 .000 217 129 .084
Living standard .388 =217 -.401 500 -.034 .249
Development of science and technology 382 279 .090 =371 508 -316
Social rights 211 71 129 .147 .051 -.002

Source: Authors’ calculation (SPSS statistics)

When it comes to the factor analysis of personal preferences and social goals of
high school students, Kuzmanovi¢ and Petrovi¢ have isolated up to seven factors from
both lists of goals (Table 7 and Table 8). In the factor analysis, they paid special attention
to loads greater than 0.30.

The first factor was named “selfless fulfillment of duty”, because it involves
“altruism”, “subordination” or “the enforcement of decisions”, “conscientious life”,
and “social engagement” (Table 7). The third factor is related to competence and
independence. The fourth factor gathers “friendly support”, “love”, “altruism” and
“security”. The sixth factor is hedonistic orientation. The factor analysis in Kuzmanovi¢
and PetroviC’s research supports the hypothesis that rational actors exist in the sample
(Kuzmanovi¢ and Petrovi¢, 2007). The respondents in the sample are obvious examples
of discrete purposeful actors who are able to consider a number of courses of action and
to judiciously choose and implement one or more of them exist in the sample (Krsti¢,
2015). The largest number of goals arises from egoistical nature of human beings. Results
of Kuzmanovic and Petrovic's factor analyzes also show that individuals in the sample
are proned towards the market way of thinking and rational judgment.

Table 7 Factor structure of personal goals

Personal goals 1 2 3 4 5 6 7
Prestige 55 -44 =31
Friends -.80
Social power 74
Self-actualization -.61 32 32
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Altruism 72 -41
Achievement 51 =37 =52
Exciting life .80
Subordination .76
Security 41 -38 .63
Conscientiousness .56 .60
Love -.66
Material standard -78

Knowledge -.81
Hedonism 81
Social engagement 55 -40

Independence =72

Popularity 1
Healthy life .83

Source: Kuzmanovic, B., Petrovié, N. (2007), “Preferences Structure of Personal and
Social Goals of the High-Schoolers”, Psyhology, Vol. 40, No. 4, p. 577.

The factor analysis of social goals (Table 8) from the research of Kuzmanovi¢ and
Petrovi¢ indicates the division between traditionalism (showed by factor 2), on the one
hand, and modernity, market economy and social security (reflected by factor 4), on the
other hand. “Preservation of tradition”, “territorial integrity” and “state integrity”, are
dominant in factor two, followed by strengthening “defense forces”, to a significantly
lesser extent.“Entering the EU” and “good inter-ethnic relations” are at the other end.
Factor 4 includes “social rights”, “development of science” and “culture”, ““a strong market
economy” and “employment” (Kuzmanovi¢ and Petrovi¢, 2007).

Factor 4 corresponds to the social-democratic (ideological) framework, which
implies accepting of market economy norms, strong and efficient state that will focus
on strengthening and development of rules within which the individuals will be able
to work on the acievement of their own, strictly private and personal goals. Factor 4
strongly correlates with the market economy (0.52) in which basis is the idea that only
those who are rational (market capable, competing) should survive. Factor 2 corresponds
to etatistic (state communist) ideological framework which is characterized by the state
involvement in all spheres of economic and social life.

Table 8 Factor structure of social goals

Social goals 1 2 3 4 5 6 7
Strong economy 42 -52 =32
Good international relationships 31 =37 .36 44 .36
Fight against corruption and crime .79
Strengthening defense forces .38 -.58
More humane relations 59 39 37
Environmental goals .61 42
Employment =32 75 =37
Social equality 77 33
The state of law .63 31
Preservation of tradition .82
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Entering the EU -39 .67

Privatization .82

Territorial and state integrity 817
Democracy 32 35 .67
Living standard =77

Development of science and culture 46 -.64
Social rights 1 -.64 44
The one-party system 5

Source: Kuzmanovic, B., Petrovi¢, N. (2007), “Preferences Structure of Personal and
Social Goals of the High-Schoolers”, Psyhology, Vol. 40, No. 4, p. 577.

4.7. One-factor Analysis of Variance

In order to test the second hypothesis of the research, we applied the one-factor
analysis of variance with planned comparisons. In the one-factor analysis of variance
with planned comparisons, we examined whether a particular group is significantly
different from another one in terms of instrumental and value rationality. (Pallant, 2009).
In the one factor analysis of variance, there is only one independent variable (factor),
divided into several levels or groups, or conditions (Pallant, 2009). In our research, the
independent variable is the socioeconomic status of the family that is divided into five
categories: “good’, “fair”, “tolerable”, “difficult” and “unbearable”.

Subjects were divided into three groups. The first group consists of subjects who
assessed the socioeconomic of families as “good” and “mediocre”. The second group
consists of subjects who assessed the state of their families as “tolerable” and “difficult”
The third group consists of the most vulnerable subjects (who assessed the socioeconomic
situation of their families as “unbearable”).

In the analysis of personal and social goals preferences of high school students
and university students, the dependent variables are the objectives of pro-individual and
pro-social orientation. In the sample Faculty of Economics in Nis, we chose the objective
“material standard” as a dependent variable that was expressed through the statement
“providing me with as much money and other material goods”, while in the sample of
pupils of the Vocational School of Economics, we chose the objective “subordination”.?

The research of structure of personal and social goals preferences of students of Faculty
of Economics in Nis, one-factor analysis of variance reveals is there a significant difference
between the average value of the dependent variable “material standard” in group 1 and the
average value of the dependent variable “material standard” in groups 2 and 3.

The main results of the one-factor analysis of variance with planned comparisons
are shown in table 9. Since Levene’s test (Pallant, 2009) showed that the difference of
variance between groups was statistically insignificant (greater than 0.05), we applied
the first row of the table “Assume Equal Variances” (Table 9).The significance of a
given comparison, shown in column Sig. is 0.0042. It is less than 0.05, so we concluded
that there was statistically significant difference in terms of respondents’ instrumental
rationality between group 1 and other groups. In other words, a statistically significant
difference was identified, at p <0.05 LOT results of groups: F (2, 482) =4.15, p=0.01.
Furthermore, the results of the research of personal and social goals preference of the
Faculty of Economics’ students confirm the second hypothesis of the experiment.
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Table 9 Contrast Tests
Value of .
Contrast Contrast Std. Error t df Sig
ms. Assume equal variances 1 21 333 632 67 ,0042
Does not assume equal variances 1 21 295 714 24,009 .842

Source: Authors’ calculation (SPSS statistics)

In the sample of pupils of the Vocational School of Economics we chose as a
dependent variable the objective “subordination” (“Do not acting out her inner feelings
which everywhere and always provoke disgust and embarrassment”). All subjects in the
sample II were divided into three groups. Starting from these settings, we asked: “Do
the subjects from group 3 exhibit a higher degree of rationality value in relation to other
subjects or not?”.

The first column of Table 10 shows that the significance comparison of a given
group is 0.0031 which is less than 0.05. In line with this, there is a statistically significant
difference between groups (F (2, 432) = 4.6). Furthermore, this means that the results of
the analysis of the structure of students'preferences confirm second research hypothesis.

Table 10 Contrast Test

Value of .
Contrast Contrast Std. Error t Df Sig
Subord.  Assume equal variances 1 -42 1.452 -.286 30 .0031
Does not assume equal variances 1 -42 2.100 -.196 3.634 .854

Source: Authors’ calculation (SPSS statistics)

5. Limitations and Further Research

The list of personal and social goals included relevant goals, but may lead to
questions, such as whether we can formulate some other goals, whether some of the
goals should be designed and called different etc. For instance, the goal “social rights”
includes requirements for free education, health and social protection for all citizens,
and these elements can be separated, on principle. However, citizens often perceived
these elements as the sum of all social rights (Kuzmanovi¢ and Petrovi¢, 2007). Is it
better to talk about social justice instead of social rights? However, it is an even more
general concept because, for many citizens, social justice includes the right to work,
a fair wage, civil equality, solidarity, and material egalitarianism. Systematic research
on this topic will show which and how many goals are the most economical and most
adequately cover the entire field of personal and social goals. Factor analysis will indicate
the possibility of a meaningful further generalization, while the analysis of the responses
of different parts of the population, the reactions of the respondents and experts in this
area will be the guideline for a possible reformulation of particular goals and for adding
new goals to the list.
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6. Conclusion

The study had several objectives. The main objective of this study was to determine
whether the model of instrumental rationality or value rationality explains the behaviour
of participants of the research better. In this research, we examine the structure of
acceptance of 18 personal and 15 social goals of high school students and university
students. The results of analysis show that students tend towards primarily egoistic
goals (“material standard”, “friends’, “social power”, “independence”, “enjoyment’,
“popularity” etc.). When it comes to personal and social goals of respondents in the
sample of pupils of the Vocational School of Economics, the results (of analysis) reveal
the pupils’ willingness to give up their personal utility for the common interest. Finally,
the results of one-factor analysis confirm the second hypothesis of research according to
which subjects whose assessed the socioeconomic situation of their families as “good”
and “average”, have higher levels of instrumental rationality.

Future researches should show how much are the goals stable and similar in
various parts of the population, and whether we should include some new goals and
elements. But, on the other hand, we should study more certain goals (their factors and
impact on attitudes and behaviour) because they are relatively autonomous. Research
on the preferences of personal and social goals of high school students and university
students has certain disadvantages. First, the results of research can be unreliable due to
disadvantages of data sources and methodological limitations, and “bounded rationality”
of human cognition. There is no perfect methodology, and for this reason it is of great
importance to combine methods and data sources (triangulation) in the social sciences.
It should be pointed that there is no fully rational man, and that people are never value-
neutral.
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Endnotes:

1. The last economic crisis has clearly shown that, for the progress of normal social
order, it is necessary to waive the unregulated and unrestricted self-interest. John
McCain, the Republican Party candidate for president of the United States 2008
pointed out the greed of Wall Street in his election campaign (Sen, 2010).

2. The objective “subordination” was expressed through the statement “Do not
know to express inner feelings which everywhere and always provoke disgust and
discomfort”. We selected the goal “subordination” as indicator of value rationality,
because its content reflects, in the best way, the willingness of subjects to acknowlege
and accept the wishes and needs of other people.
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caspemenoj meopuju opeanuzayuje u Menao3mMeHmy ce u3080juo U y npaxcu
agupmucao mooden «Tpancopmayuone Mmenauepcke Komnemenyuje», Kao
euxacan uncmpymenm y npoyecy mpancgopmayuje opeanusayuje. Lun osoe
paoda jecme 0a ce 0ema/bHO NPUKAACY MeOpUjcke OCHO8e Moodeld, Kao u 0a ce
npeocmasi mwe206a UMNIeMenmayuja Ha Konkpemuom npumepy. Ilpumena mooena
je npukazana ua npumepy npeoyseha «3acmasa Mawuna AJ]», Kpacyjesay,
Kako ou ce oomahoj jagnocmu ykasano Koje cy mo opeanu3ayuone u MeHayepcKe
KomnemeHyuje nompebHne ako opeanusayuja Hacmoju eguxacro oa npohe npoyec
mpancghopmayuje, kao u 0a ce ykasice na 6esy usmely cnocooHoCmu MmeHaymenma
0a paszyme HeonxoOHe KoMnemeHyuje 1 0a 061a0d ca FwUMd, cd jeoHe U YCNeuHos
npecmpykmypuparsa npeoyseha, ca opyze cmpate.

Kwyune peuu: Ilpomene, pamcpopmayuone Kkomnemenyuje, auoepcmeo,
npecmpyKmypuparse.

Introduction

Gaining competitive advantages and adequate strategic leverage is the imperative
of any organization. As to achieve this multiple objective, organizations are trying to
develop their “winning formula” for success. As of the moment it occurs, it becomes
firmly embedded ownership of the company, forming the basic organizational values and
cultural imperatives. It requires the presence of capability in every element of a value
chain. Unfortunately, it is almost always timely limited and becomes obsolete under the
influence of various factors. It is precisely these factors that impose transformational
imperative. The one that is most present is the factor of technological change, because
many organizations, but not all, form value in a manner that is primarily defined through
the exploitation of technology. That’s why business transformation has become a central
challenge of modern enterprise management.

Various transformational processes through which the company adjusts to the
dynamic environment are becoming the backbone of change management. However,
certain “transformational competences” are essential in order to successfully implement
these processes. In the contemporary theory of organization and management, the model
of “transformational managerial competence” is singled out and affirmed in practice as
a reliable instrument in the process of transformation of the organization. This model
represents an analytical framework that identifies five organizational and managerial
competencies which are necessary to make the organization successfully implement the
restructuring process.

Under the influence of internal and external factors, in economies with developed
capital, i.e. market and market institutions, restructuring of enterprises is the process that
takes place continually. It is an expression of the aspirations for harmonization of conditions
of their own economic activity with the changing market conditions and requirements of
the environment, with the aim to achieve economic goals more efficiently and effectively.
Unfortunately, the undertakings of such activities in our companies are not reflections of
such tendencies, but the only remaining way to respond to the pressure of acute crisis in
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which the enterprises found themselves. Good example of the fact that our companies
recognize the necessity of continuous transformations in order to improve and maintain
their competitive position is the company “Zastava machines” - Kragujevac.

Therefore, the aim of this paper is to show the model of “Transformation
managerial competence” in the specific case in order to show the local public which
organizational and managerial competencies are needed if the organization strives to
successfully undergo a process of transformation, as well as to show the relationship
between the ability of management to understand these necessary competencies and
master them and the successful restructuring of the company.

The Model of “Transformational managerial competences”

Many models for the implementation of the organizational change process
have been developed in literature. Among them, so-called model of “transformational
managerial competences” stands out with its popularity, due to its efficiency as well as
simplicity of implementation. A model represents an analytical framework that identifies
five key organizational and managerial competences to be taken into consideration, as
well as their joint action in order to effectively carry out the process of transformation.

The model is presented in the form of stars with four arms, where each arm
represents one ability, and there is an essential ability in the centre — identifying areas,
scope and demands of challenges.

Figure 1: The Model of ,, Transformational managerial competences *

Determination of the transformation

Request
for
innovations

Identtifying the
challenge

Leadership
process

Implementation of systematic change

Resource: Francis, D., Bessant, J., Hodbay, M., (2005), Managing radical
organisational transformation, Academic Press, New York, pp.18-29

Competences are described in detail in the continuation of the paper.
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Identifying the challenge

When organizations are faced with a strategic dilemma, “we are in the wrong place,”
the essential difficulties that arise from the very start of the process of transformation are
(Franms D., Bessant, J., Hodbay, M., 2005, pp. 18-29):

AV01d1ng People in orgamzatlons (especially in teams in the top position)
cannot accept the fact that their tried and tested ways of doing business have
become incorrect. They avoid, “the world has changed, and we have not”;

— Hesitancy: even if the need for a change is understandable, no one knows the
best strategic direction to follow. Consequently, organizations can be divided
into warring camps, fighting for leadership position;

— Poverty: Companies usually realize that they need radical reform just when
their finances are in poor condition, but it’s too late then, because there is less
possibility for reinvestment, which leads to the effect known in our literature
as the “domino effect”. Consequently, the company is brought in the area of
disability, and such companies are being taken over or liquidated;

— Insularity: individuals into power in the organization are those whose life
experience consists in what is now to be destroyed. It often happens that those
who should be leaders of the transformation process are the least trained for
it;

— Incapacity: managers who have spent years managing organizations in stable
conditions often do not have the right skills for transformational change.

The authors of this model have defined these challenges as “barriers before action”.
Overcoming these “barriers before action” can be very difficult. Research of Francis et.
al (2005), Basol (2004) and Andriopoulus et. al (2002) have shown that “traumatic
events”, such as the arrival of a new Director General with different perspectives, lead to
re-conceptualization of threats and opportunities. When it comes to the realization that
the current business does not provide capital and development potential, the company
enters into a collective state of uncertainty (Francis, D., Bessant, J., Hodbay, M., 2005, p.
30). It knows that the change is needed, but does not know what kind of change? Some
change their core business; others exercise rejuvenation, the third increase interest in
innovation, etc. The proposal for the implementation of the transformation process can
be also a result of exploitation of business opportunities, not only a threat (the example
is ICI-Zeneca, see Francis et. al (2005)). This is a good example that visions and radical
strategies can occur in response to events that cannot be planned in advance with the
predictions and in detail. What is important for success is that there is a high level of
awareness regarding the necessity of changes and in the manner of their implementation,
among the actors whose decisions create the future of the organization.

The process of gathering strength for change is basically a political process. The
imperative is to create a powerful coalition that will accept the need for a “new order”.
It is necessary to choose the key agents of changes that will actively support the process
of finding a new identity of the organization. There must be a “driving force” that will
guide changes.
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The process of leadership

Research shows that the key to management of successful changes of the transition
process lies in capability of leaders to overcome resistance. Namely, the organizational changes
dramatically increase the degree of uncertainty and may generate in anxiety and fear among
the majority of members of the organization, which in the context of organizational changes
means the resistance to their implementation. The most important thing for leaders in change
management is to turn the factors “against” into factors “for”. Therefore, the successful
implementation of changes requires the action of leaders in both planes, therefore, in the level of
those forces which are oriented to the changes, which can be achieved by creating awareness of
their necessity and urgency, as well as in the level of forces that resist change, which is achieved
by striving to maximally reduce their resistance (Stojanovi¢-Aleksi¢, V., 2006).

The ways of manifesting the resistance are numerous: from those whose form is
the direct attempt to prevent the change by undertaking the obstructive activities to those
passive forms which negate the need of changes’ implementation. But regardless of the
form and the manner of manifestation, it is primarily important to note that the resistance
is a usual phenomenon that monitors all aspects of changes, so they should be seen as a
natural and inevitable phenomenon. The resistance of members of organizations represent
a strong challenge and a significant barrier to initiating changes and their successful
implementation; however, they should not be seen solely as a threat, but also as a source
of significant energy that can be transformed and redirected towards support for changes.
Therefore, a successful leader is expected to recognize them, identify their causes and
consequently adapt the behaviour and choose an adequate strategy of amortization the
resistance to change. According to Stojanovic-Aleksic (2000) strategies available to the
leader are: participation, support and assistance strategy, negotiations and agreements
strategy, manipulation and co-optation strategy and strategy of direct coercion. Of course,
these approaches must be adapted to the nature and causes of resistance to changes and
incorporated (explicit/implicit) into the plan of transformational process

This requires strength and subtlety of leadership which is thought to be rare. This
suggests that the process of leadership should be contextually flexible and able to cope
with the paradox (there is a time when one should be open to the advice of others, but
also the time to stop to listen to them and make a decision by his/her own).

The conclusion that emerges is that leaders must be both soft and hard, and that they
need to know when to take a certain attitude. In other words, the successful discontinuity
and transformation management requires effective leadership. We have learned from
the literature that strong leadership can lead to spectacular behaviour and spectacular
success. Research of Radivojevic (2006), William (2005), Rouse and Boff (2003) and
Zenger (2002) have shown that the main risk in the implementation of the transformation
is the selection of “wrong people” for the position of a leader. Managers need to develop
themselves and adopt values which promote a courageous and radical change.

The implementation of systematic change

Organizations may take the initiative in relation to the discontinuity - that means they
can actively try to create those changes, thus “rewrite the rules of the competitive match”.

EXSIEKOHOMUKA 27



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Studies have shown that smallest companies have a need to develop a strategic orientation
and routines that will help them to cope not only with the “steady-state” of innovation, but
also with a discontinuous innovation at the same time (Moutinhol, R., et. al., 2015). This
often requires changes in many parts of the organization, i.e. systemic changes.

One of the key demands is a significant improvement of organizational capacities,
which will be opened to signals from the outside and ready to learn “outside the box™.
Studies of radical changes (Radivojevic (2006), William (2005) and Zenger (2002)) show
that multiple new ways of working are required and that their application is incompatible
with the operations carried out in a company from day to day.

As a consequence, there is often a tension between the groups that are in the process
of radical changes. The solution may lie in separation of a radical and stable group. New
divisions must happen; otherwise the frustrated staff with entrepreneurial skills will leave
the company in order to establish their own in which they will implement their radical
visions. Key features are necessary for activities such as monitoring the environment
in order to detect signals that will encourage innovation, implementation of application
projects, coordination of different knowledge, skills, etc (Radivojevi¢, N., et. al., 2007).

In an effort to implement changes in a systematic and planned manner, numerous
models that provide recommendations on how to successfully implement organizational
transformation have been developed. One of the popular models for transformation of the
organization, which follows the trend of development of enterprises business on the basis of
Information Technology and relies on certain principles is called business model (Radivojevic,
N, et. al., 2007). It arises from the necessity to find an answer how to generate the values for a
company, customers and partners, and represents a mixture of three flows (value for partners
and customers flow, revenue flow and logistic flow) that are crucial to successful business.

Another model that attracts attention with its comprehensiveness and thoroughness
is the model “Determining the gap & development of capabilities” (Figure 2).

Figure 2: Model ,, Determining the gap & development of capabilities *

Business Adjust HR strategy Success Business
strategy Performances

Defining Measuring Deve[oping
performance| the gap skills

Organization

Integration

Teams Individuals

Source: Keen, P, Qureshi, S., (2006), Organizational transformation through Business
Model, Proceeding of 39th Hawaii International Conference of System Sciences.
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Selection of transformational strategy

Studies of Francis et. al. (2005), William (2005) and Barnes and Bessant (2001)
show that there are generic transformational strategies, four of which has been identified
so far: value flow reconfiguration, redefinition of the driving forces of business,
reconstruction of business competencies and redefining the proposal in relation to the
existing and/or a new consumer:

1.

The reconfiguration of the value flow - means the creation of major changes
in the positioning of the company within the network of suppliers, partners
and/or distribution. For example, companies can develop their suppliers or
distribution in a way that they will find new ways of supplying or repositioning
within the value flow. This strategy may offer three key advantages. Firstly,
it provides the activities to be carried out at the lowest prices because there
is the selection of the cheapest suppliers (until their prices are the lowest).
Second, the value flow can be created in a way that it is inherently agile -
sources can be activated, reconfigured or deactivated in a relatively easy way,
so that customers are always offered with what is worth for them. Finally, the
possibility of perceiving the system as a whole makes it possible to decipher
and fix the inefficient connections.

Redefinition of the driving forces of business - strategic organizational
driving force is selected formulas for value creation. This may be changed,
even though the risk of adopting new strategic driving force is high if the
organization has to leave even a part of what it is already familiar with and
to enter into the sphere of the unknown and uncertain. In stable conditions
organization routine puts accumulated knowledge in a capsule and eliminates
the need for new learning in situations that are repeated. Reviewing its
strategic driving force, organizations need to make innovations within its
mission, political power, social, technological or market opportunities and to
adopt new business models. In the search for new forces, previous beneficial
routines can become rigid and a kind of barrier and are often very resistant
to changes.

Reconstruction of business competences - already developed business
competencies are a good support for the efficient and effective resolution
of existing problems. From the strategic perspective, they are significant
because they provide opportunities for learning and acquiring new skills in
dealing with new situations. By acquiring new competencies, a company is
able to do things that it has not been dealing with earlier.

Redefining the value of the proposal in relation to existing and/or a new
customer - companies that are familiar with the requirements of their
customers have the advantage, because knowledge of the needs of consumers
provides a form of learning that can be applied to offers making, so that the
desires and needs of consumers affect the work of organizations.

However, focusing only on existing customers can blind decision-makers in
companies, because they do not have to be the leading consumers. Hence, it is necessary
to develop a study of potential and/or leading consumers. Such approach creates
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opportunities for the development of products/services, taking into consideration the
whole potential market, not only the current one in which the company operates. For this
reason the research of business space becomes a key strategy and demands the ability of
retention the existing and attracting new customers, while the creating and maintaining
the organization in a condition to be able to recognize signals (threats and opportunities)
that cause relevant innovations and the appropriately respond, represents the biggest
challenge for strategic management.

Request for innovations

Most innovations are introduced in the field of established pattern of capabilities
that is usually accompanied by a sort of “technological trajectories” (Keeney, B., 1983, p.
213, Miletic, et al. 2012, p. 60). When it comes to that, the change is possible in a greater
or lesser extent, but the overall narrowness of the conditions remains relatively stable
(e.g. bicycle frame suffered countless innovations, but it still remained unchanged).
In contrast, study of Francis et. al (2005) shows that innovations in the field of glass
production have led to the transformation of the whole industry. This is a good example
showing that innovation of “different kind” set a new dominant design - the new path for
the development and the new model on which the innovation can be carried out.

The road travelled on a company’s success in innovation it is not easy to cross,
especially in companies that face significant problems. Studies have shown that
companies are often faced with the following difficulties (Salami, R., Soltanzadeh, J.,
2012, pp. 211-226):

1. Failure to observe: failure to recognize the need for innovation. This can
happen either due to isolation of the key signals from the environment or due
to the fact that basic skills have become what Leonard Barto calls “axis of
stiffness”;

2. Inadequate innovation: recognizing the need for innovation, but answering
it in a way that strategically weakly corresponds to business. Companies
are introducing changes, but they cannot support them due to the lack of
experience or ability. Another usual problem is the adoption of innovation as
a result of fashion, and not due to a clear strategic need;

3. Episodic innovations: recognizing needs, but only occasionally, so that after
a strong effort to introduction of innovations there is a period of inactivity;

4. Emphasizing a moderate state of innovations: There is a need for continuous
development of innovations but the objective of the innovation is not the
process of transformation, but the improvement of existing processes.

Discontinuous innovation process is qualitatively different from the approach
described above, and is oriented towards the improvement. These forms of innovation
have a high probability to provide the opportunity for transformational changes.
However, a comprehensive approach to continuous innovations can have a radical effect.
Key differences between continuous and discontinuous innovation, according to Francis
et. al. and Michelson (2008) are the following:

1. positive/negative impact of discontinuous innovations is higher;

2. discontinuous innovations require the destruction of attitudes that are cocooned;
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3. discontinuous innovation requires entry into the psychological space of
unknown and uncertain;

4. the element of risk is greater;

5. there is the probability to be a plenty of tests and difficulties,

6. specific skills are needed

From this assessment it is evident that a tendency for discontinuous innovation
somehow represents a strategy by itself. Several factors can cause the opportunity for
creation of discontinuity. They can, in extreme cases, lead to restructuring of the industry
or to the great deterioration in the ability for value creation of the company itself. A
great opportunity as well as a threat requires the company to consider some form of
reconfiguration (one of the 4 strategies).

Implementation of the model of “transformational managerial
competences” in the process of restructuring the company “Zastava
machines, AD”, Kragujevac

Identifying the challenge

Today’s Social Enterprise “Zastava Machines, AD”, Kragujevac is a direct
descendant of the former company the Institute “Crvena Zastava” Kragujevac. Namely,
it all started back in 1853 with the establishment of the first industrial company in
Serbia, called “Topolivnica”. After a series of organizational transformations of the
Institute “Crvena Zastava”, fostering its own development and a tradition of 150 years,
the company “Zastava machines” has grown into one of the leaders in our region for
the production and repair of machine tools, mining equipment, equipment and parts for
resistance welding and steel mills, confectionery industry and the rubber and non-metal
industry.

Due to significant reduction in capacity use within metal-processing industry
as well as to the majority of companies from the Zastava Group for which purposes
the company mainly worked, nowadays a special attention is paid to the program
diversification and to productive engagement of available resources in development and
implementation of new programs and products.

Due to the need to respond to developments in the business environment, in
terms of strengthening pressures to achieve and “surpass” business standards imposed
by reinforcing competition, increased fussiness of customers and legal regulations, the
company became aware of the necessity of implementation of rapid, systematic and
comprehensive changes. Therefore it defined its strategy of restructuring in response
to the identified challenge of the environment manifested in the form of threat. Defined
strategy meant redefining business philosophy, mission, mental map, organizational
structure and rearrangement of market and technological portfolio.

The main challenge that the company “Zastava machines” is facing is growing
competition in the field of production of machinery for the confectionery industry. Despite
the fact that this is an attractive market, with relatively stable demand, especially after
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the ownership and organizational transformations of our companies in the confectionery
industry, the company has decided to withdraw from that market. The reason for this lies
in the fact that competitors offer higher quality products at lower cost, and the lack of
financial resources for the innovation of its products and a commitment to develop those
products for which the company has a competitive advantage, caused the company to
eliminate this group of products from its production program.

Application of leadership process

The agent of changes was a strategic peak of the company. The effectiveness
of enterprise transformation conditioned by many factors but primarily the working
collective, or its mental map and a readiness to maximally engage themselves in the
implementation of changes.

The degree of their engagement in that process depends on a number of factors that are
manifested both in the form of barriers, as well as in the form of stimulus. In amortization of
resistance, the management started from the fact that the resistances are inevitable and that
it would be wrong to deny their existence. Closing the eyes and escape from the problems
are not a strategy that will contribute to their solution. One of the common mistakes made
by the leaders relates to the expectation that the resistance will be shown only by those who
are directly threatened by changes and are afraid of losing something (status, work, power,
etc.). It is true that the fear of personal loss is the most significant and the most common cause
of resistance, but one should not overlook the fact that the human psyche and motivation
mechanisms are very complex and influenced by many factors. An interesting observation is
that the resistance may come from those who could make profit after the changes. In this case
it is avoided by careful treatment of all individuals in the company.

In conversation with employees it was found that the main reason for not
accepting the changes was emotional in nature - fear of job loss. Realizing the
importance of understanding the necessity and urgency for changes, by its employees,
in providing support for the restructuring of the enterprise, the management tried to
persuade employees in correctness of their actions through persuasion and explanation
of'its decision. In addition, the process involved all individuals, in accordance with their
experience and skills, while the surplus of workforce was solved by mutual termination
of the employment contract. Thus was solved the dilemma the company faced on that
occasion - how to perform the reduction of the number of workers in the most fair way
to workers who lose their jobs. This automatically had the positive effect on those who
remained - they returned a sense of security. This created the work environment that
stimulatory acted on individuals, and the management received support for changes
implementation. A significant contribution for this was certainly given by the changed
leadership style that was now primarily focused on individuals.

The implementation of systematic change

By analyzing their business environment through the prism of their own strengths
and weaknesses, as well as opportunities and threats that appear on the market, the
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company has recognized the necessity of rapid and comprehensive changes. In order to
use the identified opportunities and amortize the threats, the company has defined the
strategy of restructuring, which means redefining business philosophy, mission, mental
map, organizational structure and rearrangement of market and technology portfolio.
Firstly it carried out the definition of vision and mission - meeting the needs of
clients by offering more quality products at lower cost and faster than others, while
preserving the traditions, increasing the inherited reputation and transferring of gained
experience to future generations of employees. Then they defined the objectives of the
company and ways of achieving them. The main objective is the increase of retention rate
and retention of existing market participation in markets where the company remains.
Starting from Porter’s generic strategies it can be concluded that the company
“Zastava machines” follows the strategy of differentiation, whereby the differentiation is
the ability of a company to deliver products whose quality is at the level of excellence.
Specificity of quality differentiation strategy implemented by the company “Zastava
machines” in relation to the competitive strategies of differentiation lies in the following:
1. Differentiation in terms of properties - the result of a unique technical and
mechanical treatment of the materials from which the product is made;
2. The attributes of durability and reliability in extreme operating conditions —
the result of a distinctive way of designing products and work technology.

The first step in preparing the organization for the realization of the vision and
implementation of the set strategy was the elimination of anomalies of the previous
organizational structure. This has been achieved by its redesigning:

1. According to previous organization, marketing and sales were at the level of
directorate and under the direction of sales manager. The consequence of this
situation was the predominance of short-term sales results over the long-term
orientation of marketing in the context of developing creative solutions to
meet future needs. Marketing is now at the level of the directorate, while the
sale is at the sector level within the marketing directorate.

2. Reducing complexity which was achieved by eliminating the middle
managerial level. Given that it is a single production in which the products
are produced according to specific customer requirements, experience and
ideas of the first line of workers are essential for the outcome of the work
process. By such subordination (drive leadership is under the direct control
of the production manager) the transfer of ideas and information among the
workers is easier and faster.

This organizational design has enabled:

1. the transfer of ideas, information is faster and in all directions;

2. the establishment of intimate and informal relationships between members
of the organization;

3. creation of a climate in which employees compete who will present more
ideas in terms of innovation

Structuring the work collective was based on the principle of optimal completing
of current and planned future tasks with minimal strain of the stuff. Quantitatively,
qualitatively and timing harmonization structure of employees with the requirements
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of tasks was achieved on these premises. The problem of working force surplus was
successfully solved by mutual termination of the employment contract. The dilemma the
company faced on that occasion was how to reduce the number of workers in the best
possible way for workers who lose their jobs, but also how to retain the loyalty of those
who remain and provide them with a sense of security.

Market restructuring in the case of “Zastava machines” company is based on
maintaining the existing markets and preserving the acquired market share within them.
This attitude is based on the fact that existing markets have rather stable demand and that
competitive relationships between them have already been established. Compared to the
competition the company has a defensive stance, aimed at preserving its strong power,
which in combination with the previously mentioned leads to the consolidation strategy.

Many companies are facing aproblemto integrate technology into the process of strategic
management. The reason for this is the lack of understanding of the strategic potential of the
technology factor. In addition, a large number of conceptual frameworks for the development
of business strategy is still based on the marketing, production or organizational factors.
Bearing in mind the importance of technologies for achieving the competitive advantage
with one hand, and the scope and the growing importance of technological progress and
changes on the other hand, technological restructuring is becoming one of the most important
ways to adapt the company to changes in the environment. Within the company “Zastava
machines” technological restructuring is aimed at the modernization of existing technology
and increasing the participation of computer guided machines.

The selection of transformational strategy - Redefining the
value of the proposal

Analyzing the ruling market structure in which the company operates (identifying
the model described with notions) it has realized the necessity of redefining the value
of the proposal in relation to beneficiaries. Based on the analysis of competitive
environment it can be concluded with certainty that the company operates in monopolistic
competition conditions. For success on such a market it is essential to properly manage
the price. Namely, price interval occurs at the market. The reason for this lies in the
fact that manufacturers differentiate their offerings to customers. Customers notice these
differences and they are willing to pay different prices for them. Therefore, in redefinition
of the marketing mix a special attention is paid to the manner of price formation.

Production program consists of six product lines, namely: 1) machine tools; 2)
mining equipment; 3) equipment for resistance welding; 4) special purpose machines; 5)
machines for confectionery industry and 6) machinery for rubber industry and non-metals.
Each line includes a larger number of products types and their number is theoretically
unlimited, as almost all of them are built according to the customer’s specification. Such
a system of production for known buyer automatically means that there is no stock of
finished products. The company offers two types of services as well: 1) Overhaul and
revitalization of machine tools and mining equipment and 2) gearing services.

The analysis of products in the context of the life cycle concludes the following:

1. The most important products for the company are in the stage of maturity;
mining equipment (A) and machine tools (B) (participate in the total income
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with over 80%). Given that these two groups of products are at this stage,
and bearing in mind their importance to businesses, scenario that predicts
the transition from a phase of maturity into a phase of new growth has been
developed. The scenario is based on a change in conception in the production
and exploitation of effects of experience curve, resulting in a lower cost/price
and better quality. Therefore, for these products is determined the strategy
of leadership in costs. Also, at this stage there are products from the product
groups: machinery for the confectionery industry (C), machinery for rubber
and non-metal industry (D) and the overhaul, rehabilitation and gearing
services (E).

2. In the growth phase there is the gravel transporter (F).

3. In the introduction phase there is innovated reducer (G)

The company will continue to implement a strategy of differentiation for these two
products. Given that the company is equipped with machines whose maximum technical
characteristics allow the processing of large dimensions, the possibility of introducing
services of grinding of large dimensions, grinding of slide surfaces and services of
keyways broaching are actively taken into consideration.

In order to lead a balanced policy of cash flows, it is necessary to make a portfolio
analysis. The first step is to determine the percentage participation of certain groups of
products and services in the revenue (Table 1).

Table 1. Percentage share of products/services income

Product-services N!a'r ket.
participation
A Mining equipment 57,8%
B Machine tools 23,7%
C Machines for the confectionery industry 1,5%
D Machines for rubber and non-metal industry 0,5%
E Services 8,4%
F Gravel transporter 5,2%
H Reducer 2,9%

Source: Internal report of the ,,Zastava Masina, A.D.* - Kagujevac, 2011

On the basis of these data it is possible to position products in the BCG matrix.
Note that the size of the circle represents the percentage of participation in the income
of a particular product. Assessment of the relative market share is left to subjective
assessment of analysts and management in “Zastava machines”. Also, the rate of market
growth is evaluated on the same principles.

The analysis of portfolio matrix clearly shows that mining equipment and machine
tools have a very good position, considering that they are in the “cash cow” field which
means that they are good generators of cash. Candidates for the elimination of the
product range are the groups of products labelled as: machinery for the tire industry and
non-metal (C) and machines for the confectionery industry (D). The reasons for their
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elimination are in the fact that they have a small profit contribution to the company; they
are not exported, and require large investments in order to remain competitive. Even
though the services that the company offers are located in this quadrant, their elimination
is not taken into consideration for two reasons:
1. Strategic - revitalization and overhaul services are the basis for product
differentiation, as they are an integral part of the product;
2. It is considered that modification of gearing services (in addition to the
services of keyways broaching) will improve market position.

When reducing the product range it would be necessary to conceive the dynamics
of elimination of labelled products, so to take into account certain requirements that go
in the direction of not disrupting the business of its customers and maintaining good
relationship with them. It was achieved by the timely information of former and current
clients about the products elimination, so that they could adapt to the new situation
timely and by and giving a specific deadline within which they could make their order of
products which would be eliminated.

The result of the measures proposed in the restructuring of the production program
isreflected in the reallocation of funds from the products (C) and (D) into the development
of a reducer, in order to increase its market share and moving to quadrant “star”. Also,
a part of the funds will be directed at strengthening the marketing efforts of gravel
transporter, in order to investigate and find new buyers as to maintain the high level of
participation and achieve a transition to “dairy cows”. At the same time, it enables greater
management commitment to products that remain, but also the changes in the structure
of total revenues in the direction of increasing exports, with the expectation that the
surplus capacity arising from the reduction will be used in the increase of income level.

Figure 3: Portfolio analysis of the production program of “Zastava Machines”
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A matrix which is based on two variables was used as an analytical tool for review
of the validity of decision to reduce a manufacturing program. The first variable relates to
the work force and it is determined by parameters: marketing, production, market share,
brand image, quality and the like. The second relates to the attractiveness of the industry
and is determined by: market size, growth rate, the structure of competition, barriers to
entry, etc.

Figure 4: Review of a decision on reduction of production program
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Based on the matrix shown, it can be concluded that the decision on the reduction
of the production program is justified. Proposal of measures for the reduction of the
production program is consistent with the strategies suggested in the framework of
individual fields in the matrix above.

Bearing in mind the governing structure of the market, one can easily realize
the importance of proper management of pricing strategies. The market consists of
many buyers and sellers engaged in transactions in the interval price. The reason for
the occurrence of interval price lies in the fact that vendors differentiate their offer to
customers who recognize the differences and are willing to pay different prices for them.
Company “Zastava Machines” consistently implements the strategy of differentiation,
which is reflected in the confidence, perseverance and product properties. Hence, the
company forms the price based on the customer’s perceived value, while the price is
at the level of perceived value. Observed from the aspect of these two factors, cost —
effective, the company implements the strategy of premium and high-value strategy.

For products that are located at the stage of maturity, it was decided the price to be
below the customer’s perceived value, but without compromising quality. This provides
customers with a very good value, and in order to preserve/strengthen the competitive
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position. At the same time, this will initiate new purchases of these products. The strategy
“removing cream” is used for the formation of prices for gravel transporter, considering
that it is a really new product. This method of price forming has enabled the company
to relatively quickly cover the IR costs and create the image of a superior product.
However, as competition develops and the market is becoming saturated (product has
passed the stage of introduction), reduction of prices is recommended as to appeal to a
wider market.

The company uses two methods to distribute their products. In domestic market,
the sale is made directly to a known buyer. At the international, basic forms of export
marketing are applied:

1. Direct export — independent appearance on foreign markets;

2. Indirect export - export is done through specialized companies from Belgrade

or via foreign intermediaries.

The intensity of distribution is low, which means that the number of intermediaries
for one territory is small (usually one). This gives exclusivity to intermediaries, which
is reflected in their negotiating power in relation to the users, but also in relation to
the company. Given that the company carries out the most of the export through
intermediaries, redesign of distribution channels is aimed at eliminating intermediaries
and establishing direct sales on the route enterprise - users. Such redesign of distribution
channels will allow direct access to the largest companies, enhance the rating of the
company in relation to its competitors, obtain the status of a major supplier and increase
the profit, as bypassing of intermediaries in the distribution channel will avoid payment
of their commission.

Participation in the events of market considerations that gather customers, vendors
and competitors at one place, is the most important element of the current promotion
strategy. For many years the company is a regular participant in the most important fairs in
the country and abroad in the fields relating to the manufacture of machine, confectionery
machines and mining equipment, or are directly linked to these fields. Another elements
of the promotional mix are petty propaganda materials that include a variety of brochures,
agendas and calendars with the company logo, folders, etc. which are usually given to
guests, visitors and partners of the company. Considerable attention is paid to word of
mouth advertising as the strongest, but to a free form of advertising at the same time.

Inorderto 1) increase market share; 2) strengthen company image and 3) strengthen
goodwill in relations with the community, it is planned to take certain activities which
will improve the promotion and advertising of the company:

1. Modification and modernization of the identity of the company - many years

of economic decline and collapse of the reputation of the Institute “Crvena
Zvezda” reflected on all companies of Zastava group. Hence, modification
and modernization of existing identity is necessary, but without losing the
essential recognition. The first step in this is the creation of a logo with the
original preliminary design.

2. Creation of conditions and training marketing people to be engaged in
propaganda - the solution is institutionalization of propaganda function
within the Directorate of marketing or its separation outside of the company
through contracts signing with specialized agencies in this area.
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3. The usage of interactive media - after making a logo comes the development
of web site of the company that will be dynamic (Flash version) with the
possibility of online sales and promotional CD.

4. Development of corporative propaganda and sponsorship - sponsorship of
certain social events or associations will strengthen the goodwill in relations
with the community, while informing the public on these activities will
promote the image of the company.

5. Determination of annual budget for promotional activities - the amount of the
annual budget for promotional activities will be determined as a percentage
of the total annual income.

Request for innovations

Company “Zastava machines” is aware of the fact that it cannot live neither
only on existing products, since the processes of technological obsolescence and market
saturation are constant, nor only of innovation, because they require significant financial
resources in the initial phase that can be delivered by the sales of existing product. Hence,
the company nurture products that are in various stages of the life cycle. The assumption
of such type of business is located in a permanent and systematic development of new
products. For this reason, the company has engaged experts in the field of mechanical
engineering and product design.

Figure 5: Categories of new products

High o i Gravel
Grinding services
transporter
Novelty for Improvement of Services
company products
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Low Novelty for market High

Source: The Authors

From the perspective of management, and identifying concepts of novelties to
the company or novelties to the market, grinding services would represent the novelty
for company, the services of keyways broaching complement the existing lines as the
company already provides gearing services, while innovated reducer falls into the
category of improving existing products. Gravel transporter is the novelty for the world,
because it is a unique product which is the result of scientific and research study of the
company’s experts. The company has significant innovations in the field of design and
production technology as well.
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Conclusion

We are witnessing the fact that changes become regular and commonplace thing
which is the management of the company faced with every day. In Western economics,
restructuring of enterprises is the basic instrument in hands of managers for successful
adaption to the demands of a turbulent environment. Such management a priori means
the possession of the ability to effectively manage organizational change in the process
of organizational transition and adaptation to the newly created business environment.
The development and survival of these companies depend on the ability to recognize
conditions and factors of the situation and timely response to them. Unfortunately,
our companies which have been developed under the auspices of the state, based on
ownership monism, were burdened by the voluntary control of management, and never
had a chance of being competitive to enterprises emerged in market economies. The
role of management was reduced to protection of the interests of higher instances and
transferring their orders. In such circumstances, management did not require any special
skills.

However, transfer of our economic system into the market-type system requires
the restructuring of economic entities in all segments of their business. The starting point
of these changes are the principles and methods of market way of doing business, which
points out the need to master the necessary skills and abilities as the basis of the effective
exercise of managerial and executive functions. A good example of ownership of such
management skills is the company “Zastava Machines, AD” Kragujevac. In order to
strengthen its distinctive benefits, which will transform into an increased preference for
its products on market, the company has implemented a restructuring process, using the
model of “transformational managerial competences”. It is important to emphasise the
continuity of this process, which is unfortunately rare case in our business practices,
because the restructuring process in our country is applied only in cases of deep acute
crisis, as the only way to react to the crisis. Management of the company represents a good
example of the necessity to understand the importance of continuous implementation of
changes in the organization, as well as the importance of mastering competencies that are
essential for successful implementation of this process.
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Abstract

Ever changing market circumstances and globalization have caused electronic
business (e-business) and supply chain management to integrate and virtual supply
chains to emerge. E-business comprises all forms of business transactions and
information sharing which is performed using information and communication
technologies between companies, companies and their consumers, or companies
and public administration. Supply chain is thus considered a unique and continuous
business process, supported with goods and information flows throughout the entire
distribution channel, where each company is part of the chain and boundaries
between companies are non-existent. In times of economic uncertainty, cost
reduction through rationalization and automatization of business processes, and
improvement of productivity and quality of goods and services, become necessary
for company's survival. In this context, the role of information and communication
technologies in supply chain management is discussed, with particular attention to
the contemporary web technologies such as extranet and Web 2.0.
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usmehy npedyseha, npedyszeha u mwezosux Kynaya uiu usmehy npeoyseha u jagne
aomunucmpayuje. Jlanay cnaboeearba ce cmaemba y KOHMEKCM jeOUHCMBEHO2
nocnoenoz npoyeca, pobHo2 U UHGOPMAYUOHO2 MOKA KOjU 2a NPAmu Oy Yenoz
Kauana oucmpudyyuje, a c8axa nojeOUHAuYHa KOMNAHUJA je cAMO jeOHa Kapuka y
Janyy cHaboesarba y Kome guule He nocmoje epanuye usmehy komnanuja. Y epemeny
EKOHOMCKUX U3A306d, CMAlberbe MPOUKoO8a Kpo3 PayUOHAIUZAYU]Y HOCI08AA U
aymomamusayujy npoyeca, nogeharbe npoOyKmueHOCMuU U Keaaumema npou3eooa
u yciyea, yciogu ¢y ONCMaHka KOMIAHUja Ha mpicuwimy. Y mom KOHmeKkcmy ce
pasmampa yno2a UHGOpMayuoHux u KOMYyHUKAYUOHUX MeXHONo2ujd, a hpe ceezd
caspemeHux 8eb mexuonocuja, kao wmo cy ekcmparem u Web 2.0, y ynpasmwarsy
Janyuma cnaboesarva.

Kuwyune peuu: VYnpasware aanyem cHabOesarba, GUpmMyetHu 1auay
cHabOesara, e-nocnosarwe, ekcmparet, Web 2.0

Introduction

The supply chain consists of a series of processes and activities that allow for,
direct or indirect, satisfaction of customer needs. All flows of information, products, or
cash generate costs in the supply chain while its only source of income is the customer.
Due to the increased market transparency and accessibility of information, physical
borders of cooperation are wider and more open. In such conditions, the concept of
global business networking is becoming increasingly accepted.

The development of information technology has contributed to, among other
things, the emergence of virtual businesses. Virtual company is characterized by a
virtual organizational structure. Its members take advantage of the joint expertise and
market performance. Furthermore, they enjoy the benefits in terms of sharing costs and
risks. The virtual supply chain is based on the information technology and electronic
communication among all of its participants.

E-commerce and e-procurement significantly transform supply chains. Although
these forms of e-business applications have been the subject of a number of studies
in previous years, the possibility of e-collaboration can be far more important for the
transformation of modern supply chains.

Effective supply chain management is essential for a successful company. It
needs to go beyond the boundaries of a single company, in order to effectively exchange
information between it and all other participants in the supply chain. In this regard, the
Internet, electronic data interchange, and extranet technology can play an important role.

Corporate portals offer a single point of access to critical business information
within the organization, via Internet browsers. In addition, Web 2.0 should be adopted
throughout the supply chain. Companies that were among the first to adopt this network
technology achieved significant competitive advantage. Such technology redirects users
from passive reading information on the Internet to active network participation and the
creation of different information content.

44 EKOHOMUKA EXZ)



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Supply chains as business networks

The supply chain is more than a mere sum of connections that are manifested in
the process starting from the extraction of raw materials to the use of finished products
by end users (Mentzer, DeWitt, Keebler, Min, Nix, Smith, Zacharia, 2001, pp. 1-25).
Highly integrated supply chains connect resources of several organizations in order to
meet customer requirements in a timely and efficient manner.

Supply chain managers should find opportunities to use technology that will, at an
acceptable cost level, create value for end users. They should also enable the efficient
flow of information, cash, services, materials, and finished goods from the supplier’s
supplier to the customer’s customer. The extent to which these objectives can be realized
directly points to the success of supply chain management.

The concept of supply chain management has a relatively short history. It was
defined at the beginning of the 21 century, but is based on concepts that are decades old
(Brian, Joe Clifford, Haozhe, 2013).

This concept appeared in literature in early 1980s. It was first discussed by Keith Oliver
and Michael Webber — Booz Allen & Hamilton company consultants. In 1982, their views were
first published in German in the magazine ““Wirtschaftswoche”, and then in English, in the journal
“Outlook”, published by the company Booz Allen & Hamilton (Franklin, Meissner, 2014, p.
11). At that time, the concept of supply chain management was associated with collaborative
specialization and reduction of inventory within and outside the company. Company activities,
such as procurement, inventory management, warehousing, order processing, and transport,
were executed independently. Each activity had its own budget, priorities, processes, and key
performance indicators. Such defragmentation led to sub-optimum and prevented companies
to operate at the lowest total cost (Frankel, Keller, Keller, Gibson, Hanna, Defee, Chen, Tate,
Sanders, Goldsby, Iyengar, Rao, Fawcett, Fawcett, Moon, 2014).

Figure 1: From functional silos to supply chain management
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Source: Brian, Joe, Clifford, & Haozhe (2014). The Definitive Guide to Integrated
Supply Chain Management, New Jersey: Pearson Education, p. 16.
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After identifying the problem of defragmentation, company managers integrate
related activities, such as inbound transportation, procurement, and production, to
support production. Furthermore, inventory management, order processing, outbound
transportation, and related activities become an integral part of the function of physical
distribution. These two areas (inbound and outbound flows in the company) were later
integrated in the logistics function.

The real supply chain occurs when companies synchronize their related processes
and adopt a holistic philosophy of managing its interdependent strategic areas, such as
finance, marketing, planning, and technology.

Although the concept of supply chain management has evolved rapidly in the
last three decades, many companies are just beginning to implement it. In contrast, in
many companies, the implementation of this concept is in the maturity stage (See Figure
1). Companies that adopt the concept of supply chain management later must replace
the management of their independent functions (functional silos) with the management
of integrated internal business processes, as well as adopt a single target performance
of costs and services. This is often the most challenging step the companies must take
from the management of functions to supply chain management. This is followed by the
establishment of external relations and implementation of the concept of the enlarged
company. Cooperation with key suppliers and customers, as well as application of
modern technology, allow companies to combine different channels in order to create
value. The final step in the evolution of the concept of supply chain management is the
development of complex, dynamic, resilient, and organizationally responsive network
(business related participants) for the flow of raw materials, materials, information,
finished goods, and cash. Modern supply chains are based on networking partners.
Traditional ways of collaboration among companies in the supply chain are no longer
sustainable. The concept of global business networking allows business networks to take
a dominant market role from individual companies. In relation to individual companies,
business networks can quickly respond to unpredictable demand for products or services
whose life expectancy is constantly shortened.

Today, supply chain management involves the management of continuous
processes that create added value, starting from the procurement of materials, services,
and information to the delivery of finished products to the end users, to meet their real
needs. The functioning of the modern supply chains is nearly impossible without the
use of modern technology. Of special importance is the application of various forms
of electronic business and electronic interchange of data on demand, inventory, and/or
production among supply chain members. The aim of its application is not to eliminate
participants in the supply chain, or disintermediation (Janssen & Sol, 2000, pp. 407-417),
but improving efficiency and/or effectiveness of its processes, activities, and flows. What
is more, modern technology generates new structures in the supply chain and enables
companies to electronically choose their business partners on the global market.

The implementation of different programs for inventory management can improve
collaboration of members in the supply chain. One such program is Vendor Managed
Inventory (VMI), implemented by companies in other fields of business.

By implementing VMI program, Walmart, for example, successfully transfers
responsibility for product inventory management in their retail outlets to manufacturers
or dealers from which it procures the product (Yuliang, Yan, Martin, 2012, pp. 979-

46 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

1001). In addition to increasing access to the real demand of customers and inventory
levels, VMI program allows manufacturers and dealers to adequately distribute goods
to individual customers, to increase the level of service to customers, and reduce costs
of transportation, inventory, and sales. Furthermore, by relying on VMI program,
manufacturer and dealer are able to fully support the objectives of other members in
the supply chain. Due to the implementation of VMI, suppliers can: develop better
decision support systems, achieve a higher level of automation and control of logistics
processes, shorten the lead-time, and reduce total costs. Besides Walmart, VMI program
is successfully implemented in the following companies: GlaxoSmithKline, Electrolux
Italia, Nestle, Tesco, Boeing, and Alcoa (Tarikere & Stephan, 2012, p. 940).

Virtual supply chains

Unlike conventional logistics systems, virtual supply chain is based more on
sharing information than on identifying the optimal amount of inventory and its location.
It allows for the flexible (Christiaanse & Kumar, 2000, pp. 268-285) choice of partners
in production and distribution.

Virtual companies reduce the need for physical resources to the necessary
minimum, thus significantly reducing the costs of its outputs. Virtual company is a sort
of an open-type company. It is not just one company but a whole range of networked
companies that together form a virtual supply chain.

The main reasons for the formation of virtual supply chains are economic interests
of each member in the supply chain, i.e. their desire to be better prepared, in relation to
the competitors, to face the growing business risk and uncertainty and achieve significant
savings in transaction costs. Companies in the virtual supply chain need to opt for those
business activities that they can perform better than their competitors. Key benefits of
virtual supply chains are: flexibility, reduced paper documents, decentralization, faster
access to selected markets, high adaptability to customer requirements, development of
partnerships and alliances, increased competitiveness. To increase competitiveness on
the virtual market, companies must procure goods or services from other members on the
virtual market that offer these products at lower cost and higher quality.

Virtual supply chains have certain disadvantages as well. Some of the most
significant are: loss of knowledge due to the exchange of experience and knowledge
among chain members may in the future create new competitors, reduction in profits
due to the use of external sources, lack of control over a part of the business, lack of
reliability of the Internet, and others.

Unlike virtual organizations, virtual supply chains are production and distribution
systems using a physical network structure. They hire production and distribution
specialists, members of different supply chains. They are oriented to specific tasks and
rapid response. They have no permanent members, but include new for the purposes of
specific projects. New members do not need to be known to other members in the virtual
chain.
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E-business and supply chain management

Therapid growth of e-business creates huge challenges in supply chain management
in the public and private sectors. This issue is a constant subject of interest of executives
and directors, as companies strive to “keep up” with rapid changes and improve
logistics processes, to ensure permanent, first-class product delivery to customers. The
integration of many elements of the supply chain is the biggest business challenge for
many companies, because it implies transforming their fragmented business processes
into electronically controlled and integrated processes (Croom, 2001).

Supply chains are complex economic systems, which extend from raw materials to
consumption of final goods and services. There is also the growing competition among
supply chains themselves, and then among individual organizations.

Experience of organizations in the implementation of e-business shows how
much they are dependent on their suppliers and distribution channels. The ability of the
organization to successfully manage its supply chain is a key strategic challenge. At the
core of supply chain management is the recognition that the organization is able to utilize
the skills, capacities, and resources of its suppliers and distributors, as well as its own
resources, in order to achieve success on the selected markets.

Electronic business transforms supply chains. A special role in this process
belongs to the following forms of e-business application: e-commerce, e-procurement,
and e-collaboration (Johnson & Whang, 2002, pp. 413-423).

E-commerce helps network partners within the supply chain to identify and give
a rapid response to changing customer requirements, researched on the Internet. The
basic idea of e-commerce is that information exchange interconnects customers and
dealers, without any physical contact with the product. E-commerce has had a significant
impact on the supply chains of many products. Of course, information supply chain
has undergone major changes. Manufacturers of physical products have also turned to
the Internet, as a direct distribution channel. Direct channel includes a different set of
decisions and challenges than those in the existing physical retail distribution channels.
These two types of channels differ in the types of customers, operations related to the
execution of orders, cost structure, realized profits, logistics requirements, the expected
quality of the services provided, the level of market sharing, access to information,
and return of goods. For example, by using differentiated prices, e-dealer can motivate
clients to wait with their order, and in this way gain significant information in relation to
market demands.

The advantages of e-commerce in relation to traditional sales channels are reflected
in the flexibility of delivery time or the configuration of logistics. In creating a distribution
system in e-commerce, the flow of materials and information can be separated, and the
delivery process can have a different way from the order flow. For example, someone
can order the book from the website amazon.com, but the actual delivery can be made
from the warehouse of this website’s distributor — Ingram Books. In this way, the online
company may, in addition to its own, construct the virtual logistics network, consisting
of logistic assets of its suppliers and dealers.

E-procurement allows companies to use the Internet in order to procure direct or
indirect material, as well as to manage the services that generate additional costs, such as
transportation, storage, customs services, payment, and quality assurance.
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Due to fierce competition, changable customer requirements, shortened product
lifecycle, and expanded variety of products, modern production requires flexibility.
In addition to the dynamic capacity distribution, efficient procurement of materials is
the basis of flexible production. Internet is a “natural” platform for realizing effective
procurement, as many customers and dealers find each other easily and work together in
harmony on the basis of pre-defined protocols.

While e-procurement is a “mirror” of e-commerce, they differ significantly. While,
for example, e-commerce mainly involves a large number of individual customers,
e-procurement mainly cooperates only with other companies.

There are three different procurement strategies for manufacturers. The first
strategy is known as a strategic partnership, and focuses on developing and maintaining
long-term supply relationship with a certain supplier. The second strategy is the purchase
over the Internet at a lower price. The third strategy combines the previous two and is
implemented by signing long-term sales and purchase agreement with the supplier, but to
a certain level and if necessary, additional quantities can be purchased over the Internet
from other suppliers.

E-procurement raises the possibility of a combined strategy and creates optimal
solutions in it. Lower costs of searching for suppliers, materials, prices, etc. significantly
affect the procurement strategy.

Some software solutions take real-time data (inventory level, data on sales and
market prices on the electronic stock exchange) and provide a good insight into the
operational status and the possibility to optimize operations.

E-collaboration includes coordination of various decisions and activities in
addition to transactions among partners in the supply chain, including suppliers and
customers, carried out via the Internet. For example, this includes coordination of
changes in the specification of materials, made by engineers, in conjunction with the
product manufactured by an external partner.

E-collaboration is an interaction between two or more companies via the Internet.
Interaction goes beyond simple sales and purchase transactions and may be better
described with the word “connectedness”. This includes activities such as exchange of
information and integration, exchange and coordination related to some decisions, as
well as exchange of processes and resources. The execution of these activities carries
with it a number of dilemmas and issues that supply chain and logistics managers may
face: Where to place the goods? Where to open facilities (production, warehouse, retail)?
Which facility capacity to plan? How many products to manufacture, store, place, and
from which facilities?

The role of the Internet, electronic data interchange
and extranet technology in supply chain management

Supply chain management requires the use of, above all, a system for the exchange
of information among its members. In addition to the application of internal IT systems,
such as enterprise resource planning, the use of identification technology should also
be considered, such as RFID and other wireless technology. In addition, supply chain
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management would not be possible if its participants did not have access to a wide range
of external technology services.

Nothing so deeply transforms the process of supply chain management as the
Internet. It has a big influence on how companies communicate with each other and with
their customers. Former factors limiting the integration of the supply chain, such as high
transaction costs between partners, poor access to information, and difficult management
of complex interfaces among companies, simply disappear on the Internet (Christopher,
2005, p. 5).

Information flow management has always been critical for supply chain
management. In the era of the Internet, because of the rapid flow of information based on
computer networks, information management gets a primary role in creating successful
supply chain.

The Internet is the most cost-efficient means for the integration of the supply chain.
It transforms many processes within the supply chain, from raw material procurement
through product design to customer management. It also provides an opportunity to all
suppliers in the supply chain to coordinate data transfer.

Supply chain management systems are essential for the successful operation
of many companies. They rely on various forms of information technology, the most
important being: electronic data interchange and extranet.

The technology of electronic data interchange (EDI) enables business partners to
electronically routinely share documents in accordance with pre-agreed standards. This
technology offers numerous advantages compared to manual document delivery. First of
all, it minimizes data entry errors, because each entry is checked by the computer. The
length of messages can be shorter and the messages are safer. It also shortens the product
delivery time and the execution of other activities in the logistics process, increases
productivity, and improves customer service levels. Finally, it reduces the costs of
storage and use of paper documents.

The technology of electronic data interchange also manifests certain disadvantages
that need to be considered before its implementation. It is sometimes necessary to
restructure business processes to fit the requirements of this technology. What is more,
there are numerous standards of electronic data interchange in use today. Therefore, an
enterprise must use several standards to be able to communicate with multiple business
partners. The possibility of the company’s quick access to the Internet is also important,
and that the files on the product design, product photos, and catalogs are routinely sent
by electronic mail. Therefore, the value of the shortened and structured e-commerce
message, from several thousand XML bytes to a few hundred EDI bytes, is negligible.
Due to the higher Internet speed, EDI technology is increasingly replaced by XML
network services.

Extranet technology. The influence of the Internet on the process of supply chain
management has been studied, among others, by Walters and Reinbird (Walters &
Rainbird, 2007, p. 601). They have come to realize that only by integrating information
management strategy and supply chain management can companies successfully compete
on the global market.

Graham and Hardaker have proven that, through the use of extranet, companies
can target new markets, by offering low initial costs and greater flexibility (Graham
& Hardaker, 2000, p. 290). By outsourcing and the formation of strategic alliances,
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companies encourage sharing of business information among suppliers and customers,
which was once the property of the competitors and participants from other industries.
Graham and Hardaker also argue that business is conducted in an environment where
sharing information among all the participants in the supply chain leads to fundamental
changes in their interaction, but also in the entire business practice. For example, the three
largest car manufacturers in the United States have launched an exchange of information
in the car industry in order to maximize the use of the effects of computer networks and
electronic business communities. The results were lower costs in the entire automotive
industry. At the same time, these benefits have significantly altered the competitive
strategy and interaction among all participants in this industry.

Research of supply chains and value chains has shown that, by implementing
extranet, companies manage to significantly reduce operating costs and increase profits
(Cohen & Roussel, 2005, p. 124; Steinfield, Markus & Wigand, 2011, pp. 75-108). It also
suggests that companies should review the entire supply chain and identify areas in which
they can carry out revolutionary or evolutionary change by using the Internet technology.

The company can use the Internet networking standards and web technology
to create private (internal) network, called the intranet. To develop a web-based supply
chain management system, companies must link different business partners’ intranets, in
order to create extranet. Extranet connects business partners via the Internet, giving them
access to certain areas of their own intranet. The main objective of extranet is to encourage
collaboration among business partners in the supply chain (Guah & Currie, 2006, p. 45).

The company can provide extranet access to certain suppliers, customers, and other
partners. Extranet allows people outside the company to cooperate and communicate
across the network with its staff. It also allows external business partners to access
the corporate intranet via the Internet, not only to track the status of their orders and
inventory levels but also to intensify collaboration.

The main advantages of extranet include: faster information and process flows,
more efficient ordering and customer support, lower costs (communication costs, travel
costs, and unnecessary administration), and more profitable business. The company
chooses the type of extranet depending on the business partner and the purpose of the
supply chain. Extranet uses the virtual private network technology (VPN) to make the
communication via the Internet safer (Figure 2).

Figure 2: Information flows in extranet through secure virtual private connections
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Extranet can be classified according to various criteria. From the viewpoint of the
participants in the extranet development and its main users, there are industrial extranet
and extranet for the support to joint ventures and other business partnerships.

Industrial extranet. Just like one company can develop extranet, several large
companies in one industry may join to create extranet, thus bringing benefit to all. Such
a network can allow companies to cooperate successfully and is safe global medium
for B2B information exchange. In addition, it can be used for business transactions
essential for a particular job among the leading companies in the aviation, automotive,
chemical, and electronic industries, as well as financial and health institutions, logistics,
manufacturing, transportation, and related industries. Industrial extranet provides
customers with reliable extranet connections, as well as services in the field of virtual
private connections.

Extranet can be used in many different ways in the supply chain management.
Table 1 provides a brief overview of extranet possibilities in this field of management.

Table 1: Possibilities of using extranet in supply chain management

Number Usability

1 - For finding, selecting, and ordering items by customers via online distributors’ catalog and
’ directly from the supplier, without any human contact

2. - For tracking shipments and equipment using road, rail, and air traffic

3 - For contacting suppliers or customers in relation to delayed deliveries, no product in stock,
’ and changing the agreed delivery date

4 - For reserving space in public warehouses for the expected delivery in certain locations and
’ markets

S. - For scheduling outgoing delivery from private and public distribution centers, 24 hours a day

6. - For receiving orders from international customers

7. - For checking the status of orders with suppliers

8. - For notifying suppliers on modifications to the product configuration

9. - For electronic payment of invoices and financial balance checks

10 - For direct communication via electronic mail with suppliers, customers, etc. about potential

' problems in supply, 24 hours a day

11. - For a faster response to customer complaints

12. - For arranging shipments and delivery

13. - For reducing costs and response time

Asregards extranet for the support to joint ventures and other business partnerships,
partners in the joint venture use its possibilities and tools for communication and
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collaboration. For example, a company that provides insight into the mortgage quotas
for owners of real estate and which sells mortgages via the Internet can use the extranet
to connect its business partners.

The use of portals and Web 2.0 technology in supply chain
management

Information technology has been applied in supply chain management for more
than three decades. However, its implementation is still associated with high costs and
uneven level of acceptance by different members of the same supply chain. The intensive
development of web technology has increased the possibilities for the application of Web
2.0 in the supply chain management (Keng, Alain, Boon, 2011, pp. 394-399).

Corporate portals allow companies and their suppliers to work closely together.
There are two basic types of corporate portals: procurement portals (for the company’s
suppliers — “upstream” segment of the supply chain) and distribution portals (for
customers — “downstream” segment of the supply chain). Procurement portals automate
business processes related to the purchase and supply of products between one customer
and several suppliers. Distribution portals automate business processes in connection
with the sale or distribution of products between one supplier and multiple customers
(Yoo, Choudhary & Tridas, pp. 145-170).

In order to find a competitive advantage, companies must look at the value chains
of suppliers, distributors, and customers. Using extranet and web portals, the company
sends the order when inventory falls below a specified level. In the system of quick
response, like this, the products are pulled through the channel by demand (“pull”
model), instead of being “pushed” through the channel from inventory (“push” model).
In this way, the need for inventory is reduced.

In terms of the number of processes, activities, and participants, as well as the
nature of the relationships among the participants, supply chains significantly differ from
each other. It is very tempting to copy the success of other companies in the supply chain
management. However, this can often be a mistake, because the circumstances are not
the same in all supply chains. Therefore, there is no universal way of managing supply
chains. Companies, especially those operating in traditional sectors of the economy,
generally do not want to change their logistics activities into primarily electronic
formats. Such changes require large and very expensive procedures, even if they can lead
to long-term profit and savings. Supply chain management should change the culture,
not only at the level of the company and its national supply chain, but also at the level of
international supply chains.

Web 2.0 (also known as “social networks”, “social revolution”, or “user-generated
content”) has been developed in the last ten years, to cover the rapid development of
the Internet and its related technology and applications. Web 2.0 has been inspired
by business revolution in the computer industry, caused by increased “relocation” of
business to the Internet platform, but also by trying to understand the rules of success on
that new platform (Barlow, 2011, p. 466).

The essence of Web 2.0 lies in the sharing of information through the
interconnectedness of people. It is focused on openness and relationship-building.
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The driving force of Web 2.0 lies in the creation of applications and services
within the unique Internet environment, which can be used for creating and sharing
information among the users. A large number of services, technology, and applications
that connect to Web 2.0 are blogs, Internet encyclopedias (the so-called “Wikis”), social
networks, forums, services for sharing multimedia content (for example, YouTube),
text and multimedia messaging (SMS and MMS), and instant messaging (MSN, Skype,
WhatsApp, Viber, and other applications).

Table 2: Examples of use of modern web applications in the supply chain

Web 2.0 tool Examples of applications in the supply chain

Blogs can be used for internal and external communication. For example, they can be
used for publishing the news about business development. What is more, blogs are a

Blog good place for presenting products and services, sharing experts’ advice, opinions, and
frequently asked questions. Finally, blogs can be used to create a database of loyal
customers.

Internet Internet encyclopedias allow companies to exchange documents and intensify mutual

encyclopedias cooperation. They can also encourage communication and transfer of knowledge

(Wikis) between people involved in the supply chain.

Forums may serve the company to build business connections, exchange information
Forums and opinions. The company can also use forums to seek advice on issues related to
business, and thus improve its expertise.

RSS allows companies/individuals to check for new content on the Internet. When
new content appears on the relevant external website, the user gets notified and the
information is delivered. This can be useful for market research and for the transfer of
information, i.e. knowledge.

RSS (Really Simple
Syndication)
“feeds”

Social networks are especially useful to companies when they advertise products and
Social networks collect feedback from customers about the advertised products in order to create a base
of loyal customers.

Companies can use tools and technology for sharing multimedia content, both to
present their products and services and to display photos and videos of best practices
within the supply chain.

Sharing multimedia
content

“Tagging” on social networks can serve companies as a means of categorization,
Tagging classification, and labeling of content and valuable information on the Internet. It could
eventually contribute to the collection of business data and market research.

Source: Barlow 2011, p. 467.

Numerous fields and network tools can be used for improving communication in
the supply chain. Web 2.0 activities that can be particularly helpful include: marketing
and advertising, cooperation and strengthening ties with customers and suppliers, transfer
of information and knowledge, creating added value as regards products and services,
research and development. Examples of specific Web 2.0 applications and tools in supply
chains are given in Table 2.

Only a few studies focus on the application of Web 2.0 in supply chain management.
For example, Goh, Lee, and He and Tan analyzed the impact of this technology on the

54 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

creation of potential benefits through dynamic B2B integration, but did not show in detail
how this technology can support the overall practice of supply chain management (Goh,
Lee, He & Tan, 2007). Furthermore, Ooi, Alain and Tan proved that this technology can
be applied in the process of supply chain management, but did not provide explanation
of how it can support this entire process (Ooi, Alain & Tan, 2011, pp. 394-399). Limited
results of these and numerous other studies point to the fact that, regardless of the
expansion of the implementation of Web 2.0, it is still not entirely clear how it can
be used to support the operation of supply chains. These restrictions will be a serious
challenge for researchers and managers in the future.

Conclusion

Competition among companies is increasingly replaced by competition among
supply chains. Due to global development and application of information technology,
supply chains become increasingly complex business networks with a virtual
organizational structure. Unlike others, companies that belong to business networks
are more flexible and more successful in coordinating business transactions with other
members of these networks.

E-business and supply chain management are in modern companies increasingly
integrated into a single system that is based on the latest web technology. The structure
of supply chains is constantly changing. Their increased effectiveness and efficiency
depends not only on technological innovation but also on information and communication
technology that supports electronic business. Today’s successful supply chain
management systems, which rely on modern web technology, allow manufacturers, their
suppliers, and customers to achieve a competitive advantage on the market. Companies
that adopt this technology on time will have a dynamic and sophisticated supply chain,
in line with their electronic business strategies.

The creation of a specific supply chain is influenced by numerous factors. For that
reason, nowadays, there are no two identical supply chains.

The introduction of modern web technology greatly reduces the resources required
to track the flow of materials and products in the supply chain. This creates conditions for
the improvement of their reagibility, competitiveness, and profitability.

Using information and communication technology is considered to be a prerequisite
of effective control of complex supply chains. Therefore, the availability of different,
adaptable, and price-competitive services with the use of modern technology becomes
the foundation of modern supply chain management.
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DEVELOPMENT POLICY ADVISORY PUBLIC SERVICE IN
AGRICULTURE IN THE REPUBLIC OF SERBIA?

Abstract

Under the advisory public services in agriculture mean all institutions that
publicly declare that they are in the service of agriculture. The main objective
of the establishment of these services is to facilitate agricultural production.
These services include: various institutes such as the Institute of Agriculture seed,
protection from disease and dr., Agricultural services, veterinary, anti-hail service,
Department of Pomology, National Institute of Viticulture.

In the countries of Southeast Europe, among which is Serbia and such services
are still underdeveloped and are in the phase of constitution. It is necessary to
support the development of these services because it is a regulated market is part
of an integrated rural development.

Drawing on the positive experience of developed countries in the EU and
beyond, and in connection with the establishment and operation of agricultural
advisory services, all the countries of South East Europe during the last decade
of the 20th century established this service. The fact that in the formation of
agricultural extension has not implemented a unique organizational model, and
that in the current functioning of these services are not everywhere achieved
satisfactory results, indicating, among other things, that there are no universal
solutions for all situations.

Key words: public services, agricultural extension, Serbia.

JEL classification: Q1, Q10, Q16.

IHOJIUTUKA PA3BOJA CABETOJABHUX JABHUX
CJHYKbBH Y TIO/bOIMPUBPE/IN Y PEITYBJINIIU CPBUJU
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OCHUBAFA 0BUX CIYAHCOU je ONaKuasarwe azpapie npouzeoowe. Y ose cuyoche
cnaoajy: pasHu UHCMUMymu 3a NObONPUEPEOy NONYM UHCMUMYma 3d ceme,
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npomugepaona cayxcoa, 3a600u 3a ohiapcmeo, 3a800 3a 8UHOSPAOAPCEO.

Koo zemama jyeoucmoune Eepone, mehy xojuma ce nanasu u Cpouja osaxee
cnyorcoe cy jour yeex HedoBOHO pasgujere u Haaaze ce y Qazu KOHCmumyucarsa.
Heonxoono je noopotcamu paszeoj osux ciyxcou jep ynpago ypelheHo mporcuuime
npeocmasba 0eo UHMeZpaIHo2 pypaiHoe paszeoja.

Ocnarajyhu ce Ha nO3UMUEHO UCKYCBO paszeujenux 3emansa EY u wupe, a y
8e31 Ca OCHUBAIbEM U PAOOM NO/LONPUBPEOHUX CABEINOOABHUX CIYHCOU, c8e Oporcase
Jyeoucmoune Espone cy moxom nocneore oeyenuje 20. exa ocHogae oge ciyxcoe.
Yumwenuya da y Gopmuparsy nombonpuspeorHos casemoodascmed Huje npumerset
jeouHcmeen opeanuzayuoHu mMooen, Kao u oa y odocadauitbem QYHKYUOHUCARbY
08UX CTYAHCOU HUCY C8Y20e OCMBAPeHU 3a0080ba8ajyhiu pesyimamu, yKkasyje, nopeo
ocmanoe, u Ha Mo 0a He NOCNOje YHUBEP3ATHA Peulerba 3a cee cumyayuje.

Kuwyune peuu: jasne cnyscoe, nomonpugpeono casemooascmeo, Cpouja.

Introduction

Progress in agriculture and rural development can not be imagined without
consulting the public service, which is organized in a modern way. The primary function
of such an organized public service in agriculture is to enable easier transfer of knowledge.
In conditions when Serbia became a candidate country for membership in the European
Union should create the conditions for our agriculture in a smooth way to adapt to the new
conditions. In this sense, the state has to make a large number of laws and development
documents, as well as to establish institutions that will ensure the harmonization with the
European Common Agricultural Policy. It all means that the field of agricultural extension
in Serbia exposed to the challenges of reform. An important step in this direction was made
with the entry into force of the “Law on the provision of advisory and professional activities
in the field of agriculture.” This law indicates that it is busy right direction in modernizing
and increasing the efficiency of public advisory services in agriculture in Serbia.

The development of public services in the CEE countries

Training and consulting services for the development of agriculture is in constant
progress. There is a great motivation for these services to transfer knowledge to farmers.
Training provided by counselors and information support services themselves is focused
primarily on technology and production aspects of agriculture. Many advisors in the
CEE countries specialize in certain areas of technical assistance.

In the case of Bulgaria, we see how public services are organized to support
agriculture. In the first place there is the National Centre for Agricultural Sciences,
National Service then selection and reproduction, and the Ministry of Agriculture and
Forestry. And the National Agricultural Advisory Service began operations in 1995. This
service provides free information, advice, consultation and training for farmers in 28
regional offices. (Millns, 2006, p. 30).
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A novelty in some countries in transition represents the emergence of private
advisory services for agriculture. The first country that started with the development
of private services, Estonia. In this country the government from its funds enable
the financing of knowledge transfer by agents of various private services to various
associations of farmers. Advisory work is related to the transfer of technology. Farmers
use this opportunity to enter into contracts with various private advisory services. State
advisory services continued to remain operational. Their primary task is to provide a
variety of benefits advice to poorer farmers. (Norton, 2004, p. 409). State-owned all the
other laboratories of the Ministry of Agriculture, the State Veterinary Service and the
Agricultural Faculty. (Csaki, Lekman, 2000, p. 240).

Private agricultural departments were formed in Hungary, Slovakia and the Czech
Republic.

The experiences of different countries in the CEE on the question of public services for
agriculture are quite different.. All of these countries the vast majority of cases, have public
services for agriculture under state ownership. These services are oriented on providing basic
advice by agents or authorized representatives of these services, and related agrotechnical
issues. Poor organization of these services at the state level affects their efficiency and ability
to provide adequate advice to farmers. Limitations in the civil service in state ownership can
best be seen in the case of Polish. In this country there is a large public service system that
provides limited support to farmers due to poor pay, because of inadequate transfer fees and
the high administrative burden. (Sutton, 2008, p. 21).

The development of public services for agriculture in Serbia

According to the Law on Agriculture and Rural Development, which was
adopted 29.05.2009. year and entered into force on 03.06.2009. was governed by the
existence of public services for agriculture. In the part which refers to the shape of
structural incentives to be more precise, under Article 12 of this Law points out that:
“Mere institutional support to the type of incentives that encourage research programs
in agriculture, programs of advisory services, promotion of agriculture, Agricultural
Market Information System of the Republic of Serbia, and other programs. “(Official
Gazette of RS, no. 41/09, p. 73). In early May 2010, adopted the Law on the provision
of advisory and professional activities in the field of agriculture. This law regulates the
conditions and methods for advisory and professional activities in the field of agriculture,
the Register of agricultural advisors, training of agricultural advisors and agricultural
producers, development planning advisory services in agriculture, as well as other issues
of importance for advisory work in agriculture. (Official Gazette of RS, no. 30/10).

Agricultural - Advisory Service
The development of agriculture in modern conditions requires a well organized
service dealing with the study and improvement of production technology, transfer of

scientific achievements in practice and scientific institutions dealing with education of
agricultural professionals.
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The main role of agricultural extension, as well as measures of agricultural
policy, is focused on providing advice and information to farmers in the acceptance and
application of new knowledge. The work of these services can be performed directly
by certain specialized institutions, but also through various media resources such as
brochures, newspapers, radio, television, internet. So, the agricultural department has
an obligation to connecting farmers with educational and scientific institutions. (Vujicic,
Risti¢, 2006, p. 69).

Agricultural extension in Serbia is realized on two levels. These are the Agricultural
Advisory Service of AP Vojvodina and Agricultural Extension Service Central Serbia.
The adoption of the Ordinance on the organization and operation of the Provincial
Agricultural Extension Service in 2006, virtually created the conditions for the start
of the Provincial Agricultural Services. The main objective of the adoption of this
Regulation was to increase the presence of advisors in the field of agricultural producers.
Of a total of thirty-five agricultural extension services in the Republic of Serbia, in the
area of AP Vojvodina is actively thirteen. Holders of advisory activities in agriculture
Serbia are agricultural extension services, institutes, veterinary, private companies and
consultants, as well as local NGOs. Two institutions that largely coordinated development
of agricultural advisory services, including the creation of legislation and funding, the
Ministry of Agriculture, Forestry and Water Management of the Republic of Serbia
and the Provincial Secretariat for Agriculture, Forestry and Water Management of AP
Vojvodina. (Markovic, & Thomas, 2010, p. 62).

Table 1. Agricultural Advisory Service in the Republic of Serbia

Number City Nam

| Nig Poljoprivredna savetodavna i struc¢na sluzba /Agricultural advisory and
’ professional service Nis, d.o.o.

5 Valievo Poljoprivredna savetodavna i struna sluzba / Agricultural advisory and
' J professional service Valjevo, d.o.o.

3 Vianie Poljoprivredna savetodavna i struc¢na sluzba/ Agricultural advisory and
’ J professional service Vranje, d.o.o.

4 Kralievo Poljoprivredna savetodavna i stru¢na sluzba/ Agricultural advisory and
' J professional service Kraljevo, d.o.o.

5 Jacodina Poljoprivredna savetodavna i struc¢na sluzba/ Agricultural advisory and
’ g professional service Jagodine, d.o.o0.

6 Mladenovac Poljoprivredna savetodavna i stru¢na sluzba/ Agricultural advisory and
' professional service Mladenovac, d.o.o.

7 Kosovska Poljoprivredna strucana sluzba/ Agricultural Extension Service Kosovska
’ Mitrovica Mitrovica d.o.o.

3 Kraeuievac Poljoprivredna savetodavna i struéna sluzba Agricultural advisory and
' g1 professional service Kragujevac, d.o.o.

9 Krugevac Poljoprivredna savetodavna i struc¢na sluzba/ Agricultural advisory and
’ professional service Krusevac, d.o.o.

10 Leskovac Poljoprivredna savetodavna i struéna sluzba Agricultural advisory and

’ professional service Leskovac, d.o.o.

1 Usice Poljoprivredna savetodavna i struc¢na sluzba/ Agricultural advisory and

’ professional service Uzice, d.o.o.
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. Poljoprivredna savetodavna i stru¢na sluzba/ Agricultural advisory and
12. Negotin . . .
professional service Negotin, d.o.o.
13 Novi Pazar Pol]oprllvredna s.avetoda.vna i struéna sluzba/ Agricultural advisory and
professional service Novi Pazar, d.o.o.
. Poljoprivredna savetodavna i struéna sluzba / Agricultural advisory and
14. Cacak . A
professional service Cacak, d.o.o.
. Poljoprivredna savetodavna i strucna sluzba / Agricultural advisory and
15. Pirot . . .
professional service Pirot, d.o.o.
Poljoprivredna savetodavna i stru¢na sluzba/ Agricultural advisory and
16. Smederevo . .
professional service Smederevo, d.o.o.
, Poljoprivredna savetodavna i struéna sluzba/ Agricultural advisory and
17. Pozarevac . . N
professional service Pozarevac, d.o.o.
18. Sabac Poljoprivredna savetodavna i stru¢na sluzba Sabac, d.o.o.
. Poljoprivredna strucana sluzba/ Agricultural Extension Service Zajecar -
19. Zajecar . L
Agroznanje d.o.0. Zajecar
20. Prokuplie Poljoprllvredna s'ave:codavna i struéna sluzba/ Agricultural advisory and
professional service Sabac, d.o.o.
. Poljoprivredna strucana sluzba/ Agricultural Extension Service Poljosavet
21. Loznica .
d.o.o. Loznica
22. Padinska Skela | SSPP Padinska Skela
24. Subotica Poljoprivredna strucana sluzba / Agricultural Extension Service Subotica
25 Backa Topola Poljopr.lvredna s.avetodvavna i struéna sluzba/ Agricultural advisory and
professional service Backa Topola, d.o.o.
26 Vrsac Enoloska stanica /Enological stations Vrsac
27 Kikinda Poljoprivredna struc¢na sluzba/ Agricultural Extension Service Kikinda,
d.o.o.
28. Novi Sad Poljoprivredna strucana sluzba/ Agricultural Extension Service Novi Sad
29. Pancevo
30. Ruma Poljoprivredna strucana sluzba/ Agricultural Extension Service Ruma
31. Senta Poljoprivredna strucana sluzba/ Agricultural Extension Service Senta
3 Sremska Poljoprivredna stru¢ana sluzba/ Agricultural Extension Service Sremska
’ Mitrovica Mitrovica
33. Sombor Poljoprivredna stru¢ana sluzba/ Agricultural Extension Service Sombor
34 Vrbas Poljoprivredna strucana sluzba/ Agricultural Extension Service Vrbas
35. Zrenjanin Poljoprivredna strucana sluzba/ Agricultural Extension Service Zrenjanin

Source: http://psss.rs/

According to a new law on the provision of advisory and professional activities in

the field of agriculture under Article 5 is determined to advisory work in agriculture can
be performed by companies founded by the Republic of Serbia, which are registered in the
Register of Business Entities to perform other services in agriculture, technical tests and
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analysis and consulting and management and which have employed agricultural adviser.
Advisory jobs in agriculture can be practiced by other legal entities and entrepreneurs
if they are in the register of business entities registered for performing other services
in agriculture, technical testing and analysis and consulting and management if their
employee agricultural adviser. (Official Gazette of RS, no. 30/10, p. 136-137).

Giving opportunities to entrepreneurs and other legal entities and private companies
to provide advisory services is new to the organization of extension and advisory services
working in the field of agriculture. This feature is already present in the countries that are
in the European Union as we have already pointed out. Persons engaging extension aims
to help the farmer to overcome negative practices. On the other hand it is understood that
the farmer accepts their advice. Throughout this business clients have control over the
work of his advisers. In the event that the work is not a high-quality advisors farmer may
lose trust in the advisor and the more it does not engage.

Professional paper - forms, objectives, organization

Under the new law on the provision of advisory and professional activities in
the field of agriculture under Article 7 are precisely regulated professional activities in
agriculture. That implies that legal persons and entrepreneurs engaged in advisory work
in agriculture can perform professional tasks in agriculture in accordance with this Law
and other regulations.

As professional jobs in agriculture to jobs that are determined as such by the law
and other regulations in the field of farming, plant health, animal husbandry and other
areas of agriculture. Professional work in agriculture of interest to the Republic of Serbia
shall be done in accordance with the annual program adopted by the Government.

Funds for professional work in agriculture are provided by the law governing
the annual budget of the Republic of Serbia. Professional work in agriculture from the
autonomous province, in the autonomous province shall be conducted in accordance
with the programs adopted by the autonomous region. Professional work in agriculture
for the unit of local government shall be performed in accordance with the programs
for the territory of the local unit makes local governments. (Official Gazette of RS, no.
30/10).

Advisory jobs in agriculture carried out in order to raise the general level
of knowledge of farmers and their awareness, increasing the competitiveness and
modernization of agricultural production, increase the profitability of production and
product quality, the introduction of organic food production, encouraging interest
association of farmers, preservation of natural resources, environmental protection and
improving the living conditions and culture of life in the countryside, and therefore rural
development.

Advisory jobs in agriculture according to the above mentioned Act are precisely
defined and they include:

»  providing technical assistance in the implementation of scientific achievements

and new technologies;

» providing expert advice and services, transfer of practical knowledge and

skills for technological improvement of production technology;
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» familiarizing farmers with good agricultural practice;

*  perform demonstration experiments in various fields of agriculture;

*  Training of agricultural producers to manage farms and keeping accounting
records of the holding;

e e agsist in the affirmation of rural development;

» providing advice on plant protection on the basis of data forecasting and
reporting services;

»  stimulating interest association and entrepreneurship in agriculture;

» providing advice and making proposals for the expansion of economic
activities as a supplementary activity on the farm;

*  making recommendations in livestock;

»  providing advice and recommendations on the rational use of land;

» providing advisory assistance in other areas for which farmers express interest.

In Serbia, the professional agricultural service organized at the national,
provincial and regional levels. On the territory of central Serbia operates twenty-one
agricultural expert service (http://www.psss.rs/news.php) on the territory of thirteen.
(http://www.polj.savetodavstvo.vojvodina.sr.gov.yu/index.php?module=subjects&f
unc=listpages&subid=1) The role of central government advisory service has and the
Institute for Science Application in Agriculture.

The current situation in professional services shows that it is necessary to reform
these services due to certain problems that are present in them. Let us mention just a
few of the problems: regular contact with farmers is still weak, budget financing service
is also not regular, and eventually material equipment in service is inadequate to actual
needs. In addition, unfavorable age and qualification structure of the employees of this
ministry. Also, insufficient activity of educational and research institutions as well as
the cooperation itself service to them. The information system is still not sufficiently
efficient and developed. Achieved is poor communication with suppliers of agriculture,
processing industry, financial institutions, trade and agricultural policy subjects.

Be sure that the results achieved in the agricultural production of our country have
been better with a better functioning of the relationship between science, agricultural
extension services and agricultural producers, especially farmers. The aim of agricultural
extension services should be to connect the agricultural farm with educational and
scientific research institutions.

Transfer of agricultural innovation are engaged in agricultural station, agricultural
institutes, research institutes, development services, research and development centers
in agricultural combines. In Serbia there are 10 veterinary and specialized institutes,
more than 350 veterinary clinic, about 290 veterinary stations and 5 centers for artificial
insemination. (Peki¢, 2010, p. 194-195).

According to all presented, should, priority is given to scientific research
and education based on their agricultural producers, as well as the development of
agricultural advisory services, which represents support in initiating and developing
specific production.

In Serbia, unfortunately ever-present problems of funding, both for scientific
research and agricultural production, while the education and association in the
background. In the agribusiness sector extension is one of the important factors of
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modernization business. In support of this statement must be given a confirmed fact that
investment in the extension (and agricultural research) yields about 40% of the average
wage rate, which is “much more than other investments in agricultural development.”
(Van den Ban, Hawkins, 1996, p. 13). The modern agricultural means of modern
technology. In this regard, in order to meet the standards of organic production, it is
necessary that new consultants have highly specialized knowledge.

Ideal advisors (ie. SMS - Subject Matter Specialist) implies the knowledge of
specific areas such as socio-economic consulting, environmental extension, as well as the
introduction of new regulations and standards in the EU. Consequently, the assumption
of a successful agricultural extension is continuous training of advisors and exchange
business experience and innovation through associations. In this regard, the existence
of strategic planning development and connectivity AKIS-a (Sistema knowledge and
information in agriculture) and various training centers advisers. (Mihailovic, Simonovic,
2008, p. 262)

These can be special centers for this purpose, but the most common are the
universities, research institutes, schools and various institutions, depending on the needs
of advisors, provide additional training. (Jankovi¢, 2006, p. 584). In this way, consultants
enrich their knowledge and enriching business experience.

In the end we want to stay that is closer to the needs of agriculture extension
services necessary to decentralization and networking consulting work. Support for
this process should be decentralization of the advisory bodies of individual ministries,
which would create conditions for adequate answers to the needs of individual farms and
agricultural enterprises, and the possibility of a partnership approach to solving business
problems. Also for the effective allocation of resources needed is a regional exchange of
consultants, including interconnection advisory work in Serbia. Agricultural enterprises
and manufacturers are still not well informed about the role and importance of advisory
services have. For example, more than 40% of rural households have never heard of a
counseling service, 24% of households do not know how to obtain them, while only 8% of
them regularly consults with this service. (Bogdanov, 2007, p. 143-144). These facts clearly
indicate what should be the primary focus and advisory services and agricultural sectors, as
well as the state, and to the improvement of education and awareness in this area because
of it would benefit everyone. This means that the advisory organization received more
business and thus more funds, and to intensify its development. Farmers and companies
would, using the services of advisory organization, it accelerated its development. And
finally, the state would, if nothing else, get richer sources of financing Budget.

Conclusion

Public advisory services in agriculture, representing a rate of agrarian policy. Their
importance is posebon ozeleda in that they represent a kind of link between science and
practice. For all these reasons, the work of these agencies must be taken more seriously
than it is with us to this day the practice. The adoption of laws and documents is a positive
development, but not sufficient progress in the development of this issue. Namely, that
the quality of legislation and / or strategies came to the fore, it is necessary to provide
conditions for their practical application.
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Just a modern extension service is one of the key drivers of agricultural
development and rural confirm the experience of most developed countries of the world,
whose advisory services have a long tradition and an important place in the structure
of the agricultural policy. We should not forget the fact that the rate of return on funds
invested in agricultural extension between 40 and 50% and that the period of economic
return of these funds is less than the production cycle. On the other hand, CEE countries
in the vast majority of cases the public authorities for agriculture which are owned by
the state. These services are oriented on providing basic advice by agents or authorized
representatives of these services that are related to agrotechnical issues. Poor organization
of these services at the state level affects their efficiency and ability to provide adequate
advice to farmers.

From the world of states, we can conclude that the investment performance of
the agricultural extension, from the national to the local level, should not be seen as
a cost but as an investment in the future. The elements that are essential to laying the
foundations of modern savatodavne services are: application of legislation, institution
building, investment in the formation of high-quality advisory personnel. Only in this
way organized advisory service would enable the agricultural population in our country
to infomiSe, utilize and improve their potential, knowledge and skills, and improve the
quality of production to a higher level.
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CONTROL IN FUNCTION OF FOREIGN SUBSIDIARY
PERFORMANCE EVALUATION

Abstract

The dominant role of the multinational companies (MNCs) in international trade
in the late 20" and early 21*' century indicates the importance of their management
control systems consideration. Management control instruments enable monitoring
efficiency not only of MNC as a whole, but also of its subsidiaries. The accounting
plays primary roles in the process of management control such as budgeting and
creating performance evaluation system. The budget allows determination of
foreign subsidiaries and their managers responsible for the identified deviations.
The budgeting at MNCs is based on the translation of accounting data denominated
in foreign currencies into the parent company currency. In that context, important
issue that MNCs address is the choice of appropriate currency. MNCs need to
answer the following question: whether budgeting and evaluation of foreign
subsidiary s actual result should be done in parent currency or local one.

Key words: control, foreign currency translation, exchange rate, budget,
performance.

JEL classification: M41, M21.

KOHTPOJIA Y ®YHKIIMJU OHEHE E@OUKACHOCTH
NMHOCTPAHUX ®PUITUIAJIAS

AncTpakTt

Jomunanmna ynoea mynmunayuonannux komnanuja (MHK) y melhynapoonoj
mpeosunu kpajem 20. u nowemxom 21. @exa yxazyje Ha 3HAYAj pazmamparoa
FUXOBUX — CUCEMA YApAGbard KOHmMpoaom. Hucmpymenmapuj xowmpone
ynpasmarea omoeyhasa monumopumne ne camo eguxachocmu MHK kao yenune,
seh u wenux guaujana. Ipumapne ynoee pavynosoocmea y npoyecy KOHmpose
VApasmara cy npunpema Oyuema u Kpeupare cucmema oyene nephopmanci.
Hspaoa 6yyema y MHK ce 3acnusa na npesohersy pauyHo800cmeeHux nooamaxa
UCKA3AHUX Y CIMPAHO] 8ALYMU Y 8AYMY MAMUu4He KOMnanuje. Y mom Koumexcny,
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uzbop oozosapajyhe sanryme npedcmasba 3HavajHo numarse Kojum ce 6ase MHK.
MHK mpeba oa npysce 002080p Ha credefie numarbe: 0a au npunpemy oyuema
U OYeHy oCmeapeHux pesyamama mpeda U3SPUIUMU Yy MAMUYHO] UTU JOKATHO]
sanymu.

Kayune peuu: cmpana punujana, konmpona, npegolere cmpare eanyme, Kypc
pasmene, Oyuem, nepghopmance.

Introduction

The use of management accounting and control systems could be analysed from the
framework of performance measurement and performance management. Since the basic
premise of the diagnostic control is that the process outputs are measurable, performance
measurement might be classified in the category of diagnostic control process.
Performance measurement systems are the collection of financial and nonfinancial
performance indicators that managers use so they could evaluate their own performance
or their units or subordinates. There is a question whether the performance measurement
systems are diagnostic or interactive ones. Today, it is widely accepted understanding that
performance measurement systems are either diagnostic or interactive. In other words,
it is possible to apply the performance measurement systems as a support to control
through beliefs systems and boundary systems along with diagnostic and interactive
application. The performance measures are the efficient means for the communications
about dimensions that are requested, as well as for underlining the acceptable behaviour.
If the strategic change is introduced, the accounting control is acceptable in order to
supply the requested changes in attitudes and behaviours.

The accounting plays primary roles in the process of management control such
as preparing budget and creating performance evaluation system. Numbers in operating
budgeting reflect short time frames of company’s strategy and allow monitoring of
strategy implementation. Budgeting is relevant and frequently applied managerial
accounting instrument both at national and international level. This complex issue in
national boundaries becomes much more complex in global business arena. Therefore,
one of the most important aspects in the preparing budget at the level of MNC is
translation of foreign subsidiaries’ budgets. In other word, budgeting at MNCs is based
on the translation of accounting data denominated in foreign currencies. In that context,
important issue that MNCs address is the choice of appropriate currency. MNCs need
to answer the following question: whether budgeting and evaluation of the actual result
should be done in parent currency or in local currency.

Management control of MNC is primarily concerned with the differences between
actual performances and their values in the budget. If the comparison of budget and
actual profit is done in local currency, the identified quantitative deviation would result
from variations in sales volume and/or price variations in local currency. If the actual
profit of foreign subsidiary is compared with its budget value in parent currency, both
indicators should be translated into the presentation currency of the parent company.
In doing so the appropriate exchange rates are used. If, therefore, the exchange rate
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at the beginning of year is used for translation of budget result and the exchange rate
at the end of year is used to translate the actual result, the deviation from the budget
value could be caused by variations in the sales volume, variations in local currency
prices, as well as changes in exchange rates during the period. In other words, if different
exchange rates are used for translation of foreign subsidiary’s budget and actual results,
deviation of actual profit from budget one may be caused by exchange rate fluctuations.
The budget allows determination of foreign subsidiaries and their managers responsible
for the identified deviations.

Therefore, the subject of this research paper will be focused on the role of budgeting
in foreign subsidiary performance evaluation. More specifically, the study focuses on the
concept and types of control and the role of foreign currency translation in operating
budgeting at the level of MNC. The main goal of the paper is to point out the key roles of
budgeting in the process of performance evaluation. The significant research objective is
to show that the deviation due to changes in exchange rates, identified by comparing the
budget and actual result, could be avoided by using the same exchange rate to translate
both the budget and actual results. Thus, the paper is structured in two parts. The first part
deals with concept and types of control, and the second one is devoted to the significance
of foreign currency translation in the budgeting process.

In the paper, it is applied the qualitative methodology, established on studying
and descriptive analysis of the research problem in the area of accounting and business
economics. By the methods of synthesis and deduction, there will be synthesizing of
the different attitudes, on the basis of which there would be general conclusions derived
related to the role of control in foreign subsidiary performance evaluation.

The concept and types of control

Control is the process of making sure that the business activities are to fit in
the plan and that defined aims and objectives are to be realized. Peter Drucker (1964)
made a distinction between the words “’controls” and ‘’control”. The word *’controls”
means measurement and information, while the word ‘’control” means the direction.
“Controls” encompass all methods and procedures which direct the employees toward
the organizational aims achievement (for example, the job description, operating
instructions, procedures and budgets for the employees training). Such a control is
called administrative and it could be said formal one. There are also and social and
informal control, which the individuals mutual perform — for example, procedures that
small groups use in order to regulate the performance of their members and in order
to redirect the individuals’ behaviour if there are deviations of their performance from
group standards. In addition to administrative (formal) and social (informal) control,
there are also other types of control: ex ante, cybernetic, binary, ex post, strategic,
management control and operating control, control based on accounting reports, control
by performance measures, budgetary control (Krsti¢, 2012; Domanovi¢, 2014). Krsti¢
(2012) accentuate different approaches and these are: market approach to control, which
accentuates external, market mechanisms — competition, in order to define measurable
standard for performance control, that is for quantitative and qualitative comparison and
deviations identification; bureaucratic control, which is directed toward strict hierarchy,
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rules, prescriptions, procedures, policies, standardization of activities, good established
budgets in order to ensure that the employees behave in an adequate manner in order to
fulfil standards/defined target levels of financial and nonfinancial performances; and clan
control, which is regulated on basis of common formed and established values, norms,
beliefs and other key aspects of organizational culture.

Otley (1999) distinguished ‘’'management control” from *’strategic planning” and
“’operational control”. Anthony et al. (1989) introduced the management control system.
The processes of the management control are: strategic planning and control, management
control and task control. Strategic planning and control deal with long term aims and
objectives in terms of their defining and finding the way of their realization. These are
directed toward external issues. The task control is more routine process, which make
possible that everyday activities would be performed effectively and efficiently (Anthony
et al., 1989, 11). Management control connects these two elements. This is the process,
which ensures that the strategy is expressed in the tasks that are performed. Management
control process is the process in which the managers at all levels supervise the employees in
order to implement the defined strategy. This is also the process of detecting and correcting
the unintentionally mistakes of the performances and intentionally irregularities. Hence,
the control model is the cybernetic one although there is very little cybernetics included.

Simons (2000) defined the management control systems as formal, information
based routines and procedures that managers apply in order to maintain or change the
organizational activities pattern. Despite its confidentiality and widespread acceptance,
Simon’s model of management control has numerous serious limitations (Berry et al.,
2005). In its essence, Anthony’s model stresses the financial aims and, through the
budgetary control, has been usually concentrated on forthcoming 12 months. Thus, this
model pays a little attention to long term aims and objectives. Since this model ignores
the issues like business environment and positioning the company in relation to other
entities, it did not succeed to adjust the ideas that are of fundamental significance for the
concepts of the strategy and control.

Traditionally, the strategic control supplies that employees’ behaviour is consistent
with the defined strategy (Merchant, 1985). This could be considered as the control of
the strategy implementation. Besides, the strategic control implies and systematic check
whether the present strategy is relevant in terms of the changeable circumstances. The role
of the strategic control system is to enable the top management to reply on unpredictable
external and internal challenges by strategy redefining. This could be considered as the
control of relevance. The strategies that managers define in advance deliberately as well
as unintentionally, incremental strategies should be the subject of the control.

There are differences between the strategic control and budgetary control
(Domanovi¢, 2010; Domanovi¢, 2014). Strategic control demands more data from
different sources, especially external ones and might deal with the competitive benchmarks
for comparison and nonfinancial measures, as well as with long term outcomes. Strategic
control could be less precise and formal then the budgetary control and deals more with
the accuracy of premises on the basis of which the management control is based than with
the quantitative deviations from the standards. Operating control implies the employees’
performance evaluation at the operating level by the middle managers.

Simon’s (2000) model of strategic control is based on four control levers: beliefs
systems, boundary systems, diagnostic control systems and interactive control systems.
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The belief systems are used in order to increase the core values connected with the
business strategy and inspire the research for new opportunities in accordance with
these values. The boundary systems reduce the risks of setting the limits to the strategic
undesirable behaviours. Through the diagnostic control system, the critical success
factors are communicated and supervised. Finally, the interactive control systems are
used in order to discuss about strategic uncertainty and get new strategic replies on
changeable environment. While the beliefs systems and interactive control are used in
order to encourage innovative behaviour, the boundary systems and diagnostic control
are used in order to determine that the employees behave as it is defined by established
rules and plans.

Tessier & Otley (2012) examined Simon’s Levers of Control (LOC) framework
taking a holistic approach which consists of analyzing the internal consistency of the
framework’s components and also comparing them with other similar concepts in the
literature. They introduced two groups of actors, managers (intention) and employees
(perception) and focused mainly on the former. Managerial intentions are comprised
of three levels of choice: (1) types of control (social and technical), (2) objectives of
controls (performance or compliance) which are regrouped into four control systems
operating at two organizational levels (operational and strategic performance control
systems and business conduct and strategic boundaries) and (3) other choices regarding
use of controls (interactive/diagnostic), role of controls (enabling/constraining) and
consequences linked to controls (rewards/punishments).

Otley (1999) points out that attempting to design control systems without having a
detailed knowledge of how the business works is likely to prove arecipe for disaster. Design
of the management control system with the aim of the corporate efficiency evaluation
includes a clear identification of whom, what and when. The reply on the question who
indicates who is interested in the process of corporate efficiency evaluation. There are
four recipients of the performance reports: (1) owners and managers, (2) creditors, (3)
local government, and (4) employees. Everyone has a different understanding of desired
performances (Domanovi¢, 2014). The second aspect of the management control is what
the subject of the evaluation is. It is usual to evaluate an individual manager, so the
effectiveness and efficiency of his performances could be evaluated. Alternatively, the
subject of the evaluation might be the strategic business unit, which is under control
of the manager in terms whether it is necessary or not to expand or divest the strategic
business unit. The subject of the evaluation might also be the team of the managers. The
managers’ performances might be compared with the performances of other managers or
with own performances in previous years. The third aspect of the management control
is when the performance evaluation should be performed. Firstly, the evaluation might
be performed on basis of whether the resources that managers use or on basis of their
results. The first approach use master budget and the second one use the flexible budget.
The first approach is ex ante and other ex post.

The use of management accounting and control systems could be analysed from
the framework of performance measurement and performance management. Since
the basic premise of the diagnostic control is that the process outputs are measurable,
performance measurement might be classified in the category of diagnostic control
process. Performance measurement systems are the collection of financial and
nonfinancial performance indicators that managers use so they could evaluate their own
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performance or their units or subordinates. Jordan & Messner (2012) examined to which
extent managers care about the design characteristics of performance indicators and other
control systems with the help of the framework of enabling and coercive control. They
discussed about enabling and coercive control. Management control will be regarded
as coercive (rather than enabling) at least at some point in time. The introduction of a
new control system can easily create feelings of coercion among middle managers and
employees, but it does not mean that it has to remain being seen as coercive.

There is a question whether the performance measurement systems are diagnostic
or interactive ones. Today, it is widely accepted understanding that performance
measurement systems are either diagnostic or interactive. In other words, it is possible
to apply the performance measurement systems as a support to control through beliefs
systems and boundary systems along with diagnostic and interactive application. The
performance measures are the efficient means for the communications about dimensions
that are requested, as well as for underlining the acceptable behaviour. If the strategic
change is introduced, the accounting control is acceptable in order to supply the requested
changes in attitudes and behaviours.

The concept of control is a very fascinating topic since it could be viewed from
economic, social, behavioural, cross-national and cultural aspects. It is interesting to consider
control in multinational companies. Bedford & Malmi (2015) examined how control
mechanisms combine depending on the contexts in which they operate. They examined how
accounting combined with a wide variety of control arrangements and contexts and found
that in contexts characterized by uncertainty, accounting is activated in an interactive fashion
and combines with organic and flexible-bureaucratic configurations. They also stress that the
design and use of accounting mechanisms depend on knowledge of contextual conditions as
well as on the wider control structure in which those mechanisms reside.

The role of foreign currency translation in budgeting

The contribution of accountants in the management control process is realized
in two ways. First of all, accountants prepare budget as a tool which reflects short term
horizons of company’s strategy and makes possible monitoring of implemented strategy.
They also participate in creating the performance evaluation system.

Numerous studies show that budgeting, as relevant and frequently applied
managerial accounting instrument in international business, is based on the translation
of accounting data denominated in foreign currencies. In an accounting context, foreign
currency translation is the restatement of accounting data expressed in one currency
into another (Bogicevic, 2013, 138). Appropriate formulated standards for assessing
performance can stimulate managers to take actions that will contribute to increase
efficiency and achieve company’s objectives. Standards used in the control process
of company performance as a whole, its segments or areas of responsibility, as well
as their managers are adopted by opting of objectives in the budget. As budget allows
determination of responsibility for company’s units and managers, it represents a
standfast for the performance assessment.

As a rule MNCs simultaneously use multiple financial measures, non-financial
measures or some creative mixture of the two to assess performance. Relevant financial
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measures of performance involve: sales growth, net profit, cost reduction, return on sales,
and return on investment (Doupnik & Perera, 2007). Non-financial measures of foreign
subsidiary that are not based on financial statement’s algebra include: market share
increasing, quality control, productivity improvement, relation with the government
of the host country and parent company, employee development and safety (Choi &
Czechowich, 1983, 17). Several research studies conducted in the USA and United
Kingdom over the period 1980 to 1990 highlighted the importance of financial measures
in foreign subsidiary performance evaluation. Surveyed managers of MNCs pointed out
that the most commonly used financial measures for subsidiary performance evaluation
were profit, return on investment and budget compared to actual profit with a slightly
modifications in rank order. In this regard Doupnik & Perera (2007) pointed out that
profit is the top financial measure used by MNCs with headquarters in the USA. By
contrast, the results of a 1988 survey of UK MNCs indicated that top financial measure is
not absolute amounts of profit, but budget compared to actual profit (Doupnik & Perera,
2007). The significance of profit in accounting literature as performance criteria arises
from the fact that it is treated not only as a single measure, but as a basis for identifying
other performance measures (Bogicevic et. al, 2013). Management control of a company
is primarily concerned with the differences between actual performances and their values
in the budget. In that way budget allows determination of subsidiaries and their managers
responsible for the identified deviations.

The key issue in the assessing foreign subsidiary performance relates to the choice
of currency. Analogously previously highlighted the importance of currency choice in
assessing foreign subsidiary performance, MNCs must make a currency choice for the
purpose of preparing the budget. In other words, MNCs must solve the next dilemma:
whether budgeting and evaluation of the actual (realized) result should be done in
parent currency or in local one. If the comparison of budget and actual profit is done
in local currency, the identified quantitative deviation would result from variations in
sales volume and/or price variations in local currency. If the actual profit of foreign
subsidiary is compared with its budget value in parent currency, both indicators should
be denominated into the presentation currency of the parent company. The appropriate
exchange rates are used for the purpose of that translation. Different exchange rates
could be used in that process, such as the exchange rate at the beginning of the year,
the exchange rate at the end of the year, and/or average exchange rate. If, therefore, the
exchange rate at the beginning of the year is used for translation of budget result and the
exchange rate at the end of the year is used to translate the actual result, the deviation
from the budget value could be caused by variations in the sales volume, variations in
local currency prices, as well as changes in exchange rates during the period. In other
words, if different exchange rates are used for translation of budget and actual results,
deviation of actual profit from budget one may be caused by exchange rate fluctuations.
These relations can be summarized in Table 1.
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Table 1. Translation of profit in local currency into profit in parent currency

Budget profit in local - _ .
currency X Beginning exchange rate = Budget profit in parent currency

versus

Actual profit in local

X Ending exchange rate = Actual profit in parent currency
currency

Variance = f (sales volume variance and local currency price variances)
Variance = f (sales volume variance, local currency prices and exchange rate variance)

Source: Adapted from Doupnik, T. & Perera, H., (2007). International Accounting,
International Edition, New York, McGraw-Hill.

It is obvious that currency volatility poses a great challenge to foreign subsidiary
performance assessing and budgeting. In that case the question arises as to whether the
manager of foreign subsidiary should be considered accountable or not for exposure to
currency risk. In a situation when a comparison of budget and actual aggregates is done
in parent currency, the question arises as to whether deviation from plan due to changes
in exchange rates should be included in performance evaluation of foreign subsidiary and
its managers. The answer to the above question should be linked to the responsibility of
local managers to currency hedging. If foreign managers have control over the currency
hedging, they would be considered responsible for part of the deviations arising due to
changes in currency volatility. In that case, it is recommended to translate both budget
and actual result in parent currency, and the responsibility for deviations due to changes
in exchange rates should be located to foreign subsidiary manager(s). Conversely, if
foreign subsidiary managers do not have control over exposure to foreign exchange risk,
it is recommended to use result denominated in local currency for assessing foreign
subsidiary performance.

As MNCs usually centralize the activities of currency risk management, individual
foreign subsidiary is not responsible for currency hedging. Although foreign subsidiaries
as a rule don’t manage their currency risk exposure, MNC headquarters is interested
in their financial position and profitability. However, the headquarters is interested in
assessing the performance of its subsidiaries in various parts of the world on the uniform
basis that is the currency of the parent company. Although foreign exchange risk could
not be attributed to an individual subsidiary, both types of its result, budget and actual,
denominated in local currency should be translated in parent currency. In doing so,
preparing the budget and translation process should be based on a single exchange rate,
which can be (Doupnik & Perera, 2007):

1. The real exchange rate in the period of budget preparation;

2. The projected future exchange rate during the preparation of the budget;

3. The real exchange rate at the end of the budget period.

On the basis of these exchange rates it is possible to make a nine combination for
translation of budget and actual results of which only five could be used in performance
assessment. Combinations of exchange rates are as follows (Lessard & Lorange, 1977,
628):
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Exhibit 1. Combinations for translation of budget and actual results

Rate used to track actual performance to budget
- Actual at Projected at time of |  Actual at end of
Rate used for determining budget time of budget budget period
Actual at time of budget 1 / 4
Projected at time of budget / 3 5
Actual at end of period / / 2

Source: Lessard, D. & Lorange, P. (1977) Currency Changes and Management
Control: Resolving the Centralization/Decentralization Dilemma, Accounting Review,

628.

The meaningful, numbered combinations of exchange rates vary according to the
exchange rate effects on performance evaluation and responsibility of foreign subsidiary
managers for currency risk. Blake & Hossain (1996, 279) pointed out that different
exchange rate combinations to set budgets and track performance give rise to differing
managerial responses. These five combinations that differ in scope of management
responsibility for the exchange rate component of the budget deviation can be explained
as follows (Doupnik & Perera, 2007):

1.

The first combination means the translation of budget and actual results at
the effective spot exchange rate in the period of budget preparation. In that
case a total deviation from the planned results is a function of sales volume
variance and/or changes in local currency prices in local. Although exchange
rate changes, management doesn’t bear responsibility for currency volatility.
However, there are minor incentives to take account of projected exchange
rate changes in making operation decisions. This alternative does not differ
from the assessment of results in local currency.

The second combination relates to translation of budget and actual results
at the effective spot exchange rate at the end of the budget period - this
combination is interpreted in the same manner as explained previously one.
The third combination is based on translation of budget and actual results at
a projected exchange rate at the time the budget is prepared. This alternative,
as the previous two, implies that a total deviation from the planned results
is a function of sales volume variations and price changes in local currency.
Although managers are not responsible for the exchange rate component
of budget variance, this alternative motivates them to consider anticipated
changes in exchange rates and take them into consideration in the drafting of
their operational plans; that is why this combination is the most propagated
in accounting literature.

The fourth combination means that budget and actual result are translated using
different exchange rates. In particular, budget is translated at the beginning of
period exchange rate and actual result at the end of period exchange rate. Hence,
the deviation from budget can be decomposed into sales volume variance,
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local currency prices changes, and exchange rate fluctuations. Unlike previous
combinations, managers can be held accountable for the effects of currency
volatility. If there is a natural hedging at the level of MNC as a whole (one
foreign subsidiary has the receivables and the other one has liability, both will be
due simultaneously, denominated in the same foreign currency, and at the same
amount), local managers will be encouraged to protect themselves from various
types of foreign exchange risks (transaction, translation and economic exposure).
5. Under this combination the budget and actual result are translated using the
projected ending exchange rate and the actual ending rate, respectively. The total
deviation from budget result is a function of sales volume, price variations in local
currency and the unanticipated changes in exchange rate. It is noteworthy that
managers of subsidiary include projected exchange rate changes in operating plan
and are held responsible for their attitudes to unexpected exchange rate changes.

In order to empirically illustrate previously explained combinations of exchange
rates for remeasurement the budged ant actual results, we slightly adapted Doupnik &
Perera (2007) simplified example and started from MNC headquartered in Italy with
its subsidiary abroad (outside the Eurozone). The amounts of relevant aggregates
denominated in foreign currency (FC) are as follows:

Budget Sales -------------- 200 FC
Budget Expenses ---------- 180 FC
Budget result /profit ------ 20 FC

Fluctuations in exchange rates of parent currency (euro) against foreign currency
during the budget period can be summarized as follows:

- actual exchange rate at time of budget preparation------------ 1,00 FC=2 PC
- projected ending exchange rate 1.00 FC=1.80 PC
- actual exchange rate at end of period 1,00 FC=1.40 PC

Assuming that the actual result of a foreign subsidiary in foreign currency is
the same as budgeted, the effects of translation of budget and actual results of foreign
subsidiaries from local currency (FC) into parent currency (PC) can be presented in
numerical example. Since the budget and actual amounts can be translated using the
same or different exchange rates, combinations with and without exchange rate variance
are separately presented in Exhibit 2 and Exhibit 3, respectively.

Exhibit 2. Translation of budget and actual results of foreign subsidiaries into parent
currency without exchange rate variance

Combinations without exchange rates variance
1 2 3

Budget | Actual Budget Actual Budget Actual
Exchange rates 2,0 PC 2,0 PC 1,4 PC 1,4 PC 1,8 PC 1,8 PC
Sales 400 400 280 280 360 360
Expenses 360 360 252 252 324 324
Result/Profit 40 40 28 28 36 36
Deviation 0 0 0

Source: Adapted from Doupnik, T. & Perera, H., (2007). International Accounting,
International Edition, New York, McGraw-Hill.
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As shown in Exhibit 2 these three combinations are based on using the same
exchange rate for translation of the budget and actual results. In these combinations there
is no exchange rate deviation. In other words budget deviation cannot be a function of
exchange rate changes. Hence, managers of foreign subsidiary are not held accountable
for exchange rate changes. Exchange rates have no effect on assessing foreign subsidiary
performance. Possible deviations from the budget (if foreign subsidiary did not meet its
sales volume and expense target in terms of foreign currency) occur due to changes in
sales volume, sales price, purchase price and other factors that determine the level of
expenses.

Doupnik & Perera (2007) cited the results of only one conducted study (The 1989
Business International Study ,,Evaluating the performance*) according to which only 14
percent of U.S. companies indicated using the same exchange rate to translate both the
budget and actual results. The majority of MNCs included in this study pointed to the
use of different exchange rates to translate the budget and actual results. The Exhibit 3
shows the combinations in which the different exchange rate are used for translating the
budget and actual figures

Exhibit 3. Translation of budget and actual results of foreign subsidiaries
into parent currency with exchange rate variance

Combinations with exchange rates variance
4 5

Budget Actual Budget Actual
Exchange rates 2,0 PC 1,4 PC 1,8 PC 1,4 PC
Sales 400 280 360 280
Expenses 360 252 324 252
Result/Profit 40 28 36 28
Deviation -12 -8

Source: Adapted from Doupnik, T. & Perera, H., (2007). International Accounting,
International Edition, New York, McGraw-Hill.

Unlike combinations 1, 2 and 3, there is an exchange rate deviation in both
combinations shown in Exhibit 3. Since the observed foreign subsidiary made entirely
planned amount of sales and expenses, the deviation that occurs in the parent currency
arises solely from exchange rate fluctuations. The exchange rate deviation of PC12 is
obtained by multiplying the actual profit in foreign currency (FC20) and change in the
ending compared to the beginning exchange rate (PCO, 60). The exchange rate deviation
in combination 5 is PC8. It is equal to the actual amount of profit denominated in foreign
currency (FC20) multiplied by the unexpected change in the exchange rate in the amount
of PCO, 40 (PC1, 40-PC1, 80).

Finally, it can be concluded that the deviation due to changes in exchange rates,
identified by comparing the budget and actual result, can be avoided by using the same
exchange rate to translate both the budget and actual results. The consideration of the
effects of changes in exchange rates on the budget process has confirmed the undeniable
importance of foreign currency translation in the implementation of this relevant
managerial accounting instrument.
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There are a number of other macro-economic variables affecting the foreign
subsidiary budgeting and the performance evaluation system (Domanovi¢ & Bogicevic,
2009). The most important among them are different rates of inflation, and interest
rates. Rivera & Milani (2011) accentuated that foreign exchange rates, interest rates,
and inflation make so-called “Bermud Triangle “ which affects multinationals’ budgets.
Therefore, our next research will be devoted to understanding the simultaneous impact
of these external factors on multinationals’ budget.

Conclusion

The concept of control is a very fascinating topic since it could be viewed from
economic, social, behavioural, cross-national and cultural aspects. It is interesting to
consider control in multinational companies. Bedford & Malmi (2015) examined how
control mechanisms combine depending on the contexts in which they operate. They
examined how accounting combined with a wide variety of control arrangements
and contexts and found that in contexts characterized by uncertainty, accounting is
activated in an interactive fashion and combines with organic and flexible-bureaucratic
configurations. They also stress that the design and use of accounting mechanisms
depend on knowledge of contextual conditions as well as on the wider control structure
in which those mechanisms reside. Budgeting represents relevant and frequently applied
managerial accounting mechanism in international business.

MNCs use multiple financial and non-financial measures in performance evaluation.
The most commonly used financial measures for subsidiary performance evaluation are
profit, return on investment and budget compared to actual profit. Management control
of the company is primarily concerned with the differences between actual performances
and their values in the budget. In that way budget allows delegation of subsidiaries and
their managers responsible for the identified deviations. Therefore, it is not surprising
that the budget is qualified as a point of reference for assessing the performance.

MNC headquarters is interested in assessing the performance of its subsidiaries in
various parts of the world on the uniform basis that is the currency of the parent company.
Therefore, both types of foreign subsidiary results, budget and actual, denominated in
local currency should be translated into parent currency. For that purpose, it should be
used a single exchange rate, such as: the real exchange rate in the period of budget
preparation, the projected future exchange rate during the preparation of the budget, and
the real exchange rate at the end of the budget period.

On the basis of these exchange rates it is possible to make a five meaningful
combination for translation of the budget and actual results that could be used in the
foreign subsidiary performance assessment. If combination is based on using the same
exchange rate for translation of the budget and actual results, there is no exchange rate
deviation. Hence, managers of foreign subsidiary are not held accountable for exchange
rate changes. Exchange rates have no effect on assessing foreign subsidiary performance.
If budget and actual results are translated using different exchange rates, the deviation
from the budget can be decomposed into sales volume variance, local currency prices
changes, and exchange rate fluctuations. Managers can be held responsible for the effects
of currency volatility.
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HUHBECTHUIIMJE, CBETCKA IIPUBPEJIA
N CUPOMAIIHE 3EMJ/BE

Ancrpakr

Ceemcku 0oxooax ce nejednaxo pacnopehyje uzmely pazgujerux u 602amux 3emasnsa ¢
jeone cmpane u CUpOMAUHUX U Marbe pazsujenux semasna ¢ opyee cmpare. Cupomawine
3eMme Y NOKYUA)y paszeoja céoje npuspede Haudase Ha MHO200pojHe npenpexe 00 KOjux cy
HajeadicHuje pacm cmaHo8HUMEA, OequyumapHoCcm pecypcd, He0OCMAamax Kanumaind,
HeOOCMAamax UHEeCMuparsa y /6y0CKU Kanumari, omuyuje y UH@pacmpykmypy, HucKko
npodykmuena nomonpuspeda u Kouguukmu. Cupomauine 3emmve NOKywasajy oa
Paszeujy ceoje eKoHomuje U38030M NPUMAPHUX 000apa Kako Ou ocmeapuie Kopucm
00 U3B03HUX NpUX00a 3a HAbABKY Kanumannux o0obapa. Mehymum, ronebousocm
PEanHUX YeHa NPUMApHUX U3603HUX 000apa HA CBEMCKOM mpoicuuimy, Koje ce kpehy u
00 40%, onemozyhasajy cupomawine 3emme 0a y NOMNYHOCHIU CYRCIMUMYUULY U3603
NpUMapHUX 000apa ye8030M Kanumaike onpeme, NOCeOHO Kadd je u3603 ycpeocpehen
Ha jeOHo npumapro 006po. [la bu uzbezne onadajyiu mpeHo peanHux yeHa u eenuxe
drykmayuje yena oko moz mpeHoa, CupomMawiHe semme,  (MpUMAapHu npoussohauit)
Jjeouro moey da ojauajy ceoje ekoHomuje u nosehiajy npuepeoHu pacm, y OKUpy ceemcke
npuepeoe, yopyscusarsem, paou obezoehersa cmaduiuzayuoHoe Mexanusma 3a oopelheHo
npumapHo 0oopo. Marwe passujere 3emme cmampajy oa hie eefiu pazeoj ocmsapumu
yepeocpehusarbem npe Ha  UHOYCIPUJy He20 HAd NPUMAapHy Hpouseoory. 300z moea
oHe, ycied HedOCmamKa Kanumand, npubeeasajy HenosobHom 3aoyicusarsy. Muoce
cupomauite 3emsme, He Moy 0a omniame 0ye U mpaoice penpospamuparse. 3602 moea,
EKOHOMCKU je onpasoaHo 0a oHe c80j npuepedHu pazeoj 6asupajy Ha HeuckopuuihieHe
KOMnapamuene npeOHOCmu, CIMpPYKMyparHuM npunazohasarbem Kpo3 noeeharbe
unsecmuyuja, npooykmusHocmu u epuxacrocmu. Cupomawine 3emsmve 3axmesajy nomoh
nymem melyHapooHux mparncgepa, jep cmampajy 0a cy ce MHo2e 3eMsmbe obozamuie
KONOHUJATHOM eKCHLOaMAayujom muxoeux pecypca.

Kuwyune peuu: cupomawne semsmwe, Kanumar, npugpeor pa3eoj, Penpocpamuparse
oyea, nomoh.

Introduction

The current world economy, placed through world trade and finance, adjusted to the
needs of rich countries and international financial and corporate capital. In the function
of these interest groups is the leading international institutions World Bank, International
Monetary Fund and the World Trade Organization. These institutions apply economic
policy on the world, adopted by the Washington consensus. This policy is exclusively
focused on achieving the highest possible efficiency. Social and environmental
consequences of this policy are ignored. Issues of social justice, unemployment, poverty
and threats to the environment are left to the states and their organizations.

The implementation of global policies on the principles of the Washington
Consensus endangered the many countries and leads them in a difficult economic
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and social situation. The focus on this policy to prevent inflation and savings has not
brought the expected results. Advice poor and some transition countries have influenced
the drastic decline in their production and living standards. This led to the lagging
behind of economic development. Less developed countries is recommending the
purpose of restrictive monetary and budgetary policies instead of anti-cyclical policy
to encourage economic growth. Insisting on the budget balance and the decreases of
public expenditure, even in a period of stagnation or recession, has had devastating
consequences of economic development and social situation. The policy of high interest
rates has exacerbated, already sensitive situation and affected the excessive growth of
foreign debt of poor countries.

The consequences of such policies are even greater stratification of world society
into rich and poor. World income is unevenly distributed among the developed and rich
countries on the one side and the poor and less developed countries on the other. The
new world economic consensus is deepened and widened the gap between rich and poor.
From 1990 to 2011, the number of extremely poor has expanded on 217 million to 415
million people. Average life expectancy, the population on these environments, it is 56
years, illiteracy 41% and the daily wage is less than $ 1.25.

The causes of poverty is the consequence of the rest of the inherited colonial of
bondage, fragmentation of space on a small number of states, with arbitrary boundaries,
which are chronic sources of tribal conflict, mostly around its rich natural resources,
population growth, insufficient of natural resources, the deficiency of physical and
human capital, low productivity, customs and lack of investment in infrastructure. Then,
the exploitation of natural resources by foreign companies that did not interested to
accumulate and finance economic development already achieved profits reinvested and
guides to other parts of the world. Not unusual collaboration, foreign multinationals
company, with corrupt political elites on common interests and against the interests of
their own countries and population.

The poor and less developed countries are trying to develop their own patterns
of economic growth, using natural comparative advantages and benefits from the world
environment. Many of them have attempted, through international trade, exports to
primary goods; provide enough financial resources for the procurement of capital goods.
Fluctuations in prices of primary products, downward, to the world market are major
obstacles to development through substitution of imports with exports. The problems of
price fluctuations, less developed countries are trying to solve, by association, through
building stabilization mechanism for certain primary good. But trying association
for other primary goods failed. A number of manufacturers, their indebtedness, and
circumvention of the agreement and the time constraints on the agreement are the major
reasons for the failure.

Less developed countries are considered to be greater development to achieve
the transition to industrialization using a comparative advantage than the substitution
of imports by exports of primary goods and products. Countries that have implemented
the advice of leading world institutions and strictly applied their rules have not achieved
economic development and industrialization. Countries that are acted precisely contrary
to, such as China, Hong Kong, Singapore and others, opening their economies and the
leading role of the state have achieved an enviable economic growth and exit from

poverty.
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Less developed countries, deficiency of capital, they resort to borrowing on the
financial markets. Credit conditions were unfavorable. The increase in interest rates over
20%, after the postings does not pay a debt of Argentina, eighties, foreign debts of less
developed countries have increased enormous. Service the debt is difficult. It has drawn
world attention to a serious approach to resolving debt problems.

Many less developed countries, they cannot pay off a debt. They are forced to seek debt
rescheduling or write-off. Creditors under pressure on of their governments and international
institutions, in part, often are written off the debts of heavily over indebted countries.

Less developed countries often receive help. But they make remarks that such
aid be insufficient. They considered that the rich countries have enriched colonization,
exploitation of their natural resources, inexpensive labor force and reinvested in their
own country. Rich countries now need to give them that part from their compensation.
They want their rich countries open their markets decrease or eliminate high protection
measures and do not intentionally cause price fluctuations of their products.

The distribution of income and welfare

The world has a population of 7 billion people. Of this population, 8§0% live
in developing countries, 15% in developed economies, and about 5% in countries in
transition. Contrary to the territorial distribution of the population, distribution of product
of the world is completely different. The richest 20% of the world population receives
more than 60% of income in the world; the poorest 20% receive less than 2% and the
poorest 60% receive less than 6% of world income. ( McConnell, 2012, p. 39W-2)

Table 3. Peer capita 2013 (GNI PPP per capita $US)

Middle-income

Group of countries Word | Developed country country Least developed country
Per capita' 14.432 40.779 9.558 1.960
Life expectancy' 71 79 70 62
Illiteracy (2005-2014)* 15 <0,5 17 39

Sourcel. The Little Data Book, Word Bank Group, 2015
Source 2. Calculated on the basis of data from Education for All 2000-2015, (2015)
Achievements and Challenges, EFA Global Monitoring Report, UNESCO Publishing

GDP per capita, shows the unequal distribution of income in the world. In poor
countries in 2014 lived 40% of the population which has achieved a $ 1,960 per capita
income. In rich countries, the average incomes per capita were $ 40,779. The highest per
capita were achieved in developed economies and the lowest in extremely poor countries.
The difference is drastic which indicates level of welfare of the world.

Economic growth

In low-income countries, it is noticeable improvement in the situation since
1965. Gross domestic product recorded a higher growth rate than the growth rate of
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developed countries. Despite the evident increase in the GDP the gap between rich and
poor countries is expanded even further.

Table 4. The growth gross domestic product

Group of countries 1965-2000 2007-2010 2011 2012 2013 2014
High-income countries 0,6 1,7 1,5 1,2 2,1
Upper-middle-income countries 2,6 5,9 5,9 5,1 4,6 5,3
Lower-middle-income countries 1,6 6,1 5,8 4,4 4,7 5,0
Low-income countries 2,2 6,1 6,2 6,0 5,7 6,1

Source: The Little Data Book, Word Bank Group, 2015

Increasing growth of less developed countries is the result of improving global
and regional environment of relatively high commodity prices, reduced infrastructure
limitations and increasing investment and trade cooperation with the emerging
economies. (Word Economic Situation and Prospects 2014, p. 8) In 2013, there has
been some of this slowing economic growth of a tendency towards improvement.
Some improvement depends on changes in global demand, easing monetary policy and
stabilization of international capital flows. The increase in private consumption, increase
exports and structural adjustment in many economies middle of the poor and poorest
countries influenced to an increase in growth rates.

The development of the export of primary goods

Many less developed countries through trade with primary products trying to get out
of poverty. Trade brings benefits. It leads to specialization based on comparative advantages.
Many less developed countries dispose the most land. Some have minerals and other goods.
In less developed countries, it is best to take advantage of the global economy for their own
development if exported primary goods that require relatively intensive land use.

Less developed countries, mostly imported non-durable (soft goods) to consumer
goods, agricultural products, such as cocoa, coffee, cotton and sugar, and minerals (hard
goods) such as copper, aluminum, etc. Underdeveloped countries are constantly trying
to exploit its comparative advantages in soil and minerals and achieve economic growth.
Through trade, they tend to export primary products on the world market, achieved
enough income how can we to import the necessary fixed capital and other resources.

Low income countries have dramatically increased their participation in world
trade of the last two decades, with its share in total world exports from 21% to 43% and
export growth exceeded the growth of output in these economies in the period 1992-
2008. (Hanson, 2012, p. 41-46).
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Table 6. Export goods and services (%6 GDP)

Group of countries 1990 2000 2013
High-income countries 19 25 30
Middle-income countries 19 27 30
Low-income countries 12 18 22

Source: The Little Data Book, (2015) Word Bank Group,

Prices of primary products

Market of primary goods is unstable with large price oscillations. Fluctuations in
price by 30% or more for a period of one year or more are not uncommon. These markets are
unstable and dangerous for all exporters of primary goods. Especially uncertain expected
export revenue. Export revenue depends on the export prices on the world market. Unstable
export prices make it impossible the government to obtain the expected stable revenues for
the execution of development programs in the areas of education, health and imports.

Table 7 World price primary goods 2008-2014

Word prices of primary goods2008-2014
Good name 2012-2014 versus 2003-2008
2008 2010 2012 2014
Cocoa 32,2 8,5 -19,7 23,7 38,8
Sugar 26,9 17,3 -17,1 -1,8 86,1
Rubber 16,9 90,3 -30,5 -21,8 62,4
Aluminum -2,5 30,5 -15,8 -5,0 -11,3
Gold 25,1 26,1 6,4 -8,5 163,7

Source: Trade and Development Report, 2014, untcad

Prices of primary products, the less developed countries for decades have shown
a decreasing trend except for crude oils and gold. The cartel OPEC holding crude oil
supply under control and the price of gold is artificially controlled. The decrease in
commodity prices indicates that a higher supply than demand in the world market. Less
developed the countries that export to the developed countries depending on economic
trends in these countries. The recession in developed countries leaves visible squares in
the exporting country. The demand for primary and other export products is declining.
The fall of demand for primary goods has as a consequence decrease of their prices.
During the recession 2007-2009 world zinc prices decreased from $ 2.02 to $ 0.49 per
kilogram and the price of copper from $ 4.05 to $ 1.40 per kilogram. The decrease
of prices and the decrease of demand for zinc and copper have been severely affected
the decrease in of export revenue in exporting countries. Technical and technological
advances in the production of new materials, like rubber and plastics, have contributed
to the decrease in prices of many traditional raw materials in industrial countries. The
largest exporters of primary goods are less developed countries.

Trade performances of the less developed countries are closely related to the
dynamics of prices on the world market. Therefore, the fluctuation of prices of primary
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goods the key issue for them. High fluctuations in prices of primary goods in the world
market are a long-term phenomenon. In some primary, soft and hard goods, due to the
perfect concentration of exports, prices are high fluctuations ranging between 30-50%
on a monthly basis. Less developed countries have never been to clean when it comes to
world prices of primary goods. Their export earnings depend on the price fluctuations.
They are not always as safe as will achieve export earnings. This uncertainty hinders
them in realistic planning of capital goods imports.

The protectionist agricultural policies imposed by developed countries are one of
the causes of the decrease in prices of agricultural products. The World Trade Organization
and the General Agreement on Tariffs and Trade excluded decrease in customs duties in
agriculture. Whenever the less developed countries succeeded in increasing the supply
of agricultural products of the world market, the surplus had to be exported and sold
in countries with less developed markets. Additional services at considerably decrease
market led to a decrease in prices of agricultural products. Greater access to agricultural
products on the markets of rich countries would certainly have a different impact on
prices. Therefore, less developed countries, with the right to complain when it comes to
strict control and protection of exports to the developed and rich countries.

Concentration of exports

Concentration of exports expresses the degree to which the exporting country
concentrated on a few products or small number of trading partners. (Export Dependence
and Export Concentration, Towards Human Resilience: Sustaining MDG Progress in an
Age of Economic Uncertainty, 2012, p. 24). Some less developed countries in the world
market, exporting a small number or only one primary product. Developing countries
and less developed; had, because of the narrow range of primary products, the tendency
to increase the concentration of exports. Despite an increase in the share of GDP, less
developed countries in world trade, their exports are increasingly concentrated on a
narrow range as compared to developed countries. (Export Dependence and Export
Concentration, Towards Human Resilience: Sustaining MDG Progress in an Age of
Economic Uncertainty, 2012, p. 25)

Table 8. Concentration of exports and fluctuations in export earnings 2002-2008

Export concentration % concentration Relative dev1.at10r1 export
Level of development €arnings
2002 2008
Developed countries 0,07 0,06 -11,6 26,4
Developing countries 0,11 0,14 26,7 38,6
Underdeveloped contrived 0,31 0,54 71,2 52,6

Source: Export Dependence and Export Concentration, Towards Human Resilience:
Sustaining MDG Progress in an Age OF Economic Uncertainty,2012

The data onto the table show the volatility of the relationship between the

concentration of exports and export revenues. The concentration of exports is strongly
associated with an increase in volatility in export earnings. A higher degree of export
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concentration leads to relatively large deviations from exports. Underdeveloped
countries have the highest ratio of the concentration of exports (row 3) and the largest
relative variation in exports. Research by UNCTAD, with a sample of 133 countries for
the period 1996-2008 shows that increasing the concentration of exports by 1% leads to
an increase of 0.5% in exports. Less developed countries that export a primary good had
great development problems.

Schemes stabilization mechanism in prices
of primary goods

Primary producers may, in the framework of world trade achieved to benefit. The
best example is members of OPEC countries. They were organized through joint action
and determine the agreement’s oil supply. In this way, they maintained a stable level of
oil prices on the world market, and do not allow larger fluctuations. Form of organization
OPEC should set an example, other countries producers of primary products, in order to
organize and undertake jointaction. However they have no political power and are often
faced with large purchases of monopoly. Association for producers of primary products
would certainly lead to a stabilization of the prices of their goods and the stability of
sources of export revenue.

Fluctuating export revenues, according to the permanent income hypothesis, can
encourage savings. Unstable export may not be harmful. When the world markets are
saturated primary products, the excess can be redeemed in commodity reserves and thus
decreases the bids price and maintain the desired level. When demand increases, supplies
with reserves can be exported and fill in the missing quantities of the market. The cost of
storage, a large number of small producers and the administrative difficulties are limiting
factors agreement on joint action on the global market of primary products. There are
times, in some poor countries, where export-oriented industries do not spill over to the
domestic economy. This is the case of enclaves in poor countries.

They dispose of agricultural plantations, mines and minerals are owned by foreign
companies. Foreign companies use latest capital goods in intensive exploitation. These
industries employ little labor and achieved profits accumulate abroad. These enclaves
are isolated from the domestic economy, especially in sub-Saharan Africa and those
countries have no use for revenue. The governments of these economies could achieve
fiscal links to these industries and that tax money to finance their economic development.

Less developed countries have tried to organize mechanisms for stabilization of
prices of primary goods. Countries in Africa, in the interwar zone, with primary products
such as tin, rubber and tea are organized stabilization mechanisms for these products.
Producers these primary products of each country were relatively few in number and
produced goods are almost all gone to exports. Export is determined quotas that have
changed from time. The manufacturers of these primary products are able to keep prices
at the same level.

Many international agreements on during the nineties have become unsustainable,
and many have collapsed. Agreement on cocoa production, which began in 1972,
disbanded in 1988, they are no longer able to finance inventories. It is similar with other
international agreements, for example, sugar, wool, coffee, tin, etc. Besides, effort, less
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developed countries, in general, failed to organize the pattern of OPEC. The governments
of these countries do not have several large oil fields, but they are forced to engage a
large number of small producers of primary products. They are very difficult to organize.
For example, why wheat producers cannot be organized in the United States?

Industrialization

Development through specialization of production of primary products based on
the comparative advantages not achieved the expectations of the less developed countries.
Therefore, they have focused on industrialization. The arguments about industrialization
are that it will facilitate a faster technological progress, decrease unemployment, increase
income, to ensure stable export prices and income, encourage greater and acceleration-
multiplier effects and contribute to the balance of payments.

Table 9. The added value in the process of industrialization, the degree of
industrialization and income groups

Add production value (base 2005, $ The share of the value produced%

Group of countries billions)
1992 2002 2012 1992 2002 2012
Word 4,960 6,590 8,900 100 100 100
High income industrializing 175 273 495 19 18 16
Upper middle income 57 91 163 6 6 5
veraire:
ower middle income
industrializing 657 1,140 2,410 73 75 78
Low income industrializing 15 21 41 2 1 1

Source: Industrial Development Reports, Sustaining Employment Growth: The Role of
Manufacturing and Structural Change, 2013, United Nations

The process of industrialization, less developed countries has been able to
implement in two ways: industrialization through import substitution and industrialization
which is oriented on exports.

Selection of industrialization through import substitution suppresses the principle
of comparative advantage and decreases world trade. Import substitution is a replacement
of imported goods to their domestic production of protection for the form of higher
customs tariffs or import quotas. (Beg et. 2005, p. 617) Less developed countries have
used very high rates of effective protection. Customs rates in some countries, such
as India, Pakistan, Argentina and Nigeria ranged between 100 and 200 percent. High
customs tariffs and quotas aimed to divert domestic resources, of primary products,
which have had such a comparative advantage in industrial production for which they
have a comparative disadvantage. High protection and subsidies have contributed to the
excessive volume of capital-intensive technology in the industry.

Capital intensity is quickly exhausted the lack of investment funds, with which
they are disposed of under-developed countries, and opened a small number of new jobs.
Due to a small number of new jobs, the annual population increase and employment rates
in the agriculture and service sectors. The unemployment problem is only exacerbated.
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Expectations of higher salaries in industrialized societies have encouraged migration
from rural to urban, which led to explosive situations. The priority was to build new
plants and buying new plants. Lack of funds of the purchase of necessary reproductive
material and energy from abroad has led to the emergence of excess capacity.

Borrowing to growth

The traditional source of funds of financing higher exports than imports is borrowing
on the world market. Terms of borrowing were always unfavorable. Less developed
countries did not have sufficient sources of domestic financial capital for investment.
Therefore, they were forced to borrow under unfavorable conditions. Borrowing, they
are supplemented lack of domestic investment capital due to low savings.

Repayment of debts, under-developed countries, has reached large proportions.
More funds go to developed countries, in the name of debt repayment, but what is the
inflow of capital in the form of loans and aid to less developed countries. What a paradox.
Instead of the rich to the poor, financial capital, because of the large external debt goes
from the poor to the rich.

The reason for the appearance of long interest rates is low, in the seventies of the
last century. As long as real interest rates negative debt does not cause major damage.
Less developed countries have easily borrowed and in some ways were subsidized by
their creditors. To the pays the debts enough to sacrificed real resources.

Underdeveloped countries are mainly borrowed in the hope of foreign loans to
accelerate the economic development and export. Increasing economic growth and
exports will enable repayment of foreign debts. However, in many cases, this scenario
did not play. Many less developed countries after years of borrowing became even
poorer. They have got into economic difficulties from which they can hardly go out
without international assistance.

Reprogramming or write off the debt

Less developed countries that have fallen into economic difficulties repayment
of foreign debts have three options; you do not pay the debt, to seek rescheduling and
cancellation of debts.

Do not pay the debt, it means a refusal to creditors generally pays off the debt. This
is perhaps the easiest way but not comprehensively. What is the price of it? Governments of
creditor may militarily intervene but it is a rare case. In the past and it happened. The United
States sent troops in 1904 to the Dominican Republic government to force the payment of
debt, French and British troops were forced Egypt in 1876 to pay the debt. Today the foreign
debt collects no military force. There repressive methods of collection for the same or similar
effects, which lead to a greater or lesser loss of real sovereignty of debtor countries. Usually,
debt collection measures are implemented pressures on international negotiations, embargo,
confiscation of assets abroad, limiting capital flows and the like.

Debt reprogramming is commonly applied method of the relaxation of repayment
of foreign debts. The creditors accept debt reprogramming. Reprogram changing debt
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repayment plans but does not change the current amount of debt that must be paid. If the
economy is growing debt reprogramming is a good strategy to get out of debt bondage.

Write-off of debt is a measure that applies of certain specific cases. Most
economists believe that debt cancelation should not be made conditional on specific
pressure or blackmail. Iraq’s Paris Club wrote oft 30% of debt in 2004 in the amount of
40 billion US § with the conditions to pursue the full privatization and liberalization of
the economy. A similar requirement is laid, Serbia and Nigeria.

The development of the structural adjustment

The economic crisis of the year 2008, after decades of silence, launched a much
public debate on development. How to maintain growth? How to create permanent jobs?
How to generate revenues and achieve accumulation? How to eradicate poverty and
prevent social polarization?

Economic growth, less developed countries can achieve the structural adjustment
of'its economy. In principle, structural adjustment is governed by the terms of the supply
and demand for products that respond to each other. (Industrial Development Reports,
Sustaining Employment Growth: The Role of Manufacturing and Structural Change,
United Nations, 2013, p. 3)

Less developed countries do not make full use of its built large capacities. They
are not poor because of this. They are poor because of their potential product of a very
low level. To maximize the potential for the product they need investments in human and
physical capital. But sometimes that is not enough. They were in control of spending in
order to increase investment. But it did not produce the expected results. Investments
were eventually dropped to zero the economy stagnated.

Increasing productivity, less developed countries, do not have to increase from
an increase in human and physical capital. One can increase productivity through better
utilization of existing capacity and more efficient use of available resources. Countries
that have opened their economies, and involved in global processes, achieved greater
success than countries that have implemented protectionist measures.

Countries that have adopted structural adjustment, particularly in transition
economies, have achieved greater economic success than before. Countries that have
committed to reforms and believe in own prospects easier to accept structural adjustment
and have a vision improve his welfare.

Help from advanced economies

Some argue that the simplest and most efficient way to help developed economies,
less developed countries, so as to reduce trade barriers. Even, and less developed countries
consider that the contribution that rich countries can provide poor countries is just free
access to their markets. Trades and not mercy. This would allow less developed countries
to sell their products of trade barriers, achieve higher revenues. The requirements of
these countries, for the elimination or mitigation of barriers to trade in primary goods
and labor-intensive industrial products, such as clothing, footwear, and food industry are
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justified. For example, customs tariffs are higher for imports of chocolate than for cocoa.
This is a group of products for which some countries have a comparative advantage.

Some economists recommend that advanced economies, provide assistance to the
less developed countries accepting the seasonal or temporary workers in their countries
to work. Temporary or permanent migration allows the departure of redundant workers
from less developed countries. Through emigration, they raise capital and land per
worker staying. Money transfers to their families in their home country, they would
improve their incomes. Discourage the sale of military equipment and weapons to
underdeveloped countries. By purchasing military means, the already low consumption
is diverted from infrastructure and education and increase tensions.

Public aid and grants, and technical assistance can play a major role in ensuring
miss savings and investments. Many less developed countries lack the infrastructure
needed to attract domestic and foreign capital. Financing infrastructure, foreign aid, can
motivate a better flow of private capital.

Flows of private capital

Private capitals advanced economies have significantly gone in less developed
countries. The structure of investment and lending has changed. We no longer provide loans
to governments but in the form of foreign direct investment. The main private investors and
lenders are private companies and individuals. Direct investments contribute to development
through the construction of new factories or the purchase of multinational companies or firms
of the least developed countries. Many countries are seeking foreign direct investment. They
see their chance to hire its workforce, to improve workers’ wages and increase physical capital.
The benefit of direct investment is new technologies, new knowledge and management
skills. Unfortunately, the flow of private capital in the world is quite selective. The flow of
private capital, after the economic crisis of 2007 has dropped significantly in the world. For
example, in 2014, total external flows to Africa were estimated at USD 181 billion, 6% lower
in nominal terms than in 2013. (African Economic Outlook, 2015, p. iii)

Conclusion

Less developed countries that have not changed advice the world’s leading
institutions, have opened economy and harmonize with globalization, have achieved
obvious results of fighting against poverty.

Their economies have achieved a certain degree of improvement in the quality
of life and welfare. The especially, countries, Southeast Asia, China, India, Vietnam,
Singapore, etc. countries, Southeast Asia, China, India, Vietnam, Singapore, etc.

Other less developed countries, in particular, the countries of South Asia and
the countries south of the Sahara have become even poorer. Even extremely are poor’s
countries. Part of the population is not involved in world civilization. The situation is
extremely alarming.

However, development opportunities, other less developed countries, except
for areas south of the Sahara and East Asia, in terms of neo-liberal globalization are
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not hopeless. Some Southeast Asian countries, especially China took advantage of
globalization to their advantage. These countries have opened certain areas to the free
operation of markets. They have approved the free flow of goods, capital, labor and
free enterprise. The state has directed regulated and controlled economic development.
Country’s national development strategy and the control of natural resources and protect
the long-term potential for national and social interests. The aim at the growth was the
increase DDP already increasing education, health care, living standards and improving
the social situation. This is the path and experiential model of development of less
developed countries to exit the poverty zone.

Viewpoint neoliberals that international trade benefits everyone seem a myth.
Fluctuation of prices of primary export goods less developed countries, up to 40% annually in
some cases, down, is the most obvious proof. On the other hand, highly subsidized agricultural
products in developed countries, on the world market are cheaper and more competitive and
stifle export of agricultural products of less developed countries. High import customs tariffs
rich countries and other measures make it difficult to import agricultural products of less
developed countries. Prices of agricultural products are falling, revenues are reduced, and the
vicious cycle of poverty becomes a labyrinth. Decreased revenue from preventing imports is
greater than the total aid to less develop countries receive.

The liberalization of foreign trade opened the gates, the export of cheap
manufactured products of less developed countries. This led to a slowdown and the
blockade of the process of industrialization.

Borrowing to growth is not much helping, regardless of some initial successes.
Debts are due to market disruptions and rising interest rates reached high proportions.
Their annual repayment is larger than the total inflow of foreign capital in the form of
grants and loans. There was a contradictory situation. Instead of capital going from the
rich to the poor, he goes in the opposite direction. Therefore, less developed countries
increasingly emphasize insufficient assistance.

The rescheduling and cancelation of debts have not yielded the expected results.
Less poor countries see their way out of poverty by opening the rich countries’ markets
for their products. The decrease of customs tariffs, fewer subsidies, and stable price
mechanism is the demands of rich countries.

Economically justified to less developed countries open up their economies and
economic development based on the unexploited comparative advantages, structural
adjustment through increasing investments, productivity, efficiency and integration into
global trade flows.
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Abstract

In the modern conditions clustering concept became one of the most popular
modern trends, especially in the Asia-Pacific region. Japan has one of the most
successful experience of cluster policy. It has a great variety of different forms of
clusters in its regions: technology parks, industrial parks, science parks and others.
Nowadays, Japanese government provided a number of Business Startup Support
Programs for supporting innovation sectors in Japanese regions. This measure
became one of the most successful in regional development. Japan is actively
implementing a number of programs for development of scientific and technological
cooperation with private enterprise and science centers. Nowadays, clustering also
became one of the main sphere of New Economic Growth Strategy of Japan.
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u300py paznuuumux 001uUKa Kiacmepa y CUM NOOPYHjuma: MexHONIOUKU NapKoGU,
uUHOyCmpujcku napkosu, Hayynu naprkosu umo. Cada, je Janaucka énada obesdeouna
HU3 ROYEMHUX NOCIOBHUX NPOSPAMA 3d NPYIHCAFbE NOOPULKE UHOBAYUOHOM CEKIMOPY Y
Jjananckum pecujama. Osa mepa je nocmaina jeona 00 HAjyCReWHUJUX y pecUOHATHOM
paseojy. Janan akmueHo cnpogoou HU3 npopama 3a paseoj HayuHe u mexHoiouKe
capaoree ca npueamuum npedysehuma u Hayunum yeumpuma. Janac, cy kiacmepu
nocmanu jedan 00 2nagHux oonacmu Hoge cmpamezuje eKoHomMckoz pacma Janana.

Kwyune peuu: pecuonannu paseoj, epynucarbe, Kidcmepu, UHOBAYUOHA
nOnUMuUKa, UHOYCmMpujcku napx, Janan.

Introduction

Nowadays, the economic activity of the most part of industrialized countries
has the growing impact of globalization and internationalization - processes which are
fundamental basement in the formation and development of the world economy. The
liberalization of international economic relations and the development of information
and communication technologies (ICTs) are the main engines of the global economy and
economic integration of the countries. Besides, one of the most important concept of
regional economic development is clustering.

Cluster is the economic agglomeration of related companies, and it is a point
of growth and an important factor for sustainable socio-economic development of the
region. Thus, cluster policy, firstly, creates the conditions for innovation activity in the
economy and its modernization for the formation of the technological leaders. Secondly,
clustering provides the possibility to solve actual social problems of the regions in the
conditions of the shortage of natural resources.

According to the current global economic trends of social development the
strategic perspective of the sustainability and competitiveness of the territory became
the social development. Thus, the role of socially-oriented clustering became important
in the regional development strategy. The aim of this strategy is to solve problems of
increasing quality of life.

Clustering is not a new concept. It has a long period of historical development.
The theoretical basis of this concept, which gives opportunity to explain the patterns
of the world policy of economic clustering, is the theory of “industrial districts” of G.
Becattini (Becattini, 1992).

The research of clusters is closely connected with the research field - the location
theory. The direct impact on the development of the theory of clusters had: the theory
of regional development (J. Thunen, V. Launhardt, A. Weber, A. Losch), the theory of
regional specialization (A. Smith, D. Ricardo, E. Heckscher, B. Ohlin, P. Samuelson), the
doctrine of autarchy (F. List), the concept of polycentric process (geopolitical regions)
and the geo-strategic balance of forces (S. Cohen), the theory of zoning (W. Isard) etc.

A lot of researchers have attempted to structure the basic theoretical assumptions
of the theory of the clustering creation, but based on the terminological and substantial
views the phenomena of cluster is incompletely investigated.
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According to the transition of competition in the innovation sphere the innovation
activities of the company became one of the most important factor for future financing. The
competitive position of modern companies is completely dependent on how effectively
they organize the innovation activities, including research and development (R&D),
knowledge management, as well as a system for collecting and processing information
which necessary for innovation process. Thus, the development of the most effective
system of innovation activities is a priority form for the private sector and public authorities
in the country. This problem is actual for Japan, which faced with strong competition from
fast-growing Asian neighbor-countries.

Modern concepts and forms of regional development

It can be identified that one of the most common type of innovation infrastructure
is an incubator. Large-scale programs to create incubators began in the middle of XX
century in the developed countries, in the 1980-1990th in the developing countries.

Based on the definition of the European Business Innovation Centre Network, a
business incubator is a specialized tool in the policy of regional economic development
and regeneration policy by providing the multi-disciplinary professional support to small
innovative business in an international context (IASP, 2012).

The fundamental difference of an incubator from other objects of innovation
infrastructure is that it aims to support small companies with high growth potential that
are at the beginning stage of the development.

The increasing risk of an incubator functioning is that in common business
practice only one of ten innovative projects is successful, but, on the other hand, it is
impossible to identify the successful project on the first stage of development, because it
is determined during the incubation process (OECD-WB, 2011).

One of the largest facilities to support the innovation process is a technology park,
which is considered in the world as the most effective form of integration for education,
science and production spheres. In addition, it is common to use some other terms such
as “scientific park”, “research park”, “industrial park”. Originally, all these objects of
innovation infrastructure had its own specifics, but nowadays the borders between all
these concepts were destroyed.

The first scientific parks appeared in the USA and in Europe in the 1960th, and in
Asia - in the 1970th. According to research, nowadays, there are more than 1.5 thousand
of scientific parks in the world (Albahari, 2010).

Nowadays, the scientific parks are more common in Europe (in the UK of more
than 100) and Asia (Japan, Korea, Taiwan, Singapore).

A lot of researchers consider that on the basis of industrial park it was begun the
process of development of clustering. For example, recently in China there are some
major projects for construction of the industrial parks as the clustering type.

The different types of scientific parks can be identified based on the level of the
research and production activities (Figure 1).
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Figure 1: Characteristics of scientific, researching and industrial parks
Source: (Saitakis, 2011; Akira Goto, 2009; Toffler,1990)

The scientific park has different main features - it is not only commercialized the
research results, but it also manages and develops innovation products and services.
Nowadays, the successful scientific parks increased and they turned into the scientific
cities (“science cities”), and on their territory it is concentrated the several research
clusters, universities, government agencies to support innovation (France, Sweden,
Spain).

Occasionally, there is a concept of “technological zone” in the world practice
(in the USA), the territory where it can be located several industrial parks, and these
zones provide the same benefits and services that are normally available to residents of
technology parks.

Clustering can be identified as a key instrument for increasing the competitiveness
of industries and regions, improving the innovative capacity and economic development
in the medium and long-term perspective in the countries of the European Union.

According to the world practice, in recent decades the process of cluster formation
is quite active. However, each country has its own specific national features relating to
public policy in the area of support and development of clusters. Clusters have been
actively created in the late 1990th in Germany and Finland, and then in other European
and Asian countries.

The researchers identified mainly three stages in the development of scientific
concepts of clustering. The first stage of the beginning of clustering is the craftsmanship
(the beginning of the XVIII century). This stage is characterized by the formation of a
theoretical core of the clustering of economy, which makes it possible to explain the
relationship between the co-location of firms and their economic efficiency (theory of
“industrial districts” A. Marshall and G. Bekattini). The second stage (the beginning of
the XX century) - the development of the theory of territorial distribution of enterprises
and economic zoning (A. Weber, U. Izard and others), and the researches of the causes of
formation of inter-industry complexes generated by the entering to innovation economy
(R. Kouz, J. Schumpeter, F. Perry). The third stage (the last quarter of the XX century
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- the modern period) - the formation of cluster theory (M. Porter) and the development
of the basic theoretical concepts that support the cluster theory. It was determined that
the cluster theory is developed within the framework of economic geography, regional
economic theory, the theory of technological development, institutional theory.

In 2000, in Europe it was created the international project about clustering
(European Research Area), the main idea was that the single European cluster can be
insufficient to rely on its own forces of agglomeration to attract resources. The creators
of this project based on the fact that lack of resources can be compensated by the
establishment of close international relations.

The experts from different countries highlight the fact that it is focusing on the
territory of a cluster of small, medium and large businesses can achieve the synergies in
innovation development.

Clusters were widespread in a great number of countries and in some countries
they have become an integral part of the national innovation strategy. In France, in 2005
it was created a special program of the clustering “The competitiveness clusters policy”,
which has the purpose to integrate the companies with training centers, public and private
research institutions for implementing the innovation projects (European Commission,
2011).

The analysis of development of different theories identified the importance of
government agencies and research institutions in the formation of the clustering and it
was formed the main directions of clustering in the economic development worldwide
(Table 1).

Table 1: Characteristics of clustering in the economic development

Industries Countries

Electronic and communication technologies Japan, Switzerland, Finland, USA

Finland, Belgium, Netherlands, Denmark, Germany,
China

Finland, Belgium, France, Italy, Netherlands, Germany,
Bulgaria, Hungary

Construction and development

Agro-industry and food manufacture

Oil & gas industries and chemical industries Switzerland, Germany, Belgium, USA

Timber industry and paper industry Finland, Norway

Textile Industry Switzerland, Austria, Italy, Sweden, Finland, China

Healthcare Sweden, Denmark, Switzerland, Netherlands, Israel

T ¢ Netherlands, Norway, Ireland, Belgium, Finland,
ranspor Germany, Japan

Power Industry Norway, Finland, Sweden

Machine engineering Italy, Germany, Norway, Ireland, Switzerland

Pharmaceutical industries Denmark, India, Sweden, France, Italy, Germany

Bio-technologies and bio-resource industries | Netherlands, Austria, Great Britain, Norway

(Source: OECD-WB, 2011; European Commission, 2011)

The experts from different countries agree that there is no one unique model for
creating innovation infrastructure, especially for clustering. Based on the scientific
researches, it can be identified the following models: North-American model (the
minimum level of government guidance and a high level of interaction between the
scientific and industrial activity, Silicon Valley); French-Japanese model (creating a huge
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industrial park, which is concentrated in the territory of several other objects of innovation
infrastructure); Scandinavian model (creation of small parks and implementation of
national development programs); South-European model (modernization and creation of
new jobs, which involves the active participation of inter-governmental European funds
for developing the infrastructure).

Industrial park is a unique territorial area of high technology. The core of its
formation basically was universities, which should be identified as infrastructure
component of the industrial park. There is typically some industrial, research and
development corporation around such basement component. It forms a common
industrial and social infrastructure.

Based on the world experience of industrial parks it can be identified some specific
features and factors of its effective functioning.

1. It has sufficient scientific, technical and educational potential (for example, in
“Silicon Valley” there are 17 universities, 23 qualified educational institutions,
about 6000 PhD professors).

2. The basis of industrial parks is specialized enterprises, including plants,
equipment maintenance facilities before and after production; it forms a
comprehensive system of research and production. For example, in “Silicon
Valley” there is a supporting industrial system in addition to a variety of
electronic enterprises.

3. There is a high level of concentration of leading enterprises and large capital
equipment in the industrial park. It is especially actual for “science city”
(Technopolis), which has a great necessity of investment spending over a
long period of time.

4. One of the most important factors for success is the location of the industrial
park. As a rule, it is situated in the suburbs of large cities, which are near the
equipped and accessible information channels and advanced communications
network. It should be considered the location of the transport network for
effective logistic operations. There is also one factor for attraction of foreign
scientific researchers in the region, it is a favorable environment and good
conditions for living and education.

5. The industrial parks should have a flexible policy of providing benefits which
promote the renewal of production and creation of new businesses. It is
usually encourage to support the development of small businesses, provide
incentives for risk capital investments, as well as for investments in venture
businesses.

According to the IASP (International Association of Science Parks) and Institution
for the Future there is a global change in the trend of technological development. There is
achange not only in the formats of industrial and technology parks, but also some changes
in its role in the development of society and economy (Table 2). The competitiveness and
profitability of industrial parks of old generation is rapidly decreased.
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Table 2:

The main periods of world development of industrial parks

Characteristics of the
period

The first period
(1947-1970)

The second period (1971-1985)

The third period
(1986-2013)

The widespread type of
the industrial park

University parks, regional
industrial parks, scientific
cities

Technological incubators,
specializing industrial parks,
centers of technologies
transformation

Networking industrial parks,
community of industrial
parks

The main process

Research and development
programs (R&D programs)

Commercialization of research
and development (R&D)

Creation of the space of
information exchange,
creation of joint projects

The basement

Laboratories in the
universities, complex
researching bureaus of
transnational companies

Complex of technological
business incubators

Internet community,
networking complex of
industrial parks

The owners of
industrial park

Universities, transnational
companies

Governments, regional and
administration authorities

Innovation brokers and
agents, venture companies,
investment funds

Technological decisions and

practical experience

The product Innovation products > Researching potential
technologies
Access to the source of Competitive rental conditions Access to the professional
The service knowledge and the source of | (realtor business), expansion of P

accompanying services

community

The leading countries

USA, Great Britain

Europe, Asia

USA, Asia

(Source: Albahari, 2013; International Association of Science Parks and Areas of
Innovation, 2012; The Global Competitiveness Report, 2015; Competitive Industrial
Performance Report, 2013; World Investment Report, 2014)

There is a change of formats of industrial parks every 15-20 years, that due to the

changing market trends, the economy and the transformation of the whole society.

The number of industrial parks in the world is rapidly grows. Nowadays, there
are more than 700, and 43% of them are in the USA, 34% - in the EU and 11% - in
China and 13% - in other countries. Silicon Valley is a the most successful standard of
venture capital business area. Firstly, it means the most successful technological base
- a set of the most advanced knowledge-based industries, based on a highly developed
industrial infrastructure, the most modern forms of communication between science and
production. As a result of the evolution of industrial parks and technological parks and
clusters it was developed the basic models - American, European and Japanese.

Japanese Clustering in regional development

Japan is an example of how the deficiency of natural recourses may eventually
lead to a competitive advantage, because this deficit has forced the country to develop an
innovation model with the basis of the energy-saving technologies.

In Japan, the formation of industrial clusters began in the late 1970th. But the active
phase of cluster creation started since 2001. Until last decade, clustering was carried out
only with the support of the central government, but nowadays it moved to the regional
authorities. Since 2001, it was carried two projects of development of industrial and
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intellectual clusters, which were developed based on international experience, especially
the experience of the USA, but they have distinctive features.

As in the USA, the clusters in Japan are created for promoting the most advanced
scientific and technical researchers. In Japan, these areas are nanotechnology; robotics;
the “mixed sector”: biological production, ecological, and bio-informatics.

Inthe USA, the main influence in the creation of clusters has the leading companies,
research centers and universities, which initiate and organize the whole process, but in
Japan, a crucial role has local governments (prefectural and municipal authorities) and
companies.

The weak point of Japanese innovation system is a disconnection between the
participants of the innovation process - private companies, scientific research, education,
government agencies, thus, the first key objective is the establishment of co-operation
between these actors.

Another key objective of the development is recognized the venture capital
business, which has the most active support from the government.

There is one of successful example demonstrating the features of Japanese policy
for development of clustering - “Sapporo Valley”, it is one of Japanese first large research
and production association, which was created in Hokkaido, in 1976.

In 2001, Sapporo administration established the Sapporo City Center of digital
R&D, designed to facilitate software developers, web designers and other professionals
in creation of venture projects. At the same time it developed a program “e-Silk Road
Program”, which aim is the development of cooperation with foreign partners.

There are also some foreign Asian partners in this project - Seoul (South Korea),
Daejeon (North Korea), Shanghai, Shenyang, Shenzhen, Hong Kong (China), Hsinchu
(Taiwan), Bangalore (India), Singapore. As a result, “Sapporo Valley” became a cluster
with a steadily growing gross income that can enter the number of the largest software
development centers in Asia.

The City Council and Chamber of Commerce Sapporo prepared a joint proposal
to attract some companies from South Korean and Britain which produced software, and
they came with this proposal to the Ministry of Economy, Trade and Industry (METT), and
the proposal was selected in 2004. Bureau of Economy, Trade and Industry of Hokkaido
began in 2004 the realization of the second project of super-cluster in Hokkaido. It was
the comprehensive support for communication and cooperation with the countries of
North-East Asia, and the program ‘“e-Silk Road Program”, according to this Sapporo
is connected with other centers of information technology of Asia. It is developed and
implemented programs to attract foreign firms to the Valley of Sapporo.

Nowadays, Japan has a program «Knowledge cluster initiative», stimulating the
development of clusters in the 18 regions of the country in which regional universities
are the basement of clusters formed by a network of small innovation firms and large
industrial companies.

The process of clustering, which is typical for industrialized countries, begins to
emerge with the active participation of the government and in developing countries, such
as India, which is actively involved in global competition, mainly with the development
in the sphere of offshore programming. The center of scientific and technical progress
in India is Bangalore, which is developing as a center of intensive technologies, and its
enterprises are actively working with local research centers and institutes.
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The main factors for the transformation of Bangalore center in the center of
intensive technologies are the following: active participation of the government and
large enterprises in the public sector for more than 30 years; the allocation of central
government public investment enterprises and institutions; cancellation of burdensome
state licensing regime; creation of scientific training centers; orders of American firms
provide the flow of foreign investments; determining at the legislative level of national
priorities and the priorities of the export product.

There are also great Japanese experience of the development of industrial
parks abroad under bilateral cooperation: Neemran Industrial Park (India). This
industrial park, specially prepared for the Japanese producers. Investor, developer
and operator is Rajasthan State Industrial Development & Investment Corporation
RIICO. The total area of project is 472 hectares. The number of residents is 30
Japanese companies.

In 2001, the Ministry of Economy, Trade and Industry (MET]I) elaborated Plan for
creation of industrial clusters. According to this plan it is necessary to promote the close
cooperation of small and medium-sized businesses with research institutions in order to
achieve a high level of technological development and creation of new business. With
the support of the regional departments of METI and private organizations it was created
19 projects in all regions of Japan.

Plan for creation of industrial clusters has 3 stages of its implementation: the first
stage (2001-2005) the initial period, the period of formation of industrial clusters; the
second stage (2006-2010) a period of growth of industrial cluster; the third stage (2011-
2020) a period of self-sustaining development of the industrial cluster.

According to this plan the production structure of a particular region should
develop in such direction in which the product of the cluster becomes necessary for
other industries of the region. Thus, there are strong relations among all the sectors in the
region, which can provide future stability of the economic developments of the country.

The phenomenon of clustering is unique, it is economic agglomeration of related
enterprises on the territory which has a long history of development from the period of
handicraft production.

Industrial cluster is a community of economically closely related industrial
companies mutually contribute to the overall development and growth of competitiveness.
Mostly, it is an informal association of large leading companies with a lot of small and
medium enterprises, the creators of technology, communication market institutions and
consumers which are in the same value chain.

Based on New Economic Growth Strategy, which aimed at achieving sustainable
economic development in the long-term period, it have been developed in 2006 some
government programs - New National Energy Strategy and Global Economic Strategy by
Ministry of Economy, Trade and Industry of Japan (METI). It was the basis of the current
economic and industrial policy of the government and at the same time it became part of
a comprehensive national long-term reform program. New strategy of economic growth
determines the direction of Japanese development for the future, the main objectives and
priorities of economic development.

Nowadays, innovation became the “national idea” in Japan, the terms like
“innovation activity”, “innovation development”, “innovation cycle” are used in every
modern government programs.
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It was identified that Japanese were the first researchers who investigated the
model of innovation process, which include integration of research and development
(R&D) with production and manufacturing, and the close cooperation of consumers with
providers. Firstly, this model used by Nissan company and it enables to develop products
that exactly correspond to the necessity of the market, and simultaneously it helps to
reduce the costs.

In 1990th it was developed the new model of innovation process. Its principal
difference is that the innovative enterprise should not only integrate all stages of the
innovation process, but also to cooperate with other sources of knowledge - universities,
research centers and enterprises. This scheme provides the access to the necessary
knowledge, which greatly increases its potential for innovation, and as a result, the level
of international competitiveness. It was especially actual for Japan, because it faced with
strong competition from some industrialized Asian countries from 1990th. The most
famous Japanese specialists in this area are researchers from School of International
Corporate Strategy, Hitotsubashi University, Ikujiro Nonaka and Hirotaka Takeuchi
(Nonaka, I. & Takeuchi, H., 1995).

In our research we had the analysis of financial stimulation support of innovation
activities of the private sector from Japanese government. There are so specific features
of the Japanese concept of financial stimulation of innovation activities. Firstly, it should
be mentioned such instrument as the tax benefits. The experience of Japan proved the
idea that for private sector it is more efficient to provide tax benefits than direct grants
and subsidies from the government. It is actual because of the fact that the company
receives the relevant benefits only after the making some requirements of a particular
government program, while the subsidies are a kind of so called “advance” and unknown
outcome. Secondly, the tax benefits do not require additional costs for the establishment
and functioning of the administrative mechanism of the allocated funds.

The main objective of tax benefits to enterprises is to stimulate the growth of R&D,
which are the main indicator of innovation activity in the private sector. In addition,
the government can set a tax credit to other expense items related to the innovation
activity of the enterprise to meet the requirements of the state innovation program. Thus,
nowadays there are tax credits for Small and Medium Enterprises (SME), conducting
R&D, and enterprises engaged in innovation activities in collaboration with the research,
educational institutions and government agencies, as well as companies conducting
research in the fields of science.

Nowadays, Japan is actively implementing a number of programs for the
development of scientific and technological cooperation with private enterprise and
science. And there is a difference of the scheme of realization of such cooperation in
Japan from European countries. Thus, in the developed countries of Europe, the scientific
and technical cooperation between business and science is generally taken place on the
basis of creation of venture companies by the researchers from universities and research
organizations. In Japan, due to the factor of national mentality unwillingness of risk such
scheme is not widespread. In this regard, there are special intermediary organizations -
the so-called “organizations of licensing technology” (OLT), it is a kind of a link between
companies and research and educational institutions.

These organizations support researchers in patenting technologies and products,
which they developed and then transfer the technology to private companies, in other
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words these organizations are negotiators between scientists and entrepreneurs. The new
industries in Japan were created mainly with the help of OLT. The part of the revenues
from these businesses is for the scientists, who conduct appropriate investigations in
this sphere, and it helps to enable future research activities in the universities. The
advantage of this system is that scientists can completely devote to their research without
being distracted by patenting their inventions, searching of client-companies and other
activities. The entrepreneurs have also their benefits by saving time and finance in
searching process of scientific and technological inventions.

The characteristic feature of a new model of innovation process in the companies
is the implementation of innovations in the inter-organizational level. The most effective
way, which successfully organize the innovation process by involving other companies
as well as various kinds of research and educational institutions, is the researching
activities in the cluster.

The companies operating in the clusters have several advantages of other
companies. Firstly, they have more qualified access to information of the markets,
progress in technology, inventions of new concepts in service and marketing. Secondly,
active cooperation with local research institutions greatly facilitates access to the
latest scientific and technological achievements. Thirdly, close contact with the local
educational institutions provides a unique opportunity to recruit and train new highly
qualified staff. According to these advantages of the clusters, the clustering became
one of the most popular governmental policy as the set of measures for supporting the
existing and new clusters.

The implementation of the program of cluster development in Japan began
later than in other countries, and it has its own specific features of clustering. This is
due to the fact that, firstly, one of the main direction of the governmental policy was
regional development, while creating a system of interaction between the private sector,
science and government was not completely developed. Secondly, there is a number of
institutional barriers such as the lack of legal framework basis. The active process of
cluster policy in Japan began in 2001 on the basis of Plan for development of science
and technology.

Cluster policy in Japan has the following objectives: development of cooperation
between business and science; active support of the development of business venture;
development of priority industries of science and manufacturing; strength of international
contacts, attraction highly qualified foreign personnel to Japanese companies; attraction
to cooperation of local administration authorities.

In 2013 Japan accepted Strategy of the development of Science, Technology and
Innovation, it is a long-term perspective for ideal economic society. It was elaborated a
number of support programs for development of innovation by Japanese government.
Japan is known as a country which widely support venture companies. There are some
Venture Support Programs in Japan, which bring necessary support for the future
development of new business. The overview of specific governmental support programs
is presented below (Table 3).

EXSIEKOHOMUKA 107



©/IpymtBo exonomucta “Exonomuxa” Humr

http://www.ekonomika.org.rs

Table 3: Support Programs for Business Startup in Japan

I. Subsidy Programs

11. Preferential Investment
and Tax Treatment

IIL. Loan Programs

IV. Management
Consulting

1. Start-up Grants (this
program subsidizes part
of funds needed by young
entrepreneurs to start
local businesses based on
existing family businesses)

1. Business Startup Support
Fund (Under this program,
private venture capital funds
and other funds in which
SME Support Japan invests
provide support to venture
businesses which are 5 years
old or younger.

1. Funds to Enhance SME
Business Capabilities
Enhancement Support (this

program provides low-interest

loans to SME companies

receiving support from certified

support organizations)

1. Professional Support
for New Business Creation
Program (under this
program, professionals,
including top venture
capitalists, lawyers and
accountant provide support
to venture businesses with
strong growth potential)

2. Subsidy Program to
Revitalize Small Business
(this program supports
development of new
products and services
and expansion of sales
channels by small
businesses)

2. Business Startup Support
Tax Incentives (Angel Tax
Incentives)

(this program provides
preferential tax treatment to
investors investing in young
companies)

2. New Business Startup Loan

Program

(this program provides
unsecured, non-guaranteed
loans of up to 15 million yen
to persons planning to start
a business which are second-
phase old )

2. Business Creation
Support

(under this program, a
portal site for matching of
SME and people receiving
support will be established)

3. Investment by innovation
Network Corporation of
Japan

(Under this program,
Innovation Network
Corporation of Japan invests
in venture businesses and
projects to commercialize
cutting-edge technologies)

3. Guarantee related to
Business Startup

(this program guarantees loans
up to 25 million yen borrowed
by persons planning to start a

business and companies which

are 5 years old from private
financial institutions)

4. Quasl-capital Funds
(this program provides long-
term, lump-sum redemption

funds necessary for operating

new businesses)

3. Certifies Support
Organizations

(certified support
organizations provide
consulting service as easily
accessible consultation
windows based on The
SME Business Capabilities
Enhancement Support Act)

(Source: METT Journal Venture Businesses, 2012; Japanese Science and
Technology Indicators, 2013; OECD, 2014; Kim Young Gak, Ito Keiko, 2013)

Nowadays, Japanese regions promote the formation of “industrial clusters” and
“intellectual clusters”. Its aim is to create new industries by cooperation of industries and
universities. It is a long-term perspective, and it takes long period of commercialization.

However, industrial cluster cannot be completely formed only by affiliation between
industries and universities. M. Porter examined the sources of such competitiveness
after analyzing cases of industrial integration that have resulted in high international
competiveness (Porter, 1990). He concluded that such sources should be found where
companies, suppliers, connected organisations are geographically concentrated (Figure 2).
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and competitive status among competing companies
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| Existence of high-quality suppliers
1
! and related vendors

Figure 2: Diamond Framework for formation of Industrial Cluster
(Source: Porter, 1990)

The example of highly successful cluster in Japan is the combined automobile and
machine industries in three prefectures (Aichi, Mie and Gifu) located in Tokai region of
Japan. Tokai region of Japan is a basis for well-known in worldwide automobile plants
(Toyota Motor Corporation, Aichi prefecture; Honda Motor Co., Ltd., Mie prefecture).
The development of automobile industry in this region provides the positive environment
and stability in the regional economy of Japan (Table 4).

Table 4: Japanese government activities for creation of New Industries

Organization Industrial Policies Activities
1. establishing human networks among universities and
Chubu Prefecture Bureau of . companies
Industrial cluster plan o
Economy, Trade and Industry 2. providing support for the development of new
businesses, the creation of venture start-ups
Mini f E ion, o . .
inistry o ducat'lon Providing support for the creation of businesses from
Culture, Sports, Science and | Intellectual clusters S L .
university-originated technological seeds
Technology
1. creating new industries (ventures)
2. establishing appealing business environments
. ing th 1 f existing i ies (global
Aichi prefecture New industry creation plans 3. supporting the development of existing industries (global
networks)
4. setting up a systems and structures to promote industrial
vitalization
Nagoya prefecture Nagoya Science Park Soliciting company participation
1. Crystal Valley (liquid crystals)
. - . 2. Medical Valley (drugs)
Mie prefecture Forming industrial clusters 3. Silicon Valley (semiconductors0
4. Pearl Valley (call centers)
Forming a luster for IT-relat ies, cont
Gifu prefecture “Sweet Valley” orming a large cluster for IT-rela ed companies, contents
business and robotics industry

(Source: Iwadare Yoshihiko, 2004; Japanese Science and Technology Indicators, 2013;
Saitakis, 2011; OECD, 2014)
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This region became one of the most industrialized prefecture in Japan as a result
of the governmental support in the process of modern industrial policy. Tokai region has
also the highest level of innovation development in Japan. The innovations of this region
include not only technical improvements, but also process innovations and new business
models of management.

Conclusion

Clustering is a logical step in the development of modern economy. Japan has the
most developed structure of clusters, and it also has some specific forms of cluster.

Industrial clusters in Japan mostly deal with innovation activities, such as research
and development and new business in new spheres of industries. There are some plans
for creating the industrial clusters until 2020.

Nowadays, Japan has specific concept of regional policy. Japanese experience
shows that the government support of regions remains the required form of regional
policy in the market economy. Japan found mechanisms of direct and indirect methods’
combination to develop and support the regions, and in future attract the private sector
for participation in different government programs.

Clustering was developed in Japan in the framework of regional and industrial
policy of the country by the Ministry of Economy, Trade and Industry (METI).
Historically, Japanese economic system is based on planning, which is one of the most
important element of the economic policy in Japan.

With the beginning of the crisis period in the global economy, Japanese government
actively involved in the economic development to implement anti-crisis programs and
Business Startup Support Programs for businesses. It began to change the priorities of
the government policy. It was identified some specific areas of government support in
Japan - social sphere, regional policy and support for small and medium enterprises
(SME), especially venture businesses. Regional policy based on clustering was selected
as one of the priority element of support by the government in the crisis years, this
support is provided with the help of additional budget program.
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Abstract

The modern world is faced with the application of means provided by modern
information and digital technology. They impact processes through which elements of
the business change, as well as the forms of management. This results in an eminent
process of fast creation of appropriate solutions. The electronic system of operation
has a significant potential in achieving the goals of a business - retaining existing and
winning new market positions. Electronic commerce is buying and selling products
and services electronically. It covers a wide area because in itself it includes all forms
of trade and services that create and circulate material values. This paper is devoted
to the electronic commerce as an integral part of the digital economy. It contributes to
the growth of not only the company s sphere but also the wider society. Digitalisation
enables expansion of activity, creating new directions in the development of the
company.
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EJIEKTPOHCKA TPITOBUHA KAO CACTABHHU JEO
JUT'UTAJIHE EKOHOMUMJE CA HAITTACKOM HA IbEHY
IMPUMEHY Y PEIIYBJININ MAKEJIOHUJHU

Ancrpakr

Caspemenu ceem ce cyouasa ca NpuMeHom cpeocmasa xKoja cy npeosuhena 3a
caspemene unghopmayuone u oueumanne mexnonozuje. Osa cpeocmea ymuuy ma
enleMenme npoyeca nociogHe npomene, Kao u oonuxe ynpasmared. To 00600u 0o
eMUHEHMHUX cmeaparba 002o6apajyhux pewiersa y npoyecy 0p3oe nociosarsq.
Enexmponcku cucmem pada uma snauajan NOMeHyujanr y ocmeapusarsy yuseed
ousHuc - 3a0poicagarbe NOcmojelux u 0ceajaroe Ho8Ux MpocuHUX nosuyuja. Enex-
MPOHCKOM MP2OGUHOM Ce KVYRY]Y U NPOOajy npou3eo0u u yciyae eneKmpoHCKUM ny-
mem. Ona noKpusa wupoxko noopyyje, jep y cebu ooyxeama cee 00auKe mpeosuHe
u yciyea Koje cmeapajy mamepujanny epeonocm. 0saj pao je noceehen enekmponu-
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CKOj mpeo8uHU Koja je cacmasHu 0eo oueumaine ekonHomuje, Koja 0onpuHocu pac-
my He camo y obonacmu komnanuje, éeh u wiupem opywmay. Jueumanuzayuja omo-
eyhasa npowuperse akmusHocmu, cmeaparse Ho8UX NPasaya y paseojy Komnamuuje.

Kmwyune peuu: oueumanna ekonomuja, mpeosuna, Opyumeend, KOMnNanuja, mex-
Hono2uja.

Introduction

Electronic commerce is defined as the buying or selling of goods and services through
electronic media and electronically. The development of digital technology is causing profound
changes in society (Kuznetsova, Vorobeva, 2015). Prospects of digital technology are large
and they cause positive changes that reflect on all segments of the human life (Wright, Dyer,
2000). Very often e-commerce is defined as a process of management of online transactions
by individuals or companies. This process includes both, retail and wholesale. Electronic
commerce essentially refers to the system and procedures through which exchange of various
financial documents and information happen.

Often the digital process operation is identified with the term virtual value chain
(Stevanovski, 2012). The value chain includes the processes that companies have to perform
in order for products and services to be available on the market. Thereby, the system can be
conventional or digital.

The conventional system consists of components that are shown in Figure 1.

Figure 1. Conventional system of values on sales

Inbound

logistics

Production

Marketing Qutput

logistics

Source: T. Vassos, Strategical marketing on Internet, CET Computer Equipment
and Trade, 2001

The virtual value chain is different and incorporates other values actually simplifying
the whole process of trade, shown in figure 2.
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Figure 2. Algorithm of e-commerce

Production Digital system Sale(Consumer)

Source: T. Vassos, Strategical marketing on Internet, CET Computer Equipment
and Trade, 2001

Electronic commerce in itself includes several activities such as distribution,
purchasing, sales, marketing, servicing of products and services by using electronic systems.
In itself, it includes a complete subsystem for use: electronic money, electronic marketing,
electronic exchange of information and automated systems for data collection. This process
allows the creation of a virtual value chain. Thus, “all business ventures today compete in a
complex environment, comprised of: real world of tangible resources and virtual world of
information” (Stevanovski, 2012).

Electronic commerce consists of two segments: (Tapscott, 1998):

*  Telecommunication - sharing business information, maintaining business

relationships and conducting business transactions which take place by means of
a telecommunication network

*  Network processes - the exchange of products, goods, services and information

are going through computer networks.

In observation of the electronic commerce logical question is the electronic market.
The electronic market is different from the traditional. Despite upholding primarily on its core
function - meeting of buyers and sellers (in electronic commerce this process is virtual) — the
electronic market reduces the entry barriers for access to the necessary information related to
products and demand (Gray, 2015).

Besides the basic components of trade, the electronic commerce in itself includes all
the processes that are directly related to the sales and post sales that are incorporated in the
value chain (Wagner, Sweeney, 2010). The essence of e-commerce is actually a digital work
which in itself incorporates the basic components such as: product, process and participants.
The three elements themselves have two main dimensions: physical and digital (Tapscott,
1998).

Electronic information is the basic component of the electronic commerce. Electronic
data interchange (EDI-Electronic Data Interchange) is a standardized and integrated system
for the exchange of business documents using computer systems and networks.

In order to operate the system without any problems, it is regulated by appropriate
standards. EDIFACT is an international standard applied since 1986. It is coupled with an
interagency agreement on cooperation in the area of EDI, ISO and IEC. This agreement
provides for mutual collaboration among all segments, including the International
Telecommunication Union (ITU).
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Materials and Methods

The methodological approach in this paper covers the latest achievements of the
modern digital economy, e-commerce, Internet and e-banking. The paper uses different
methods of scientific research, such as methods of analysis, methods of comparison, a
historical overview of the situation as well as data and views used by the experiences of
employees in various institutions primarily in the commercial sector.

Conditions for development of electronic commerce

While it is difficult to formulate all the conditions required for the development of
electronic commerce, we can distinguish four basic prerequisites, as shown in Figure 3
(Stevanovski, 2012).

Figure 3. Prerequisites for the development of electronic commerce

Socio- - ’

economic
environment

T . |

Technical Business
infrastructure environment

v

Source: M. Stevanovski, Management information system, Virtual-M, 2012

Culture and
habits

Socio-economic environment needs to be stable especially in terms of inflation and
prices. Ifthis condition is not met, then the electronic commerce is faced with direct problems.
It may be difficult to carry out operations through the electronic system if a rise in prices in
the period of execution of cash transactions happens. This requires a proper, thorough legal
regulation in the area of operation of the electronic trading system (Zhang, Khan, Shih, 2015).

Culture and habits are gradually changing (Vida et al, 2015). Buyers develop habits
to buy products and services from the comfort of their homes and that contributes to the
development of the electronic commerce.

Business environment should enable a continuous process of construction and
development (Alrough, Al-Debei, Ghinea, 2010). These include not only the electronic
system of trade, but also systems that are directly involved in the finalization of the exchange,
such as the banking system through the system of payment cards, which indirectly stimulates
the process of electronic commerce.

Technical infrastructure is important because stable technical conditions are the basis of
a functional system of electronic commerce. Given the great importance of the Internet, ISPs
are key factors for the development of electronic trade. Stable internet service is necessary for
the proper existence of electronic commerce (Yoo, 2010).
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The concept of electronic commerce can take several forms, including (Stevanovski,
2009):

*  Web stores

*  Internet banking,

*  Internet exchanges

* Internet auctions

* nternet intelligence.

Web stores provide Internet access 24 hours a day without any limitations. The web
store includes the following elements:

*  Online store

»  Payment processing

»  Shipping / order fulfilment

»  Customer service

*  Promotion

Online store - For smooth functioning it is necessary to use appropriate software that
assists in the implementation of electronic commerce. Making an online shop with HTML
language will not meet the necessary requirements and will have direct implications on all
promotional and sales systems.

Providing the recovery - system recovery may be direct or indirect. In a direct system,
the seller creates a Merchant Account in a bank that has a system for electronic collection.
The seller concludes a direct contract with the bank, which provides all the technical
requirements for the implementation starting from an SSL server to a device that checks the
validity of the cards. The system is considered to be serious and it is used by companies who
prefer an electronic operating system. The indirect collection system is implemented through
appropriate web services. The system is suitable for sale for which there is no adequate
continuity.

Providing delivery - products and services, if allowed by their technical features, can
be delivered and completed electronically. Otherwise, they use various forms of fast delivery
to the buyer.

Customer service - Customer service needs to be available and functional to the buyers.

Promotion - quality and applicability of the product are the best promotional asset.
Therefore the word of mouth from the customers and the advantages of the product are key
market advantages. The buyer appreciates any kind of extra value to the product offered.

Online banking - Main features of electronic banking are: (Selty, 2003):

*  Individuality;

*  Mobility;

*  Time and spatial independence;

*  Flexibility and interaction.

Electronic banking offers tremendous advantages such as (Dave, 2002):

*  Reduces the number of employees and permanently improves the quality of
banking services;

*  Reduces the number of organizational units and covers more territory;

e Increases the number of users to whom services can be delivered;

e Reduces the fees;
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*  Services are not time limited, but available 24 hours, 365 days a year;

»  The processing of transactions and their control is carried out at a given moment;
»  Interactivity of banking provides great innovation;

»  Increases the competitiveness of the banks.

Customers of the banks are unlimited and do not depend on the extent of their
operations, as well as the size of the business. The services most commonly used are:

e Transfer of funds;

*  Reporting on the state of the accounts;

*  Manage ready cash;

*  Using domestic banking;

*  Using telephone banking.

The internet is used in order to carry out activities of electronic banking. Security is a
priority factor in the process of operation (Herrmann, Tavakolifard, 2010, p. 3). Therefore, a
lot of funds, knowledge and skills are used to improve Internet security in banking institutions.

The Internet is emerging as a major medium through which the process is implemented
(Mladenovic, Cuzovic, 2014) in a much faster and cheaper mode.

Internet banking is used in many areas such as:

*  Support business processes in banking,

*  Implementation of banking transactions with online communication,

e Electronic checks,

*  Electronic money,

*  Payment cards.

Although at the beginning the payment via internet had no extensive application, the
software development enabled the application of new instruments in the process of conducting
bank transactions, with this payment method becoming extremely promising for the future.

The first Internet markets are dated from 1996. Two small companies offered their
securities online. But because there was no secondary market, transactions were considered
too risky. Spring Street Brewing Company (SSBC) offered its securities with the tendency
to create a secondary market for securities. This led to the creation of Wit Trade, an Internet-
based bulletin board containing two components: one for sale and one for purchase.

The online transactions in securities do not exclude the services of brokers. The correct
choice of broker is the basis for success. The online markets are opening an account through
which the transactions occur. Investing begins with providing the necessary funds to the bank
account or deposit with a broker. The Internet offers many benefits, but also risks. Investors
easily put their money there and there are realistic conditions for abuse.

Internet auctions, through this kind of e-commerce, achieve the largest turnover of
money and goods.

Internet Security
Internet as a public network is available to all. Thus, the opportunity for abuse is great

and outstanding (Kim, Ferrin, Rao, 2008). Therefore, it is necessary to provide:
*  Confidentiality of information
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e Prevention of unauthorized use
e Authentication of information.

Cryptography deals with methods and techniques used in order to solve this problem.
Through encryption, decrypting and using keys, the system security increases. The information
that is not encrypted and travels over the internet is a subject of opportunities for misuse.
Therefore, methods that increase the level of security are developed (Powell, Conca, 2015).

Security can be categorized as:

»  Using offline mode of communicating all security elements that can degrade the

message

»  Using backup servers through protocols used to transmit data between the web

server and reader.

*  Development of secure online system transactions: First Virtual, Caber Cash.

Development of Electronic Commerce
in Republic Of Macedonia

There are favourable conditions for electronic commerce in the Republic of Macedonia,
which is contributing to its steady growth. In 2010 there were only 10 electronic stores, but
their number drastically increased to more than 250 electronic stores at the end of 2013.
In 2014 50% of the businesses had their own web pages and 10% processed online orders
(www.stat.gov.mk).

The growth of electronic commerce is primarily due to the growing need of customers
to shop 24 hours a day, the need for convenience, and the existing legal regulations in the area
of electronic operations.

Research shows that customers in the Republic of Macedonia expressed a desire to
shop online, but if the necessary level of safety and variety of products is ensured. Most
Internet users expressed a desire to purchase: electronic and computer equipment, clothing,
shoes and gifts. The least bought products via the Internet are food products and beverages.
Macedonian customers prefer lower prices and free home delivery of products purchased.

There are processing centers in Macedonia, such as: Currant, First data and the
processing center of Halk Bank. The tables below present information related to the electronic
operations, including electronic commerce in the country.
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Table 1. Information and communication technologies in the enterprises according to the
number of employees, 2014

in % | |
Enterprises according to the number of
Total employees
(10+) (10-49) (50-249) (250+)
1 2 3 4 5
Enterprises, total 100,0 100,0 100,0 100,0
Enterprises with computers 94,6 93,9 98,3 99,0
Enterprises with Internet access 93,1 92,1 98,3 99,0
- via fixed broadband connection (DSL, cable, fiber optics or other 9.1 90.9 98.1 99,0
technology)

- via mobile telephone network (broadband or other mobile connection) 59,3 57,1 68,2 80,2
Broadband connection (fixed or mobile) 93,1 92,0 98,3 99,0
Prowdefl to the persons employed portable devices that allow a mobile 60.7 58.5 9.3 818
connection to the Internet for business use
Have a web site or a homepage 532 49,8 66,2 88,5

- enterprise’s website providing online ordering, reservation 12,4 12,2 13,7 11,8
Used social media (but not only for paid advertise) 36,8 37,0 34,5 44,6
Have bought a Cloud computing service used over the Internet 11,9 11,8 11,7 15,4
Have ERP software package to share information 21,6 18,6 30,9 61,1
Have CRM software for managing information about its clients 20,0 18,3 253 432
Have CRM to analyse information about clients for marketing purposes 16,4 14,9 21,8 34,9
Electror}lc Data Interchange in a format that allowed its automatic 409 379 53,5 66.7
processing (EDI-type messages)

- EDI-type messages for payment instructions to financial institutions 29.4 27,3 39,6 40,4

- send / receive EDI-type messages for data to/from public authorities 374 344 50,6 58,6
Share supply chain management information electronically with suppliers 136 130 146 262
or customers

- via websites or web portals 10,3 10,2 10,0 13,1

- via electronic transmission suitable for automated processing (e.g. EDI- 57 50 75 186
type systems, XML, EDIFACT, etc.) ’ ’ > ’
Sent e-Invoices, 2013 26,3 253 30,9 31,4

- sent e-Invoices in a standard structure suitable for automatic processing 62 58 35 77
(e.g. EDI, UBL, XML) ’ ’ ’ ’

- sent e-Invoices, not suitable for automatic processing (e.g. PDF) 25,7 24,9 29,6 28,8
Recelvgd e-Invoices in a standard structure suitable for automatic 126 120 158 13
processing, 2013
Sent or.recelved e-Invoices in a standard structure suitable for automated 139 134 168 147
processing, 2013

RFID for person identification or access control 12,7 9,5 24,5 47,0

R'FID for monitoring and control of industrial production and service 55 45 9.1 179
delivery process
RFID for product identification after the production process (theft control,
% 4,6 39 6,7 13,3
counterfeiting, etc.)
Enterprise employed ICT specialists 13,7 9,9 26,3 63,3
Have provided training to develop ICT skills of personnel, 2013 13,7 11,2 21,5 482
- for ICT specialists 5.4 4,1 8,2 31,0

120 EKOHOMUKA EX=]



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

- for other persons employed 12,1 9,8 19,8 41,8
Have recruited or tried to recruit ICT specialists, 2013 5,1 4,1 8,1 20,1
Had hard-to-fill vacancies for ICT specialists, 2013 1,9 1,7 3,1 2,3

Source: www.stat.gov.mk

Table 2. E-commerce in the enterprises, according to the number of employees, 2013

in % Total Enterprises according to the
number of employees
(10+) (10-49) | (50-249) | (250+)

Enterprises that have e-commerce (e-sales or e-purchases) 9,7 9,2 10,1 21,6
E-sales: have received orders via computer networks (web or EDI) 7,0 6,8 7,3 10,7
Web sales: received orders for products or services that were
placed via a website ’ 64 6:4 62 73
Percentage of the total turnover resulting from orders received via
website

=/>1% 49 52 3,7 34
<1% 1,0 0,8 1,8 1,8

unknown 0,5 0,4 0,7 2,3
Sales placed via a website by type of customer
B2C (Sales to private consumers) 4,8 5,0 38 52
ziﬁo r(itSizlss to other enterprises) and B2G (Sales to public 32 34 27 0.0
Means of payment for sales via a website
Online payment, i.e. payment integrated in the ordering transaction 29 3,0 2,1 39
Offline payment, i.e. payment process is not included in the
orderingptra}t,rr::acti’on pamen P 37 39 48 6.0
EDI-type sales: received orders via EDI-type messages in an 11 0.9 15 39
agreed format, e.g. EDIFACT, UBL, XML ? ? K ’
Percentage of the total turnover resulting from EDI-type sales

=/>1% 0,7 0,6 1,1 0,8
<1% 0,2 0,2 0,2 1,6

unknown 0,2 0,1 0,2 1,6
ePurchases: .placed qrders for products/services via computer 50 47 47 15.0
networks - via a website or EDI-type systems ’ ’ ’ ’
Placed orders via website 44 4,1 4,7 12,4
Placed orders via EDI-type messages 2,2 2,2 0,9 7,7
Percentage of the total purchases that resulted from orders placed
electronically

=/>1% 3,6 3,7 24 6,4
<1% 1,4 1,0 2,3 8,6

Source: www.stat.gov.mk
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Usage of information and communication technologies
in enterprises, 2014

According to the data of the State Statistical Office of the Republic of Macedonia
(www.stat.gov.m), in January 2014, 93.1% of the enterprises with 10 or more employees had a
broadband connection to the Internet (via fixed or mobile broadband connection). Access to the
Internet via a mobile connection (broadband or other mobile connection) was used by 59.3% of
the enterprises. 60.7% of the enterprises provided to their employees portable devices that allow
a mobile connection to the Internet for business use, but only 10% of the persons employed
were using these devices (e.g. notebook, laptop, smartphone, PDA phone). Social Media (e.g.
Facebook, LinkedIn, Twitter, Present.ly, YouTube, Flickr, Picassa, Wiki-tools, etc.) were used
(but not only for paid advertising) by 36.8% of the enterprises. Cloud computing services used
over the Internet were bought by 11.9% of the enterprises.40.9% of enterprises were sending
or receiving EDI-type messages in a format that allowed their automatic processing (e.g.
EDI Electronic Data Interchange, UBL, XML), 21.6% had ERP-software package to share
information within the enterprise, and 20% used CRM software for managing information about
the clients. During 2013, 9.7% of enterprises with 10 or more employees had e-commerce, i.e.
buying or selling goods or services over computer networks (via websites or EDI-type systems),
6.4% of enterprises had web-sales, and 4.4% of enterprises made web-purchases.

Conclusion

The development of modern means of communication, especially electronics, is
playing a significant role in the process of globalization. That leads to a thorough ongoing
process of changing existing relations. Today electronic commerce and the general electronic
way of working is used in areas where it was difficult or impossible to implement in the past.

The modern approach is characterized by the transformation from mechanical
into electronic, leading to a rapid penetration of technical progress. The development of
e-commerce leads to a series of advantages over the conventional method of functioning.
However, in addition to the positive there are negative sides of this process, expressed through
the security issues and the risk of abuse of the entire electronic system.

Electronic commerce has an impact on three factors:

e Economic,

» Technological and

* Social.

It is important to note that the progress of the electronic commerce continues and it is
necessary to provide the required conditions for its smooth functioning having in mind that it
benefits both sides of the market: buyers and sellers.
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A POSSIBLE TOOL FOR DEVELOPMENT
OF INFORMATION SECURITY - SIEM SYSTEM

Abstract

The implementation of information security for governmental institutions is
regulated by laws, which specify the development of complex regulation environment
and implementation of information security solutions. The implementing regulation
emphasizes the minimal user access rights principle, which means employees
should be provided with necessary and sufficient rights to do their jobs, prescribes
the implementation of a control system which limits user activities to the execution of
their tasks, requires security analysis of information systems’log files of organizations
handling large volume of personal data. Considering that the weakest point is the user;
the most important aspect of log file processing is user activity analysis, building user
profiles, identifying unusual events based on these and analyse them based on the data
available about users for the organization. The paper discusses the goal, role, possibility,
the importance and limitations of building user profiles instantly by analysing log files,
considering efficiency, and all-inclusiveness with minimization of false alarms and
administration tasks based on information available electronically about employees.
By the end of the paper a cost-effective model is presented for automated user activity
and profile analysis.
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MOI'YRU HHCTPYMEHT PA3BOJA UHO®OPMAILIMOHE
BE3BE/IHOCTHU - CUEM CUCTEM

AncTpakT

Obesbeherve ungopmayuone 6e36e0HOCmU OPAHCAGHUX UHCIMUMYYUJA PeSYTUCAHO
je 3akonom, Kojum ce ymephyje pazeoj KOMNIEKCHOZ 3AKOHOOAGHO2 OKEUpa u
umniemenmayuja 6e30e00HoCHUX pewersa. Pezyiamusa noceban akyenam cmasmva
HA NPUHYUN MUHUMAIHOZ NPUCITYRA KOPUCHUKA, KOJUM Ce 3aN0CLeHUMA NPYICAY CAMO
HeonxooHa osnauhiersa kako ou obaswvanu ceoj nocao. Ca opyze cmpaue, pe2yiamusad
nponucyje ynompeoby cucmema KOHmMpone Koju JTUMUmMupa akmueHOCHY KOPUCHUKA
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y 00asmbarmy FUXOBUX 3A0AMAKA U 3aXmesd auanusy OesbeoHocmu O0amomexa
uHpopmayuoHoe cucmema Koje caopaice 6euKe KoluduHe audHux nooamaxa. Mmajyhu
¥y 8udy 0a je Hajcraduja Kapuka KOPUCHUK, HAj3HAYAjHUju acnekm obpade oamomexa
Jje ananuza axmueHoCmu KOPUCHUKA, u3paoa npo@uia KOPUCHUKA, UOCHMUDUKOBAFbe
HeOOUUHUX NOJasa U HA OCHOBY MO2a AHAAU3A OOCHYIHUX NOOAMAKA O KOPUCHUYUMA
opeanusayuje. Y pady ce caznedasa yusw, ynoea, Mo2yhHOCU, 3HAYA] U 0SPAHUYEFA
30 U3PAOY KOPUCHUYKUX NpoGhuna nymem ananuse 0amomexa, umajyhiu y euoy rmuxogy
eghuracnocm u c6eobyxXeamHoCH Ca MUHUMYMOM JANHCHUX Y30VHA U AOMUHUCTNATUBHUX
3a0amaka Ha OCHOBY eleKMPOHCKU OOCMYNHUX nooamaxa o sanocienuma. Ha kpajy
pada je oam mo0el UCHIAMUEOCU 3a AYMOMANCKe AKMUSHOCIU KOPUCHUKA U
auanusy npogpuna.

Kuyune peuu:CUEM, xopucHux aumaiu3a axmueHOCMU, NPOQDUN KOPUCHUKA,
be3bednocm ceecmu.

1. Introduction

Several international research studies conducted by consulting companies confirm
that users and administrators, employees and managers represent the biggest information
security risk (Ernst & Young, 2014), (PwC, 2015), (A Frost & Sullivan Market Study in
Partnership with ISC2, 2013), etc. Furthermore the risk is boosted by the evolution of
information technology. We should also consider the impact of social media sites and the
use of private mobile assets for business purpose.

One way of handling the risk of the human factor is the traditional identity,
user rights and role management regulation and enhancement of it with the new type
of information security assets. The access of confidential data stored on file servers
of organizations (companies) can be queried regularly (File Audit). Naturally the
prerequisite for this is the classification of files in protected security classes.

By building user profiles during the operation and administration of information
systems we can perform continuous “monitoring”, investigate the user’s motivation,
information security knowledge, attitude and awareness in cases of unusual behaviour.
This means a preventive information security activity, which cannot be considered
paranoia by the chief information security officer. It is easy to filter out the unusual user
behaviour events from the standard and routine working activity using the log-entries
database.

By using a modern SIEM (Security Information and Event Management) system,
we can get an overall view of the information security activity of the organization (Miller
etal.,2014). Such a special IT system gathers and stores the events related to information
security regarding users, data flow, network, and security assets (e.g. firewalls, antivirus,
intrusion detectors, etc.). The security analysis of events means comparison to the
“usual” operation. By gathering, aggregating and analysing the log data from different
sources, the intentional and unintentional damages caused by security events can easily
be localized.
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2. Paradigm shifts regarding information
and IT security risk analysis

By now organizations employ user restrictions, strictly regulating and control
based business processes supporting an information security systems approach. This
all-inclusive “protection” (event monitoring 24 hours a day, management of different
overlapping security technologies, log analysis, operations) can be regarded as less
efficient because of changing threats.

Nowadays, the information security services provide several effective possibilities
(Kim & Solomon, 2013):

* Internal firewall management;

*  Automated journal and log analysis (data access monitoring);

*  Vulnerability assessment (discovery, classification, analysis, risk assessment

of assets in internal network, fixing and verifying vulnerabilities);

*  Automatic security assessment of Internet application;

*  Verification of Wi-Fi security;

»  Controlling network access (user authentication, handling, inadequate users,

exclusion of unauthorized network end points);

*  Intrusion signalling;

*  Emphasized handling of sensitive data after classification;

+  Event management (infrastructure, log analysis of assets and applications).

This means continuous monitoring of the users’ behaviour and filtering as
well as dedicated investigation of the unusual activities using mathematical methods
(distribution analysis, pattern matching, and text analysis). Alerting the staff happens
after ranking the log entries by risk, so they can focus on the most important and risky
events. The efficiency of security measures can be increased by reasonable restriction of
the scope of risk assessment territory.

During logging in it is recorded: what and when changed, who executed and from
which access point was started the transaction as well as whether or not the change was
allowed/approved.

The information systems security as well as the information security of
organizations should be assessed from several points of view. The efficiency of SIEM
systems requires alignment of the information security measures (policy) of the company,
IT assets and company processes.

In information protection, we can distinguish security levels (Park et al., 2008):

* Information technology infrastructure security (configuration management,

hardware, software and network protection);

*  Information handling (record, change, delete, and inquire respectively);

*  Business processes (process control, workflow, IT support of products and
services, customer service activities);

*  Organization (information security strategy, risk management, organization
structure, management style, company culture, support of management
activities);

This “holistic” access control system approach is a good example. We can find

activities related to this on all four levels:
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e IT level — user authentication;

* Information handling — providing minimal user access rights to data necessary
for execution of work activities;

*  Process level — splitting critical processes, entitlements attached to persons
and locations;

*  Organization level — risk avoidance, development of access groups and
regulation of access control system and continuous monitoring.

Maria Karyda et al. (2005) developed a general operational security model for

information systems in which besides the security level plays a role:

*  The change management (in organization structure, organizational behaviour,
processes and information technology) — as information-content.

* The external and internal contacts, relationships (economic, legal, political
and social factors, industrial competition, supplier circumstances, internal
elements of organizational culture).

e The cultural and power viewpoint approach of the business processes
(presence of security needs in organizational culture, and enforcement of
power in information security policy).

3. Entitlement, role and identity management

The transaction management and management information systems (e.g. ERP,
CRM, EAM) support, model and several times optimize the value generation and
support process execution of the company. The employees (the users) in their scope of
activities execute “basic” tasks by using information technology resources. They record,
edit, query, maybe delete data, to ensure information — as a resource - availability for the
different levels of decision makers.

In the case of many users and several heterogeneous information technology
based information systems, the identification and system access monitoring may
become completely chaotic. Gaps and/or overlapping may arise in authorization and
authentication. User rights are not always established based on actual tasks or scope of
activities. Rather established customs or organization traditions are taken into account.
Overlapping user access management may evolve for the independent information
systems of the organization. Several times the user access management administration
is done after change completion (employee transfer, exit, new process implementation,
outsourcing, etc.).

The solution could be the development of a role based organizational structure and
process analysis, which can be combined with identity management of users with role
association.

The employee who executes the company processes uses the information
technology assets of the company. Naturally the user does not need all IT assets and all
the stored data of the company. The access rights limit the user’s interaction, optimally
to the information management tasks needed by his/her scope of activities. The basis for
access rights should be the business processes, their scope, organizational structure and
IT infrastructure. The information security risks (loss or unnecessary access of valuable
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company information) are related. The organization and individual knowledge, the
company culture, and the responsibility accompanying the scope of activity affect the
development of the concrete authorization system.

The access rights (deliverable, implementable, adjustable, controllable, rejectable,
interruptible and removable) are registrable and should be registered. It is very important
to obtain the approval of the workplace manager and the responsible information
security officer. In simple cases the employee is provided with a username (login) and a
password. In the case of higher security levels, needs can be complemented or replaced
with biometric “identifiers” (e.g. fingerprint, iris, earlobe, etc.) or complemented with
hardware assets. These are associated with information systems, business application
modules, menus, screens, input fields, and database query possibilities regarding business
processes and company goals. The access rights can be bounded to operational place and
time.

Regarding their scope of activities, sometimes the users should have access to
several information systems. This means that they should “prove” their access right
several times. This can happen by using owned assets (You have ...) suitable for
identification (chip and magnetic cards, hardware keys).

In the case of a large number of systems, the knowledge base (You know...)
identification is hard to implement, just think of a private person and how many
passwords they have. Furthermore, these should be changed from time to time because
of security reasons.

Simplicity might be achieved through the use of biometric elements (fingerprint,
handprint, iris, vein, DNS) for identification (You are ...). Their usage raises a human
rights issue. In every case, employers cannot require their use by employees.

Security becomes complete with the development of adequate roles and the
connected role entitled systems.

In case of medium and large enterprise companies with multiple premises,
executing “standardized” processes with role implementation is worth considering.
Users in the same role get the same access rights. The role might be connected to several
applications. In this way the setup of user access rights may be automated and mass
changes can be performed easily once. The necessary access rights may be filtered and
the number of individual access rights can be reduced to a minimum. Thus, the number
of roles will be smaller than the number of users.

Roles might be connected to business processes (process activities) and organization
units. The first enables the functional service of business activity of the company. The
later enables the organizational operations and supports decision making. The roles are
“invariant”, where only the evolution of information technology or new business processes
may affect and change them. Thus the fluctuation of users does not affect the operation
of company information systems. Most commercially available, transaction management
based IT solutions already use the so-called Role Based Access Control. At the beginning
of the role development of the company business process the organization based business
role expectations do not match the information management functionality provided by
the information systems. One of the most important goals of development of roles is the
adjustment of information technology with business requirements (Klarl et al., 2009).

By using identity management, we might identify employees and business partners
in one or more company information system. In this way we can regulate their access to
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different information technology resources. IT links user access rights and denials to the
information management functions available in information systems. This becomes very
important when the company has several interconnected information technology based
information and communication systems. The user access verification (authentication)
and allocation of the new access rights (authorization) of new users does not count among
its tasks. It tracks the users’ individual life cycle (e.g. join the organization, expansion
of scope of activity, change of position caused by reorganization, longer unpaid leave or
exit).

The organizations operating the information systems by developing, continuous
maintenance of user profiles and filtering unusual user behaviour may attract the
employee attention to involuntary damage too.

Figure 1. User analysis subsections

User identification,
identity

Informaton

Role “«—>
System

«—> User profile

Access rights

Source: Prepared by the authors

During user profile development, we may use the log files which contain all data
and business transactions started by the users (information request, record new data, data
modification or deletion).

By quick analysis of the log data resulting from user behaviour and filtering
unusual user behaviour, we may handle information security issues. Unusual behaviour
is always a security risk factor (see: ,,User Activity Analysis” subsection).

4. The grouping of users

It is worth sorting users into user groups before user behaviour analysis. J.M.
Stanton et al. (2005) sorts users based on two factors:
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e IT and IT security expertise (low or high ...);
»  User intention or approach (malicious, neutral and beneficial).

The employee may be dissatisfied (conscious saboteur), naive or hired by a foreign
organization and from an analytical point of view the motivation may be important.

This may be completed with habits affecting information security originating from
generational differences. According to sociologists the employees may be sorted into
five groups regarding their birth date (Lancaster, Stillman, 2005):

*  Veterans (born before 1946; they are not relevant as employee);

+ ,Baby boom” generation (born between 1946 and 1965);

* X generation (born between 1965 and 1980);

* Y generation (born between 1980 and 1995);

e Z generation (born after 1995).

The five generations represent different information security awareness levels
where each one has a different information security risk characteristic (Michelberger et
al., 2013).

The role in the organization may be a grouping factor too. IT may be worthwhile
to distinguish users from middle and senior management as well as professionals
responsible for the operation of information systems.

5. Security awareness

The users have access to protected information because their scope of activity
requires that they have access rights. In case of malicious attacks, it is obvious to the
offender to take advantage of security weaknesses.

Analysing user profiles may uncover unusual behaviour and determine negligence
and malicious intentions.

Using this information we may inform users about damages implied by their
activities, ask them to comply with regulations and improve the working environment.

The implementation, introduction and production of new software assets without
adequate security knowledge in the company may affect security awareness as well as
weaken information security (e.g. file sharing tool, removable devices, social media
sites, etc.).

Users often feel that the information security regulations are ambiguous, hard to
comply with, and do not fit together with the company business processes (Albrechtsen,
2007). The roles are not synchronized with the responsibilities. In these cases the users
“invent” how to use the information systems. In security surveys and during examinations
they declare themselves as conscious users, but their behaviour in case of individual and
unusual events shows that they consider more important the practical and quick business
results. Situation awareness (Webb, Ahmad, Maynard, Shanks, 2014) greatly influences
information security. It would be important for users to understand the importance of
the meaning of information for them, what it means now and what it would mean in the
future and for what goal achievement it is (will be) needed.

Through event management becomes controllable the so-called “social
engineering” audit too. During this activity an independent external expert team tries to
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map the weaknesses (security gaps) of the organization regarding information security
and test the implemented defence measures. This means testing intrusion (physical too),
unauthorized access of information, stealing of assets, installation of spyware, phishing,
and sending infected files.

6. User analysis

The assessment of user characteristics, habits and behaviour, by analysing the
activities and modes of execution of the activities performed with its user profile during
execution of its tasks uses the data available in the employee registry of the company,
the log entries regarding user activities of the transaction processing systems available in
their log files. The information synthetized this way may be used as master data during
log file analysis for information security in order to filter unusual user behaviour events
and identify information security events. The log analysis may provide new information
about users, which can be used to improve the already available user profile.

7. User activity analysis

The user activity analysis regarding the amount of information available per
user, the resources needed to gather and process it is a huge task in the case of larger
organizations, but it is not unimportant in the case of small organizations too.

The manual processing of the security information it is possible in small
organizations, but the accessibility for manual processing of the personal and the activity
log raw data without automated pre-processing may lead to misuse or abuse.

For the execution of an automated user profile analysis, information about users
available for the company should be available in the SIEM system, which processes the
user activity information. The information available about users can be categorized into
groups of data storable and not storable in information systems. The storage of personal
information or information related to persons may violate privacy and other rights
relating to personality. During definition, recording and processing of the set of data,
privacy and local rights related to personality should be considered in order to comply
with legal requirements. Furthermore the security of data - confidentiality, integrity and
availability — should be warranted, so only the entitled persons may have access to them,
and only when needed.

We may consider master data, the rarely changed personal data and user
characteristics description data, needed to build user profiles, which are usually available
for the organization in the following databases:

*  Registry of employees, which includes:

o The employee roles and tasks;

o The age group — which generation belongs to;

o  The position held in the organization;

*  Access Control System, which regulates the physical access of the employees,
to which buildings and territories has access rights;
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* Time and Attendance System, which regulates when the employee has user
access to the information systems and from where;

Directory services which contains:

User identifier of the employee;

The workplace and the contact information;

Group membership, which usually covers and ensures access rights;

© O O e

Identity Management System, in case of lack of it, user access control
registry, which support the registration, change and removal of access rights
for the users;

»  Configuration Management Database (CMDB), which records all the assets
used, accessed, administered by employees.

To successfully execute user activity analysis further data are needed, which may
change continually and are not available in information systems of the organization,
but can be synthetized from the entries regarding user activities stored in the log files
of the information systems. These may be user behaviour, personality characteristics,
helpfulness, typing speed, user aptitude, security awareness, usual login end point, login
path and duration, the system commands and their order used in information systems. The
small deviations from the user profile perceived during log analysis should be analysed
and added to the user profile, while keeping the historical data too. In this way the user
profile can be maintained continuously, the bigger deviations might be considered as
unusual events and may be subject of further investigation or alert.

From the information security point of view the most important data is the user
activity log entries in the log files of information systems. We might consider these
monitoring of the user, but their real goal is the identification of unusual events and
their use for the improvement of organizational information security. The information
systems continually log the activity of the users to allow the identification of user or
technical errors and facilitate their remediation and elimination. This information can
be analysed and interpreted system by system individually, but in this case conclusions
may be deduced for the individual systems only. Because the attacks against information
security usually affect more than one information system, their identification is more
effective if the analysis is done on all merged log files. The security analysis of user
activities plays an important role in the investigation of log file entries originating from
security assets and the analysis of network traffic. The analysis is performed in SIEM
systems, which gather the log entries from the information systems of the organization,
identify activities using complex mathematical algorithms and put together the coherent
information of these.

Despite contemporary logging standards, the different information system log
events in different formats. Despite formal differences of log entries they contain the
most important data in most cases. On the basis of which the following information can
be produced:

*  Who generated the event;

*  What is the subject of the event — what happened;

*  When did the event happen;

*  Where did the event happen — on which asset;

*  Which object happened the event on (file, database, etc.);
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e The source of the event — from where was fired the event;
e What was the event aim at.

This makes possible the standardized storage of different kind of event records
(SECUROSIS, 2010), which is called normalization and enables the uniform storage
(United States Patent, 2014) and processing of the events originating from different
system log files. There are information systems which record events repeatedly until the
root cause is identified. This makes the filtering of duplicated log entries an important
task. In large organizations this means gathering, processing and storage of the huge
amount of event records data. The next phase of log entry processing is the correlation
of events originating from different information systems. During event correlation the
SIEM systems apply complex mathematical models to identify relationships. With the
appearance of the APT (Advanced Persistent Threat) attacks event correlation became
more and more important, as these types of attacks are prepared and executed during a
longer period of time, while, the attacker is waiting for the best moment to execute the
intended malicious action and gathers information about the organization, employees
and assets.

The realization of user activity analysis is a complex task, implementing it in SIEM
systems in most of the cases requires long preparation and usually implies high cost
because their operation requires continuous support activities (Shenk, 2012). The SIEM
solutions available on the information security market provide different functionality,
data processing and reporting speed and they are able to process different amounts of
log entries during a given period of time (Butler, 2009). Some of the solutions skip log
entries without processing in order to keep the ability of real time analysis. Others aim
to do all-inclusive processing and lose the ability of real time reaction to the security
events. In most cases the duration of information security attacks is less than one hour,
but often it takes only minutes, so the ability to respond to these requires real time
alerting mechanisms. In the case of large organisations scalability plays an important
role, because their activity generates huge amount of information security data, the
processing of which requires significant computing, processing, storage and reporting
capacity. Moreover the storage of security data requires well designed data storage
structures which support information security, processing of large amount of data and
supports the report generation (Shackleford, 2013).

8. User activity analysis automation

The size and scope of activities of organizations determine their need of
information processing, storage and security. The implemented information processing
infrastructure and storage capacities usually fit the needs because the business depends
on them. The information security is invisible — in some cases the abuse of it too -, so
the implementation of support systems usually does not reach the needed level. For
example: there is a log file consolidation solution, but it is only used for security incident
analysis.

The processing of available log file entries for user activity analysis can be executed
with SIEM systems enhanced with an intelligence layer customized to organizational needs
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(Shackleford, 2014). As we have seen, to execute an automated user activity analysis, the
setup of several master data files is needed, which are available in information systems
depending on the information technology maturity of the organization. The modern SIEM
systems are able to import these data automatically. If the master data import cannot be
automated, particular attention is needed for refreshing it in time, especially in the case of
user account and access rights at creation, change and removal.

The implementation, operation and support of the first generation of SIEM
systems was difficult, resource intensive and costly regarding their added value. The
minimization of costs and tasks might be achieved by automation of master data
administration by importing them regularly through interfaces from other systems or
data files and refreshing them using the results of log file analysis. Scientific research
is in progress to build a SIEM system which requires minimal configuration and can
identify unusual events and information security incidents with high accuracy.

9. The role of configuration and change management
in user activity analysis

Configuration management might be considered in the strict ITIL based
sense, which covers the maintenance of the configuration items register (information
technology assets - hardware, software and network- and users) and their relations in the
configuration management database (CMDB), supports answering questions like: “What
would be if ...?” based on analysis of asset data available in the database and supports
change management; in the broadest sense it covers the configuration item settings
maintenance too. The configuration management is in close relationship with IT asset
management (ITAM) because it registers the owner, location, responsible maintainers,
administrators and users of the IT assets.

Configuration management relies substantially on change management, which plays
an important role in keeping up to date the configuration item data in the CMDB. The most
important role of the change management is to register the IT change requests, track their
design and implementation, provides adequate controls to support the successful execution
of changes and to register the changes implied in configuration items.

After the approval of the change requests and design of changes it is worth
registering the implied changes of IT asset in the IT infrastructure to the configuration
database and marking them final, after the successful implementation of the change.

The solutions supporting configuration management may be divided in two groups:

*  Solution supporting automated update of configuration items, which monitor

continually the information technology infrastructure elements, detects the
changes emerging in configuration items and their configuration, in case
these are registered among the approved changes in the change management
registry, acknowledges them, otherwise alerts the configuration manager
about the unapproved change;

*  Solutions not supporting automated refresh of configuration items, in this

case the update of configuration item parameters, are done manually after
implementation if changes.
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From the point of view of information security both solutions support the log
analysis and the analysis of user activity by providing information to SIEM systems
about assets, users, their parameters and relationships by data import through interfaces
and historical data query. The configuration management solutions supporting automatic
update of configuration item data detect the changes of configuration items and their
relations in the information infrastructure of the organization and may analyse these
regarding the approved changes in progress and report unapproved changes to the
configuration manager while logging the event. The SIEM systems processing the log
files, detect the unapproved changes in the IT infrastructure and may report information
security events to the administrators.

A well designed and implemented IT operating model and CMDB based IT service
management solution may play an important role in user activity analysis, unusual event
detection and information security incident identification.

10. A possible model for automated user activity analysis

In the case of SIEM systems transmitting unusual event detection and alert
messages to administrator in real time, the minimization of administration is a key
factor in order to facilitate operations. This can be achieved by building an appropriate
operation model and gathering master data needed to build user profiles automatically
from partner systems through interfaces when these data changes happen.

Regarding modern SIEM systems, it is a requirement to provide interface mechanisms
to system management and information security solutions (Tarala, 2011), such as directory
services, CMDB (Configuration Management Database), incident and change management
solutions, IDS (Intrusion Detection System), IPS (Intrusion Prevention System), antivirus
systems, proxy servers by querying which may improve the performance of log file analysis
and help to improve the detection rate of unusual events and security incidents.

If there are adequately detailed log files available, a new possibility arises
for identification of new and changed user role and access right tasks performed by
administrators. By querying and using master data available in partner systems the
legitimacy of these changes can be verified. If no adequate master data is available
the user, role and access right changes might be interpreted as unusual events and
administrators should be alerted, who may analyse and acknowledge the changes as
new or changed user or may detect an information security event. The maturity of the
information technology of the organization and the availability of master data needed
for user activity analysis in information systems significantly influences the amount of
tasks needed to execute the setup and maintenance of the SIEM system and detection of
information security events. During log file analysis new data may be synthetized about
users which should be stored historically in the user profile, continually improving them.

Most organizations do not have all the master data needed for user activity analysis
available in information systems, so the all-inclusive analysis of the user profile is not achievable.
There are two possibilities available for these organizations to do user profile analysis:

+  Skipping the analysis connected to the master data elements missing from

information systems, which may lead to loss of unusual event detection and
information security events may remain undiscovered;
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*  Executing the analysis of log entries connected to the missing master data
elements, which may produce false alarms.

Both approaches have advantages and disadvantages: if the log analysis is
not complete, it can be executed faster, but information security events may remain
undiscovered, while the analysis based on incomplete master data records takes longer,
are inaccurate and may lead to several false alarms sent to administrators, which means
administration overhead for the organization. There exist other configurations available
between the two extremes which detect the information security incidents, but the
filtering of false alarms does not mean too much administration. The successful SIEM
and Log Management Strategies for Audit and Compliance (Swift, 2010) written by
David Swift provides useful support for implementation of SIEM systems.

Figure 2. Automated user profile analysis model
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‘ Access Control System ‘

‘ Employee Registry ‘

Source: Prepared by the authors

Conclusion
The real scope for the organizations is not the operation of a SIEM system, but:

*  Minimization of unnecessary user access rights;
*  Special attention and control of system administration activities;
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* Identification of unusual events and information security incidents;

*  Detection of security holes of information systems;

*  Detection and response to attacks originating from inside and outside of the
organization against information systems;

*  Prevention of information leakage and data integrity assurance;

*  Improvement of business continuity;

*  Detection of information security awareness gaps and eliminating them;

* Identification of the participants of the events (event management, user
identification and configuration management integration).

The implementation, maintenance and operation of SIEM systems is successful,
when fulfils the following conditions:
*  The number of false alarms and security events is minimal;
* The solution does not impose unnecessary administration burdens to the
organization.
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Instead of introduction — and security forces
in international relations

In international relations, act many factors that influence the behavior of entities
in these relationships and their interdependence. Special significance for relations
between states has powers, as a factor of first class importance. (Ibler, 1971: 365) Itis a
complex phenomenon that consists of a series of elements, such as: geographic basis, the
demographic bases, production capacity, ideology, political system, military power and
so on. (Ibler, 1971: 366) Even the ancient world historians noted the importance of force
in international relations. Thucydides believed that relations between states are based
primarily on force rather than on law and morality. As above state there is no apparatus
to maintain international order, each country must work to strengthen its power, to the
time of the outbreak of the conflict could be as successful as possible to protect their
interests. This ancient world view has not much changed until the beginning of the new
century. The great German philosopher, Hegel, stressed the force as a universal value,
giving war as a means of policy, of special importance. Quite a few modern scholars
of international relations represents a similar view (of course adapted to the prevailing
positive international order), and considers that the force, as well as the ability to impose
the will of one person to another, the default constant in relations between states. In their
view, in order to achieve their own interests the state is allowed to use all the means
available to it, including those who are directly or indirectly related to the use of force.
Route interest-force, they argue, is very important, even crucial for the distribution of
power in the world. Attitude legalistic school, which is based on respect for the norms
of international law in relations between states, has remained a dead letter. In practice,
the prevalent opinion of the realist school that the main motive of the occurrence of
the state in international relations, national interests, and that it can be defended only
through force. A typical representative of this school, Hans Morgenthau (,,Politics among
nations”) believes that the idea of the essence of interest policy and that all phenomen
in international relations boil down to a struggle for power, and such power that will
successfully pursue our national interests. In such a social discourse, law and morality
have a secondary importance. Unfortunately, at the beginning of the twenty-first century,
the role of law and morality is the same, maybe one notch and reduction.

The force is one of the key (default) security elements.

Concept of security includes multiple and different meanings. In the most general
sense, it means freedom from fear, threats and physical violence. More precise definition
is difficult circumstance that in a difficult sociological structure of the term, present
moral, ideological and normative elements, and perhaps fairest to say that it is a socially
constructed concept that acquires a specific meaning only within a given social context.
(Avramov et al., 2003: 219)

In the context of international relations, security can be defined in different
ways. In the view of Barry Buzan (Barry Buzan) it represents ,,the ability of states and
societies to preserve their independent identity and its functional integrity* Lipmam
Walter (Walter Lippmann) however, points out that “the nation is secure to the extent
not in danger of sacrificing your core values in order to avoid war if it is capable of
them, if challenged, to preserve the victory in such a war* for Buta (Booth) and Wheeler
(Wheeler) stable international security ,,can only be achieved by the people and groups
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that other do not deprive it, and this can be achieved if the security is understood as a
process of emancipation®.

Safety is and remains inextricably tied to the state and its defense. It is an essential
feature of state sovereignty and the defense of its legitimate functions. Even in the year
of the first countries we find the beginnings of jointly addressing issues of security of
states; wartime alliance was one of the first institutions of international law in general.
That is the issue of ensuring the security set with the emergence of the state and remains
one of the most important issues of the entire history of international relations, to the
present day, is evidence that life interest of the people to ensure their own security and
independent development.

The balance of power and international security

During the development of the international community changing the institutional
models of security. One of the oldest and most famous of the system please do not hesitate
to protect certain universal values of the international community, is a system of balance
of power (power). The system of balance of power is a concept with a long history of use
but relatively short presence in official agreements between political individuals.

David Hume balance of power is seen as a scientific law; Glenn Snyder observed
in the balance of power the central theoretical concept of international relations; Henry
Kissinger, the balance of power compared with the ,,Iron Law of Politics”, indicating that
it is more art than science, more skillfully practiced by some political leaders in relation
to the other. Richard Cobden for the balance of power says that it’s just a fantasy, just
a collection of sounds without meaning; John Bright thinks that the whole concept of
balance of power harmful illusion inherited from the past. According to him, the balance
of power is impossible as it is impossible and the achievement of perpetuum mobile. If
the balance of power is an illusion, then it is a long-term illusion, says Bright. Ernst Haas
provides eight different meanings balance of power, more accurately describes eight
different meanings which covers its use. Balance (Balance) indicates the distribution of
power; equilibrium, hegemony, stability and peace, instability and war, a general (overall)
policy of force, the universal law of history, as a state of equilibrium and balance system
as a guide for policy-making decisions. Despite variations in meaning, all that converge
into one, so that the balance of power often defined as the interaction between the state,
which ensures the survival of the system by preventing domination or hegemony of any
state or coalition of states. The most famous definition of the balance of power is the one
that gives Hedley Bull. According to this definition, ,,the main function of the balance
of power in international society is to preserve peace but to defend the independence of
sovereign states from the threat of domination and to prevent the society of sovereign
states winning is converted into a universal empire, and to do so if necessary, and war”.
(Bull, 1965: 39)

The balance of power, relying primarily on the appearance of power, assumes that
the power of one state or group of states, can not restrain anything else to be able to other
states or groups of states. According to this view, piled power will inevitably be used to
the detriment of other subjects, and the only way to prevent it consists in preventing such
dominance by creating adequate amounts against power. From this it logically follows
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that one region, and also for the entire international community, it is best that the power
equal or balanced, because then no one will find the opportunity to reach for the values
of others. Another way to limit the power does not exist, given that the international
community, there is no higher authority which would restrict its owners and forced him
to behave in accordance with the general interest.

When asked how exactly does the system of balance of power, there are gaps
with regard to the establishment of a mechanism that leads to balance, and hence there
are three main groups of view. Under the first, the system works automatically. States
do not tend towards equilibrium, given that each of them wants to be as strong and
so is the acting. This understanding was the most represented at the beginning of the
nineteenth century, and has clearly indicated it owes the basic ideas of liberal capitalism.
According to another view, the spontaneous processes of the so-called corrected. State
balancers. In accordance with this vision of the functioning of the balance of power, the
state balancer should be an exception to the other. Namely, while the latter only care to
increase their power, to the detriment of other achieve gains, long state-Balancer has
no such aspirations, but her only goal is balance, per se. In this way it describes the
European system by the end of the fifteenth century to 1914. According to a third view,
a balance should be aware that weight all countries participating in the international
relations, the so-called. multiple equilibria. (Claude, 1962: 43) Its classic pattern we see
in the eighteenth century, when in Europe there was a balance between Great Britain,
France and Spain, in Central and Eastern Europe between Austria, Prussia, Russia and
Turkey. In this game, teammates allies could easily be changed. The attempt of Napoleon
to master Europe leads finally to an association of all the European powers against France
and to its defeat. After that, the state winner trying to establish mutual balance. As a
counterweight to the possible renewal of France, winner of the state create an alliance
that has the role of tools to maintain absolutist order in European countries. However, as
soon as they emerged contradiction between the major European powers, the multiple
equilibrium replaces attempts to set up a simple balance between the states.

The firing system of balance of power is conditioned by the existence of the
following socio-political circumstances:

- The system should be a greater number of equally powerful major countries

that are usually called ,,great powers* or ,,essential actors®.

- Decision makers who need to operate at the forefront of such countries should
act rationally and in the interests of the system, which means to apply force
only if they can not negotiate, to refrain from destroying any of the ,,essential
factor* to confront any of them when they want to be predominant or to create
a supranational system. (Kaplan, 1957: 690)

- States should be similar among themselves in order to be replaced as allies,
and among them there should not be any special kinship, affection, hostility
and differences, other than those due to the current balance of power.

- Measurement of power should be feasible and reliable.

- Should be possible limited wars, which can take as long as it does not reach a
precise objective (wars for balance).

The main principles for the peaceful exercise of the balance of power as
compensation and interventions. The concept of compensation consisted in the fact that
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none of the major powers could not allow the loss of other such forces without adequate
“compensation” (compensation to) for yourself, because otherwise increased power of
the first force and the balance would be undermined. The intervention is carried out
within its own sphere of influence and in the system of balance of power tolerated by
other holders of balance in the name of supposed higher interest. Whenever domestic
political currents in the country, which belongs to the sphere of influence, in the opinion
of hegemons threaten to expel the surface currents that would lead to independence,
according to a hegemonic logic it can only be for the single purpose of joining another
sphere. Such a change jeopardizes the whole system, ie relations between the holders
of the balance, which then approved armed intervention and the violent suppression of
internal political order. By understanding the holders of balance, orom governments
within the state’s sphere of influence is not a matter of its people.

As a product of policies generated the so-called balance of power buffer state.
They are a function of the physical separation of opposing great powers or alliance. These
are countries outside the spheres of interest, but in areas where the pretensions of two
forces intersect. Since none is able to dominate the area, and thereby is able to prevent
rival to do so, the buffer state allows a free existence without obligation of allocating
between the opposing forces. In the history we have more examples. During the invasion
of the Ottoman Empire, after the fall of Bulgaria and Byzantium to Constantinople
reduction of environment, Serbia Lazarevic and Brankovic decades was a buffer state
between Hungary and Turkey. Later in their border areas, Austria created the so-called
Military Frontier, populated almost exclusively by Serbs, as a shield against the Turkish
invasion. Switzerland is particularly interesting as a buffer state. Founded in the central
Alpine area between France, Germany, Italy and Austria, during its existence, to this day,
Switzerland has not entered into any world and local war experienced by all countries
with which it borders. At the same time, it had held many talks warring parties; it is
the headquarters of many international organizations and banks; today many important
international negotiation water just in Switzerland. During the Warsaw Pact in northern
Europe a buffer state between the alliance and NATO were Sweden and Finland, and in
Central and Eastern Europe that were Austria and Yugoslavia. With the disappearance
of the Warsaw Pact lost and need to survive a multinational state as it was Yugoslavia.
Finally we can mention that in Asia, Afghanistan was a buffer state in the nineteenth and
twentieth centuries between the Russian and British spheres of interest.

From the eighteenth century until the First World War, the balance of power
was considered the best and unequaled way to preserve stability in the international
community and to protect the security of its members. XVIII and XIX century are
considered the ,,golden age* of the balance of power in Europe, and are taken as a model
system of balance of power. In Europe at the time of the adoption of the so-called balance
of power existed. the concept of force, which was created with the aim of expansionist
and imperialist aspirations of its member directed, regulated and stabilized to avoid
mutual conflicts. ,,Power” and ,,power* as a measure of balance usually were not what
would be under such names could be understood. The ruling powers had access to other
entities, nations in areas that were annexed and turned into colonies or part of the spheres
of interest. This concept was preserved security holders of balance, but this is not true for
medium and small states and nations whose good sacrificed for the sake of some ,,higher*
principles. For the policy of balance of power has a special significance the Congress of
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Vienna held 1814-1815. at which it was agreed settlement for Europe and the world after
the Napoleonic wars. One can say that this is a good example of a multilateral meeting
at which its dominance manifested Russia, Prussia, Austria and England. After the final
defeat of Napoleon at Waterloo, signed the Final Act which contained a provision 121.
According to this act, France has returned to the border in 1792. and listed the major
powers were given territorial expansion as well as expansion of the area of influence.
England’s gains in the Mediterranean, the Far East and the Caribbean, strengthened its
dominance on the seas, Austria got the whole Tyrol, Lombardy and possessions of Venice
and Dubrovnik Republic; Prussia annexed Pomerania, Danzig, Poznan, parts of Saxony,
Westphalia and Rhineland. Created a German alliance (in which the dominant role had
Prussia and Austria) independent German states, which had a joint Assembly in Frankfurt
am Main. Russia recognized the annexation of Finland, Bessarabia and a large part of
the Polish (with the Duchy of Warsaw). Norway and Sweden have been merged into a
single kingdom, in the same way and the Netherlands and Belgium. Shortly after that in
Paris he created the so-called ,,Holy Alliance” consisting of Russia, Austria and Prussia
and whose goal was to preserve the decision of the Vienna Congress, and preserving the
balance of power, which is then established.

The conventional system of European balance can not be imagined without even
explain the role that it played in Great Britain. It is right to say that for many decades
in Europe, the United Kingdom constituted the backbone of the system. Unrivalled on
the seas and oceans of the world, this empire preponderance of France and Russia, and
Germany and the European mainland, managed relying on the role of the diplomatic
tasa on the geopolitical balance of the time, so very successful and long protecting its
interests primarily in the Middle East, Central Asia and India (in the narrow sense and
in the Balkans generally supporting Turkey). United Kingdom maintained a balance of
being ,,put your weight on this time, the time on the other side of the scale, but always
on the side that was against the political dictatorship of the strongest individual country
or group at any given moment”. (Claude, 1962: 43) As Churchill said this ,,beautiful,
unaware of the tradition of British foreign policy* is the very principle of the foreign
policy of a country in its own interest. United Kingdom during that period had secured
dominance outside of Europe, where they were positioned (stationed) its expansionist
interests, given that it was not fully part of the European regional system, where her
only goal was that no state realizes complete dominance, which could threaten the
British Empire. The balance of European countries meant, in fact, their self-limited
in comparison to the UK, with only wear their own energy, because she herself has
intervened only once in a while.

Privacy balance of power leads today. The elements of this system are present in
the work of personified (or it should do) the essence of the current system of collective
security of the UN. The Security Council, normative and functional-political position
in the organized international community today, is modeling the concept of balance of
power in the nineteenth century, putting it in the epicenter of the Collective Security
Council. But about this phenomenon on another occasion.

146 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

The balance of power and collective
security — similarities and differences

The concept of collective security can be viewed in a wider and in a narrower sense.
In a broader sense, collective security is a common defense security of each member of
a related group of countries scheduled in advance that the known and unforeseen that an
unknown enemy. (Gavranov, 1969: 7) In the narrow sense of ,,collective security is an
obligation inflow to the aid of victims of the attack on the core values and exists in any
case and against any attacker, who cannot be determined in advance, but the aggression
being conducted, which means that in the first place must include the state which have
established a system of collective security, not only external enemies®. (Dimitrijevi¢ et
al., 1996: 378)

The concept of collective security was created as a reaction to the system of
balance of power, but he is not diametrically opposed to this system, but it also represents
his training. Between these two concepts there are some similarities, but also differences.
In both cases, the force appears as an essential element, but as a system of balance of
power rests on the symmetry of force and such a distribution of power that no participant
in this combinatory would not be able to dominate the collective security system rests
on the unity of world peace and joint action by all Member States. ,,The main function
of the balance of power is not to keep the peace but to defend the independence of
sovereign states from the threat of domination and to prevent the society of sovereign
states winning is transformed into a universal empire, and to do so if necessary, and war®.
(Bull, 1965: 39) Therefore, ,,...the balance of power manifests itself as a myth: the skills
of professional diplomats not only do not prevent a catastrophic war — indeed, it is widely
believed that the suspicion between the alliance and the underestimation of the value,
which cannot be translated into the language of force, its main causes®. (Dimitrijevié
et al., 1996: 372) It is also clear that the advocates of the balance of power and do not
expect her to secure peace, but to protect the safety of members of the international
community. Leading policy of balance of power of the state and not as they want to avoid
war, but to greet him ready for the party which will not lose.

Unlike the balance of power, which transposes the so-called? Preventive wars and
wars to establish disturbed balance in the system of collective security can clear only real
war between the attacker and the group of countries that defend the attacking, although it
does not name. (Dimitrijevi¢, 1973: 53-54) This armed conflict degrades in international
tort who performed the attacker and the sanction applied by defense lawyers, which
means that the war ultimately not be avoided by the infringer. Simply put, the essence is
the following assumption - security is a security of all; an attack on one country means
the attack and to all the others that she would come to the rescue, and thus anyone who
is planning any attack on another country will advance prevented or stopped, intimidated
by the consequences that such an attack would have, because the country will become
aware that ultimately cannot fight against the whole world.

In relation to the collective security system, the system of balance of power shows
the following characteristics:

- In the system of balance of power, alliances were created against any state

that could become ,,too strong™, ,,meaning that the emphasis was focused on’
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capacity‘“state. In contrast, in the system of collective security emphasis is
placed on the aggressive policies of the State rather than its capacity,

- In the system of balance of power alliances were created in advance while in
the system of collective security that is not the case because they do not know
that the state will commit an act of aggression. Spontaneous acting member of
the international community in applying the collective security system to this
system too closer to the system of balance of power,

- In the system of balance of power of the state are governed solely by its own
subjectively defined ,,national interests, and the water completely separate
policy, and the collective security designed to be global and universal, without
neutral countries or those that played the ‘lone wolf” ‘international politics. If
a large number of States in that role, ,,a coalition of good* would look weak,
and its ability to deter and punish aggressors would be reduced.

The similarities of these two systems consist of the following:

- In the collective security system should also be a larger number of equally
powerful countries to not aggressive alliance functioned, because reality can
never expect that all other countries come to the rescue of endangered,

- Among the states there should be no such distinction that prevents them to
oppose the aggressor,

- The application of armed force shall be prohibited (except for the right to
individual or collective self-defense),

- To be made a precondition that there are clear criteria for what can be qualified
as an act of aggression,

- Affluence in aid for the victims of aggression should be an obligation other
countries,

- Because the coercion is prohibited, must be provided the opportunity to be
justified and lawful claims achieve a non-violent, peaceful manner.

Conclusion

The concept of balance of power from today’s perspective it is theoretically poor,
because it is based on the state as inviolable the subject of international relations and
starting from only one of its size, power, and the assumed goal is always expressed
through some kind of territorial possession. The system of balance of power is not able to
keep the peace, however, often leads to conflict, either because they establish a balance
of power requires war, either because the balance itself is no guarantee of peace. We
can cite at least two reasons, the conclusion that the policy of balance of power similar
to preserve the peace, which was the main reason for its occurrence. The first historical
experience and other reasons are theoretical. European system of balance of power failed
to prevent minor wars, even led to the First World War, and the neglect of the League
of Nations and the policy of the rival alliance after World War paved the way for even
more catastrophic Second World War. Also, recent experiences have convinced us that
in addition to the state, there are other significant actors in international relations, and
whose activities may not fit into the scheme of balance of power, because of their power,
not only through military force, nor are their goals now always only expansionist.
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RISK MODEL BACKTESTING
Abstract

Within this paper we shall research the validation methods of the risk model and
we shall provide an overview of the existing literature which deals with validation
and performance assessment of the VaR (Value at Risk) model. The importance of
backtesting of the risk model stems from the fact that credit institutions have been
allowed by regulatory bodies to use internal model-based approach to market risk
measurement and based on such assessments, to determine the capital adequacy.
Therefore, the regulator has developed a “traffic light” approach for the backtesting
model. However, the last financial crisis has shown that this approach of model
validation has failed to provide valid assessments of the VaR model, which has further
led to significant underestimation of the risk and a collapse of many banks worldwide.
For this very reason, the academic literature has been focused more than ever before,
on proposal and development of new techniques for the verification of the risk model.
Therefore, the aim of this paper is to provide a comparative overview of the validation
methods of the market risk model, which have evolved during the past several years.
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BACKTESTING MOJEJIA PU3UKA
AInCTpaKkT

Y 06om pady ucmpasicyjemo memoode 3a sanudayujy mooena pusuxa u oajemo
npezned nocmojehe aumepamype Koja ce 6asu 6anuoayujoM u OYeHoM YCReuHoCmu
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ceema. M3 moe pasnoea, akademcka iumepamypa je Qoxycupana uuie ne2o ukaoa
npe Ka npeonazarsy U paseojy HoOGUX MexHuKa u npoyeoypa 3a eepudurayujy mooena
pusuka. Cmoea, yumb 0602 paoa je KOMNApamueHy NPUKAa3 Memood eanuoayuje mMo-
oena mpoCUUHO2 PU3UKA KOje CY eBONyUpaile MOKOM NOCAeOUX HEKOIUKO 20OUHA.

Kwyune peuu: Value at Risk, mporcuwnu pusux, backtesting, banxa

Introduction

It is important for a financial institution to monitor the volatilities of the market
variables (interest rates, exchange rates, equity prices, commodity prices, etc.) on which
the value of its portfolio depends. Financial institutions are faced with various forms of
risk. In order to control, manage and measure risks, they have been actively engaged
in the financial risk management process. The risk management function contributes
to better risk management within banks, through continuous measurement of risk of
the current portfolio of financial assets and other exposures, as well as by taking steps,
either directly or in cooperation with other functions of the bank, in order to reduce
the possibility of loss. From the regulator’s perspective, the size and the risk of the
bank’s assets are one of the most important determinants for defining the amount of the
necessary capital of the bank.

The globalization of the financial market has led to the need for the globalization
of the supervision system of the financial sector. Regulatory bodies are in charge of
protection of the financial system against catastrophic events, which could be source of
systematic risk. In the last couple of years, the central issue of risk management is to
determine the capital adequacy for financial institutions, in order to protect themselves
against the market risk. The assessment of the market risk is a complex and an
extremely important task for each and every credit institution. This increased focus on
risk management has led to the development of various methods and tools for the risk
measurement, which financial institutions are faced with.

Financial risk management has truly undergone a revolution in the last couple of
years, which has been intiated by the introduction of Value at Risk (hereinafter: VaR),
a new method for measuring one aspect of the financial risk, the market risk. In the
light of the recent financial crisis, measuring of the market risk is drawing even more
attention and is becoming more and more significant. The last global, financial crisis
has shown that systems for management and calculation of exposure to such risks, have
significantly failed, and has therefore forced banks to take certain steps for the purpose
of forming efficient internal approaches and methods for market risk management. Risk
managers are attempting to revise the previous methods, given that they feel that one of
the most important causes of the recent crisis is the actual poor risk management.

Market risk arises primarily from the bank’s trading operations. It is the risk
relating to the possibility that instruments in the bank’s trading book will decline in
value. (Hull, 2012). The trading book marks the positions within the business books of
the bank which refer to the financial instruments and the real assets. These are intended
for trade or hedging of other elements of the trading book and for such there are no
restrictions in regard to their trade, nor restrictions for these positions to be protected
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against risk (Base Committee on Banking Supervision, 2009).

The VaR models measure the market and the price risk of securities portfolio, that
is, the risk of decrease in portfolio market values, as a result of changes in the movement
of interest rates, foreign currencies, prices of securities and the price of commodities.
The VaR models encompass several components of the market risk into one quantitative
measure of potential losses within a given time horizon. So, the model for assessment
of the market risk is the model that envisages the value at risk of the portfolio for one
or several confidence levels, during a specific time horizon. In practice, horizon is most
often defined as one day (trading day). However, the calculation of VaR is a complex
task, which includes numerous mathematical and statistical assumptions. Given that they
cannot be always fulfilled, VaR models must be subjected to the backtesting process,
with the help of various statistical tools.

Backtesting is an important part of the VaR system. It examines how well the VaR
model would have performed in the past. Both literature and practice have developed two
most frequent manners of model validation, which could refer to potential weaknesses
of the VaR model (Kupiec, 1995; Christoffersen; 1998). One refers to the number of
outliers, i.e. the number of times when the realized loss exceeds the VaR value. The
other manner refers to the extent, in which outliers have been grouped, i.e. whether in
time, they have become independent. There are statistical tests which can help determine
the accuracy of the VaR model and suggest whether a model should be rejected due to
excessive or insufficient number of outliers or due to their frequent grouping.

One of the major disadvantages of adequate measuring of exposure to market risk,
by the Serbian banks, in regard to the securities trading activities or calculation of the
currency and interest rate risk, primarily lies in the insufficient use of internal models for
risk measurement, which are based on VaR methodology. In that sense, the contribution
of this paper is to support and suggest the local banks the introduction of sophisticated
internal risk models, as well as reliable techniques for validation of their accuracy and
reliability when assessing market risks.

The remainder of this paper is organized in the following way. The second part of
the paper elaborates on basic concept and the objectives of the backtesting process, as a
critical process in financial risk management and the assessment of performance of the
risk models. The third part provides an overview of the several, most frequently used and
standard techniques and tools, for the purpose of validation of the VaR model. We shall
also present the backtesting methodologies which have been proposed and developed
during the last world crisis and present the latest state of the art techniques of the risk
metrics validation. The fourth part provides a brief conclusion and recommendations for
future researches.

Backtesting

In the past twenty years, the banks have allocated significant funds and resources
for the development of internal risk models for the purpose of better quantification
of financial risks and determination of the necessary economic capital. These efforts
have been acknowledged and supported by regulatory bodies. Thus, the amendment to
the Basel Accord from 1996 (MRA), which referred to the market risk, has formally
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incorporated internal models of banks for market risk, when calculating the regulatory
capital. The regulatory capital requirements for exposure to market risk are exclusively
the function of the bank’s own VaR assessment. The key component in implementation of
MRA was the development of standards related to validation and verification of models
(backtesting), which must be fulfilled, so that the bank’s models could be used for the
purposes of regulatory capital.

The Basle Committee believes that backtesting offers the best opportunity for
incorporating suitable incentives into the internal models approach in a manner that is
consistent and that will cover a variety of circumstance (Basel Committee on Banking
Supervision, 1996).

In finances, the term “backtesting” is used in several different manners. Most
often, backtesting implies 1) assessment of performance of trading strategies in the past
or 2) assessment of the financial risk model by using historical data for risk forecasting
and comparison with the realized rates of return (Christoffersen, 2009). In order to be
sure of the reliability of the VaR model, their validation needs to be carried out. This
further implies that the critical issue when assessing the risk model is the backtesting.
Backtesting requires the application of quantitative, most often statistical methods, for
the purpose of determining whether a model for the assessment of risk is adequate or not.
The backtesting process can be used for three complementary purposes.

The first objective of the backtesting process is to determine whether the
assessments have come close enough to the realized outputs, in order to enable the
reaching of the conclusion that such assessments are statistically compatible with the
relevant outputs. The backtest, which has been carried out for this purpose, involves
statistical testing of hypothesis, in order to determine whether the assessment models are
acceptable. The testing of hypothesis can be applied to observations which include the
loss exceeding the VaR value, for the given confidence interval, or for the assessment of
VaR for several confidence intervals. The second objective of backtesting is to aid risk
managers when diagnosing problems they are faced with within their risk models, so as
to improve them. The third objective of backtesting is to rank the performances of several
alternative risk models, in order to determine which model provides the best performance
assessment. A good risk model should fulfill all of the three mentioned criteria: to pass
the statistical test, it should not create any concerning diagnostics and it should be well-
ranked compared to the alternative methods. The significance of backtesting is obvious:
if risk managers have confidence in their risk models, than the models should be properly
tested and in such case, should provide proper results.

VaR models for measuring of risks are useful if providing a reasonable anticipation
of risk. Therefore, the accuracy of these models should always be verified. This can be
done in several ways, including backtesting which represents a procedure for verifying
whether the actual losses are in accordance with the projected ones. Backtesting includes
comparison of historical anticipation of VaR with portfolio incomes and is very important
for managers, in regard to evaluation of errors made in assumptions, wrong parameters
and inaccurate modelling. It is a method for comparison of daily profits and losses, with
assessments of VaR models, for the purpose of measuring their accuracy and preciseness.
Also, according the Basel Accord, backtesting plays a significant role in deciding on the
use of bank’s internal VaR model for determing the required capital (Terzi¢, 2014).

If such model is correct, the number of realized losses suits the confidence interval,
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i.e. if the confidence level is 99%, then the actual loss occurred in 1 % of cases. For
example, if the daily VaR is 1 million € and the confidence interval is 99%, according
to the VaR model we can expect for the loss to be grater than the 1 million € in only 1%
of cases, i.e. within 2.5 days of a total of 250 working days within a year. If the number
of days on which the loss exceeds 1 million, is small, equal to or somewhat greater than
2.5, the model is then correct, but if the number of days when the loss exceeds 1 million
is significantly greater than predicted,based on confidence level (2.5 days), the model
then, is incorrect. The number of situations in which losses occur, i.e. the number of
those incomes which are beyond the confidence interval of VaR, is known as the number
of outliers. In case of numerous outliers, the model has underestimated the risk (Terzi¢,
2014).

In order to finalize the VaR model backtesting, we need a series of data which
comprises of estimated model values, on the one hand, and daily profits and losses,
generated by the portfolio, on the other hand. Upon collecting a series of necessary data,
the following stage is approached, the preliminary data analysis. A backtesting diagram
needs to be designed, which would comprise of the realized rates of return, during a
specific time horizon and the estimated VaR, and breaches should then be seeked, i.e.
outliers. Dowd (2008) suggests that good practice is to supplement the backtesting
diagram with a histogram of returns, which sometimes tends to provide a clearer
indication of the empirical distribution of returns as well as the QQ diagram, which
contains a quantile empirical distribution of returns against those predicted by return
distribution. Furthermore, it also states that it is good to examine the so called descriptive
statistics of returns, including the statistics of mean value, variance, asymmetry, kurtosis,
scope etc as well as the number and the size of the extreme events.

Many financial institutions use and implement various verification models. Thus
for example, the KPMG Advisory has implemented a backtesting process based on five
steps, shown in Figure 1, in order to test the unconditioned coverage, independence
and has developed appropriate solutions for possible model weaknesses (Muehlenbrock,
2011).

Figure 1: Implementation of the backtesting process

Risk calculation
improvement

Graphicanalysis "Traffic light" Statistical

o . Backtesting report

Source: Muehlenbrock, S.(2011).Backtesting Value at Risk Models. Luxembourg,
KPMG Advisory, p.2

As it can be seen in Figure 1, the first step in implementation of the backtesting
model is the graphic analysis and it enables us insight into the resuls and provides visual
aid in revealing the problems. For example, in Chart 1, the assessed GARTH VaR has
been shown and changes in percentages in portfolio values.

EXSIEKOHOMUKA 155



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Chart 1: Backtest chart for 1-day 1% GARCH VaR
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The second step is the so called “traffic light system” which is based on a
binomial approach and which groups results into various categories, starting with the
green (correct model) up to the red (rejected model) zone. The previously described
measures of VaR validation should be supplemented in the following step, with certain
statistical tests. This strategy, based on the modern statistical theory can reveal potential
weaknesses of the applied VaR model. The fourth step refers to the backtesting report
which sums the results and points to the possible weaknesses of the used methodology.
Finally, the last step, based on the prepared report, KPMG is able to develop an adapted
solution for possible problems, i.e. to assist in implementation of the improved VaR
model.

Review of backtesting procedures

VaR is by far the most popular portfolio risk measure, when it comes to risk
management practice. The revolution of VaR in risk management has been initiated when
JP Morgan launched the RiskMetrics approach in 1994. The supervisors immediately
recognized the urgent need for VaR validation methods and soon after, first researches
have been carried out on the risk model backtesting.

Many authors are concerned about the adequacy of the VaR measures, especially
given the fact that they compare several alternative methods. Since the end of 1990s,
various types of tests have been proposed for performance assessment of the VaR
model. Papers, dealing with the comparison of the VaR methodology, most often use
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two alternative approaches: statistical test based on the testing paradigm of hypothesis
and/or the loss function. In this paper we shall elaborate on the first approach. As for
this approach, several procedures based on statistical testing of hypothesis, have
been proposed in literature and the authors usually choose one or several test for the
performance assessment of VaR models and their comparison. The standard tests for the
perforamnce assessment of VaR models are: 1) Basel approach, 2) unconditional and
conditional coverage tests and 3) quantile dynamics test.

In order for all of these tests to be implemented indicator function of VaR
exceptions must be defined, the so call “hit sequence” (Christoffersen, 2009).

_ {1, if .y < —VaR!, |
U 0if By = —VaR?,

)

The negative prefix which stands before VaR in the equation (1) is due to the fact
tha VaR is a positive number, according to the convention.

The Basel Committee on Banking Supervision has, in 1996, developed a backtesting
framework, based on the number of outliers during the 250 daily observances, generated
by VaR models of banks for the confidence interval of 99%. Depending on the results,
a supervisor may pronounce a penalty which would suit the increase in capital exposed
to the market risk by a scaling factor. In order to support supervisors in interpretation
of the backtesting results, the Basel Committe has introduced the so called “traffic
light” framework, which is related to a number of marked outliers (Basel Committee on
Banking Supervision, 1996):

1. The Green zone: between zero and four outliers. This is deemed to be an
acceptable result of backtesting. There is no concern in regard to this model
which the bank is using and consequently, there is no penalty.

2. The Yellow zone: between five and nine outliers. The supervisor shall attempt
to find out what has caused deviation from VaR and shall then decide whether
a bank should be fined or not.

3. The Red zone: 10 or more outliers. This points to a major problem within a
model and automatically generates a penalty, with an increase in the scaling
factor by 1.

According to the Basel Accord, backtesting of internal models is obtained directly
from the testing of rates of failure, i.e. the number of outliers from VaR. In order to
design one such test, we should first choose the type | error rate, which represents the
probability of rejecting a model, when it is actually correct. In such situations, the bank
shall not be fined unjustifiably and we could then be able to choose a test with a small
error rate, type 1. However, should the bank decide so, the supervisory body making
errors of type 2 as well, shall completely trick the VaR bank reporting. The current
verification of the procedure comprises of the daily recording of outliers from VaR with
a confidence level of 99% in the last year. In such circumstances, a 1% of outliers is
expected out of the 250 cases, i.e. 2.5 outliers during a year. In order to better understand
the dilemma with which supervisory bodies are confronted, Table 1 provides error types
I and II for various numbers of outliers from VaR, with a correct VaR model (i.e. with
coverage of 99%) and incorrect models (i.e. with coverage rate of 97% or 95%). Thus,
for example, if we were to have 5 or more outliers, the cummulative probability or the
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type 1 error rate, amounts to 10.8%. This represents a probability of fining a bank which
has a correct VaR model, for no other reason than “bad luck”. However, if we were to
have 10 outliers, type 1 error rate would than fall down to 0% value.

Tabel 1. — Basel backtesting rules

Source: Basel Committee on Banking Supervision: ,,Supervisory Framework for the
Use of ‘Backtesting’in Conjunction with the Internal Models Approach to Market Risk
Capital Requirements, Januar 1996.

In regard to type 2 error, table 1 shows that the type 2 error rate by 5 outliers less,
amounts to 12.8%. This represents a probability of not fining a bank which wilfully
underestimates its risk. This not a very low probability. However, this probability reduces
as the correct model deviates more and more from the target 99% of coverage. With 95%
of coverage, the type 2 error rate is only 0.5%. Therefore, it is quite probable that the
supervisor would fail to notice a bank which significantly underestimates its VaR.

Christoffersen (1998) emphasizes that the problem of determining accuracy of the
VaR model can most certainly be reduced to the problem of whether a “hit sequence”,

{1.(a)}:=1 fulfills two key characteristics, and these are the unconditional coverage and
independence.

The test of unconditional coverage, which has been proposed by Kupiec (1995)
enables testing so as to check whether the realized deviation rate from VaR, which
represents the number of days when the loss was greater than VaR, divided by the size
of the sample, is in line with the confidence interval. If we were to expect for the losses
which exceed the amount of the established VaR, to occur more often than a x 100%
times, then this leads us to the conclusion that VaR measure systematically underestimates
the portfolio risk. On the other hand, if we were to excpect deviations to occur rarely, this
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would perhaps be a signal that the VaR measure is perhaps too conservative. Although
this test has remained until today as one of the reference tests in managing financial risks,
it nevertheless shows to a low statistical power, when used on a small data series, such
as a one-year period.

As for independence property, it represents powerful limitation in regard to ways
in which deviations from VaR can occur. More specifically, any of the two elements
from the “hit sequence” (It+j(a), It+k(a)) must be independent one from another. This
sort of condition does not require for previous deviation from VaR {..., It-1(a), It(a)},to
transfer any sort of information as to whether additional deviation from VaR will occur
or not. If, for example, there is a greater probability of deviation from VaR happening
upon previous deviation from VaR, then it implies that probability that It+1(a) = 1,
having been conditioned by the event It(a) = 1, exceeds the amount of VaR, which further
implies that the amount of VaR is to small and that it should be increased. It is important
to understand that the features of unconditional coverage and independence of the “hit
sequences” are mutually separated and different and that they both need to be fulfilled
for the purpose of a precise VaR model. Mainly, a specific VaR model, in case of outliers
in VaR, may fulfill either one or the other feature, but not both. Only the “hit sequences”
which fulfill both of the stated properties can be deemed as relevant evidence of a precise
VaR model (Christoffersen, 1998).

Christoffersen (1998) has also developed a conditional coverage test, which
represents an incorporated test of hypothesis of unconditional coverage and independence.

Christoffersen and Pelletier (2004) have developed a backtesting approach of
the VaR model,based on durtion. If VaR complies with the coverage rate p, it is then
assumed that the hit sequence should be the Bernoulli i.i.d process with parameter p,
and the duration between the outliers has no memory and that the mean value equals
1/p. The distribution of duration under null hypothesis is approximated by exponential
distribution, given that it is only continuous distribution with a constant risk rate. For an
alternative hypothesis they have considered the Weibull’s distribution with a decreasing
risk rate. Their test can also be decomposed to a test of unconditional coverage and
independence test, whereby the unconditional coverage test verifies whether the mean
value of duration equals 1/p, and the independence test verifies whether the risk rate is
constant. They have also considered the autoagressive model for the expected conditional
duration. It is also possible to define a discreet distribution for duration. Haas (2005)
believes that discreet distributions have a better power toward grouping of outliers from
VaR, unlike the continuous distributions.

Candelon, Colletaz, Hurlin, and Tokpavi (2011) suggest a new GMM test based on
duration, for the purpose of VaR model validation. They believe that discrete distributions
act the same as the continuous distributions, within the GMM approach. Berkovic,
Christoffersen and Pelletier (2011) have implemented a test of discrete distribution
within the likelihood ratio test (LR test), which they called the geometric test. Under null
hypothesis that duration has no memory, discrete duration follows geometric distribution.
This is why it is called a geometric test. Monte Carlo simulation shows how a geometric
test is the most powerful, compared to the Weibull’s test, which is based on continuous
distribution.

Engle and Manganelli (2004) claim that a necessary request is for the hit sequence,
or rather the violations from the VaR assessment, to have identical and independent
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distribution, and not a sufficient requirement for proper determination of VaR. If VaR
prognosis is a valid measure of quantiles, the anticipation of outliers which depend on
the set of information at the moment t-1 should be equal to the coverage rate. In other
words, violation from VaR It shold be unbiased and should not be in correlation with any
other information at the moment t-1. They have suggested a dynamic quantile test(DQ)
for the backtesting of the VaR model, which has proven to be very reliable and credible.
Nowadays, it is an important tool for the verification of the VaR model.

Dumitrescu, Hurlin, and Fam (2012) have expanded this approach into a model
of dynamic binary choice which enables non-linear dependance between deviation
likelihood from VaR and explanatory variables.

Perignon and Smith (2008) have developed an innovative backtesting framework,
based on multidimensional VaR, which focuses on the left tail of distribution of the bank’s
incomes from trading activities. Their coverage test is a multivariate generalization of
the Kupiec unconditional test (Kupiec, 1995). They have applied this new methodology
of backtesting on actual bank data and have concluded that non-parametric GARCH VaR
models and filtered historic simulation provide the best performance in the assessment
of market risk.

Danciulescu (2010) has proposed for backtesting to be based on multivariate of
Ljung-Box statistics. The test considered autocorrelations and crosscorrelation between
the outliers from VaR. The procedure encompasses the creation of a joint test for the
properties of unconditional coverage and independence, using deviations from several
business lines. The test is easily applicable and has shown improvement compared to the
univariate procedures in the performance assessment of VaR.

Colletaz et al (2013) have developed a new method for validation of the risk
model, called, risk map (RM). This method calculates both the number and the size of
the extreme losses and graphically sums all information on performances of the risk
model. Based on the concept of super outliers, which is defined as a situation in which
realized loss exceeds the amount of the standard VaR and VaR defined at an extremely
low confidence interval. The main advantage of RM lies in its simplicity and can
therefore be applied as a standard technique for the validation of the VaR model. In order
to facilitate the implementation of this methodology, the authors have created a website
which automatically generates RM.

Leccadito et al (2014) have suggested innovative, multitests for the purpose of
assessing the accuracy of the VaR forecasting. Tests are based on independence tests
and conditional coverage. The first test which has been proposed is the generalization of
Markov test, which was proposed by Christoffersen (1998), whereby the second is type
of the Person test, based on joint distribution of the total number of outliers from VaR and
their lagged values. The tests have shown greater efficiency and statistical superirority,
unlike the separate tests.

Pelletier and Wei (2015) have developed a new geometric VaR backtest for the
evaluation of VaR prognosis. The test uses duration between deviations from VaR as
well as VaR values. Findings of the research have shown that the test has great power,
compared to alternative models.
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Conclusion

The banks and other financial institutions have implemented numerous highly-
sophisticated mathematical and statitstical techniques for managing market risks. One
of the basic techniques among them is the VaR methodology, which has in the past
twenty years become an industrial and regulatory standard in measuring market risk. It
is the measure regulators have chosen to use for many of the calculations they carry out
concerned with the setting of capital requirements for market risk. Many banks that have
adopted VaR based approach to market risk measurement routinely compare daily profits
and losses with model-generated risk measures to gauge the quality and accuracy of their
risk measurement systems. This process, known as backtesting, has been found useful by
many institutions as they have developed and introduced their risk measurement models.
There are two ways in which backtesting may indicate weaknesses in a VaR model. One
is in the percentage of exceptions, that is, the percentage of times the actual loss exceeds
VaR. The other is in the extent to which exceptions are bunched. There are statistical
tests to determine whether a VaR model should be rejected because of the percentage of
exceptions or the amount of bunching. In this paper we have focused on the significance
of validation of the VaR model and we have presented the latest, available, backtesting
techniques. The tests differ in details, but for the majority, the common characteristic is
that they focus on a specific transformation of the assessed values of VaR and ralized
incomes. The backtesting procedures that we have presented in this paper can be deemed
to be the final dignostics of the risk model, which the risk managers must implement or
they can be used by external supervisors. The banks in Serbia should use the findings of
this paper as a starting point for the validation of internal models for market risk.
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COMPETITIVE ADVENTAGE ON THE BASIS
OF THE STRATEGY LOW PRICE

Abstract

The main objective of the work stems from just a definition of competitiveness
that is gaining market advantages of applying the basic elements that make up a
strategy of low prices. Adequate adopted business strategy to achieve strategic
and operational objectives of the enterprise market. The paper wants to achieve
such a strategic market access to the basis of the elements that make a successful
strategy of low prices allow the company a competitive advantage. The aim is
to analyze the competitive advantage of low price strategy that will enable
practical implementations benefit the company in relation to the competitive
compared to competing on the basis of market applications based on marketing
principles. The aim of the research is to know the level and degree of satisfaction
of consumers buying products or services at reasonable prices.On the basis of
theoretical views known authors in the field of competitiveness of enterprises or the
authors’ experiences both in theoretical and practical knowledge of the problems
is that economic theory contribute to a better understanding and improve the
competitiveness of existing knowledge in both theory and practice.

Key words:competition advantage, low price strategy, market, prices, efficiency
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KOHKYPEHTCKA IIPEJHOCT HA OCHOBY
CTPATETUMJE HUCKUX HEHA

ArmncTpakT

OcHO8HU Yub pada NpousUIasy u3 came OequHuyuje KOHKYPEHMHOCIU a Mo
Jje cmuyarse mpocuuine npeoHOCmu NPUMEHOM OCHOBHUX eleMeHama Koju uYuHe
cmpamezujy HUCKUX yeHa. A0ekeamuo yceojena nociogha cmpameauja omoeyhasa
ROCMU3are CMpamewkux U OnepamueHux yumwseea npedyzeha Ha mpaicuwimy.
Paoom ce sicenu nocmuhu maxaé cmpamewku npucmyn mpycuwmy koju he na
OCHOBY eleMeHama Koju uYuHe YCHewHy cmpameujy HUCKUX yeua omozyhumu
npedysehy kouwkypenmcky npeonocm. Llum paoa je O0a ananusupa npeoHocm
KOHKYPEHMCKe cmpameuje HUCKUX YeHa Koja he NpakmuuHoM peanusayujom
omozyhumu npednocm npedysehy y 00HOCY Ha KOHKYPEHMCKA HA OCHOBY MPICUULHE
npumene HA MApKemuHe 3ACHOSAHUM npukyunuma. Lus ucmpadcusara je
CNO3HAja HUBOA U CMeneHa 3a0080/bCMEA NOMPOULATA KYNOBUHOM NPOU3600A ULU
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yenyea no npuxeammusum yenama. Ha ocnogy meopujckux cmagosa nosnamux
aymopa u3 obnacmu KoOHKypeHmnocmu npedyzeha anu u uckycmaea aymopa Kako
Y mMeopujcKum maxo u npakmudHumM CazHaruma Yusb paoa je 0a eKOHOMCKOM
meopujom oonpunece 00/meM pa3yMesarby KOHKYPEHMHOCMU U YHanpeou
nocmojeha caznara Kako y meopuju maxko u npaxcu.

Introduction

The main objective of the study was to analyze the existing situation in this field
but also wishes to point out the changes and remove obstacles to the strategic positioning
of enterprises in the market. Modern global market economy involves huge competition
and survival on the market and the aim of this paper is that the strategy of low prices,
to enable effective decision making based on product or service quality win, retain and
win new customers in order to achieve business goals and survive in the market.The
subject of analysis stems from the planned objectives that the company wants to achieve
in the market in the form optimizing competitiveness and gain strategic advantages over
the competition. The theoretical hypothesis arises on the basis of analysis literature and
knowledge by studying scientific papers that deal with this economic area. The research
base on the application of latest methods of knowledge and methods of marketing
research, as well as methods of logical reasoning, and as auxiliary methods used statistical
and other methods of data processing.

The new economy is characterized by pro me in communication activities with
the inverse target market segment or a particular target group. From this point there
was an application of the new concept of integrated marketing communications, which
implies the need of coordinating and combining instruments of communication mix,
and developing an integrated strategy to communicate with the selected companies,
market segments and other public.This concept involves various market groups and
segments of the public. On the name, the main target group of companies consists of a
consumer or buyer that the basic message recipient companies. Therefore, when defining
the communication strategy of the enterprise, based on the need to make the needs and
demands of consumers for precise sending communication messages. One to search
and gather information about consumers basic postulate send specific communication
messages (Prdi¢, 2012).

Based on the above mentioned opinions should be emphasized that the precondition
to economic efficiency of enterprises, really good communication with that target group
that is interested in the products or services of the company in the market. When comes
to the effectiveness of the strategy of “low price” which is the subject of this paper it
should be noted that the effects of low prices reflect and to other business strategies or
are directly linked to them, whose effective implementation depends on the realization
of marketing strategy in the market.
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Basic elements of strategy low price

1. The quality of the product or service as the basis for the
implementation of the strategy

Quality of services realized year or the first and basic precondition for the
realization of the strategy which is based on a market perception that the quality product
with all its positive performance benefits for customers and consumers, benefiting the
company in the form of strategic positioning in the market or market segments.

It happened that the dominant industrial sectors, based on the classic technology
and extensive capital investment, because growing competition in developing countries,
began record slowing growth and employment and reducing the share of world trade.
(Prokopovi¢, 2014)

Term “costs of quality” has different meanings for different people. Some think
that this is mostly found the costs of poor quality and that, in this case, finding the bad
goods or poor service (Ristic i dr. 2013).

Competitive strategies in complex market conditions give primacy to a quality product
or service, which, with reasonable price favored by attracting new and retaining existing
customers and consumers. Quality product has properties specific properties that belong to
finally when it comes to beneficial effects for the customer and therefore it is necessary to
continuously check the level of quality as well as performance and attitudes of users.

The basic postulate of the modern market business is in adapting these market
processes in order to maintain stable price levels and competitive advantage based on the
quality of products and services. Integrated processes in the company are based on the
integration of price and quality of products or services as well as integrated marketing
communications when it comes to establishing quality relationships between buyer
— consumer — company. Modern market circumstances are quite addition in the form
of increased competition but a chance to enterprises whose business strategy quality
product or service and reasonable price based on the interests of customers, consumers
and other interested parties.

Quality in bustin means comparasion of products or services competition products
and based on the known method of checking the quality, optimal use value and utility as
well as other information that may be used to check the quality of products or services.
A quality product or service contribute an affordable price that the end user is willing to
pay to meet the needs.

How do i say quality product primarily refers to its features in terms of the ultimate
usefulness of the purchaser or consumer or not the characteristics of the product in
terms of quality assessment. High quality product with reasonable price certainly makes
strategic advantage is on the market.

2. Low prices as a basis for the realization of the set strategy

Low prices are one of the most important instruments of micro-economic and
macro-economic policy of a country in order to maintain economic and political stability.
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Therefore, this paper and is one of the theoretical works that contribute to a successful
analysis of opinions and attitudes that can initiate scientific and professional public to a
greater extent adapt this strategy, which is a strategic approach to the business interests
of firms in the market.

Trust is one of the most important elements in all trancastions. An ideal model of a
market economy strarts with the asomption that customers are rational and will not sped
more that they at their dispostal. (Babi¢ I dr. 2015)

Competitive devaluation of currencies of the country have the ability to increase
demand for their products because they become cost-competitive (Gligori¢ i dr. 211).

Price level provides the company strategic planning in the sale and transport of
products or services and also contributes to the stability of the exchange rate and foreign
trade balance.

Competitive commitment is a function or a more efficient service customer value
than its competitors (low cost) or carry out activities with a similar cost but in unique
ways that create greater customer value than its competitors and, therefore, can determine
the highest price (differentation) (Hidl, 2006).

The strategic position of low prices with all the appropriate elements of the
marketing strategy certainly brings real basic earnings enterprise. Such a position of
the company in the market and provides real income workers of the company but also
the collection of taxes and contributions to the state. However it should be noted that
the ,,Jlow prices* do not always have a decisive importance in terms of the structure,
ownership, existence and objectives of the enterprise market.

Determination of low initial price with the aim of market penetration strategy is
based on the assumption that the average production costs per unit of output will continue
to decrease in parallel with an increase in cumulative production volume. Potential profits
in the early stages of the product life cycle sacrifice stig are still anticipates that the
volume in later periods to generate profits that will be enough that the product generates
higher gross profit during its life cycle (Aker, i dr. 2008).

Different methods of evalation of competitive advantage:

» Natural curve of experience

* Breakpoint

* The cost of product units sold additional market segments

» Cost competitors

» Prediction phase ,,decline® in the product life cycle (Aker, i dr. 2008).

In some cases price possible not buti equilibrium. Inasmuch as it is not an
equilibrium, or there will be an excess supply or excess demand, depending on whether
it is above or below the equilibrium price. However, these imbalances encouraged price
changes to the equilibrium price. Markets have a mechanism for self-correction. Some
of the fundamental issues in the economy deal with time how fast the price is adapted to
the specific markets regained balance (Beg, i dr. 2010).

When it comes to the interests of the company low prices allow for preserving
strategic market positions and predictable number of customers and consumers. Strategy
of low prices and satisfactory quality of enterprises and protect the domestic market
of products and services as the goods from abroad will be more expensive and less
competitive in the market. Of course, this does not mean opening the national economy
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but rather allows local entrepreneurs and companies that represent the domestic market
and later on regional and other economic markets. Regional market countries approximate
level of development contributes to the development of enterprises at the domestic and
regional market. It may be noted that companies that do not have barriers to domestic
and regional markets have a greater chance to qualify to other developed world markets.

3. Market assessment of the competitive advantages
of the strategy of low prices

Buy a basic modulator existence of an enterprise with all of its properties and
characteristics. The survival of the enterprise market is a confirmation of his identity
as an entity whose purpose is realistic based on the value of indicators in the business.
When the company competitive in the market based on different methods of assessment
of competitiveness can talk about the fulfillment of conditions for the strategic direction
of its development.

Modern enterprise here in terms of fluctuations in demand for its products and
services, provided that the changes in the market needs in a timely manner in order to
predict the company can flexibly adjusted (Prdi¢, 2012).

Competitor advantage can be percentages of the immediate ways. The methods
can be broadly classified into methods of market assessment and evaluation methods of
the manufacturing process. The market estimate is based on a direct comparison with a
few targeted competitors and assessment of production processes based on a comparison
of the methods used by competitors to achieve his distinctive front.

Methods of estimating market advantages: of the production process:

Market assessment Cent of the production process

Market  share Revision marketing skills

Participation in remebrance Comparasion of relative costs

Participation in advertising Comparasion of successful and unsuccessful
competions

Participation in investment in Identifying the appearance of leverage

research and development of high
(Aker, i dr. 2008).

Strategic plan market presents an overview of methods and resources that are needed
to meet the goals of the organization within a specific target market (Macura, 2008).

Competitive advantage is the basis for the success of any company in competitive
markets (Zupljanin, 2010)

Famous Russian economists Nureev, Simkin, Korhej, analyzed the very important
relationship trini,, The market in which quality product is displaced from the market by
products whose quality is lower (Solak,2003).

It is very important knowledge about the present conditions where possible in
large retail chains across and low quality products with price which is acceptable but left
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to answer a real need for customer or consumer product with which to meet the basic,
intermediate or higher level of need depending on what product is working on scale
value of the customer or consumer.
The manner of price formation which is adopted in order to achieve increasing
market share should:(Aker, i dr. 2008).
»  Offer a lower price (even below cost price) when they appear on the market
*  Maintain price at the same level until the cost per unit does not generate the
desired percentage increase in the rate of profit
*  Reducing the cost of the savings to the rate of profit had the same (desired)
percentage share in the costs.

Based on the research conducted through a questionnaire, directly at the fairs
in Belgrade and Novi Sad, as the most important instruments for gaining competitive
advantage by using a strategy of low prices, in the opinion of the enterprises surveyed
are, sales volume (81%), profit (76%), market (71%), liquidity (65%), and marketing
expenses (59%). It should be noted that the respondents had the opportunity to aok rose
more instruments considered relevant to the status of a company on the market

It is necessary to emphasize the importance of market share in the domestic and
regional markets because their scope is the economic impact in terms of higher product
brand positioning and creating a positive image of a company that has economic and
human resources to produce, and increase sales volume.

4. Human resources as a competitive advantage

Businesses in a competitive market tend to gain competitive advantage by finding
new business structure based on their own vision of business structure and quality
management and enterprise development. Human resources are an important part of
the survival of the company in the market and represent its business culture. Market
approach to business includes strategic relationship with the selection of personnel who
are part of the adopted business behavior culture.

Job security, compensation, safety, harassment, prejudice, and even the quality
of work experience, are all aspects which are important ethical. (Mihailovi¢ i dr. 2015)

Many Serbian entrepreneurs are heavily in favor of the activities of human resource
management, although they are aware of possible risks as a result of neglect of the formal
activities of human resource management (Salai, 2010).

Human resources as a competitive advantage are essentially a confirmation own
identity but also a complex analysis of the weaknesses and strengths of the company
as a market entity. Companies with built business culture have a strategic approach to
business and human values.

Human resources are the main instruments to carry out adequate business strategy
to develop new ideas in order to achieve growth and development and the elimination
of destructive thinking that protect the reputation of business in society and their own
market. Companies with the adopted business strategy of low prices and adequate quality
of products or services for the realization of their goals using the tools of marketing
and marketing strategies for a profit in the market and increase productivity in business,
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deliberately adopted a strategy that is key to success in the market to increase investment
in knowledge. Companies with the adopted business strategy of low prices and adequate
quality of products or services for the realization of their goals using the tools of
marketing and marketing strategies for a profit in the market and increase productivity in
business, deliberately adopted a strategy that is key to success in the market to increase
investment in knowledge.

Modern approach to strategic human resource management involves the idea that
the basis of business performance in productivity, efficiency and economy of human
resources who can achieve corporate objectives in the market. It can be concluded that
human resources are crucial for the future of the company in the market but successful
career employees effective strategy for human resources management, based on low
prices and cost of investment, contribute to the development of enterprises. Time
employee adaptation to changes in the market increases the importance of competence
give them the possibility to achieve their own ambitions.

Human resources in this work are viewed as one of elements of the strategy “low
price” and from that point of view observe their contribution to the realization of the
planned strategy. Their contribution to the realization of the respective strategy depends
primarily on the knowledge that enables the implementation of the strategy as well as
knowledge of how to implement the planned strategy when it comes to communication
with customers and consumers or other interested parties.

5. Brand as a value competitive advantage

Communication with customers and consumers is extremely complex and the
interests based process. The most important task of the management of enterprise
management is to deal with conflicts with customers and establish long-term strategic
objectives for mutual benefit. The credibility and competence of the management of
enterprise management contributes greatly to the establishment of a knowledge-based
management, which will result in the establishment of strategies best business relations.

Brand value as a competitive advantage is defined as a number of its strengths and
weaknesses, which increase or decrease the value of the relevant products or services for
the company or its customers (Aker i dr. 2008).

These advantages or disadvantages must be linked to name or symbol of the brand.
Advantages and disadvantages on which it is based brand value will vary depending on
the context. No matter may be practical reasons fall into five categories:

*  Brand loyalty

*  Familiarity with the name

*  Perceived quality

* Associations that are associated with the brand in addition to perceived

quality feet

*  Another protected property brand such as patents, trademarks, refers to the

channels, etc. (Aker, i dr. 2008).

The most important product company that has specific weight in terms of
achieving higher revenues as compared to other products is the ,,brand* or the product.
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A product with a specific weight for company a higher profile and communicating with
business and other public, because it represents the corporate identity and image of the
company. Brand product, there are plenty of visual identity of the company and is its real
market opportunities. The increase in sales is given to the product a special image and
compared to competitive enterprises with a strategic advantage in the marketplace. The
value ,,brand product” is one of the most impertant competitive advantages, of course,
when the quality of the product at the required level, with a price that makes it attractive
to increase the number of purchases. It should be noted that the ,,brand* of the product,
the identity of the company and one of the basic elements in the implementation of
competitive strategy of low prices, to dominate the market.

6. Marketing as a competitive advantage

Marketing is the business activity of the company that directly affect better
communication because of her staying on the market. Communication with the target
companies and other public represents a continuation of the realization process of selling
a product or service known or new customers and consumers. Marketing is in fact one
of the essential instruments of selling products or services. The sale is a result of good
communication between the company and its business partners as well as other social
public, which contributes to its better image.

To be able to plan an effective marketing strategy, the company needs to
know everything about their competition. It must constantly compare their products,
prices,channels and advertising to those with direct competition.It this way we can find
areas of potential competitive strengths and weaknesses. It can launch more effective
marketing campaigns against their competitors and prepare a stronger defense against
acts that prepare competitors (Kotler, I dr. 2007).

The objectives of marketing activities are conditions or situations in which you
want to reach undertaking marketing activities. The aim of marketing activities will not
be difficult to determine if we are previously well defined mission (Milisavljevi¢, 2001).

Marketing management can be defined as the craft and knowledge dialing target
markets and building profitable relationships with them. This includes the acquisition,
retention and development of the consumer through the creation, administration and
information about the ultimate value for the consumer. Thus marketing management
includes demand management, which means managing relationships with consumers
(Kotler, i dr. 2007).

The point is that it highlights the importance of communicating with consumers
of all organizational units and functions in the company, combining different forms and
media. Consumer perceptions of the enterprise or its various brands are the synthesis
of all the messages they receive or all contacts they have, such as advertising, pricing,
packaging design, direct marketing, publicity, sales promotion, websites, etc. (Stankovic,
idr. 2006).

Based on the definition of famous international and domestic author can conclude
that the special scientific and marketing business which makes direct contact between
the company and its target audience. The marketing contribution is reflected in, and what
makes it one of the last links that represents a product or service to direct users, and has
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a decisive importance for the implementation of the business strategy of ,,low™ price,
as well as other positive values with customers and consumers as well as with other
interested public.

How is the essence of this work a competitive advantage based on low price
strategy, the role of marketing as an instrument for the implementation of the strategy
is seem in terms of product quality, price communication and sales. Those tools are part
of the pledge ahead of the views expressed in terms of the observed elements of the
strategy. The importance of marketing in this paper stems from its importance as a direct
communication link between businesses and the public concerning its activities.

7. Consumer satisfaction as a competitive advantage

The consumer is the last link, which provides a baseline assessment of the overall
value of the enterprise in the market. Consumer satisfaction is a “half success” when it
comes to the market position of the company and its market share. Estimate the value of
production or service companies is seen in the number of repeated purchases production
or services by permanent, and potential new customers or consumers. Competitive
advantage for the company is the best when users evaluate its products or services and
represents its real value in the market.

Dissatisfaction with customer product or service arises, ignorance attitude of
buyers and their perceptions when it comes to knowledge about the values of a product
or service. A conflict with consumers occurs when buyers are long attached to a product
or a service company and their sense of confrontation increased because they believe
that they already have certain rights. Of course, the greatest pleasure in establishing
business relations with customers and consumers because the next steps in the perception
of the initial level when it comes to product and services companies. A serious company
with a vision and clearly defined goals relations with customers and consumers and on
the strategy of low prices, which is the subject of research in this paper, makes it all
possible concessions to the users of their products or services in the form of numerous
post sales service or services that enable realistic assessment of the value of products.
Buy and customers post-sale service check the use value production and services, both in
terms of quality inspection, and acceptance of purchases with low prices, have strategic
importance and practical marketing based on the longevity involved in managing the
company.

Consumer satisfaction or customer manufacturing companies primarily depends
on its interest to products with reasonable price. Quality product and long-term price
stability are an integral part of the strategy, which is the subject of this paper. It can
be concluded that the buyer or the consumer is a basic postulate of longevity survival
of companies in the market which is certainly contributing to the continued sale of a
product company. Constant buy from regular and potential customers contribute to the
realization of this strategy and the building of such relationships based on usefulness to
consumers and companies better market.
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8. Measuring the effects of competitive strategy of low prices

Today efficiency is one of the main factors that determine business success, market
position and survival of the modem enterprise. Efficiency can be defined as a measure to
achieve the objective (Prdi¢,i dr. 2014).

The efficiency is achieved by the management company based on knowledge,
communication, application of modern methods in work and moral attitude toward social
issues. (Prdi¢, 20015)

Cost accounting as a segment of an integrated accounting information system by
generation of the relevant information provides significant support for both financial and
managerial accounting. (Savic¢ i dr. 2014).

Measurement and control of the results achieved in the enterprise market
represents a basic connection that makes the reporting of the governing bodies of the
results obtained. Efficiency in reaching the goals set gives the company the identity and
in economic terms the possibility of further improving the quality of products or services
with reasonable price.

Productivity market is the realization of higher eamings for the same amouut of
sales. The advantage by market leaders that their size could allow them to lower the cost
of those has competition (Kotler, i dr. 2007).

The process of creating wealth and value maximization can see from two
perspectives-from the perspective of the company and the consumer angle. Companies
focused on the customer both processes from the perspective of consumers, helping them
to realize the value that maximizes the market such as:

»  They provide services that help customers make decisions more easily on the

basis of good information regarding the purchase of batter and cheaper products

*  Helping consumers to maximize efficiency, productivity and market value of

their personal property, money, time, information, attention, and emotional

*  They offer what is relevant from the standpoint of the unique features of a

particular customer and who care about what customers want now to achieve.
In the spotlight are consumers, and create value for them is more important
than anything else (Aker I dr. 2008).

The most optimal approach to strategy ,,low price* is the one based on consensus
in the company, its customers and consumers as well as targeted public and other
interested individuals and groups. The strategic orientation of the company must be based
on a consensus of interests of all stakeholders in the interest of firms in the market. After
conducting analysis and views known experts as well as theoretical and other studies when it
comes to the effects of the strategy of low prices on the market, can be performed to a certain
conclusion that it is necessary to continuously measure that set strategies and adapting to new
market conditions of importance for the efficiency in achieving the objectives of the company
market. The establishment of consumer confidence and the credibility of enterprises create
the conditions and the impression is about the competence of companies that adopted the
strategy can achieve all planned goals in the market. Studious analysis that strategic approach
to consumers established on the basis of data on consumers and customers, post sales services,
continuous communication with the public and other interested partners will enable real basis
for obtaining competitive advantage and positioning the company as a stable market operator,
continuous communication with the public and other interested partners will enable real basis
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for obtaining competitive advantage and positioning the company as a stable market operator,
which on the basis of low price strategy builds positive effects in terms of work efficiency and
long retains its customers and consumers as a guarantee of market.

Conclusion

The man objective of this research is, how to choose an adequate strategy by which a
company can achieve its planned goals. The advantage on the basis of theoretical views known
authors and their analiysis, and their own attitudes. The author of this work gives priority to the
strategy of low prices of products or services compared to other business strategies. Hypothesis
based on the view that the business strategy favorable to the overall status of the company on the
market, or parts of the target market. It can be concluded that this long-term business strategy
gives greater stability of the company and the possibility of expanding its potential compared
to other business strategies in the short or medium term, bringing more revenue the company.
Concrete conclusion when it comes to practical implementation of the strategy of low prices,
is the implementation of all the elements that make a successful strategy of low prices that it
would have a real impact on the business status of the company. It should be noted that the ,,Jow
prices* does not represent, prices below cost, which represents the amount of funds invested
for a specific product or service. One of the most important elements of this strategy is ,,quality
product* whose characteristic and usefulness for the customer or consumer give this strategy the
importance and long-term advantage compared to other business strategies but also the stability
of the company in the market. The most important segment of the undertaking in the modem
way of doing business is measured by market share or sales volume, and can be confirmed
hypothesis that long-term stability of the company, depending on the planned investments that
will increase its importance in the market and make real revenue based on an assessment of
the management team applying the adopted strategic. After, to achieve a stable market position
and market share the company can develop and ,tactics* to create so-called ,,brand* products
or services in addition to increasing income, contribute image by using appropriate marketing
strategies as an element for the implementation strategy of low prices on market. The immediate
fact which should be noted as the main conclusion is that it is necessary to measure, compare,
analyze and propose some changes in the implementation of these strategies depending on that
actions of competitors, and the interests of the company and its end users. It should be noted in
conclusion that the full implementation of the strategy ,,low price* and its practical application
is bringing longterm stability, loyality aqnd consumers as well as the recommendation to
continuously research and application of positive values and other indicators of busonesess
strategy, contributing to the establishment of good communication and increase sales.

References

Axep, A., Kymap, b., lej, C. Llopm. (2008) . MapKkeTHHIIKO HCTpakuBame. EkoHoMcKkn
thakynrer, beorpan

babuh, B., 3apuh, C. (2015). Young enterpreneurs’ trust during the recession: Evidence
from Serbia, Exonomcku ananu, NO.207, Oxtobap-nenembap 2015, EkoHOMCKH
(hakynrer, beorpan, ctp 49-68

EXSIEKOHOMUKA 173



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

ber, ., ®umep, C., Joprobycrx, P. (2010). Exonomuja, [lata cratyc, beorpan

Inuropuh, ., Temmwh, J. (2011) . TlojaBHu oOnuim M epeKTH KOHKYPEHTCKUX
JieBajiBalfja y ycioBuMa kpuse. Pajx ca koHdepeHiuje, Kpu3a Kao M3a30B 3a
Kpeuparme HOBUX CTpaTeruja u MmojuThKa, Acta economica, op. 14, EkoHOMCKH
(dakynrer, bama Jlyka

Kotnep, @., Bowr, B., Iounepc, 11., Apmctposr, I. (2007) [IpuHiunu MapKeTHHTa,
Mare, beorpan

Marypa, I1. (2008). IIponiec u mpobiemu y Kpenparmwy MapKEeTHHIIKOT TuiaHa, Acta
economica, 6p.9, ctp.53-69 bama Jlyka

Munucassseuh, M. (2001) . Mapketunr, CaBpeMeHa aiMUHHUCTpanuja, beorpan

Muxawmnosuh, b., I{Bujanosuh, x., Cumonosuh, 3. (2015). Yiora mocinoBHe eTke y
MEHaIMEHTY JbYACKHUX pecypca, ExoHomuKa, Bon.61, 6p.1. cTp. 85-96, Hum
[Mpoxonosuh, b. (2014). Bpeme 3a nmpoMeHy notpoinadkor mojesna, EkoHoMuka, BoI.
60, 6p.2, ctp. 1-8, Humm

[Mpauh, H. (2012). CajMoBM Ka0o HMHCTPYMEHT WHTEIPHCAHOI KOMYHHKAIH]jCKOT
MHKca, HeoOjaBJbeHa JOKTOpCKa Jucepraiuja, GakynreT nocjioBHE €eKOHOMHU]E,
Cpemcka Kamenuna

[pmuh, H. (2012). Edexrtn HacTyma mnpemyseha Ha cajMmy, AHaId E€KOHOMCKOT
¢axyntera, 6p.28, cTp. 133-143, CyboTnua

[pmuh, H. (2015). Mogen apymTBeHOT MapKeTHHTa Yy jaBHOM cekTopy, Kynrypa
nonwca, 6p.27. HoBu Can, ctp. 429-443.

IIpmuh, H., Kysman, b., Bapjakraposuh, M. (2014).Practical research results of a
successful comanys appearance afthe fair, Ekonomuka mossonpuspene 61(4),
ctp. 903-915, beorpan

Puctuh, M., ITacniass, M., Puctuh, J., [Ipauh, H. (2013). TpomkoBu KBaJIUTETa Kao
peayciioB pas3eoja npeayseha, Hayuna koudepeniuja, 0p.13, ctp. 5- 9, Beorpan

Caunan, JI. (2010). [pucryn geduHucamy Mo/ena yrpasibamba JbYICKHIM pecypcuma
y MaJHM U cpelmbuM Tpenysehinma, AHamu eKOHOMCKOT dakynreTa, 6p.23, cTp.
153-161, Cyboruna

Casuh, b., BacusseBuh, 3., Dophesuh, 1. (2014). Strategic cost management as
instrument for improving competitiveness of agribusiness complex, Exonomuka
noseonpuBpeze 61(4), ctp. 1005-1020, Beorpan

Crankosuh, Jb., ABpamouh, M. (2006). ITocmoBHO KOoMyHHUIHpame, ExoHOMCKH
(haxynret, Hum

Kymwaunn, C (2010). KonkypeHTCKa MPEAHOCT Kao YCIOB KOMITAHHU]CKOT pa3Boja u
ocTaHka Ha TpxwuiTa, Ceapor, op.1 ctp. 85-96, bama Jlyka

Xuma, T. (2006). MenaymeHT nojMoBHuK, Aamxec, Hopu Can
[Homnak, 3. (2003). Exonomuka acumerprannx uadopmarnuja, dyrypa, IlerpoBapagun

174 EKOHOMUKA EXA1



EKOHOMUKA EX= Vol. 62, january-march 2016, Ne 1

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P. 175-186
Karolina S. Prokopovi¢' SCIENTIFIC REVIEW ARTICLE
Tijana B. Prokopovi¢? doi:10.5937/ekonomikal601175P
Miloje A. Jeli¢? Received: December 16, 2015
Niska poslovna skola strukovnih studija, Nis Accepted: February 29, 2016

INFORMATION TECHNOLOGIES
IN INTEGRATED LOGISTICS

Abstract

The rapid development of the Internet and the use of new possibilities which the
digital technologies have brought about, have made significant changes in all the
areas of business, including logistics. The question of whether the advantages of
information technology should be used in integrated logistics is no longer posed,

rather a new question arises — “How to exploit the advantages of the modern
electronic business?”. This work attempts at answering this broad & complex
question.

All the subsystems of integrated logistics, such as warehousing, order processing
and supply, must be integrated in one unique system via IT. A well established
information; system may improve the company s attempts to satisfy the customers
needs, thus improving the aim of the integrated logistics. The practice of successful
companies has shown that the elements of integrated logistics, such as low stock
levels, just in time delivery, the possibility of replacement of goods depend on timely
and accurate flow of information. The application of IT enables faster processing
of information, which influences the logistics systems management significantly.
Nowadays, the most widely used IT in logistics are: DSS, EDI, barcode technology,
RFID. The efficient consumer service policies will soon be inconceivable without
the use of these technologies, which is the reason, why they are explored with
special attention in this part of the paper. The final part of the paper will show a
practical example of the usage of RFID technology for the reduction of fresh food
waste in retail.

RFID technology enables the optimization of the entire logistics system, since it
monitors the stock continually regardless of whether the products are in the process
of manufacturing, distribution center, a retail store or in transport.

Keys words: integrated logistics, IT, DSS, EDI, barcode technology, RFID
technology.
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NHO®OPMAIIMOHU CUCTEMMU
UHTEI'PAJTHE JIUTTUCTUKE

Ancrpakr

Yopsanu pazeoj unmepnema u xopuwtherse nosux mocyhinocmu xoje npyoica
oueumanna mexuono2uja OoHele Cy 3HAYAjHe NpOMeHe ) C6UM obaiacmuma
nocnosarba na u 'y nocucmuyu. Buwe ce ne nocmasma numaree: 0a au mpeoa
Kopucmum npeonocmu Koje npysicajy uHgopmayuone mexuonoauje y uHmezpaitoj
noeucmuyu eeh ce namehe numarve: Kako HajoOme UCKOpUCIUM NPEOHOCHU
caspemenoz enekmpoHnckoz nociogarsa? 0saj pad je noxkyuwiaj 002060pa Ha 060
WUPOKO U KOMNIEKCHO NUMarbe.

Csu noocucmemu unmezpanme J102UCMUKe Kao Wmo ¢y ckiaouwimerse, oopaod
nopyuoune u cnaboesarse 3axmeeajy noee3aHoCm UHQOPMaAYUOHUM MEeXHOT02Ujama
v jedan jeouncmeenu cucmem. JJoopo nocmasmen uHpOpMayuonu cucmem mooice
0a nomozcre npedysely oa 3a0060.6u nompebe NOMpowLaya a Camum Mmum OLaKuld
mucujy ummeepanne nozcucmuke. Ilpaxca ycnewmux npedyseha nokasyje oa
efleMenmu uHmezpante J102UCmuKe Kao Wmo cy HU3aK HUB0 3aauxd, UCNOPYKA Hd
speme Kao u mozyhnocm samene npouzeooa 3a6ucu 00 O1A208peMeHo2 U MAYHO2
npomoka unpopmayuja. Ilpumena unpopmayuonux mexmonoeuja omozyhasa
oporcy obpady unghopmayuja xoja 3Hauajuo ymuue Ha ynpasoarse 102UCUYKUM
cucmemuma. Hanac cy uajuewhe xopuwhene ungopmayuone mexuonozuje y
noeucmuuxom nociosawy: JJICC,EJIU, 6ap koo mexnonoeuja, POHJ] mexnonocuja.
Eguxacna nonumuxa ycnysicusaroa nompouwava he epio 6p30 oumu He3amMuciusa
be3 ynompebe osux mexuonocuja, 3002 uead je y 060m 0eny pada ruma noceehiena
nocebna naxcra. Ha kpajy paoa npukaszau je npaxmuyan npumep npumene

POUJ[ mexnonozuje y cmarvery nponadarba céexjce Xpame y Maionpoodju.
PDUJ mexnonozuja omocyhasa onmumuzayujy yeioKynHo2 102UCmuyKoe Cucmemd
jep Konmunyupano npamu 3aauxe Oe3 0d3upa 0a iy ce OHU Hald3e y nPou3eoo0rsil,
OUCMpUOYMUBHOM YeHMPY, MATONPOOAJHOM 0OJeKmy U MOXHCOA Y MPAHCHOPMY.

Kwyune peuu: unmeepanna nocucmuka, ungopmayuone mexnonocuje, /JCC,
E/[U, 6ap koo mexnonoeuja, POUJ] mexnonoeuje.

Introduction

Globalization and technological IT development today are the two main pillars
underpinning the modern business enterprise. The explosive development of international
trade, harmonization of business conditions in the world, turbulence of the business
environment, increasing the number of participants in the markets, only some aspects of
the business environment today. In such conditions, decision-making is not at all easy and
no longer a matter of routine. Different business decisions are made in order to establish
a balance between the potential of the company and demand for its products or services.
The adoption of such decisions requires timely and accurate information obtained from
the management information system. Logistics information systems can be defined as:
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“Turning people, equipment and procedures that are required to collect, sort, analyze,
evaluate, and distribute needed information to appropriate people who make decisions
and to timely and accurately so that they can make quality logistics decisions.”

The definition clearly indicates that the main problem faced by managers of
integrated logistics, timely provision of information to decision-making. Otherwise,
the logistics information system helps to collect information from various sources, as
it is associated with the manufacturing, marketing and financial information systems.
Not enough just to have more information, they must be accurate, collected, sorted and
delivered to the right people at the right time and in an appropriate form. Information
systems are as seen formed and have survived as the necessity of meeting the needs
of managers in making right and timely as well as tactical and operational decisions.
The significance of information increases with raising the hierarchical levels of decision
making. At higher levels of decision-making information used for making strategic
decisions, while at lower levels of decision-making information enables operational
decisions. Thus, the construction of the logistics information system is one of the key
factors to improve the various fields of management integrated logistics.

1. Principles and functionality of information logistics

Dispersion and dissemination of technology, as we have seen is changing the
way companies operate and the way you communicate with customers and suppliers. In
today’s dynamic economy, current methods of managing logistics activities are becoming
inadequate and managers are forced to innovate the existing methods, and logistics
activities such as transportation, warehousing, materials management, purchasing, buying
and processing of orders, modernized. If companies ignore these changes and do not meet
the requirements of the market at the time, may face a loss in market share and a reduction
of competitive advantage. Therefore, great importance attaches to the logistics information
system that today is the thread that connects the logistics activities within an integrated
road logistics. Functionality and good organization of integrated logistics system based
on IT support for all four hierarchical levels of management decision making logistics.
Logistical aspects of strategic decision-making involves the development of business
capacities, creating business alliances and profit analysis services to consumers.

The second level of distribution logistics information relates to decisions
concerning the organization of transport, the determination of the necessary level of
inventories, determination of the structure and location of facilities and all decisions of
the “make or by”.

The third level of information requirements in logistics focuses on the daily
activities of management and control as well as financial cost analysis and management
of the company.

Last, operational level required logistical information needed to order the entire
process from receipt of order to realization.

Functionality distribution logistics information clearly shows that the information
requirements of different levels in the decision-making of integrated logistics require

*D. Bloomberg, S. LeMay, J. Hanna, Logistics, Prentice Hall, New Yersey, 2006, str. 235.
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differentiation in the logistic information. For example, the strategic level to serve the
qualitative aspect of the information while the operational level required quantity. The
frequency of the use of information is much more pronounced at a much lower operating
at the strategic level. It is also informative width required at the strategic level, while for
operational decision-making specialization necessary information. Generally speaking,
the information included in the logistics system of the company are different in their
content and the main task of the people who are engaged in the organization of physical
distribution in the company, so that from a heterogeneous set of information obtained
isolate those important for certain levels of logistics management.

All hierarchical needs logistics manager for information should be provided while

respecting the basic principles of good logistics of information:?

— Accuracy - means the well-organized logistics information system. The essence
of the logistics information system is accurate conversion of data into useful
information and as such, is directed towards the kind of logistics management
to assist in the formulation and adoption of strategic cooperative decisions. Bad
data and scant information disturb the logistics activities, but cannot always get to
perfect information, either because it cannot be obtained, or because it is too costly.

— Availability - all information must be constantly accessible by enabling
information technology. For example, information on stocks and the
processing of orders, only some of the information that must be currently
available. For the placement of the final products of the utmost importance to
the possession of and feedback from the market.

— Elasticity - does the ability to adapt logistics information and readiness of
information systems to respond to such demands of its users.

— Up to date - is required in the logistics information system because the
weather may be that he does not recognize the new order.

This principle has a direct impact on the fulfillment of the aforementioned
principles.

Flexibility and format - is now necessary because customer requirements are very
specific, so the system itself must be so designed to quickly and effectively respond and
such requirements. Customers can purchase goods from any geographical distance and
at any time of day. Flexible system needs all the necessary logistics to format reports and
documents at any time and for every need.

It is not easy to develop and organize a good logistics information system because
it must respond to the individual needs of the company. For this there is no universal
recipe, but personal experiences and needs of businesses are crucial to its development.

2. Logistics Information systems as a function
of processing orders

Different activities integral logistics must be covered by the logistics information
system. Such a system should control all the processes in the physical movement of

> Ibid. pp. 193.

178 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

products through the entire distribution process. In fact, the key organization of the
logistic system should be the management system for order processing. This system
constitutes the connecting link between serving consumers and the logistics information
system. Specifically, if the measure of success integral logistics activities competitive and
quality level of customer service, then I logistics information system must be functional
modern consumer policy service.

The management system of processing orders is generally speaking very complex
process. It includes a reception and dissemination of information about the goods
commissioned by the customer, then sorting, packing and separation of goods where all
accompanied by appropriate documentation. All of these activities are fully in the field of
integrated logistics, regardless of whether the company works in the self-directed or uses
the services of another company. Modern logistics organization in function of customer
service is not possible without the logistics information system itself. This system brings
together a series of logistic step in the ordering process.

There are different ways of ordering by customers. The first and oldest method
is manual, whether in writing or orally. Most often it is a verbal agreement between the
buyer and seller that tracks written confirmation. It is possible to order by phone with the
customer will be informed as to whether the required goods in stock. Modern electronic
commerce implies a way of ordering the product that best fits in today’s logistics
information system. Reception of customer orders is carried out its transformation into a
logistics information system further checks the state of the stock and credit worthiness of
the customer. If the required product is not in stock triggers the process of its procurement.
Then form the corresponding document accompanying the goods and sends the signal
storage like packaging and separation of goods and transport planning. By specifying the
mode of transport, the goods arrive at the place of destination of the buyer.

Order processing system is the center of an integrated logistics system of the
company. Efficiently organized, with the help of this system of rapid information flows
directly reduces logistics costs for the execution of orders that allow you to maximize the
level of customer service while minimizing costs. Fast and accurate information systems
are more expensive but it is well organized efficient way to connect with suppliers and
customers. On the other hand, the electronic processing of orders organized way to
increase sales and profits of the company which has the effect and increase its competitive
advantage. An excellent example of the success of the Japanese “just in time” system is
a complete organizational and interconnectivity of all flows from production to sales of
goods to the end user.

3. Information technologies in support
of information systems, logistics

Information technologies are now present in all areas of business and enable the
transition “from the paper economy” in the virtual reality. Technology, e-business is
achieved faster, more accurate and more efficient data exchange, easier and more effective
dissemination of information, ie. effective communication between all participants in the
e-chain. The time required for the transmission of messages from one end of the world
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on the other, is now measured in seconds. Rapid technological changes affect the area
of integrated logistics including the use of laser bar code scanning, integrated circuits,
electronic data, satellite data transmission, artificial intelligence, software for warechouse
management, etc. Modern managers see the development of logistics information
technology as a great opportunity to improve the performance of all logistics activities.
All phases of the logistics can be included in the wide application of information
technology, which will shorten the time of the exchange of information and thus the
completion of orders and this will lead to huge savings in business.

In the sphere of logistics operations now apply many information technologies and
some of them will be presented in more detail below:

— Decision Support Systems (DSS);

— Electronic Data Interchange (EDI);

— Bar code system;

— Radio frequency identification (RFID);
Satellite tracking of vehicles and others.

Solving complex methodological procedures and problems in day to day
operations of logistics may speed up and facilitate the application of decision support
systems (Decision support systems - DSS). These systems are intended to provide every
kind of information support as an input for logistics easier decision-making.

DSS should provide logistics manager in time the information, which will also
be accurate, relevant and complete. It must also display information in an appropriate
form, to be easy to understand and operate. Information displayed by this system can
be the result of internal or can be collected from external sources through the different
opinions and forecasts to help a manager. To DSS system was finally able to model
through which solves the real problem simplify where appropriate and possible, and that
in those aspects that keep his analyzes in detail the real complexity. Decision support
systems supporting all phases of decision-making process, starting from the stage of
formulation of the problem, through the design phase, selection phase, all the way to its
implementation.

Decision support systems provide support for decision-making at all levels of
decision-making logistics, or are of special importance to the higher levels. Unlike
management information systems, predominantly horizontal facilitate the flow of
information, decision support systems supported vertical information flows and so help
each other with the integration of the information used at different organizational and
managerial levels. So, for example, logistics managers can more easily and quickly
decide on the amount of purchases or time when you need to access procurement.

Systems to support decision-making are very efficient but certainly cannot replace
managerial decision-making. Can increase the efficiency of decision-making in logistics,
and speed in decision making for logistics managers is crucial.

The IT support Integrated Logistics is now widely used electronic exchange of
data in a modern way, providing timely and accurate information. Today, electronic
data interchange applicable in almost every aspect of integrated logistics, because it
allows the flow of documentation i.e. paperless. completely replaces traditional forms
of communication by letter, phone or fax. Thus significantly reducing administration,
inventory, costs, increases productivity, logistics first and then the whole enterprise.
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Perhaps the greatest benefits of the application of electronic data interchange greater
focus on the customer and quickly responding to their needs.

Electronic data affected the way people live and work in all areas, and one of the
major impacts is the phenomenon of e-commerce, buying and selling goods and services
that erase geographical borders. A large increase was recorded in this area, since the
efficiency and effectiveness of logistics key factors of electronic commerce.

There are two basic types of e-commerce: from entrepreneurs to entrepreneurs (B2B
- business to business) and from entrepreneurs to customer (B2C - business to customer).
Thus, B2B companies interact with each other in many ways, including the purchase of
raw materials and services, obtaining information, increasing speed, communication,
monitoring, and other products. There are great benefits of B2B commerce and reflected
in cost reduction, easier predicting the markets and reducing inventories. But the most
attractive is that this mode can make the company more efficient. The second, however,
e-commerce category of entrepreneurs to customer (B2C), where trade buyers cooperate
with the company over the Internet to obtain goods, services or information. Otherwise,
management of integrated logistics in this way for lower purchase costs, faster exchange of
information, electronic payment, shorter delivery times and even better service and higher
profits. B2C trade advantage is the reduced need for intermediaries. No, however, although
the effective use of the Internet can reduce and simplify the supply chain, its complete
abolition is not possible because many products require the physical supply chain in order
to complete the delivery of the product. The mass of the products are now sold to consumers
and a business over the Internet is large and in 2000 amounted to over 2 billion of orders.
According to agency reports, the total turnover over the Internet at the global level in 2001
was around 444 billion dollars, while in 2004 reached the incredible sum of 2.7 trillion
dollars. These data show that from a logistics system requires high speed and efficiency.

Especially in recent years intensively working on improving electronic commerce
with the government. Thus, there are: G2C (government to customer, or a government
- users), G2B (government to business or government - entrepreneur) and G2G
(government to government, or the government - the government). Those shops are a
symbol of the modern state, which applies the principles of modern communication and
thus exchanges information with companies, customers, or the governments of other
countries.

No matter what type of e-commerce benefits, one thing is certain: it will affect
the integral logistics system as a result of e-commerce integrated logistics managers are
faced with increasing customer expectations, requirements for quick delivery of products
or services and direct communication with buyers. A commercial practice of this kind
will still continue to pose a challenge for logistics managers in the future.

The importance of e trade is rapidly growing in the world and talk about the
increasing traffic in this market. Thus, for example. Last year on Monday, the first day
after the Thanksgiving weekend in the US, called “Cyber Monday” due to the start line
on big promotion, the day with the largest on line purchase in history. That day has the
highest line on turnover of 1.25 billion dollars. On the same day two years ago, the
turnover of one billion dollars. The term “Cyber Monday” has introduced The National
Trade Federations in 2005 in order to encourage customers to buy on line Monday, after
the big feast. The idea was accepted by the sellers of the day offer great discounts and
free delivery, to make as much use on the growing trend of online shopping.
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Social networks have now become an integral part of everyday digital life.
Many logistics companies are using this fact to be closer to our clients. For example,
the company Timocom believes that Facebook offers an ideal opportunity to connect
the business and personal aspects of establishing and relaxed dialogue. Their profile
provides pictures from the last fair, the actual video footage and sweepstakes to lure
customers freely. Expectations are that the company will communicate with customers
in this way, directly and without filtering provide new jobs in different parts of the world.

The leading transport and logistics company in Europe Gebriider Weiss also uses
social networks to attract more customers. They offer logistic game “Logistics Expert”,
which allows players from beginners to become experts in the logistics puzzle. Puzzle
aims to cases, pallets and other goods move to allow the passage of fork-lift trucks
carrying cargo. The less you use the player moves, the better the result. With a focus
on leisure “Logistics Expert” its directivity to the field of transport and logistics should
serve as a form of promotion services company Gebriider Weiss.

4. Bar code technology

It has always been a need to mark items for easy identification. In the beginning,
to the participants in the chain provide additional information about goods, items were
given general names that became increasingly complex. E-business were the reasons that
the goods means and symbols that are recognized machines. Therefore, at the initiative
of manufacturers and distributors of 12 European countries formed a council with the
task to explore the possibility of a uniform and standard numbering system for Europe.
Thus, in 1977. Formed organization numbering items - European Numbering EAN
Arctic. The aim of establishing EAN system is the development of global standards for
the identification of products and services in order to provide a common language in
international trade. Inseparable part of this system is a bar code, as a way of representing
data that can be automatically read. This system has quickly become part of information
technologies, which has a very important role in the collection and capture the data
and their transfer to the computer. Thanks to this system, sales, warehouse and supply
logistics provide simultaneous information on the status and trends of each article at any
point in time. Bar code system should allow the identification of products that present
additional information regarding the date, time, price, specify the manufacturer or
importer, and to reduce the amount of stock every item.

An integral part of this system and logistic labels. The purpose of these labels is to
provide clear and concise information about the unit in which he adhered. It identifies the items
and any additional information required for administrative and logistic purposes. Logistics
labels can be affixed to the boxes, crates, pallets and containers, and each of these packages
can be composed of homogeneous or heterogeneous products depending on customer
requirements. Business partners at different times required information on the identification
and movement of these products in order to provide efficient reception, tracking, sorting or
repackaging of goods. Therefore it is not modest to say that the advantages of logistic labels
especially for the good organization of large integrated logistics:

— As part of the EAN system is compatible with internationally recognized

standards
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— It represents a safe solution for logistics systems because it provides one of
the most accurate forms of data capture

— Allows you to save time and costs because it reduces errors and helps internal
and external integration of logistics operations.

— It only takes one label for all participants in the supply chain. Label
manufacturer creates a benefit for everyone in the distribution chain.

— Provided a good link between the physical flow of goods and the flow of
electronic information.

Bar code technology allows the optimization of the entire logistics system as
it continuously monitors the stocks regardless of whether they are in manufacturing
warehouse, distribution center, and retail store or perhaps in transport. Serious policy
serving the consumer today is unthinkable without a bar code system that will enable
firms not only to be closer to consumers, but also significantly more cost competitive.®

5. RFID Technology

RFID (Radio Frequency Identification) is a new technology fast automatic
identification. It differs from the bar code technology, for data transfer between the reader
and the units of goods to be monitored using radio frequency signals instead of optical
scanners. RFID is highly efficient wireless technology that is found effective application
for tracking goods in the supply chain. RFID tags or labels are placed on objects, boxes
or pallets which are monitored throughout the process of distribution and does not require
physical contact even have to be in sight of the reader, which significantly accelerates the
transport of large quantities of goods.

RFID tag consists of an integrated electrical circuits and memory chips, which
are used for storing data and an antenna which can be installed on various types of
substrates. RFID systems can read data from tags at a speed of at least 40 tags per second.
Size tag can be different, even very small, only a few millimeters depending on the need.
In order to achieve the optimum efficiency of each element of the RFID tag is determined
according to the specific need. In practice, the most commonly used active and passive
tags. Active RFID tags have a battery, which is used to initiate a circuit and a microchip
reader to broadcast. Passive tags have no battery. They initiated reader, which sends
electromagnetic waves that induce an electrical current in the antenna tag. Semi-passive
tags use a battery to run a circuit chip, but communicate by drawing power from the
reader. Active and semi-active tags are useful for tracking high-value goods that require
to be scanned at large distances, such as the transport of cars on the truck.

There are numerous advantages of this technology compared to bar codes:

—  Unlike bar codes RFID tags is virtually impossible to forge.

— RFID technology is very fast. Tag can be read and feedback is available in a

very short period of time. RFID systems can also read multiple tags at once
(40 tags per second), which is much faster than bar code systems

¢ Lisa H. Harrington, Rast, Rirst, Frightened, Supply Chain Technology News 2, no. 1 January
2000., str. 39.
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— RFID systems help companies not only improve the technology, but also to
lower costs, improve services and reduce the work effort.

— Bar codes and optical systems based on optics and require a relatively clean
environment, especially protected from moisture. RFID is ideal for dirty,
greasy, damp industrial environment.

— RFID tags and readers have no moving parts, therefore, do not require
maintenance. RFID tags can be read into them and can write data that can be
far more substantial than other automatic identification technology.

— RFID provides dynamic updating of data on goods that are monitored
throughout the haul road in real time.

—  With the RFID technology it is possible to remember raw materials, tracking,
change from production to end-user supply chain and monitoring packages.

Many companies that have adopted this superior technology, see RFID as a
competitive advantage in lowering their costs.

6. Application of RFID technology in reducing
decay Fresh Food retail

The latest American research institute mijto show that the use of sensors and RFID
technology can provide control of fresh fruit and vegetables and thus reduce retail losses
due to rotting and throwing rotten food. The new sensors can detect small amounts of
ethylene, which shows the maturation of fruits and vegetables. Sensors are attached to
the packaging and manually scanned computer can detect maturity fruits and vegetables
in the package. In this way, dealers can know what foods to first make available to the
purchaser before it loses the freshness so that no one will buy at any price!

According to the US Department of Agriculture, 10% of fruit and vegetables are
thrown in the middle of putrefaction. MIT researchers have tested the sensors in several
kinds of fruits and precisely measure their maturity by detecting the amount of ethylene
released by the fruit. Since the level of ethylene broadcasts varies from fruit to fruit is
very important to distinguish that product is controlled. Major retailers see that huge
savings as they may hold inventories to a minimum, it is easier to prevent shrinkage of
perishable goods, thus achieving significant cost savings.

In recent years, developing tags the size of a postage stamp that can be placed
on meat and fresh meat and radio frequency by sending information on the condition
of a dozen sensors to measure temperature, humidity, the number of bacteria, monitor
chemical and other changes. These sensors provide the food industry traceability
information on the date of production and the origin of food and all for the purpose of
consumer safety. Application areas RFID tags can be extended to products in plastic
containers, such as juice, milk and other beverages.
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Conclusion

All the listed information technology represents a very significant support to
the functioning of the logistics information system. Their synergistic effect allows for
lower costs, increase productivity, accuracy in information, the flexibility of the logistics
business as well as support in the strategic analysis. It is certain that each new generation
of technology solutions accelerates the process for which it is intended to expand its
capacity of work and most importantly, reduce costs. Finally, we summarize the multiple
benefits of applying information technology in the integrated logistics:

E-commerce to sell products directly to consumers, as a result of such sales
is to reduce an intermediary in sales while reducing costs, especially storage.

— Information technologies enable customers to order goods at any time, even
when the operating time of the retail facility complete.

— E-commerce facilitates the exchange of information in the supply chain,
which automatically improves the coordination of its members. Companies
offering information on a wide range of its products, and the Internet can be
used to obtain information relating to planning and forecasting, which further
enhances communication among members of the supply chain. At the same
time, the better align supply and demand.

— Companies that do business electronically introduce new products more
rapidly, as compared to companies who use traditional methods. The new
product is available through a web site as soon as the first units produced.
Logistics should be involved in all aspects of new product development, in
order to eliminate potential problems, or reduced to a minimum.

In a word, information technology in logistics are a prerequisite to increase
competitive advantage and increase the level of customer service, which also represents
the main goal of integrated logistics.
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Abstract

The subject of this paper is to analyze different understandings of the term
,,corporate governance  which is, from the 14" century to the present day, passing
through various stages of development, definitions and procedures, stating the
contributions of individual scientists. Then, it presents and analysis of corporate
governance in the 21° century (the importance of corporate governance is
growing) and the trends that have already begun, expected to significantly alter
this area in the forthcoming period (greater involment of shareholders in the
company s operations, board s performance audit, the number of women in boards,
the transparency of the company). The aim is to present different aspects of the
management and functioning of the company s board, while increasing involvement
of employees (shareholders) in corporate desicion-making. The purpose of this
paper is to highlight the importance of corporate governance in modern business
because with the increase in the number and scope of the organization there is also
an increase of need for management.
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AncTpakr

TIpeomem pada je pasmamparse pasnuiumux cXeamarsd MepMUHa ,, KOpRopamueHo
ynpaswarse ', Koju je 00 XIV éexa 0o danauiree dana nponasuo Kpos paziuyume ¢gaze
passujarba, oepunuyuja u npoyedypa, y3 Hasolierse 0ONPUHOCA NOJeOUHUX HAYYHUKA.
Tlomom, npedcmassmwena je ananusza kopnopamusHoz ynpassara y XXI eexy (6axcnocm
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KOpNopamugHoe ynpaesarsd pacme) u mpeHoosu Koju cy eéeh nouenu, a ouexyje
ce oa he 3Hauajno mervamu 08y obracm y HapeoHom nepuody (eeha yKmwyueHocm
aKyuoHapa y nociosarse KoMnatuje, pesusuja nepgopmancu o0bopa, noseharve opoja
JrceHa y oobopuma, mpancnapeHmuaocm xomnatuje). Liuw paoa je oa ce npeocmase
PasIuHUmuy Acnekmu ynpassarsd U YHKYUOHUCArba 00bopa kounanuje, y3 nogeharoe
yuewhia 3anocneHux (akyuouapa) y OoHowlery Komnauujckux oonyka. Cepxa paoa
Je ucmuyaree 3Ha¥aja KOpnopamueHo2 ynpaesdrba y cagpeMeHoM Nociosamwy jep ca
pacmom 6poja u obuma opeanusayuja, pacme u nOMpeda 3a YnpasbarbeM.

Kwyune peuu: xopnopamusHo ynpaesarbe, KOMIAHU]A, YRPpaeHu 0060p, CA8PemeHo
NoCn08arbe, KOOEKC, MpPeHo.

Introduction

Corporate governance as a way of thinking occurs centuries before the official
use of this term. It can be said that it began to arise and develop as the companies in
the simplest form of its existence. Starting from small entrepreneurs and their family
business and all the way up to multinational corporations such as known today, the goal
of establishment of each company was and remains to be the same — profit. With the
Industrial revolutions, wars, changes and development of the world as a whole there have
been changes, not only the conditions in which business is conducted, but also the size
and the structure of the company.

The term corporate governance emerged in eighties of the 20" century and its
significance has increased the most at the beginning of the 21* century. To a large extent
it is influenced and shaped by codes of desirable behavior that are applied throughout
the world, but bear in mind that not a small number of companies are adapting codes
to their needs. Even when code is adjusted to a certain organization, in its core code
consists of four cornerstones and they are: openness, integrity, honesty and responsibility
towards shareholders, employees, the environment and all stakeholders. The successful
implementation of the code and corporate governance in general significantly aggravate
the increasingly complex forms of the company, both in structural and in geographical
terms. What further complicates corporate governance in all countries of the world
is changing business environment. Related to that, what also shoud be mentioned are
numerous collapses which, in the world’s leading companies, incurred as a result of
insufficiently analyzed business options and potential (positive and negative) effects of
such decisions taken. Confidence in corporate governance has often been shaken due to
the poor selection of the primary objectives of management, therefore often in question
were brought out their business ethics.

So far, the two biggest challenges of corporate governance were crashes of the
companies from the beginning of 21% century and in the same decade — the global
financial crisis, which put in foreground disadvantages of corporate governance and
the need for greater diversification in boards. All of above are only an indication that
corporate governance over the years is getting more and more attention, and this trend
continues in time to come.

188 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

Origin and development of corporate governance

The idea of corporate governance is centuries old but the expression is new. The
concept of governance is linked to the English writer Geoffrey Chaucer (c. 1343-1400).
This concept in its history carries the stories of many ambitious people who have led
companies into bankruptcy, and often did malfeasances that would increase their personal
wealth (Tricker, 2012, pp. 4-5). There is an opinion that in some way corporate governance
exists at least as much as there are forms of organization in which is possible to come to a
conflict between those who invest their money and capital, and those who manage it.

Even in 18" century Adam Smith in his book The Wealth of Nations (1776) observed
a totally different interests between owners and company managers. From his point of view
it seemed as insurmountable problem for the efficiency of the corporation. According to
him ,,directors, as managers of other people’s money, can never take account of that money
with the same caution as they would with their own money* (Wells, 2010, p. 1251).

The beginning of the 19" century was marked by great economic growth caused
by the Industrial revolution and during this period many companies needed external
capital in order to keep up with this growth. Already in 1807 in France appeared type
of company that makes it possible. In this type of company CEOs were still exposed
to the company’s debt, but external investors had limited liability. In this regard, the
British Parliamend considered the need of raising capital without exposure of external
investors to the risks in case of bankruptcy. Although some members of Parliament
were for the system that was implementing in France, according to the Acts of 1855 and
1862, all shareholders had limited liability — whether they were part of the company’s
management or not.

New changes have occured already by the beginning of the 20" century. In the
UK, US and many other developed countries companies have become large and complex
— shareholders became numerous, geographically widespread and diverse in terms of
expected returns. At that time an increasing number of companies had shares listed on
stock exchange, the number of intermediaries was increasing and thus the investors and
managers became more and more remote. As the years passed many questions have been
arrisen, such as the requirement for companies to have audit committee as a permanent
body which would be composed of independent external directors; or the role of state
enterprise in society and their legal and moral obligations (Cadbury, 1992, p. 16).

The corporate social responsibility concept within which companies integrate
concern for society and environment as a whole and accordingly direct interaction with
shareholders and course of action for the company attracted a lot of attention in the
1970s. Numerous authors have recognized the impact that company activities have on
the external environment and it was suggested that one role of accounting reports should
be focused on this issue. But there were authors who believed that there is no reason
why shareholders would tolerate non-profit activities of the company because it would
reduce their dividends and company’s earnings. On this topic Milton Friedman in 1970
said that ,.,to the company there is only one social responsibility — to engage their funds in
activities that are designed to increase profit, but without violating the rules of the game
(Crowther, 2008, pp. 11-12).

The most importat milestone in the development was the one which referred to the first
concrete shaping and defining this term — the formation of expression corporate governance
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that emerge in 1980s and quickly was accepted worldwide. Already in 1988 Philip L. Cochran
and Steven Leslie Wartick published Bibliography of corporate governance, and only four
years later was founded a research journal that specializes in this area. Same year (1992) in the
UK was created Corporate governance Code* in which first time was defined what is meant
by good business practice. This Code was intended for all members of the board of directors
all companies whose shares are listed on stock exchange, but also served as an incentive
for other companies to align their operations with the Code. Basic principles of the Code
were opennes that should exist between the company and everybody who have a stake in its
success; integrity refers to the clear and complete business, that is, the financial statements
should be honest and reflect a clear picture of the company’s situation; and responsibility of
the board of directors refers to their responsibility to the shareholders in terms of the quality
of information they provide, but aso the responsibility of shareholders to perform their duties
which they have as owners (Tricker, 2012, pp. 4-7). Code was changed and evolved over the
years and its last edition was publishes in September 2014 (this will be discussed later).

Corporate governance and 21* century

Atvery beginning of 21* century corporate governance gets above all the attention,
and reason for this lies in the growing number of scandals and crises that occured in
those years. Collapse of companies such as Enron, WorldCom, Tyco and others led to
numerous re-examination of the role of the committee, auditors, independent directors
and so on; and that led to questioning the professional ethics of the companies.

The scandals and crises are in fact merely the manifestation of a number of
structural problems for which corporate governance gained and keeps increasingly
gaining in importance in field of countries economic development. The cause of the
problem is in several segments, such as: privatization — which drew a number of issues of
corporate governance in the areas that were previously in hands of the state; technological
development, liberalization and the opening of financial markets, free trade and other
structural reforms make the importance of corporate governance grows, and with time
it becomes more complicated; the growning role of institutional investors through the
mobilization of capital and increases the need for well-managed arrangements; growth
of international financial integration, trade and investment create difficulties in corporate
governace across their borders (Claessens, 2003, pp. 6-7).

Crash from the beginning of the 21% century was followed by a new collapse that
hit the whole world — it was crisis 2007/2008. As a result of the financial crisis obvious
weaknesses due to which corporate governance fell test became apparent. The reason
was the fact that management routines have not served the purpose — many companies
engaged in finacial services did not protect themeselves from taking exessive risks.
After all of this became apparent, the importance of qualified monitoring of board and
common risk management as well as widely accepted standars (which are not limited
only to fnancial institutions) and accordingly further develop the Code (Kirkpatrick,
2009, p. 3). Code changed over the years and last edition of UK Corporate governance

* For more information see: The Financial Aspects of Corporate Governance, The Committe on the
Financial Aspects of Corporate Governance and Gee and Co. Ltd., 1992.
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Code was published in 2014 by the Financial Reporting Council (FRC, 2014, pp. 5-23)
and it points out the following basic principles:

- Leadership—there should be a clear division of competences and responsibility
between the supervisory and exectutive boards. Chairman is responsible for
management board and for ensuring its success in all aspects;

- Effectiveness — the board and its committees should have appropriate range
of characteristics, ie. skills, experience, independence and knowledge about
company that allow effective performance of their duties;

- Accountabillity — the board should present a fair, balanced and understandable
assessment of company’s status and prospects. Board is responsible for
determining the nature and extent of the main risks, and it should find a
reasonable way to manage them. Also, board should establish transparent
principles of corporate reporting, risk management and internal controls;

- Remuneration — compensation of executive directors should be designed in
that way to encourage the long-term success of the company. There should be
a formal and transparent procedure for developing policy on the compensation
of executive management, as well as for fixed salaries of individual directors
(no director should be involved in deciding on the amount of their own fees);

- Relations with shareholders — on the basis of a common understanding of
goals there should be a dialogue with shareholders and in charge for that is
board as a whole. Board should use regular meetings to communicate with
investors and to encourage their participation.

Corporate governace Code propose that board shall consist of at least hald of independent
non-executive directors and according to Grant Thornton’s annual report corporate governance,
on average, committees in the UK consists of 9.5 members and 5.7 of them are independent
non-executive directors. In the US, the situation is slightly different so the average size of the
board is 10.7 members and on average 9.1 of them are independent non-executive directors
(Grant Thornton, 2014, p. 21). Graphically illustrated it looks like this:

Graph 1: Participation of non-executive directors on boards

W Executive Directors ® Independent non-executive directors

9.1

FTSE 350* S&P 500**

Source: Grant Thornton, 2014.

* The FTSE 350 is a market capitalisation weighted stock market index incorporating
the largest 350 companies by capitalisation which have their primary listing on the
London Stock Exchange.

** The S&P 500 is an American stock market index based on the market capitalizations
of 500 large companies having common stock listed on the NYSE or NASDAQ.
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Trends in the development of corporate
governance in modern business

Corporate governance over the years is getting more and more attention. It is
expected that this will be the case in the time to come and that boards will be carefully
monitored by investors, customers and all other stakeholders. In the text bellow is a list
some of the trends and issues which are considered that will shape this area in the next
period:

- more independent directors and advisers — directors and advisers may be

formally independent, but still trapped inside the meeting hall;

- greater responsibility of shareholders — there is a tendency to put shareholders
in more involved role in business decision-making process and accordingly
board should hold executive meetings with long-term shareholders in order to
discuss the risks, salaries, value of the company and management as a whole;

- focus on strategy and value creation — profit — the focus of any good board
should be aimed at the creation of value and monitoring of the plan realization.
This trend brings problems to an inexperienced boards and directors who have
recieved hteir position through inheritance;

- boardperformance audit—regulation, activism, technical and public tributaries
are leading to the objective standards for evaluation of activities conducted
by directors (and lack of them). Failures in the existing management patterns
(bribery, corrpution, poor performance) often took place in companies whose
management system was taken as a good example. That is why now is going
toward an independent, internal and deep revision of board, risks and control.
Management can not guarantee for their good work and same situation is for
boards — board can not revise its work.

- growing pressure from the public and the media about compensation — these
pressures have resulted in relugations for the harmonization of fees, but the
role of boards in the executive compensation process still requires much
attention and also payment based on performance operating activities and
gains arising in specific circumstances still remained unregulated (Lebland,
2014; Kumar, Zattoni, 2016, p. 1).

- perhaps one of the most obvious trends in corporate governance is focus on
members, diversity and committees performance. Regulation is increasingly
moving up to the prescribed competencies, biographies etc. in order to determine
wheter all members of board actually correspond to the scope of their activities.
Boards are increasingly under pressure to evolve to meet the expectations and
successfully meet the challenges. So, directors are nowdays more than ever
focused on board members and need that they have appropriate knowledge and
experience to make their work more effective (PwC, 2014, p. 4).

The following graph shows the results of a survey conducted by PwC company that
specializes in audit, insurance, consulting services and others. The result shows that the most
important features of board members are knowledge in finance (93%), industry in which
company operates (72%), operational functions (68%), risk management (65%). Less than
half of respondents believe that is very important knowledge about international business

192 EKOHOMUKA EXA1



©JlpywtBo ekoHomucra “Exonomuka” Hun http://www.ekonomika.org.rs

(45%), technology and digital media (41%), sexual diversity (37%) and marketing (33%).
Knowledge of racial diversity (28%), human resources (22%) and legal aspects (21%) are
considered to be the least important.

Graph 2: Desirable knowledge of board members

m Very important m Somewhat important = Not very important

Legal expertise 21% 22% I

Human resources expertise 22% 18% I

Racial diversity 28% 23% I

Marketing expertise 33% 10% !

Gender diversity 37% 17% |

Digital media expertise 41% 12% |

International expertise 45% 27% L
Risk management... 65% 3%
Operational expertise 68% 2%
Industry expertise 72% 2%
Finance expertise 93% %

Source: PwC, 2014.
*due to rounding the sum of percantages in the chart can be less than 100

When it comes to women in boards in recent years that topis is pervasive. Although
it was observed that the number of women on the boards is growing, the increase is still
quite small. The company Thomson Reuters in October 2014 announced the results of
an analysis they conducted. That study included 4,255 companies which can be found
in ASSET4 ESG’® database (Chanavat & Ramsden, 2014, pp. 1-2). As shown in Graph
3. compared to 2009 when 13% of companies reported to have 20% or more women on
boards, in 2013 that percentage rose only up to 20%.

Graph 3. The percentage of women on boards

= Companies with> 10% of women on boards

m Companies with> 20% of women on boards

13% 15% 18%

2009 2010 2011 2012 2013

Source: Thomson Reuters, 2014.

° A database where you can see and evaluate the company based on 750 individual criterias which
are connected to over 250 business performance indicators.
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It is expected that these percentages will be higher in years to come because many
countries have adopted qoutas on how much women should be on boards. Thus, for
example, in the Netherlands company over 250 employees should have at least 30% of
women and 30% of men on the boards; in France until 2017 companies whose shares are
listed on stock exchange and have more than 500 employees should have 40% female
representation on boards; in Japan two years ago was announced target quota of up to
30% of women in executive positions which is, due to the deep foundations of culture, a
very high percentage for this country (Orsagh, 2014).
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transparency as key to success — providing greater insight into company
politics and business moves will encourage shareholders to engage in the
companies in which they invest, because the more shareholders know they
will be more motivated to be involved in the life of the company. This is also
true for applying the principles of corporate governance — shareholders should
be familiar how to apply these principles, and in case where principles are not
applied — reasons should be explained and members should together come to
solutions to problems. And it is expected that in 2016 companies will be more
oriented on rules on disclosure which would lead to increased transparency
(European Confederation of Institutes of Internal Auditing, 2013, pp. 3-4;
Goodman & O’Kelley, 2016, p. 4).

one of the areas of directing research in this field is connection between
the ownership structure and performances, because in companies with
complex ownership structure too little is known about the owners, the role
of shareholders, relations between shareholders and their representatives in
boards and how all of this affects the private, state-owned companies and
institutional investors. Likewise, in the growning markets of developing
countries it is necessary to investigate in detail the relationship between the
corporation and all stakeholders (Claessens & Yurtoglu, 2012, pp. 41-45).
risk management as old, but problem with more challenges is one of the most
difficult tasks for corporate governance today. In order to be competitive and to
beat rivals companies have to manage a complex business, financial, legal and
other risks that require constant monitoring, technical expertise and resources.
The paradigm of risk management has evolved from the fact that it is primarily
commercial and operational management responsibility, to the point that it
comes within the scope of board responsibility. The fact is that companies that
introduce completely new products and services, or new technologies achieve
a significant advantage but they also bear a significant risks In recent years,
a segment that is gaining attention is information technology management.
The rapid progress of technology has created great opportunities, but also
risks. The root of these risks lies in the ignorance of technology by many, if
not most of the board memebers which prevents effective management and
monitoring. Companies are increasingly relying on business over the internet
and mobile devices which increases their vulnerability due to more frequent
and sophisticated cyber attacks (Lipton & others, 2014, pp. 2-11; Jovanovi¢,
2015, p. 149)
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Conclusion

The concept of corporate governance is as old as the concept of company itself
(even in the simplest sense of organization), so it can not be observed only from the
eighties of the 20" century and the time of occurrence of the term. With the increase
of number and size of the organizations, the need for management did also increase.
All types of organizations, ranging from small family all the way up to multinational
corporations whose capital can be measured by capital of smaller country have always
had same fundamental objective, which is to maximize profit. Very common problem
that is related to this objective is gap between primary goal one who invest capital,
and those who manage it. Through history, often this gap led to the bankruptcy of the
company, and that led to shaken confidence in those who manage capital.

The problem of confidence in managers escalated with collapses that arose at the
beginning of the 21 century. In order to restore confidence in managers, companies over
the years are more and more directed into involment of the independent non-executive
directors on their boards; which were mostly composed of male members and in time
that led to strengthening requirement that women should also be an equal members of
the board. The shaken confidence in corporate governance emerged a trend tightened,
independent and profound revision of companies board of directors, as well as an
increasing public pressure for harmonization of fees regulations and greater transparency
of company operations.

Board and investors should focus on the effect that company achieves, and over
time it became increasingly evident that company activites do not affect only internal
but also external environment. Although there was an opinion that earning profit for
companies is not just essential but the only target, failures of companies have shown
that subjects who were led by policy of this kind were wrong and that every business
system must take into account what kind of impact it has on all stakeholders. One the
one hand, companies should find a way to create a balance between earning profits; and
on the other hand, the effects they have on the environment, employees and all others
who are in some way influenced by it. Corporate governance should contribute to long-
term sustainable development, because there is a feedback between every company and
environment in which they exist — environment benefits from successful company, and
company can have benefit from environment that support its development.

One of the problems with which corporate governance was faced throughout
history, and no doubt will face in future, is a risk. In the past, risk management that was
not good enough had put companies through painful shocks and now danger of that
outcome increases every year. In addition to general risk, companies in modern business
are facing a new challenge — information technologies. Companies are in increasingly
relying on information technologies, so if they do not exploit its potential, educate
employees and keep up with the latest trend they may face serious consequences.

World economic and legal environment is constantly changing and corporate
governace should follow these changes through codes and principles of conduct, but that is
not enough. Each company is an organism for themselves and in addition to general code
every company should have its own rules and should adapt them to their and characteristics
of environment in wich company conducts its business. Similary, every company should
follow development and trends of industry in which it operates, but also in the areas of
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corporate governance so it could be in time introduced to demands, risks, aspirations and
all possibilities that exist in the area of its business.
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Atthe end 0f 2014 came out of print monograph Dr. Zoran Simonovic “Management
of Serbian agriculture in transition.” Thus extensive and rich research ventures usually
work teams within the Institute, the Ministries and the like. Simonovi¢ work is all the more
significant because it deals with complex and current management issues in agriculture
which by its nature involves a multidisciplinary approach, and knowledge of cultural,
sociological, philosophical and historical phenomenon. Without such an approach, the
writer could hardly establish two, in our opinion, supporting verticals: the management
of agriculture in the European Union and Serbia. Otherwise monograph has six chapters,
the preface and conclusion. The very titles of the most extensive chapter “Managing the
agriculture in the process of European integration”, “Management of Serbian agriculture
in the process of transition”, “Reform of the agrarian policy of Serbia in the process of
transition and European integration” suggests that the author of the monograph gave the
most attention to current problems of agriculture in the EU integration and transition
processes of agriculture of Serbia.

The European Union has improved its institutions so far is for Serbia and countries
in transition in general tend to the task when it comes to fulfill the requirements of
the Union. Eligibility for membership includes the comprehensive analysis of the
processes that have been happening, and who also have their controversy and legality.
The difficulties stem from the very incompleteness of institutionalizing the European
Union that Serbia should look up to. Management of agriculture involves mechanisms
subject to constant changes. They had to be identified, look for regularities arising from
their training and be trendy when it comes to agriculture Serbia. Hence the complexity of
the problem, because harmonization of agriculture cannot be so quick to end up in “the
fragile” democracies such as in countries in transition. Simonovic is inter alia for that
reason resorted comparative approach in order to avoid any possible surprises that with
the passage of time is certainly coming due to changes occurring in the European Union.
He thus avoided the trap of static recording of facts that would lead to conclusions which
would be content with the passage of time wearing attribute obsolescence. In this approach
all the discrepancies Serbian and European management in agriculture would lead to
heterogeneous and unproductive mere chronological presentation materials. Simonovic
has not fallen into this trap has already resorted to the correct solution: dissected it and
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elaborated on the issues of governance especially in the EU and especially in Serbia
and then a comparative analysis came to transparent and productive results. Under the
mean productivity differences and displacement by the author identified that is incurred
in the process of institutionalization of management in agriculture both in Europe and
in Serbia. Simonovic was very well presented paradigmatic and conceptual phenomena
while being careful when making final conclusions which means the same is left “open”
for further upgrading and improvement. It is this creative approach Simonovi¢ book
makes it special and largely non-dogmatic. All this does not mean that their empirical
research has not turned into an interesting and often provocative reading, sometimes only
apparently the local level such as the SWOT analysis of the state of agriculture in the
NIS. The author presents the tasks of managing the transition process constantly making
digressions and analogy in relation to the European Union. On when “scans” the control
mechanisms still points to the wealth of data that actually water training, and reform
of agricultural policy in Serbia from 2000 to 2013. Serbian Agriculture Development
Strategy adopted by the government in 2005 in particular was the subject of his research
as well as the Law on agriculture in rural development (of 2009. Years) who Simonovic
seen as the beginning of affirmation of new trends in agriculture and the opening of roads
to implement the harmonization of incentives to the requirements of the European EU
and WTO. This is more radical changes in the management concept that is elaborated
Simonovic consistently showed that the concept of market economics with its principles
and those that are concerned and Agriculture. Simonovic believes that agriculture is not
possible without competitiveness. According to him, it springs from the very principles
of the functioning of the agricultural policy of the European Union. One of the priorities
is the problem of enlarging holdings, which means rationalization of costs, without
which the competitiveness of agricultural products.

Simonovic has successfully explored ways of functioning of agricultural
management in the European Union in establishing this analogy with the reforms being
implemented in agriculture of Serbia. He thus indirectly to the tasks that lie ahead in order
to manage agriculture in Serbia functioned in a similar, if not in the same way as in the EU.
He believes that agriculture cannot be modernized without stable and harmonized with
the EU legislation and only then approach of modernization of machinery equipment.
Particular attention to the ecology. The modernization of agriculture, according to him, is
not possible without a reformed tax policy. On the parallel and complex analyzes pointed
to the ways of taxation in agriculture Polish, Czech, Estonia, Slovakia, etc. Different
experiences he managed to summarize the valuable lesson of which Serbia would have to
adhere to if he wants a successful reform of agriculture in Serbia. Experience has shown
that the Serbian agriculture so far ignored such examples.

Simonovic monograph does not derive only from the transitional news but also
of time before the changes started. Successfully establishing a correlation between
contrasting policies. The author has paid special attention to the problem of social
security which has yet to actualize the concept of neo-liberal economy. He did not
hesitate to point out any shortcomings as well as the benefits of neoliberal concept. This
is done consistently and precisely: Every problem is explored with an abundance of
the latest statistical data, comparative tables and the like. Such analysis has contributed
to a relatively uninformed reader understand the importance and necessity of the
contemporary management of agriculture. All actors in the Serbian agriculture should
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be, according to him, to use the experience of the failure of agrarian reform in Serbia
in the twentieth century, then the experience of other countries in transition and of
course as a crucial matter, the experience of successful countries of the European Union
(Germany, France, Italy). Serbia is still treated as a country with great potential, where
agriculture is concerned, that has not been used enough. Her imminent serious work not
only to align legislation with the European Union, which is largely made, but also on its
implementation.

Simonovic monograph is valuable reading for all those looking for an answer
to the question: how agriculture that strengthened and strategic orientation out of the
transition? According to him, the guarantee of resources to the favorable climatic
conditions, water resources, soil quality, etc. All this should be used as standards in the
developed world, particularly the European Union. For something like that it is necessary
to devise a management strategy that will take into account the uniqueness of Serbian
agriculture or pushing and absorb everything that is good in agriculture developed
world. The author has successfully elaborated on the advantages and disadvantages of
the existing management of the transition of agriculture which, in our view, enrich the
literature on the management of agriculture. The monograph is supported by a large
number of tables, graphs, SWOT matrix and other data that his work seems relevant for
the most demanding professionals who deal with the problems of agriculture. The book
has statistical data of various competent European institutions which only indicates that
the exactness of one of the essential value of this book. Successfully documented their
claims number and structure of beneficiaries of various measures taken in agriculture
after which is usually structured chart that would answer the question: Are you satisfied
with the support they receive from the Ministry and thus indirectly hinted that agriculture
is very much dependent on from properly made political decisions. Then and charts such
as: do you have a computer and internet? What are the reasons for not belonging to an
association or cooperative? Do you have suggestions or proposals to the Ministry of
Agriculture in the future direction and encouragement of agriculture? This only indicates
that Simonovi¢ approach was dynamic and creative at the same time. Scientific results
of this study were derived from dissection of agrarian flows in different conditions of
the international environment. This approach has enabled the management of Serbian
agriculture in transition at every moment has its own landmark and that the successful
countries of the European Union. Simonovic monograph because of its content and the
news will be unavoidable literature for future researchers who deal with the problems of
modern agriculture.

Vladimir Kostié¢
Faculty of Economics, Kosovska Mitrovica
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