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

Se EKOHOMVIKA

Yaconuc u3na3u 4eTUPU MyTa FOAUIIEbE T'omuua LXI1, X-XII 2016, 6poj 4

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 Anexcannap Bypuh, beorpan (Cpouja)
Jp Topan Kepruh, Cpemcku Kapiosru (Cp6uja) Hp Mapxo Janxosuh, beorpax (Cpbuja)

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 Iaren, Cuanej (Aycrpanuja)

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

Jp Jlusujy dymutpacky, Inoemru (Pymynuja)

Jp Cpehko Munaunh, Kocoscka Mutposuia (Cpouja)
JIp Muan AMGposx, HoBo Mecto (CioBennja)

Jlp Mapko Konaxosuh, 3arpe6 (Xpparcka)

Jp Hejan Jakumh, Cy6oruna (Cpouja)

Jp JAuno Maprenaro, Beneunja (Mranuja)

Jp Ajme Ymur Toknenus, Mcranbyn (Typcka)

Jlp WBan Yapota, Munck (benopycuja)

JIp Mumnua Byjuunh, Hosu ITazap (Cp6uja)

Jp Unu 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-Llerkosuh, Korop (Llpna ['opa)
Jlp Bishwajit Bhattacharjee, Kapumram (Unzauja)

Jp Bpanko Muxaunosuh, beorpazn (Cp6uja)

U3JJABAYKU CABET

Jp Topnana Mpaak, Bpame (Cpouja)

Jp Hyman 3npaskosuh, Hum(Cp6uja)

Mp bpauncnaslosanunh, Hui(Cp6uja)

Jp XKusopan Imuropujesuh, Humr (Cpouja)
Jp Codwuja Jluxosa, Kujes (Yrpajuna)

Mcu Hukona hypunh, Beorpan (Cp6uja)

Jlp Pajko Byksuh, beorpan (Cp6uja)

Jp Anexcannap I'py6op, Cyboruna (Cpouja)
Jlp Tlerap Becenunosuh, Kparyjesar (Cpouja)

Jp UBan Bypuh, Xane (Hemauka)

Mp Haranua I'maronesa, benropoxn (Pycuja)

Jlp Becna JankoBuh-Mnmih, Hum (Cp6uja)

Jlp Bparucanas ITpoxonosuh, Jleckosan (Cpouja)

Jlp Mupujana Kuexesuh, Kparyjesar (CpoOuja)

Jp Anexcannap Kocruh, KocoBcka Mutposuna (Cpouja)
Jp Coma Joanosuh, Humr (Cpouja)

Jlp Hanujena ecnorosuh, Kparyjesar (Cp6Guja)



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 EKOHOMMWKA

KypHan uzgaercs 4eThIpe pas B FOy. Top LXII, X-XII 2016, Ne 4

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

3AMECTUTEJIb IOMOIIHUK ITTABHOI'O U OTBETCTBEHHOI'O
PEJAKTOPA
J.H. 3opan CumoHOBUY

HNCIOJHUTEJIBHBIE PEJJAKTOPBI

TIpod. n.1. Boitan Kperuy, Hum (CepOust) Mpod. a.1. XKusora Panocasnsiesnt, benrpan (Cepons)
IIpod.n.H. bnaroiie [Taynosuy, benrpan (Cepoust) IIpod. n.1. Monen Cy6uud, benrpan (Cepbus)
TIpod. n.1. CnaBomup Muerny, [Tpumtuna (Cepoust)  Ilpod. a.H. bob6an CrojanoBuy, Hum (CepOust)

PEJJAKTOPBI ITEPCOHAIJI

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) 1.H. Mapxo JankoBuu, benrpan (Cep6Ous)

PEJAKIIMOHHA KOJUIET A

Axanemuk 3opan Jlakuy, [Tonropuna(Ueproropus)
Axanemuk Jlro6uma ITarmy, Yagak (CepOus)

1.H. Paiimyna Mupnana, Komuie (CioBakwst)

1.1 I'per Punrep, Jynmn (CILIA)

J.H. Mapus ITanosa, Benko TeipHoBo (Bonrapust)
1.H. Auapeit XKau-Bacuibes, [Tnoewrtn (Pymbinus)
1.1 YOypuit Kusses, Mocksa (Poccnst)

1.H. Mupxko Casuy, Cy6oruna (CepOust)

1.H. Auapec Kapuon ["aprua, Banencus, (Mcnanns)
1.H. Penara Kpaxoscka, Bapiaga (ITosbina)

1.1, JTio6unka Hokucumosuy, Berpan (CepGus)
.H. Anexannpy Henenea, Cyuea (Pymbinust)

1.H. Habuesa Y.H., Maxaukana (Poccust)

1.H. Cno6onan I{Beranosuy, Humr (CepOust)

11.H. 36urnues [Tamex, Kpaxos (ITonbia)

1.H. Bopusoiie ITpokonosny, Hum (Cep6ust)

1.1 Taneym I'padunckn, Kpakos (IToxbmia)

n.H. Jauko Panynosuy, [loaropuna (Yepnaropus)
1.1 TTaono Iecap Yarac Pogpurec (Bpasunst)

1.H. Kpuc Taren, Cupaej (ABcTpaims)

Axanemuk Cramcnas CepriioBuu Sluenko, Kues (Yipanna)
JLH. AHpeit Apsmos, Mocksa (Poccust)

1.1 JIuBny ymurpaciy, [Tnoemtn (Pomanmus)

1.H. Cpeuxo Munaund, KocoBcka Mutposnna (Cep6oust)
JI.H. Muiian Am6posx, Hoo Mecto (CiioBenust)

1.H. Mapko Konakosuy, 3arpe0, (Xopsarus)

J.H. Jeitan Jakmmy, Cy6oruua (Cepous)

JL.H. Jluno Maprenaro, Benenus (Mranms)

n.H. Ajute Ymut loknenns, CranOyi (Typius)

1.H. UBan Yapora, Munck (bemapycs)

J.H. Munna Byitany, Hosu ITasap (CepGus)

1.H. Yu Ben Cy, Kunrnao, (Kurait)

1.H. Yop Do Tanr, [Tenanr (Manaii3ns)

1.H. Jlparytun lunka, bama JTyka (P. CepOckaii)

1.H. Jacmuna Crapi, HoBo Mecto (Crnosenwust)

1.H. Mapus CrankoBa, braroesrpan, (bonrapust)

JL.H. Auapuena Burnu-Ilerkosud, Kotop (UepHaropust)
1.H. Bishwajit Bhattacharjee, Kapumram (Muus)

11.H. bpanko Muxaunosud, benrpan (Cepoust)

COBET M3IATEJIEN

J.H. Topnana Mpuak, Bpame (Cep6ust)

1. yman 3xpaskosuy, Huui(CepOust)

K.H. Bparmcmas Mosarrara Hrmr(Cep6s)

1.H. XKusopan I'maropujesid, Humr (Cep6must)
1.1 Coduja JIuxosa, Kujes (Ykpauna)

1.H. Hukona Yypuny, Beorpaz (CepOust)

1.H. Pajko Byksnu, benrpan (Cepoust)

1.H. Anekcannap ['py6op, Cy6oruia (CepOust)
1.1. Ilerap Becennnosnu. Kparyjesar (Cepoust)

1.H. VBan [Dxypuu, Xane, (Tepmanmus)

k.H. Haranma ['maronesa, benropox (Poccnst)

1.H. Becna JankoBnu-Mumny, Humm (Cep6ust)

1.H. Bparucanas ITpokonosuy, JIeckosart (Cepoust)

1.H Mupujana Kuexesnd, Kparyjesar (Cep6Oust)

1.H. Anekcannap Koctnu, KocoBcka Mutposuia (Cepoust)
1.H. Coma Joanosnu, Hum (Cep6ust)

1.H. Jlannjena Jlecnorosuy, Kparyjesar (CepOust)



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
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YTHIAJ OIEPATUBHHUX TPOIIKOBA
HA ITIPE®@OPMAHCE ®UPMHU Y TYPCKOJ: JOKA3U
N3 TEXHOJIOIKOI' CEKTOPA

ArncTpakT

Luw ose cmyduje je 0a ce ananuzupa ymuyaj onepamueHux mpouKosda Koju
ce cacmoja 00 UCmpascuearba-paszeojd, MapKemuHed U ONumux adOMUHUCMPA-
MUSHUX CMaeku Ha nepgopmance gupme. 3a my cepxy cy xopuuwhenu nooayu o
16 npedysehia 3a 2008-2015 koju nocuyjy y mexHoiouwKoM cekmopy mpeoguHe Ha
Hcmanbyncroj bepsu. ¥ cmyouju onepamugnux mpowxosa cmaske (Ucmpaicusa-
uko-pazeojuux (R&D), mpowkosu mapremunea-npoodaje-oucmpubyyuje (MSDE)
u onmwumux aomunucmpamugnux mpouikogsa (GAE)) kopuwthenu cy kao nezagucra
sapujabna u nospamax kanumana (ROE) je xopuwhen xao 3asucua sapujabna
. Oonoc usmehy onepamuHux mpowKosa nocio8arsd upmu y cmyouju je auna-
auzupan kpo3 Iledponu nanen xounmeepayuone aunanuze. Ilpema pesynmamuma
ananuse, nOCmMoju 0yeOpouHa 6e3a usmelly pacxooa nociosarea Gupmu u paoHux
npeomema Koju ce cacmoje 00 ONUMuXx AdOMUHUCTIPAMUGHUX MPOUIKOSA, MPOUL-
KO8 MAPKemuH2-npooaje-oucmpubdyyuje u ucmpaicusayko-pa3eojHux mpouKosd.
Kaoda ce ananusupajy xoeuyujenmu 3a 08aj 0yeopouHU 0OHOC, MONCEMO BUOE-
mu 0a onumu AOMUHUCIPUIMUGHU PACX00U U 8PEOHOCM (upme €y He2amusHl,
any mpouwikosu mapkemuHe-npooaje-oucmpubyyuje u UCmpaniCugauKko-pa3eojHu
MPOUIKOBU UMAJY OUPEKMH)Y 8€3), 0OHOCHO 00K MapKemuH2-npooaja-oucmpubdy-
MUYUja u UCMPadCU8auKo-pazeojHu mpouKosu yepcmo nosehasajy nepghopmance,
ONUMU AOMUHUCTPAMUBHU MPOUKOBU C€ CMAILY]Y.

Kuwyune peuu: Hempasicusarwe u paseoj (R&D), pacxoou, mapkemune mpouiko-
68U, nepopmarce gupme, MexHOIOWKU CEKMOp, OnepamueHu mpowxosu, Typcka.

1. Introduction

Research-development and marketing-oriented investments are significant
determiners for businesses to reach their long term sustainable growth and profit targets
in fierce competitiveness. In today’s conditions, the businesses which are faster than
their rivals in producing new products, services, projects and technology and developing
current system and products, provide changing customer demands with quality and
lower costs, emphasize customer satisfaction and loyalty with customer-centered
understanding, after all conduct a good marketing and research and development strategy
create difference and become successful.

R&D in broad meaning is the use of creative effort and the knowledge conducted
at a systematic base in new applications in order to increase scientific and technical
knowledge. In narrow meaning R&D is a systematic and productive study for emerging
new products and new production processes in businesses (Unal and Segilmis, 2014: 203
gouting from Barutgugil, 1981: 17). As the importance to innovation and knowledge-
based production and R&D expenditures increase in businesses, new technologies

2 EKOHOMUKA EXA1



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

providing cost and time saving in production process can be used, sales and profitability
increase through the developed new products and as a result of this efficiency and
productivity increases can be provided.

Besides R&D, another key factor for the businesses to be successful in their
activation markets is the marketing activities. Marketing activities are the expenditures
that may contribute to increase also the firm and brand value besides realizing the
traditional targets such as changing the customer attitudes, providing custumer addiction,
increasing the sales or market shares (Topuz and Aksit, 2013: 54 quoting from Day and
Fahey, 1988). i.e. all marketing activities aim to provide incomes by creating a value for
customers. Also marketing expenditures are expected to increase the expected incomes
of the firm in future by creating a positive effect on brand awareness and value and affect
the firm value positively with the increasing demand of the investors for the stock (Citak,
2015:50 quoting from Simon, Sullivan, 1993: 32:).

Although there is an expenditure item under the headline of operating expenditures
in marketing and R&D expenditures income statement, indeed these expenditures
should be considered as investment tools that would increase the sales, profitability
and cash flows of the business, therefore the firm value especially in long term. Thus,
positive relationships were identified between R&D and marketing expenditures and
firm profitability and firm value in studies analyzing the relationship between operating
expenditures and firm performance in general. Certain variables such as net profit
for the year, operation profit, pre-tax profit, assets profitability, Tobin Q rate, equity
profitability, market value, investment profitability, stock income rate, sale profitability
are generally observed to be used as a performance indicator in related studies. The firms
that can change rapidly for technological developments have the potential for both high
profitability and long life as the leaders in their sectors. At that point R&D expenditures
for technology firms is very important for protecting their current market potentials and
having an absolute life by developing constantly. Finding place of newly developed
products in current market most effectively would be possible through an effective
marketing strategy and management. At that point, these three items constructing
operating expenditures gain much more importance for technology firms. Thus, this
study is important for the firms included in the analysis. Moreover, the use of up-to-date
econometrical methods in the study besides the commonly used statistical methods is
also important for the reliability of the results. Therefore, this study differs from the
current studies in terms of analyzed period, used analysis methods and sampling.

Finally, when general administrative expenditures in operating expenditures
that will be included in the analysis are analyzed as concept within the firms trading
in Istanbul Stock Exchange, we can see that the expenditures of administrators such as
wages, journeys, counselling, education, communication have a great role. Therefore,
since these expenditures are related with the decisions of administrators at general
administration status, the increase in general administrative expenditures is expected to
cause a positive effect on sale profitability in the sector (Cift¢i, 2014:239). Indeed, the
people who are supposed to make rapid and correct decisions about many topics with
strategic importance apart from marketing and research-development and act dinamically
in following improvements in rapidly changing competitiveness ang get in harmony are
the educated experienced risk-taking administrators with vision. Therefore, while general
administrative expenditures increase the profitability on one hand, administrative wages

EXSIEKOHOMUKA 3



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

will also increase in parallel with the profitability increase as a result of correct decisions
on the other hand.

The purpose of this study is to analyze the effects of R&D and marketing
expenditures by technology firms trading in istanbul Stock Exchange on firm performance
(profitability). For that purpose, data of 16 firms registered to Istanbul Stock Exchange
for 2008-2015 were utilized. The study consists of four parts. After the introduction
part in second part the literature review about the topic is included, however, in third
part models and variables used in empirical analyses are introduced. Analysis results are
included in fourth parth. In last part a general evaluation is made on ths basis of obtained
results.

2. Literature review

Inliterature there are studies analyzing the relationship between R&D and marketing
expenditures and financial performance in different perspectives. In most of these studies
operating expenditures are not examined as a whole, but the relationship between R&D
expenditures-firm performance or marketing expenditures-firm performance separately
is tried to be established. In the following, studies dealing with the relationship between
R&D and marketing expenditures and firm performance of companies in international
and national literatures will be included.

In a study by Paton and Williams (1999) using 1991-1993 data of 325 English
firms it was identified that marketing expenditures were effective on firm performances.
In a study by Yiicel and Kurt (2003) in order to measure the effect of marketing and
R&D expenditures on business profitability and sales, 2001 data of 64 firms registered
to Istanbul Stock Exchange were utilized. As a result of the study, it was found out
that marketing expenditures were positively related with operating profits and sales but
negatively related with net profits, however; there was not a significant relationship
between R&D expenditures and profitability and sales.

Tsai and Wang (2004) in their studies that they analyzed the effect of R&D
expenditures on firm performance used 1994-2000 data of 136 firms operating in Taiwan
and as a result of the study they identified a positive relationship between R&D and firm
income rates.

In a study by Shah and Stark (2005) on firms operating in England and covering
1990-1998, it was determined that marketing expenditures had a significant effect on
market values and future profits of firms.

In a study by Conchar, Crask and Zinkhan (2005), on USA firms between 1985-
2004 period using least squares method a positive relationship was concluded between
marketing expenditures and firm performance.

Czarnitzki and Kraft (2006) determined that R&D expenditures in determining
credit rating had a positive effect in West Germany, but negative in East Germany in a
study result that they analyzed the effect of R&D expenditures on credit ratings of the
firms and financial difficulties.

Ogawa (2007) in his study that they analyzed the relationship between borrowings
and R&D expenditures found that unpaid borrowings for 1988-2001 period in Japanese
manufacturing firms with intensive R&D expenditures had a negative statistically
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significant effect on R&D expenditures. Moreover, significant relationships were observed
between R&D expenditures and total productivity growth at firm level in the study.

Qureshi (2007) in his study by using 1998-2003 periodical data of the firms
operating in England utilizing least square method found a positive and statistically
significant relationship between marketing expenditures and market performance.

Anagnostopoulou and Levis (2008) in their studies that they analyzed the
relationship between R&D expenditures and firm performance by using the data of
2182 English firm between 1990-2003 period found a positive relationship between
R&D intensity and sales and the growth in gross income. Also in the study significant
relationships were found out between R&D intensity and abnormal stock incomes
corrected according to risk and R&D intensity was identified to create sustainability in
abnormal stock incomes.

Anindita, Prashant and Anantha (2008) in their studies using 2000-2007 periodical
data of 172 firms in India used multi regression, Anova and correlation methods and as
a result of the studies they obtained a statistically non-significant relationship between
marketing expenditures and Tobin’s Q and profitability.

In a study by Krasnikov ve Jayachandran (2008) positive and statistically
significant results were obtained between marketing and R&D and firm performance,
but the level of relationship between marketing expenditures and performance was found
higher.

Karacaer, Aygiin and I¢ (2009) in their regression, correlation and t-test results
using the data of 84 firms registered to Istanbul Stock Exchange identified a positive
relationship between research and development expenditures and stock profits and asset
profitability. Also as a result of the research it was seen that the firms with R&D activities
had larger and more personnels.

Krishnan,Tadepalli and Park (2009) in their studies based 201 American firms and
researched whether the firms with more R&D and marketing investments had higher
performances through regression analysis. As a result of the research, it was found out
that while R&D investments did not affect the performance alone, marketing investments
affected.

Morgan and Rego (2009) in their studies on 72 American firms found a positive
relationship between marketing expenditures and cash flow levels of the firms, but a
negative relationship between cash flow variables. However, no relationship was found
out between marketing expenditures and Tobin Q.

Cifci, Doganay and Giilgen (2010) in their studies made the panel data analysis by
using 2000-2008 periodical data of 82 firms registered to Istanbul Stock Exchange. As a
result of the study, it was identified that marketing expenditures, general administritive
expenditures and size of total assets affected the performance of the businesses positively
and the most important variable among these was the marketing expenditures.

Siong (2010) also used the least squares method in his research on firms registered
to Malaysia Stock Exchange for 2004-2008 period and found a positive and statistically
significant relationship between marketing expenditures and firm performance.

Bogliacino and Pianta (2010) used 1994-2006 periodical data of 38 firms in
manufacturing sector in different countries in the study that they researched the effect of
R&D activities and innovative approaches on profitability and concluded that on-going
and past R&D expenditures had a significant effect on the profit.
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Candemir and Zalluhoglu (2011) analyzed 1997-2010 periodical data of nine firms
in food sector on Istanbul Stock Exchange through panel data regression analysis in their
study that they analyzed the effects of marketing expenditures, research-development
expenditures and some macroeconomical variables (growth, inflation) on firm performance
for especially crisis periods. As a result of the analysis, a positive significant relationship
was identified between marketing and R&D expenditures and net sales and it was found
out that increasing marketing expenditures in crisis periods had positive effects.

The effect of marketing expenditures of the businesses on stock profits was
analyzed through panel regression analysis by Topuz and Aksit (2013) using 2000-
2010 periodical data of 18 firms in istanbul Stock Exchange food sector. Study results
indicated that marketing expenditures in general had a positive effect on stock profits
in current period and the relationship between marketing expenditures and stock profits
was concave.

Unal and Secilmis (2014) in their study analyzed the efficiency of R&D
expenditures of 2005-2010 period for 29 firms in Gaziantep on firm sales and the
profitability on R&D expenditures through dinamic panel data model. As a result of the
research, a positive relationship was found between R&D expenditures and net sales of
the firms and periodical net profits and R&D expenditures.

Kocamis and Giing6r (2014) analyzed the effect of R&D expenditures of the
businesses on profitability by using 2009-2013 periodical data of 16 firms in Istanbul
Stock Exchange technology sector through SPSS. As a result of the study, a positive
significant relationship was identified between profitability values consisting of R&D
expenditures and operating profit of the firms, pre-tax profit and net profit for the period.

Ciftci (2014) in his study researched the effect of R&D expenditures, advertizing-
marketing-distribution expenditures and general administrative expenditures on gross
profit margin by using 1998-2009 periodical annual data of the firms in manufacturing
industry sector in Turkey. As a result of the study, it was identified that in small scaled firms
only marketing expenditures, in middle scaled firms R&D expenditures and marketing
expenditures and in large scaled firms all variables had a positive effect on profits.

Dogan and Mecek (2015) used multi regression and correlation analysis methods
in their study that they researched the effect of marketing expenditures on firm value
using 2009-2012 data of 120 firms trading in istanbul Stock Exchange in manufacturing
sector. In the study “Return of Assets” (ROA) and “Return of Equity” (ROE) and Tobin’s
q (Q) rate, market-based performance indicator, were used. A positive and statistically
significant relationship was identified between marketing expenditures and firm value as
a result of conducted analysis.

Makizadeh and Abtahi (2015) in their study analyzed the effect of marketing
expenditures on net sales by using 2002-2012 periodical data of 25 firms in ran. As a
result of the study in which dinamic panel data model was used, it was identified that
increasing marketing expenditures especially in financial crisis periods and recession
period after crisis would increase net sales.

As a result of a gradual regression analysis by Yiicel and Ahmetogullar1 (2015)
using 2000-2014 data of 135 firms in technology, software and information sector
registered to Istanbul Stock Exchange, an isochronal positive relationship was identified
between the change in R&D expenditures and the change in net profits. Again, the effect
of R&D expenditures on the profits per stocks was identified as three-term lagged.
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Citak (2015) in his study that he analyzed the effect of marketing investments
on firm performance made data cladding analysis by using 2012-2013 periodical data
of the firms in Istanbul Stock Exchange SME Industry Index. As a result of the study it
was found out that the efficiency of marketing investments of SME was low in general,
however; the scale efficiency of the firms with higher asset size was larger than the ones
with lower asset size.

Xu and Jin (2016) analyzed the lagged and cumulative effect of R&D expenditures
on firm performance by using 2011-2013 periodical data of 30 firms registered to
Shanghai Stock Exchange. As a result of this study in which Multi Lineer regression
model was used, it was identified that R&D expenditures did not have a significant effect
on current firm performance, however; they increased the profit margin at first lag stage
and at the end the cumulative effect of R&D expenditures on firm performance was
negative.

Chua et.al, (2016) analyzed the relationship between R&D expenditures and
firm performance through panel data model by using 2008-2011 periodical data of 593
manufacturing firms in total from 8 countries. As a result of the study they identified a
positive relationship between sales, profitability and cash flow and R&D expenditures.

3. Methodology

In the research the existence of a long term relationhip between operating
expenditures consisting of R&D, MSDE and GAE of the frims in Istanbul Stock
Exchange Technology Sector and firm performance was analyzed through Pedroni Panel
Cointegration analyzsis. Before this analysis unit root analysis of the variables was
carried out with Levin, Lin, Chu (2002) and Im, Pesaran and Shin (2003). However, long
term relationhip coefficients were estimated with FMOLS.

3.1. Unit Root Tests

The null hypothesis for the presence of common unit root in the panel is tested in
Levin, Lin, Chu (2002) panel unit root test. In this test Augmented Dickey Fuller (ADF)
equation is used. o

Ay = 8¥ie-1 + Z Bij AVie—; + Xy + g5 1)

i=1

In the equation above

i=1, 2,....,N represents cross-section units,

t=1, 2,....Ti represents time dimension,

Xit, indicates a stable effect or external variables including individual trend
component,

eit, indicates independent error terms and pi, indicates the lag length. With this
test;

HO:6=0

HI1 : 8 <0 hypotheses are analyzed.
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If the coefficient is not equal to null under HO : § = 0 hypothesis, we decide that
the series do not have unit root (Levin et.al, 2002:4-8).

However, in Im, Peseran and Shin (2003) test the null hypothesis for the presence
of individual unit root in the panel is tested unlike Levin, Lin, Chu (2002) panel unit root
test. The model handled in Im, Pkeseran and Shin (2003) is as following:

Ayie=o; + Bt +pi¥ie—1 + Z D Ayie—j + e (2)
=1

First of all, a different ADF test is implemented for each cross-section in the
panel in Im, Peseran and Shin (2003) test and the average of individual ADF statistics is
calculated to get the unit root test statistics in the panel. Hypotheses created according to
Im, Peseran and Shin (2003) test are:

HO: Panel is rooted.

H1: At least one cross-section is stable.

While the tested main hypothesis Im, Peseran and Shin (2003) test indicates that
all series in the panel are not stable, alternative hypothesis tests that some of the series
are stable.

3.2. Panel Cointegration Test

After analyzing the unit roots, whether there was a long term relationship between
the series through Pedroni Panekl Cointegration analysis. Not only this test allows only
dynamic and stable effects to be different between the sections of the panel but also
it allows the cointegrated vectors to be different between sections as well (Giivenek
and Alptekin, 2010: 181). The following hypotheses are tested through Pedroni Panel
Cointegration test (Pedroni, 2004:599).

Ho: There is no cointegration relationship for all cross-sections.

H1: There is a cointegration relationship for all cross-sections.

In Pedroni Cointegration analysis seven different cointegration tests are presented
in order to cover the effects within the sections and between the sections in the panel.
These tests consist of 4 pooled tests in “within” dimensions and other 3 tests in “between”
dimension (Asteriou and Hall, 2007: 374).

Panel v — Statistic Ty = T:fﬂ?{z Z 73,8 0t 3)
I=1t=1
N T N T
Panel p — Statistic Z, = Tﬁ( i “‘?1_1) DN i (s b —R) 9
i=1t=1 =1 t=1
N T N N T
Panel t — Statistic T =1 2z -= =2 - T
(Non — Parametric) L= ':UT\I'“Z Z 11i Bir-1) 2 Z Z 11 (Ei,t—l":"e'i_t—l -%) 3
i=1 t=1 1=1 t=1

i=1 t=1 i=1

-+
[}
et

8 EKOHOMUKA EXA1



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

Group p — Statistic ZF, =TN™ 2 {z A Z iy g A8 — | (7

i=1 t=

N T T
1 1
Group t — Statistic (NonParametric) Z, = N_EZ{E{" z &?1_1]_52 i1 A& —X) (D)
=t 1=t t=1
LA T
Group t — Statistic(Parametric ) & = N EZ 12 él'i nE Z Eir_y AE ()]

If the calculated statistics are higher than the critical values, the null hypothesis
is rejected. We decide that there is a long term cointegration relationship between the
variables included in the analysis. The long term coefficients between the variables with
long term relationship were estimated according to FMOLS method. This method is
implemented as two stages. Firstly, each cross-section is estimated by using FMOLS
estimator. Then, the average of cointegration coefficients obtained from FMOLS
estimation belonging to each cross-section is taken. t-statistics of group average
panel FMOLS estimators are obtained by taking the average t-statistics belonging to
cointegration coefficient obtained from FMOLS estimation for each cross-section.

4. Data set

Data set used in the research consists of the operating expenditure items and return
of equity of the firms in Istanbul Stock Exchange Technology Sector. The data within
the research were obtained from the balance sheets and income statements of related
firms. Related financial statements were taken from www.kap.gov.tr. Research period is
between 2008 and 2015. All analyses were for 16 firms in 8 year of period. According to
this, the firms included in research scope are as in Table 1.

Table 1. Name of Firms Included In The Research

Table 1. Name of Firms Included In The Research

CODE NAME OF FIRM
1 ALCTL ALCATEL LUCENT TELETAS
2 ANELT ANEL TELEKOM.
3 ARENA ARENA BILGISAYAR
4 ARMDA ARMADA BILGISAYAR
5 ASELS ASELSAN
6 DGATE DATAGATE BILGISAYAR
7 DESPC DESPEC BILGISAYAR
8 ERICO ERICOM TELEKOMUNIKASYON
9 ESCOM ESCORT TEKNOLOJI
10 INDES INDEKS BILGISAYAR
11  KAREL KAREL ELEKTRONIK
12 KRONT KRON TELEKOMUNIKASYON
13 LINK LINK BILGISAYAR
14 LOGO LOGO YAZILIM
15 NETAS NETAS TELEKOM.
16 PKART PLASTIKKART
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For eight year of period, return of equity (ROE), operating expenditures (general
admininistritive expenditures (GAE), marketing-sale-distribution expenditures (MSDE)
and research-development (R&D) of each firm were used. The purpose of this research
is to analyze the long term effect of these three items for operating expenditures on
firm performance. Therefore, the effect of related operating expenditure items on firm
performance is evaluated by identifying the long term relationship between general
administrative expenditure, marketing-sale-distribution expenditure and research-
development expenditures.

5.Empirical results

Unit root analysis results for operating expenditure items and return of equity
variables are as in Table 2.

Table 2. Results of Unit Root Tests

Variables LLC IPS
1(0)
Istatistics ~ Prob. Istatistics Prob.
ROE -8,536* 0,000 2,258 0,988
GAE -0,374 0,354 2,000 0,977
MSDE -1,0275 0,152 1,955 0,974
R&D -0,732 0,231  -0,253 0,399
1(1)
ROE -14,897* 0,000  -1,638** 0,050
GAE -7,080* 0,000  -2,0717** 0,019
MSDE -11,898* 0,000  -3,408* 0,000
R&D -5,234%* 0,000  -3,150%* 0,000

* kxxE* ndicate the significance at 1, 5, 10 levels, respectively. The relevant
lag length was determined according to Schwarz information criterion. BarlettKernel
method was used in LLC test and Bandwith width was determined by Newey-West
method.

According to two different unit root tests implemented for all series, H_ hypothesis
is accepted for level values (except for ROE). Therefore, all series are not stable at 1(0)
and include unit root. When the first difference of the series is taken, H hypothesis is
rejected. Therefore, all series are stable when they are I(1). i.e. they do not included unit
roots.

Pedroni Cointegration Analysis was used in order to identify whether there was
a long term relationhip between series after unit roots were researched. The equation
established for Pedroni Cointegration Analysis is as following.

ROEit=ait+B1GAEit+ ﬁZMSDEit-F ﬁsR&D it Wy
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However, Pedroni Cointegration Analysis results implemented for variables are
as in Table 3.

Table 3. Results of Pedroni Panel Cointegration
ROE, =0, +B GAE.+ B,MSDE + B, R&D +u_
Within-Dimension

Weighted
Statistic ~ Prob. Statistic Prob.
Panel v-Statistic 0.985 0.162 -2.309 0.989
Panel rho-Statistic 0.782 0.783 1.644 0.949
Panel PP-Statistic -9.244* 0.000 -8.540* 0.000

Panel ADF-Statistic -6.946* 0.000 -4.321%* 0.000
Between-Dimension

Statistic ~ Prob.

Group rho-Statistic 3.027 0.99
Group PP-Statistic -14.040*  0.000
Group ADF-Statistic -5.166*%  0.000

* k¥ R*E ndicate the significance at 1, 5, 10 levels, respectively. The relevant lag
length was determined according to Schwarz information criterion.

According to cointegration analysis results, there is a long term relationship between
operating expenditures consisting of R&D, MSDE and GAE and firm performance. Four
of the seven different test statistics used for Pedroni Cointegration Analysis support this
situation. FMOLS method was implemented for the estimation of coefficients of the long
term relationship between operating expenditures and firm performance. However, the
coefficients obtained from FMOLS result are as in Table 4.

Table 4. Results of FMOLS
ROE =0 +B GAE + B MSDE + B, R&D +u,

Variable Coefficient Std. Error t-Statistic Prob.
PAZARLAMA 3.041 1.267 2.399%* 0.019
GYG -6.300 1.412 -4.460%* 0.000
ARGE 3.471 0.954 3.637* 0.000

* xE ¥ indicate the significance at 1, 5, 10 levels, respectively.

According to Table 4, research-development expenditures and marketing-
sale-distribution expenditures from operating expenditure items have a positive and
statistically significant relationship with firm performance in long term. However, general
administritive expenditures have a negative and statistically significant relationship with
firm performance.
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5. Conclusion

Businesses choose to increase firm values to maximum level as a prior target in
order to sustain their existence in financial markets. Return of equity used as an indicator
for the firm value consists of net profit and equity amount. At that point, net profit
amount is a highly effective value on firm value. However, operating expenditures have
an important role in establishing net profit. Operating expenditures have a decreasing
effect on establishing net profit figures and these expenditures are essential factors in
establishing firm value in long term. In this research the effect of operating expenditures
on firm value was also analyzed. For that purpose, 16 firms in Istanbul Stock Exchange
Technology sector in 2008-2015 period were included in the research. According to
analysis results for 8 year of period with 16 firms, there is a long term relationship between
operating expenditures consisting of R&D, MSDE and GAE and firm value. When the
coefficients for this long term relationship are analyzed, we can see that GAE and firm
value have a reverse relationship, but MSDE and R&D have a relationship in the same
direction. In other words, while marketing-sale-distribution and research-develepment
expenditures increase the firm value, general administrative expenditures decrease it.
This situation indicates that the firms in Istanbul Stock Exchange Technology sector will
contribute to increase their firm values by making more marketing-sale-distribution and
research-develepment expenditures.

The finding of the research that marketing expenditures increase firm performance
is coherent with most of the studies in literature (Paton and Williams,1999; Shah
and Stark, 2005; Conchar, Crask and Zinkhan, 2005; Qureshi, 2007; Krasnikov and
Jayachandran, 2008; Krishnan, Tadepalli and Park, 2009; Cifci, Doganay and Giilsen,
2010; Siong, 2010; Candemir and Zalluhoglu, 2011; Topuz and Aksit, 2013; Ciftci, 2014;
Dogan and Mecek, 2015). Also Anindita, Prashant and Anantha (2008) in their study
could not identify a statistically significant relationship between marketing expenditures
and firm performance.

Similarly, the study finding that R&D expenditures increase firm value is coherent
with some studies in literature. (Tsai and Wang, 2004; Anagnostopoulou and Levis,
2008; Krasnikov and Jayachandran, 2008; Karacaer, Aygiin and I¢, 2009; Bogliacino and
Pianta, 2010; ; Candemir and Zalluhoglu, 2011; Unal and Segilmis, 2014; Kocamis and
Giingor, 2014; Yiicel and Ahmetogullari, 2015). However, in some studies a negative
relationship was identified between R&D and firm performance as different from these
study findings. (Guo et. al,2004; Cifci, Doganay and Gtilsen, 2010). Cifci, Doganay and
Gilsen, (2010) stated that this result may occur since there are not stable and regular
R&D expenditures especially in our country and there are not any R&D expenditures in
most of the firms in analyzed years. (Cifci, Doganay and Giilsen, 2010:101). However,
Yiicel and Kurt (2003) in their study could not identify a significant relationship between
two variables.

In the study a negative relationship was identified between general administrative
expenditures and firm value and this result is not coherent with Cifci, Doganay and
Giilsen’s (2010) study identifying a positive relationship between general administrative
expenditures and firm performance. Similarly, Ciftgi (2014) also in his study concluded
that general administrative expenditures were more effective on R&D and marketing. As
the reason for this result, the author explains that the effect of administrator qualifications
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and the decisions within this qualifications on profitability is high (Cift¢i, 2014:248).
Leahy (2012) and Okwo and Ugwunta (2012) again in their studies identified a positive
relationship between general administrative expenditures and firm profitability (Ciftci,
2014:239). Indeed, when it is considered that the expenditures such as executive wages
construct the biggest share in general administrative expenditure items, the increase
in profitability is possible as a result of operational decisions especially in R&D and
marketing fields as qualified and professional managers, CEO and counsellors in a firm
increase.

Sales and profitability of firms may be increased in long term due to a general
marketing strategy stated in other studies with parallel results with study findings in general
and supported by an effective R&D policy with the potential new product/technology/
process development and innovations. Therefore, business administrators should
comprehend the long term effect of R&D and marketing activities on business performance
and increase R&D and marketing budget and develop a stable R&D and marketing strategy
and action plans and apply then effectively. This is the only way for businesses to reach
sustainable growth, leadership in the market and profitability targets in long term.
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Abstract

As an organizational phenomenon that means the ability to influence followers
to engage in achieving organizational goals, leadership is largely based on the
ability to deliver leadership influence. The paper will consider the most important
determinants of the influence of leaders on followers in the process of leadership in
the organization, where we will point out the basic mechanisms of its implementation,
as well as the sources of power on which the leadership influence is based, with
particular emphasis on its positional and personal dimension. We will consider
essential techniques of leadership influence, as well as basic factors that determine
them, with special emphasis on the impact of national and organizational culture.
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ArncTpakT

Kao opeanusayuonu enomen koju o3mauasa cnocobnocm ymuyaja Ha
cnedbenure 0a ce anHeajncyjy y 0Cmeapery opeanusayuoHux Yumesd, IUoepcmeo
ce, y eenukoj mepu, 6azupa Ha CROCOOHOCMU peanuzayuje IUOepcKkoe ymuyaja.
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Introduction

Leadership is the ability to influence followers to engage in achieving organizational
objectives, using appropriate motivational techniques of influence based on power and
formal or informal authority (Isam, Rehman & Ahmed, 2013, p. 81). The very definition
of leadership implies the fact that it is an activity that essentially relies on a process
of influence, which, in turn, is based on different sources of the leadership power.
The process of leadership involves a set of activities involving leaders and followers,
who work together to achieve organizational goals and it refers to multidimensional
relationships that can be achieved only through active participation of all relevant
stakeholders in the leadership process. This implies that the process of leadership is two-
sided and involves a two-way mutual influence of leaders on followers, and followers on
the leaders, which is why it can be argued that the leadership process is a function of three
essential variables: leaders, followers and situations (Yukl, 1998; Northouse, 2008; Daft,
2011). The highlight of influence in most leadership definitions clearly indicates that it
is a social process, which by no means can be one-sided. What makes its essence and
represents a fundamental mechanism for its operation, without which, in fact, we could
not talk about the phenomenon of leadership, is precisely the process of influence, which
represents the core of the leadership process, because mobilization and commitment of
followers is being realized through it (Stoner, Freeman, 1995).

The mechanisms that ensure the influence of leader and the support of followers
are a source of controversial opinions of theorists, resulting in the different definitions
and diverse theoretical concepts that interpret the phenomenon of leadership. It is these
mechanisms, their sources and factors that will be the subject of this paper.

The aim is to highlight the importance of the phenomenon of influence in the
leadership process, the specific tactics of leadership influence, the factors that affect
influence, as well as the most important sources of power on which the influence of
a leader is based. Consequently, the aim is to draw the attention to the fact that the
quality of the leadership process, in addition to the characteristics of leaders, followers,
and the peculiarities of the situation, is significantly caused by specific mechanisms for
achieving leadership influence.

In this study, qualitative methodology was applied. It was based on a descriptive
study, comparison and interpretation of scientific achievements identified as relevant
within a defined problem area, in order to synthesize the different positions, based on
which the general conclusions about the significance of the influence of the leadership
process were derived. Theoretical verification was achieved by applying the method
of analysis, synthesis, deduction and induction, with the aim to come to the adequate
general conclusions by abstraction and generalization.

Bearing in mind the object and purpose of the research, after introductory remarks,
the paper is divided in four parts. The first part deals with the essence of leadership
influence, followed by the second part where the most important sources of power on
which the influence of leaders is based are pointed out. Thereafter, the third part provides
an overview of the most important tactics of leadership influence, while in fourth part we
consider the impact of national and organizational culture on the selection of tactics of
influence in the process of organizational leadership.
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The essence of leadership influence

The influence is any action or behavior that leads to changes in attitudes or
behavior of another person or group (Yukl, 1998).

An important feature of any leadership process is that it always takes place in
the context of certain groups and the specific situation, and in this light to be seen, the
different aspects of leadership influence should be considered. There is no doubt that this
is an extremely subtle phenomenon, which, despite many years of research is still not
fully understood. One theory, which is often used to explain this process, is a theory of
exchange, which sees leadership as a process in which a specific exchange of benefits
between leaders and followers is performed (French, Bell, 1999, p. 284). Depending on
the position in the exchange, superior and inferior actors are formed, and therefore one
party will be able to realize a position of power and influence other actors in exchange.
The benefit of the exchanges may be tangible or intangible (psychological, emotional)
value, and is defined depending on the situation, which made frequent attempts to explain
the process of leaders’ influence on the other actors based on psychological categories.
This is quite acceptable if one takes into account the fact that both sides of this process are
people with different cognitive schemes and psychological characteristics. In this regard,
nowadays the so called “emotional aspects” of leadership influence are very present.
These aspects assume that the leader-follower relationship is often difficult to explain
rationally, and more likely connected to emotional reasons (Hollander, 2000). Among the
psychological theories that attempt to define and explain this relationship, the theory of
identification occupies the special place, indicating the human need to identify with other
people, especially with the members of the group, in certain situations, which is listed
as one of the determining factors for the design of the leadership process (Hollander,
2000). The questin of who will be singled out as the person who can exercise influence
over others in this process, i.e. as a leader, depends on many factors and many situational
variables.

As a very important component of leadership process, the influence is a complex
category. There is no doubt that the level of influence is closely correlated with the amount
of power that a leader possesses. However, since the model of influence includes other
components, it can be concluded that power is only a potential for a leader to influence
the behavior of certain social actors. The degree of effectiveness of the entire leadership
process depends on the extent in which this potential will be realized. This is because an
attempt to influence can result in three basic types of reactions (Du Brin, 1997):

1) Acceptance and commitment - the person that is an object of influence agrees
with the decision or request of the other person and makes great efforts to implement the
requirements or enforce the decision. From the standpoint of one who seeks to influence,
this is the most desirable outcome.

2) Compliance - a person is ready to do what is required, but does that reluctantly
and with minimal effort. This is about the impact on the behavior, not the attitudes of
target actors who agree to implement the decision, although they are neither convinced
of its accuracy, nor the positive effects of its application.

3) Resistance - the target person is not ready to accept the demands of leaders
and actively trying to avoid or sabotage them. In this case, it is difficult or completely
impossible to achieve effective influence.
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Understanding the essence of the process of influence is associated with basic
psychological categories (which often explain the leadership process in whole), such as
instrumentalization, internalization and identification, which also serve to highlight the
different mechanisms of leader’s influence on followers (Hollander, 2000).

Instrumentalization is based on compliance with the requirements in order to
achieve the desired benefits (rewards) or to avoid penalties controlled by a person who
makes an influence (the leader), where, as already mentioned, both categories can be
tangible or intangible (Yukl, 1998; Shamir, House & Arthur, 1993). Basic driving forces
of this behavior are purely instrumental in nature, and are related to practical reasons,
primarily, rational behavior directed towards an attempt to avoid punishment or gain a
reward.

The process of internalization is based on the commitment of followers who are
willing to carry out the requirements of leaders, because these requests are internally
desirable and aligned with their own values, beliefs and personal preferences. In this
case, the requirements are integrated into the dominant system of values of people who
are targeted, which is why they are ready to implement them, regardless of the expected
benefit (or detriment) (Shamir, House & Arthur, 1993). Thus, internal motivation is affected
and people are encouraged to focus on the internal incentives, such as self-expression,
advancement and self-respect, but that it is not contrary to the interests of the organization.
At this stage, the values compatible with the value system of followers are being attributed
to the leader, after which the leader is perceived as someone similar to the followers, and
therefore worth of engagement and investment of energy by followers, thus paving the path
for the realization of leadership influence. This variant of attribution is known as “egocentric
attribution”, and refers to the natural tendency of every individual to better evaluate people
estimated similar to themselves, on any criterion (sometimes even by attributes related to
physical appearance) (Bowditch, Buono & Stewart 2008; Janicijevi¢, 2008).

The process of identification refers to the identification of target people with
those who exert influence, whereby the fulfilment of demands occurs as a result of the
desire for acceptance and respect. The influence exerted in this way can be achieved
deliberately or spontaneously, although it is very strong in both cases, given the strong
psychological triggers that make up its surface. This type of influence is especially
peculiar to charismatic leadership, which is based on the strong appeal of leaders to
followers and their need for approval and acceptance by the leaders (Bowditch, Buono
& Stewart, 2008). Personal identification with the leader of one of the key elements in
leadership development and is present in the majority of followers, and especially in the
type of followers with the problems of personal identity, low self-esteem and a high need
for dependence on authority. Equally important is the process of social identification,
which includes tendency of people to define themselves primarily through membership
in a particular group or organization, seeing it as an important part of their social
identity (Yukl, 1998; Shamir, House & Arthur, 1993). When the social identification
is extremely high, people are willing to subordinate their individual needs to the group
ones, sacrificing personal interests in favor of the group and the leader. Followers
attribute to the leader those traits that they perceive as desirable, irrespective of whether
the leader really possess them or not. Effective leaders are able to increase the level of
social identification, and thus their influence, in different ways (for example, by giving
a group of specific features, symbols, rituals, making it so different from other groups).
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The power in the leadership process

As an instrument that a leader uses in the process of establishing the influence
on the followers, the power is one of the key aspects of research on the phenomenon of
leadership ,,Power is a potential ability to change behavior, course of events, to overcome
resistance and force people to do things they otherwise would not do. ,, (Senior, 1997,
p. 152).

Like leadership, power is obviously a social category and is manifested in the
process of group dynamics, which is why it is considered to always be a function of
certain social relations. It is not absolute, but relative category, which depends on how it is
perceived by different social constituents, as well as what its primary sources are. Despite
the fact that the literature identifies a number of sources of power in the organization,
it can be concluded that, basically, the power derives from two main sources: from the
position that a person occupies in the organization, or the attributes related to its holder
and the connections that are established in the superior - inferior relations (Yukl, 1998).

It is known that the classical organizational theory recognized formal authority
as the sole source of power. This type of authority is based on the perception of the
duties and responsibilities that are inherent to a specific position in the organization,
and includes the right of those who occupy a given position to influence certain aspects
of the behaviour of members who work in other organizational positions, mainly via
manipulation of rewards and punishments. Early studies of organization suggested that
formal authority springs from tradition and that it is legalized through customs, practices
and beliefs that certain positions in the organization carry a natural right of their holders
to affect people in other positions, in the form of command, establishment of rules,
requirements and expectations that these requirements are met (Senior, 1997, p.152).

Although it is specified in organizational chart, job description or other official
document, the degree of leader’s influence arising from positional power will be much
stronger if his selection is supported by the majority of organizational members. Also,
the intensity of the influence will be much greater if the values of leader are compatible
with the values of followers or with generally accepted social norms. Otherwise, the
formal authority based on position will be sufficient to secure a short-term impact, which
cannot be regarded as a good basis for the realization of leader‘s power.

The second group of sources consists of different types of power that do not arise
from the formal position that a leader occupies in the organization, but from his personal
characteristics. One of the most important sources of personal power stems from the
expertise or the ability to solve specific problems and carry out tasks in the organization.
What is important for this kind of power is that it is not absolute, but relative, which
means that it often does not depend on the real but a perceived amount of knowledge
and information compared to other professionals in the organization and outside of it,
so sometimes a little extra expertise, can bring a large volume of power and influence,
and vice versa (Yukl, 1998). This is the so-called reputational aspect of expert power,
which is based both on the actual amount of knowledge shown in critical situations, and
the follower’s idea of the leader’s knowledge and expertise (Yukl, 1998). Expert power
is an integral component of professional credibility and is closely linked to other forms
of leadership power, which is called the power of emulation or referent power (Handy,
1993). This form of power largely correspondes to the process of leadership, and is based
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on the desire and willingness of people to comply with the requirements of those entities
that they admire and feel attracted to. As mentioned, a particularly powerful form of
leadership power is reflected in the process of personal identification, in which followers
who identify with the leader strive to be accepted and imitate his behavior, so a leader
who is accepted can make a significant influence by promoting their own behavior as
an example to be followed. Referent power is a subtle form of power and is based on
the psychological impact of leaders and feelings of attraction and loyalty that develop
gradually over a longer period of time.

Modern literature, with a certain critical review of traditional theories that explain
the phenomenon of power, points out the invisible or hidden sources of power and
influence. It is believed that most of the sources of power are in some way connected
with the process of decision-making, whereby the power is explicitly being manifested
by imposing the alternative that best suits those who have the most power. In this way, in
direct confrontation in the process of solving problems, it is possible to clearly observe
who the key holders of power in the organization are. Another aspect of power is reflected
in the fact that certain solutions are imposed out of the decision-making process, so
placing a question on the agenda is not allowed at all, or that a certain group of people is
excluded from the decision-making process, whereby their leader presents its solutions as
the only ones correct and acceptable, but without the use of visible force. This practically
refers to the power of creating awareness, ideas and attitudes of followers in order to
perceive the beliefs and attitudes of a leader as their own. Although this form of power
is treated separately and is usually called interpretive power (Jani¢ijevi¢, 2008), it must
be based on one of the other sources of power, so it should always be considered in the
context of the position or the personal characteristics of leaders.

In the context of the strategy of increasing the power of a leader in the framework
of the political process, there is a question of balancing its structure, or a combination
of different sources and forms of power, as well as the question of the quantity of power
necessary for the realization of the desired impact on followers. Although it is now
considered that the ideal solution is a combination of positional and personal power, the
classical theory of organization and management advocated the idea that positional power
sources provide long-term opportunities and stronger influence. Over time, these stances
have been misinterpreted and brought to the counterfeits, so in a large part of modern
civilization some kind of aversion to positional power has been developed, which has
become synonymous with the threat, fear and manipulation. It is necessary, however, to
emphasize that the positional power is extremely important, not only as a significant source
of influence, but also because it can be used to increase personal power leader, and create
conditions for its implementation (Yukl, 1998). So, for example, control of information
complements the expert power, based on technical skills and other skills, while the power
of rewarding facilitates the development of deeper relationships among the members of the
organization and can increase the referent power of a leader. A certain amount of power of
punishment is needed to support the legitimate and expert power where necessary to ensure
compliance with rules and procedures, which are unpopular, but necessary to perform a
specific task and for the successful functioning of the organization.

However, regardless of necessity, excessive level of positional power can be
counterproductive and even detrimental. Leaders who have their influence based solely
on positional power often miss other opportunities to exercise influence on followers.
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It sometimes happens that leaders with strong positional power tend to turn such power
into domination and exploitation of subordinates, as in some national cultures led to the
formation of the saying that “power corrupts”, which primarily relates to the power of
the position. On the other hand, personal power provides less opportunity for abuse, due
to the fact that the impact based on this source of power can quickly be eroded if the
behavior of a leader is not in line with the expectations of followers.

Given the fact that the influence is primarily based on power, it may be seen that each
of the above influence processes has its stronghold in one of the typical sources of power:
the instrumentalization is linked to the power of punishment and reward, internalization,
mainly to the expert power and power of information, while identification is primarily
based on the referent power. It should be noted that the aforementioned processes are not
mutually exclusive, but they complement each other in an ideal situation.

The amount of overall leader’s power that is necessary for the realization of the
influence depends on several factors, of which two are the most important (Yukl, 1998):

1) The objectives to be achieved or the requirements of the situation in which the
leadership is manifested;

2) Leader’s ability to use the available power effectively.

Certain circumstances require more leadership power than others. A typical
situation is related to the process of organizational change. A large amount of power is
particularly necessary when there is a strong obstruction of changes, and when a long
period of their implementation is expected, with no significant short-term results. These
situations require activation of combined sources of power, and very often the application
of different political processes and strategies, with the main intention of all holders of
power reduced to its use for the exercise of leadership influence - substantive variables
are directing the behavior of followers in the desired direction.

Basic tactics of leadership influence

Many years of practice have shown that more than one technique can be used in
order to exercise or increase leadership influence. The most important techniques are the
followmg (Falbe, Joun, Yukl, 1993):

Rational persuasion,

* Inspirational appeal,

* Integration,

» Exchange tactic,

* Personal appeal,

 Pressure tactic and

 Participation.

Rational persuasion is one of the traditional techniques of influence, and is based
on the use of logic, facts, and arguments for the persuasion that a particular proposal
or a request is the best way to achieve a certain goal. This technique provides the best
results when the person to whom the influence is directed shares the same goals with the
leader. The expert knowledge and rhetorical skills of leaders create a base from which
the arguments that underpin the power of persuasion and influence on followers arise.
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Unlike the logical and rational arguments, technique of inspiracionog appeal
relies on emotions and personal values. It focuses on the development of enthusiasm
and commitment, by fostering strong feelings, connecting requests or suggestions to
the needs, expectations, desires or ideals of the target entity. The nature and content of
inspirational appeal and the manner of its presentation depend on a series of incentives
that serve as the driving force behind the behavior of leaders and followers (Green,
2008). In addition, its structure is caused by the complexity of the problem being solved,
the risk level and the degree of deviation from the regular, everyday activities. The
effective application of these techniques requires knowledge of the system of values,
desires, beliefs, fears, emotions, etc., and the whole complex of factors that make up a
psychological profile of a subject to which the influence is directed.

The exchange tactic is based on the implicit or explicit offer of rewards in
exchange for obedience to a particular request. It is useful especially when the target
person is indifferent or unwilling to accept a particular task, because its implementation
requires great effort and does not offer any significant benefit. An essential prerequisite
for its implementation represents a control of potential sources of remuneration which
can be very diverse, and whose use is again conditioned by various factors motivating
the person to whose behavior the influence is directed.

Personal appeal is the technique of influence, which is based on friendship and
loyalty. Compliance with the requirements of the leaders in this case is motivated by
purely personal attractiveness to the leader and a sense of closeness and loyalty by
followers, which proceeds from the mutual friendly relations, and most commonly,
informal relationships. The integration tactic is closely connected with the personal
appeal. It is designed to develop a positive attitude towards the person who makes an
influence, where giving compliments and doing extraordinary, often unexpected services,
as well as show respect and friendly behaviour are the key means. If this kind of leader’s
behavior is perceived as genuine, it can lead to the formation of positive attitude of the
target person towards the leader, which will result in a greater willingness to accept the
influence. However, if applied directly before trying to influence, it can be perceived as
manipulation and have the opposite effect, which is why this technique is significantly
more effective as a long-term, than as a short-term strategy of influence.

The pressure tactics include threats, warnings and coercion, in order to ensure
compliance with the requirements of a leader. Although there is a threat of conflict and
adverse reactions in the form of obstructive behavior, there are cases where this technique
is the preferred alternative, necessary to ensure discipline and respect of important rules
and procedures on which the survival of the organization depends (eg. safety regulations).
However, the pressure tactic by no means should become the dominant way of achieving
influence in the leadership process.

In recent years, particularly popular influence tactic is related to the participation.
It is based on the inclusion of the target person in the decision-making process, which
increases their motivation and involvement in the implementation of those decisions. It is
based on the fact that the size of the influence is not fixed, but rather a variable category,
which can be divided between two or more individuals (Kelly, 2012). It is believed that
the process of participation increases the weight of the overall influence of the leadership
process, and, consequently the ability of a leader to influence the behavior of other actors
of the process. This tactic figures as the foundation for the creation of modern leadership
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styles that place the emphasis on the division of power, authority and responsibility,
which will be discussed later.

Evident correlation of power and influence, in the light of the selection and
effectiveness of certain tactics, can be manifested in several key directions (Falbe, Joun,
Yukl, 1993):

1) The dominant form of power that a leader possesses, directly determines the
choice of tactics of influence that will be applied in the leadership process. The use
of certain tactic is caused by specific types of power that are conditio cine qua non of
application of the most techniques of leadership influence. So, for example, the technique
of rational persuasion requires the presence of expert power, the exchange tactic requires
the power of remuneration, and the pressure tactic requires the power of punishment. It
must be noted that in most cases for exercising influence the perceived power is much
more relevant than the real power of the leader. Therefore, it is important to convince
the target person that the leader has a certain power and that he can use it, regardless of
whether it matches the real situation or not.

2) It is possible that the power of the leader acts as a moderating factor in the
influence process, increasing or reducing its effect in situations where the application of
certain tactic is not directly associated with certain types of power as in the previous case.
For example, a leader with high referent power will be able to achieve greater success
in the implementation of techniques of rational persuasion than someone who does not
possess this type of power, regardless of the fact that this technique is not directly related
to the referent, but to the expert power. Also, a strong expert power can significantly
strengthen an attempt to influence, even in cases where the expertise of leaders is not a
primary factor for stimulating specific alternative choices.

3) There is a possibility that the power of a leader influences the response of
individuals, even if the leader does not intend to exercise any influence on the behavior
of that individual. People tend to behave much more polite and agreeable to the people
who have significant power of rewards and punishments, which is manifested even when
there is neither the direct dependence on the holders of this type of power, nor their
ability to directly use it. The point is that people perceive the potential effects of such
behavior and the possible reaction of the leader in the future and accordingly adapt their
current acts, which in the end results in an influence that a leader is not even aware of.

Certain studies have shown that some of the tactics of leadership influence are more
efficient in one than in other situations (Du Brin, 1997). So, for example, inspirational appeal
and pressure tactics produce the best results when used in a top-down variant; personal appeal
and exchange tactics are more successful in lateral relationships, while rational persuasion
tactics are the most effective when applied to the lower organizational levels.

The impact of national and organizational culture
on leadership influence tactics

The choice of tactics of leadership influence and dominant sources of leadership
power are influenced by the characteristics of national and organizational culture within
which the observed organizations and their leaders are functioning. It is known that all
national cultures may vary in relation to the four primary dimensions (Hofstede, 2001):
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Individualism versus collectivism identifies whether the culture dominantly
reflects an individual or a group. Individualism means weak social ties and social
structure in which the individual cares only for self, they early become independent from
their primary family and they are considered to be responsible for their own destiny. In
collectivist cultures, people are attached to the collective, often to the extent that their
own identity is experienced only through a social community. The members are loyal to
the group, which is expected to protect and help them, and in turn they provide maximum
support whenever necessary. In individualistic cultures, individuals are responsible for
making decisions, whereas in collectivist culture the responsibility is shared by the group
members. In collectivist cultures, there is a much greater tendency for group members
rely on the authority of the position in the decision-making process, which is why the
influence of leaders is more based on positional, rather than on personal sources of power.

Power distance describes the extent to which a society accepts that power
in institutions and organizations is distributed unequally (Hofstede, 2001, p. 340).
In cultures with higher power distance, there is a dominant view that the unequal
distribution of power is natural and desirable or necessary for the functioning of society.
In these societies the authoritarian consciousness prevails, the degree of centralization is
higher, and the organizations are characterized by clear hierarchy, formalized structures
and unquestionable obeying to the people in the positions of power. In contrast, in the
cultures with low power distance, there are aspirations for greater unification of power
among members of society. Those who have the power - try not to expose it, the decision-
making is decentralized on all the levels, while the organizational structures are more
flexible, less rigid and inclined to informal models of structures, favoring personal power
of the leaders.

Uncertainty avoidance identifies the willingness of members of a culture to accept
uncertainty, risk and change. National culture with a high degree of uncertainty avoidance
is characterized by an extremely low tendency for people to change in the private
and professional spheres, fear of everything new and unknown and low tolerance of
differences on any grounds. In these cultures there is a pronounced distrust of individuals
and groups who in any way deviate from standard behavior patterns, as well as of those
who belong to other national cultures. As a result of such attitudes, organizations in
cultures with a high degree of uncertainty avoidance are based on a number of formal
rules to regulate the behaviour of employees, standardization and formalization, in an
attempt to provide as much stability and predictability, which is why those organizations
incline to a greater use of positional power and tactics of leadership influence based on it.

Masculine versus feminine values in the literature are often defined as the quantity
versus quality of life. In cultures with a predominant masculine values, there is a dominate
need for achievement, success and acquisition of material goods, which are the basic
criteria for the assessment of one’s capabilities and value. In contrast, in cultures with
prevailing female values, there is a dominant need for social contacts, providing support
and assistance, the development of harmonious interpersonal relationships, respect and
dignity. In these cultures, power is based more on personal than on the positional sources
of power.

Besides to the characteristics of national culture, the choice of tactics of leadership
influence and the dominant sources of power is also influenced by organizational culture.
Organizational culture as a system of common values, attitudes and ways of thinking
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shared by employees of the organization (Bratton, Gold, 2003, p. 485) defines a set of
beliefs and assumptions about how employees should behave, what is important for the
organization and how it should be positioned in relation to the environment (Eric Nielsen,
2015). Organizational culture consists of its dominant values, and, from that point of
view, can extract as many cultures as there are types of different systems of values and
beliefs (Cooke, 2003). One of the most famous classifications of organizational cultures
is one given by Harrison and Handy, who divided all cultures into four types: power
culture, role culture, task culture and person culture (Petkovi¢, Janicijevic et al. 2014).
Each of these types of culture promotes the domination of some sources of leadership
power, and therefore the basic sources of leadership influence.

Power culture is neither based on rules and procedures, not burdened by bureaucracy,
so the decisions may be made very quickly. This culture is mainly present in a small
organization, although it can be found in the organizational units of the larger systems.
The system relies on the central figure of the leader, who is the holder of power, resulting
in a structure that is able to rapidly change in an attempt to respond to external challenges.
Communication is intense and informal, and political processes and the struggle for power
are very pronounced and strong. The autocratic leadership, in which the resource control or
personal charisma is a main source of power of a leader, is most commonly applied.

Role culture is often referred to as bureaucratic, because there are clearly defined
procedures of behaviour, formal rules, standards and descriptions of roles. It is based
on logic, reason and rationality. The power of a leader ensues from the position and
is generally depersonalized. This is an organization with clear hierarchical levels and
inclined to centralize decision-making. Its advantage is the predictability and stability,
while the disadvantages are reflected in inflexibility, inertia, tightness and slow response.
This culture creates a highly structured, stable organization, bureaucraticly accurate job
descriptions and roles of individuals, in which work is controlled through procedures and
rules which are far more important than the person who applies them.

Task culture is based on the assumption that solving problems is the purpose of the
organization. The emphasis is on results and how to get the job done in the best possible
way. Individuals have broad discretion and control over the work they perform. This
culture is flexible and adaptive. The organizational structure is often based on teamwork,
flexible and can be transformed depending on the current task. The organization does
not have such solid and clear boundaries between the segments as is the case with
the role culture. The power of a leader stems from expertise, so much more from the
knowledge than from his position. Performance is viewed in terms of results achieved
and problems solved, and the success and achievement are the most appreciated values.
Talent, creativity, team problem solving and cooperation are also favored.

Person culture favors the interests and goals of the individual who is the central figure
in the organization, which exists precisely to serve as a support to other individuals. The
highest value of the organization is the person’s autonomy and its members believe that they
are, in a sense, superior to the organization. Individual goals dominate the organizational
ones, so that the survival of the organization can be difficult and uncertain, which is why this
culture is rarely present in the entire organization, but rather can be found in its smaller parts.
It is characterized by a small number of rules and procedures, is extremely decentralized
when it comes to decision-making, there is a wide dispersion of power and insistence on
individual freedoms. Given that the source of power lies in the competence and inventiveness
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of employees, the advantage of this organizational culture may be in creativity and innovation,
which is why it is usually related to scientific research institutions.

Conclusion

One of the primary characteristics of the process of leadership is to be largely
based on the influence that is being realized with the use of any source or a form of
power. The power is an instrument used by the leader in order to establish the influence
on followers. Regardless of whether it is a positional or personal dimension, the power is
an essential component of the analysis of any leadership process.

Given the fact that the amount of leadership influence is not a fixed category, it
can be increased by using different tactics, depending on the specifics of the situation. It
can therefore be concluded that the influence of a leader is a specific contingent variable,
which is formed under the impact of various situational factors, but there are circumstances
that require a combination of multiple tactics of influence and more sources of leadership
power, and one of those situations is connected to the context of organizational changes,
which are an essential precondition for the survival and functioning of the organization
in the modern environment.

The scientific contribution of this work, in theoretical terms, is reflected in the
emphasis on the importance of research of the phenomenon of influence and power in
the leadership process, as well as in highlighting the role of various factors in the choice
of tactics of leadership influence and giving benefits to certain sources of power, in the
process of organizational leadership. Theoretical approach synthesized in the paper is the
basis for possible future theoretical and empirical research, and its practical contribution
is reflected in provision of the guidelines for leaders in the organizations in order to
more actively consider the effects of certain tactics of influence, power sharing and their
adjustment to the requirements of specific situational circumstances.

The fact is that the tactics of leadership influence, with the support of the power
that makes their essential back-up can lead to routing the behavior of followers in the
desired direction, and to inspire people to engage in achieving a certain goal, which is the
essence of leadership process. The extent of this influence and manner in which people
respond to an incentive or an influence attempt, depends primarily on the degree and
nature of their motivation. Therefore, the motivation can be considered as the third link
in the chain of leadership process, which is very important, and future research will be
aimed, inter alia, to this problem area.

The biggest limitation is reflected in the lack of empirical research that would
explore the effects of certain tactics of influence, in the context of cultural and
organizational specifics of domestic enterprises, and examine concrete relations of
influence in the process of leader-member exchange in organizational leadership in our
country. It is evident that the process of leadership in organizations cannot be carried
out independently of the application of power, and that the effectiveness of the overall
leadership process is largely conditioned by the strength and the form of the leader’s
influence on the followers. In this context, we should expect an increasing number of
empirical studies in this problem area, which will be one of the directions of future
research of the author of this article.
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Introduction

Every organization has its own internal and external environment. Understanding
the external environment is very important for a successful business. External factors
affect almost every aspect of business, whether it is the location of the market, product
price, product distribution etc.

The subject is to determine the impact of external factors on the management of
the company. The main goal is to present the external factors that have the most negative
influence on the operations of companies in the Republic of Serbia.

The paper consists of 2 parts. The first part defines the concept of the business
environment. The terms internal and external environment are described in it. In addition,
the factors of the internal and external business environment are shown. The second
part presents the results of empirical research. The survey tested 60 companies. The
survey contains key external environmental factors that may impact the organizations
management. The results indicate that factors from the political and legal environments
have a negative impact on the operations of the company.

Hypothesis 1: Many external environmental factors affect the business of
companies in Serbia, the most important of which are from the political and legal
environment.

Hypothesis 2: Companies in Serbia do not hold to a detailed assessment of
operating costs in high regard, so factors of the economic environment are ignored.

Business environment

All companies have internal and external environment. The internal environment
is associated with human resource management and business organization. To some
extent, the internal environment can be controlled and changed through the planning and
management of business processes. Internal environment factors are human resources,
organizational culture, organizational structure and management. (Purici¢, 2013)

Knowledge, experience and workforce capabilities are a decisive factor for a
company’s success. This is why a great deal of attention is directed toward the recruitment
of qualified workforce and staff training in particular. Achieving these goals is often
limited by financial resources. However, staff training is an essential aspect of good
business management. Keeping that In mind, this goal should be achieved even in a
difficult financial situation. (Obradovi¢, Fedajev, & Nikoli¢, 2012)

The success of any company depends on the ability to adapt to the environment in
which it operates. For example, when the government changes its policies, the organization
should adopt such changes. Similarly, changes in technology can make existing products
outdated, such as computers succeeding typewriters or color TV’s succeeding black and
white TV. Also, fashion changes may affect the distortion in the market of a particular
product. For example, the demand for denim clothing has influenced the decrease in
demand for traditional clothing. All these cases represent external factors which cannot
be controlled by the company. Therefore, if the company wants to continue its business,
it must adapt to changes. (Wong & Mohd, 2013)
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The term external business environment refers to an aggregate environment that
may have a direct or indirect impact on the performance of companies. It can also be
defined as a set of external factors, such as economic, social, political and legal factors,
demographic factors and technical factors, which cannot be controlled and which affect
the efficiency of the company. (Isiac, 2014)

The survival and success of any company depends on its economic environment.
The main factors affecting the economic environment are economic politics, economic
situation and factors such as energy prices, transport costs, the price of telecommunications
services, quality standards, the influence of the banking sector etc. (Zivanovié, 2014)

The economic situation of the nation refers to a set of economic factors that have a
major impact on the operations of the company. This includes the gross domestic product,
the market of goods and services, foreign exchange reserves, the growth of foreign trade,
the availability of capital, the power of capital markets etc. The economic situation of
the nation has an impact on patterns of consumer spending. An increase in interest rates
and / or high levels of unemployment will reduce consumption of non-essential goods
and services. For example, if people experience financial difficulty, they will spend less
money on sports and recreation, vacations, new cars and luxury goods. (Semolic, 2007)

Social environment includes social factors such as customs, traditions, values,
beliefs, literacy, life expectancy etc. Social structure and the values that a society
cherishes has a significant impact on the company’s functioning. (Kennerley & Neely,
2013)

For example, before ‘“Microsoft” bought “Nokia”, Nokia had mainly been
operating in the Western market. It was important to fully understand social factors in
this market, as well as to constantly improve technology. The growing trend towards
smart phones has led to people only buying these phones, and the demand for standard
phones falling significantly. Nokia’s task was to recognize such a set of circumstances.
However, the company management decided to take it another step forward and develop
the next generation of smart phones. Due to the slow progress of such enterprise, Nokia
has lost competitive advantage, product sales, and financial power. This has led to the
purchase of Nokia by Microsoft, and termination of this brand. (Hueske, Endrikat, &
Guenther, 2015)

The political environment includes the political system, government policy, the
attitude towards the business community, trade unions etc. All these aspects have an
impact on the design of corporates strategy. The stability of the government will also
send a signal of strength and confidence to potential investors. Political factors affecting
the business are important. All companies must obey the law, and managers need to
recognize how upcoming laws will affect business. (Yunusa, Bustamanb, Wan, & Wan,
2014)

Technological environment includes methods, techniques and approaches adopted
for production of products and services and their distribution. Technology is a key factor
in economic development. Due to the advancement of international communication, the
growing economic interdependence of countries, as well as serious shortages of vital
natural resources, transfer of technology has become a major preoccupation of developed
and less developed countries. (Unknown, 2015) Huge changes in the technological
environment have occurred over the past 30 years, mostly in sections such as the
chemical, pharmaceutical and electronics industry. It is very important for companies
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to keep up to date with these changes, not only because it will enable innovative new
products, but will also give them a competitive advantage. (Yoo, Sawyerr, & Tan, 2015)

The legal environment is derived from the political situation in the country
and has three dimensions: the laws in the country, the laws of the foreign market and
international laws. The basis of all commercial activity is a contract. The purpose of the
contract is to determine rights and obligations of the parties. In this way, the possibility
of conflicts between parties is reduced. In the context of international business, which
brings a number of risks and complexity, the contracts assume a key role in, for example,
booking forwarding companies, shipping lines, airlines etc. (WTO, 2015)

There are many demographic factors affecting business such as income, age
structure, geographical area, changes in the size and structure of population etc. These
factors can be presented as a range of properties that are used to determine consumer
preferences. Many companies identify their key customers through the analysis of these
traits. Then they target consumers with similar characteristics through advertising and
promotions. Targeted consumers with similar demographic characteristics help the
company increase its sales and profit. (Peterson, Rhoads, & Vaught, 2001)

Case study - impact of external factors on business of companies
in the Republic of Serbia

Table 1. Importance of external environmental factors on company'’s operations
in the Republic of Serbia

Rang | Factors name Ava;:age Max Min.
rating rating ratng
1 High tax rates 4.32 2 5
) Problems with. the collection of 491 | 5
receivables

High levels of corruption 4.16 2 5

4 Finding appropiate business partners 3.95 1
Fluctuation of exchange rate 3.74 1 5
6 Political instability in the domestic 363 | 5

market
Lack of incentives for local authorities 3.62 1 5
Lack of adequate infrastructure 3.53 1 5
Inadequate legislation 3.42 1 5
10 Inadequate workforce on market 3.40 1 5
11 The efficiency of the judiciary 3.37 1 5
12 Complicated export procedures 3.27 1 5
13 Implementation of legislation 3.25 1 5
14 Energy price 2.24 1 5
15 Lack of information on foreign 316 1 5
markets
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16 Inadequate bank support 3.14 1 5
17 Failure to fl.J.]ﬁu contractual 305 | 5
obligations

18 Tariff barriers 2.89 1 5

19 The fulﬁllm.ent of the necessary 285 | 5
quality standards

20 The high le\_/el Qf prices of 279 | 5

telecommunication services

21 Lack of raw materials 2.68 1 5

2 Difficulties in the purchgse / lease of 262 | 5
business premises

23 High transport costs 2.21 1 5

In this section, the analyzed and presented results of an impact assessment of
external environmental factors on the operations of companies with 5 to 30 employees
will be shown. Firstly, they identified key external environmental factors that may impact
the business of an organization. A sample of 60 companies was analyzed on the territory
of Serbia.

The research results are presented in tables. In Table 1 results are shown and
ranked by the influence of external environmental factors that may affect the business.
The factors are ranked according to the average rating of answers. A minimum and
maximum rating is given in addition to the average rating for each factor according to
the responses given. External environmental factors were evaluated by the impact from
1 to 5(1 - least affecting, 5 - most affecting).

The resulting ranking list points to the major problems faced by companies in
Serbia. If you look at the results shown in Table 1, you can come to a conclusion that the
tax rates, the issue of debt collection and high levels of corruption are the most important
external environmental factors that affect the business of the companies. Based on
ranking factors listed in Table 1, it can be concluded that the first 10 ranked factors are
typical for political and legal environments, which was one of the six external factors
considered in the business environment, and thus confirming the hypothesis 1.

To the contrary, the least significant external environmental factors that may
affect the operations are the fulfillment of the necessary quality standards, high prices
of telecommunication services, lack of raw materials, difficulties in purchase / lease
of business premises and high transport costs, which are specific for the economic
environment, which was also subject to external environmental factors considered, and
thus confirming the second hypothesis.

Conclusion
The term external business environment involves external forces, factors and
institutions that are operating beyond companies’ control, which affects the functioning

of the organization. Changes in the external business environment are unpredictable,
vary from city to city, region to region and from country to country. Analysis of the
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environment can significantly facilitate the work of managers in dealing with business
challenges.

There is a close interaction between the organization and its environment. This
interaction helps the company’s development, growth and efficient use of resources. As
already mentioned the external business environment is complex and dynamic by nature
and has a long lasting impact on the survival and development of business. A proper
understanding of the social, political, economic, legal, demographic and technological
environment helps companies identify opportunities and threats, focus on growth and
continuous learning, achieve competitiveness and identify strengths and weaknesses.

Based on the conducted tests, the importance of external environmental factors
can be seen. The research results can provide important information about the impact
of external factors on the business of companies in the Republic of Serbia, based on
empirical results, to managers of companies and potential investors.

The results of this research should be interpreted with caution, due to certain
limitations. The main source of limitations is in the survey itself, which covers only the
most important external environmental factors. Surveys were completed by one person,
which is, in most cases, the owner of the company. Other than that, the survey is also
affected by the fact that the respondents cannot be impartial, as well as the competence
of the interpretation of the environmental factors. In addition, a relatively small sample
of 60 companies that participated in the survey had been used, mainly those that operate
in the township of Nis.

This work may be subject to further examination, which may include medium and
large companies that would set up a hypothesis confirmed on a larger sample.
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Increasing competition present in the higher education in B&H has
conditioned the trend that institutions need to ‘fight” for each student via quality
development at higher education institutions. This paper deals with means of
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to quality, satisfaction and loyalty of students of eMPIRICA College.
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8UJIO je mpeHO 0a ce BUCOKOUIKOICKe Yycmanose e mopajy “‘dopumu’ 3a ceaxkoe cmy-
Oenma Kpo3s pazeoj keanumeme. O8aj pao ce 6asu HauuHoM nosefiarea Kearumemom
Ha Bucokoj wikonu eMITHPHUI]A Kpo3 KOHMUHYUPAHO UCMPAXCUBATbE 3A0080/bCNEA
cmyoenama.

3a nompebe o6oza pada Kopuwimen je aHkemH YARUMHUK KOju ce cacmojao 00 mep-
OIblL GE3AHUX 3 KEAUME, 3a0060/6CME0 U J0jaIHOCH cmyOenama. Mcmpadicusarbe
Jje nposedeno na nouemky u na Kpajy akaoemcke cooute. Ha osaj nauun je ymephen
Jjaz y noanedy kearumema, 3a0080/6cmed u aojarHocmu cmyoetama wa BILI eMITH-
PUIA.

Tpumjenom ¢haxkmopcke ananuze epynucane cy mepore ynymap kearumema y 3
Jumensuje keanumema. Pezynmamu npoeedene mynmusapujayuone ananuse apujan-
ce (MAHOBE) cy ymspounu oa nocmoju 3HayajHa cmamucmudka pasiuka usmeny
OUeKUBAHO2 U NEPYENUPAHO2 KeAaIumemd, 3a0060,/6CMe6d U OjaHOCMy CmyoeHama u
Ha OCHO8y moza je ymepleno nocmojarse jazu Koo ouekusarsa u nepyenyuje cmy-
Oenama. Ilpumjenom m-mecma je ymephero KoO KOjux nojeOuHux meporu nocmoje
3HayYajHe cmamucmuiKke panuke y OK6Upy 04eKusaHo2 u Nepyunupanoe Keaiumema,
3a0060/6CMBA U NOJAIHOCU CHYOEHAMA.

Kwyune peuu: Bucoroe obpasosarva, ocueyparbe Kéauumeme, MyImusapujayuore
ananuse, jas

Introduction

Higher education in Bosnia and Herzegovina (B&H), as in Europe, is facing
numerous challenges. Those include: a need for quality enhancement and harmony
between teaching and learning on one hand, and the wider social needs and market
demands on the other; adjustment to globalisation and an increasing number of students
and higher education institutions in the whole world; an increase and dissemination of
higher education services using new technologies such as massive open online courses
or blended learning (Nani¢, 2014, p, 923).

Specific tendencies in higher education in B&H and beyond have influenced the
work of higher education where quality as a means to attracting students has become
more important. However, Senthikumar and Arulaj (2011) claim that overall higher
education quality lags behind primary and secondary education, and more attention
needs to be given to higher education.

Higher education institutions as leaders of society development need to offer
users a specific quality in their work. Specificity of education is that within its system
knowledge is transferred onto the users, and students are the primary users of the
educational system. Students acquire new knowledge and competencies in the higher
education which they utilise in all segments of life.

Students are the best instruments to measure the quality of higher education since
they are the primary users of the educational system. In order to enhance quality system
at a higher education institution, it is essential to investigate the satisfaction of students in
that institution. Comparison of satisfaction of students in two time periods can give us an
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insight into what has improved/worsened in the system. The investigation is conducted
by determining the gap between the expectations and perceptions of students. Through
implementation of Bologna Declaration in B&H educational system, the quality keeps
developing. The higher education institution needs to actively apply the quality system
as it is the only way to receive all necessary licenses and accreditations (Puska et al.,
2015, p. 16). According to the official records retrieved from the website of Centre for
Information and Recognition of Qualifications in Higher Education in B&H, currently
there are 10 public and 38 private higher education institutions which have a license.
Out of these, 18 HEIs have received an institutional accreditation and 12 more are in the
process of becoming accredited, which puts the quality culture at a higher level in B&H.

The topic of the paper is to investigate methods of enhancing quality system at
eMPIRICA College through determining the gap in the quality system. Determining
in what statement there is a gap helps in providing guidelines for enhancing the overall
quality level.

Main aim of this paper is enhancement of quality system via determining the gap
between the expectations and perceptions of the students. Supporting aims of this paper
are to:

*  Group the statements on measuring quality into quality dimensions,

*  Determine if there is a statistically relevant discrepancy between expectations

and perceptions in quality, and satisfaction and loyalty of the students,

+ Investigate in which quality statements there is a gap between expectations and

perceptions.

*  Provide guidelines using the results of the research to enhance quality at

eMPIRICA College.

Conceptual framework of the research

Higher education quality

Quality in HEIs is equivocal and encompasses teaching delivery (a high-quality
curriculum adjusted to the market), high-quality work conditions (well-equipped
schools), competent teaching staff (qualified to offer knowledge to students), competent
HEI employees (Students’ office clerks, expert associates, etc.), etc. (Puska et al., 2015a,
p. 16).

Due to its complexity and multidimensionality, the quality needs to be observed
from various angles, out of which students’ opinion is the most important as they are
direct participants in the higher education system. So as to maintain the quality level, all
actors and work conditions at a higher education institution have to be oriented toward
quality enhancement.

Quality system is not merely introduced so as to meet legal regulations, but the
quality needs to serve in building satisfaction of the student, who will be loyal. (Puska
et al., 2015b, p. 104)

The system of quality assurance guarantees that the subject of higher education
pays attention to the purpose of its existence, to the processes that contribute to the
creation of experts and to people who plan and conduct education processes and scientific
an research work (Mencer, 2005, p. 241).
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Main tendencies in the field of assuring and enhancing quality of higher education
are conveyed through (Lazi¢, 2007, p. 1):

Ascertaining unique criteria of assuring and guaranteeing the quality of
education within the frame of Bologna process,

*  Developing, determining and balancing national systems of accrediting HEIs
and study programs and

+  Elaborating on and introducing the quality management system based on different
QMS models.

Establishment of quality system in European countries is conditioned by Bologna
Declaration on development of higher education. “A wide spectrum of evaluation and
accreditation programs of individual countries in the EU and the rest of the world considerably
hinders the establishment of unique quality standards in higher education, comparison of
accredited programs, curricula or institutions, as well as mobility of students and staff”
(Petkovi¢, Jasarevi¢, 2005, p. 288). It is precisely curricula, teaching staff and students that
are key parameters of development and enhancement of quality in higher education.

Guolla (1999) deems that positive perceptions of quality can lead to students’
satisfaction and an increase in the number of students at the institution. Each HEI strives
to achieve a competitive advantage and attract new students and keep the existing ones by
enhancing the quality system (Temizer, Turkyilmaz, 2012, p. 3802).

Instruments for measuring quality in higher education

Different research applied different instruments to measure quality in higher education.
Many researchers have readjusted SERVQUAL model for measuring quality for the purpose
of investigating students’ satisfaction with the quality. Original SERVQUAL, created
by Parasuraman et al., (1988) had its 10 dimensions reduced to 5, those being: tangibles,
reliability, responsiveness, assurance and empathy.

By readjusting SERVQUAL model Owlia and Aspinwall (1996) suggested six
dimensions to measure quality in higher education, those being: tangibles (appropriate
equipment and facilities), competence (vocational classes, practical and theoretical
knowledge), attitude (understanding needs of students, friendliness, personal care, etc.),
content (practical application of curriculum, knowledge flexibility, etc.), delivery (effective
presentations, feedback from students, etc.), reliability (trust, solving complaints and
problems etc.). As it was mentioned above, HEI services are specific as they are used to
transfer knowledge to students and for that reason it is not possible to apply the classical
instrument for measuring service quality. Furthermore, Ho and Wearn (1996) incorporated
SERVQUAL into HETQMEX model which is excellence model for higher education,
while Klari¢ and Kulasin (2011) have developed SERVQUAL into HEDUQUAL model for
measuring higher education quality.

In addition to SERQUAL model for measuring higher education quality, the following
models are also used:

*  SERVPERF measures service quality based on the perceived service factors.

It is in essence SERVQUAL model that differs in that it measures students’
perceptions, not expectations.
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* HEdPERF was developed by Firdaus (2006) and it serves as a measuring
instrument of service quality exclusively for higher education which consists of
the following dimensions: non-academic aspects, academic aspects, reputation,
approach and understanding. It is precisely SERVPREF and HEdPREF that
represent the best instruments for measuring higher education quality, but it is not
possible to determine which one is better (Camgoz-Akdag, Zaim, 2012, p. 875).

*  EduQUAL is specifically suggested for education sector. It is used for measuring
satisfaction level of different participants (Mahapatra, Khan, 2007, p. 289). This
measuring instrument consists of the following dimensions: learning outcomes,
responsibility, physical facilities, personality development and academic aspects.

*  EDUSERVE was developed based on SERVQUAL measuring instrument which
served for measuring the expectations and perceptions of quality in Mauritius
high schools (Ramseook-Munhurrun et al., 2010). It consists of the following
dimensions: empathy, school facilities, reliability, responsiveness and assurance
of students’ discipline.

Satisfaction and loyalty of students

Satisfaction is defined as a rate of the total service and service experience in the
preceding period (Lin et al., 2010). Loyalty is a term connected to dedication of clients
to a specific brand, shop or supplier based on the positive attitude and is reflected in the
repeated purchase (Ningsih, Segoro, 2014, p. 1017). When applied to higher education
system satisfaction is experience with higher education service while loyalty is students’
dedication to higher education institution they attend, as well as their desire to continue their
education there. The most important indicator in HEI quality research is precisely loyalty
and satisfaction of students. A loyal and satisfied student helps in development of that higher
education institution. Keeping the levels of loyalty and satisfaction of students is impossible
without the implementation of quality system at that HEI (Puska et al., 2015a, p. 17).
Connection of these two concepts with quality was dealt with in numerous studies. Puska et
al., (2015a and 2015b) in their two studies connected quality perception with satisfaction and
loyalty of students using multiple regression and canonical-correlation analysis and proved
that a satisfied student is a loyal student. Negricea et al., (2014) investigated the connection
of quality perception with satisfaction of students. Dib and Alnazer (2013) investigated
how quality system is connected to satisfaction and loyalty of students. Dado et al., (2012)
connected quality system with students’ behaviour. Temizer i Turkyilmaz (2012) investigated
how quality perception affects students’ satisfaction index and its connection to loyalty.

Investigating loyalty and satisfaction is very important for each HEIL “Students transfer
their satisfaction with work and quality of a HEI to others, and in that manner s/he represents
that institution in the best possible way. On the other hand, a dissatisfied student will not
represent the institution in the best way and in that manner the reputation and image of the
institution suffers, which can result in a fewer number of enrolled students and migration of
students to another institution.” (Puska et al., 2015b, p. 103).

If the university meets the expectations, the student will be satisfied and will be the best
promoter of the university. The aim of education service flow is the satisfaction of the student,
which leads to loyalty and projects itself to the continuation of the studies (masters, doctoral
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studies, etc.) or initiates positive references to potential students and partners (general public)
(Gaji¢, 2011, p. 73). Due to everything abovementioned for each HEI, it is very important to
monitor its quality system, as well as the satisfaction and loyalty of its students.

Hypotheses of research

Higher education institution influences students through the established quality system.
Yahnong Li and Kaye (1999) conducted a research on the sample of 228 students and proved
that students’ expectations are relatively stable in a period of time, while their perception of
service quality changes during their studies and the perceived level of quality decreases as the
studies progress. This research showed that all students have high expectations from HEIs,
but the perceived quality decreases. For that reason it is necessary to enhance the quality
system in HEISs so as the expected and perceived quality levels are approximately the same
so that the students are satisfied with the HEI. Based on this and similar research the first
hypothesis is formulated as follows:

»  There is a significant statistical difference between quality dimensions based on

expected and perceived quality level with students.

Satisfaction is the key factor of business success and implementation of quality system
(Lin, Tsin, 2008). Due to that fact, it is very important to investigate satisfaction of students
and determine if it changes over a period of time and if students’ satisfaction increases or
decreases during their studies. If students’ satisfaction decreases during their studies, they will
not be interested in continuing the following cycles at that HEI, and it is debatable if they will
complete the current cycle at that HEI. Based on the abovementioned the second hypothesis
is formulated as follows:

»  There is a significant statistical difference in students’ satisfaction at the start and

end of the academic year.

Since the quality system is connected to satisfaction, and satisfaction, in turn, to loyalty of
students, it is necessary to investigate if and how the loyalty of students changes. The mentioned
studies have shown that these three research variables are mutually related. Loyal students
continue other cycles at that HEI and recommend it to others (Temizer, Turkyilmaz, 2012).
Based on that, it is necessary to investigate if and how the loyalty of students changes so as to
enhance the quality at the HEL For that purpose, the third hypothesis is formulated as follows:

»  There is a significant statistical difference in students’ loyalty at the start and end

of the academic year.

To prove the proposed hypotheses the research will use multivariate analysis of
variance (MANOVA). Based on that, the following variables are proposed: independent
variable — conducted research in two time periods and dependent variables — quality
dimension, satisfaction and loyalty of students.

Research methodology
For the purpose of this paper, empirical research was conducted at eMPIRICA College

on two occasions. The first research and collection of primary data was conducted at the
start of academic year 2014/2015, while the second research was conducted at the end of
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the same academic year. The research was conducted on two occasions so as to determine
the gap between expected level of quality, satisfaction and loyalty (the research at the start
of the academic year) and perceived level of quality, satisfaction and loyalty (the research
conducted at the end of the academic year). The point of this research is to monitor and
enhance quality at the HEL.

Both pieces of research used the same questionnaire taken from our co-founder
Ljubljana School of Business, Slovenia which consisted of 4 parts:

* 15 statements related to quality which encompassed different segments of a
higher education institution: teaching and administrative staff, availability of
information, facilities and equipment, as well as reaction of the institution to the
needs and desires of students. Due to variety of statements, factor analysis will be
used to determine quality dimensions,

e 5 statements to measure students’ satisfaction,

* 5 statements to measure students’ loyalty,

»  Participants’ characteristics (gender, year of study, study program, mode of
studying).

First three groups of the questionnaire used five-level Likert scale, where students
were required to provide their level of concurrence with the proposed statements (1 - strongly
disagree, 5 - strongly agree). The fourth group of questions is related to the characteristics of
the students: their gender, year of study, program study and mode of study. In both cases a
web-based questionnaire was used which was uploaded to the scientific portal - 1ka.si - and the
students received the link to the questionnaire. In the first research, the questionnaire was filled
out by 85 students, which is 75 percent of the total number as there are 112 students in all three
years of study. Due to the low total number, the research used purposive sampling, that is, the
link was sent to all students via a personal message through e-learning platform — eCampus.

Overall statistical data analysis was carried out in the software package SPSS 20.0.
which used several statistical methods. The reliability of the acquired data was measured
using statistical analysis called Cronbach’ alpha. Factor analysis investigated reliability of
data based on Kaiser-Meyer-Olkin (KMO) test and Bartlett’s test.

Apart from the need to investigate the proposed hypotheses, it is necessary to determine
what statements within quality dimensions show the gap between the expected and perceived
quality level and to what extent, so as to provide guidelines for enhancement of quality at
eMPIRICA College. This approach will also determine the gap between satisfaction and
loyalty of students so as to enhance loyalty and satisfaction of students at eMPIRICA College.
In the course of proving this hypothesis and aims the following methodology will be used:

«  Step 1: Grouping statements into quality dimensions using factor analysis,

+  Step 2: Investigating reliability of the collected data using Crombach alpha,

»  Step 3: Investigating the proposed research hypotheses using MANOVA and

+  Step 4: Investigating the gap between the expected and perceived quality using
t-test.

Results of the research

The questionnaire was filled out by 84 students the first time, and second time it was
filled out by 85 students and the following table shows the general characteristics of the subjects.
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Table 1: General characteristic of the subjects

Percentage in the  Percentage in the

Factor Category 1st research 2nd research

Study proeram Engineering Informatics 46.4 % 50.6 %
udy progra Business Informatics 53.6 % 49.4 %
Mode of studies Full-time studies 26.2 % 27.1%
© Distance-learning studies 73.8% 72.9 %
Gend Male 89.3 % 84.7 %
ender Female 10.7 % 15.3 %
First 23.8% 282 %
Year of study Second 37.0 % 38.8 %
Third 39.2 % 32.9%

Total number of students 84 85

Source: Research results

Since the questionnaire was anonymous, it was not possible to compare the answers
of the specific students and determine the discrepancy between them. However, since the
general answers will be observed in two pieces of research and it will not be dealt with subtle
differences in the observed categories of the subjects, these characteristics are considered
acceptable for the further investigation.

To examine the reliability of the factor analysis results, we used Kaiser-Meyer-Olkin
(KMO) measure of sampling adequacy and Bartlett test of sphericity. KMO indicator ranges
from 0 to 1. If the value of that measure is below 0.6, the correlation matrix will not be
appropriate for the factor analysis. With Bartlett’s test it is desirable that the significance value
is below 0.05 (p <0.05).

In the course of running factor analysis the analysis of main components was used, as
well as Varimax factor rotation with Kaiser normalization. In the choice of number of factors
we used unit root method, that is, Kaiser criterion.

Table 2 : Results of factor analysis on quality dimensions

Factor Quality-related statements Factor Statement
value code

Employees provide support to the students 780 VARO06
Employees help st.udents in solving problems encountered in the 754 VARO3
course of the studies
Employees always think in students’ best interests 153 VARO04
The College looks after students’ wellbeing 740 VARO07

! Students' complaints are solved quickly 738 VARO02
The College keeps promises it has made to the students 731 VARO5
Erpployees in the College pay attention to the specific needs and 717 VAROI
wishes of the students
Administrative staff at the College is pleasant .530 VAR08

Explained variance 53.672%, Cronbach's alpha 0.921
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Lecturers are available via electronic media .803 VARI12
Lecturers connect theory and practice .674 VARI11
2 Lecturers treat students in a transparent way .661 VARI13
iﬁ(c)t\:f:;sg . use modern scientific methods in transferring 653 VARI0
College employees are always at students’ disposal .624 VARO09
Explained variance 7.393%, Cronbach's alpha 0.853
The College has solid equipment 837 VAR14
: College facilities are comfortable 792 VARI1S

Explained variance 7.137%, Cronbach's alpha 0.796

KMO = 0.927; Bartlett’s test p < 0.000; Total variants explained 68.202%
Source: Research results

Before the factor analysis results are interpreted, it is necessary to determine values of
Bartlett’s test and values of KMO test. Measure of sampling adequacy is represented through
KMO test and using Bartlett’s test of sphericity it is aimed to determine the meaning of
correlations within correlation matrix. Results obtained through factor analysis show that the
data are adequate for factor analysis since value of KMO test is 0.9279, which is almost 1.
Specificity test is of significant importance since it implies that the correlation matrix is not
unit, which the test has proven.

Factor analysis results (table 2) have shown that in accordance with 15 statements
that were used to measure quality at the higher education institution, 3 dimensions stand out,
which are shown as factor 1-3.

Factor 1 - Administrative help provided for students. This first quality dimension
describes students’ needs and help provided for their wellbeing using 8 statements. The first
factor explained 53.67 % of the variance of the main group so the reliability of the collected
data is very high. The value of Cronbach’s alpha is 0.937 as the values for Cronbach’s alpha
range from theoretical 0 (zero) to 1. If the values of this indicator are close to zero then that
data is said to be unreliable. If those values are close to one it can be said that the data is
reliable.

Factor 2 - Satisfaction with the administrative and teaching staff. This second quality
dimension is described using 6 statements which are related to student’s satisfaction with
administrative staff and information they received from the College. The second dimension
explained 7.39 % of the variance and it also has a high reliability of the collected data.
Cronbach’s alpha value is 0.890.

Factor 3 - Facilities. The third quality dimension consists of merely 2 statements related
to satisfaction with College equipment and facilities as well as College’s keeping promises.
This factor explains 7.137 % of the main group variance and the value of Conbach’s alpha
is 0.766. It does not represent a high reliability, but it can be taken into consideration. It is
necessary to point out that that “if all values of this indicator are below and equal to 0.75 one
should reconsider if that data should be taken into account” (Leontitsis, Pagge, 2007: 336).
Since the value of Cronbach’s alpha is over 0.75 the data will be taken into consideration.

After the quality dimensions have been determined factor analysis of the remaining
two variables was done, those being satisfaction and loyalty.
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Results of the factor analysis (table 3) have shown that all the conditions for conducting
this analysis have been fulfilled, which is corroborated by KMO and Bartlett’s test results.
All five statements used to investigate satisfaction have been grouped in one factor and it
explained 74.9 % of the main group variance. There is a high reliability present in these data
as the value of Cronbach’s alpha is 0.915. Based on factor analysis and Cronbach’s analysis,
it has been shown that the statements used for satisfaction of students are related and reliable.

Upon conducting factor analysis on satisfaction of students, factor analysis for
statements on loyalty of students will be conducted as well. Results of KMO and Bartlett’s
test show that the used matrix is not a unit matrix and that there is a relation between the used
statements which fulfilled the propositions for the use of factor analysis.

Conducted factor analysis has shown that there is only one factor related to students’
loyalty and that factor explains 75.3 % of the main group variance. Cronbach’s alpha test
shows that the data are reliable since its value is 0.919.

Table 3 : Results of factor analysis on satisfaction and loyalty variables

Factor Student satisfaction statements Factor Statement
value code

I thlnk I haV§ done the right thing by selecting 901 VARI6
education at this College

I do not regret enrolling in this College .893 VAR17
I am satisfied with my College choice .868 VARIS
My experience of this College is very pleasant .853 VAR19
Generally speaking, I am satisfied with this College .806 VAR20

Explained variance 74,825%, Cronbach's alpha 0,915
KMO = 0,837; Bartlett’s test p < 0.000

Factor Student loyalty statements Factor Statement
value code

I would recommend the College I attend to others 909 VAR21
If I had to choose again I would choose the same 890 VAR22
school

I am proud to be a student of this College .855 VAR23
I only say good things about this College .854 VAR24
If given an opportunity to continue my education, I 241 VAR25

would do it at this College
Explained variance 75,732%, Cronbach's alpha 0,919

KMO = 0,876; Bartlett’s test p < 0.000
Source: Research results

Upon investigating the reliability of the used data we move on to test the proposed
research hypotheses. Testing hypotheses will be carried out using MANOVA analysis and
using Wilks’ Lambda indicator. MANOVA is the extension of variance analysis which is
used when there are more than one (two or more) dependent variables. “MANOVA compares
groups and shows if it is probable that the mean differences in group influences on that
combination of dependent variables are correct and if it shows the possibilities those groups
manifest”. (Memet, 2011, p, 76).

48 EKOHOMUKA EXA1



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

Examination of the hypotheses will be carried out with 95 % reliability of accepting
the correct hypothesis, that is, p-value should be below 0.05. In the course of conducting
this analysis, the most important things are the indicator of significance and F-test value.
For the level of significance, the lower p-value, the better, while the higher F-test value,
the better, since it is precisely that which proves that there is greater statistical difference
between two or more observed groups. With MANOVA analysis the results from two
pieces of research are taken as an independent variable — one for the start of the academic
year and the other one for the end of the academic year. As a dependent variable with
the first hypothesis we took quality dimensions, with the second hypothesis we took
students’ satisfaction variable and with the third hypothesis we took students’ loyalty
variable.

Table 4 : MANOVA analysis results using Wilks’ Lambda indicator

Dependent variables Value F Sig. Hypothesis status
Quality dimensions 794 2.650 0.001 Accepted
Students' satisfaction 929 2.497 0.033 Accepted
Students' loyalty .846 5.952 0.000 Accepted

Source: Research results

MANOVA results show (table 4) that in proving the third hypothesis there is the
greatest statistical difference in students’ answers. F-test result is the greatest and it is 5.952.
The lowest one is the significance level. P-value is 0.000, which makes the third hypothesis
acceptable, with 0.0 % risk level that the true hypothesis will be rejected. Furthermore, this
analysis has the lowest value of Wilks’ Lambda indicator and it is A = 0.846.

Furthermore, MANOVA results show that the first hypothesis is accepted, that
is, that there is a significant statistical difference between quality dimensions based
on expected and perceived quality level by the students. With proving this hypothesis,
the value of F-test is 2.650, while the level of significance is 0.001, which makes this
hypothesis acceptable with 0.1 risk level that the true hypothesis will be rejected. The
value of Wilks’ Lambda indicator with this analysis is A = 0.794.

The second hypothesis proposed can be accepted since there is a significant statistical
difference between students’ satisfaction at the start and end of the academic year, which is
also supported by the level of significance. P-value is 0.033, while the value of F-test in this
analysis is 2.497. In this analysis the value of Wilks’ Lambda indicator is A = 0.929. However,
examination of the second hypothesis shows that there is 3.3 % probability that the true
hypothesis is rejected.

By examining the given results of t-test (table 5) we can see that only one statement
has a positive value of this test because expectations for that statement were lower than the
perception at the end of the academic year. That statement is “Administrative staff at the
College is very pleasant” and its value is 0.06681. Examining other values we can observe
that with the statement that the “College has solid equipment” there is the largest gap between
students’ expectations and perceptions and it is -0.62591. Observing the significance level
(sig) it can be seen that in all but three statements this level is lower than 5 %, that is, the
p-value is <0.05. Those statements are: “Employees always think in students’ best interest”,
“Administrative staff at the College is pleasant” and “College employees are always at
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students’ disposal”. It can be said that for these three statements there is the smallest deviation
from students’ perceptions and expectations.

Based on t-test results, it can be concluded that eMPIRICA College needs to work
more on quality enhancement so as to decrease the gap between students’ expectations and
perceptions on providing information to students and improve equipment and facility quality.
Based on this test, it is evident that all but one statement show a negative difference, that is,
students’ expectations were higher than the perceptions at the end of the academic year. This
College’s Management should analyse in more detail these results and make decisions so as
to enhance the quality system at this institution and thus reduce the gap between expectations
and perceptions of that quality.

Table 5 : Difference between expectations and perceptions of students regarding quality

Statement Perception Expectation Freedom . Mean

t-test . .
Code mean mean e degree Sig difference

Quality dimension - Administrative help provided for students

VARO1 3.8824 4.2381 -2.848 167 .005 -.35574
VARO02 3.7176 4.2024 -3.316 167 .001 -.48473
VARO3 4.1412 4.3929 -2.200 167 .029 -.25168
VARO04 3.9647 4.1667 -1.473 167 143 -.20196
VARO5 3.7059 4.1190 -2.908 167 .004 -41317
VARO06 4.2000 4.4286 -2.118 167 .036 -.22857
VARO7 3.8588 4.2857 -3.397 167 .001 -.42689
VAR08 4.3882 43214 .590 167 .556 06681
Quality dimensions - Satisfaction with the administrative and teaching staff
VARO09 4.2235 4.4524 -1.853 167 .066 -.22885
VARI10 4.0941 4.4762 -3.307 167 .001 -.38207
VARI11 4.1412 4.3810 -2.122 167 .035 -.23978
VARI12 4.2588 4.5833 -2.862 167 .005 -.32451
VARI13 4.3294 4.5595 -2.196 167 .029 -.23011
Quality dimension - Facilities
VAR14 3.5765 4.2024 -4.029 167 .000 -.62591
VARI15 3.8235 4.3452 -3.795 167 .000 -.52171
Student satisfaction
VAR16 4.1765 4.4524 -2.427 167 .016 -.27591
VAR17 4.1882 4.4643 -2.192 167 .030 -.27605
VARI18 4.1882 4.5357 -3.012 167 .003 -.34748
VAR19 4.0353 4.4048 -3.117 167 .002 -.36947
VAR20 4.0706 4.4167 -2.797 167 .006 -.34608
Student loyalty
VAR21 4.0000 4.5476 -4.185 167 .000 -.54762
VAR22 3.9176 4.2381 -2.186 167 .030 -.32045
VAR23 3.9647 43214 -2.841 167 .005 -.35672
VAR24 4.0941 4.4881 -2.969 167 .003 -.39398
VAR25 3.8941 4.4524 -4.068 167 .000 -.55826

Source: Research results
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Conclusion

The research in this paper has been conducted on two occasions: at the start and end of
the academic year with the aim of examining the gap between expectations and perceptions
of the students. The results have shown that there is a negative difference in all research
variables, that is, the expectations exceed the perceptions of students and average deviation
is from 4 to 12 percent. Only with the statement “Administrative staff at College is very
pleasant” there is a positive difference, that is, a positive gap. Based on the calculated gap and
results of ANOVA and t-test, the conclusions can be made as to what statements need more
work so as to enhance the quality system at higher education institutions.

In the course of examining quality at eMPIRICA College, we used 15 statements which
were grouped into 3 quality dimensions using factor analysis. Since the questionnaire was
taken from eMPIRICA College co-founders, it had some disadvantages as it did not include
some other statements and dimensions used in e.g. SERVPREF and HEdAPREF models for
measuring quality. This research has shown that it is necessary to separate teaching staff from
administrative and technical staff in the course of measuring quality of the staff and treat them
as separate quality dimensions as higher education institutions primarily transfer knowledge
onto students via teaching staff and by using equipment and facilities. It is also necessary to
include more statements on equipment and facility quality and reduce statements related to
the needs and help to students.

The recommendations for the future research are that in the course of creating a new
model for measuring quality at higher education institutions it is necessary to include more
different statements and determine which dimensions are of primary significance for the
quality. Furthermore, it is necessary to apply this questionnaire to different HEISs so as to gain
more complete information from students rather than merely conduct this type of research
on only one HEI. Only in that way can we get a valid model for measuring quality at higher
education institutions.
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agupmayuja mporcuwHo2 noci06arsd.

Introduction

Management consulting is one of the most important management techniques
developed over the last fifty years. The secondary effect of this invention is the rapid
development of new frameworks, tools and techniques in a number of companies.
Surprisingly, however, this appears not much to write. Partly this is due to the small
number of people interested in this subject - is still to be seen as the inability of a large
number of managers to recognize the benefits of the services of consultants (Kubr, 1976).
In other work, this may be due to the fact that the consulting company is very secretive and
discreet, and therefore their activites is difficult to analyze and explain. Creating attractive
business enterprises initiated the need for consulting. Consulting organizations helps
companies to achieve their goals, solve problems related to business and management, to
identify and exploit new opportunities, increase their knowledge and put into practice the
proposed changes. In the domestic economy, a lack of knowledge in the field of business
planning, which is essential for the opening of small and medium-sized enterprises. The
essence of the necessary changes can be defined as a new entrepreneurial society that
encourages risk-taking and creating new entrepreneurial skills. Consulting services is the
professional assistance in establishing businesses, but also in the identification, diagnosis
and resolution of problems relating to different areas and aspects of the business and
enterprise management (Mihailovi¢, 2007).

In our conditions the goal of consulting is to increase the level of business
efficiency, which is one of the key factors of successful change in a profitable business.
The dominant model of consulting, which in our practice is a combination of expert and
models Doctor - patient. Process consulting is still unknown in the national consulting
practice. The most common domestic leaders ordered a study on the development
strategy and organizational design on which to engage teams of consultants (Janicijevié,
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1992). The consultant must be competent, informed, objective, and in many cases, a good
psychologist, in order, through dialogue with the employees in the company, pronikao
of the problem. There is a tendency to standardize activities of consultants, to a recipe
that has proven successful applied in all situations. This of course makes the business
consultant, but the main question: Is such a problem-solving approach produces results?
(Mihailovi¢, 2007). One successful solution should not be generalized and applied to the
forthcoming engagement.

The concept and importance of management consulting

Consulting is often defined as “a service provided by an independent and
qualified person or persons in the determination and Investigations issues concerning
policy, organization, procedures and methods, recommending appropriate activities and
assisting in their implementation” (Guide to membership, 1974). The definitions used by
other professional associations with management consultants, such as the Association
of Management Consulting engineers in the US are very similar to this. In all of them
management consulting is a special service to which managers can call if they need
to obtain help in solving any problems. Consultancy work starts from conditions that
are considered to be unsatisfactory, and which, according to expert estimates, can be
repaired; ideally, ends with what is perceived as an improvement (improvement,
refinement). Some specific features of management consulting should be noted at the
outset of this study (Kubr, 1976).

First, consulting (counseling) is an independent provider. However, this
independence is limited by the fact that consultants are entering into a very complex
relationship between their client organizations and people who work in them. Basically,
the consultant team is added to the existing organization that asks for help, where his
capacity additions at the same time its main role. The consultant has no direct authority
to decide on the changes and apply them - but this should not be considered as defects. He
needs to master the skill of deep consideration changes of giving up their independence.
So firstly ensures the highest level of involvement in the work of the client, so that
ultimate success is shared success.

Secondly, consulting is essentially advisory services, which means that you do
not hire consultants to manage organizations or to make delicate decisions on behalf of
desperate managers. They are advisers (advisers) and their responsibility is to the quality
and validity of the advice given. It is not just about giving the right advice, but also about
giving advice at the right time and in the right way - these are basic skills consultant.
Of course, in practice there are many variations on consulting and many degrees of
“consultation”. The client in turn has to be very active in the process of receiving advice
arising from the consultant, trust them, and adopt as their implementation in your
organization, because, ultimately, they bear full responsibility for the consequences of
which are still there.

Third, consulting is a service that provides professional knowledge and skills that
are essential for the practical solution of the problems of management (administration). An
individual becomes a management consultant in the full sense of the word accumulation
of knowledge about the different situations of management and organization and the
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adoption of the necessary skills for problem solving - to determine the problem, finding
relevant information, analysis and synthesis (assembly and disassembly information),
choosing the right solution when there is a larger number possible, communicate with
people and so on. What is special to consultants is that over the years, going through a
number of organizations and learn how to use their accumulated experience of previous
assignments to the new conditions. In addition, professional consultants are constantly
trained in methods and techniques of management, including those that are used at
universities and in research Institution’s; convey this experience of customers and
help them in the implementation. They work as a link between theory and practice in
management. It is understood that managers must also possess certain types of skills,
especially in the implementation of new ideas.

Fourth, not a consulting service that provides an easy and simple solution is too
severe management problems. It would be a mistake to view consultants as a wizard that
can help you in all situations. Consulting is hard, systematic and disciplined work based
on solid analysis of facts and research of all possible solutions. Strong management
commitment to solving the problems of organization and cooperation between the client
and the consultant are of equal importance to the quality of the advice being received
and for outputting.

In today’s conditions, when all services are primarily oriented to the user, is
important to measure their level of satisfaction. The consulting firm can hardly continue
its successful business without the continuous improvement that is achieved by using
the data obtained from the analysis of user requirements and their positive regimen. It
is important to consider the different types of users that are associated with the project.
Three types of users exist on almost every aspect of consulting intervention (Philips,
2000). In short, customer satisfaction is the key of success and can be achieved in various
ways that focus on success is getting early feedback is essential. Otherwise, projects
can easily slip from the planned and designated times. Also, one should never rule out
the possibility that the project does not comply with the outset that the selected project
is sometimes a bad solution to a specific problem, it is necessary to find out at an early
stage of its implementation, in order to enforce the timely correction and thus prevent
the occurrence of weather misunderstanding, misinterpretation, poor communication,
etc.. If corrections are insufficient or impossible, poorly defined project can be replaced
by a better, more efficient easily and quickly before it comes to more serious problems.

Forms and methodology consulting

In modern conditions competitive success of the company depends primarily on
its ability to hire and effective use of their intangible resources, the ability to quickly
adapt to ever-changing environmental conditions and other pre recognize and meet the
constantly changing needs and requirements of consumers (Gajic, 2004). Consequently,
consulting developed as external and internal services (from the aspect of the organization
which uses consultants).

An external consultant is administratively and legally totally independent of the
organization for which he works. Internal consultant is part of a special working unit
enterprises - companies, groups of companies, government ministries, etc.. The precise
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boundary to these two types is difficult to withdraw - an autonomous consulting bureau
that helps the minister for the economy can be regarded as an internal unit as it is part
of government services, but can have the same working relationship between public
companies as well as independent external consulting firms. In practice consulting
organizations of the public and private sectors and the use of internal and external
consultants (Bols, 1971). Internal consulting services are often considered a better
solution to problems that require a deeper understanding of a very complex internal
relations, procedures and political factors in large organizations because of the presence
and awareness of the different functions of the organization or the specific limitations
which affect the business. If there is a constant demand for advice related to special
methods and techniques, internal consulting service can be cheaper and more productive.
However, eskterni consultants are better even in organizations that have internal
consultants when these workers do not meet the internal criteria of impartiality and
confidentiality or have no knowledge of certain areas. In some cases, complex tasks are
delegated to the external and internal consultants, or from internal consultant may be
required to precisely define the tasks of external consultants and to cooperate with them
with the aim to learn as much as possible about the things that are resolved.

Basic principles and methods of consulting apply equally to the activities
of external and internal consultants. As for the specific management functions and
techniques that will engage consultants, this profession has gone through several stages
of development. During the twenties of the last century a number of consultants in the
United States began offering services primarily in the areas of production - in research
work, production planning and rationalization. The next big area that they faced was
accounting. Consulting in the general area of management (management) was associated
with questions about structure and procedures. In the postwar period, consulting with
marketing, and also in various recent managerial techniques, operations research and
system design, he began to develop rapidly. At this point the profession could not
claim to provide a complete set of consulting services. After this, there has been a rapid
expansion and changes from the general concepts of consulting management problems
by adopting the perspective of business strategy, long-term planning, decision-making,
and more recently, the development of the organization.

A significant problem of the field of training and development, present for years,
is the lack of transfer of learned knowledge. In many situations the acquired knowledge
is not transferred to the real working environment. During the consulting intervention
participants may be involved in a number of learning activities, but it is essential to
ensure that this learned knowledge to the business.

Management consulting

In developed market economies consulting organizations to specialize its services
based more on specialization of its clients. The oldest form of specialization was the
following functional principle (Mihailovi¢, 2011). This means that the consultants
specialize in one of the control functions (production management, finance, marketing, ...).

Over time, the importance of specialization received by sectors: banking, small
business, transportation, construction, etc. (Bleci¢, 2005). Consulting organizations
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of Serbia is mostly organized on a functional basis, or insufficient specialization in
individual sectors. This is evident if observed offer consulting organization that focuses
on business issues of particular functions of the companies clients. Consequently, the
development of consulting services in Serbia is in its initial phase, which is similar to the
beginnings of consulting services in developed economies.

The regulatory and institutional factors of development
of management consulting in Serbia

Given the current trends in the consulting countries of our region, as well as the
degree of development of guidelines consulting with EU countries, the market for
consultancy services in Serbia has not been significantly developed in the past. Owners
and managers of companies are still not enough to feel the need for external services,
which would solve business problems. Bearing in mind the level and quality of demand,
not offer consulting services has not reached the required level. In such circumstances,
donor assistance in the past has significantly been given to promotion of conditions for
the development of this market. Specifically, within the EU “Non-financial support for
the development of SMEs sector in Serbia”, in 2002-2004. year made significant steps in
the creation and strengthening of the training and consultancy services in the Republic
of Serbia. This project is through a network of republican / regional agencies for the
development of SMEs (small and medium enterprises and entrepreneurs) conducted
820 training programs for future entrepreneurs and owners of SMEs, in line with the
recommendations and suggestions of the analysis of training needs. Also, in the previous
phase of this project have been identified as available local resources that are able to
provide adequate training and consultancy services in various areas (realized basic
training for coaches and executed process akreditecije service “providers”). Having
regarded with the underdevelopment of the market of consulting and training services
in the Republic of Serbia, especially outside Belgrade, in the framework of this project
is not realized and the Scheme to encourage education and consulting (Service Support
Scheme - SSS). The main objectives of “SSS”, in whose implementation involved 7
regional agencies / centers to support SMEs with service providers as subcontractors,
were providing access to existing and potential entrepreneurs with quality consulting
services (mostly assistance in developing a business plan) and training at affordable
(subsidized ) prices, as well as the realization of smaller regional projects of importance
for the development of SMEs. Realization of SSS was aimed to strengthen the role
of regional SME agencies as a catalyst of entrepreneurial development and market
development consulting services for SMEs in Serbia in joining the European Union.

In countries that joined the EU observed the three prevailing trends: (1) the
convergence of economic and social systems to EU standards, (2) economic development
and (3) development of the sector of consultancy services. Comparative analysis of the
consulting market in Central and Eastern Europe suggests that there is a significant
correlation between the rate of growth of the consulting market and the growth rate of
gross domestic product (GDP). In fact, in all the countries that have had positive growth
rates of GDP from 3.7% to 8.1%. recorded positive growth rates of consultancy market
from 4% to 35% (International Management Consulting, 2006). The average growth rate
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of consultancy markets in the analyzed countries in 2004 amounted to 15.17%, while
the average growth rate of GDP was 5.08%. Consequently, in these countries the sector
consulting at the rate of growth is running ahead of the general economic development
and at the same time on it retroactive effect. Today, no advanced market economy can
not be imagined without consulting a superior. However, in Serbia, institutional and
infrastructural factors are still the “bottleneck” of market development consulting
services (Mihailovi¢, Cvijanovic, 2011).

Based on the results of empirical research (Mihailovi¢, 2011), we can conclude the
following: The three most important factors of the development of consulting services
are: education and information, development projects and affirmation of market economy.
the greatest impact on the development of consulting services in Serbia are those
variables that, following their nature, might call education and information. This shows
that Serbian companies not well informed for the role and significance of consulting
services have that training as personnel, in this sense, is not enough. This observation
clearly indicates when you need to focus primarily and consulting organizations and
companies that use consulting, but also the state, because of improvements to education
and awareness in this area had all the advantages: consulting organization would put
more jobs (and therefore more money, to intensify its development); the company would,
using the services of consulting organizations, significantly accelerated their development
and improve performance; the state would, if nothing else, get richer sources of budget
financing.

Capacity building for non-financial support to enterprises
and entrepreneurs and development consultancy services

In the local public consulting services usually include assistance in drafting
a business plan, which is used when applying for a loan, or approximate training for
potential entrepreneurs. Entrepreneurs in starting and developing their own business, it
is necessary to help, primarily in the form of non-financial support to their businesses
grew and remained on the market in transitional conditions (Cvijanovic, Mihailovic,
Simonovic, 2009). It reflects the consulting services providing information, consultation,
mentoring, training and training in different fields of importance to conduct business.
Entrepreneurs who start independent operations generally have no experience in the
management and running of the company and do not have formal education in this field.
In such conditions, assistance and support during the initial period can significantly
increase their chances of success. In the future it is necessary to continue to support
the development of various forms of consulting services for the SME sector by public,
private and NGO (non-governmental organization) sector, in cooperation with donors.

According to the traditional approach, the implementation of the program of
state aid in the field of non-financial supports to the development of the SME sector
takes place through the established dedicated regional and local agencies. Used as direct
state intervention in the form of organization, in order to compensate for the lack of
these services in the local market and at subsidized prices or free of charge for users,
which, unfortunately, has not proved to be a long term cost effective solution. In practice,
such organized services of non-financial support mostly, in the opinion of users, overly
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generalized, unadjusted real needs and generally of poor quality, the ability to hamper the
development of local private supply and increase the cost of services.

Modern approach to non-financial support to small and medium-sized enterprises
based on the principle of building a private local service market for business development
that meets the needs and capacity to pay small businesses, in order to create long-term
sustainable, market solution. State intervention in the form of subsidies on the demand
side, in the transitional period shall be used for the implementation / privatization of
trusted programs that were previously implemented local agencies from the public sector,
by private consultants and capacity building service providers (Parausi¢, Cvijanovic,
Mihailovic, 2007). On the supply side are used grants and vouchers, which are parts
from entrepreneurs to them, according to their own needs, seize to cover part of the cost
of services of private consultants. The role of local development agencies is gradually
shifting from the provision of specific services to help connect entrepreneurs with private
bidders for these services, improving the offer, the range and quality of services for
business development in a particular territory and strengthen awareness of entrepreneurs
about their own needs and the importance of these services. Development of the market of
consulting services is not a simple or easy task that can be accomplished in a short period
and with modest financial contribution to the country. Local private consulting sector
often lacks not only an interest in this area, but the real capacities, and entrepreneurs
are willing to spend their time and money only to services from which they can see
direct benefits in a very short period of time. In such circumstances, private market these
services can hardly be generated independently. At the same time, it is unrealistic to
expect that a whole range of services for business development can be implemented on a
commercial basis, without the intervention of the state, as part of the services, especially
those aimed at start-ups, are not sufficiently profitable.

Conclusion

In Serbia, since 2000, the consultancy has become very topical. Demand for
consulting services is growing with the objective needs and dictates them: privatization,
valuation of companies, establishment of new small and medium enterprises as a
prerequisite of faster development of the market economy, new products, the search for
new markets, etc... Serbia, for objective and subjective reasons, is late with the transition,
and, in order to catch up with other countries, rapidly privatize public property, often
clumsily, sometimes inadequately controlled and under, to put it mildly, unclear
circumstances. Following the effect of these processes is inevitably rapid development
consulting services. It is natural that the advice be similar to what happens in the economy:
an intense, aggressive, almost uncontrolled, so no wonder it is often the vulgarized.

Accordingly an initiated economic reform, development of the market of consulting
services is directly dependent on the current process of transition and restructuring of
domestic companies. At the same time, the elimination of external constraints and the
return to Serbia into international economic flows caused a significant increase in demand
for new knowledge, experience and expertise, including those in the form of consultancy
services. Particular interest is related to the programs of rehabilitation and restructuring
of enterprises, but also in the formulation and implementation of development strategies
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and networking with economic actors on the international market, the introduction to
information technology, improving the performance of the basic functions of management
companies, joint ventures, technological cooperation and others. The privatization of
the company requires a lot of knowledge and creativity, which is a significant area of
consulting organizations. The introduction to market business with a company in Serbia
represents a stimulus for consultants to expand the range of consultancy services,
especially as the clients must be prepared to the rational use of internal and external
professional and creative potential.
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Abstract

The strategic goal of the Republic of Serbia is full membership of the European
Union (the EU). In addition to other reforms, this goal requires the development of
competitive market economy, which would be conductive to the free flow of goods in
the EU market, as regulated by the EU law.

The basic subject of this paper is the research into the strengthening potential of
market surveillance in Serbia, which would entail various products offered in the
market, with the aim of achieving the optimal safety in their usage. In this paper, 1
have analyzed market surveillance in Serbia with respect to consumer protection,
as a specific prerequisite to ensuring full membership of the EU. This can be done
by adopting and implementing the existing standards and recommendations of the
European Commission, within the limits of acceptable financial cost.

The focus is on observing key elements of market surveillance with respect
to technical products presupposing CE marking. The appropriate marketing
surveillance system would enable satisfactory consumer protection aligned with
the individual requirements in support of each market participant. The stress in
on the improvement of domestic consumer protection and aligning the consumer
protection system in Serbia to the standards of the European Union, whereby both
the companies and the consumers would be treated equally.

Key words: market surveillance, market participants, competition, consumer protection.
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TPKUIITHA HAZBOP Y ®YHKIUIU BAIITUTE ITIOTPOILHAYA
AlCTpakT

Cmpamewxu yuwn Cpbuje je nynonpaguo unrarcmeo y Esponckoj yuuju (EY).
Osaj yum noped ocmanux peopmcKux obdasesa, 3axmeea pasgoj KOHKYPEHmHe
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mporcuuHe npuspeoe, Kao U HeHo 0Cnocob/basarbe 3a YCneuiHo makmuierbe u
nobosuwarea y obnacmu cio600Hoe Kpemarba dobapa na mpxcuwmy EY, koje je
ypeheno o0zosapajyhum no3umueHumM nponUCUMA.

OcHosHu npedmem o602 paoda je ucmpasxcugaroe mo2yhinocmu jauarea cucme-
ma mparcuuwinoe naosopa y Cpouju 3a pasiuyume npoussooe Koju ce Hyoe nom-
POWAYUMA HA MPAHCUUNTY, A C8€ Y YUbY NOCMU3AIA FUXoge nyHe 6e36e0Hocmu
3a ynompe6y u kopuuiherve. ¥ paoy ce ananuzupa mpocuwnu Haosop y Cpouju y
DyHKYUjU 3aumume nompowaua, Kao nocebaH yciog Koju 8amsa UCHYHUMU KAKO
ou ce ocuzypano nynonpasto unancmeo Cpouje y EY, yceajarwem u npumerom ea-
arceliux cmandapoa u npenopyka Eeponcke komucuje y3 npuxeam. vuge eKOHOMCKe
mpouiKoge.

Dokyc y pady je Ha oncepsayuju OCHOBHUX eleMeHama mp#CUUHOE HAO30pPd
3a mexuuuke npouzeooe Koju npemnocmasnajy LE - nasoherwe. Ycnocmaswarse
00zosapajyhiez cucmema nadenedarsa mporcuwma mpeba 0a omozyhu 8ucox cme-
neH 3auimume ROMPOWIALA, NOBE3AHO2 €A NOMPedAMA NOOPUIKe CEUM MPAHCUUL-
Hum akmepuma. Yuanpehere zawmume 0omahux nompowiaua u ycaziauasarse
HAYUOHATHUX NpOonuca u cmanoapoa ca aoekeamuum y EY, noo ucmum ycnosuma
HA MpoCUUmy Kako 3a KOMIAHuje y4ecHuKe maxko u 3a nompouaye, nocebHo je
HaenauieH acnexm.

Kuwyune peuu: mpocuwiHu Hao30p, MpiCULHU aKmepu, KOHKYPeHYyuja, 3aumu-
ma nompowaya, L{E o3nauasarve.

Introduction

In the era of global competitiveness and globalization, the contemporary market
is overwhelmed with supply of various types of manufactured and non-manufactured
goods. We are looking at manufacturers with diversified production, connected by
various forms of industry concentration, all of which is integral to contemporary business
practice. Numerous companies realize concentrations with the aim of market expansion,
or maintaining current market position. In some cases, concentrations may result in
significant limitation of market rivalry, as well as weakening the competition. The market
rivalry practice acknowledges harmful effects of concentrations, in addition to certain
disputed forms of concentration. All of this affects consumer/customer satisfaction.

Contemporary commercial practice dictates that companies enhance their overall
business performance in order to survive in the market. Meanwhile, the traditional
company rivalry model has been changing due to joint ventures and mergers and
acquisitions that have introduced new forms of strengthening competitiveness. This
goes hand in hand with technological innovations, which have reshaped rivalry as
well. These processes lead to the inevitable conclusion that the essence of competition
lie not exclusively in rivalry, especially not in its exhausting aspect, considering that
intense rivalry limits company profitability, and, consequently, affects the consumer
satisfaction. The above mentioned processes of strengthening the concentration
and competition among companies in the market impose the need for strengthening the
market surveillance system with respect to said processes, with the aim of consumer
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protection. Companies direct their supply based on consumer demand which is directly
linked with profitability in the long run, thereby making consumers direct participants in
their market surroundings. Regardless of the fact that the high level of market saturation
in various goods should ensure high product quality, consumer protection is regulated
by positive legislation of the EU, the prospective membership of which the Republic
of Serbia strives to. Therefore, in accordance with the EU directives, its consumers are
formally provided with continual protection.

In such an environment, the Republic of Serbia is making preparations to join
the EU and operate in the EU market, while taking measures to achieve a high level
of economic integration into international markets. However, the fact remains that a
national economy cannot be competitive without producing competitive products which
are in accordance with technical and safety market standards, namely, those with CE
marking. Organizing and strengthening the market surveillance system for all products
that require CE marking is an obligation not only for Serbia as a prospective EU member
state, but also the active member states.

This being said, the purpose of market surveillance in the EU is to ensure the safety
of all products circulating in the EU market, in accordance with the law, and based on
mutual recognition and cooperation between member states. The achievement of these
goals in Serbia will depend on its ability to efficiently follow the commodity, financial,
technological standards of market surveillance, as well as other open flows of changes.

The purpose of this paper is to point out the main problems of and limitations to
implementing the market surveillance system in Serbia aligned with the EU laws, but
beneficial for the economy.

The basis of market surveillance

The basic goal of a unified EU market is the free flow of goods [Velloso, 1991].
Serbia joining the EU will provide domestic consumers with a significantly higher
supply, at the same time encouraging competitiveness. For this goal to be realized, the
trading barrier between the member states and Serbia as a prospective member needs
to be removed, mutual acknowledgement of test results and certificates received, and
technical harmonization achieved.

Serbia, as well as the member states, takes on the responsibility of continually
adopting measures and building national infrastructure, so as to ensure that, identically
to the internal EU market, the products coming into the market are aligned with the EU
directives, and if properly installed, maintained and used, do not endanger public health
and safety or other public interests. The options for adequate market surveillance in the
EU are provided by the member states, and they are the same both for products made in
the EU countries, and those made in countries not belonging to the EU, including Serbian
products. Clearly, all market participants outside the EU, including Serbia, have to know
and abide by the regulation and directive requests of the new approach and regulated
market surveillance.

Organizing successful market surveillance in Serbia should be based on premises
similar to those of the EU member states, regarding food products and non-food products
alike. This means that appropriate regulation is implemented for certain product groups,
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whereby the government jurisdiction in market surveillance implemented by a designated
authority depends on the type of product.

The strengthening of the market surveillance system in Serbia has been supported
by the EU under the IPA program, for food and non-food products. This facilitation
measure aims at helping domestic government institutions, (inspectorates, customs,
etc.), to strengthen market surveillance capacities, in order to achieve the desired level of
product safety and domestic consumer protection, with minimal economic cost. Setting
up an adequate and continuous system of market surveillance is one of the prerequisites
to the full EU membership of Serbia, which all of its citizens will benefit from.

The need for continuous market surveillance in the EU is dictated by the internal
market regulations on product safety. The point to market surveillance in the EU is
ensuring the alignment with the laws and legislation enforced in the entire Union, and
based on the mutual acknowledgement and recognition of documentation of the member
states, as well as their cooperation. Serbia should follow in their footsteps, keeping in
mind that it is vital that consumers in Serbia enjoy the right to the same level of protection
as their EU counterparts, regardless of product origin. Surveillance itself is important for
the interests of business entities, because it contributes to eliminating unfair competition.

An established market surveillance system in Serbia, in accordance with EU
standards, will enable successful control of products in the market. With this respect,
it is important that manufacturers, official distributors, traders, and the authorities in
charge acknowledge the stipulations of market surveillance relevant to specific product
and types and activities.

Inefficient functioning of market surveillance is the key factor to product
nonconformity in any national market, including Serbian. To improve the Internal Market
for goods and ensure the success of market surveillance on the EU Market, the New
Legislative Framework was adopted [NLF - New Legislative Framework], whose market
surveillance essence is entailed in [3] Regulation EC no. 765/2008, and [4] Decision CE
no. 768/2008/EC, accepted by Serbia.

Consequently, the key option to implement is the New Legislative Framework
directive. [9] This option is widely used in member states regarding non-food products,
with the goal of meeting the surveillance requirements set by the EU, whereby CE
marking is mandatory. The CE mark is the proof that the product has been designed
and manufactured in line with all applicable EU directives. This mark also means that
the product meets important safety and healthcare, environmental and proprietary
regulations, and serves public interests. [Kanjevac-Milovanovi¢, 2014, p. 47-48] The
product bearing the CE mark, with the appropriate declaration of conformity issued by
the manufacturer, has a free access to and passage through the EU market.

The member states, including our country which has signed the Stabilization and
Association Agreement, [Veljkovi¢, 2013] have the responsibility of enforcing the EU
laws, as stated in the founding Treaty. As the means of implementation, NLF Regulation
gains importance when measures are taken to determine whether products meet the
consumer protection requirements, and whether actions are taken with respect to product
conformity.

Entailed inthe NLF, [ 7] accepted by Serbia, is the high level of consumer protection,
while all the member states are required to take the appropriate measures to ascertain that
the products, including those made in Serbia, are released on the market only if health
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and safety of the public and other public interests protected by NLF directives are in
no way threatened. In other words, products have to be safely manufactured, installed
and serviced, and used for their particular purpose. This calls for the realization of an
effective and all-encompassing market surveillance on the part of the prospective EU
members as well, so as to detect product non-conformity, thereby protecting not only the
interests of consumers, but those of other business entities.

All the EU member states appoint authorities whose jurisdiction is market
surveillance. In addition to being fully authorized, these authorities are fully equipped
to perform the market surveillance activities, thus ensuring technical capacity and
professional integrity of their staff. It is imperative that the authorities act independently,
without discrimination, applying the principles of proportionality. As per the NLF
directives, our country, alongside the member states, is to allow the free flow of products
that conform to technical common practice. However, this practice does not exclude the
right of said countries to deny the free flow of products with significant non-conformity
issues, under the “safeguard clause”.

Adequate market surveillance in Serbia entails following the EU trends, whereby
the member states are under the obligation to notify the EU commission or other member
states of the internal market condition. Disclosure of information gathered during the
internal market surveillance activities has not been specified, due to directives which
pertain to certain products regulated by confidentiality of information. [ 10] Confidentiality
pertaining to specific business subjects is based on national legal systems, which are
different in each member state, especially in ours. Health and safety of consumers is the
exception to this rule.

Choosing the form and modality of implementing market
surveillance directives

In the EU, the choice of form and method of directive implementation falls in the
hands of members states, provided that unbiased market surveillance implementation
is ensured. What this means is that each member state can decide on its own market
surveillance infrastructure, for example, removing all limitation on assigning
responsibility to relevant parties in on functional or geographical basis, [Kos, Uzunovi¢
R., 2004] as long as surveillance is successful nationwide.

In Serbia, market surveillance is carried out by the authorities, as regulated by
legal and administrative procedures. The authorities responsible for market surveillance
are allowed to enter manufacturing and storage facilities, obtain relevant information,
choose a random sample and have it tested, in order to fully protect the existing and
future consumers. In the EU, General Product Safety Directive, GPSD, contains precise
description of the duties of the member states to organize market surveillance and provide
adequate means of surveillance. In the case of non-food and food products under special
directives and laws of the EU, founded on full harmonization and entailing regulation
in all safety aspects aligned with the directives, the General Directives do not apply.
Nevertheless, these general directives can be used as a model of market surveillance of
different consumer goods.

Efficient market surveillance in Serbia is indispensable in protecting the health
of its nationals. To fall in line with the internal EU market, the relevant authorities need
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efficient administrative cooperation in market surveillance in Serbia. As each country has
jurisdiction over implementing market surveillance, this process is feasible.

Serbian market surveillance authorities must have the necessary resources and
authorization for their surveillance activity, thus operating at full capacity when it comes
to monitoring the quality of all the goods in the market, and ensuring product conformity.
In terms of human resources, authorities must have the appropriate number of adequately
trained, professionally competent and experienced employees. The authorities in charge
also have to be independent and unbiased. In other words, market surveillance should
be carried out in accordance with the principle of proportionality, which means that the
surveillance activity must be proportional to the risk. The point is that the influence of
surveillance must not be stronger than that needed to fulfill its purpose. With respect to
ensuring the quality of assessment data, the equipment and operation of the laboratory
used for this purpose must conform to EN/ ISO 17025 standard.

An independent body can be commissioned by the authorities to assess or control
surveillance activities and function as technical support, provided that the authority
in charge reserves the responsibility for its decisions, and eliminates any conflict of
interest in evaluating the conformity of the independent body and its activities regarding
surveillance. The responsibility for any decision to be made based on authorized
surveillance, must be made by the lawful authorities. In the event of the authorized body
and market surveillance authority being under the patronage of the same supervising
administration, the limits of responsibility should be set so as to avoid the conflict of
interest between their respective activities, as is the practice in the EU.

Market surveillance realization

Effective consumer protection is necessary in order to ensure the efficient
functioning of the market economy. This protection will depend on the development
of administrative infrastructure in order to secure control of the d market and law
enforcement in this area. [14]

The EU legislation imposes the obligation on the member states to secure the
implementation of market surveillance in their respective countries. Each state is solely
responsible for handling this issue within its own legal limits. The biggest portion of
surveillance over the unified EU market is in hands of market inspectorates of member
states, followed by labor inspectorates (the use of product in the workplace), energy
inspectorate (during usage), health inspectorate (healthcare), mining inspectorate (in
mines), human environment and transport inspectorate for marine traffic, etc...Such a
surveillance process entails the exchange of information between the inspectorates.

It is, therefore, clear that key market surveillance presupposes activity on the
part of national supervising authority, which must control the conformity of products
circulating in the market with the directives of the national legislation, modified by the
NLF directives. Following are the activities of done in realization of conformity with
NLF approach, when and where necessary.

Product conformity check at the moment of its release on the market/ putting it
to use, is the very purpose of surveillance. The NLF directives include documents that
allow the market inspectorate to obtain product information:
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- EC- declaration of conformity - provided to the market inspectorate on
request and

- Technical documentation - the inspectorate usually uses the abridged version,
and asks for detailed data only if there is a doubt in a product’s conformity
with the law, thus protecting public health and safety and public interests as
per the directive.

Realization of market surveillance in Serbia, as in other member states, calls for
the involvement of many different institutions (market inspectorate, customs, etc.), that
would monitor a specific product group or a specific area. The main task of the market
inspectorate is to check whether the products conform to legislation, once they have
been released on the market, and during their usage. Market surveillance cannot be
realized in planning and production phases, that is, prior to the manufacture assuming
formal responsibility for product conformity by marking their product with a CE mark.
These activities, not only in the EU, but also in our country, do not exclude cooperation
between the market inspectorate, the manufacturer and the deliverer, before the product
has come on the market.

Considering the impossibility of organizing market surveillance activities in the planning
and production phases, the success of implementing the regulations in Serbia requires that the
supervising authorities cooperate with manufacturers and deliverers, in order to eliminate
products that do not conform to standards being sold on the market. The information relevant to
the authority is the EC declaration of conformity and technical documentation.

The focus of surveillance must be on areas where the greater probability of danger
exists, or where the non-conformity is more common, in other words, where there is
a specific public interest. When a product has all the necessary documentation and
marking, it thereby satisfies the formal criteria of functioning. In the interest of a more
successful market surveillance, the authorities in charge (inspectorates) should:

- be familiar with the regulation of every surveillance directive (e.g. the
availability of EC- declaration of conformity, handling manual with product
specification and the proper choice of criteria for assessing conformity),

- Plan their activities in advance and adequately respond to information
provided by or gathered from the public (consumer complaints and consumer
organization information, etc.)[11],

- Continuously oversee industrial, commercial and storage facilities; constantly
patrol workplaces and premises where products are used, or operate; announce
regular and organize random controls, and take product samples for testing.

The customs administration has its rightful place in the market surveillance
process, not only in the EU, but also in Serbia. Regulation EU EEC no. 339/93 on the
assessment of conformity with product safety standards in third world countries demands
that the customs administration be fully involved in market surveillance activities. Their
task is to temporarily or permanently ban the import of goods that might pose, or poses
imminent threat to health and safety, according to the established regulation and terms of
use. Regulation EEC no. 339/93 applies to all products imported from the third countries,
which comprises the ones entailed in the NLF directives. These products are thoroughly
checked for CE marking by the customs, especially if their packaging, label and stickers
indicate they were made for the EU market without additional processing. [10]
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The Serbian customs office, identical to the procedure in the EU, duly informs
the market inspectorate about their decision to impose a temporary import ban on a
certain product, causing the inspectorate to take the necessary measures on their part. In
addition, market inspectorate has a duty to inform the customs about their conclusions
regarding products imported from third countries [Despotovi¢, 2016]. The responsibility
for such products in the EU is taken by the authorized distributor, or a dealer with a head
office in the member states. In Serbia, such responsibility lies with the dealer/distributor.

When a decision is made on the part of Serbian supervising authority about
limiting, banning product placement, or product recall, precise reasons must be provided.

As for the general product safety directive, it is a legal basis for functioning of a
system for information exchange in emergency situations. This rapid alert system for
dangerous non-food products posing a risk to health and safety of consumers (RAPEX)
is a general and horizontal system of early warning and monitoring [5]. Its purpose is to
obtain information which would allow the authorities to act accordingly when a product
poses a serious threat. Serbia has a long way to go before it develops such a system.

The Internet market in the EU is regulated by E-commerce directive 2000/31/EC,
whereby the party offering goods/services, situated in the EU, has to fulfill the criteria
set in the directive. If a certain product offered on the market fails to meet the criteria,
it has to be clearly marked. A product cannot be marketed on the Internet for the EU
market, until it is actually available on the said market. In Serbia, regulations covering
this market are insufficient.

In the end, these activities serve a purpose of ensuring health and safety protection
for consumers, and proper functioning of the market system.

Conclusion

As a prospective EU member, Serbia has to develop and harmonize its market
surveillance institutions according to standards and directives of the New Legislative
Framework. Future development entails domains of infrastructure quality, standardization,
accreditation, intellectual property and network of institutions in charge of product
conformity and control. Serbia, having the biggest trading volume with the EU countries,
in other words, exporting goods and services largely to the internal EU market, has to
accommodate every request on the part of EU and conform to its legislation, and ensure
appropriate and synchronized consumer-oriented market surveillance.

The improvement of market surveillance system comes at a price, which is why it
is especially important for this process to take place with acceptable economic expenses.
Before, strengthening the market surveillance system in Serbia for food and non-food
products had been supported by the EU through the IPA project. The purpose of this project
was to increase the market surveillance capacity in domestic institutions (inspectorates,
customs, etc.), thus adopting and implementing relevant EU regulation, with the ultimate
goal of ensuring complete product safety and protecting the consumers. Serbia faces a lot
of things that need to be done in terms of conforming domestic regulation to the valid EU
directives, before it gains the status of an EU member state.
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Abstract

The aim of this paper is to point out the lack of giving importance to ecological
taxes and the low participation of dedicated revenues in the structure of these taxes
in the tax system of the Republic of Serbia. Environmental taxes have gained in
importance, especially through the ecological tax reform in a number of European
countries, which have proved to be significantly more effective compared to other
available instruments in the struggle against environmental problems. The premise
of this paper is that the inadequate structure of environmental taxes has a negative
impact on allocations in the field of environmental protection. This hypothesis will
be tested by using statistical methods and comparative analysis.
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YJIOTI'A 1 3HAYAJ EKOJIOIIKHUX ITOPE3A Y IOPECKOM
CUCTEMY CPBUJE

Apstrakt

Luw 0602 pada je 0a ykagice Ha HEOOB0LHO 0ABARE 3HAYUA]A EKOTOUWIKUM NOpe-
3UMA KAO U HUCKO yueuthie HaMEeHCKUX npuxood y CImpyKmypu 08ux nopesa y nopec-
Kom cucmemy Penyonuxe Cpouje. Exonowku nopesu cy 00ounu Ha 3uauajy, Hapo-
YUMO KPO3 eKONOWKY NOPECKY peopmy y 8enukom Opojy eBponcKux opacasa, e0e
Cy ce NoKa3anu 3HaAMHO eUKACHUJUM Y OOHOCY HA OCMmaie O0CIYNHE UHCIPYMeH-
me y 6opbu ca exonowkum npobnemuma. Ilonasna xunomesa 0o6oe paoa je oa Hea-
0eK6amua CMpYKmMypa eKoIOUIKUX NOPe3a UMA Hecamuean ymuyaj Ha u308ajara y
obnacmu 3awmume dxcugomue cpeoune. Osa xunomesa he oumu mecmupana yno-
mpeboM Cmamucmuikux Memood u KOMRAPAMUGHOM AHATU3OM.
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Introduction

Contemporary humankind is facing a number of serious environmental problems.
These problems have arisen as a result of ongoing efforts to increase current economic
wealth and insufficient care for the environment in the past. This is why in a number
of EU member states, as well as some of the countries that are not members of the EU
has been a greening of the tax system through the ecological tax reform. In contrast to
these European countries, the Republic of Serbia did not carry out an environmental tax
reform. Therefore To ecological taxes and to environmental problems, opposed to the EU
Member States, Serbia do not give enough importance.

In the Republic of Serbia within the framework of the environmental taxes from the fiscal
point of view is dominated the excise tax on petroleum products. As is well known that excise taxes,
as a kind of public revenues do not have a dedicated character, and are not used for the realization
of environmental objectives, but for the satisfaction of the usual needs of the state. Particularly big
problem is that in Serbia there is no adequate differentiation of rates for the taxation of different
types of petroleum products according to their environmental friendliness, which is not the case
when the EU countries are concerned. Also insufficient participation of dedicated revenues in total
environmental taxes and very often inadequate spending of earmarked funds make the process of
solving environmental problems in Serbia even more complex.

The concept and importance of environmental taxes

Taxes are the most important public revenue of all modern states. In modern
conditions in addition to its basic functions, to cover public expenditure, some types
of taxes received and other functions (social, health, environmental, development). So
there are a number of taxes, which are defined as ecological, and where environmental
function is even more important than their fiscal functions.

Green taxes (environmental taxes or taxes on pollution) are charges paid by
polluters of the environment or which are paid on goods which use pollutes the
environment. Such taxes are introduced in order to reduce the occurrence of external
effects, such as pollution and are called corrective or Pigouvian taxes. Green taxes do not
only generate income, they also help in connecting private incentives and social benefits,
which leads to improved overall efficiency of the economy (Stiglitz, 2004).

In a broader sense environmental taxes include environmental charges and fees,
and even registration fees, fees for non-compliance with environmental standards, given
that these instruments have the impact that they bring environmental standards to a
higher level (OECD, 2006).

Environmental charges, or fees for environmental protection are payments for
specific services such as waste collection, sewage treatment and collective facilities for
water purification (Barde, 2004). Unlike environmental charges, environmental taxes are
in most countries as a whole revenue of the state budget, whereas in the case of charges
this is not so. Also unlike environmental taxes, charges have a predetermined purpose.
So in a broad sense environmental charges are part of a package of environmental tax
reform and a part of the environmental taxes. In the strictest sense there is a difference
between environmental charges and environmental taxes (Maatta, 2006).
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Environmental taxes are the subject of interest of many ecologists and economists
for a long time because they can contribute to increasing the quality of the environment.
These taxes are more efficient and cheaper instrument than other instruments for the
protection of the environment. But they besides this benefit create conditions for the
realization of additional positive effect with regard of providing additional tax revenues
(Kronenberg, 2007).

The additional tax revenue that the state provide by a green tax reform, or by
greening of the tax system can be used in different ways. As some of the uses of these
revenues, can be mentioned: investment in clean environment, investment in research
and development of new techniques and technologies, investment in education in order
to develop environmental awareness etc. (Goulder, 1995).

However, if we look at the countries that have implemented environmental tax
reform, it can be seen that these additional tax revenues are most often used as a basis
for the reduction of other taxes, which already exist in the tax system. These countries’
goals were to ensure revenue neutrality. This was done by decreasing tax revenues (by
reducing tax rates or narrowing of the tax base) of the existing taxes, which was offset
by the same amount of tax revenue growth from environmental taxes (Bovenberg, de
Mooij, 1994).

Excise taxes as a part of the environmental taxes
in the Republic of Serbia

In Serbia, excise taxes which are defined as a part of environmental taxes are:
* Excise duties on petroleum products and
* Excise duties on electricity.

Excise duties on petroleum products certainly represent the most significant
excise tax in fiscal term, as can be seen from the graph 1. From this graph it is clear
that revenues from excise taxes on petroleum products account the half of total excise
revenues, suggesting to their significance as the most abundant of excise revenues
(Purovi¢-Todorovi¢, Pordevi¢, 2013). This high share of excise taxes on petroleum
products in excise tax revenues and excise revenues in total revenues in the budget shows
that in the Republic of Serbia are set a high excise tax rates, as well as that consumption
of this products, covered by the excise taxes, are quite high.

Excise duties on petroleum products, as has been said are the part of environmental
taxes. However, unlike most EU countries, in the Republic of Serbia is not made adequate
differentiation of tax rates. That means that it is not high enough range between the tax
rates for different types of petroleum products, depending on that how their consumption
affect the environment.
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Graph. 1. The share of revenues from excise taxes on petroleum products in total
revenues from excise taxes in the Republic of Serbia, 2008-2015.

300
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B Excise revenues
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petroleum products

Source: Budget of the Republic of Serbia for 2008-2015., Illustrated by the authors.

In European Union countries the rate of excise duty on liquid petroleum gas, which
is considered to be ecological fuel since it emits a smaller amount of harmful particles in
the air, is several times lower than for example for leaded and unleaded gasoline. In the
Republic of Serbia this is not the case. Of the EU countries only Sweden and Denmark
have higher excise duty on liquid petroleum gas compared to Serbia. According to the
recommendations of European Commission for liquid petroleum gas as motor fuel is a
stipulated minimum rate of 125 € per tonne (European Commission, 2015). In Serbia
excise tax for this fuel is much higher, given that for one ton of liquid petroleum gas tax
rate is 333 € (Stojanovi¢, 2016).

In Slovenia, for liquid petroleum gas prescribed rate of excise duty is 0.1275 euro
per kilo (OECDa, 2012), while for unleaded gasoline is 0.485 euros per liter (El-Agraa,
2011). Thus spread between rates is quite high, with a view to encouraging the use of
liquid petroleum gas. The reason is good environmental characteristics of LPG compared
to other types of fuel.

This comparison suggests that it is not enough the excise taxes just to be high,
in order to achieve positive effects on the quality of the environment. It is well known
that the price elasticity of demand for energy products is rather low. And for achieving
positive effects for the environment, it is essential that the alternative fuels which less
pollute the environment, to be taxed at lower rates. This milder taxation in the analyzed
case of liquefied petroleum gas would enable through the cross-elasticity of demand, to
come to growing demand for this fuel. This would lead to reduction in demand for other
fuels which can be substituted with LPG, what would ultimately have positive effects on
the reduction of greenhouse gas emissions.

In the latest amendments to the Law on Excise Duties were introduced excise tax
on electricity consumption (Zakon o akcizama, ¢l. 2). From 1 August 2015 it is introduced
the payment of excise tax on final electricity consumption at a rate of 7.5%. Under the
final consumption of electricity, in accordance with the Law is considered delivery of
electricity to the final consumers in the Republic of Serbia, but also the consumption of
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electricity by the supplier for its own purposes calculated on the basis of consumption
reading through measuring devices.

The basis for the calculation of excise duty on electricity is quite broadly defined
(Centar za zastitu potroSaca ,,Forum” Nis, 2015). This is the reason why this excise is
criticized in the public. Center for Consumer Protection “Forum” in Nis, indicates that
excise duty should not be levied on other elements of the tariff system, but only on the
basis of the number of kilowatt hours of electricity consumed. They emphasize that these
other elements do not have any connection to the electricity consumed energy.

Among the other things, this excise duty has an impact on the decline in demand,
which before its introduction was not enviable. The fall in demand has definitely a negative
impact on other economic trends in the economy. So the exclusion of other elements, except
the actual consumption of kilowatt hours of electricity, would alleviate the negative effects.

In addition to these negative implications of the newly introduced excise duty on
electricity, there are some facts that may be described as positive. The introduction of
the excise tax, in fact represents one segment of our alignment with the tax system of the
European Union. It is also positive that through this excise great importance is given to
renewable energy sources.

Ecological charges in the Republic of Serbia

Environmental charges are part of a system of environmental taxes in a broad
sense, in accordance with the Law in the Republic of Serbia are prescribed the following
charges (Zakon o zastiti zivotne sredine, ¢l. 84, 851 87):

*  charge for use of natural resources;

*  charge for environmental pollution and

»  charge for the protection and improvement of the environment.

All of these charges are earmarked revenues, which means that their purpose is
predetermined and are used for the protection and improvement of the environment. The
aim of the charges as an economic instruments of environmental protection is to promote
the reduction of environmental damage, based on respecting the principle of “polluter
pays” and “user pays” (Andre, Delisle, Reveret, 2004).

By 2012, part of the charges that were collected at the national level, were streamed
into the Fund for Environmental Protection. From this Fund they were deployed for
specific projects and programs in the environmental field. However, from the entry
into force the Suspension of the Law on the Fund for Environmental Protection, the
Fund for Environmental Protection has ceased to exist. So the charges that are related
to environmental protection, have become the general revenue in the budget (Zakon o
prestanku vazenja Zakona o Fondu za zastitu zivotne sredine).

Revenues from charges have a great importance for the preservation and
improvement of the quality of the environment, given that in total expenditure for the
environment in the Republic of Serbia participate with 32%, based on data for 2014. In
total sources of financing protection and improvement of the environment, the largest
share of expenditures are from the budget for these purposes 36%. The sectors of the
economy allocates 19%, and international donations 13% of the funds invested for this
purpose (Krunic-Lazic, 2015).
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Revenues from charges in 2014 amounted 0.27% of gross domestic product. The
total funds intended for environmental protection in the same year amounted 0.85% of
gross domestic product. What is also negative is that the funds that were intended for the
environment protection in 2013 was higher for 21% compared to funds for 2014 (Krunic-
Lazic, 2015). These allocation of funds are considered to be quite low. Unlike the Republic of
Serbia, national allocations at EU level are amounted about 2.1% of GDP for environmental
protection (Eurostat, 2016). It is necessary in the future to give to this question further attention
in Serbia, in order to achieve the same level of environmental care as in the European Union.

Analysis of environmental taxes and expenditures
for the environment in Serbia

Revenues from the tax groups, which are among the environmental taxes in Serbia
are fiscal significance. On the other hand, only a small portion of the revenues are set
aside by the state in the field of environmental protection. One reason for this situation
is that most of the revenues from environmental taxes is collected from excise taxes on
petroleum products, which do not have a dedicated character, as is the situation in Turkey
(OECDDb, 2012). Also, a large number of economic problems Serbia is faced with, have
the influence on the allocation of revenues in other areas.

Analysis of the situation of environmental taxation in the RS in the paper is
implemented by graphical analysis, descriptive statistics, as well as through comparison
of the expenditures for environmental protection in Serbia compared to other countries,
with the aim to determine what is the position of Serbia in this field.

On graph 2, it can be seen that there are significant deviations from the trend line,
indicating a weak correlation between those two variables. Or in the Republic of Serbia
in some years the revenues are higher than in the other analyzed years, but expenditure
in those years is much lower, and vice versa.

Graph. 2 Diagram of dispersion revenue from eco-taxes and government expenditures
in the environmental field for the period 2006-2013. in RS
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Source: http://ec.europa.eu/eurostat, access date 20/03/2016. The diagram illustrated
by the authors.
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Based on the results shown in the table no. 1, it can be seen that in the observed
period the average income from eco taxes was amounted to 986.77 million euros. In
the same period, the average expenditure for environmental protection by the state was
amounted to 19.56 million euros. The median, show us the value which separate the
higher half of a data sample, from the lower half. In this example median for income
equals 1,010.530, or 19.48 million euros in the case of expenditure.

The largest amount of revenues from environmental taxes, which was collected
on an annual basis was 1186.58, and the least 766.18 million euros. In the case of the
maximum amount of expenditure was 25.22, and 12.37 million euros was minimum on
an annual basis.

The standard deviation is high in the case of both observed variables, indicating
that there are significant deviations from the average value calculated for the observed
period.

The coefficient of skewness is negative for both variables. It suggests that the
distribution of frequencies is shifted to the left. Kurtosis indicates that the distribution
curve is less convex. Jarque-Bera test shows that there is a normal distribution of
frequency.

Table. 1 Results of descriptive statistics, revenue from environmental taxes and
expenditures for environmental protection by the government in the Republic of Serbia,

2006-2013.
Exp _for envl protection| Rev from env taxes

Mean 19.56375 986.7675
Median 19.47500 1010.530
Maximum 25.22000 1186.580
Minimum 12.37000 766.1800
Std. Dev. 4.089170 137.2295
Skewness -0.383621 -0.144924
Kurtosis 2.403167 2.143987
Jarque-Bera 0.314957 0.272257
Probability 0.854295 0.872731
Observations 8 8

Source: Stojanovi¢, M., Efikasnost poreza u resavanju ekoloskih problema.

In countries that have implemented environmental tax reform, percentage share of
expenditures for environmental protection in the harvested revenues from environmental
taxes have a significant participation. In the Republic of Serbia it is not the case. Table
no. 2 shows that participation by years in Serbia and as it can be seen in data presented,
percentage share was ranged from 1.23% in 2010 to 2.53% in 2007.
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Table. 2 Overview of revenues and expenditures for environmental protection in Serbia,

2006-2010.
Environmental tax Go.vernment Percentage
LGS revenues (mill. €) G GO share
: expenditures (mill. €)
2006 766,18 15,95 2,08
2007 856,66 21,67 2,53
2008 919,25 19,94 2,17
2009 1.014 19,01 1,87
2010 1.007,06 12,37 1,23
2011 1.126,98 18,92 1,68
2012 1.017,43 25,22 2,48
2013 1.186,58 23,43 1,97

Source: Stojanovi¢, M., Efikasnost poreza u resavanju ekoloskih problema.

With the aim of comparing the situation in Serbia with some of both developed and
developing countries, in Table. 3 is shown percentage share of expenditures for environmental
protection in the harvested revenues from environmental taxes by countries in 2007.

As can be seen from the table in selected developed countries share ranges is from
11%t024.4%. From developing countries the situation is favorable from an environmental
aspect in Chile, where 10% of eco tax revenue is allocated for environmental protection
by the State. In Turkey the situation is extremely unfavorable and participation for 2007
amounts only 0.69% of environmental tax revenue.

Table. 3 The percentage share of expenditure for the environment in the revenues from
environmental taxes in selected countries in 2007

Country Percentage share
Germany 24,43
Finland 11
Estonia 13,54
Slovenia 11,86
Norway 25
Sweden 19,55
Chile 10,9
Turkey 0,69
Serbia 2,53

Source: Stojanovi¢, M., Efikasnost poreza u resavanju ekoloskih problema.

This presented situation in the field of environmental protection in the Republic
of Serbia, certainly is not commendable. Therefore in the future in this area should be
made significant reforms, with the aim to harmonize national practices with EU practice.
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Conclusion

Environmental taxes are very important in solving environmental problems.
Through these taxes, their taxpayers are encouraged to change their behavior in terms of
its compliance with the requirements of health and environmental quality. But in Serbia,
despite significant fiscal abundance of these taxes, primarily due to the excise tax on
petroleum products, their ecological role is significantly limited.

The main reasons for this limitation is the poor differentiation of tax rates according
to environmental criteria. Especially when the excise duty on petroleum products are
taken into consideration. Also a small financial participation of dedicated revenue in total
environmental taxes makes this limitation bigger. In order to resolve this situation it is
necessary for Serbis in line with the EU: to perform more adequate differentiation of tax
rates for environmental taxes, provide better design of existing taxes and charges and to
introduction new charges, provide better control of spending earmarked funds, and to
allocate more funds from non-dedicated part of revenues for environmental protection
in Serbia.
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IMPACT OF PROMOTIONAL ACTIVITIES
ON THE DEVELOPMENT OF AUTOCHTHONOUS
FOOD PRODUCTS MARKET

Abstract

Consumers who eat industrial food products ofien forget traditionally produced food.
In this case, it is necessary to remind consumers on already well-known products through
series of promotional activities, i.e. get them familiar with the advantages implied by their
consumption. The goal of this paper is to point out to the significance of promotional
activities for the development of autochthonous food products market. A consumer is
informed by the promotion, he/she forms a positive attitude, which represents an important
influence on a decision whether to buy autochthonous food products.

While planning the autochthonous food products promotion, it is necessary to choose
activities that are going to be implemented. Regarding that autochthonous food products
are the subject of the research, the special significance have the improvement of sale,
personal sale and publicity which enable the communication to potential consumers.
Other promotional activities are also significant. It is important to emphasize that
coordinated or united activity of the promotional mix selected instruments represents
an imperative for a successful promotion of autochthonous food products.

Key words: promotion, autochthonous food products.

JEL Classification: Q13

YTUIAJ TIPOMOTUBHUX AKTUBHOCTH HA PA3BOJ
TPKUILITA AYTOXTOHUX ITPEXPAMBEHUX ITPOU3BOJA

AInCTpakT

Tompowauu, Koju ce xpame UHOYCMPUJCKUM RPeXpamOeHum npoussooumad,
yecmo 3abopase Ha npexpambene npPou3sooe Kojiu cy npouzseoeHu Ha mpaouyuo-
Hanau HauuH. Y mom cayuajy nompeouo je, nomohy Hu3a npoMOmMueHUX aKmue-
HOCmu, nompowaye noocemumu Ha eeli nosname npouzsooe, OOHOCHO YNOIHAMU
UX ca npeoHoOCmMuMa Koje wuxo8o KoH3ymuparse noopasymesa. Liuw pada je oa ce
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VKaice Ha 3HAUA] NPOMOMUBHUX AKMUSHOCIU 30 PA380] MPAHCULUMA AYIMOXTNOHUX
npexpambenux npoussooa. Ilymem npomoyuje, nompoway ce ungopmuuie, gop-
MUPQ ROUMUSAH CTNAS, WIMO NPedCmasbd 3HAYAjaH YMuyaj Ha 00ayKy O KYRO8U-
HU ayMOXMOHUX NPEXPAMOEHUX NPoU3800d.

Ilpu naanuparey npomoyuje aymoxmonux npexpamoOeHux npouzeooa nompeo-
HO je ooabpamu akmuernocmu Koje hie oumu npumersene. C 063upom 0a cy npeo-
Mem UCmpaxcusarsa aymoxmoHnu npexpamoenu npou3eoou, nocedan 3Hauaj umajy
yHanpelere npooaje, nuuHa npodaja u nyoruyumem Koju omocyhasajy komy-
HuKayujy nomenyujarnum nompowauuma. Taxohe, u opyee npomomusHe akmug-
HOCIU HeMajy Maru 3Hauaj. Basxcho je nomenymu 0a KOOPOUHUPAHO, OOHOCHO
objeoursero, Oenosarve 00aAOPAHUX UHCMPYMEHAMAd NPOMOYUOHO2 MUKCA Npeo-

CMasba UMNEPAMUe yCneune npoMoyuje aymoxmonux npexpamoeHux npousso-
oa.

Kwyune peuu: npomoyuja, aymoxmonu npexpambenu npouseoou

Introduction

Autochthonous food products are significant, because there realizes, by their
production, an added value in regard to similar industrially produced food products.
These products have the characteristics which separate them from the industrial products.
According to an added value they achieve a high price on the market, while consumers
have satisfaction by their production.

Depending on a region, i.e. a local area where the production realizes, the products
have different characteristics. Promotion of the characteristics which characterise the
specific autochthonous products can have multiple benefits. Besides a profit made
by selling the autochthonous products, there also promotes a locality related to the
production of these products.

The promotions in form of events which represent a series of manufacturers
of a specific type of autochthonous food products are especially important, and in
that unobtrusive way, often followed by a cultural program, they promote products
characteristic for that region, i.e. for the specific locality. The autochthonous products
are cultural heritage of the specific locality and they promote it in the traditional and
characteristic way.

Results and discussions

The need for satisfying the realistic expectations of interest defined groups of
enthusiasts to share their knowledge and skills in the production of autochthonous
food products is obvious. It is necessary to analyse the possible ways, acceptable social
educations, aiming to hasten their openness towards challenges offered by the market
itself. Herewith an interest group must not at all be put into position to think that possibly
adjustment to new trends and commercialization of their cultural norms of behaviour,
acquired by tradition, will be discredited in self-respect, to which every source-oriented
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group aspires. The population mobility has helped the cognition of breeding/growing
standards and the development of varieties and manufactured products, based on
tradition. Specific characteristics of geographic origin of autochthonous varieties in
plant, spices production, which use in diet and preparation of manufactured products,
have contributed to the dissemination of knowledge of specific features of nutritional and
organoleptic characteristics of autochthonous meat products.

It is inevitable to recognize and especially to consider and analyse the marketing
possibilities and accordingly to redesign and adjust the marketing systems, conceptions
and strategies of positioning and differentiation of production to the interest environment
characteristics. Demographic data, ethnicity, cultural, traditional background, collected
by a comparative method of population diversity analysis and their quantitatively-
expressed features and specific features, aim to recognise the causal-consequential
factors which objectively affect the creation of a demographic profile of the population.
According to a demographic structure of a population group, it is possible to outline
the process of planning, organization and control of a marketing mix concept, in that
way that the attractive and unattractive, decreasing and increasing production and sales
opportunities can be determined.

Geographic parameters, defined by topographical features and climate, the
historical and cultural identity don’t allow the changes in traditional, cultural and specific
pattern of behaviour and habits of population. The population on different geographic
regions have different needs and habits in the production and preparation of the
specific food products. Nowadays, the traditional technologies complete with modern
technologies in food production and they not in any way diminish the elemental features
of autochthonous products. Food production is becoming more and more diverse and the
economy of scale is greater, and therefore it is inevitable to balance supply and demand.
Demand is no more caused by emotions, but the consistent quality of specific tastes,
nutritional characteristics with all elements of prestige.

In order to increase the demand for autochthonous products, although it already
exists, it is necessary to legalize production and implement the necessary veterinarian-
health control and achieve as higher as possible level of standardization, especially of
meat manufactured products. Viahovi¢ and associates (2010) stated that the production
of autochthonous products must be on a high level of hygiene, along with the application
of modern technology, but with the dominant elements of tradition.

In order to reduce uncertainty and eventual suspicion of potential buyers, it is
necessary to make efforts to find a way to actualise the specificity of taste, searching for
physical indicators of a manufactured product quality. Selection of elements, which will
be necessary to use while trying to concretize the organoleptic effectiveness, provide
availability and sale of products, and in that way bring closer to a target group, comes
down to: first, a name of an autochthonous product will be chosen, that will point out to
quality and will be easy to remember; then, letters, mark and logo will be designed; a
slogan will be chosen, which will complete the name of product, emphasize the geographic
origin, name of the region and location, and all these will be protected, along with the
previous adjustment with the national legislation, after the EU recommendations, and
then the geographic origin will be ensured.

The geographic origin protection of products represents an important part of
the EU Stabilisation and Association Agreement, which refers to agriculture and food
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industry. EU expects from Serbia to protect its original products and register them after
the group regulations. Many EU member-countries make conditions in order to protect
particularities in agricultural production and food industry, by the method well-known
as the geographic origin. Protection of geographical indication is very important tool
for the development of a region, especially rural areas and it represents the opportunity
for Serbian manufacturers of traditional products to brand their product by using this
protection and, in that way, to increase competitiveness (higher selling price, recognition
on the market) (Parausi¢ and associates, 2007).

From the autochthonous products production point of view, there is no great
number of protected designations of origin registered in the Republic of Serbia. In Table
1 are shown only some of the protected designations of origin.

The geographical indications, according to the Law on Geographical Indications
(,, Official Gazette of RS*, no. 18/2010), use for marking the natural, agricultural and
industrial products, home craft products and services. The geographical indication is
an indication which identifies a specific product as a product from the territory of a
specific country, region or locality, where the specific quality, reputation or other
characteristics of products can essentially be attributable to their geographical origin
and which production and/or processing and/or preparation is realised on the specific
limited area. The geographical indication is also the name which is not the geographical
name of a certain country, region or locality, but which has become generally known,
by its long-lasting use in turnover, as the traditional name of a product from this area.
In order to register the geographical indication, it is necessary to submit an application
to Intellectual Property Office. The application implies the following: 1) description of
a geographic area, 2) data on the specific products characteristics (data on method and
procedure of production, data on special features and quality of products, 3) authorised
organisations which carry out the control of products quality.

Table 1:List of selected protected geographical indications of autochthonous food
products registered in the Intellectual Property Office of RS

Beef prosciuto
(smoked ham) from
Uzice

Pork prosciuto from
Uzice

Bacon from Uzice

Srem paprika-
flavoured sausage

Homemade sausage
from Srem

Krivovir kashkaval
cheese (type of hard
cheese)

Homolje sheep-milk
cheese

Homolje goat-milk
cheese

Homemade aivar
from Leskovac

Petrovac sausage

Pork cracklings from
Valjevo

Wine Bermet

Kashkaval from
Svrljig

Sheep-milk cheese from
Sjenica

Cow-milk cheese
from Sjenica

Kashkaval from Stara
Planina

Cow-milk kashkaval
from Pirot

Cabbage and sauerkraut
from Futog

Honey from Homolje

Linden honey from
Fruska Gora

Kacer honey

Lemes paprika-flavoured
sausage

Vrsac ham

Zlatar cheese

Source: Intellectual Property Office, Republic of Serbia
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A manufacturer will found the veracity of tradition and originality in consumers
by this relation towards its autochthonous product; then, he will engage experts, skilled
and attentive people, who will help building the awareness on a product and a product’s
image. These elements suggest quality and often make that a product, as well as its
benefits, become preferable and tangible.

A consumer analyses and assesses a set of products before he buys, based on
their qualitative characteristics, organoleptic specificities, value-nutritional indicators,
but also originality. The product is expected to satisfy a need and a certain benefit, which
will develop a set of beliefs about brands, which furthermore makes a brand image.

Striving to a consistent quality of a product, and taking into consideration an
evident potential for stability and effectiveness of a product, manufacturers try to resort to
the quality standardization, which, despite the aforementioned, contains also the concept
of development and promotion of products as the possibilities for good advertising of a
national or regional brand. The concept of promotion comprises the process of providing
logistical support with goals and possible difficulties, and keeps tracking consumers’
satisfaction via surveys, where they express their perceptions in forms of complaints and
suggestions.

With the rational analysis of all relevant, continuously collected data and
information, the marketing experts by coordinated functioning of all available processing
departments, get to know with the needs of consumers, primarily, by perceiving the
impact of qualitative and specific stimulus on buyers’ decisions whether to buy or not.
According to the conclusions of an analysis, they will faster, more efficient and more
effective bring the marketing decision and establish easier the integrated marketing
communication aiming to stimulate sale.

Costs which follow the promotion, depending on the results they want to achieve,
can be high. In order to implement successfully the promotion, it is not desirable that
planned segments of a promotional mix miss, or to be less present. This exactly can be
the case if there is unsufficient budget for the implementation of an entire promotion
plan. As it was previously mentioned, the promotional activities must be coordinated, i.e.
to be unified, in order to accomplish the full promotion effect.

Association of manufacturers imposes itself as the solution of the problem,
based on common characteristics of products or localities, and then also financing the
promotional activities aiming to achieve mutual goals.

Communion in the promotion implies an implemented system of products quality,
as a guarantee of the unique products quality of all manufacturers within the association.
This especially refers to manufacturers who joined according to the same products
promotion. If there promotes a certain autochthonous food product with known features,
which is related to a specific locality (for example, sausage from Petrovac, cheese from
Sjenica), a buyer has to be sure that he well get a product with the same organoleptic
features with every purchase and there won’t be any quality fluctuations.

The promotion goals are that the potential consumers become familiar with
products, as well as that the old consumers remind themselves on the specific products
they have already consumed. Important form of promotion represents events, related to
a particular type of food product. Most frequently these are meat manufactured products,
but also the products which are fruit and vegetable manufactured products. There are
significant numbers of events on the territory of the Republic of Serbia, related to one
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or more food products which are prepared in a traditional way. Most of events have the
maintaining tradition of over ten years, and the most famous are:

Sausage-event in Turija — international festival of sausages, which is held once a
year in the village Turija, located in Backa. The festival has more than 10,000 visitors
every year. Main attraction of every Sausage-Event is the sausage longer than 2 km. The
length of the sausage is extended for 1 meter every year and in that way the Guinness
record is broken every year. This event holds every year in February.

Srem sausage-event — Srem sausage-event is the cultural-gastronomic event,
which organizes in Sid, in February. The event lasts for two days. On the first day, there
organizes the competition in butchery preparation and processing of Srem homemade
sausage in a traditional way, while on the second day, the experts commission assess dry
Srem homemade sausages.

Srem Paprika-Flavoured-Sausage-Event. It holds in May, in Erdevik, in the
vicinity of Sid. This event is characteristic by a fact that, while evaluating, there treats
particularly paprika-flavoured-sausage produced in a natural intestine, and particularly
paprika-flavoured-sausage produced in an artificial intestine. It is also important to
mention that a manufacturer of best paprika-flavoured-sausage in a natural intestine
becomes an absolute winner of the Srem paprika-flavoured-sausage event.

Prosciutto-event in Mackat is the traditional Fair of delicatessen in Mackat, which
holds every year in January. The prosciutto event is the traditional competition fair of
delicatessen, which holds every year in January in the village Mackat, in the vicinity of
Uzice and Zlatibor. The best Serbian delicatessen are chosen at the fair, and around 20
manufacturers represent beef, pork and sheep prosciutto, bacon and sausage from Uzice.

Cabbage-event in Futog is the event which is held for many years in Futog and it
promotes the traditional dishes whose main ingredient is cabbage. The original cabbage
from Futog has been grown in this region for over 250 years.

Cabbage-event in Mrcajevci is the event which has been hold in Mrcajevei since
the year 2003. The competition in preparing the ,,wedding cabbage®in a crock, numerous
competitions of agricultural character along with the rich cultural program is realised within
the bacon-event. It lasts for three days and holds every year, every third weekend in September.

Bacon-event in Kacarevo has been hold in the village of Kacarevo for more than
two decades. It is the fair of bacon, meat and meat products. Various competitions take
place within the bacon-event, such as the competition in cooking stew ,,Zlatni kotlic*,
rendering of bacon ,,Zlatni cvarak®, pig slaughter in a traditional way, grabbing suckling
pig from a sack, which represents an additional program of this event.

Barbecue-event in Leskovac has been held every year in Leskovac, at the
beginning of September and it has beenlasting for seven days. During this event, the
most diverse barbecue culinary specialties are prepared. It is on the top of Serbian tourist
event, with around 300,000 visitors per a year. What is characteristic for this event is
that the biggest burgers are prepared on it, and they compete in beating previous records
within the Guinness’ book of records. Besides, there the competition in fast eating of hot
red peppers is held.

Strudel-event in Novo Milosevo is the traditional cultural-tourist event, which has
been holding every July in Novo Milosevo. Among other things, the record in strudel
length breaks every year. Besides, the competition for the best strudel holds, as well as
the competition in fast eating of strudels.
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Festival of yeast cake with raisins is the first such festival which has been held
since the year 2002. This event’s goal is to preserve and popularize the yeast cake with
raisins, which used to make on the territory of Vojvodina.

Fair of plums in Osecina. The traditional fair of plums is held in the centre of plum
production, in Valjevo. The fair is a commercial-tourist and cultural-entertaining event
which aims to make a Serbian brand out of plum. From the promotion point of view, it
is significant that plum-based manufactured products, manufactured in a traditional way,
are exhibited at the fair.

The promotion is necessary to direct to target consumers. Production of
autochthonous food products is limited, and thereby there is greater opportunity for
the promotion budget to be limited. From the aspect of autochthonous food products
promotion, the specific instruments of a promotional mix stand out by their significance
and the priority application. Improvement of sales, publicity and personal selling are the
instruments of a promotional mix which can stand out in regard to an amount of financial
resources that are possible to set aside for the promotion of autochthonous food products.

Encouraging sales is inevitable to implement through promotions, i.e. by tasting
products on the counters. The promotions can organise in the facilities visited by many
people, who come to buy (markets), but also in busy areas, such as pedestrian zones
in the cities. In this case, it is necessary that there is also the possibility for sale if the
reaction of a potential buyer, after tasting the product, is positive and if there is a need
for buying.

Conclusion

The development of rural areas is stimulated by the production and sale of
autochthonous food products, along with the preservation of national identity and there
enriches the region’s supply. Autochthonous food products, besides the sociological
have also the economic significance, which reflects in competitiveness, profitability of
manufacturers, which perceive the performance from consumers’ satisfaction point of
view. The specific associations (traditional, domestic, natural, etc.) can create an added
value while placing at the domestic market. Based on added value, these products achieve
a higher price on the market, while consumers are satisfied with their consumption.
Higher production and supply increase the competitiveness, which have a positive effect
on the increase of quality.

Designed with style and tastily, intriguing defined strategy of the promotional
activity forms the consumers’ positively balance attitude, with a present dose of emotional
satisfaction. Promotional activities get their significance and base future cooperation
between manufacturers and consumers. Exactly the continuance of their interactive
coordinative cooperation, in sense of desires and possibilities for their fulfilment,
justify the engagement of cumulative intellectual and resource potentials of marketing
promotional efforts. Manufacturers enjoy in presenting almost forgotten products, while
consumers expose the reflection of their pleasure by the aspiration for more frequent
encounters with products of such representative and nutritional-qualitative level.
However, with all respect of such stimulating events, which find their sponsorship also
in the local authorities, in the interest of tourist organizations due to their peculiarity and

EXSIEKOHOMUKA 91



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

which promotionally represent a locality, region, there should point out to the necessity
of standardization of forms, shapes and uniformity of autochthonous products tastes.
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GLOBALIZATION AND THE KNOWLEDGE SOCIETY
Abstract

Globalization is a multi-layered, long-running and irreversible process, which
includes intensive changes, deterritorialization and acceleration of social activities.
One vitally important aspect of globalization concerns its impact on the knowledge
society. Through Americanization of universities and the Bologna Process, globalization
has commercialized higher education, turning knowledge into a type of commodity.
Under the influence of market forces, the university is starting to lose its long-guarded
autonomy, becoming just another subject of corporative capitalism. Homogenization,
standardization, specialization, economies of scale, marketing concepts, consumerism,
as well as the primacy of knowledge that contributes to economic growth and higher
profits are some of the key factors that directly affect higher education systems and
institutions throughout the world. The goal of this study is to determine whether
globalization is altering the essence of higher education-and how. In conclusion, we
may state that future research ought to be increasingly aimed at examining the chances
and threats of globalization in the context of the knowledge society.
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INTIOBAJIM3AIINJA U IPYIITBO 3HAIBA
ArncTpakT

Tnobanusayuja je suwiecnojan, Oyeompajan u He3aycmasmue npoyec, Koju 00yx-
6amMa UHMeEH3UBHe npoMeHe, 0emepumopujaru3ayujy u yopsasare OpyumeeHux
deramuocmu. Jedan 00 Haj3HAUAJHUJUX acheKama 2100anusayuje muye ce heHoe
ymuyaja na opywmeo 3narea. Ilpexo amepuxanuzayuje ynusepusema u bonorckoe
npoyeca, enodanu3ayujd je KoMepyujaiu306aid UCOKO 00pazosarve, 3Harbe npem-
sapajyhu y poby. I1o0 ymuyajem mpoicuuiHux cuid, yHUgepsumem NOYURe Od
2you c80j dy2o uysaHu Kapakmep aymoHoOMHOCMU, nocmajyhu mek jout jedan 00
cybjexama KopnopamugHoe Kanumanusma. XomoeeHusayuja, cmanoapouzayujd,
cneyujanuzayuja, eKkoHoMuja oobuma, MapKemuHe KOHYenmu, KOH3yMepu3am, me
NPUMAM 3HARA KOJa OONPUHOCE eKOHOMCKOM pa3eojy u nogeharsy npoguma nexu
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€y 00 KBYUHUX YUHUAAYA KOJU HENOCPeOHO Oenyjy HA cucmeme u UHCmumyyuje
8UCOK02 00pazosarba wiupom niarneme. Lluw ose cmyouje jecme da ymepou oa
U 2100ANU3AYUJA MeRa CYUMUHY 8UCOKO2 00pa3osearsa — u Kako. Jlonasu ce 00
3AKBYUKA 0a HAPEOHA UCTPAXCUBARA Mpeda cée sullie YCMepasamu Ka UCHUmu-
8aRY WAHCU U NpemIbU 2100anu3ayuje y KOHMeKCny Opyuimed 3Hard.

Kwyune peuu: cnobanusayuja, opyumeo 3narea, OOI0WCKU Npoyec

Introduction

In recent years, the term Globalization has begun to be widely used. Numerous
researches on this topic are published on a daily basis. Despite this fact, there is no precise
definition of the aforementioned term. This is mostly a consequence of the complexity
of the term, which is difficult to define. In addition, it is a result of the vividness of
the issue, which doesn’t adhere to a theoretical framework. In academic parlance, the
term globalization has been incorporated with the aim of emphasizing that the world
has entered a new epoch at the end of the 20™ century; the period is marked by intensive
changes, deterritorialization, and acceleration of social activities. The post modern world
(Bauman, 2000), the late modern world (Giddens, 1991) or the second modernity (Beck,
1992) cannot be considered separately from globalization, which can be conceived as a
process which creates a widespread network of economic, technological, political and
cultural interchange, where the rise of similar models on the wider social basis becomes
a characteristic of modern times.

The number of attempts to highlight the complexity of interwoven parts in
defining globalization is booming. Even though the scope of globalization is wide, there
is a dimension of this process which is superior to others. It falls under the economic
dimension,; it is related to the universalization of capitalism, as well as to the open market
as an unstoppable force, to whose needs every aspect of social life subdues. Indeed, there is
no structure of consciousness which is saved from the influence of the all-pervasive logic
of the market, not even higher education. By transforming universities into enterprises,
by making them inferior to the law of supply and demand, the economic dimension of
globalization has a decisive impact on academic institutions. Since the 1980s, the market
has become a dominant force, enslaving the university, while the society and the state
are playing supporting roles. The investigation of the relation between globalization and
higher education, therefore, requires a thorough analysis of these phenomena.

Does globalization change the essence of higher education? Does the market
invade the autonomy of educational systems and institutions? Is there place on the
university for values which are not expressed in money? Does globalization incorporate
consumerism into the field of education? Are we witnessing the development of the
economy of highly educated or fachidiots? Should objectives of the humanistic view of
education take second place to the economy and job market? This paper tries to provide
answers to some of these questions.
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The roots of change — the global economy
and the knowledge society

During the second half of the 20th century, and especially during the 1970s,
drastic changes occurred in the global economy. According to Fredric Jameson, it was
about a third great original expansion of capitalism around the globe which followed
after the earlier expansions of the national market and the imperialist system (JaSovic,
2005). Industrial capitalism, also known as Fordism, was replaced with Postfordism.
Impressive growth of trade and competition, surges in capital flow, progress in
information technology, development of flexible manufacturing systems, the need for
constant increase and expansion of market, the rise of international marketing, as well as
the reinforcement of the role of multinational corporations and financial conglomerates,
are some of the crucial changes in the system of global economy. Through privatization
and deregulation, the adoption of neoliberal policies has resulted in general decrease in
public spending and social security. By establishing a widespread neoliberal capitalist
system, the growth-share matrix is expanding to those areas of social activity which have
not previously been the center of its attention. (Liessmann, 2009; Hromadzi¢, 2008).

Various authors have differently named these rapid and long-term socio-economic
changes. In literature, we come across terms about cognitive capitalism; post-industrial
society, neoliberal society, the information society, entrepreneurial society, post-
capitalist society, risk society, and even about boring society. However, in accordance
with the widespread belief according to which the knowledge is the foundation of
competitiveness in the global economy, a term “the knowledge society” has become
commonly accepted. This term derives from Peter Drucker. The fact that the knowledge
has become the most important resource, and not just a resource, is what makes our
society post-capitalist, Drucker points out. The modern market economy is a business
world in which individuals and organizations can survive only if they possess certain
kind of knowledge and skills. Primarily, it is about the knowledge of instrumental
character. It can be understood as means to accomplishing social and economic results.
It is tangible, practical, useful knowledge. According to Drucker, what we now perceive
as knowledge should by all means be highly specialized. The knowledge workers work
in the knowledge society, whereby the results are not accomplished by individuals, but
by organizations. According to Drucker, the knowledge worker must possess knowledge
at an advanced level of expertise and be prepared to live in a global and tribalized world.
(Avramovic, 2008).

Consequently, with the development of global economy, higher education has
obtained a new strategic role as a central resource of competitiveness, a measure of
capacity for attracting and retaining highly qualified workforce and investments. The
university acquires a vital role in economic growth, as well as the role of indirect
source of profit for corporations. Established by the listed beliefs, the domination of
neoliberal doctrine has encouraged authors to think about the role of higher education
through productivity measures. Corporate university has been established on the basis
of neoliberal ideology and the knowledge society. Knowledge is perceived as goods; a
product which is offered and its value depends on the needs and demands of the market.
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The preponderance of economies - the United States
and the Bologna Process

When it comes to commercialization and performance on the market, American
universities have been ahead of European ones for decades. In the modern commercial
practice of American universities, its existence is not new, but its enormous scope.
Commercialization in the true sense of the word was limited to the sphere of the
university life. However, since 1975, universities have become more aggressive in their
attempt to profit from their research or educational activities. Many institutions have set
up programs for patent licensing, profitable educational endeavors over the Internet and
wide range of other commercial activities (Bock, 2005). Although commercialization
emerged due to a myriad of reasons, none of them would have been successful if
there hadn’t been a chance to make more money; a chance which was ensured by
technologically sophisticated economy based on knowledge. Namely, universities have
become the main source of factors which represent the basis of constant growth and
progress — highly specialized professionals with specialist knowledge and achievements
in the field of science, which others could use to produce new products, treatments or
medicine (Pavlovic, 2013). The sudden increase in possibilities to exchange education,
expert advice and scientific knowledge for exorbitant sums of money, has resulted in the
fact that the commercialization prevails in American universities (Bok, 2005).

While educational institutions in the USA were left to their own devices since their
foundation, and thus as such developed an entrepreneurial approach — academic culture
in Europe was quite different. After all, the idea of university is a European creation. The
idea of university, whose origin can be traced back to educational institutions in Ancient
Greece, experienced its last fundamental changes at the beginning of the 19th century,
when, under the influence of Wilhelm von Humboldt, the medieval university underwent
a major transformation. Humboldtian model of higher education, often called the ideal
model, has had a significant impact in the past two centuries, becoming an integral part of
the global educational system. However, since the end of the 20th century, the perception
of the development of higher education in Europe has significantly changed. After it
was established in World War 11, a strong connection between university and state was
shaken and then broken. Since it depended on the existence of a stable welfare state,
this kind of coexistence implied that university, as an independent science, was to be
supported and largely financed by public body. The increasing intensity of competition
in global market, gradual weakening of the role of the state, falling behind regarding
efficiency and flexibility of USA universities and the need for young workforce in
order to maintain competitiveness, in the meantime has imposed the need for reviewing
and redefining the role of institutions in higher education. Encouraged by the newly
developed situation, European countries united and adopted the Bologna declaration in
June of 1999, which imposes the basic principles of reform of universities. Among other
things, the declaration demands that the countries coordinate their education policies,
create a unique “European Higher Education Area®, adopt a system of easily readable
and comparable degrees and a system based on two main cycles.

Economic changes had an impact on the position of universities and had a
considerable influence on the change of objectives of the higher education. The process
of extinction of the welfare state, i.e. its transformation into administrative-bureaucratic
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agents of the neoliberal market, with the purpose of maintaining economic competitiveness
of the European Union in a race against Japan and the USA, consequently leads to the
transformation of all social aspects, including higher education (Hromadzic, 2007).
In Europe, the Bologna process has significantly changed the character of European
university by distancing it from a traditional academic culture and adopting the American
model of higher education. General market-oriented economy, the establishment of a
system of credits (ECTS) as a standard unit which enhances employability and mobility,
shorter period spent at the university, and ISO certified diplomas, can be considered as
an Americanization of European universities. This can be interpreted in many ways, but
the fact is that with the adoption of the Bologna declaration, European countries have for
the first time influenced the organization and the content of universities. This is against
the basic principle of how the university should function — autonomously. The forsaken
autonomy of university includes economic dimension — independency over rules of
capitalist market in the social structure. Thus, higher education becomes a subject of
corporate capitalism.

Global(ized) studying and teaching — the virtual university

The most dramatic improvement in the area of non-traditional education has
certainly been the spread of distance learning with the help of the Internet. By describing
university campus and buildings in it as “highly unsuitable and totally useless”, Peter
Drucker predicted that university, as an institution in which a person spends a certain
amount of time, will not withstand (Bok, 2005). These kinds of long-term predictions are
not a novelty; they were always following the development of new technologies during
the entire 20th century. However, the real impact of these findings, according to the rule,
was significantly minimal than its proponents had expected.

Be that as it may, the technology did expand the range of possibilities for learning.
The Internet truly has characteristics which make it an attractive teaching tool. Primarily,
this medium is interactive; it allows easy updates of teaching material, and the development
of adapted curriculums. The Internet enables teaching to be available all around the world.
Through teleconference, students can have a discussion with participants from all over the
globe. Distance learning also offers significant educational opportunities for people who
are not able to physically attend the university. Besides these characteristics, the Internet
is not an effective replacement for traditional university education. A lot of things that are
crucial for the students’ development originate from the experiences which one cannot
get online. For instance, communication with others. And because of this, it is believed
that the virtual community cannot replace the real one. Furthermore, it can be said that the
concept of distance learning changes the role of the educator, teacher and professor in the
educational process. Unlike the traditional way of teaching, the Internet courses are not
designed by one person; they demand the entire team of people: course designers, writers,
technicians, instructors, and others (Bok, 2005). When the teaching staff and courses
are transferred to the Internet, administration gains total control, which allows room for
monitoring, organizing, discipline and even censure.

The potential market of distance learning seems to have no boundaries. The
possibilities of the Internet have spread beyond the USA, creating a global space for
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virtual education. A large number of potential students from countries which do not
have respected universities, are now a part of the universities in the USA, Great Britain,
Australia and other developed countries. Even little-known institutions offer online
courses for students from all over the world. For universities, this is a convenient way
to decrease costs of teaching, while simultaneously increasing the number of students.
The University of Phoenix, which was established as a for-profit college of vocational
education, has managed to enroll 110.000 students until 2001, and many of them pursue
their studies online (Bok, 2005).

Foreign students are very important for a lot of universities. The need to “export”
higher education in this way is motivated by the fact that it is profitable. The aim is to
create a market in order to offer a wide range of educational services. The recipe for
earning money from this kind of education is to gather a large audience. In addition,
the expenses should not be enormous. In other words, it would be good to use likable
teachers, add attractive visual tools, but to avoid providing a lot of feedbacks and keep
interaction at a minimum. According to this, these courses would not use the full potential
of technology. However, the one thing that technology provides is the development
of interactive lectures, which use stimulations, games and other things that stimulate
discussion. But, this is the most expensive kind of distance learning, the one that costs as
much as the traditional lectures. In that way, it can be observed that technology is used to
make profit rather than enhance the quality of and access to the higher education.

Market relations and profit, the McDonaldization
of Higher Education

The tendency to perceive education as a private good is increasing the competitive
spirit among different sectors and institutions of higher education. This is achieved by
promising certain incentives and rewards. Thereby, the competition is not a problem. On
the contrary, it is desirable. However, the problem is that the competion is initiated by
the profit. While trying to make a profit, universities aspire to reduce expenditure and
increase revenue, which inevitably changes the essence of education and jeopardizes
some basic academic values.

The need for money is a chronic condition of the corporate university. Under the
influence of the market, a trend of decreasing the public participation in the financing
higher education has developed, despite the increased number of students. Universities,
including state ones, are forced to find new sources of funds — tuition fees, donations,
and, especially, research revenues. The burden of financing higher education is falling on
the individuals, thus eliminating those who cannot afford expensive tuition fees. Since
donation requires a return of favor, the influence of those donating is getting greater,
thus changing the form of the institution. The massification of higher education reduces
the quality of education students are receiving, making it inferior to the quantity and
economies of scale, which can be seen when an unprofitable course is cancelled. Courses
which are not able to attract an abundance of students and fill classrooms, and in that way
use economies of scale, are simply removed from the curriculum.

Scientific research activities stress the relation between universities and corporations.
That relation of multinational companies and academic institutions is symbiotic, and those
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companies can invest their resources in researches. The knowledge, which was previously
free and available to everyone, is now confidential and aimed at the market. Nowadays,
universities make contracts with different enterprises; they even open their own enterprises,
designed for commercial exploitation of discoveries (Sreckovi¢, 2008). It is true that this
leads to important scientific results and also to the reallocation of funds to researches at
the expense of teaching. Also, a certain gap has been created between commercial and
non-commercial disciplines. Lastly, ethical problems are appearing because of the conflict
of interest, which has emerged from the relationship between the company which finances
research and those researchers who are conducting it. However, universities can carry
out research only if it is profitable. This creates winners and losers, and highlights the
differences between the smaller number of those research institutions which are successful
and a greater number of those universities which are mediocre (Jung, 2003). The ‘race’ to
make a profit turns into a battle for survival.

The expansion represents one of the most important trends in higher education.
Before World War II, 5% of people living in Western Europe and the USA were enrolled
at a university. Now, the student population has grown to 30% in Western Europe, and
50% in the USA. According to UNESCO, there were about 138 millions of students in
2005. 21 million of which were studying in China, 20 million in the EU, 18 million in
the USA, and 11 million in India (Dolenc, 2007). These statistics are the best indicators
of the transition of universities from elite to mass institutions. University’s connection
with the market has resulted in the fact that it is not on the top of the ivory tower
anymore. Globalization inevitably changes the university, transforming it into a sort of
Mec University — a widely available, standardized service.

Education has definitely become a product. The tendency towards standardization
of knowledge, which is reflected through increasingly present engineering component,
which strives to develop methods and algorithms that will make curriculum equal at
every level, can be spotted in the products of multinational companies. However, the
process of determining ingredients of hamburger or making a refreshing drink has its
explanation — the ability to achieve economies of scope through increased efficiency
leads to success and global domination. When it comes to academic institutions, things
are not that simple. Within the context of higher education, the fear of homogenization
can be expressed through imperialism, the need to impose Western values, and diminish
cultural specificities. When it comes to colonization, it should be considered as a market
colonization, rather than American. (Milosevic, 2006).

No matter how efficient it might be, without appropriate propaganda, manufacturing
process will not lead to success. Although the reality is completely different, McDonald’s,
Coca-Cola, and other similar companies, will convince the consumer that their products
taste nice, and that they will feel better if they spend money on them. Truly, it seems that
education is achieving the same result — a well-packed, promoted product, but it is in
its essence extremely empty and mostly hazardous. The reality tells us that universities,
perceiving their future students as consumers, are in an identical way humoring their
expectations by using well-known marketing concepts. Seduction is also manifested in
educational context, which leads to a brand new and scary form of consumerism. The
essence takes second place, students are happy with a brand; the act of shopping is much
more important than the purchased product. We can only guess all the devastating results
this logic, with its dehumanizing consequences, could bring.
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The principles of corporate capitalism are prevailing in the universities today.
An academic institution is treated as an enterprise which produces knowledge and
sells curriculum and scientific services to the free market. Accordingly, it is believed
that university, no matter if it is private or public, should be managed according to the
principles of economic management, that its performance should be measured by the
profit rate, and that rectors and deans should be considered as managers. The university
is becoming a factory, its main task being to produce a certain number of specialists,
train them and direct them to perform assignments.

Education is increasingly viewed in terms of economics terminology. It will
gradually stop being a part of social policy, and become a part of political economy.
Numerous studies, which are dealing with this problem, mostly investigate the
connection between investment in education and the percentage of economic growth.
Nowadays, education is explained quantitatively through calculation of profit which
brings investment in human resources; by connecting it to finances, development of
human resources, efficiency, effectiveness, economies, and revenues and expenses. The
perception of higher education as an investment in the human resources has become an
integral part of educational policies all around the world, and especially in developing
countries. This kind of narrow and instrumentalist view cannot be perceived as an
achievement in the area of education. It is the product of mechanistic perception of
the world, where people are viewed as tools and shaped in order to successfully fulfill
different functions in economic machinery of the society. Beside practical usefulness,
education and learning are concerned with the nature and essence of man, society and its
structure. They contribute to the growth and development of personality, and are aimed
at its spiritual and intellectual part, rather than just at tangible. Hence, education is good
and valuable (Savicevic, 2007). Instead of talking about human resources, it is more
useful to speak about human potential — about a man with all of his abilities and creative
capabilities.

It is clear that the aforementioned tendencies in science education policy are
aimed at the existence of that knowledge which doesn’t bring any profit and which isn’t
productive. Measured by criteria of economic rationalism, the knowledge which is not
applicable on the market is considered useless. Adjusting the university to the demands
of the market has blurred, if not even excluded from its program, the knowledge
which humanistic social science brings forth. They have been replaced by techniques
characteristic for the management of corporations and business systems (Risman, 2010).
The exams are even designed in the similar manner, with scales, points and charts,
dumbing down and rationalization of the curricula, which instead of rewarding talented
individuals who possess critical thinking skills, reward those who think in terms of
surviving.

Conclusion
It is hard to predict how universities are going to escape from the grip of the
increased hyperspecialization, to which there is no end in sight and which is responsible

for the phenomenon of students and professors who possess extremely narrow views
of the world. All fields, of course, have their scope and they encourage students to
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choose some professions, but that should not be done on behalf of creating a devastating
Fachidiotismus and abandonment of intellectual freedom. Therefore, the classroom is
at the risk of becoming a morose, expressionless place which apart from offering and
licensing has little to give. Before, professors gave lectures; nowadays, they are mostly
professionals, entrepreneurs and careerist, just like in the business world. Intellectuals
who come out from those conditions are only experts who do not possess an understanding
of moral and social demands of their calling.

In these kinds of conditions, the term which refers to the general or universal
education is questionable. Even the term education, which is related to the formation of
a mature person and to the process of becoming a versatile being — could be abandoned
in favor of training, teaching and practicing.

The process of differentiating knowledge is ambivalent, since it contains a narrow
view of the reality as a whole, and an attempt to broaden the knowledge of its parts.
Therefore, it is about an increased knowledge which tries to focus on the little things.
However, if we dare to take a step back in order to view the image from a distance,
instead of looking at it up close, we will notice that similar difficulties are present on
a global level. It is has to do with insight and perspective. Namely, it is a paradox,
which can be reflected in the growth of the processes of globalization on one hand and
fragmentation of knowledge on the other hand.

With this in mind, one simple question remains unanswered: How can the partly
educated people solve global problems? Indeed, due to the lack of thorough consideration of
reality, the intellectual conformism, which was created by technisistic type of thinking which
destroys diversity, has a difficult time in dealing with the praxis, even though it strives for it.
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CTOPUTEJIMHI' KAO CABPEMEHU UHCTPYMEHT
N3I'PAAIBE UTHO®OPMAIIMOHO-BE3BE/ITHOCHE
KOPIIOPATUBHE KYJITYPE

AncTpakr

Luw paoa je 0a yxadsice Ha 3HaUaj OpeaHU3AYUOHO2 CHIOPUMETUH2A KAO caspeme-
HO2 UHCMPYMEHMA 3d U32paory UHGOpMayuoHo-6e30e0HoCHe Kopnopamugte Kyi-
mype. ¥ paody ce oecpunuie nojam “cmopumenune”’, popmynuuty ce 0OCHO8HU 3a0ayu
Kopuwliera, Kao u obnacmu npumene cmopumenunea y opeanusayuju. Kaxo je no-
ceban Ha2nacak Ha KopnopamueHoj Kyimypu ungopmayuone besbeonocmu, y paoy
ce pasmampa mexHoa02uja Kpeuparsa uHGopmayuoHo-6e36e0HoCHe KOpnopamugHe
Kyanmype, me npeHoulervd, wupersa U 4yedarbd 3HaRA U UHGOpMayuja y opeanusa-
yuju y3 xopuuitherse cmopumenutea. Y paoy ce, Ha 0CHOBY anaiuse aumepamype u
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npaxce, Ha21aUIABAjy NPeOHOCMU NPUMeHe crmopumenunea y opmuparsy yuehe u
unopmayuono-6e36e0HOCHe OpeaHU3ayUoHe Kyimype.

Kawyune peuu: cmopumenune, ynpasvarbe, OpeaHu3ayioHa Kyimypd, Ynpaenoarse
3HAreM, UHGopmayuona bezbedHocm.

Introduction

Each organization in the process of its life cycle builds its narrative, meets with problems
and solve them more or less successfully, entering new situations, and, in cooperation with
the external environment, transforms its internal environment. The narrative can be realistic,
to some extent exaggerated, or else - completely fabricated. Whatever, it may influence the
organization, its members and cooperation with business partners, positively or negatively. It
may also affect the fulfillment of their goals or be an obstacle. Sharing experiences through
a narrative appears in various professions as a great way for knowledge exchange and
determination. Researches suggest that sharing experiences through narrative mode builds
trust and promotes norms, transfers tacit knowledge, enables learning, and creates emotional
connections. Narratives can be a powerful way of presenting and conveying the complex and
multidimensional ideas. Well-designed and well-told stories can transmit the information and
emotions, explicit and tacit, as well as core and context.

Skill of narrative management, maintaining and developing a positive one, correct
and timely transposition to those who need it, neutralizing the negative elements, and
occasionally creating a new one - these are the tasks of modern managers who aspire to raise
the effectiveness of social relations in the organization, by using the storytelling method.

Storytelling - concept and essence

Storytelling is the use of narrative skills that is the art of narration, in areas that were
not originally considered as a narrow field of application, at least not until now. Pointing to
the universal of the narrative and its seductiveness, and the need for its wider application in
areas such as marketing, management, politics, military, Salmon in “Storytelling” reveals that
the possibilities of storytelling in modern times do not retain only to their aesthetic plan, but it
can be interpreted as utilitarian category. (Salmon, 2010) This, then, arises from the growing
need to actually transform the whole current propaganda operation. Salmon in his paper asks:
“Has a narrative skill, which explains the experience of mankind since its inception, in the
storytelling era, became a national instrument of lies and control of thoughts? Behind the
brands and television series, but also in the shadow of winning the election campaigns from
Bush to Sarkozy, and military operations in Iraq or elsewhere, worthy storytelling technicians
are hidden. Empire seized narrative.” (Salmon, 2010) The basic thesis of storytelling says:
at all times tell a story! Why? Our mindset is accustomed to the narrative organization,
conceptual operation with the help of images that is trying to line up in a certain experiential
model, or pattern. We, therefore, live in and with graphics and images, with notions that
we process narratively by giving them a meaning, shaping them so that they can fit into the
horizon of expectations, creating our own world (make impossible possible), but also our
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own life. Such feedback, narrative disposition of man on the one hand, and the subsequent
processing of the seen, experienced but returned (now as a final content), placed in a story that
has its own exposition, plot, development, outcome, protagonists, antagonists, punch line ...)
on the other hand requires that our relationship to the surrounding world is formed precisely
on the basis of material derived from the given possibilities and resources.

Salmon in his work about the predominance of the former storytelling forms of
communication practices moves the focus into the sphere of management, asking himself
again and again what actually causes the advantage of one over another paradigm, and where
the roots of the evolutionary, historic, progressive changes are. Historically, the origins of
this phenomenon were found in England, the industry leading power in the mid-nineteenth
century, with the advent of the manufacturing method of production. Rearranging different
forms of labor force in the same space and the subjugation to a hierarchical organization, strict
supervision and the deafening noise of the original industrial machinery, necessarily lead to
proper etiquette at the level of interpersonal communication among members of the workforce.
Workers’ speech was perceived as “chatter” or “gossip” at best, and at worst it was interpreted
as a silent resistance or subversion. No surprise then that the strike was initially meant as a
valve for such suspension. However, how long this situation could give desirable results?
With changing the mode of production, sophisticated technologies and overall social change
at all levels, “organizational” or “systematic silence” relationship form stopped functioning.
Moreover, it has become counterproductive. A series of financial failures, breakdowns caused
by poor internal staff coordination, forced top managers to completely re-examine the reasons
and the causes of this phenomenon. After a long and detailed analysis, a complete turnaround
was made. For management gurus only one solution became possible: silence should not be
imposed to the employees. (Salmon, 2010) On the contrary, it should be expelled by an opposite
order — to talk and confess. In the corps of newly permitted “sins”, almost imperatively, gossip
takes its place, as a form of narrative that inevitably carries information. Benefits of liberated
tabooed behavior in the workplace were immediately registered by the apparent ““contribution
to the maintenance of the notification system of rules and values, transferring the tradition and
history of the company. (Fog et al. 2010) New knowledge about the benefits of this approach
says about the power of narrative, which “lies in the complex experiences as a combination of
senses, mind, emotions and imagination.” (Armstrong, 1992)

Consequently, the new company becomes a creative workshop, a kind of narrative
organization, where the narrative is heard, cultivated, regulated and, of course, controlled. If
you take a closer look, a lot of things around us are the narrative, the activities of a company
as well. One would not say at first glance, but isn’t the reports about the visit to the client,
business interviews and curriculum vitae (autobiographical narration) actually forms of
storytelling? “In this way, storytelling management is nothing more than an attempt to control
the streaming of the story.” (Salmon, 2010; Gerasimenko, 2006; Prusak et all. 2004)

With the rise of storytelling and its all the more sensational successes, you can see the
reciprocal decrease in dull, boring, rational argumentation, almost obligatorily presented in an even
more boring power-point medium, with tiring and discouraging effect on employees. What is that
telling us, and at this level of analyses, what conclusion we can get? The mesmerizing power of the
story targets the irrational layer of personality, dependent of archetypal sediment and performance,
by native mythic patterns inherent to the human race as a whole set of structural features which
make the narrative or story so effective. Of course, in storytelling management semiotics is not the
only goal and purpose - it always has utilitarian properties, but in a more serious approach to the
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storytelling phenomenon, it is hard to bypass it, at least as a direct and indirect assistant in the aim
to enrich and improve one area. Therefore, we can rightfully claim that the success of storytelling
here, in fact, was enabled by a sort of “regression of the company’s world (consciousness) to the
universe of stories and fiction.” Narrative won ineffectiveness. (Salmon, 2010; Hovichkova, 2012,
Fog et all. 2010; Aaker & Joachimsthaler, 2009.)

Storytelling is a way of transmitting information and knowledge, as well as inducing
desired behaviors and actions by using the instructive story. Also, storytelling can be defined
as the art of fascinating and suggestive narration. (Simmons, 2006.)

Organizational storytelling is a management tool used for understanding, interpretation,
and dissemination of values, norms, rules and principles of organizational culture through
the use of corporate stories, myths and legends. These can be stories about the work of
management in the past, on cooperation in the organization or on certain events. Storytelling
enables targeted impact on employees, both those who are already working in the organization,
and those new employees, through corporate stories, myths and legends. (Reami, 2002.)

Leader as a teacher helps people in organization to develop system understanding
expand their capacities in order to understand complexity, make vision clear and improve

mutual mental models.(Mici¢, 2015)

Storytelling is also the informal method of personnel training. The first attempts of
creating and using stories in business were different in form. Employees were encouraged to
write down the things they learned, make catalogs of knowledge, as well as today’s “yellow
pages”, but with a list of employees and the knowledge that they have, maps of informal
networks of experts in the organization were created.

While the actions were different, their base was the same - increasing the effectiveness
of the creation, interpretation and acceptance of ideas. (Hovichkova, 2012.)

The narrative contains four required elements without which there is no effect on the
audience: the message, the conflict, the heroes, the story.

Organizational myths and legends play a very important role in the organizational
culture. (Janiéijevi¢, 2013) Myths are narratives that are partly based on real facts, a partly
fictional. They are directed to the desired future and have to indicate the employee’s
perspective. Corporate legends do not have to basically rely on organizational events, on
the contrary, and if completely fabricated, they are intended to manipulate public opinion,
or the opinion of a certain collective. Using corporate myths and legends for managing
organizational culture is considered to be a part of internal PR.

Heroes of corporate narrative can be: founders, who led the company to success
with their enthusiasm, managers of the company, who have made successes with individual
projects, employees who are able to deal with unusual problems, and the like.

Storytelling method was first used in the international company Armstrong
International, by David Armstrong, general manager of the company. The idea of managing
the personnel with the help of narratives was used also at Birmingham University. Professor
Kevin Thompson, when creating concepts for attracting staff, concluded that the narrative is
one of the best methods of motivation.

Storytelling as an element of corporate memory

Storytelling uses the oral method of transmitting information and knowledge, as the most
effective. This method allows direct communication, with all its advantages. Increasingly, it is
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also used in written form on paper or electronic media. The basis for the preservation and use
of knowledge at various holders in the company is the structure of corporate memory model.

Corporate memory is the ability of the organization to keep, collect and produce
informal and formal organizational skills, which are composed of experience and
tradition necessary for the development of competencies of the organization.

Using knowledge of corporate memory provides affirmation of cooperation
among organizational units, effective personnel management and work with clients
(Novichkova, 2012). If the knowledge exist in two forms - invisible (human experience
and practice) and formalized (documents and records), corporate memory determines
cultural and technological process of collection, storage, use, evaluation and application
of knowledge.

The functioning of the corporate memory presupposes the existence of a structural
entity that collects and processes the knowledge in the organization, facilitating their
spread through administrative barriers and integrates them into operational business
processes (Novichkova, 2012.) In addition, it facilitates the exchange of knowledge, so
knowledge becomes available to all organizational units, and the like.

The goals of formation of corporate memory are: preclusion of loss of knowledge
with the departure of certain professionals, using experience gained while working on
projects, drawing lessons from the past, the preclusion of future errors (this is especially
important for corporate security of organizations); the use of knowledge maps of the
organization to build corporate strategy, accelerating the circulation of information and
knowledge and increasing the effectiveness of communication, which is also one of the
preconditions for the construction of corporate security; improving of personnel training
system, and analysis and application of the experience of other companies in operation.

The main advantage that a company acquires, by using the model of corporate
memory, is the ability to concentrate knowledge in a unique complex corpus, fast access to
knowledge, reducing the time to acquire some knowledge, reducing the risk of the human
factor, which is one of the most common causes of compromising corporate security.

Information-security corporate culture

Culture can be defined as the characteristic beliefs and behaviors that exist in an
organization. It is a collection of formal and informal behaviors that the organization has
adopted as its way of doing business (Guptara, 1994). Corporate culture determines the
behavior of its employees and affects the formation of acceptable behavior within the
organization (Beach, 1993).

Information-security culture is an integral part of the corporate culture and it also
has to do with the behavior of employees (Schlienger & Teufel, 2003). The ways in which
employees perform their duties are based on collective values, norms and knowledge and
have a decisive influence on the success of the entire organization. Information-security
culture occupies a very small part of the research and there is not a single definition, or
attitude on what should be a corporate culture that will lead to the appropriate method of
management of information security culture...

Corporate culture has a very strong impact on data security (Chang & Lin, 2007).
It is important to note that corporate culture should reflect a positive attitude towards
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information security throughout the organization and to be consistent with good practice
of information security culture.

Information-security culture is based on improving employee awareness of the
importance of data and how to deal with it, as well as the adoption of desirable behavior
models in the context of corporate culture (Da Veiga & Eloff, 2010:198).

Some authors have found that only paying attention to the corporate culture of
security is not enough to understand all the factors that affect the security of information
and culture (Helokunnas & Kuusisto, 2003).

Dhillon stresses that the organizations in which the culture of information security
is not prevailing, will be in a serious problem with maintaining the integrity and protection
of technical systems organizations (Dhillon, 1997). He also believes that information-
security culture should be an integral part of the corporate culture, which, after all, was
confirmed by the conclusions reached by other authors — information security culture is
a set of beliefs and respect for certain values that are manifested in actions and behavior
of employees in data protection organization (Andress & Fonseca, 2000; Breidenbach,
2000; Von Solms, 2000, Ramachandran, Srinivasan, Tim, 2008.).

Literature defines three types of mutual relations of corporate culture and
information security culture:

1. Information security culture is separated from the corporate culture (members
do not participate or take a very little part in the implementation of security in
organizations, and their awareness of the importance of security is very low;
activities that are related to information security employees is performed only
by IT department) (Albrechtsen, 2007);

2. Information security culture is a subculture of corporate culture (members
of the organization take care of information security only within their
organizational units, occasionally trained for mandatory training, each
subculture associates its needs with responsibilities and work tasks of certain
professional groups, such as accounting, etc.) (an Ramachandran, Srinivasan,
Tim,.2008)

3. Information-security culture is integrated into the corporate culture (corporate
security is a concern of all employees and is implemented in a holistic manner;
in this type of culture, data protection is a part of the business routine).
(Thomson, von Solms, Louw, 2006)

Storytelling as an instrument of construction of information
security culture

In order for the information-security culture to become an integral part of
corporate culture, all employees must become aware of its importance. With specific
focus, organizations can quickly move to the highest level of information security.

The human factor is the cause of more than 75% of security incidents. The vast
majority of these incidents occurred accidentally because employees were not aware of the
consequences of their (usually harmless) actions. Therefore, it is important that everyone
understands what are the likely threats to the property and the entire enterprise business
and how to properly behave to reduce the risks inherent in these threats. In addition,
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each employee must be fully aware of its role in protecting the system when managing
people, information and assets. Other organizations, electronically communicated, as
well as our external service providers should also be fully aware of their role in terms
of security, information and funds. Most important of all is that the senior management
of the enterprise must understand threats and risks, implement security measures and
fulfill its obligations under the adopted corporate safety programs. Explicit actions of the
management in this area will demonstrate to all staff, partners and service providers that
the company is committed to protecting its people, information and resources.

One of the instruments to build a corporate culture, in which information and
safety culture will be an integral part, is storytelling.

The main tasks of storytelling in the construction of this type of corporate culture
are related to:

1. The movement of established tradition in the organization and consolidating
previously accepted corporate ideology. Storytelling enables building links
between the past, present and future. Use of narrative helps to learn more
about corporate values and principles by which it works, so these can be
followed. Employee loyalty increases with a sense of belonging to the
collective and complete identification with the mission, vision and goals of
the organization. It also reduces the need for financial motivation.

We have already mentioned that the availability of invisible property, which
accounts for about 80% of organizational knowledge, is only possible in the process
of interpersonal relationships. The basic mechanism for building the most valuable
knowledge and their application is personal communication among employees in the
sphere of influence of the community through which a corporate narrative circulates.

2. Introduction of a new corporate ideology. Use of narrative enables new
employees to quickly understand the corporate ideology, norms of behavior
and work. To learn more about the organization are often used codes of
conduct, corporate regulations etc., but storytelling helps new employees to
enter more deeply into the system and find the right role for himself in the
corporate environment.

3. Training of employees by administering examples of safe behavior and
work. Thanks to the narratives of successful or unsuccessful experience,
there is an exchange of skills and experience among employees, reducing the
amount of repetitive mistakes, leveling of the stress of newly employed in
case of mistake. Invisible knowledge, which is found in every segment of the
professional activity and is not recorded in any instruction or knowledge base
of organizations, is best transferred through informal channels.

4. Employee motivation by personal narrative. Every organization today can
share narratives about its wise founders, decisive leaders and loyal employees,
protection of business secrets, data, intellectual capital, know-how... It
would be useful to keep all information about security managers who have
successfully counteract the loss of data, dealing with information-security
risks, etc. These narratives allow employees to experience the corporate
culture focused on the promotion of new ideas, initiative, self-education,
raising the level of competence and information security, as well as the
intellectual potential of employees, which raises the level of accountability
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of employees and reduces the fluctuation.

5. Storytelling expands the arsenal of resources of personnel motivation and
reinforces the reputation of leaders, resulting in creating of the form of imitation.

6. Control of employees’ attitudes toward managers’ omissions and problematic
situations with which the organization meets periodically. Corporate
narratives are particularly effective in moments of crisis.

7. Improving the effectiveness of communications at all levels. In order to raise
awareness of information security throughout the organization it is necessary
to implement a communication program that will ensure that employees
understand the need for implementation of best practices for information
security, and to inform them about their roles and responsibilities in the
development of an efficient system of information security.

Companies that use storytelling and support corporate myths, manage to form an
effective information-security culture and substantially increase the level of employee
motivation (Smirnova & Voskresenskaja, 2009).

Conclusion

For the information security in organizations, the attention is paid mostly to the physical

and technical measures, and very little on the social and cultural factors that influence it.

We believe that neglecting of this segment is largely the cause of the problems in

modern organizations.

The application of storytelling enables:

* creating a corporate culture of information security, knowledge, including
corporate traditions, norms, values, ideology, rules, leadership, interaction in
achieving the strategic objectives of the organization;

*  management of motivation and training of employees;

+ raising of the level of effectiveness of business processes, creation, storage
and use of information and knowledge;

+ raising the level of effectiveness of communication in the organization and
reducing of the level of formalization;

* building a positive image of the organization in the outer and inner
environment - storytelling is the most important instrument in relations with
the public;

« controlling the problematic, crisis periods in the functioning of the
organization, lowering resistance to change, raising the level of effectiveness
of organizational changes.

Keeping knowledge in corporate memory enables pooling of resources into a
single point for all employees, structures knowledge in accordance with its importance,
customizes knowledge, enables analyzing and forecasts risk. In addition, the preservation
of knowledge provides avoiding past mistakes. At the same time, the experience of
mutual relations with clients, employees and stakeholders can be helpful in the future.
It can be played both in the form of formalized, as well as unformalized knowledge of
employees, in part or in full, in corporate narratives, myths and legends.
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ADAPTABILITY OF COMPANIES IN THE REPUBLIC
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Abstract

In an era of constant change in all spheres of business, an essential factor in the
survival of a company is monitoring developments in the region, rapid response to
current trends and anticipating future market developments. In this way, companies
become more successful and have more proactive control of their future.

The aim of paper was that through empirical research, did on the model of Denison,
shows the degree of adaptability of enterprises in the Republic of Serbia, to identify
the factors that influence its development and check the premise that innovation is an
essential factor of adaptability. Difference in adapting to changes in domestic and
foreign companies is also analyzed. The results showed that companies in the Republic
of Serbia still need to work on improving the adaptability, that the certain aspects of
adaptability are more present in foreign than in domestic companies and that innovation
is the main factor of adaptability. The significance of the results is in determining the
way of improving the functioning of companies in the Republic of Serbia, especially of
domestic companies, which after a period of transition, trying to integrate successfully
into the European and world economy.

Keywords: adaptability, companies, Serbia, Denison model
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Ha akmyenHe mpeHooge u anmuyunuparse 6yoyhux dewasarea na mpxcuwmy. Ha
maj HayuH KoMRAaHuje nocmajy ycneuwiHuje u umajy npoaKxmueHujy KOHmpoy Hao
ceojom Oyoyhuouthy.

Lum paoda je 6uo oa kpo3 emnupujcko ucmpaxcusarse, ypahero no mooeny /le-
HUCOHA, NpUKaxice cmenex ad0anmuOuIHOCmu npugpeonux opywmasa y Penyonuyu
Cpbuju, oa ce uoeHmughuxyjy paxmopu Koju Ha ry ymuyy u nposepu npednocmaska
no Kojoj je unosamusHocm oumawn gaxmop aoanmudbunHocmu. Anarusupaua je u
Pasnuxa y adanmuparsy npomeHama y 0omahum u cmpanum komnanujama. Pezynma-
mu ¢y noxkaszanu 0a npuspeona opywmsea y Penyonuyu Cpouju jow mpeba 0a paoe Ha
VHanpehery aoanmubuiHocmu, oa cy oopeheru acnekmu aoanmuOUIHOCuU 8uiie
NPUCYMHU Y CIMPAHUM He20 Yy 0OMahum KoMAanujama u 0a UHOBAMUBHOCH jecme
2nasnu paxmop adanmubunnocmu. 3Hauaj dodujenux pesyimama je y oopehusarsy
npasaya yHanpeheroa 0enosara npuepeonux opyuwmasa y Penyonuyu Cpouju, no-
cebHo domahux npuspeoHux Opyulmasa Koja HaKoH nepuooa mpan3uyuje nokyua-
8ajy 0a ce yChewHo yKIone y e8poncKe U Cemcke npuepeone mokoee.

Kwyune peuu: aoanmubunnocm, npuepeona opywmsea, Cpouja, [enucoros mooen

Introduction

“The 1990s may witness the beginning of the end of the traditional organization”
(Nadler, Gerstein, Shaw et al, 1992, p. 263) and the beginning of the time in which
changes are the key for the survival and growth. New business conditions require a new
organizational behavior. “The relevant criterion is not the size, but the strength and,
above all, the power to adjust” (Frank, 2015, p. 217).

Adaptability has become the most desirable characteristic and the primary activity
of companies that think responsibly about their future. “History has repeatedly shown
that individuals and institutions who are able to quickly adapt and to change, have the best
results in terms of social change and difficult circumstances” (Jasarevi¢, 2012, p. 179).
Adaptability, therefore, is not the trait of a new era, but the need for it is more intense
than ever. “Conditions, in which organizations operate demand a response without which
organizational demise is a frequent result” (Cameron, Quinn, 2006, p. 7). In the years to
come, when is, according to the words of Hamel and Brin “competitive anarchy is on the
rise” (p. 22), the degree of organizational adaptability, as well as people and society as a
whole, will be seriously tested.

The aim of this paper is to show the degree of adaptability of enterprises in the
Republic of Serbia, to identify factors that affect adaptability and to analyze adaptability
differences in local and in foreign companies through empirical research. As specified
by Denison model, according to which the research was conducted and results presented
in this work, adaptability is a flexibility factor of companies’ organizational culture. By
adaptability improving the organizational culture is being developed and modernized.
Adaptability is a phenomenon that in time when almost all resources are relatively
equally accessible, provide companies with a truly unique competitive advantage
(Arikan, Enginoglu, 2016).
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The phenomenon of adaptability

The presence of constant competition and an organization’s need of to survive and
exist on the world market require it to have the ability and willingness to constantly change
and adapt in order to successfully overcome uncertainty and competition. Attitude of an
organization towards changes, as well as towards occasional disturbances that briefly
disrupt balance in an otherwise peaceful and stable business world, will expose every
organization to a high risk. Stephen P. Robbins and Timothy A. Judge (2009) in their book
Organizational Behaviour, call such organizations arrogant organizations because they
quickly lose their competitive advantage due to their attitude, emphasizing that corporate
highway is filled with wrecks of companies which have allowed arrogance to undermine
their earlier successes. It is likely that some of these companies will eventually recover
and stand up on their feet again, but millions of dollars and customers might have been
lost forever, which is the high price they paid for their lack of adaptability.

Peter Drucker (2005) also points out that a “modern organization has to become
a generator of changes and to organize abandonment of things that have proven to be
surpassed, as well as to continually work to improve all products, services and processes
within itself” (p. 213).

“Successful organizations use more ideal forms of organizational structures and
processes that enable them to become more organizationally flexible and adaptable,
and to generate amazing products and services. It gives them more proactive control
over their future instead of waiting to react to change in their marketplace” (Ackoff,
Magidson, Addison, 2006, p. 139).

In order to increase their ability to adapt, and become competitive or to gain
advantage over others (Coulter, 2010), organizations must encourage their employees to
use their own intellectual and creative potential more fully, to change, and to take risks; it
has to support employees’ initiative, and to motivate collaboration among employees... For
example, a research conducted in 1994, among business people from different industries,
showed that employees spend only 5 to 15 percent of their time thinking, learning and
innovating in their organizations (Goldman, Nagel, Preiss, 1995). Today, it is not enough.
Thinking, learning and innovation are not only an obligation of top management, but the
task of all employees. Waking of creativity in people can literally change direction of an
organization and bring stunning results. “It is the first step of innovation, and innovation is
the driving force of the creation of wealth” (Veselinovié¢, Rosi¢, Stojanovi¢, 2014, p. 72).
Investment in human capital is the most effective one a modern organization can make. “An
average 10% increase in education among employees will increase overall productivity by
around 8.6%, while the increase in capital equipment by 10% increases productivity by
3.4%” (Stefanovi¢, Vojnovi¢, Urosevi¢, 2012, p. 71). In order to improve productivity and
work and to take a better position in the market, organizations are nowadays ready to make
some trade-offs. In 2012, approximately three-quarters (77%) of employers in the United
States allowed some employees to change the time of starting/ending their work and 63%
allow them to carry some tasks out and to work from home (Matos K, E. Galinsky, 2012). If
we consider famous words of Bill Gates that “‘each morning, ninety percent of a company’s
value walks in, and walks out in the afternoon” (Jovici¢, Jovic¢i¢, 2015, p. 196), it is clear
that any adaptability to modern circumstances in terms of improving human resource
management activities beneficial to the organization.
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Adaptable organizations place their business focus on customers. Unless a company
is not owned by the state, a relationship that employees have towards consumers is an
important success factor nowadays. The Amazon company can serve as an example of
those whose work is marked by a relentless striving to achieve a greater benefit to its
customers. That way was born one of the leading e-commerce platform, Amazon.com,
that offers book fans from all over the globe an opportunity to look for and buy books
from the comfort of their armchairs, choosing in peace among more than million titles.
On the other hand, Nokia, once the strongest brand in the field of mobile telephony, fell
from the throne due to the fact that it failed to devote enough attention to the specific
needs of its customers. Dell has become the world’s largest PC vendor, thanks to the fact
that it “constantly re-conceived and outwitted its competitors” (Robbins, Judge, 2009, p.
23), offering the best to its consumers.

Thus, we can conclude that “in the modern environment, which is subject to frequent
changes, an organization, if it wants to remain equal to the competition, must develop a
system of organizational response to all relevant changes in real time” (Stefanovi¢, Jasko,
Damnjanovi¢, 2010, p. 4). Kodak Company has held on its competitiveness thanks to the
fact that their “leadership equipped themselves with the adequate flexibility needed to
respond quickly to business environmental changes” (Jovanovi¢, 2015, p. 147). There
is a trend that “it is believed that organizations will be given a new name in the future —
mutable organizations” (Risti¢ et al, 2007, p. 95). Therefore, for an organization that in
the twenty-first century praise its constancy in business, sameness of its products or the
status quo, we can freely say that it is in a period of stagnation, rather than it is stable
and prosperous.

Research methodology and basic hypothesis

Adaptability of companies in Republic of Serbia which, according to Denison
model means creating change, organizational learning and focus on consumers, was
tested through research conducted by technique of written interviewing. A questionnaire
in the form of Likert scale for measuring attitudes (1 — completely disagree,
2 — partly disagree, 3 — neither agree nor disagree, 4 — partly agree, 5 — completely
agree), constructed according to Denison’s model (Denison, Neale, 1999) with slight
modification of attitudes, was used for data collection. The questionnaire was distributed
in direct contact with respondents and via social network Facebook. Data were analyzed
and interpreted using the program IBM SPSS Statistics 21. Given study is a part of the
research about organizational cultures in companies in Serbia, conducted for the purpose
of the doctoral thesis.

In order to elucidate factors of adaptability in Serbian companies, we have
conducted a research on a sample of 1,000 respondents employed in domestic and
foreign companies in 29 cities in Serbia. The survey was conducted in the period from
November 2014 to November 2015.

Examined attitudes:

*  The way things are done is very flexible and easy to change

*  We respond well to competitors and other changes in the business

environment
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*  New and improved ways to do work are continually adopted

*  Attempts to create change seldom meet with resistance

» Different parts of the organization often cooperate to create change

*  Customer wants and needs are being mentioned and have directly influence
on decisions and business

*  We encourage direct contact with customers by our people

*  We view failure as an opportunity for learning and improvement

* Innovation and risk taking are encouraged and rewarded

*  Learning is an important objective in our day-to-day work

*  We are familiar with the work of other sectors at all times

Basic research hypotheses are:

1. Companies in Serbia support adaptability.

2. There are some differences of opinion about the degree of adaptability in
domestic and foreign companies.

3. Innovation is the essential factor of adaptability.

To test the hypothesis 1, which aims to analyze the adaptability of companies,
a descriptive analysis was used. To test the hypothesis 2, which aims to analyze the
similarities and differences in the degree of adaptability in the organization of domestic
and foreign companies, we applied the t-test for independent samples and to determine the
important factors of adaptability we used factor analysis, Extraction Method: Principal
Component Analysis with Rotation Method: Varimax with Kaiser Normalization.

Research sample

The study included 1000 respondents employed in micro (20% respondents),
small (17,1% respondents), medium (33,8% respondents) and large companies (29,1%
respondents) in the Republic of Serbia.

Regarding to activity of the company, most of the employees work in the company
which is engaged in other service activities 20,4%, in field of public administration and
compulsory social security work 17,8% of respondents, in production 14%, in field
of education 11,6%, 8,4% work in financial area and are of insurance activities, 6,6%
respondents work in field of transport and storage, 4,7% respondents work in companies
which is engaged in field of accommodation and food services, from field of health and
social work are 4,3% respondents, in field of information and communication work 3,9%
respondents, from companies engaged in administrative and support service activities
are 3,6% respondents, in field of professional, scientific, innovative an technique
activities are 2,6% respondents, in field of arts, entertainment and recreation work
1,9% of employees and in companies engaged in real estate work 0,2% respondents.
Classification of activities are arranged according to the Government Regulation of
Classification of Activities from 2010.

Most of the employees, who took part in research, work in domestic companies,
86%, and the rest of examinees work in foreign companies, 14%.

According to owned company, more than a half of employees (52%) are from private
companies, 44% respondents are from state companies and 4% work in social companies.
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According to their work position, there were the most workers, 64%, then low-
level managers, 19%, middle-level managers were 9% and top managers 8%.
Empirical research
Table 1 presents data of the central tendency (mean) and standard deviation relating
to attitudes that describe the adaptability, for a sample size of N = 1,000 respondents and

Likert scale for measuring attitudes.

Table 1. Reviews of the attitudes of the factor ‘adaptability’

Mean | Std. Deviation
Way flexible and easy 3,27 1,233
Respond well 3,63 1,153
New, improved ways 3,54 1,173
Attempts resistance 3,29 1,154
Parts cooperate 3,42 1,147
Customer wants and needs 3,55 1,229
Encourage contact 3,82 1,173
Failure 3,53 1,197
Innovation and risk 3,25 1,269
Learning 3,72 1,277
Familiar with work 3,51 1,263
|Average 3,5

According to the results, we can see that the average score of all examined attitudes
related to adaptability, in companies in Serbia is approximately 3.5, which is a value
between 3-neither agree nor disagree and 4- partly agree Likert scale and somewhat
higher than the mean value.

To test the difference between the mean values in terms of attitudes that describe
adaptability in domestic and foreign companies, we applied again t-test for independent
samples whose group statistics given in Table 2. Number of respondents which work in
domestic companies is Nd=859, while the number of respondents employed in foreign
companies is Ns=141.
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Table. 2. Description of attitudes on adaptability in domestic and foreign companies

Group Statistics
CompanyDomesticForeign N Mean Desitgt.ion Stg/.[eEar;or
Way flexible and easy domestic | 859 | 327 1,234 ,042
foreign | 141 | 3,26 1,233 ,104
Respond well domestic | 859 | 3,61 1,160 ,040
foreign 141 3,77 1,104 ,093
New, improved ways domestic | 859 | 3,51 1,173 ,040
foreign 141 3,73 1,158 ,008
Attempts resistance domestic | 859 | 3,28 1,168 ,040
foreign 141 3,38 1,067 ,090
Parts cooperate domestic | 859 3,40 1,154 ,039
foreign | 141 | 3,57 1,091 ,092
Customer wants and needs domestic | 859 351 1.239 042
foreign 141 3,79 1,145 ,096
Encourage contact domestic | 859 3,78 1,163 ,040
foreign 141 4,02 1,216 ,102
Fai domestic | 859 3,53 1,211 ,041
ailure
foreign 141 3,50 1,112 ,094
domestic | 859 3,26 1,269 ,043
Innovation and risk
foreign 141 3,19 1,276 ,107
Learning domestic | 859 3,73 1,275 ,044
foreign 141 3.61 1,286 108
Familiar with work domestic | 859 | 3,49 1,261 ,043
foreign 141 3,62 1,274 ,107

In the third column in the table 2 is mean value of adaptability, for all attitudes, in
domestic and foreign companies. The obtained values are between 3 (neither agree nor
disagree) and 4 (partly agree). The fourth column shows standard deviation from mean

value and fifth column shows standard error of mean value.

Average values of all tested attitudes about adaptability are 3.49 for domestic
companies, and little more, 3.59, for foreign companies.
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Table 3. Adaptability: t-mecm

Independent Samples Test
Levene's Test
for Equality of  |t-test for Equality of Means
Variance
s 95% Confidence
; td. Interval of the
. Sig. Mean ;
F Sig. t df (2-tailed) |Difference Error Difference
Difference
Lower Upper
New, improved
ways P Equal -2,
variances |1,41 (0,24 998,00 0,04 -0,23 0,11 -0,43 -0,02
assumed 12
Customer wants 2
and needs qu}al >
variances |4,60 [0,03 197,75 10,01 -0,27 0,11 -0,48 -0,07
assumed 59
Encourage
contact Equal -2,
variances |0,96 0,33 998,00 (0,03 -0,24 0,11 -0,45 -0,03
assumed 25

Table 3 shows the results of t-test for independent samples. The first part of the
table shows the results of Leven’s test of variances equality. The outcome of this test
determines whether the t-value is used when it implies the equality of variance (Sig>
0.05) or t-value, when it does not imply the equality of variance (Sig<0.05).

The test results show that there is a statistically significant difference in the
attitudes “New and improved ways to do work are continually adopted”; “Customer
wants and needs are being mentioned and have directly influence on decisions and
business”; and “We encourage direct contact with customers by our people”, in favor of
foreign companies (Figure 1), while there are no statistically significant differences when
it comes to other attitudes related to adaptability.

On the basis of the survey results we can conclude that foreign companies pay
more attention to consumers than domestic companies.

122 EKOHOMUKA EXA1



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

Figure 1. Statistically significant results of the t-test—adaptability

t-test for independent samples for attitudes of adptability
472
4
3.8
36
34
3,2 H Domestic
New and Customer wants We encourage B Forei
j:nprgved Wavs -E.ﬂd needs .-EIE direct contact with en
to do work are  DEiNg monitored customers by our
contimally g.ﬂd hawve directly people
adopted - mfluence on
decizions and
business

Determining the major factors of employees’ involvement

In order to determine the main factors influencing the adaptability of company,
we applied the factor analysis on a set of variables shown in the first column of Table
5. The extraction method of the main factors was used (Extraction Method: Principal
Component Analysis, (PCA)).

Table 4. KMO and Bartlett's Test — adaptability

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. ,879
Approx. Chi-Square 8527,131
Bartlett's Test of Sphericity df 210
Sig. ,000

Since KMO =0,879> 0,6 and the level of significance Sig<= 0,000< 0,05, table 4,
the condition for applying the method is justified.

After extraction, we took 6 factors into consideration that explain 64,3% of the
variance whereby individual factors explain about 31,59%, 9, 63%, 7,2%, 6%, 5% and
4,8 % of variance, respectively.

After applying Varimax rotation with Kaiser Normalization (Rotation method:
Varimax with Kaiser Normalization), we got the results shown in Table 5.
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Table 5. Rotated Component Matrix — adaptability

Rotated Component Matrix*
Component
1 2 3 4 5 6
New, improved ways »794 -,084 ,016 ,068 -,002 -,060
Innovation and risk ,786 -,010 -,094 -,062 ,002 ,052
Failure ,782 -,013 -,110 -,053 -,105 ,049
Learning ,768 ,013 -,092 -,093 ,024 ,127
Respond well ,766 -,147 ,117 ,042 -,008 -,136
Familiar with work 758 -,074 -,104 ,001 ,067 -,045
Parts cooperate ,757 -,093 -,006 ,070 ,101 -,007
S;‘;’é‘s’mer wants and 55, -,045 -,066 142 017 -,003
[Encourage contact ,724 -,025 5,114 ,163 ,025 ,020
|Attempts resistance ,719 -,082 ,033 -,007 ,089 ,094
Way flexible and easy ,680 -,004 -,105 -,002 ,098 -,141
Years of service 5,132 ,922 ,015 -,046 ,035 ,002
IAge -,129 ,920 -,071 -,106 ,006 ,046
Company size -,185 ,191 ,739 ,166 ,080 ,075
Work position -, 125 -,353 ,624 -,087 ,092 ,140
Level of education -,095 ,133 -,481 -,039 1256 219
Company ownership ,015 -,056 ,151 ,918 ,004 ,027
Ownership structure -212 ,228 ,560 -,604 -,006 -,076
City -,127 -,026 ,098 ,039 -,710 ,324
Company activity ,060 -,005 ,075 ,041 ,681 ,229
Gender ,033 ,022 ,002 ,048 ,009 ,881

By the analysis of the results we have selected 6 main factors which affecting
adaptability and that are shown on Figure 2:

Factor 1: Innovation

Factor 2: Experience

Factor 3: Size of an organization and position in it

Factor 4: The origin of an organization and ownership

Factor 5: Activities of a company and city

Factor 6: Gender

The largest contribution to the explanation of variance gives us the first factor,
presented as Innovation, about 31.6%.
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Figure 2. Factors affecting adaptability
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Results of research

The first hypothesis, that companies in Serbia support adaptability, is partially
confirmed because obtained score 3.50 represents a value that is slightly larger than “yes
or no” and less than “I partly agree”. This shows that companies in Serbia need to work
on adaptability in all areas of business in a manner that is more responsive to changes.

The second hypothesis, which refers to difference in attitudes about a degree of
adaptability in domestic and foreign companies is partly confirmed, because the result
of research shows that new and improved ways of working are constantly acquired in
foreign companies that better meet the needs and desires of consumers, and therefore
directly affect decisions and operations. Foreign companies more often encourage direct
contact with customers. Noted differences can serve as a way to improve the functioning
of domestic companies.

The third hypothesis, which argues that innovation is an essential factor of
adaptability, is fully confirmed, because innovation is obtained as the main factor in
a company’s adaptability as ability to continually create and adopt new ways of work.

Conclusion

The challenges that came along with the process of globalization, primarily
related to global competition, put a tremendous pressure on organizations. In their
work, enterprises face significant risks and instability of occupied positions. It becomes
increasingly difficult to be competitive. Changes that were once sporadic and rare, are
now constant, rapid, sudden and unexpected. Success is on the side of those who are
able to look at business opportunities that provide quick and adequate response to all
challenges, solve problems in innovative ways, constantly offering new products and
services, to adequate and timely respond to the challenges of competition and thus more
quickly reach their consumers. In a word, an advantage is on the side of those who have
a high capacity for adaptability.
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The presented research enabled to examine the adaptability of companies in
the Republic of Serbia, and on that basis determine the direction of improving their
functioning. Also, in the country where until a few decades ago, foreign companies were
not present in the country, and comparing business models used in them is special useful
in order to improve effectiveness and efficiency of domestic companies.

The significance of research and obtained results is in fact that Republic of Serbia
as the country that recently came out of transition and experienced deindustrialization
now tries to join successfully in the European and world economy.
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MEASUREMENT THE EFFICIENCY OF BUILDING
PROJECT MANAGEMENT

Abstract

Construction industry has complexity in its nature because it contains large
number of parties as clients, contractors, consultants, stakeholders, shareholders,
regulators and others. Construction projects in Libya suffer from many problems
and complex issues in performance such as cost, time and safety. The aim of this
work is to identify and evaluate the main factors affecting the performance of
construction projects in Libya.

Literature review about performance was reviewed to identify the factors affecting
the Performance of construction projects. In addition, other local factors have
been added as recommended by local experts. Pilot study of the questionnaire was
achieved by a scouting sample, which consisted of 30 questionnaires. A questionnaire
survey was conducted and 63 factors were identified, categorized into 10 groups,
evaluated and ranked from owners, consultants and constructors perspectives. 120
questionnaires were distributed as follows: 25 to owners, 35 to consultants and 60
to contractors. 88 questionnaires were received (73%) as follows: 17 (70%) from
owners, 25 (72%) from consultants and 46 (77%) from contractors as respondents.
The most important factors agreed by the owners, consultants and contractors were:
average delay because of closures and materials shortage, availability of resources as
planned through project duration; leadership skills for project manager, escalation
of material prices; availability of personals with high experience and qualification;
and quality of equipments and raw materials in project.

Key words: Construction projects, performance of construction projects,
performance indicators.
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Pe2YIamopHUx opearna maxo u Opyeux 3aunmepecosanux cmpaua. I pahesurcku
npojexmu y Jlubuju onmepehenu cy OpojHuUM U CIOMCEHUM NPOOIeMUMA Y U3BD-
wery Kao wmo ¢y mpowkosu, epeme u besbeonocm. Luw oeoe pada je oa uoen-
mu@uKyje u npoyenu e1asue pakmope Koju ymuyy Ha nep@opmarce epahesunckux
npojexama y Jlubuju.

Ipeened aumepamype o nep@opmancama pasmampan je y ceem.y npenosua-
sarva paxmopa xoju ymuuy Ha nepgopmarce epahesunckux objexama. Ilopeo
moea, yKa3aHo je Ha KabyyHe J0KAIHe pakmope umo je uoeHmupuUKosaHo ysuoom
00 cmpane aoKanHux cmpyyrsaxa. Ilunom cmyouja je peanu3o8ana Ha y30pKy Koju
ce cacmojao 00 30 numarea. Ucmpasicusarse je cnpo8edeno YRUmHUKOM KOjUM Cy
obyxeahena 63 pakmopa, kamezopucanux y 10 epyna, oyeroeHux u paHeUpaHux u3
nepcnekmuse 81AcHUKA, KOHcyimanama u usgohaua. 120 ynumunuka je oucmpuody-
upawo Ha creoehiu nauun: 25 enacuuyuma, 35 koncynmanamuma u 60 uzeohavuma.
00 ucnumanuxa je npummweno 88 ynummnuka oonocno 73% u mo: 17 (70%) 00
cmpue enacHuxa, 25 (72%) 00 koucynmanama u 46 (77%,) 00 useohaua. 1 enacru-
YU U KOHCYIMaumu u uzeohayu caziacHu cy oa ¢y Hajeaxcuuju ciedehu gaxmo-
PU. NPOCeUHa Kauirbera 3002 Hecmauiuye Mamepujand, O0CHynHoCm pecypca Ha
HAauUuH Koju je nianom npeosulien y3 noumosarse pokosa, nudepcke cnocooHocmu
NPOjeKMHUX MeHayepa, CKOK YeHa Mamepujaida, 00CMynHoCn BUCOKO K8ATUPDUKO-
6ame padHe cHaze ca 030UBHUM PAOHUM UCKYCIEOM, KAO U Keaaumem onpeme u
CUPOBUHA NOMPEOHUX 3 Peanu3ayujy npojekma.

Kwyune peuu: cpalesuncku npojexmu, uzspuiasaroe 2paheguncKux npojexama,
UHOUKAMOPU YHUHKA.

Introduction

Construction industry plays a major role in development and achievement the
goals of society. Construction is one of the largest industries and contributes to about
10% of the gross national product (GNP) in industrialized countries (Navon, 2005, p.
476).

Construction industry has complexity in its nature because it contains large number
of parties as clients, contractors, consultants, stakeholders, shareholders and regulators.

The performance of the construction industry is affected by national economies
(Navon, 2005, p. 476).

In Libya, efficient construction projects can provide a solid platform for reviving
the Libyan economy and for building a more balance and independent economy during
stable political conditions.

Performance is related to many topics and factors such as time, cost, quality, client
satisfaction; productivity and safety. Construction industry in Libya suffers from many
problems and complex issues in performance. For example, construction of 15 dwelling
units at Alzawijah Area suffered from poor performance because of delay for about
130 days. There are many realistic reasons such as closures, amendment of drawings
and amendment of the design. In addition, there are other different reasons affecting
construction projects performance in Libya such as poor management and leadership;
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inappropriate participants; poor relations and coordination; absence of motivation,
control, monitor or decision making systems; inadequate infrastructure, political
problems; cultural problems and economic conditions (UNRWA, 2000).

In this study, factors affecting the performance of construction projects in Libya
will be analyzed. Performance indicators are used to measure performance in construction
projects. These indicators can then be used for benchmarking purposes, and will be a
key component of any organization’s move towards achieving best practice in order to
overcome performance problem. However, this study aims at identify the factors and
attributes affecting the performance of construction projects in Libya.

Problem of Performance in Construction Industry

The failure of any construction project is mainly related to the problems and
failure in performance. Moreover, there are many reasons and factors which attribute
to such problem. (Ogunlana et al, 1996, p. 37-45) stated that the construction industry
performance problems in developing economies can be classified in three layers:
problems of shortages or inadequacies in industry infrastructure (mainly supply of
resources), problems caused by clients and consultants and problems caused by contractor
incompetence/inadequacies. (Okuwoga, 1998, p. 389) identified that the performance
problem is related to poor budgetary and time control. (Long et al, 2014, p. 553) remarked
that performance problems arise in large construction projects due to many reasons such
as: incompetent designers/contractors, poor estimation and change management, social
and technological issues, site related issues and improper techniques and tools. (Navon,
2005, p. 467) stated that the main performance problem can be divided into two groups:

(a) Unrealistic target setting (i.e., planning) or

(b) Causes originating from the actual construction (in many cases the causes for
deviation originate from both sources). Samson and Lem (2012) found that the traditional
performance measurement systems have problems because of large and complex amount
of information with absence of approaches to assist decision maker understand, organize
and use such information to manage organizational performance. Navon (2005, p. 476)
remarked that traditional project performance control is usually generic (e.g., cost
control techniques). It relies on manual data collection, which means that it is done at
low frequency (normally once a month) and quite some time after the controlled event
occurred (i.e., not in real-time). Moreover, manual data collection normally gives low
quality data.

Ling et al (2007) remarked that architectural, engineering and construction
(AEC) firms may face difficulties managing construction projects performance in China
because they are unfamiliar with this new operating environment. Kim et al (2008) stated
that international construction projects performance is affected by more complex and
dynamic factors than domestic projects; frequently being exposed to serious external
uncertainties such as political, economical, social, and cultural risks, as well as internal
risks from within the project.
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Construction Management and Performance

There is a strong relation between project management and project performance
Management in construction industry is considered as one of the most important factors
affecting performance of works. (Brown and Adams, 2000, p. 327-335) studied a new
approach to the measurement of the effect of Building Project Management (BPM) on
time, cost and quality outputs using 15 “cases’ derived from UK data. The evaluation
undertaken demonstrates that BPM as it is presently implemented in the UK fails to
perform as expected in relation to the three predominant performance evaluation criteria;
time, cost and quality.

Lehtonen (2001, p. 107-116) obtained a model for performance measurement
which assist both firms’ top management and operational managers for continuous
feedback on operational activities. Thomas (2002, p. 339) stated that documenting and
archiving performance data could be useful for future reference, such as for settling
disputes on claims, and in maintenance and repair works. (Kuprenas, 2013, p. 25-32)
remarked that quantification of the impacts of the project management processes are
identified through three steps of analysis: comparison of summary statistics of design
performance, proof of statistical significance of any differences and calculation of a least
squares regression line of a plot of design performance measurement versus amount/
application of project management as a means to quantify management influence to
design phase cost performance.

Construction Projects and Performance

Success of construction projects depends mainly on success of performance. Many
previous researches had been studied performance of construction projects.

Dissanayaka and Kumaraswamy (1999, p. 31-42) remarked that one of the
principle reasons for the construction industry’s poor performance has been attributed
to the inappropriateness of the chosen procurement system. Reichelt and Lyneis (1999,
p-135-150) remarked three important structures underlying the dynamic of a project
performance which are: the work accomplishment structure, feedback effects on
productivity and work quality and effects from upstream phases to downstream phases.
(Thomas, 2002, p. 339.349) identified the main performance criteria of construction
projects as financial stability, progress of work, standard of quality, health and safety,
resources, relationship with clients, relationship with consultants, management
capabilities, claim and contractual disputes, relationship with subcontractors, reputation
and amount of subcontracting.

Chan and Kumaraswamy (2012, p. 23) stated that construction time is increasingly
important because it often serves as a crucial benchmarking for assessing the performance
of a project and the efficiency of the project organization.

Cheung et al (2014, p. 361) identified project performance categories such
as people, cost, time, quality, safety and health, environment, client satisfaction, and
communication.

It is obtained by (Navon, 2005, p. 467) that a control system is an important
element to identify factors affecting construction project effort. For each of the project
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goals, one or more Project Performance Indicators (PPI) is needed. Pheng and Chuan
(2006, p. 24) obtained that human factors played an important role in determining the
performance of a project. Ugwu and Haupt (2007, p. 665-680) remarked that both early
contractor involvement (ECI) and early supplier involvement (ESI) would minimize
constructability-related performance problems including costs associated with delays,
claims, wastages and rework, etc. Ling et al (2007) obtained that the most important
of practices relating to scope management are controlling the quality of the contract
document, quality of response to perceived variations and extent of changes to the
contract. It was recommended for foreign firms to adopt some of the project management
practices highlighted to help them to achieve better project performance in China.

Information Technology and Construction Projects Performance

Information technology technique is very important in the entire world. Information
technology (IT) opens new visions in the businesses and industries performance of the
world. The construction industry is considered as one of the industries using IT technique
such as software management systems, database and communications. For many years,
many processes, functions, operations were done difficulty because of absence of IT
field. In addition, most of the work was done manually which lead to more cost, time
and poor performance. Furthermore, IT usage in the construction industry leads to many
changes, innovations and developing in many aspects which lead finally to good and
strong performance. There are many benefits and relations of using IT in the construction
projects such as: greater use of IT correlates with better project performance, owners and
contractors realize meaningful benefits, IT affects schedule compression beneficially, and
overall project cost savings which lead to a success performance of project (Schwegler
et al, 2001).

Nitithamyong et al (2014, p. 491) remarked that information Technology (IT) is
now routinely used in the construction industry as a tool to reduce some of the problems
generated by fragmentation. The use of IT improves coordination and collaboration
between firms participating in a construction project, leading to better communication
practices and so good performance. Its benefits include an increase in the quality of
documents and the speed of the work, better financial control and communications, and
simpler and faster access to common data as well as a decrease in documentation errors.

Thomas (2002, p. 339) proposed contractor Performance Appraisal and Reporting
(PAR) system for reviewing contractor performance at an organizational level.

Advancements in World Wide Web techniques provide enhanced capacities to
collect compile and disseminate performance-related information to various construction
stakeholders in a timely and cost-effective manner. Becerik (2004) stated that the rapid
advances of web-based project management and collaboration technology offer new
opportunities to improve existing construction project performance. Cheung et al (2014,
p. 361) obtained framework software to measure project performance based on project
performance measurement system (PPMS). The system contains four stages which are
data entry, database, reporting and action. This system has eight categories to measure
performance which are people, cost, time, quality, safety and health, environment, client
satisfaction, and communication. Goh (2005, p. 13) remarked that information technology
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management leads to performance improvement in the construction industries. For
instance, in Singapore 2003, general administration, design, project management, site
management were enhanced by using of IT. In addition, there were more advantages as
quick working, good quality of work and fast access of information.

Factors Affecting Performance of Managers

Ogunlanaetal, (1996, p. 45-50) recommended the need for focused effort by economy
managers and construction industry associations to provide the infrastructure needed for
efficient project management and performance. Dissanayaka and Kumaraswamy (1999,
p. 42-45) stated that the knowledge that would influence potential performance enables
project managers to pay special attention to control performance more effectively.

Chan and Kumaraswamy (2012, p. 35-40) remarked that effective communication
and fast information transfer between managers and participants help to accelerate the
building construction process and performance. Kuprenas (2013, p. 32-39) studied
the impact of the use of a project management based organizational structure, project
manager training, frequency of design meetings, and frequency of design reports on
design phase cost performance. The process of a design team meeting frequency and
the process of written reporting of design phase progress were found to be statistically
significant in reducing design phase costs.

Navon (2005, p. 481) stated that data are collected and used for construction
managers as a basis to evaluate the project performance indicators (PPI) actual value
to compare it with the planned value and forecast its future value based on past
performance. Pheng and Chuan (2006, p. 42) identified the importance of the working
environment variables for the performance of a project manager in the private and public
sectors according to three main groups which are job condition, project characteristic
and organizational related categories. The result revealed that working hours, physical
condition of project site, complexity of project, material and supplies, project size,
duration of project and time availability were viewed differently in terms of importance
by the contractors and consultants groups. Team relationship was ranked as the most
important variable affecting the performance of a project manager. It is obtained that
project manager’s experiences do not have much effect on how they perceive their
working environment.

Factors Affecting Cost and Time Performance

Chan and Kumaraswamy (2012. p. 35-40) remarked that studies in various
countries appear to have contributed significantly to the body of knowledge relating to
time performance in construction projects over the past three decades, while Iyer and Jha
(2005, p. 283) remarked that project performance in term of cost is studied since 1960s.
These studies range from theoretical work based on experience of researcher on one end
to structured research work on the other end. Moreover, Pheng and Chuan (2006, p. 42)
stated that there have been many past studies on project performance according to cost
and time factors.
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Chan and Kumaraswamy (1996, p. 569- 578) stated that a number of unexpected
problems and changes from original design arise during the construction phase, leading to
problems in cost and time performance. It is found that poor site management, unforeseen
ground conditions and low speed of decision making involving all project teams are
the three most significant factors causing delays and problems of time performance in
local building works. Okuwoga (1998, p. 395) stated that cost and time performance has
been identified as general problems in the construction industry worldwide. Dissanayaka
and Kumaraswamy (1999, p. 42-45) remarked that project complexity, client type,
experience of team and communication are highly correlated with the time performance;
whilst project complexity, client characteristics and contractor characteristics are highly
correlated with the cost performance. (Reichelt and Lyneis, 1999, p. 135-150) obtained
that project schedule and budget performance are controlled by the dynamic feedback
process.

Those processes include the rework cycle, feedback loops creating changes in
productivity and quality, and effects between work phases.

Chan (2001, p. 223-229) identified that the best predictor of average construction
time performance of public sector projects in Malaysia is T=269 C 0.32. This relationship
can serve as a convenient tool for both project managers and clients to predict the average
time required for delivery of a construction project. (Kuprenas, 2013, p. 25-32) stated
that process of a design team meeting frequency and the process of written reporting
of design phase progress were found to be statistically significant in reducing design
phase costs. Otherwise, the use of project manager training and a project management
based organizational structure were found to be processes that do not create a statistically
significant in reducing design phase costs.

Iyer and Jha (2005, p. 283.295) remarked that the factors affecting cost
performance are: project manager’s competence; top management support; project
manager’s coordinating and leadership skill; monitoring and feedback by the participants;
decision making; coordination among project participants; owners’ competence; social
condition, economical condition and climatic condition. Coordination among project
participants was as the most significant of all the factors having maximum influence on
cost performance of projects. Love et al (2005, p. 187-194) examined project time-cost
performance relationships by using project scope factors for 161 construction projects
that were completed in various Australian States. It is noticed that gross floor area and
the number of floors in a building are key determinants of time performance in projects.

Furthermore, the results indicate that cost is a poor predictor of time performance.
Chan and Kumaraswamy (2012, p. 35-40) proposed specific technological and
managerial strategies to increase speed of construction and so to upgrade the construction
time performance. It is remarked that effective communication, fast information transfer
between project participants, the better selection and training of managers, and detailed
construction programs with advanced available software can help to accelerate the
performance. Jouini et al (2004, p. 367) stated that managing speed in engineering,
procurement and construction projects is a key factor in the competition between
innovative firms. It is found that customers can consider time as a resource and, in that
case, they will encourage the contractor to improve the time performance.
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Measurement of Project Performance

Karim and Marosszeky (1999) stated that performance measurement systems have
been one of the primary tools used by the manufacturing sector for business process re-
engineering in order to monitor the outcomes and effectiveness of implementation.

Brown and Adams (2000, p. 327-335) obtained an evaluation framework to
measure the efficiency of building project management (BPM) by using conventional
economic analysis tools such as time, cost and quality. Lehtonen (2001, p. 107-116)
stated that performance measurement systems are imminent in the construction firms.
Samson and Lema (2002) stated that effective and efficient management of contractors’
organizational performance requires commitment to effective performance measurement
in order to evaluate, control, and improve performance today and in the future.

Tangen (2004, p. 726-737) obtained that performance measurement is a complex
issue that normally incorporates at least three different disciplines: economics,
management and accounting. Measurement of performance has garnered significant
interest recently among both academics and practitioners. Tangen (2004, p. 726-737)
remarked that the choice of a suitable measurement technique depends on a number of
factors, including the purpose of the measurement; the level of detail required; the time
available for the measurement; the existence of available predetermined data; and the
cost of measurement.

Navon (2005, p. 481) defined performance measurement as a comparison between
the desired and the actual performances. For example, when a deviation is detected, the
construction management analyzes the reasons for it. The reasons for deviation can be
schematically divided into two groups:

(a) Unrealistic target setting (i.e., planning) or

(b) Causes originating from the actual construction (in many cases the causes for
deviation originate from both sources).

Cheung et al (2014) stated that New South Wales Public Works Department in
Australia launched a Project Performance Evaluation (PPE) framework, which covers
a wide range of performance parameters. PPE parameters are communication, time,
cost, quality, safety, claims and issues resolution, environment, contract relations. The
main purpose of PPE is to extend project performance measures to cover soft parameters
also, such as communication and dispute resolution. In the UK, a project performance
measurement tool referred to as the Key Performance Indicators (KPIs) was developed
by the KPI working group under the UK Construction Industry Best Practice Program
to include time, cost, quality, client satisfaction, change orders, business performance,
health and safety. The three major steps in implementing KPIs are as follows: Decide
what to measure, Collect data and calculate the KPIs.

However, both the PPE and KPIs are valuable tools for measuring project
performance over a period of time. Anyway, it is obtained from previous study that both
methods PPE and KPIs can be used for measuring of performance as the indicators are
similar in two methods. In this study KPIs method will be used to measure performance.

Iyer and Jha (2005, p. 295) stated that measuring the performance of any
construction project is a very complex process because modern construction projects
are generally multidisciplinary in nature and they involve participation of designers,
contractors, subcontractors, specialists, construction managers, and consultants. With the
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increasing size of the project, number of participants in the project also increases. The
objectives or goals of all participants need not be same even in a given project. Hence
to measure performance of a project without specifying the participant and without
specifying the criteria for judging the performance holds no meaning. Past researchers
have employed different criteria such as compliance to schedule, cost and quality to
judge the project performance.

Lehtonen (2001, p. 107-116) proposed new framework for measuring construction
logistics by using two-dimensions in order to improve productivity. The first dimension
(use of measures) contains two kinds of measures. One of these kinds is called
improvement measures which help construction industry to find out the problems
with current practices. These measures are mainly used during development projects.
Another kind is called monitoring measures which are used for continuous monitoring of
operations. The second dimension of the framework is the focus of measures. It clarifies at
which organizational level measures can be used. There should be information available
at the company and project level, as well as at the specific supplier or subcontractor level.

Samson and Lema (2012) proposed performance measurement system. The system
comprises of construction business perspective including innovation and learning,
processes, project, stakeholders, and financial perspective. The indicators developed from
perspectives are categorized into three main groups which are drivers’ indicators, process
indicators and results indicators. The key to the success or failure of the measurement
system are leadership commitment; employees’ involvement and empowerment; and
information coordination and management. Shen et al (2005, p. 309) presented a method
for measuring the environmental performance of construction activities committed by a
contractor through calculating the contractor’s environmental performance score (EPS).
The level of EPS serves as a simple indicator for measuring and communicating the level
of a contractor’s environmental performance.

Cost performance can be measured through a cost performance index (CPI)
computed as (Kuprenas, 2003):

CPI =BCWP/ACWP

Where:

e BCWP = budgeted cost of the work performed

*  CWP = actual cost of the work performed.

From previous equation:

e If CPI value of one means, the cost was as planned (at the budget Value)

e If CPI value above one means, the project was below its budget

e If CPI of less than one means, the project exceeded its budget.

Based on previous equation, time performance is measured through a schedule
performance index (SPI) computed as:

SPI = BCWP/BCWS

Where:

¢ BCWP = budgeted cost of the work performed

* BCWS = budgeted cost of the work scheduled.

From previous equation:

e If SPI value of one means, the time was as planned (at the time Value)

e If SPI value above one means, the project was ahead of schedule

e If SPI of less than one means, the project was behind schedule
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Conclusion

To determine owners, consultants and contractors perceptions towards the relative
importance of the key performance indicators in Libyan construction projects

A structured questionnaire survey approach was considered to study the impact
of various attributes and factors affecting construction projects performance. The
questionnaire assists to study the attitude of owners, consultants and contractors towards
key performance indicators in the construction industry.

The respondents are classified as projects managers, site engineers/office engineers
and organizations managers, as they have a practical experience in construction industries
field. Their sufficient experiences were a suitable indication to find out the perceptive of
the relative importance of project performance indicators of the owner, consultant and
contractor parties. Their experiences included many construction fields such as buildings,
roads and transportations, and water and sewage projects.

The results were analyzed, discussed to obtain the most performance indicators. The
relative importance index method (RII) was used here to determine owners, consultants
and contractors perceptions of the relative importance of the key performance indicators
in Libyan construction projects.

To identify the most significant key performance indicators of construction
projects in Libya.

According to owners, consultants and contractors the average delay because of
closures and materials shortage was the most important performance factor as it has the
first rank among all factors with RII = 0.941 for owners, 0.896 for consultants and 0.943
for contractors. Construction projects in Libya are suffering from complex problems
because of closures and materials shortage. These problems can be considered as an
obstacle for performance of projects.

Availability of resources as planned through project duration has been ranked by
the owners respondents in the third position with RII equal 0.871, has been ranked by the
consultant’s respondents in the second position with RII equal 0.858 and has been ranked
by the contractor’s respondents in the third position with RII equal 0.904. This factor can
be considered as an important for three parties and has a similar rank for all parties as
it affects directly on project performance such as time. If resources are not available as
planned through project duration, the project will suffer from problem of time and cost
performance.

The most important factors agreed by the owners, consultants and contractors as the
main factors affecting the performance of construction projects in Libya were: escalation
of material prices; availability of resources as planned through project duration; average
delay because of closures and materials shortage; availability of personals with high
experience and qualification; quality of equipments and raw materials in project; and
leadership skills for project manager. However, there are some factors which can be
considered as more important for one party than for others. This is because contractors are
interested with operational and managerial factors. However, the owners and consultants
considered the client and technical factors to be more important than operational ones.
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oopelene cneyugpuunocmu y noenedy cmpykmype, QYHKYUOHUCARA U OPY2UX
Kapakmepucmuka, no Kojuma ce oge zemme meljycoono pasauxyjy. To je cac-
8UM NPUPOOHO, jep Cy makKee pasiuke nocieouya OpojHuUx OKOIHOCMU, Koje
cy, Mare unu uwle, uzgpuiuie ymuyaj Ha Gopmuparse 10Kaine camoynpage
(rmeHy opeanusayujy, 6poj HaOIeHCHOCMU, NOL0XHCA] Y OPYUIMEBY, 0OHOC npemda
oparcasu u cauuno). Aymopu noceehyjy noceOny najxcry u 0ajy anaiusy yemu-
pu Hajsnavajuruja (Hajnoswamuja) mooena nokaiHe camoynpase — Enenecka,
@panyycka, Hemauxa u CAJ]. Enenecka u CAJ] ce moey cmampamu Koie8Kom
Henocpeonoe u He3aguchoe oOIuKa 1oKaine camoynpase, 00K je ®@panyycka
2a8HU npumep 3asuche (noopelhene) u nocpeoue noxkaine camoynpasge. V
CcagpemMeHuM yCmagHumM CUcmemMuma mMno2o eehy npumeny uma ogocmenena
JOKANNA camMoynpasa, a rven enasnu npeocmasnux je Cagesna Penybdnruxa He-
mauka. Konauno, nocmoje u maxeu cucmemu, Koju yonuime He npage pasiuxy
usmehy opacase u 10Kkanne camoynpase, mj. usmelhy wuxosux opzauna, jep je y
MaKkeuM CUCMEMUMA OP2AHUZAYUJA OPICABHE GILACIU JeOUHCMEEHA U MO, 00
8pxa, na cee 0o camoz 00 oua (Ha npumep, ouswu CCCP, oanawrwa HP Kuna
u opyee).

Kayune peuu: noxamna camoymnpasa, Enrnecka, Pemy6nuka ®panmycka,
Case3na PemyOmmka Hewmauka, Cjemmmene Amepuuke [pkaBe, ymopemHa
aHaIn3a

Introduction

Local government is a specific and very significant form of organization of power,
which, as such, is accepted in almost all countries of the world. However, it should be
noted that each of these forms in different parts of the world has its own characteristics,
so that they differ among themselves, and these differences are due to many factors,
such as, for example, tradition, customs, historical circumstances, the level of economic
development, functioning, organizational structure, type and number of service delivery,
scope of responsibilities, activities, normative and financial independence, the size of
territory, population, and the like. Therefore, in order to have a true picture of local
government in the world, try to point out the most important similarities and differences
between local self-government accepted in some countries of the world, which, through
a historical period shown (and today show) as a very stable and successful. The main
indicator of stability is several decades (and centuries of somewhere) the application, the
most important indicator of the success of certain forms of local self-government is fast
and efficient to satisfy the basic needs of many residents in the local community. Despite
the different treatment of local government, as before, so today, we must admit the fact
that this form of organization of power in a growing number of countries experiencing
their rehabilitation and return to the “big door”, because it is beyond doubt that he is one
of the basic pillars of democracy. As such, this form of organization and structuring of the
authorities, a significant civilizational heritage and important feature of the democratic
order.
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England

Before going into the details of English local government, we will point to the fact
that England is one of four countries, in addition to Scotland, Wales and Northern Ireland,
which forms an integral part of the United Kingdom of Great Britain and Northern
Ireland (English United Kingdom of Great Britain and Northern Ireland). It should be
noted that all these countries have a long tradition, but also the special characteristics and
specific, concerning local government of each of the said Party of the United Kingdom,
which has a government, based in London. At this point, we will not dwell analyzing
all the local government, but we part of this chapter taking stock of local government in
England, which has great importance for the emergence and development of this form
of organization, both in Europe and in the United States. Namely, the local government
in England is an indigenous institutions and it is very long developed independently and
in relation to the central government, so this form is among the most developed in the
world.

England local government, which has a centuries-old tradition, has received its
structure and shape, not only parliamentary acts, but also a variety of charters, which
have an established corpus jurisdiction of the central (central government) and the local
level (local government). These two systems are separate systems, which delegated its
jurisdiction is completely autonomous, so that no central authorities can not interfere in
the work of local governments. Hence, local authorities have a number of responsibilities
and the same work independently, without any interference of central and transferring
their operations to the local level so that they do not possess the powers of supervision
of local authorities. These are two separate and independent systems. All of this is
influenced by numerous authors eighteenth and nineteenth centuries, considered England
homeland of local government and local self-government itself, which in the twentieth
century had its peak of development, on the basis of constitutional democracy. Hence
England is represented an example for many other countries for the organization of local
government in them, except that in this island country, local government has experienced
at the end of the twentieth century significant changes, in the sense that the state is
received by the designated authority to local authorities, as well as the possibility of
directing their work. And despite the fact that these reforms, local self-government given
some financial support from the government, mentioned changes is a former independent
position of local government, to some extent, reduced.

However, what is characteristic of English local government, is the fact that it
is three-stage. These are: 1) districts (counties); 2) counties (districts), and 3) parishes
(parishes), provided that London, as the capital, has a specific position and organization.
Characteristically specify that the local governments have three types of actors, namely:
1) a representative body (local council), which is in charge deciding on major issues
related to policy making, financial liabilities, elections and the like; 2) executive bodies
(committees or committees), which consists of members of the local council and the
citizens that this representative body (not voters), co-opted by its decision, ie. elects and
supplemented with the new members; 3) the service of citizens (civil service), which is
composed of professional staff, trained to perform the tasks of local government and are
independent in relation to politics and parties (they are outside of the current policy and
are not members of political parties).
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In Britain, between 1960 and 1985, carried out certain reforms, which are of
great importance for the functioning of this form of organization, which resulted in the
adoption of certain laws. Thus, in 1972, passed the Law on Local Self-Government,
which stipulates that the local authority in this island country is carried out in much larger
units, which have a much larger population than other European countries. Thus, for
example, we have a local government unit with an average population of1 23,000, while
in France it is much smaller (only 1,300), 18,000 in Denmark and in Sweden nearly
30,000 inhabitants. (Davitkovski, 1997: 19-26) Here’s characteristics indicate that a
significant reform of local government in England and carried out in 1985, the Law
on Local Self-Government, when they established the so-called. joint government and
so-called. universal power - first established for each metropolitan district, while others
were basic to the capital London and metropolitan districts. Partial reform was carried
out in 1994, when it passed the law on the police and the magistrate courts, which was
provided to police authorities no longer be part of the so-called. joint government, but to
become independent units.

Local authorities in England have a number of very significant responsibilities,
with respect to this island country has a well-developed local self-government, there
is very little supervision of the central organs of local self-government. As the largest
local governments, according to districts (there are a total of 53), among which we
distinguish between two types: metropolitan and ordinary. Districts are divided into
districts, ie. districts (there are 369), in which also distinguishes two types: metropolitan
and ordinary. Finally, the parish as the basic unit of local government, representing the
traditional medieval institutions and in England there are about 10,000.

In the final analysis the local government in England and creating the general
picture of its functioning, it is necessary to specify the Local Government Act of 2000,
which stipulated that each local unit performs division of local government in a way that
will make the introduction of a the local authority, which is directly elected, and it can be:
1) the mayor - is directly elected mayor and cabinet - indirectly cabinet is assembled from
at least two or more members of the panel; 2) Cabinet with the leader - here are a leader
elected by the Council; 3) the mayor - is directly elected and manage higher - sets it up as
a high-ranking official, in whose hands is all power. However, what is important to stress,
which is due to reforms carried out in the last decades of the twentieth century, as well
as the newest Law from 2000, is that it can be easily seen that effort, as we mentioned
previously, the local government in England to become called. “The service of citizens”,
and that local authorities are, in large degree, the so-called. “Service features”. This
means that in this country there is a clear desire that these organs operate primarily in
line with market demand, which will lead to greater accountability and efficiency of the
service, and consequently, to deliver high-quality services. What definitely contributes to
networking, development of information technology, fast communication and adapting
to local service requirements and user needs.

Also, what is very important to emphasize on the issue in the Law on Local Self-
Government in 2000, is the fact that it allows more frequent elections of members of local
councils, which provides an opportunity for citizens to give their vote of confidence in
these panels. Because of these changes, as a result of the democratization of the electoral
process and control of local councils, improved local democracy, as well as providing
services to residents of local communities. All this, of course, affects the open work of
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local authorities and increase their interest in meeting the needs of its citizens. When it
comes to the election of members (councilors) of local councils in England, it should
be noted that the said Local Government Act provides for three ways of filling of seats:
1) general elections, which exist in the event the mandate of the council members is
four years, so that all Councillors are elected every four years; 2) elections half, which
allow you to select (change) half of the council members every two years and 3) a third
of elections, which mark the selection for three consecutive years by one-third of the
members, within each mandate period of four years. (Dimitrijevic et al., 2011: 151-152)

At the end of this analysis, it should be pointed out that in England we distinguish
between mandatory and optional local government affairs. This division is made according
to the criteria for statutory conduct certain tasks so that, in the first case, we have jobs that
local governments must carry out, while in the second case, the jobs they can perform,
but you do not have to (have the right to do so ). Also, it is important to emphasize that the
tasks are carried out exclusively in local communities include education, local planning,
road construction, transport, housing and construction, sanitary services, social services,
waste collection and disposal and the like, while the jobs held by central Authorities
includes such activities, which other countries consider local affairs (in such jobs include,
for example, health care, social security, finance, agriculture, etc.). However, despite the
fact that there is such a division of labor, in England there is a policy less government
interference in the affairs of local government, ie. enabling local authorities that they, as
far as possible, provide local services to their populations. (Byrne, 2000: 82-83)

The French Republic

Given that the state system of the Republic of France for a long time it was
centralized and based on a strict hierarchy, at the beginning of this analysis, it should
be noted that the local government in the mentioned European country almost did not
exist until 1982, when the program started decentralization and enabling autonomy of
local government. The degree of self-management of local authorities was extremely
small, because the local government is exercised quite narrow scope of work in its own
jurisdiction, which were of minor importance in relation to the tasks that fell into the Trust
(transfer) scope of work. However, the advent of the presidency of the French Republic
Frangois Mitterrand in 1981, things in this respect are starting to change for the better, so
that, from next year, in 1982 there was a significant independence of local governments
and the process lasted until 2003 . year. This has affected the position of the French local
government keep its trend to the present day, so that this form of organization of power
in France is no longer an example of complete subordination to the central government.
This situation shows that the local government, as well as many other institutions, is
not static and unchangeable, but rather a very dynamic phenomenon, which is subject
to constant changes. This was particularly contributed to the adoption of the Law on
decentralization of 1982, when as part of the reforms implemented, established regions,
which were given the status of self-governing units, which the local government has
become a three-stage.

For the French Republic, which is one of the pillars of European democracy, it
should be noted that, according to the surface, and according to population, one of the
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largest countries in Europe. Hence, in this country, a member of the European Union
and one of its founders, has an important place both in terms of organization of local
self-government, which has traditionally been a two-stage, given that in its grounds
contained two local units - the municipality (commune) and department ( département).
The introduction region (s) the eighties, as territorial units of general jurisdiction, the
French local government has become a three-stage. It should be noted that in France
there is the so-called. monotype municipalities, which means that all municipalities (both
in cities and those in villages) have equal status. These municipalities (communes) are
very numerous and there are more than 36,000, given that they fall into the category of
very small units, but it should be noted that (although, admittedly, there is very little) in
the municipality includes the towns numbering more than 50,000 inhabitants. Of course,
it is important to note that three of the city, although they are in the commune, have a
special status, which is quite understandable, given their importance, size, number of
inhabitants and the like. These cities include Paris, as the capital, and next to him Lyons
and Marseille, which unlike the other cities, can form within its area of urban districts
(arrondissements). These districts within the three listed city, represent specific units of
local government, and they were introduced by the Law of 1982, which was adopted by
the French Parliament.

In this paper, we will not dwell on the historical development of local government in
France, but it is certainly necessary to point out that the municipalities of the community,
whose origin and development encountered in the Middle Ages, while the emergence
of second level of local government responsible Napoleon Bonaparte, who formed
departments, as some kind of connection, ie. “Links” between higher and lower levels of
government (between the center and municipalities). Hence the departments represented
the central government level, and their introduction to Napoleon’s system of organization
of government, was, in fact, the deconcentration of power, because it is a strict hierarchy
between the lower and higher authorities, represented the basic principle of establishing
their relationship. This led to the fact that one of the most developed model of local
government (the French self-governing communes) was repealed and replaced by a rigid
centralism, so that this system was awarded a small degree of self-management, and
the very term “local government (administration locale) hinted at the true state things
“. (Jovicic, 1984: 171) However, it should be noted that you did not stop and that this
devolution of something later replaced by a special form of self-government, which is
called administrative decentralization, while during the existence of the Third Republic
any attempt to find solutions that would constitute some sort of compromise between the
local government and centralism. Further progress in achieving independence and the
abandonment of the centralist state organization made in 1946, when the Constitution
was adopted, which is the local government (the first time) received the constitutional
and legal character. This is done in a way that was done declaring self-management of
local collectives in which fall municipality and department, the most important event in
this area was the adoption of the law made in 1982.

Wrapping up this part of our work is dedicated to the analysis of the French local
government, we must be emphasized that local governments in France and England, who
used to be diametrically opposed, gradually approaching, because the French model comes
to light but secure decentralization, while in English the model comes to mild centralization.
This means that increasingly abandoning strict hierarchical relationships between central

146 EKOHOMUKA EXA1



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

and local authorities and embrace a different model of organizing the relationship between
the central government and local governments. In fact, in recent decades applied a number
of ways to overcome the existing situation in the field of French local governments,
which include: 1) numerous proposals for enlarging municipalities voluntary merging
small municipalities; 2) Association of Municipalities union of municipalities and 3)
introduction of the region. However, it should be noted that this process is going quite
slowly because there is a fear of the central government to make some significant steps
to reform the municipalities, ie. their merger (fusion) in the broader territorial units. This
fear exists with reasons such as enlarging the (incorporating) Municipality requires greater
self-government and the wider decentralization, and this could lead to a weakening of the
power of the central government. (Popovic, 1984: 18-23)

The second stage of organization represent the department (there are 100), and
the French departments Handicraft has its roots in the French Revolution of 1789, led
by the prefect of (PREF). The prefect is the representative of the central government and
the executive organ of the general higher, but for this position, the person who enjoys
great prestige and authority and has significant political prestige gained professional
experience in their work. As already noted, the connection (link) between the department
and the municipality represent districts, with what municipalities are subordinate
departments, and through them the central authorities (ie, indirectly). On the other hand,
the departments are directly responsible for their work to the central authorities and they
are subordinate. Also, it is important at this point to mention that the representatives, and
municipalities and departments (primarily, their presidents), important factors work of
local authorities.

Analyzing the Local Governments in France, we pointed to the fact that the second
stage of self-government is composed of 100 departments, but four of which are located
far away from France, given that she was one of the greatest colonial countries. These
are the overseas departments, which are also the regions, so that they have a dual status,
while the remaining 96 departments located in France itself. All of these include the
department, approximately the same number of municipalities (about 380), regardless of
what they each are very different in terms of population, so that the smallest has about
75,000 inhabitants, most about 2,500,000 inhabitants (the average is around 450,000
inhabitants).

The third level of local government in France, or the third level of the system
of self-government make the regions, which were created at mid-century, for smoother
economic development departments and municipalities. However, it should be stressed
that the regions are given self-governing status in 1982, when certain reforms have
decentralized, so one can say that the regions in its present form, emerged only in the early
eighties. Specifically, as part of three-tier local governments (in addition to municipalities
and departments), regions have become the only in 2003, when the constitutional changes
were made and when they were provided for by the Constitution. Here we should point
out the fact that in the last months of 2008 announced new local government reform
(the reform announced by then President of France, Nicolas Sarkozy), but in this area of
further reforming of the French local government and the rest, because nothing has been
done to today, because of the very strong opposition of local political power.

What is characteristic for the region, is the fact that the population in them is
very different, and that is in the range of 1,000,000 to 5,000,000 (actually, less than one
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million to over 5,000,000), while their average area of around 25,000 square kilometers.
Also, as a significant feature of local government in France is the fact that certain areas
are special, that is. special status and this is not in accordance with the principle of
regional organization of the state. The special status of certain areas is the result of
certain events in the history of this major European states. This includes, first of all,
decolonization, then the existence of cultural differences, as well as the characteristics
of a large city (metropolis). However, it should be pointed out the fact that the French
local self-government performs specific cooperation of local communities, which may
be political cooperation (may take the form of political cooperation), and that there are
other forms of cooperation. With the political cooperation of the municipality (which
belong to the same political orientation) assist each other and form trade unions, districts,
communities, municipalities and the like, and like other forms of cooperation may
indicate conventions, groups of public interest, joint ventures, associations and the like.

It should be noted that a special role in the realization of political cooperation
between the municipalities of trade unions, which is a term that refers to a group of
municipalities, which shall be established precisely in order to resolve common
problems of infrastructure (electric networks, water supply, sanitation, etc.). For the
community of municipalities is significant that this is a relatively new form of inter-
municipal cooperation, and in this form has allowed a greater degree of integration of
the municipalities which form the community. The main objective of this association
of municipalities, is the realization of inter-municipal solidarity (as a subset of the
community of municipalities, can form communities and cities so far has established
five such communities). Also, since 1959 there are districts, which include a lower
degree of integration and municipalities may be established at the proposal of several
municipalities, with what could be established for rural areas (hence abandoned the
original proposal that called “alliance of cities ).

The Federal Republic of Germany

Strong loyalty to tradition and traditional values is one of the fundamental
characteristics of the German administrative system, which is characterized by the
following features: 1) the existence of the federation, ie. Federal Planning; 2) territoriality
administrative system (not its functionality); 3) the specific value the rule of law; and 4)
an extremely high value attributed to local self-government. (Laux, 1995: 229) Also,
what is very important to emphasize at this point, is the fact that the organization of the
Federal Republic of Germany has experienced a number of reforms (some authors from
the early nineteenth century to the twentieth century, there were 11 major reforms, for
which it was more than 40 important reform undertakings), which, of course, had its
impact on the position, competencies and attributes of local government. Specifically,
these changes have affected that substantially reduced the number of municipalities, and
this decrease was the highest percentages, result of a great acceptance of the so-called.
“New management model” and a significant increase in costs for social welfare state.

Every reform is undertaken in order to achieve certain goals and correct
shortcomings observed in the functioning of a particular system, and such change in
Germany organized by the authorities had basic orientation to increase cost-effectiveness,
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the implementation of market economy and laws of the market in all segments of
the society, where this is possible, as well as the precise separation of politics from
administration, ie. delineation of the functions of decision making and execution
functions. It is obvious that the creators of these reforms have had in mind the application
of methods of economic management and planning towards the objectives set.

Germany local government is an institution that guarantees the highest general
legal act, ie. Basic Law of the Federal Republic of Germany (Article 28, paragraph 1
and 2). On the Name, the provisions of this Article, the activities of the local community,
within the law governing cities and municipalities. For this developed European country,
it is characteristic that in it there is the territorial decentralization and that can be classified
as major countries, both in terms of population, and by the area it covers. The above
mentioned Constitution (Basic Law) of 1949, Germany is organized as a federal state
with a governmental structure on two levels, namely: federal and provincial (terrestrial)
level. As part (constituent) parts of these countries, which make up the Federal Republic
of Germany, municipalities and counties have a vital role in the functioning of local
government, given that competence rather clearly and precisely divided between the
federal and earthly levels. This is especially true for local governments, because at the
highest level creating legislation and policies, while at the lower level to implement them
in practice. Local governments in Germany enjoys a large degree of autonomy, so that in
this country has not implemented decentralization like other European countries.

What is characteristic for the organization of government in Germany, is the fact that
even after reintegration of the 5 provinces (states) of the former GDR, remained in force
Constitution of the Federal Republic of Germany from 1949 to the current 16 federal units
(the Lander) are almost complete freedom (autonomy) in the organization and regulation
of local government. This allows the provinces to independently regulate the functioning
of local self-government and set basic (most importantly) the institutional parameters
for its functioning. However, it is important to point out one important feature of the
German local government, which consists in the fact that even though there are big
differences in the surface of the territory covered and the population in some federal
units, there are no essential differences in the territorial organization of the German local
government. On the contrary, there are great similarities in the organization of the local
population of these countries, so that many authors find that for local governments of all
16 countries that make up the German federation, the characteristic uniformity and in
quite a high level.

The Federal Republic of Germany is today, its local self-government organized as
a two-step. The first level of local government consists of municipalities (Gemeinden),
as the basic unit, while the second stage consists of terrestrial districts (Landkreise) and
district towns (Kreisfreie Cities). After the fall of the Berlin Wall and the unification of
the two Germanys, the area of this major European states, there are 13,400 municipalities,
which are located in the system 343 Land district, at Com should be noted that, on
average, a district in its composition has about 30 municipalities and has between
150,000 and 200,000 inhabitants. (Wallmann et al., 2006: 11-39) A significant feature
of the German local government, is the existence of 117 major cities, carrying out tasks
under the responsibility of municipalities and districts, so that they are much closer to
the provinces (countries) and are under the direct supervision of its authorities. Due to
limited space in the paper, especially due to the major themes to which he devoted, in

EXSIEKOHOMUKA 149



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

this paper we will not longer dwell analyzing certain deviations from the German two-
tier structure of local government, referring to the three city-states (Berlin, Hamburg
and Bremen) in which the local government is organized as a single stage. Also, a very
important feature of these governments is the fact that the German federal units, which
are composed of more than 20 districts and district towns, formed their own regional
administrative units (Regierungsbezirk). Through these regional units earthly authority
supervising the implementation of local government, although there is a tendency that
this kind of supervision revoked and that these units are converted into units that would
serve local self-government.

In addition, Article 28 of the Basic Law of the Federal Republic of Germany, it
is anticipated that the scope of self-management activities, performed by municipalities
and counties, to be arranged by the method of general clause, according to the
constitutional tradition of the nineteenth century, although local governments have the
right to independently determine the internal organization. Excluding the possibility of
influencing the federal and provincial authorities to the activities of local government,
the result is exactly above the rights of local units, which represents a fundamental
feature of local government. Also, a significant feature of the German local government,
in which it stands out from the other (together with the Austrian local government), are
called. duality of functions, whereby municipalities and districts, in addition to their own
affairs, conduct and duties transferred from the state level. In fact, about the importance
of local government and the role it has today in the Federal Republic of Germany, there is
a data that around % of federal and terrestrial legislation achieved at the local level. Such
a high percentage achieving tasks at higher levels to the lowest level, resulting in the fact
that the German local government the most developed and that plays a more important
role in relation to local governments of other European countries. Also, for the Federal
Republic of Germany can be said that it is located at the top of European countries that
conducted direct local democracy, so there was no need for public sector reform, which
was conducted eighties. However, the nineties of the last century, under the influence
of New Public Management, accepted the new doctrine of public management, which
has spurred the creation of the German version of this management, ie. Tilburg new
management model. (Banner, 2006: 126-127)

Based on the above it can be concluded that the state structure of the Federal
Republic of Germany has three levels, and the third (most important) level is, indeed,
local government authorities, which are, at the same time, the foundation stone on which
is based the state itself. This is because, as we have mentioned previously, most of the
laws implemented by local authorities, and to facilitate the realization of the most direct
contact with citizens. Considering that the achievement of these direct contacts “fraught”
with the emergence of numerous conflicts, the Basic Law of the Federal Republic of
Germany in 1949, its provisions guaranteeing institution of local government. This
institution is important, first of all, because while editing the affairs of local communities
need to enable municipalities to, as far as possible, meet the local needs and requirements
of citizens.

It is obvious that the local government in the Federal Republic of Germany has
many positive features, but also certain disadvantages and limitations. However, the
principle of local self-government in this country is, as before, and today, remained in
the application and is extremely important for building self-management system, whose
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implementation regularly look after administrative and constitutional courts. So, first of
all, municipalities is guaranteed to them, in any event, can not take away jobs that belong
to the “local jobs™, so in the event of interference with the exercise of certain tasks, the
legislator has an obligation to justify it and to present adequate reasons, which can prove
that such action is necessary. This has certainly contributed to the well-known territorial
reform of municipalities, which was carried out in West Germany in the middle of the
second half of the twentieth century. The aim of this reform was to edit the municipalities
and districts, but so that the minimum administrative authorities provide both small
municipalities, which resulted in a substantial reduction in independent municipality, by
almost 2/3, ie. from 24,000 to 8,500. Also, there was a reduction in the number of free cities
135 to 91, then the number of districts from 425 to 236 and the number of municipalities
that belong to a district with 24,300 in 8400. Local government reform is carried out,
after the unification of the two Germanys (1990) and in the provinces of the former
German Democratic Republic - GDR (German, Deutsche Demokratische Republik -
DDR), considering that it was necessary harmonization, that is. the convergence of these
two, very different, system. Namely, in East Germany (GDR) is, when unification was
more than 7,500 cities and municipalities, while in western Germany the number was
much smaller. After the reforms carried out after unification in the new Lénder in the
former East Germany (there were 5), the number of these municipalities was reduced,
but not to such an extent as is the case with the districts. The number of municipalities is
now about $ 6,000 in the provinces, while the number of districts was reduced from 191
to 92 and the number of free cities in 24. (Damjanovic, 2002: 20-22)

United States of America

Keeping in mind the theme of this work, which we posvatiti its biggest part, in
a new place we want only to point out the most important local government system,
which had the greatest impact on the formation, development and dissemination of the
importance of local governments in other countries. There, above all, think in English
and French system (as two antipodes), as well as the German and the American system
of local governments - Germany, due to the reforms made, which could serve as a model
for reforming local governments in other countries and the US, due to its characteristics
and distinctive specificity in relation to other countries. Therefore, we will further in the
attention paid to the analysis of local government in the United States, which the local
government is the most complex in the world, considering that in this country there are
COD and simultaneously operate different types of local government.

In fact, as we saw in the previous section, in English, French and German local
governments are unique types throughout the territory of the State in which they are
applied, while the situation in the US is completely different, given that in this extremely
large, country very organization of local self-government entrusted to the Member States
(federal units) and not the federal (federal) state. The result of such an organization
and the adopted constitutional principles, is the existence of large differences in local
government and, as between Member States themselves, and within the same federal
units. The existence of such a significant difference has been brought about not only
indicated the possibility of regulations of the Member States, but also the great influence
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of English local government, whose institutions, customs and traditions brought from
England’s first settlers. Finally, the reasons given diversity we must also mention the
very great diversity of individual cities, a complex social life, a sudden and very rapid
urbanization and the like. However, despite this diversity and the existence of different
types of local government, we can say that in the United States are two main types,
namely: 1) the urban form of government (characteristic of cities); 2) rural form of
government (typical for rural areas).

What is important to note for local governments in the US, is the fact that the
similarity, rather, there is a coincidence in degree. In fact, with the exception of only one
country, which is the smallest by area (Roy Island), there’s a two-stage local government
and so that municipalities (municipality), basic units, while the counties (county) unit
of the second degree. Districts are traditional agricultural, territorial and administrative
units, so that each member state has from 3 to 254 districts. It is important to point out
the fact that, precisely, cities (in most federal units) the most important units of local
government and to them there are three models of local self-government. Separate great
influence on the development of local government in the United States had England
(which can be said for the development of local government in the world), so it’s accepted
the basic principle of self-organization of local government units, which further indicates
that the local government in the United States does not constitute a category of the federal
Constitution and federal law. These three main models (systems) local governments
are: “1) model mer-council - the first and oldest model in which local voters directly
elected mer and advice, and in this way to elect judges and administrative officials; 2)
a commission model - sparsely body (Commission), which is directly elected by local
voters, simultaneously legislative and executive authorities, so that every member of this
commission is managed by an administrative department, 3) management model - experts
prefer this third as the most appropriate model, which contains elements of a presidential
system authorities “. (Bataveljic, 2013: 193) For this latest model is characterized by
through open competition Assembly appoints managers for an indefinite period, which
must meet numerous: first of all, it must be qualified and knowledgeable to perform these
tasks, then that is not a member of a particular political party (non-partisan) and that As
such, completely free and independent in the choice of the closest associates, as well as
his engagement provided an appropriate contract, that guarantees an adequate payment
for his work.

Analyzing the above models (systems), we will point to the fact that the oldest of
them first, which draws its origins back to the English system of local self-government.
In fact, this is a model that in the United States being applied and that in more than half
of US cities, and it is a characteristic that is based on the existence of the president, ie.
measures and advice. However, there is a real difference between the two versions where
it is applied and the system operates as follows: 1) variant with a strong measure and 2)
variant with a weak measure. Regardless of which option (variant) word, President, ie.
mer is the most important organ, since it has very strong democratic legitimacy, because
it directly elected by the citizens. Hence he (like the presidential system in the USA)
the holder of numerous functions in the city, so that manages the city administration,
represents the city, and his officers, the process as the executive organ of the Senate and
head of administration. Hence, the president has a very important role, because preparing
the most important decisions for adoption by the Senate, has a decisive role (not just
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representative) in solving a number of issues, so, therefore, safe to say that the President,
that is. Custom has in the same status, responsibilities and functions, which has the
President of the United States in the federation or the Governor in individual federal
states. (Djordjevic, 1957: 35-38)

Much less applicable model is called. commission, whose application is linked
to the beginning of the twentieth century, with the primary objective of its introduction
consisted in the fact that the Commission monitor the efficiency of local authorities,
as well as reducing the impact of party organizations in their work. There is no doubt
that the Commission is one collegial body, whose members are directly elected by the
citizens and which, therefore, can not recall them. As one of the most positive features of
this system, we can mention its ease of organized bodies. In addition, he is very rational
in the exercise of their activities, whose concentration is also a positive feature of a
commission model. However, as it usually happens in all other spheres of social life, this
system has numerous weaknesses, which consist primarily the inability to eliminate the
influence of party organizations in local government, as well as in its lack of efficiency.

Consequently, the application of a third system that appeared later and which
is used in a little over 20% of US cities. For this system (model) is characterized in
that in it there are the two most important organs, namely: 1) Manager (city manager)
and 2) higher (to be advised). The very name of the system speaks volumes about the
manager (administrator) expert and the head of the administration in the city, which at
that position comes not along political lines, but he Council elected as officials with the
higher degree of efficiency and skills in order to implement the most important decisions
and policy making. The characteristic of its position is in the fact that he was elected for
an indefinite period, but advice has the right to revoke it if it does not carry out his duties,
as provided. (Djurdjev, 2003: 46-48)

Finally, when talking about local government in the United States, we can not, not
to mention self-government in small towns of New England, which is a specific model of
local self-government in the United States, where the local government is realized in the
so-called. town choirs. Namely, at such gatherings is, once in a year, brings together the
entire population of the town and in that occasion, makes decisions on the budget, taxes,
choice of certain borough officials, as well as on other important issues. Also, in the New
England area, the districts are the judicial institutions of the organization, which is not
the case with Western countries, where districts as territorial self-governing units have
significantly more numerous functions (not only in the judiciary but also in health care,
social protection, the construction of public roads and the like ).
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Abstract

Criminal justice authorities may wish to monitor or to control the location of particular
person without resorting to imprisonment. An electronic monitoring device provides
pretrial services, probation, or parole the chance to closely supervise convicted person
by keeping track of where person are at or in some cases, determine if convicted person is
consuming prohibited substances like alcohol or narcotics. Some systems provide tracing
within predefined restricted areas. Systems like this are in use for different situations,
for example before a criminal trial or after conviction. Authors described different ankle
monitor systems that are in use, their advantages, disadvantages and data that collects.
For each convicted person data from electronic monitor device is very important. Authors
described machine learning method, which based on data could predict whether the
convicted person will repeat the criminal offense or not. Methods like this works with
hypothesis and gradient descent. At the end authors explored the role of these devices by
the law of enforcement sanctions and measures outside the prison.
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3a enekmpoucko npakierse npyxcajy 0cobmy 3adysceHom 3a npaherbe 08aK8UX
ocyhenuka nooamke o mome 20e ce 0CyheHUK Hana3u, 1e2060j Nymars Kpemarsa, Wi y
nojeounum ciyuajesuma ungpopmayuje o mome 0a iu 0Cyhenux KoHsymupa sadbparbete
cyncmanye Kao wimo cy aakoxon unu napkomuyu. Hexu cucmemu obesbehyjy npahierse
Y OK6Upy yHanpeo OeqhpuHUCAHUX U OSPAHUYEHUX NOOpYYja, U MO2Y Ce KOPUCIUMU Y
cumyayujama npahera ocobe npe cyherba un Mmokom u3spuiera Kasme. Aymopu y
paody onucyjy paziuume cucmeme eleKmpoHCKUx ypehaja 3a npaherve (nanoeuya),
IUXOBE NPEOHOCU U MaHe, Kao U No0amke Koju ce ca Fux Mo2y npukynwvamu. 3a
csaxo ocyheno nuye nooayu ca osakugx ypehaja cy eeoma oumuu. Y paoy je onucan
U Memoo 3aCHO8aH HA MAWUHCKOM Y4erby KOju HA OCHOBY NOOAmaKda Modice 6PUILIMu
npeouxyujy oa au he ocyheno auye nonogumu ucmo Kpusuyro oeno. Osaxsu memoou
paoe Ha npuryuny xunomesa u gpaduenm decyenm-a. Ha kpajy aymopu cy ucmpasicunu
npumery o06akeux ypehaja y npakcu npema 3aKOHy O U3GPUIEILY BAH3AMBOPCKUX
cankyuja u mepa.

Kwyune peuu: Hanoeuya, Kyhnu npumsop, Mawwuncko yuere, Ipeouxyuja, ITIC
npaherve.

Introduction

Every year a large number of criminals are being sent to prison. Prisons are expensive
to build and run, and often involve cruel treatment of fellow citizens, possibly contributing to
the conversion of inmates into hardened criminals. That is why alternatives to imprisonment
are one of important development area. One of the most intriguing experiments in this area
is the substitution of incarceration for electronic monitoring (Rafael & Ernesto, 2013). In
an increasingly mobile world, house arrest ankle bracelets have many practical purposes.
They’re most commonly used to monitor the movements and behaviors of repeat drug and
impaired-driving offenders serving active sentences of probation. Another problem that is
particularly solved with usage of ankle bracelets are overcrowded prisons. Most states offer
convicts the option to wear an ankle bracelet during a period of supervised probation in lieu
of spending time in prison. Electronic monitoring is one possible solution for prevention
of convicted person to repeat criminal acts (Matt & Russell). In order to address problem,
twenty-four hours monitoring must be provided. Electronic monitoring systems are collecting
an enormous number of data for each convicted person. These data can be used for various
observation and assessment of risk. Only authorized personnel can manage and use this data.

One probation officer has many convicted citizen in his jurisdiction, and his obligation
is to track them and analyze data collected from the field. Some of convicted persons will
repeat the criminal offense, that’s for sure. The job of employees in control centers is to
predict which of electronic monitored convicted persons could be in situation to repeat
the same offense. In order to prevent that, and based on all collected data from electronic
monitoring system, they must predict the future behavior for each convicted person. As a
result from research, authors had proposed a machine learning algorithm. This algorithm is
based on learning set of data, and purpose is to predict whether the monitored oftenders will
repeat criminal offence or not, based only on the current set of data for monitoring offenders.
Learning set of data (data from the past), are in use for prediction model creation. Based on
those data, machine learning algorithm will be trained for future predictions. Data from the
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current moment are in use for comparison with data from the past and based on that fact
prediction will be made. Adequate prediction can prevent re-commit a criminal offense.

Types of Electronic Monitoring Systems

Electronic ankle bracelets are often used for community corrections efforts. They are
often used in conjunction with a radio frequency base unit which is connected to a traditional
telephone line. The reports sent by the base unit over the phone are usually monitored by a
third-party contractor, although in some jurisdictions law enforcement agencies take care of
this function. There are several types of electronic monitoring devices that are commonly
used (Hilf & Hilf, 2015).

GPS (Global Positioning System) tether - allows a defendant’s movements to be
tracked and reported to the suitable supervising agency. Hot zones are preset into a computer
program that runs in combination with the GPS tether that alert authorities whenever the
defendant goes someplace that is forbidden. GPS tethers are common for persons charged or
convicted of criminal sexual assault, domestic violence, stalking, or other crimes that involve
a victim. In order to be eligible for a GPS tether, the defendant must have a stable address
and electricity at the address. Usually if this is ordered the defendant is not released from
custody until the GPS tether is set up and functioning, and the alleged victim is notified as to
the defendant being released on tether. Example of GPS tether is ExacuTrack One. The ankle-
mounted unit uses GPS and similar location monitoring technologies to precisely track a
person’s movement within local communities. It uses a combination of location technologies
for improved trustworthiness in more challenging environments such as indoors, moving
vehicles or among very tall buildings. The lightweight unit is rugged, tamper-resistant, and
has an extensive battery life. An optional beacon system can be used in order to reduce
operational expenses. The beacon is installed in designated locations, like the client’s home,
place of work, school or other. When the individual enters an area where a beacon is located,
the system switches mode from GPS tracking to traditional radio-frequency monitoring.
When the person exits the beacon range, the system immediately shifts back to GPS tracking.
Unlike other GPS tracking systems, this system enables officers to select specific zones,
which can be in any shape through Microsoft MapPoint and Bing Maps for Enterprise. These
are industry-leading mapping technologies. The maps offer detail extraction, making specific
features on properties or neighborhoods clearly visible. When alerts are spawned, officers can
receive them via pager, e-mail, PDA or a combination of these methods. Controlling officers
are also allowed to send pre-recorded voice messages to offenders through the tracking unit,
which are beneficial for appointment reminders or for forbidden zone warnings. As a result
of big number of limitations, there has been growing initiative for application of advanced
GPS technologies as an alternative tool to enhance the supervision of community offenders
(Lilly, 2006).

Transdermal alcohol tether - monitors the defendant’s skin to determine his or her blood
alcohol level. It is usually attached to his or her ankle by a bracelet. It also monitors whether
attempts to bypass the system are made, based upon tampering with the equipment or a
change in the defendant’s body temperature. It is in use for alcohol defendant on probation, or
home arrest. One example is SCRAMx ankle bracelet. The patented SCRAMx ankle bracelet
is attached to the user with a robust and tamper-proof strap. It is worn 24/7 by the user for the
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duration of his or her court-ordered abstinence period. Every half hour, the bracelet captures
transdermal alcohol readings by sampling the insensible perspiration collected from the air
above the skin. The bracelet stores the data and, at pre-determined intervals, transmits it via
a wireless radio-frequency (RF) signal to the base station. During installation, a base station
is plugged into an analog telephone line — usually in the user’s home or place of work. At a
pre-scheduled time(s) each day, bracelet communicates with the base station, which transmits
alcohol readings, tamper alerts, and diagnostic data to SCRAMNET for detailed analysis
and reporting. The base station also has an LCD screen that provides operation messages to
the user (Barton, 2015). The range of a house arrest ankle bracelet can be between 3000 and
4000 sq. ft. At timed intervals, the ankle monitor sends a radio frequency or GPS signal to
a receiver. If an offender moves outside of an allowed area, the police will be notified. The
major downside of this technology is that it is not unambiguous to ethyl alcohol, the type of
alcohol that is consumed by people. There are other types of alcohol that can be found in every
household, which the fuel cell will read and report as a possible drinking event. Isopropyl
alcohol is an alcohol commonly found in cleaning products. Methanol alcohol is the primary
ingredient in the fuel burned by engines. All of these alcohols, and others, will be detected by
the SCRAM. The data that is generated by the fuel cell is interpreted exclusively by alcohol
monitoring systems employees. They are the only people who are trained to determine if the
alcohol readings are in fact the result of a drinking event or if the readings were caused by
an interferential. They make their determinations and conclusions primarily based upon the
analysis of available data, and of the graph that is created from that data.

Data Processing From Electronic Monitors

Various types of electronic monitoring devices have been developed over the years,
with each successive generation improving upon its predecessors, both in terms of their
functionality and convenience. Some electronic monitoring devices are relatively simple and
use GPS technology to alert the authorities when their wearers deviate from a pre-planned
route. Others are more complex, and designed to detect traces of alcohol or illegal drugs
in the blood. In both cases, ankle bracelets can be powerful deterrents for convicts who
might otherwise flout the terms of their probation sentences. Modern electronic monitoring
devices are collecting data and sending them to the base station in some surveillance agency.
Depending on the type of crime, different parameters from electronic monitors are collected
and monitored. If we have GPS monitored convicted person the key parameter for that system
is distance from the boundary of restricted area, or current position. For offenders that are in
probation for physical assault, distance from the victim is crucial. For alcohol offenders key
parameters are alcohol measurements. For determination if the alcohol readings are from a
drinking event or not, experience of the employee is essential. The question is can computer
based programs do monitoring and prediction for us?

For this task, first step is classification of data parameters collected by the same or
similar offence. For some offender, prediction will be based on one parameter, but for other,
prediction will depend on more than one parameter. In both cases machine learning method
can be used. As in all machine learning methods accuracy of prediction depends on how big
learning set is (Alex & S.V.N, 2010). For this task hypothesis and cost function are defined in
Eq. 1 and Eq. 2 respectively.
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Here 0 " 92, <9n are hypothesis parameters, and x Xy e X, ATE data from database based
of which hypothesis provides an event. Parameters 6, 0,,..., 0 are not individual parameter
values, but parameters are represented by n+/ dimensional vector 6. In Eq. 2 parameter m
represents number of training examples. Based on parameters representation, cost function
will be represented with J(6). Cost function defines data linear regression. Pseudo algorithm

for gradient descent is represented in Eq. 3, and gradient descent minimizes cost function.

Repeat{
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Here is most important that parameters ¢, 0,,..., ¢ must be simultaneously updated.
Second part of Eq. 3, can be represented differently Eq. 4. In the previous equation, o
represents learning rate (Spalevic, Ilic, & Spalevic, 2015). Depend of that parameter, gradient
descent will figurate as larger or smaller step in the minimization process.
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When we replace Eq. 4 in Eq. 3 we will get final algorithm for gradient descent Eq. 5.
For this algorithm also valid that & must be updated simultaneously for every j. Each step of
gradient descent uses all the training examples.

Repeat{
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}

If implementation does not simultaneously provide update, values for parameters at
the end of algorithm will not be correct. Here is important that character i in the superscript
for x do not represents power, but index. With this index and index in the subscript the
concrete data value from the database table will be used. Each 6. parameter will be used in
cost function calculation. After the cost function calculation, we must find minimal value
for cost function, for given 0} and for given hypothesis. Minimal cost function will provide
best linear regression. In implementation, if we want to apply some hypotheses, that can
be implemented like matrix and vector multiplication, in the case of just one hypothesis, or
matrix and matrix multiplication if we have multiple hypotheses. In some cases if we have
parameters of different sizes, some kind of scaling must be done. For example, we have two
types of parameters, one in the range from zero to three hundred, and second in the range from
one to seven. If we apply parameters like this we will get gradient descent that will provide
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a long time for calculation of minimal gradient descent value that can provide minimal cost
function (Stephen, 2009). To prevent this all values in training samples for first parameters
must be divided by the maximum value of the range, in our case with three hundred, and the
second parameters must be divided with seven. This provides short time for gradient descent
calculation. After calculation of the minimal value for gradient descent and minimization of
cost function, cost function parameters and hypothesis representation can be compared. In the
case of just one parameter there would be linear representation for hypothesis.

Cost function will be represented with some kind of. For more than two parameters
cost function is much complicated - it will be represented in 3D. However, 2D presentation
in the form of concentric circles can be used instead of 3D display type. In both cases
minimization of cost function must be applied. Cost function minimization process provides
a more accurate prediction and graphical representation.

The Law of Enforcement Sanctions and Measures
Outside The Prison

In the case of outside the prison electronic monitoring sanctions, they are regulated
and published in official Gazette RS, number 55/2014. This law regulates the procedure for
sanctions execution outside prison and measures imposed in criminal, misdemeanor or other
court proceedings, which are executed in the community. These sanctions are implemented in
order to protect society from crime. This is provided by execution sanctions out of prison and
measures in the community with the aim of re-socialization and reintegration of prisoners.
The execution is carried out based on decision of the public prosecutor, the court or at the
request of the Institute for criminal sanctions execution. Based on fifth article and depending
on the criminal act, execution can be provided in different ways. By this act electronic
monitoring can be used in different circumstances.

First, it can be used for home detention, and measures of prohibition approaching,
meeting or communicating with a particular person. Second situation is home arrest. In this
case electronic monitoring provides organization, implementation and monitoring execution
of a sentence of imprisonment in premises where the convicted person resides. In the same
time electronic monitoring can provide supervision of conditionally released person and
support that respects the constraints that face a court. In this case electronic surveillance may
not last longer than one year, nor more than probation.

If convicted person is in for home detention, the Court in its decision will indicate
whether the measure of home detention is executed with or without the use of electronic
supervision. The same decision must be indicated in the case of house arrest. Before making
a decision on the execution of the sentence of house arrest with electronic surveillance
application, the court shall determine whether there are technical and other possibilities for
the execution of the sentence. If the court decides that the measure of house arrest is executed
with the use of electronic surveillance, electronic surveillance equipment is activated
immediately after delivery of the decision. A device for locating the defendant, that is safe for
health, is set by expert, who is giving necessary instructions to the defendant on the method
of operation of the device. Supervision agency manages the device that remotely monitors
the movement of the defendant and his position in space. By this law convicted shall have
the right to stay out of room in that house for a maximum of two hours a day over a period of
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thirteen to seventeen hours. By special decision convicted person may leave the premises in
which resides in the some cases. For example, for providing necessary medical assistance, to
go on work, exams, classes in the school, due to the death of a close relative, and etc. In the
case of that the convicted abandons the premises in which resides a lasting over six hours or
twice for up to six hours, trust service notifies the court that brought the verdict.

Based on this court, shall render a decision that convicted the rest of the prison sentence
withstand in the Institute for the execution of imprisonment and ordered the issuance of arrest
warrants. After this the command for issuing the arrest warrants is delivered to the police
authorities for execution. By this law, time spent on the run will not be counted in the time
of execution of the sentence. Law of enforcement sanctions and measures outside the prison
in this form provides full use of electronic monitoring and data processing from electronic
monitoring devices.

Examples of electronic monitoring in use abroad

The system of electronic monitoring in the Province of Buenos Aires started in
December of 1997. Since its inception, and up until April 2007, more than 910 men had
been at some point under electronic surveillance. The electronic monitoring system in the
province of Buenos Aires consists of a bracelet worn in the ankle or wrist of the offender.
The surveillance program is relatively small, with a capacity of handling a maximum of 300
detainees simultaneously (Tella & Schargrodsky, 2009).

Electronic monitoring is currently available as a primary sentence in the United
States and is generally considered to be somewhat more lenient than prison, but harsher
than probation. Figures from the Bureau of Justice Statistics show that in 1998 there
were 19,677 people on electronically monitored probation in the United States (Bonczar
& Glaze 1999). Restriction and surveillance can also be used to reduce the likelihood of
the individual re-offending, particularly against the original victim. Today the number of
convicted persons electronically surveiland is much bigger According to the Bureau of
Justice Statistics more then five million offenders in the United States are under some
form of community supervision. We can show court practice on one example from the
superior court in North Carolina. In May 2013, this court ordered to the offender to
submit to an involuntary GPS monitoring program. The hearing occurred four years
after he was released from prison, where he had served time for a 2006 conviction
for “indecent liberties with a child.”(Brief, 2015) Though he was not in custody or on
probation at the time of the hearing, the Department of Correction had determined that
he was recidivist based partly on a 1997 conviction for second-degree sexual offense.
Because he was found to be a “sexual offender” and a “recidivist,” he was involuntarily
placed in the state’s Satellite-Based Monitoring Program (Bodi, 2015).

GPS ankle monitors are becoming standard equipment for immigration officials
along the border, too. In July 2015, Immigration and Customs Enforcement, used about
9,300 ankle monitors at a time — 40% more than about six months ago. They are run
by a government contractor, BI Inc., a subsidiary of the country’s second-largest prison
company, which also operates immigration detention centers. Officials say the monitors
are a cheap and effective way to ensure that immigrants released from detention attend
court hearings. The monitors cost an average of $5 a day per person, and are part of
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the agency’s Alternatives to Detention program, which also may require immigrants to
report by phone or in person. In contrast, detention costs an average of $130 per day per
person, and can cost over $330 at some detention centers (Hennessy-Fiske, 2015). In this
way the funds in the state budget can be significantly saved and increased. This provides
benefits for both sides, the convicts and the state.

Government services in Florida evaluated the electronic monitoring system, which
was approved for use by the Florida Department of Corrections in 1987. In their evaluation
of the electronic monitoring system in Florida thay found that, compared with the control
group on other forms of community supervision, electronic monitoring reduced the risk
of failure to comply by 31 %. GPS was slightly more effective in reducing rates of failure
to comply than radio frequency systems; more specifically, for GPS monitoring there
was a 6 % improvement in the hazard rate for reducing supervision failure compared
with radio frequency monitoring. Electronic monitoring made deeper impacts on sex,
property, drug, and other types of offenders than on violent offenders, though the effects
remained significant for this kind of supervision of violent offenders compared with
other forms of community supervision. There were no significant differences in the
effects of electronic monitoring across different age groups or for the effect of electronic
monitoring for different types of supervision. However, notably, although juveniles were
included in the study, the majority of participants were adults (Bales et al. 2010).

In Sweden, intensive supervision with electronic monitoring is not absent within
the correctional system. As a form of serving prison terms at home, the measure replaces
the enforcement of imprisonment up to three months. The main target group consists of
severely drunken drivers who have been traditionally sentenced to short prison sentences
(Haverkamp, 2002). The crucial point lies in the caring work of the probation service.
This method should guarantee a more human way of the serving at home according to
the intention of the legislator. Intensive supervision helps to remove capacity problems
in open prisons and to save money by closing down prisons. In Sweden, approximately
3000 convicted persons serve their prison term at home every year.

Electronic monitoring bail scheme was introduced in New Zealand at September
2006, and it was initially managed entirely by New Zealand Police. From the February
2014 the Department of Corrections and police are jointly managing electronic
monitoring bail under a shared service model. Electronic monitoring on bail is available
for suitable defendants and young people (12- 17 years of age) who would otherwise
continue to be held in custody, in prison, or in the instance of a young person in a youth
residence, while they wait for a court hearing. A significant change sees police no longer
having electronic monitoring bail assessors in the field after 1 February 2014. Instead, for
all new applications, a probation officer will take the role of bail assessor and complete
assessments electronic monitoring bail applicants, attend electronic monitoring bail
connections and complete inductions with the bailees. The central team at corrections
manages the 0800 electronic monitoring bail line, liaises with the monitoring company
and is the central point of contact for electronic monitoring bailees. In all cirumstances
bailees must contact the EM Bail Team at Corrections if they want to plan some time
away from their approved address. The electronic monitoring bail team will tell them
what thay need to do and what happens next. Bailees must contact this team at least
three working days before any planned short-term absence. Approval is not automatic
and will be at the discretion of the electronic monitoring bail team. Today two Australian
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jurisdictions have specific legislative authority for home detention with electronic
monitoring as a primary sentencing option.

The Northern Territory’s Sentencing Act 1995 provides that a court which
sentences an offender to a term of imprisonment may make an order suspending the
sentence on the offender entering into a home detention order. Offenders on a home
detention order may be required to wear or have attached a monitoring device (Black
& Smith, 2003). In Western Australia, the Sentencing Act 1995 provides that a court
may impose an intensive supervision order with a curfew requirement. This requires the
offender to submit to surveillance or monitoring as ordered and to wear a device or have
a device installed in his or her home. Electronic monitoring may only be imposed for a
term of six months or less.

South Australian Department for Correctional Services chosee EM technology
provider named G4S since the inception of the electronic monitoring system in South
Australia (EMSSA) nearly 15 years ago. G4S was recently awarded a new contract that
will run into 2017 and the service also includes monitoring of juveniles for the South
Australian Department for families and social inclusion. The program, which covers both
adult and juvenile offenders placed on court-ordered restrictions, utilises G4S’s propriety
GPS monitoring equipment to support monitoring and response tasks undertaken by
the department for correctional services for around 450 offenders statewide, making it
Australia’s largest electronic monitoring program. G4S continues to develop Electronic
Monitoring and to explore wider opportunities to expand, not only its traditional forms of
EM, but also in the areas of alcohol monitoring and domestic violence. G48S is justifiably
proud of its South Australian achievements to date, including the sustained maintenance
of ISO certification for Electronic Monitoring Services (G4S, 2016).

Electronic monitoring can save tax-payers, detention facilities, and adjudicated
juveniles’ money. For instance, EM programs help reduce the number of juvenile
offenders who are placed in residential facilities. Financially, this makes a considerable
difference as EM programs can range anywhere from $5.50 to $10 per day whereas
detention centers can range from $100 to $160 per day. Taxpayers also reap the benefits,
as juveniles on home confinement with or without electronic monitoring can work and
essentially pay for their monitoring device. Finally, home confinement with or without
electronic monitoring can also save the juvenile money, as his or her bond may be
reduced if the youth agrees to home confinement and/or electronic monitoring (Sklaver
2010). After adopting an EM program in one county, the number of juveniles in detention
centers decreased from 94 per day in 2003 to 45 per day — a 53% decrease. Moreover,
the public’s tax burden is reduced as offenders are allowed to work and subsequently pay
for the EM costs. EM programs can save the juvenile money as well, upon adjudication,
a bond may be reduced if the juvenile agrees to submit to electronic monitoring.

Another advantage in that EM programs improve the chances of a successful
rehabilitation for youths by allowing them to remain at home and continue attending
school. One study yielded a 3% recidivism rate for electronically monitored home
detention cases, and in Tarrant County, Texas, 242 juveniles utilized the EM program
with an 85% success rate in 2002. A report from 2004 shows that 75% of juveniles who
were released from the EM program were considered successful in North Carolina.
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Conclusion

Number of people in the world rises every day. By statistics, number of convicted
persons rises every day too. Many of them have job, families, social life, but they are convicted
for some offence, and must be in prison for some time. Some of them have been sentenced
for serious offence, and some of them for minor offenses. All of them share the same prisons.
For the people that are returnees to the offenses, that is logical sentence, but for the people
that are convicted for the first time, prison can be horrible experience, especially for ones
that are sentenced for minor offence. Financially, prisons are expensive, and many countries
do not have money for the proper maintenance of the prison buildings, guards and food for
a large number of prisoners. Another approach mentioned above is electronic monitoring of
convicted persons, persons on parole or monitoring in the pre-trial period. Use of electronic
monitoring device is new term in criminal justice system, especially in our country. Systems
like these are in use for a long time in many countries all over the world. Like we said above,
those systems provide serving sentences in home environment, with family and without
interrupting daily activities. From the social side this is very important, because people who
serve sentence like this have chance for better life during the term of the sentence. These
people can go the school, to the work and can behave like thay are not convicted. Their
normal activities will not be compromised. This is important because many of these people
are convicted for small offence as well as for failure to pay penalties or taxes.

From another side we must not forget that some of those people have committed a
criminal offense. With electronic monitoring they are out of prison, and they can repeat the
same or similar criminal offence. To prevent that, they must be monitored all the time. For that
job officer must supervise the movement of convicted person, and, based on all parameters
try to predict if he/her would repeat offence. This is complex job for which appropriate
experience is needed. Authors presented their idea how the use of electronic monitoring
devices, and processing of data collected from electronic monitoring devices. With those
data, that are movement path, distance from the base station, distance from the restricted
person, alcohol level, and possible drugs use, machine learning system which will predict
future acts of convicted person could be created (Spalevic et al, 2015). System like this must
be based on different kind of hypothesis and heuristic. In that way system will predict critical
situation, and inform officer about it. For systems like these training samples must be used.
That is not limitation because government services already have sufficiently available data,
and data from each new convicted person how is electronically monitored can be used. In
this way new data can be added to the training set, and could be used for future treaning of
the prediction model.

For future research authors plan to implement system in the way that they’ve described
here. For job like this database with data collected from electronic monitoring devices must
be created. That means that real data from some surveillance agency or gonverment service
will be used. For heuristic, cost function, gradient descent and prediction Mat Lab software
will used. For data preprocessing, which means classification and clustering organization
of collected data GUI framework will be created. Like we said above data processing and
machine learning could provide much more from simple offenders monitoring, and that
possibility need to be used.
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Abstract

Applying of fair value accounting is primarily put into operation to satisfy investor §
needs for information. The basic idea here is that balance sheet represents the economic
reality, which means that assets, obligations and capital are expressed at fair value,
which in terms of active and liquid market best reflects market prices. The effects of
applying fair value are reflected through the income statement and thus measurement
results become a consequence of capital measurement.

In conditions of stable prices and an active market, applying fair value is not
accompanied by bigger problems. The reason behind this is that valuation of assets and
liabilities are carried out at current market prices. The problem occurs in conditions of
inactive and illiquid markets. In this circumstances, estimating according to fair value
requires the use of different assessment techniques, which represent a potential source
of inaccuracy.

Furthermore, by applying fair value in times of financial crisis the problem of
procyclical effects can occur. The growth of financial markets and prices encourages
the purchase of securities at higher prices. This can contribute to the creation of
speculative bubbles, and in times of crisis and fall in prices may encourage sale at
lower prices, deepening the crisis.
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Qdyuryujy  ungopmayuonux nompeba unsecmumopa. OcHosHa udeja npu mome
Jje 0a bunanc uzpasu eKOHOMCKY CMEapHOCH, WMo 3HA4U 0d UMOSUHY, obagese u
Kanuman u3pasu no gep peoHocmuma, Koje y ycaosuma akmueHoz U TUKEUOHOS
mparcuwima Hajoome oopasicasajy mpocuine yere. Egpexmu npumene ¢ep epeo-
HOCImU ce peprekmyjy npexo bunamnca ycnexa u Ha maj Ha4uH meperse pe3yaimama
nocmaje nocieouya meperba Kanumaud.

Ilpumena ¢pep peonocmu Huje npakhena eehum npobremuma y yciosuma
NOCMOjarsa CMAOUTHUX YeHA U AKMUBHO2 MPHCULUMA jep ce 8PeOHO8ARE UMOBUHE
u obaseza 008uUja NO AKMYETHUM MP*CUWHUM YeHnama. [Ipobnem ce jasmwa y yc-
J08UMA HEAKMUBHUX U HETUKBUOHUX MPAHCUWING jep madd npoyerusarse no gep
BPEOHOCTU 3aXTe8a NPUMEHY PASTUYUIMUX TEXHUKA NPOYerUsarsd Wimo npeo-
€cMagba NOMEHYUjaTHU U360P HENPEYUSHOCTIU.

Ocum moea, y ycnoguma (uHaAHCUjcKe Kpuse npumeHy gep epeoHocmu npamu
npobrem NPOYUKIUYHOZ Oejcmea jep y YCA08UMa pacma (PUHAHCUJCKUX MPAHCUUma
u pacmyhux yena noocmuue KynoguHy Xapmuja 00 epeOHocmu no 6UUUM YeHamd,
oonpurocehiu cmeaparsy Wnexy1amusHux OaioHa, ay ycrosuma Kpuse u naoa yeHa
MOodHce nOOCmMuYamu npooajy nO HUXCUM YeHamd, npodyosyjyhu nocmojehy kpu3zy.

Kwyune peuu: cep epeonocm, ucmopujcku mpowikogy, QUHAHCUJCKO u3-
sewmasarse

Introduction

The imperfection of financial markets, complexity of business situations, variety of
business and financial statements user’s needs affect the constant improvement of financial
reporting model, but it is quite clear that in such circumstances there is no perfect, theoretically
consistent and universally applicable model to successfully solve all the problems of
measurement , expressing and presenting the achievements of business entities.

There are many questions related to this issue that are put upon accounting practices.
The bigest one being whether to provide information relevant to deciding, which can often
contain unreliable values, or to provide accurate and reliable information, but because of its
untimeliness could lose its importance for decision-making.

Business entities in our country are also faced with a similar dilemma: is it better for them
to perform assessment, or not, whether is the assessment required, what is the comparative
practice in the European Union, opinions and actions of the auditing professionals about these
issues and the like.

The European accounting doctrine supports the historical cost principle and the
recognition of gains that have been achieved in the market and International Financial
Reporting Standards (IFR) are in favor of applying accounting based on fair value.

Basic requirements of IFRS regarding the assessment at fair value

IFRS accounting standards are created and introduced to achieve uniformity and
transparency of financial statementst on any economic entity, regardless of the activity and
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the country of origins.

The general rule is that the greater importance is given to accounting and financial
reporting in developed economies. The reason for this is that the investors are opting for the
markets which are familiar and which they believe in. This is the main reason why they have
more confidence in those countries that have adopted and consistently accepted accounting
standards for financial reporting.

The importance and usefulness of financial statements should not be valuated only
in relation to individual users (eg, investors and creditors), but also from a wider economic
perspective, ie. from a social point of view. This is because financial reporting, in addition to a
number of other relevant factors, must include in its primary goals the provision of the highest
possible level of social welfare, which is the supreme strategic goal of every society. In other
words, the quality of financial reporting of the state, is directly proportional and corresponded
(in the long run) to the general economic situation in the country.

The goal of IFRS is versatile, easier and better understanding of the financial statements
with the mission to provide data and information for comparative analysis and successful
business communication for faster flow of goods and capital. IAS/IFRS are instruments
for the harmonization of the various accounting regulations relating to the preparation and
presentation of financial statements that serve as the basis for economic decision-making.

The adoption of optimal business decisions contributes to optimal location of limited
economic resources and thus the over all economic growth of the national economy.
Also, the efficiency of the capital market is directly dependent on the quality of available
information, their usefulness and relevance for decision-making. A direct consequence
of efficient capital markets are sufficient capital resources that enable economic entities
to define and implement the optimal policy of financing their business transactions. All
this leads to a healthy national economy and overall, sustainable economic growth and
development. So, if there is quality and reliable accounting and financial reporting that is
characterized by the usefulness of information, quality business decisions, efficiency of
capital markets, the sufficiency of funding sources and a healthy economy — it can create
the very realistic assumption for increasing the level of social welfare which is the target
functions in every society.

Questions about estimates are defined by IAS 16 - Property, Plant and Equipment
and IAS 40 - Investment property. Legal enteties, on the basis of IAS 16, have a right to
assessment or subsequent measurement after initial recognition of fixed assets, could be
carried at cost or fair value. In this case the chosen method is determined by the rules on
accounting and accounting policies and applied are consistently in a longer period of time.

Applying of fair value accounting in the European Union

Representation of fair value accounting in the Member States of the European Union
is through ICAEW’s (Institute of Chartered Accountants in England and Wales) research for
the European Commission. The study was published in 2007 entitled “EU Implementation of
IFRS and the fair value directive — A report for the European Commision.”

Research topic of this study is the use of IFRS in the financial statements of companies
in the EU. Quoted companies in the EU, whose securities are traded on the stock exchange in
its consolidated statements, have to apply IFRS since 2005. Part of this study that dealt with
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the application of fair value is about the 200 largest companies in the EU countries, whose
securities are traded on the stock market, and whose financial reporting is in accordance with
IFRS.

The general conclusion of this study is that “the use of fair value accounting in
accordance with IFRS is less wide spread than previously assumed, especially if the
companies are given the opportunity to use the cost model or the fair value model, they will
use the cost model”.

Table.1. Essessment of Property, Plant and Equipment in EU

The cost model of fair value Numberlof Percent
companies
The cost model for all property, plant and equipment 191 95,5 %
Revaluation model for all property, plant and equipment - -
Revaluation model for all property, the cost model for "
; 5 2,5%

all plant and equipment
Revaluation model for some properties, cost model for o

. . 3 1,5%
the rest properties and all plant and equipment
Without any property, plant and equipment 1 0,5 %
Sum 200 100

The results of this research show that about 96% of companies, which use IFRS in
their financial statements, estimate its fixed assets by cost model, by buying value or by
cost and not by fair value. About 4% of European companies fair value assessment use
only in case of properties, but not for plants and equipment.

Also, the Chamber of Chartered Tax Advisors in most countries of the European
Union refuse the extension of application of IFRS with companies whose securities are
listed on the capital markets on all other companies.

Effects of applying fair value accounting

Business entities independently decide on the applying of fair value to present
their fixed assets. They use a general act which must be in accordance with international
and domestic accounting regulations. It is important to look at the positive and negative
effects and assess the financial statements.

The most significant positive effects of valuation at fair value for the companies
are:

* improving the property and financial position of the company in the financial
statements as the assessment leads to an increase in the value of fixed assets
and total assets and liabilities increase in revaluation reserves and capital of
the company;

+ reduction of taxable profits in sales of fixed assets, as the assessment at fair
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value increases value of fixed assets, thus reducing the gain on sale of fixed
assets. This gain is determined as the difference between the realized selling
price and the current carrying value;

* reduction of debt of the company due to an increase in the value of fixed
assets compared to liabilities;

»  ability to use the revaluation reserves, which occurs at the moment of disposal
of fixed asset (sale, debiting etc.), so that they are transferred to retained
earnings from previous years. They can be used to cover losses from previous
years and other purposes in accordance with applicable legislation.

In assessing the fixed assets at fair value IAS 16 does not permit selective
enforcement, in the sense that it is not possible to assess a single fixed asset but for the
other asset, to use the cost model. The decision to perform assessments of fixed assets
refers to all assets belonging to the appropriate group ( equivalent assets of a similar
nature and usage in business entity).

Reasons against applying of fair value

The largest negative effects for businesses resulting from the application of fixed

assets at fair value are:

* reduction of the gain in the income statement due to the increasing cost of
accounting depreciation whis is arising directly from the increase in fixed
assets.

e company can increse in size. This can reslut in the transformation for small
to legal medium entity, which in turn causes the loss of benefits that are
designed for small businesses;

» there is no improvement in basic financial indicators of the company - the
liquidity and solvency;

» there is no impact on the amount of tax depreciation;

+ there is no impact on the amount of taxable capital gain

+  collision with the accounting principles of prudence, which is required by
the Fourth Directive of the EU, and by which the assets in the balance sheet
are valued at the lower value and liabilities at a higher value. This is opposed
to fair value, and the principle of realization, because the assessment of
investment properties at fair values recordes revenues that have not yet been
confirmed in the market (investment property is not sold);

+ financial statements become a conglomerate of different values and,
consequently, lose their practical value because the fixed assets and securities
(other than those held to maturity) are stated at fair value and other items at
bying cost, cost or selling price, etc.

When opting for fair value accounting it should be taken into considiration the
costs of the assessment, particularly with the involvement of external assessors. In our
country there is no professional title of certified appraiser, so the risk of inaccurate
assessment and the possibility of its denial by the auditors is very large. Assessments in
our country are done by auditing companies, forensic experts, rating agencies and others.
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Companies in EU that apply IFRS do not use assessment of fixed assets at fair
value. Because our country is in the process of harmonizing its legislation with EU
standards and regulations, many use this fact as the main argument in (not) applying fair
value accounting in financial statements

When determining which accounting policy to apply, our economic operators need to
bear in mind the impact of inflation on the value of their fixed assets, particularly on real estate.

Inflation in our country in previous years is far greater than inflation in the EU
countries and there is a real opportunity for presentation of financial statements that
do not reflect economic reality, namely, that the carrying value of property is greatly
underestimated. This especially applies to property, constructed or acquired in the 90s in
conditions of major inflationary rate.

Our economic operators must bear in mind that the financial reporting system
is one of the key elements of corporate governance, which significantly affects the
performance of companies, financial markets and thus the entire national economy.
Without good corporate governance there is no long-term competitiveness of companies,
their market position and results are weak and, consequently, companies are becoming
ideal ground for corruption.

Applying of fair value in accounting policy of the economic entities opens many
important questions. How does applying of fair value accounting reflects the quality
of financial statements? What are the implications of applying fair value to investors,
companies, managment and key stakeholders? Does the applying of fair value is
favorable regulatory bodies? Does the applying of fair value increases management
responsibilities for maintaining adequate business policy? Is the problem of applying of
fair value only in measuring the value or is it also the problem of distribution of profit?

Conclusions

The basic idea of applying fair value in the financial reporting process is the need that
the balance sheet reflects current economic reality, which includes presentation of assets,
liabilities and equity at current market values that reflect the expected cash flows at the
balance sheet date.

Applying of fair value in the foreground puts information interests of investors in
analyzing the current financial position of the entity. In this context, the creators of accounting
standards promote applying of the concept of fair value in order to come up with the concept
of evaluation that will meet two requirements: “a good theoretical concept which can be
successfully applied in practice.” Since the market is not perfect, it often becomes inactive
and illiquid, especially in times of economic crisis, there is a legitimate question to what
extent the previous two can successfully be met.

Business entities in the Republic of Serbia, bearing in mind the necessary harmonization
of accounting regulations with the EU, independently decide on the applying of fair value
accounting in the financial reporting process. Applying of fair value accounting brings the
number of positive, but also negative effects.

Business entites should evaluate each effect separately and bring the accounting
policies that are most favorable to them, looking at the impact of positive and negative effects
over a period of several years.
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MUNICIPAL BONDS BY LOCAL GOVERNMENT
Abstract

Municipal bonds are used as a source of funding for local economic development
and are debt securities that are issued by the city government. In recent years,
interest in this type of bond in Serbia is growing, due to the low-risk investments, the
realization of liquidity investors of revenue for these bonds usually are not subject
to taxation, and a yield that is achieved on these bonds is generally higher than
the state yield, which is achieved by investing in state bonds. Broadcast municipal
bonds of the municipality is cheaper than conventional loans from banks, which is
the reason of attracting a large number of investors in order to implement concrete
projects.

Key words: municipal bonds, investors, income, liquidity

JEL Classification: M21, M41 1031, 032

MYHULUITAJTHE OBBE3HUIE JIOKAJTHE CAMOYIIPABE
AncrpakTt

Mynuyunanne obeesnuye rkopucme ce Kao U360p (DUHAHCUPATLA TIOKAIHOZ
EKOHOMCKOZ2 pa3eoja u npeocmasnsajy oyscnuuke XoB Koje ce uzoajy o0 cmpane
epadcke eracmu. Ilocieowux coduna unmepecosarbe 3a 08y 6pcmy 008e3HUYA
v Cpbuju pacme 360 HUCKOZ PU3UKA YIA2aibd, OCMEAPUBAIbA TUKEUOHOCMU
UHBECMUMOpAa, Npuxoo0a Koju Koo 06ux obsesnuya Hajuewhe He noouexcy
onopesusaivy, a u NPUHOC Koju ce ocmeapyje na oge obeesHuye je yenasHom eehu
00 npunoca Koju ce ocmeapyje yiazarem y opocashe obgesnuye. Emumosarve
MYHUYUNATHUX 008e3HUYA 00 Cmpane JNOKAIHe camMoynpaee je jepmunuje 00
KAACUYHOR 3A0YIACUBARA KOO OBAHAKA, WMO je U pazioz npueiaderba eenukoe opoja
UHBECMUMOPA Y YU/bY PEanu3ayuje KOHKPEmHux npojekamd.
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Introduction

Bonds are debt securities that obligate the issuer to pay the investor an amount that
is listed on the bond, with a particular interest on the maturity date of its billing. They
can be issued by government, banks, enterprises and other financial organizations. Bonds
that are issued by cities, municipalities and local authorities are called municipal bonds.
When the bonds are issued by public offering, as buyers of bonds occur all domestic
and foreign legal and natural persons, i.e. banks, insurance companies, pension and
investment funds, as well as citizens. Before the local government announces a public
call for the sale of municipal bonds, it defines with investors the purpose and use of
funds that will be raised by issuing municipal bonds. It is necessary for the issuance
of municipal bonds to train staff in local government. This way local government debt
represents a transition from simple credit debt, to sophisticated methods of finding free
capital.

The term and characteristics of municipal

Municipal bonds are debt securities issued by the city authorities, municipalities
and other local communities. They are used to collect the funds necessary to cover the
budget deficit, as well as for the realization of certain projects. Buyers of municipal bonds
lend money to local governments, which promises them a return of principal and accrued
interest at the specified time. Interest is usually paid semi-annually, while the principal
may be paid at maturity and periodic. The yield on municipal bonds was achieved in
most cases higher than the yield that would be achieved by investing in government
bonds. In addition to achieving satisfactory interest, the investor is, in a number of cases,
exempted from paying taxes.

There are three ways of selling municipal bonds in the market:

e Tender - where there are bids on a particular day by customers;

* Placement of municipal bonds through negotiations, with the use of the

services of investment banks or broker-dealer company and

*  Private placement model.

Municipal bonds are attractive for investors and because, after the business of
government bonds, they carry the lowest investment risk. After the initial issue, they
are most often at an appropriate list at the market on which secondary trading is carried
out. Secondary trading is the instrument by which the market can show how much it
values the finances of the local government. If it happens that investors no longer want
to own bonds, they can sell them to investors who want to. Income from investments in
municipal bonds usually are not subject to taxation and achieve relatively high wages,
because the yields on these bonds usually yield higher than that achieved by investing in
government bonds.

Issuance of municipal bonds of the municipality is a cheaper source of financing
than a conventional bank loans. This allows reaching a large number of investors in order
to implement appropriate projects. A broader investor base means and cheaper sources of
financing. Issuance of municipal bonds may be made to:
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¢ Financing of projects that do not generate revenue;
* Financing of projects that bring income;
* Cover the deficit of the budget of local government.

In addition to covering the budget deficit, the funds may be used for:
* Building the capacity of water supply;

* Building schools;

* Construction of sports and recreational centers;

¢ Construction of roads and

¢ Regulation of the environment.

Emission of municipal bonds, according to national legislation, starts with the
decision of the competent organs of local self-government on borrowing by issuing
municipal bonds. After that it is necessary to have the approval of the Ministry of
Finance. Otherwise, local governments can have a level of indebtedness higher than
50% of budget revenues from the previous year. If a local government approved, opens
issue account with the Central Registry of Securities. Then it is necessary to Securities
Commission approved the prospectus for the distribution, followed by a public invitation
for subscription and payment.

Municipal bonds are divided into two groups, namely:

* General obligation bonds and

¢ Revenue bonds.

General obligation bonds are used for general purposes and are fully covered by
collateral municipalities that they will be paid. Revenue bonds are intended for a specific
project (or purpose) and are paid out of the profits of the actual project. One is because
of this considered more risky than general obligation bonds.

Municipal bonds or credit

For municipal bonds it should specified when the interest is linked to them, lower
than the interest on long-term loan, which the cities and municipalities have taken with a
commercial bank. These bonds have a longer repayment period than is the case with the
use of long-term loans, reducing the financial strain of cities and municipalities. When
conducting of municipal bonds, the period of repayment of principal debt and interest is
not determined by the bank, but the local government to borrow funds.

These bonds may be traded on the stock exchange, where the sale or purchase
of debt can easily be transferred from one to another creditor. There is a relatively high
yield on these securities and they have the security of investment, which attracts banks,
investment funds and insurance companies. Payment of the budget guarantee trot and
local government property.

In addition to insurance companies and pension funds, households are also engaged
in buying municipal bonds, as evidenced by examples of European countries. Citizens
invest in the improvement of their living standards and monitor the progress of their
investments and thus achieve a secure income. More extensive use of municipal bonds
is possible only when the state returns the property to local governments, when they will
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be able to guarantee asset for the issuance of bonds. The existence of a developed capital
markets is a major prerequisite for trade municipal bonds.

In the case of issuing bonds, local problems should be solved individually, i.e.
municipality would not have any time to wait for the decision of the Government when
it is necessary: make some time to build a school or edit environment. Then he could set
the problem of increasing the total debt of the country, because the government would
not be able to control the level of indebtedness, various investment and construction. But
broadcasting local government bonds to solve the problem of lack of funds for capital
investments.

By buying bonds, the investor agrees to share the risk of economic policy with the
local government. In fact, those who take part of this risk, and takes part of the award, in
addition to the principal periodically realize the anticipated interest.

Emission of municipal bonds increases the efficiency of state institutions, binding
them to the public represent its economic policy, which is the basis for the decision
concerned the purchase or sale of bonds. So, confidence in economic policy publisher
bonds is crucial for investors. A good prerequisite for this is a developed democracy and
decentralization, which implies the existence of a large number of independent national
and local institutions, which is a prerequisite for successful organization of public affairs
financed funds generated by issuing bonds.

The issue of local government financing through classic loans or issuing bonds
requires real answer because of the benefits depends on the sources of funding of projects
and their implementation. Therefore it is necessary to point out the advantages and
disadvantages of conventional financing loans, and issuing bonds.

Advantages of the issuance of municipal bonds:

* Cheap borrowing,

* Debt that can be traded on a regulated market; and

¢ Larger investor base.

Shortcomings in issuing municipal bonds:
* Relatively undeveloped instrument;

* A complex procedure of issuance; and
¢ The risk of failure.

The advantages in financing through loans:
* A simple procedure;

* Faster borrowing; and

* QGreater certainty of success borrowing.

Deficiencies in financing through loans:

* Fails to provide the additional positive effects;

e Smaller investor base; and

* Possible changes in the business policy of the bank.

In practice, the local government decides to issue bonds only if the bids received
for the issuance of bonds are more favorable than conditions for the loan. It is not difficult
to determine how funding is more favorable, because the cash flows of loans and bonds
largely identically structured.
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Issuance of municipal bonds consist of the following phases:
e Preparatory phase of the project;

*  Market analysis and documentation;

* Roadshow and regulatory issues;

* Registration and payment, the listing of bonds.

The preparatory phase of the project

At this stage of the project, for its faster and more efficient implementation, it is
necessary to create good conditions. First, it is necessary to obtain the opinion of the
Ministry of Finance about the possibility of borrowing, without which he cannot move to
the next stage. Also, it is necessary to choose the capital market advisors with experience.
Otherwise, the public procurement procedure is time-demanding loans from the bond
issuance process and should be (for bonds) to launch even at this stage. However, even
at this preliminary stage, it is important to determine the structure of bonds (currency,
period, type of voucher), although it is subject to change to a decision on their show.

Market Analysis and documentation

Identifying the credit level of demand for municipal bonds is an important activity of
this phase. Local governments may, in the event that this demand is small, to terminate the
process and the financing is completed by the classic loan. Otherwise, the process continues
and it is necessary to choose an agent to manage and lead the process with no financial
obligations to the issuer. At this stage it is necessary to collect: the tender documents for
public procurement, information memorandum for obtaining bids for underwriter, as well as
presentations and promotional materials required in the process of issuing municipal bonds.

Roadshow and regulatory questions

Activities carried out in this phase are: communication with potential investors,
banks and non-banking financial institutions, bringing the end of the procurement activity
for the loan and accepting bids for conducting underwriter of the issue. In it, the local
government realizes the conditions in which they will be charged and, if it correspond to
these conditions, we proceed to the next phase. It is necessary to decide on the method of
debt, as well as the decision on the issuance of municipal bonds.

Entrance, payments and listing of bonds at the stock market
In this (final) stage of the local government gets the money in your account. In

the case of the private placement, it is necessary with each individual investor to sign
the contract on purchase of bonds, while in the case of public offer, customers filled
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entry form and pay the stated amount of the asset to the account in the bank, which
is responsible for this. Upon completion of payment, with proof of funds raised, the
request shall be submitted to the Securities Commission for approval on the issuance of
municipal bonds. After obtaining consent, the money is available to local governments.
After registration of municipal bonds in the Central Registry of Securities, the issuer may
decide to include them in the regulated market.

Risks for the issuance of municipal bonds

During the issuance of municipal bonds there may occur different types of risks on which
local government must take into account. Risks can be market, operational and regulatory.

Market risk

Market risk may affect the ability to raise funds on the financial markets, especially
in times of crisis. The flexibility of local governments, in terms of the period of
fundraising, can be the best protection against this risk. However, if the market situation
is unfavorable, the ability to issue bonds on the postponement of several months would
be of great importance. Since the same group of potential investors, and purchases of
state and municipal bonds, it is necessary to take account of the periods when the state
issues its own securities, as and when due, otherwise it can happen that you do not collect
the planned funds. When you want to borrow at a fixed interest rate, it is important for
local governments to monitor the relationship between variable and fixed interest rates.

Operational risk

The risk that due to ignorance of the procedure of issuing bonds users opt for
borrowing through loans or issuing bonds, belongs to this category of risk. In this
regard, it is important to provide good professional presentation of the whole process
of local government leaders. For the successful implementation of the procedure of
registration in the Central Registry of Securities require a clear structure of the bond (the
amount of the coupon, maturity, currency, guarantees, options...). The best mechanism
for managing this risk is the whole process of communication with regulators prior to
the commencement of the formal procedure of issuing bonds. Among other things, it is
necessary to take into account that the issuance of municipal bonds are not implemented
at the time of the election, but that is not implemented in an election year.

Regulatory risk

Capacity utilization for local government borrowing, or reaching the upper limit
of cumulative public debt of state and local government, can be a reason for giving
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a negative opinion of the Ministry of Finance of the respective local government
borrowing. The only mechanism to protect against this risk the timely planning and
timeliness required for the opinion of the Ministry of Finance. Legislation on this issue,
as well as their application in our country is also set to slow down the whole process,
after you finished the legal framework is still improving. If they are not complied with
all the formal requirements for the issuance of municipal bonds, Securities Commission
does not issue a permit. We believe that this risk can be reduced by using the services
advisor and underwriter.

Conclusion

As mentioned, the municipal bond refers to securities issued by local governments,
in order to collect funds for a settlement infrastructure, utilities and other needs of the
local community. This type of bond is often called bonds free from income tax. In Serbia,
the issuance of municipal bonds local government’s today popular themes, and their
broadcast so far was performed by Novi Sad, Sabac, Stara Pazova, Pancevo, which is an
indicator of serious tendency for these projects.

Novi Sad is the first local government that has successfully organized the issuance
of municipal bonds. Offer service underwriter gave 6 banks and one broker-dealer
company, and wish to participate in this project expressed and pension funds, as well as
several insurance companies. As for investors, and the International Finance Corporation
(IFC) has expressed the desire to purchase part of the bond issue. The city of Novi Sad,
by issuing municipal bonds, enlisted under much more favorable conditions than that of
their projects financed through loans.

Although in our government skepticism among citizens, caused by bad events and
experiences of the nineties, when they invested the funds offered high interest rates and
when most of them remained without the invested principal, their responsiveness to buy
bonds of Novi Sad was the height - invest in the public good, indicating the economic
local patriotism.

All in all, the success of the project, about the issuance of rated bonds, it is the
interest of local leaders in recognizing this phenomenon of vital importance for the
development of their community. These projects, which in addition to being able to attract
the owners of surplus money, also attract people from the premises: future customers,
creditors, the newly created value.
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