
 

 

 
 

 

 

 

 

 

 

 

 



 

 

 
 

 

 

 

 

 

 



 

 

 

 

 

 

 

5
th

 REDETE Conference  

 

 

ECONOMIC DEVELOPMENT AND ENTREPRENEURSHIP 

 IN TRANSITION ECONOMIES:  

Is free trade working for transitional and developing economies? 

 

  

 

CONFERENCE PROCEEDINGS  

 

 

Belgrade,  

October 28-30, 2016 

 

ISBN 978-99938-46-54-3 

 

www.redete.org 

 



 

Publisher: 
Faculty of Economics, University of Banja Luka  

Majke Jugovića 4, 78 000 Banja Luka  

Republic of Srpska, Bosnia and Herzegovina 

Phone: + 387 51 430 012 • Fax: + 387 51 430 053 

 

For the Publisher: 

Stanko Stanić, Dean 

 

Managing Editors: 

Jovo Ateljević and Zoran Borović 

 

Reviewers / Editorial Board: 
 

Alistair R Anderson, UK 

Aziz Šunje, BiH 

Biljana Predić, Serbia 

Bojan Zečević, Serbia 

Branko Rakita, Serbia 

Clemens Jäger, Germany 

Darko Petković, BiH 

David Smallbone, UK 

Dejan Jović, Croatia 

Donato Iacobucci, Italy 

Dragan Gligorić, BiH 

Friederike Welter, Germany 

Fuada Stanković, Serbia 

Georgios Panos, UK 

Ilija Stojanović, BiH 

Irena Ateljevic, Netherlands 

Jelena Budak, Croatia 

Jelena Poljašević, BiH 

Kiril Todorov, Bulgaria 

Ljiljana Eraković, NZ 

Ljubinka Joksimović, Serbia 

Marijan Cingula, Croatia 

Marjan Svetličić, Slovenia 

Marko Kolaković, Croatia 

Nexhbi Veseli, FYR Macedonia 

Nikola Vukmirović, BiH 

Nikša Alfirević, Croatia 

Peter Rosa, UK 

Predrag Bjelic, Serbia 

Radoslav Grujić, BiH 

Saša Petković, BiH 

Slavica Singer, Croatia 

Stephen Page, UK 

Susan Marlow, UK 

Suzana Stefanović, Serbia 

Tony O’Rourke, UK 

Vassilis Fouskas, UK 

Zdravko Todorović, BiH 

Zhelyu Vladimirov, Bulgaria 

Veland Ramadini, FYR 

Macedonia 

Predrag Bjelic, Serbia 

Roy Thurik, Netherland 

Ruta Adis, USA 

Joern Kleinert, Austria 

 

 

Organizing Committee: 

 
Jovo Ateljević, Chairperson 

Zoran Borović, Conference secretary 

Dragan Gligorić 

Željana Jovičić, 

Dragana Došenović 

Stefan Pajić 

Darko Milunović 

Zora Andrić 

Dragan Milovanović 

Igor Todorović 

Dušanka Dragić 

Jelena Poljašević 

 

 

 

 
Typesetting: 

 www.eradovi.com 
Cover Design: 

www.eradovi.com  

http://www.eradovi.com/
http://www.eradovi.com/


 

 

ECONOMIC DEVELOPMENT AND ENTREPRENEURSHIP 

 ECONOMIC DEVELOPMENT AND ENTREPRENEURSHIP IN TRANSITION 

ECONOMIES:  

Is free trade working for transitional and developing economies? 

 

  

 

5
th

 REDETE Conference 

 

  

 

 

 

Proceedings: 

PDF on CD ROM with full papers 

Edited by: 

Faculty of Economics in Banja Luka   
 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Copyright © Faculty of Economics in Banja Luka, Banja Luka, 2017 

 

All rights reserved. 

 

No part of this publication may be reproduced, stored in retrieval system, or transmitted in 

any form or by any means, electronic, mechanical, photocopying, recording or otherwise, 

without the prior permission of the Faculty of Economics in Banja Luka. 

 

ISBN 978-99938-46-54-3 

Belgrade, October 28-30, 2016 



 

 

ECONOMIC DEVELOPMENT AND ENTREPRENEURSHIP 

 IN TRANSITION ECONOMIES:  

Is free trade working for transitional and developing economies? 

 

  

 

5
th

 REDETE Conference 

 

 

 

Under the support of: 

Government of Republic of Srpska   

 

Ministry of Science and Technology, 

Professor Jasmin Komić, the Minister  

 

 

 

Programme Committee: 

Jovo Ateljević, Chairperson (RS-BiH) 

Zoran Borović, Conference secretary (RS-BiH) 

 

Reviewers / Editorial Board 

 
Peter Rosa, UK 

Fuada Stanković, Serbia 

Carlos Fernandez, Portugal  

Alistair R Anderson, UK 

Ljiljana Erakoviüć, NZ 

Stephen Page, UK 

Anna Rogut, Poland  

Vassilis Fouskas, UK 

Jelena Budak, Croatia  

Friederike Welter, Sweden 

Irena Ateljević, Netherlands  

Slavica Singer, Croatia 

Kiril Todorov, Bulgaria  

Ljubinka Joksimović, Serbia 

Tony O’Rourke, UK  

Predrag Bjelic, Serbia 

Roy Thurik, Netherland 

Ruta Adis, USA 

Joern Kleinert, Austria 

Dejan Jović, Croatia 

Marijan Cigula, Croatia  

Bojan Zečević, Serbia 

Nikola Vukmirović, BiH  

Zdravko Todorović, BiH 

Saša Petković, BIH  

Jovo Ateljević, BiH 

Željko Vaško, BiH  

Darko Petković, BiH 

Veland Ramadini, FRY Macedonia  

Zhelyu Vladimirov, Bulgaria 

Radoslav Grujić, BiH  

Nexhbi Veseli, FRY Macedonia 

Biljana Predić, Serbia  

Branko Ljutić, Serbia



 

 

 

 

Sponsors and Partners of the 5
th

 REDETE Conference 

 
 
 



3 

 

FORWARD 

 

The title of the fifth REDTE conference - Is free trade working for transitional and 

developing economies- tends to address an increasing number of issues facing transition 

economies. In this context some underpinning factors are briefly discussed. We have started 

with countries that pursued a neo-liberal economic development strategy between the 1960s 

and the 1980s, such as South Korea, Taiwan, New Zealand, even China to some extant. The 

reality, however, was very different indeed. For instance, what Korea actually did during 

those periods was to foster certain new industries, selected by the government in consultation 

with the private sector, through tariff protection, subsidies and other forms of government 

support  until they ‘grew up’ enough to withstand international competition. It’s very 

important to say that the government owned all the banks, able  to support businesses through 

credit. Some big projects were undertaken directly by state-owned enterprises, for example 

the steel maker, P O S C O. Although the country had a pragmatic, rather than ideological, 

attitude to the issue of state ownership. Outward-oriented policies brought dynamism and 

greater prosperity to most of the East Asia region, one of the poorest areas of the world 50 

years ago.   

By contrast, in the 1970s and 1980s many countries in Latin America and Africa pursued 

inward-oriented policies, facing stagnation and decline of their economies. In many cases, 

especially in Africa, adverse external developments made the problems worse.   

Today is a bit different the world economy has become increasingly open, interdependent 

underpinned by "globalization" the concept that has acquired considerable controversial 

force. Some view it as a process that is beneficial—a key to future world economic 

development—and also inevitable and irreversible. Others see it as hostility, even fear, 

believing that it increases inequality within and between nations, affecting domestic firms, 

labour market, affecting  overall social progress.   

Indeed, globalization offers many opportunities for development but it is not progressing 

evenly. Economic "globalization" is a historical process, the result of human innovation and 

technological progress. Due to this, some countries are becoming integrated into the global 

economy more quickly than others. Countries that have been able to integrate are 

experiencing faster growth and reduced poverty.  

When it comes to Europe the past 2-3 decades have seen a dramatic transformation in former 

communist countries, resulting in their reintegration into the global economy, for better in 

most cases. But the task of building full market economies has been difficult and prolonged. 

Liberalization of trade and prices came fast, but institutional reforms—in areas such as 

governance, competition policy, labor markets, privatization and enterprise restructuring—

often faced opposition from various sides. 

The results of the first years of transition were uneven. Initial conditions and external factors 

played a role, but policies were critical too. Countries that undertook radical reforms were 

rewarded with faster recovery and income convergence. Others were less resistant to the 

crises.    

In contrast to the turbulence of the first decade of transition, the early and mid-2000s saw 

uniformly strong growth. With macroeconomic stability established   the region experienced 

large capital inflows, supported by a friendly global environment and increasing confidence 

in rapid convergence with Western Europe—especially for those countries that joined the EU 

during this period. 

Many factors can help or hinder global/transitional processes. The experience of the countries 

that have increased output most rapidly shows the importance of creating conditions that are 

conducive to long-run per capita income growth. Economic stability, institution building, and 
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structural reform are at least as important for long-term development as financial transfers. 

What matters is the whole package of policies, financial and technical assistance, and debt 

relief if necessary, this  might include: 

 Macroeconomic stability to create the right conditions for investment and saving; 

 Outward oriented policies to promote efficiency through increased trade and 

investment; 

 Structural reform to encourage domestic competition; 

 Strong institutions and an effective government to foster good governance; 

 Education, training, and R&D to promote productivity; 

 External debt management to ensure adequate resources for sustainable 

development. 

 

It is clear that macro environmnet play major roll in creating conditions for entrepreneurial 

activities, develeopet in general.  

Therefor, questioning the existing economic model is not really being addressed by policy 

makers, yet if we are to retain and improve entrepeneurial activity and make an economy 

working we need to analyse a number of questions. The centarl one is how to formulate fine 

tuning strategies for economic development, rejuvenation. 

More specific questions are:     

 How do we get the balance between the role of the state and the role of private 

capital in supporting entrepreneurial and economic activities? 

 How can small/local businesses in transition economies compete in the global 

marketplace?   

 has insufficient attention be paid in transition economies to the success of 

entrepreneur-owned co-operatives in countries like Germany, Austria and Italy – 

collaboration over competition? 

 To what extent are we looking at future longer-term challenges to the stability and 

growth of our entrepreneurial sectors? Some unpleasant environmental challenges 

are looming – political and global warming have already triggered massive 

migratory shifts and the spread of various kind of problems  larger scale 

environmental disasters   

 How do we move away from a reliance on complex financial instruments to 

finance business activity, towards simpler and more basic credit/savings or 

someother models? 

 How best do we harness intellectual assets in the form of research that brings 

together theory and practice in a synergistic process?  

 For too long we have relied on theoretical modelling based on conceptualised data 

gathering which we then seek to find some methodology in its application to real-

world situations. Academic community should take these challages more seriously.   

 

Like in the previous REDETE meetings this time we have received a number of papers 

dealing with these questions. 

 

 

Belgrade, March 2017.                                                                                Editors:  

       Jovo Ateljević and Zoran Borović 
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HEALTH WORKERS UNEMPLOYMENT DURING THE ECONOMIC CRISIS 

Mario Bagat, Ph.D.
1
 

Boris Sruk, MSc.
2
 

Damir Mihanović, Ph.D.
3
 

Abstract 

 
In 2009 the global economy was at the bottom of a crisis that caused decrease of business 

activities and increases in unemployment. The global economic crisis has seriously influenced 

the economies of many countries and devastated the lives of millions of people. 

 

The aim of this study was to present how the labor market in Croatia reacts to global economic 

trends in the period from 2008 to 2011 (the period before and during the global economic 

crisis), and whether there is a discrepancy in relation to movements in the labor market in 

Croatia and the labor market in the European Union and in United States. The aim of this 

study was also to provide data on reaction of labor market in health care system with focus on 

physician labor market in time of economic crisis.  

 

The average unemployment rate in the EU27 in 2008 was 7.1%±0.3, in the USA was 5.8%±0.8, 

and in Croatia was 8.4%±0.6. The average unemployment rate in the EU27 in 2011 was 

9.7%±0.2, in the USA was 9.0%±0.2, while the Croatia was 13.3%±0.3. Unemployment rate 

was in different ways connected to negative growing of GDP. While in USA and EU27 

unemployment rate (year on year percentage rate) began to increase before the negative grow 

of GDP, in Croatia, negative grow of GDP was primarily registered and increase in the 

unemployment rate appeared later. Decrease in the total number of employees in Croatia in 

period from 2009 to 2011 was a statistically higher compared with the decrease of the number 

of employees in the health care system in Croatia. During 2011, number of employees in health 

care system was increased while the number of employees at labor market in total continuous 

to decrease like during 2009 and 2010. 

 

Croatian economy slower reacted to global economic changes; however, the impact of global 

crisis on Croatian economic activity is longer present than in the EU27 and the USA.  Health 

care system in Croatia in terms of manpower was less vulnerable to the impact of global 

economic crisis than labor market in total. 

 

Key words: health workers, global economic crisis, labor market, unemployment 

 

  

 

                                                           
1
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mailto:mbagat@wiener.hr
mailto:sruk.boris@gmail.com
mailto:damir.mihanovic@crosig.hr


13 

 

Introduction 

 

In 2009 the global economy was at the bottom of a crisis that caused decrease of 

business activities and increases in unemployment. Data from the begin of 2009 

indicate the large economies may have reached bottom and are starting to recover but 

data from labor market point out that unemployment is still rising (Nanto, 2009). 

Experience from economic crisis in past time shows that most of the jobs lost in a 

recession do not ever return. Growth of jobs comes from the expansion of the healthy 

parts of the economy and from new investments and new companies
 
(Baily, 2009). 

 

The global economic crisis has seriously influenced the economies of many countries 

and devastated the lives of millions of people. The International Monetary Fund (IMF) 

estimates that in last quarter of 2008 and first quarter of 2009 in CEE countries exports 

were decreased for 35% with large decrease in number of employees in private and 

public sector (Unal, Dokmanovic, Abazov, 2010). 

 

According to the report of the IMF, global growth in 2009 year dropped to a level of -

0.5% in PPP (purchasing power parity). While the economic growth of the European 

Union in 2007 year was 3.2% in 2008 year slowed to 0.3%, while in 2009 fell to -4.3% 

(International Monetary Fund, 2011). (Table 1) 

 

Economic activity slowed in Croatia in the second half of 2008 year. In the third 

quarter of 2008 was recorded GDP growth of 1.6% and in the fourth quarter was 0.2% 

(year-on-year percent change). Negative trends in Croatia continued in 2009 with 

decrease of GDP of -6.0% (Institute of Economy Zagreb, 2011; Croatian National 

Bank, 2011).
 

 

One of the characteristics of the economic crisis is increasing number of unemployed. 

There are two basic ways of collecting data on the unemployed. The first relates to the 

Register of unemployed at the Employment Service (registered unemployment), and 

the other on the periodic pattern of labor force survey (LFS unemployment) (Mrnjavac, 

1996). 

According to data for January 2009, in the United State only in one month 598,000 

employees lost a job, and the unemployment rate was 7.6% which is the highest 

unemployment rate in 16 years (Shierholz, 2009).  

 

The unemployment rate in the 27 states of the European Union in January 2009 

amounted to 7.6%, while the previous year was 6.8% (Eurostat, 2012).  

 

Despite the negative trends in the labor market as a result of economic crisis, the 

number of jobs in public sectors (education and health care sector) in the United States 

was increasing. In January 2009 was opened 32,600 new jobs in the education sector 

and 19,300 jobs in the health care sector (Shierholz, 2009; Eurostat, 2012).
 

 

As result of the survey conducted in 2008 and 2009 in United States, only 14% of 

managers of health institutions in US planned to reduce the number of employees 

(Linden, 2009).  

According to data for 2007 in Croatia was registered a total number of 1,776,681 

working age population, and during 2008 total number of working age population was 
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1,791,546. The total registered unemployment rate in 2007 was 16.4% (Crnkovic 

Pozaic, 2005; Central Bureau of Statistics, 2009; Croatian Chamber of Economy, 2010; 

Eurostat, 2012; Bagat, Drakulic, 2010).  

 

The key holders of the Croatian Health Care System are physicians. After completing 

the study of medicine, physicians become members of the Croatian Medical Chamber 

and become active participants in the labor market (Puljak, et al., 2007; Croatian 

Parliament, 2008; Croatian Parliament, 2003; Ministry of Health, 2011). During 2007 

Croatian Medical Chamber has a total of 16,354 members (Croatian Medical Chamber, 

2012; Croatian Institute of Public Health, 2007; International Labor Office, 2006).  

In the number of physicians per 100.000 population, Croatia is below the average 

number of physicians in European Union. In the process of providing health services in 

Croatia in 2006 was 276 physicians per 100,000 population, or 215 physicians per 

100,000 population in the public health care system (Bagat, et al., 2008; World Health 

Organization, 2012).  

 

In January 2007, a total of 488 unemployed physicians were registered at the Croatian 

Employment Services (Bagat, Drakulic, 2010; Croatian Employment Services, 2008). 
 

Workforce planning in the health care system is complex in time of stable socio-

economic situation and in times of crisis is even more complex (Mitka, 2007; Pristas, et 

al, 2009). 
 
Increased need for physicians and insufficient and inadequate distribution of 

physicians may result with reduced access to health care services (Mitka, 2007; Pristas, 

et al, 2009; Tit, 2011; Matorin, et al, 2000). 

 

Aim of the study 

 

The aim of this study was to present how the labor market in Croatia reacts to global 

economic trends in the period from 2008 to 2011 (the period before and during the 

global economic crisis), and whether there is a discrepancy in relation to movements in 

the labor market in Croatia in general and the labor market in the European Union 

(EU27), and in United States (USA). 

 

The aim of this study was also to provide data on the reaction of physician labor market 

in time of economic crisis. Reactions of physicians’ labor market during economic 

crisis are essential for long-term planning of education of physicians and the 

availability of health services. 

 

Materials and Methods 

 

Trends in unemployment rates were compared between the EU, USA and Croatian in 

the four-year period from 2008 to 2011 year. Movements of unemployment rates in 

Croatian labor market and labor market in health care system in Croatia were shown. 

Data of labor market in health care system was compared with data of labor market in 

general. The following parameters that determine the labor market are taken: active 

population, number of employed population, number of unemployed population, 

unemployment rate, number of employed in health care system, number of physicians 

and the number of unemployed physicians. 
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Data collected from the data bases of Eurostat, Croatian Bureau of Statistics, Croatian 

National Bank and Croatian Institute of Economy were used for GDP data. The data 

from the Eurostat, Croatian Bureau of Statistics and Croatian Employment Services 

were used for the international comparison of unemployment. For analysis of 

employment and unemployment parameters in Croatia also were used data collected 

from Croatian Chamber of Economy and Croatian Medical Chamber. 

 

Data was presented as mean±standard deviation and percentage. For the statistical 

analysis of data obtained was used Student's t-test. Statistical significance was set at 

P≤0.05. Data was analyzed in the software package STATISTICA 6.0 software 

(StatSoft Inc. 2,001th Tulsa, OK, USA). 

 

Results 

 

The average unemployment rate in the EU27 in 2008 was 7.1%±0.3, in the USA was 

5.8%±0.8 and in Croatia was 8.4%±0.6. The average unemployment rate in the EU27 

in 2011 was 9.7%±0.2 in the USA was 9.0%±0.2, while in Croatia was 13.3%±0.3. 

During 2011, unemployment rate in USA reduced by -11.7%, while in EU27 

unemployment rate increased by 4.2% and in Croatia by 11.2%. 

While in the USA and the EU27 in 2008 unemployment rate was increased (by 10% in 

the EU27 and by 46% in the USA) in Croatia in 2008 unemployment rate was 

decreased by 14%. (Figure 1) 

 

First growth of unemployment rate in USA (change in percent compared to same 

month previous year) in relation with this economic crisis was documented at Q3 2007, 

more than one year before start of negative growth of GDP in USA (Q4 2008). In EU27 

growth of unemployment rate started at Q3 2008, one quarter before start of negative 

growth of GDP in EU27 (Q4 2008). Unlike the USA and EU27, growth of 

unemployment rate in Croatia appears at Q2 2009, one quarter after begin of negative 

growth of GDP (Q1 2009).  

 

Decrease in the total number of employees in Croatia comparing with the number of 

employees in the health care system in Croatia was a statistically significant higher in 

the period from 2009 to 2010. During 2011, number of employees in health care system 

was increased while the number of employees at labor market in total continuous to 

decrease like during 2009 and 2010. (Figure 2, Table 2) 

 

Number of unemployed physicians in December 2011 compared with the initial state in 

January 2007 (five-year period) was decreased by -11%. In the same period the number 

of unemployed persons with university degrees increased by 54%. (Figure 3) 

 

Discussion and Conclusion 

 

The slowdown in economic activity in Croatia as a result of the global economic crisis 

appeared later than in the USA and the EU27. While in the USA and the EU27 signs of 

recovery in economic activity during 2010 and 2011 were present, in Croatia in 2011 

was minimal economic growth of just 0.2%. 
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Croatian economy slower reacted to global economic changes, however, the impact of 

global economic crisis on Croatian economic activity is longer present than in the 

EU27 and the USA (Biturac, Rajh and Teodorovic, 2009). Transition countries in South 

Eastern Europe (CEE) including Croatia are characterized by a relatively high level of 

involvement in international trade and financial flows especially with EU countries. 

Recovery of this group of countries, including Croatia, will occur after the recovery of 

EU economy.  

Global economic crisis has a large effect on economic output in CEE countries in the 

CEE because of their dependence on international economy and international 

investments. However, even if global economy recovers, the region will make the 

recovery very slow
 
(Biturac, Rajh and Teodorovic, 2009). 

 

The economic crisis is characterized by the negative grow of GDP and increasing 

unemployment. Unemployment rate was in different ways connected to negative 

growing of GDP in observed countries. While in USA unemployment rate (change in 

percent compared to same month previous year) began to increase more than a year 

before the negative grow of GDP, in the EU27 unemployment rate began to increase 

shortly before start of negative grow of GDP. On the other hand, in Croatia, negative 

grow of GDP was primarily registered and increase in the unemployment rate appeared 

later. The reasons for such dynamics can be found in the rigidity of the labor market in 

Croatia. Labor legislation in Croatia restricts rapid reaction of the labor market to 

economic changes (Gotovac, 2003). 

 

Unemployment rate in Croatia start with growth in April 2009, and highest growth rate 

was achieved in 2010.  In 2011 unemployment rate was still increased but much slower 

than in 2010. 

 

In the same time with increase in the number of unemployed, number of employees 

was reduced. Reduction in number of employees in the health care system in relation to 

the labor market in total was much slower and with shorter duration. While the number 

of employees in health care system declined for 12 months during 2009 and 2010, the 

number of employees in total declaimed steadily since April 2009 and was still present 

by the end of observed period (December 2011). 

 

The health care system in Croatia in terms of manpower was less vulnerable to the 

impact of global economic crisis. The reason was in the specificity of the health care 

system, specific training program of health workers and lack of health care workers on 

the labor market (Bagat, Drakulic, 2010; Bagat, Sekelj Kauzlaric, 2006; Mrduljas 

Dujic, et al, 2010). A large proportion of highly educated people in the health care 

system, the length of schooling, and low supply in the labor market of health care 

workers are the reasons why employers are not using downsizing of number of 

employees as a measure to improve the business in times of crisis. 

 

The most important reason for less vulnerability of health care system to the impact of 

global economic crisis is that more than 80% of Croatian health care system is financed 

by Croatian Health Insurance Fund (HZZO). HZZO is part of the state budget, and 

State Government is in position to amortized financial impact of economic crisis to 

health care system (Voncina, et al, 2007; Voncina, et al, 2009; Voncina, et al, 2012).  
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Table 1. Annual growth of GDP in EU27, Croatia and the USA 

  2007 2008 2009 2010 2011 

EU27 3.2 0.3 -4.3 2.0 1.5 

Croatia 5.1 2.2 -6.0 -1.2 0.2 

U.S. 1.9 -0.3 -3.5 3.0 1.7 

 

Source: Eurostat, Croatian Bureau of Statistics, Croatian National Bank and Croatian Institute 

of Economy 

Figure 1. Changes in Unemployment Rate in EU27, Croatia And USA (Change in Percent 

Compared to Same Month Previous Year) 
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Figure 2. Changes in Total Number of Employees in Croatia and Total Number of Employees 

in Croatian Health Care System (Change in Percent Compared to Same Month Previous 

Year) 
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Table 2. Changes in Number of Employees in Croatia (Year on Year Percent Changes) 

Year  
Employed total, 

changes in % 

Employed in 

Health care 

system, 

changes in % 

P t (df=22) 

2008 2,7±0,9 2,6±0,6 0,614 0,512 

2009 -3,0±2,2 -0,1±0,8 <0,001 4,239 

2010 -5,9±0,9 -0,2±0,4 <0,001 21,226 

2011 -1,7±1,0 2,0±0,4 <0,001 12,116 

 

 

Figure 3. The Number of Unemployed Physicians and Other Population of Tertiary Level of 

Education Expressed as A Percentage Relative to The Initial State, January 2007. 
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CORRUPTION AND ECONOMIC DEVELOPMENT: THE CASE OF CROATIA 

Predrag Bejaković
4
  

 

Abstract 
 

Many surveys have conclusively shown that countries with higher and more widespread 

corruption tend to have slower economic development and lower growth income per capita. 

Corruption is the most important obstacle to exiting the vicious circle of poverty, economic 

inequality, illiteracy and ineffective investment. Countries with much corruption badly use or 

altogether neglect their available human and natural resources. Corruption is a serious threat 

to foreign direct investments, and significantly contributes to political instability and 

widespread disbelief in governmental institutions and state bodies. Corruption jeopardizes 

public revenues and endangers existing social belief or enables its creation. Unclear and often 

changing laws that provide public officials with huge discretionary powers are fertile 

preconditions for widespread corruption. This causes insecurity in business activities, 

encourages suboptimal decisions and makes impossible, or at least hinders, the realization of 

economic development and poverty reduction. Widespread corruption and the intermingling of 

government and organized crime are especially dangerous in transitional countries, where the 

privatizing process includes huge assets that are the result of work of many previous 

generations.  

 

The goal of this paper is to extend this analysis by further exploring the institutional settings 

and practical experiences of policies towards combatting corruption and tax evasion in 

Croatia. The overall purpose of this analysis is to understand the complex mechanism 

underlying the persistence causes of corruption, since a clear understanding of the mechanism 

will enable assessment of the strengths and weaknesses of current anti-corruption measures in 

Croatia. In general, when people consider the government corrupt and believe that the country 

is headed in the wrong direction this negatively effects social solidarity as expressed in trust in 

others, and reduces trust in the bodies and decisions of the authorities. Laws must be clear and 

durable, leaving the least possible room for discretionary action, while decisions must be made 

on the basis of clear criteria, and be transparent and accessible to the public. 

 

Key words: corruption, economic development, Croatia, public policy, public revenues 
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Introduction  

 

Causal explanations of corruption and governance proliferate, as do studies of the 

effects of different political institutional arrangements on important outcomes such as 

economic growth, social equality and political stability. Yet relatively little attention 

has been paid to the theoretical and empirical links between corruption and governance, 

on the one hand, and political institutions, on the other. Many authors (Rose-Ackerman, 

1999, della Porta and Vannucci, 2016) and institutions, like Transparency International, 

have conclusively shown that countries with higher and more widespread corruption 

tend to have slower economic development and lower growth income per capita. 

Corruption is the most important obstacle to exiting the vicious circle of poverty, 

economic inequality, illiteracy and ineffective investment.  

 

Countries with widespread and deeply rooted corruption badly use or altogether neglect 

their available human and natural resources. Corruption is a severe threat to foreign 

direct investments, and contributes to political instability and widespread disbelief in 

governmental institutions and state bodies. Corruption threatens public revenues and 

endangers existing social belief or enables its creation. Corruption activities divert the 

resources of all citizens into the hands of a select few, and mostly from poor to rich. 

The lack of financial resources causes low quality of public services and/or enables 

their provision. This causes higher infant and child mortality rates, a lower quality of 

child nutrition and higher school drop-out rates.  

 

Unclear and often changing laws that provide public officials with huge discretionary 

powers are fertile preconditions for widespread corruption. This causes insecurity in 

business activities, encourages suboptimal decisions and makes impossible, or at least 

hinders, the realization of economic development and poverty reduction. Pervasive 

corruption and the intermingling of government and organized crime are especially 

dangerous in post- transitional countries, where the privatizing process includes huge 

assets that are the result of work of many previous generations.  

 

According to Budak (2006) corruption is categorized among the major challenges faced 

by the South-East European (SEE) countries. Despite most of these countries’ positive 

efforts towards establishing regulatory and institutional bases for fighting corruption, 

including specialized anti-corruption agencies, significant problems persist, especially 

with regard to the practical implementation of existing legal frameworks and 

institutional enforcement. Although it is hard to generalize in the context of the 

different SEE countries given their varying national historical and institutional 

environments, there seem to be several basic common problems throughout the region 

which draw a distinct picture of the major corruption difficulties in the region. They are 

primarily linked to limited institutional independence and capacity resulting in slow 

implementation of anti-corruption policies (Čaldarović et all, 2009). 

 

One of these countries, Croatia, is a relatively small country with a population of 4.3 

million inhabitants. The start of formal EU accession negotiations in 2005, marked a 

turning point regarding the fight against corruption, since the Croatian government was 

under foreign and domestic pressure to make tangible progress against corruption, 

particularly against the high-level corruption that had proliferated since Croatia's 

independence. Croatia became a European Union member state in June 2013. Although 
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the government has expressed a determined obligation to undertake measures against 

corruption, still there are opinions that the fight against this social evil hasn't been given 

the needed political acceptance and respect. One can estimate that in Croatia there are 

different laws and institutions in charge of reducing the corruption, but a serious 

problem exists, there is a low level of law enforcement. 

 

After these introduction notes, the second part contains a short theoretical framework 

and literature review. The third is dedicated to the recent history of Croatia and its fight 

against corruption. Part four deals with level of law enforcement, while the last chapter 

contains conclusion remarks. The main purpose of this analysis is to understand the 

complex mechanism underlying the persistence of causes of corruption, since a clear 

understanding of the mechanism will enable assessment of the strengths and 

weaknesses of current anti-corruption measures in Croatia. 

Theoretical framework and literature review 

Generally, one can define corruption as an act that subverts the public good for private 

or particularistic gain. This broad definition condenses most extant definitions and 

usages of the term in contemporary social science and in practical politics. According 

to Philp (1997), corruption ‘is rooted in the sense of a thing being changed from its 

naturally sound condition, into something unsound, impure, debased, infected, tainted, 

adulterated, depraved, perverted, et cetera.’ If the public good (or public interest) is the 

contemporary manner of expressing the ‘naturally sound condition’ of a polity, then 

there is an important link between this minimal definition and the history of this key 

concept of modern political and economic Western thought (Gerring and Thacker, 

2004). 

 

Rothstein (2001) described the relationship between the rule of law, institutions, 

corruption and faith in others. In civilized society, institutions of law and order play a 

very important role: to detect and punish traitors, those who violate agreements, steal, 

kill and commit similar acts that harm society, which makes it impossible to trust them. 

So if citizens deem that certain institutions are doing what they are supposed to in a just 

and efficient manner, that people will refrain from treasonous behaviour, and in such 

circumstances think that most people can be trusted.  

 

According to Dreher et al (2007, 2009), corruption threatens public revenues and 

disrupts existing trust or prevents it altogether. Corrupt practices redirect the funds of 

all citizens into the hands narrow select elite, from the poor majority to the wealthy. A 

shortage of money impinges upon the quality of and/or prevents the rendering of public 

services. Bejaković (2004) underlines that a government prone to corruption will not 

select the top bidder, nor will it permit the advancement of capable and professional 

public officials. It will instead spend public funds at its own whims to suit its own 

needs and reduce the salaries of public officials, who will in turn orient their efforts to 

extorting corruption from the citizens they serve. Stated concisely, corruption leads to 

(or enhances) governmental inefficiency and hinders or blocks economic growth and 

competitiveness. 

 

Greater and longer lasting non-observance of laws means destruction of the entire 

social fabric and undermining of achievements made over the long run. This is fertile 
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ground for the emergence of corruption, which disrupts economic flows, creates its own 

“rules and laws”, accepts unlawful behaviour as normal, creates new centres of power 

and dissolves any trust in existing institutions and authorities. Lack of respect for laws 

makes countries uninteresting to foreign investors, and it hinders or reorients economic 

growth, which in turn prompts illegal business. All of this prevents or at the very least 

retards the building of new institutions that are so necessary to achieving 

competitiveness, and overall economic and social development.  

 

In general, when people consider the government corrupt and believe that the country is 

headed in the wrong direction; this obliterates social solidarity as expressed in trust in 

others, and reduces trust in the bodies and decisions of the authorities. In post-transition 

countries and/or post-war society under conditions of relatively low social capital and 

mutual trust, accompanied by simultaneously arduous and long-term reforms, this can 

lead to an increased desire to halt reforms, reduce market competition and increase 

egalitarianism. 

 

Although institutions are a favoured topic in contemporary political science and 

economics, and although formal, theoretical work on this topic is quite common, there 

have been few attempts to study the relationships between basic-level institutions and 

political corruption in an empirical, national setting. In the further text the situation in 

Croatia is explained. The goal is to extend the analysis by further exploring the 

institutional settings and practical experiences of policies towards combatting 

corruption in Croatia. 

  

The short recent history of Croatia and its fight against corruption  

 

The general elections of December 2003 were won by the Croatian Democratic Union 

(HDZ) which formed a government with three other parties and some national minority 

members of parliament. The HDZ remained in government until losing the 

parliamentary elections in 2011 when it was replaced by a coalition of four parties lead 

by the SDP (Social-Democratic Party). At the end of 2015 on Parliamentary elections, 

HDZ and SDP won very similar number of votes, but HDZ formed the Government 

with the party of independent representatives Most (Bridge). Non-party member 

Tihomir Orešković, a businessman raised in Canada, was elected as the Prime Minister 

by the Croatian parliament on the 22
nd

 January 2016. His appointment was welcomed 

by business community in a hope that the government would curb corruption, but also 

by the trade unions that complained about the bad relationship with the previous 

government. Orešković’s key priorities were to reform the public sector and reduce 

corruption, stabilize the budget deficit, and aggressively work on foreign investment 

and viable business opportunities to stimulate growth and employment. 

 

On the 16
th

 of June 2016, the Croatian Parliament gave a vote of non-confidence to the 

Prime Minister Orešković and his Government. While addressing the Parliament before 

his impeachment, the PM explained that he did it because of the ex-First Deputy PM 

and the leader of the HDZ Tomislav Karamarko's possible conflict of interest became 

too heavy a burden for the incumbent government. Croatia now has the technical 

Government until the Parliamentary election in September 2016. This situation has an 

important adverse influence on structural reforms and measures for improvement of 
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fight against corruption, which now are halted. A new election could cost Croatia €1 

billion to 2 billion in lost EU development funds.  

 

Almost 15 years ago, even before the Croatia’s negotiations over EU accession had 

begun, the government had appointed a group of independent experts and 

representatives of the Ministry of Justice to prepare a National Anti-Corruption 

Program entitled the Anti-Corruption Action Plan, accepted in Parliament (OG 

34/2002). Tasks are directed towards realizing the rule of law and its effectiveness, the 

establishment of a specific body specializing in the prosecution of cases of corruption, 

raising the efficiency of the criminal prosecution of corruption, organizational measures 

in the administrative system, decentralization, financial responsibility measures and 

other economic measures, international activity and the stimulation of political and civil 

responsibility. According to the plan, corruption should be tackled without delay. 

Furthermore, in April 2010, after being constantly blamed for not reacting to the 

economic crisis, the HDZ government announced an Economic Recovery Program. 

This incorporated several goals: the state’s withdrawal from the economy, the 

implementation of necessary structural reforms, public administration rationalization 

and efficiency improvement, budget expenditure reduction, tax system simplification, 

state aid system reform and even a fiscal responsibility law. 

 

Despite the HDZ’s nominal commitment to eradicating corruption, however, many 

cases of corruption involving politicians and businessmen were raised by journalists 

during its government, although other than media intrusion, those suspected of 

corruption or being involved in organized crime faced no further consequences for their 

alleged wrongdoings. Perhaps relatedly, throughout this period the Croatian public was 

becoming increasingly concerned about corruption. Transparency International surveys 

in 2003 and 2005 found that 85.9% and 89% of Croatians, respectively, considered 

corruption to be widespread (Budak, 2006). A government-financed survey in 2004 

found that 72% of Croatians believed that most civil servants were involved in 

corruption (Sekulić, 2010).  

 

Government determination to combat corruption and abuse of position in the highest 

governing structures has further increased since the change in government at the end of 

2011. The coalition led by the SDP overturned a HDZ government that had led the 

country for two uninterrupted electoral periods (totalling eight years). Only at the end 

of his term, former Prime Minister Mr. Ivo Sanader was investigated following various 

allegations of corruption, and later sentenced to eleven years of prison with the 

possibility of appeal. Following this critical election ending the tenure of its once-

powerful political leaders, Croatia has moved towards a more competitive and 

democratic system.  

 

The SDP-led government was particularly active in the fight against corruption, 

primarily through various documents and activities. It expressed the determination to 

undertake measures against corruption, with changes that are not only being seen in 

programmes but also through tangible results. Furthermore, this government took a 

more positive and decisive approach towards European integration and adoption of new 

corruption measures, primarily through developing and implementing a comprehensive 

anti-corruption programme announcing sweeping reforms in public administration, and 

proposing freer access to state information.  
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A part of successful fight against corruption is systematic analysis of this phenomenon. 

There have been some valuable publications on corruption in Croatia from authors such 

as Kregar (2000), Derenčinović (2001) and Štulhofer (2004). Their works have stated 

that there was a widespread public belief in Croatia that corruption could be found 

almost everywhere in society – from the top to the bottom. Fragmentary research data 

and anecdotal evidence also suggest that tolerance towards petty or low-level 

corruption is much higher than towards high-level corruption. All sources conclude that 

further progress is needed to practically implement the adopted legislation. The 

implementing structures still have to be further strengthened because there is still a 

significant implementation gap. Despite progress in economic and administrative 

reforms, problems remain, including a judiciary plagued by case backlogs and complex 

bureaucracy. These authors underline that in order to reduce corruption it will be 

necessary to concentrate on making more precise legislation, and coordinating laws and 

regulations, giving the courts greater independence and making them better equipped 

and finally, improving the organization, efficiency, professionalism of and cooperation 

among bodies of the state.  

 

Due to a process of democratization that has been slower than many other post-

communist countries and a lack of rule of law, principally as the result of the war of 

independence, Croatia has experienced resistant corruption, particularly at the highest 

political level. It can be related to the weak system of law enforcement in Croatia.   

 

Law enforcement 

 

Article 20 of the Council of Europe Criminal Law Convention on Corruption (accepted 

by Croatia and published in Croatian, OG, International Agreements, 11/00) stipulates 

the following responsibility on the Croatian state: "Each Party shall adopt such 

measures as may be necessary to ensure that the persons or entities are specialized in 

the fight against corruption. They shall have the necessary independence in accordance 

with the fundamental principles of the legal system…". As an attempt to fulfil such 

responsibility the specialized State Office for Combating Corruption and Organized 

Crime (Ured za suzbijanje korupcije i organiziranog kriminala - USKOK) had been 

established. USKOK was envisaged as a division of the state attorney’s office, but with 

broader powers. This office has preventive, intelligence and investigative functions and 

is composed of a multidisciplinary team including specialized prosecutors, 

investigators, and accountants. USKOK coordinates the work of agencies at a national 

level and will play an important role in the international exchange of information from 

investigations relating to corruption and organized crime. Additionally, it coordinates 

the operation of existing state bodies that can help in the struggle against organized 

crime: Internal Revenue and Customs Services, the Bureau for Preventing Money 

Laundering and the police. Furthermore, a special police unit under the direct command 

of USKOK has been formed, as well as of a special service to safeguard USKOK 

agents, protect witnesses and “whistle-blowers”. The USKOK project has already 

received substantial aid from Europe, but its efficiency primarily depends on the quality 

and knowledge of its staff, as well as on public and media perception of its functioning. 

USKOK will need to secure support, build capacity, and launch high-powered 

investigations without skimping on preventive efforts. However, the fight against 
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corruption is more complex and demanding if there are many social and economic 

sources of this phenomenon.  

 

Closely related to the corruption and unsuccessful law enforcement is the issue of 

privatization. The most common method of privatization in Croatia has been the 

management-employee buyout, with the second method being voucher privatization. At 

least three institutional and legislative framework factors have proved to be decisive in 

the process of privatization in Croatia (Čučković, 1997). The first is the concept of 

privatization favoured by government, which resulted in the Law on Ownership 

Transformation of Socially-Owned Property from 1991. This mainly set out methods of 

selling on case-by-case principle, with preferential treatment for formerly and currently 

employed persons. Unfortunately, the inherited economic system with its deep 

structural flaws and the initial ‘transitional depression,’ later enhanced by the war, were 

not particularly facilitative of this preferred concept of selling. As time passed, 

management-employee buyouts proved more and more unrealistic with regard both to 

the income realized and the extent to which it brought about privatization. Within the 

time limit laid down in the law, insufficient interest was shown in the purchase of parts 

of socially owned capital, except by employees and managers. As a result of the war, 

interest from foreign investors was almost non-existent. Consequently, the greater part 

of socially-owned capital finished up as a state-owned property because no one with 

sufficient capital came forward to buy it. A number of serious economic analyses had 

very clearly and correctly foreseen this, considering a privatization policy based only 

on selling highly questionable. According to the legislation, all the unsold property of 

the socially-owned enterprises were transferred without any compensation into the 

ownership of three public funds: The Croatian Development Fund (two thirds) and two 

pension funds (one third). The same failings happened with regard to the assets of 

companies that failed to apply for ownership transformation within the authorized time 

limit. Non-privatized socially-owned property thus formally became state-owned 

property and the citizens who had participated in creating that property in the first place 

were now represented by state institutions. 

 

The chosen model of privatization, with its forms of preferential sale, had at least three 

negative consequences: a) centralization at the level of the state administration of all 

decisions concerning ownership transformation and privatization; b) state takeover of a 

significant part of socially-owned capital; c) selection of large buyers according to 

political loyalty (for example, one should be a member of, or at least close to, a ruling 

party to be taken seriously as a buyer in many cases of privatization).  

 

The second important factor that contributed to the increase of irregularities was the 

concentration of decision making in the hands of a state agency which was also in 

charge of its implementation. The central role of the state in managing the entire 

process of privatization in Croatia had a series of undesirable side effects. According to 

the Law on Ownership Transformation of Socially-Owned Enterprises (1991), although 

all firms and companies were guaranteed the right to suggest their preferred mode of 

privatization, the final decision on the privatization of a particular company was made 

by the Agency for Restructuring and Development (ARD, later to become the Croatian 

Privatization Fund, CPF). This in practice meant that it was the agency that had the 

final say on who to sell to and at what price, although the companies themselves had 
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the right to propose privatization methods and the potential buyers that best suited 

them.  

 

The third factor influencing the interconnection between the ‘formal’ and the ‘informal’ 

economy on one hand, and corruption on the other, was the fact that the initial legal 

solution left many important practical issues undefined and unregulated, leaving them 

to be solved in practice. This is the reason why the initial legislation had to be 

constantly amended in order to legalize some challenges that had developed during the 

implementation of the Law on the Transformation of Socially-Owned Enterprises. For 

example, the preferential treatment of the employees and managers in purchasing a 

company as laid down in the original law had a discriminatory effect on other interested 

buyers. Not until the beginning of 1993 was a special government decree passed which 

restricted the right of preferential treatment to 50% of total company value. The other 

50% had to be sold to the best potential investor in soliciting for tenders by the Croatian 

Privatization Fund. 

 

The frequent changes and amendments of the original text put the new owners in an 

unequal position because it produced feelings of legal insecurity and created favourable 

conditions for many forms of grey economy activities. The original Law on Ownership 

Transformation of Socially-Owned Enterprises (1991) was subject to six amendments. 

The majority of these amendments adopted by parliament were aimed at the protection 

of small shareholders in the privatization process. Their participation was extremely 

important for the government because the government wanted to encourage broad 

public support for privatization, which had lost a great deal of its vitality and strength 

during the first two years of its implementation. 

 

The slow privatization process favouring insiders, the lack of transparency surrounding 

some privatization transactions with the privileged treatment of individuals (tycoons) 

well connected to the political elite, and increasing reports of corruption, raised the 

concerns of potential investors, and angered the public – although this backlash came 

later as the policy’s bad economic outcomes became known during the following 

decade. There is no doubt that the privatization process of the 1990s underpinned the 

growth of the informal economy and the expansion of large scale corruption. Most of 

the informal economy in the first half of the 1990s, not only corruption and bribery, but 

also misdeeds such as the nurturing of political clients, fictional additional 

capitalization, failure to show or appropriation of the profits of firms, asset stripping, 

deliberate bankruptcies and the abuse of official positions occurred in the second half 

of the 1990s, with the new phenomena of irregularity in the privatization of the banking 

sector and voucher privatization. Because of the absence of any political will, the non-

existence of an effective and independent judiciary and the inefficient public control, 

the informal economy was maintained in privatization during the long period.  

 

A large number of companies were bought on the instalment plan which did not, 

however, affect their new owners’ rights to immediate management. A little more than 

a year ago an intensive trend was observed in connection with some of these 

companies. Unable to fulfil their obligations towards the Croatian Privatization Fund 

they began being returned to state ownership. Their adverse financial positions could be 

explained by the fact that a significant part of their resources had gone “private” (asset 
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stripping). These failures very much affected the state, the taxpayer-creditors and the 

banks that extended loans to these companies (Faulend and Šošić, 1999). 

 

According to Čučković et all (2011), many corruption cases during the 2000s were 

related to the privatization of public utilities. It has been the most controversial 

component of the privatization process because such enterprises were often natural 

monopolies which provided universal services, and public enterprises in these sectors 

were usually the most valuable parts of the state portfolio. While privatization in other 

economic sectors has been based on a significant process of liberalization and 

deregulation intended to introduce contestable markets, the visible hand of the 

regulatory state was needed for sectors that were traditionally characterized by market 

failure. This has been principally needed for sectors where competition is limited or 

non-existing (such as electricity, telecommunications, postal services, and gas and 

water supply) and where regulation should support a necessary degree of competition.  

 

Conclusion  

 

What could be done to reduce corruption? Corruption arises as an overlapping of the 

public and private sectors: a public official makes a discretionary decision on whether 

an individual will exercise a certain right. Therefore, laws must be clear and durable, 

leaving the least possible room for discretionary action, while decisions must be made 

on the basis of clear criteria, and be transparent and accessible to the public. It is 

necessary to go ahead consistently with structural reforms because transitional 

countries that have made more progress on structural reform and realized 

decentralization tend to be less corrupt. It is also important to work hard on achieving a 

skilful and independent judiciary, creating acceptance of unambiguous and lasting laws, 

clearly delineating authority and responsibility of governmental bodies, and reducing 

discretionary powers of public officials. It is necessary to respect existing laws, and to 

improve the co-ordination of state bodies. State bodies and highest public functionaries 

should serve as a positive example. It is important to draw attention to what is perhaps 

the most important step – sensitizing the domestic public to the existence of a problem. 

This would be greatly helped by a high quality media campaign, which should include 

incentives for skilful, independent and persistent journalism. Surely this is not an easy 

and simple task; one that can be done overnight, but experiences from many countries, 

some much poorer and less developed than Croatia, show that it is possible.  

Croatia needs an overhaul of the chronically inefficient and corrupt legal system, along 

with a reform of local government. These two reforms are essential in the fight against 

corruption and in attracting new investments. Furthermore, cutting red tape and 

curtailing the vast inefficiency of the public administration are also important factors in 

reinvigorating domestic businesses climate. Finally, there is a need to stop the practice 

of constantly changing laws, regulations and provisions that make it difficult to start 

and operate a business in Croatia. That also endangers the necessary legal stability and 

so provides a fertile ground for corruption.  
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REDESIGNING OF NATIONAL STRATEGY TO COMBAT CORRUPTION 

IN SERBIA IN LIGHT OF GLOBAL AND REGIONAL CHALLENGES 

Dragan Ž. Đurđević, PhD5 

Miroslav D. Stevanović, PhD 6 

Abstract 
 

Corruption generally conceptualizes the abuse of power for the purpose of obtaining personal 

gain. The risk of corruption stems from the fact that it threatens the institutional and material 

substance of society and the State, and thus the economic development, prosperity, freedom, 

and equality of the citizens. This phenomenon, therefore, poses a threat to the basic values of 

the state and, consequently, to the common values of the international community. 

 

Abuse of power for private gain, as a form of social pathology within a state apparatus, 

depends on two preconditions: the possibilities and the interests of those who are in positions 

to participate in the decision-making process. Thus, an anti-corruption strategy must aim to 

establish control of these preconditions. The strategy to combat corruption in the Republic of 

Serbia encompasses anti-corruption policies in political activity, public finance, privatization 

and public-private partnerships, the judiciary, police, urban planning and construction, health, 

education and sports, as well as the media. These policies aim to reform the system to inhibit 

the factors of opportunities, and to introduce measures to increase the risk and reduce the 

benefits of corruption to decrease interest for corruption. 
  

Analyses of international organizations and economic doctrine recognize the global financial 

trends beyond the control of national monetary authorities, including the monopoly of access to 

investment capital, 'industry' hedging, taxes evasion 'industry', overflowing national assets to 

cover the losses of banks and opportunism of financial institutions. These trends indicate the 

factual legitimization of concealing income and indirectly encourage corruption. Money 

laundering and tax evasion cause a decrease in the national income of the countries, which are 

facing problems to raise money for public purposes and to combat the impact of uncontrolled 

personal interests. 

Serbia is applying institutional anti-corruption strategy since 2005. According to the 

Corruption Perceptions Index, in 2012 it was 80 among 176, and in 2015, 71 among 168 

ranked countries. It is estimated that from 2002 to 2011, Serbia was the fourth largest exporter 

of illicit capital in Europe and fifteenth in the world. These data point to the inefficiency of the 

national strategy. 
 

The inefficiency of the national strategy is not only the consequence of the inadequate 

implementation of policies and regulations but also of uncritical implementation of norms 

aimed at ensuring full subjugation to the global financial order. The use of such methods 

results in multiplication of the objectives of national economic policies, but also undermines 

the effectiveness of the instruments of the state, reducing their capacity to channel events, 

among others, to curb corruption. 
 

The results provide a basis for the conclusion that the national strategy against corruption, in 

terms of effective suppression of its preconditions, in the information age and the neoliberal 

global financial system, requires a redesign in approach. In regard to compromising vital 

values, there is a need for strategy against corruption to be functionally integrated with 

policies of protection of national security. In view of the consequences of implementing a 
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normative standard of a model which generates factors of corruption, the implementation of 

anti-corruption policies requires the institutional individual responsibility of holders of public 

authorities, rather than informatic and bureaucratic formalism and excessive expansion of the 

circle of participants. 
 

Keywords: national security, anti-corruption policy, money laundering, tax evasion, investment 

capital, global financial system  
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Introduction 

 

A national approach to the problem of preventing systemic corruption, perceived as the 

abuse of pillars of public authorities for the in the interest of personal gain imposes, in a 

phenomenological sense,principal dilemmas about the structure and functionality of 

contemporary concept of democracy. From the structural aspect, implementation of the 

normative concept of democracy, which the exercise of public authority limits with the 

institutionalization of inclusiveness, transparency and accountability, should provide 

constraining of the abuse of authority. Functionally, especially in the context of the 

information society, which promotes methods of analysis, monitoring, control and fast 

exchange of information are developed, obtaining personal gain without legal basis, 

solely from the abuse of authority established in the public interest, should be almost 

impossible.  

The importance of these principal dilemmas goes beyond the theoretical. On the one 

hand, a stance about them determines a strategic approach to combating corruption, and 

consequently the concept of anti-corruption policies that society applies in the aim to 

reform its system of suppression capabilities, as well as the measures and mechanisms 

to increase the risks and reduce the benefits of corruption. On the other, in the context 

of globalization and universalization of values of the information society and neoliberal 

financial model, effective suppression of preconditions, as the only way in which an 

organized society can limit personal urges of people in the position of authority, 

requires a new approach to the causes and methods of perpetrating corruption. 

 

Combating corruption includes the problem of personal corruption urges. They can be 

viewed as immanent to human nature, as a result of a twisted value system, as the risk 

of human weakness, or as an expression of personality disorder, but, except on the 

value level, which is developed through education and the system of values in society, 

they remain a constant in domains of functioning of individuals and seems out of the 

reach of any strategy to combat corruption. Such approach implies that regulations and 

policies cannot prevent corruption if the collective moral code values the individual 

according to achievement as human capital, investor, or consumer. The current global 

value system, undoubtedly, seems to influence the propensity of individuals for 

corruption, but anti-corruption policies can only relate to concrete corruption 

mechanisms and have no scope in shaping personality. In fact, if all citizens were 

committed to corruption, anti-corruption policies ould be meaningless, because in the 

realization they would cover only a part of the bearers of public authority which are 

unable to provide the exclusion from sanctions. Also, if no citizen has tolerance, in 

terms of values, for corruption, there would also be no need for strategy, because the 

functioning of the regulation would be imposed by daily public and individual pressure. 

Regardless of the degree of value opposition to obtaining gain from the abuse of public 

authority, the State has an obligation to provide functional order where corruption will 

be systemically risky and hardly feasible. 

 

In practice, a strategic combat of corruption at the national level, in terms of global 

integration, is subject to the challenges of adequate application of anti-corruption 

policies and regulations, but in significant part also of the purposes of these regulations, 

adopted to enable incorporation into the global financial system. As a rule, namely, the 

objectives of policies are multiplied, and undermine the effectiveness of instruments of 

the State, which in turn reduces the national capacity to channel the events, and 
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consequently to combat corruption. Also, beyond the control of national monetary 

authorities are the trends of the global financial system, notably the mechanisms of 

money laundering and tax evasion, which create the preconditions for deals and 

blackmailing the State, and provide space for corruption. 

 

Systemic corruptive trends on global level 
  

Most of the activities concerning organization and functioning of a society today are 

subjected to a strong impact of globalization and universalization of values. It can thus 

be assumed that the systemic and/or endemic corruption, which represents a substantial 

threat to States and societies as a whole, must have some foothold in global systems, 

notably financial, that contribute to the spreading of corruption. 
 

The basis of the financial system is banking. In the current global financial system, a 

dominant position is established by a group of banks with headquarters in the richest 

countries. A large number of them, since the emergence of global economic crisis in 

2007, turned out to be in engaged in handling operations through illegal and suspicious 

transactions and often turned to the conscious creation of 'shell' and 'front' financial 

institutions as mechanisms to complete these kinds of transactions (Table 1). 
 

Table 1: Sanctioned banking affairs (Đurđević and Stevanović, 2015a) 

Bank Revealed unlawful banking Sanction 

HSBC 

2006-2009 15 billion $ in cash transferred from 

branches in Mexico and Colombia without the 

control of origin; 60 billion $ annual telegraphic 

transfers from the country under sanctions without 

supervision
 
 

- 2012. 1,921 billion $ in settlements;
 
 

 

Standard 

Chartered 

2001 - 2008 concealing the dual accounting of 

60,000 transactions in the amount of 250 billion $ 

from the country under sanctions. 

- 2012. 677 million $, in settlements  

ING 

1990's - 2007. falsified reports about 20,000 

transactions from countries under sanctions, 

amounting to at least 2 billion $, the share in banks 

from which transfers were carried out, shell 

companies in the Netherlands and Belgium to avoid 

control. 

2012. - 619 million $ in settlement 

JP Morgan 

2005. over 1,700 telegraphic transfers, amounting to 

178.5 million $, for parties under sanctions; 2009. 

the guarantees for letters of credit; 2010 - 2011 they 

have not at the behest of OFAC provided the 

document about wire transfers.  

- 2011. 88.3 million $ in settlement 

Barclays 

1990's - 2006 transferred "hundreds of millions" $ 

through the US financial system on behalf of banks 

from countries under sanctions 

- 2010. 298 milion $ in settlement 

RBS  

(ABN AMRO) 

2005–2007 falsified documents in order to channel 

"hundreds of millions" $ of illegal transactions  - 2010. 500 million $ in settlement 

Credit Suisse 

1996 – 2006 falsified documents in order to channel 

transactions from countries under sanctions; and at 

least 4,775 transfers in amount over 480 million $ on 

behalf of persons and entities from a country under 

sanctions. 

- 2009. 538 million $ in settlement 
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Lloyds Banking 

Group 

1995 - 2007 disguising origins of funds from 

countries under sanctions 
- 2009. 350 million $ in settlement  

Riggs Bank 
1970's - 2004 concealed accounts that led to dictators 

Nguema Obasogoa and Augusto Pinochet. 

- 2004. 16 million $ in admittion 

settlement 

BNP Paribas 
2004 - 2012 pervasive scheme to illegally move 

billions through the US financial system 
- 2014 10 billion $ in settlement 

 

For these large illegal financial flows leading banks are not penalized, but provided 

settlement agreements with prosecutors, regulatory bodies, or administration, to avoid 

judicial outcomes. In doing so, even the highest settlement amounts do not exceed 15% 

of the reported six-month profit of these banks (Hansen, Reuter and Messick, 2014). 

 

Apart from illegal conduct of business operations, large investment banks were caught 

in participating in a massive fraud with the interbank interest rates, which they 

determine exclusively between themselves. (Table 2).  
 

Table 2: Sanctioned rate fixing (Ovaska and Patrick, 2013; European Commission, 2013) 

Bank of Tokyo-

Mitsubishi  
- Mizuho Financial 

Group 
- 

 Citigroup Inc settlement 95 million $ Rabobank Groep settlement 1,07 billion $ 

Credit Suisse - Royal Bank of 

Scotland 
settlement 1,14 billion $ 

Deutsche Bank AG settlement 983,7 million $ RP Martin Holdings settlement 0,2 million $ 

HSBC Holdings settlement 107 million $ Societe Generale settlement 604,7 million $ 

ICAP PLC settlement 87,4 million $ Sumitomo Mitsui 

Banking 
- 

J.P. Morgan Chase settlement 108,4 million $ UBS AG settlement 1,52 billion $ 

Lloyds Banking Group settlement 370 million $ Barclays settlement 453,6 million $ 

 

These settlements seem high in nominal value, but they are only a fraction of total gain 

by the banks and the damage to the global financial system. There is no official 

estimate of the total sum subjected to fraudulent interest rates, but an adequate indicator 

in that direction is the fact that only in 2011, the volume of financial derivative 

contracts amounted no more hundred trillion dollars (Hou, Skeie, 2016). 

 

Rating standards of global financial and business environment also represent a 

framework to which national elites adapt. In respect to monetary aspect, at the 

beginning of the last decade of the XX century, within the international financial 

institutions an idea was launched, and approved by the UN Statistical Commission, in 

the United Nations system that "illegal goods and services must be a record of the 

system", despite "difficulties to determine their value" (Inter-Secretariat Working 

Group on National Accounts, 1993). 

Referring to the international standard, Colombia in 1999. year publically announced 

the implementation of this method of calculation (Fleming, Roman, and Farrell, 2000). 

In Europe, efforts to institutionalize the inclusion of the so-called "non-observed 

economy" have been intensified since the beginning of the XX century. Today, the 

2013 EU's Statistical Service's (Eurostat) Guidelines (ESA 2010) stipulate that from 

January 2014, EU member States represent incomes from illegal activities in their 
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budgets (Regulation on the European system of national accounts, EU OJ L 174/2013, 

arts 1.79, 23.05). So, for example, income from prostitution are treated as services and 

approximated on the supply side, while income from the drug trade is on foreign 

demand. By including revenue from illegal activities, European States reported higher 

GDP and so increased their credit potential on the capital market. The impact of illegal 

trade on the world financial market is illustrated by the fact that the annual turnover in 

only five areas of crime (drug trafficking, counterfeiting, trafficking, excise goods and 

crimes against the environment) is estimated at approximately 1.5 trillion dollars 

(Picard, 2013; Lallerstedt and Wigell, 2014).  

 

It should be taken into account that the electronic trading in securities, commodities, 

and services and electronic payments allows handling of a substancially larger scale of 

complex transactions, which are ever harder to analytically monitor, and even harder to 

comprehend the nature of each individual transaction, even of those that go through the 

legal channels. Many cases of malfeasance for the purposes of corruption are not 

discovered by authorities, but have been exposed by the press, and seldom by the 

employees (Claessens and Kodres, 2014). 

 

The fight against corruption, as a global phenomenon, and the risk factors is proclaimed 

and institutionalized at international level, primarily against money-laundering 

mechanisms, as a means of legalizing incomes. However, at the international level, 

mainly are expound proceeds from criminal activities other than corruption, primarily 

from drug trafficking, so that laundering corruption gains is covered only indirectly. 

Corruption at the national level is mainly considered as an obstacle to doing business, 

in sense of predominantly being a consequence of the weakness in the national legal 

system (Meiners, Ringleb and Edwards, 2015). 

 

The UN Office on drugs and crime (UNODC) was established in 1997, with the 

assignment to enforce the global program against money laundering, proceeds of crime 

and terrorist financing. Director of UNODC, Antonio Maria Costa, in 2009. said that he 

had access to the evidence that the proceeds of organized crime, after the outbreak of 

the global economic crisis (2007), were "the only liquid investment capital" available to 

banks that were in the previous year were on the verge of collapse. According to him, 

as a result, the majority of 352 billion dollars profit from the drug trade has been 

absorbed into the economic system (Syal, 2009). Namely, interbank loans were funded 

with money from illegal activities. Today, it is undisputed in the doctrine that the illegal 

money "degenerates economy and destroys society", among other ways, due to the fact 

that tolerating criminals who have large amounts of cash, which creates a culture of 

corruption (Ellis, 2011). Instead of contributing to harmonization of general rules and 

joint actions under UN mandate, UNODC develops studies and analysis. Besides, even 

though this body has no functional or operational tasks, it has a complex internal 

structure, including a specialized unit dealing with corruption and economic crime. 

 

The problem of illicit financial flows from developing countries, which is necessarily 

tied to corruption at the national level, is a matter of special treatment of the 

Organisation for Economic Co-operation and Development (OECD). Over 180 nations 

have accepted its a method of regular reviews and complementary mechanisms, as a 

global network headed by the Financial Action Task Force (FATF). Monitoring of 

standards in relation to tax evasion is carried out Global Forum for transparency and 
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exchange of information for the purposes of taxes, while the Working Group on bribery 

of the OECD monitors adherence of parties to obligations accepted in the Convention 

to combat bribery of foreign public officials in international business transactions 

(OECD Anti-Bribery Convention Entered into force 1999, accepted in 34 member and 

7 non-member States. Serbia has not ratified it). None of these mechanisms, however, 

does not provide for confiscation and return of assets, nor sanctions national financial 

and tax institutions, or banking organizations which permeate irrational transfers. It 

questions the purpose of existence of international standards and their supervision, 

apart for the purpose of tracking and analysis. Efforts towards the prevention of money 

laundering are shaping within the UN system, in which the consent has been reached 

about the duty to implement on national level specific measures for the prevention of 

money laundering to combat drug trafficking, for the suppression of financing terrorism 

and against trans-national organised crime, but not for the incrimination of possibilities 

of denationalisation of money, or to enable tax evasion. In general, risk in operations of 

money laundering exists only if it originates from crime or serves to finance terrorism, 

but not explicitly if it is from or for the purpose of corruption.  

 

Shaping of administrative measures and mechanisms on international level face two 

basic obstacles in implementation. Firstly, corrupt individuals in position of authority 

functionally disregard the procedural rquirements and conceal their hideden intentions 

often through, for example, "rhethoric of a bill or an official document", which "allows 

them to increase their profits by leaving to their discretion the interpretation of bills and 

official documents" (Kashimura, 2016). Secondly, anti-corruption mechanisms and 

measures are being structurally ridiculed through the concept of self-responsibility, 

without commandments and direct responsibility for the higher level, which has an 

effect on completeness of implementation of codes (Paltrinieri, Fraire and Care, 2016). 

In that concept, two basic mechanisms to discover incomes outside reported sources, 

duty to report about property abroad and the possibility of national tax administration to 

acquire information from third countries, are not protected in the international financial 

system. This indirectly prevents effective criminalization of denationalization of private 

income and therefore their illegal flow, i.e. laundering, hedging etc. regardless of the 

origin and purpose of use. Contemporary financial flows, thereby, include an array of 

speculative mechanisms, such as the industry hedging opportunities, industry, tax 

evasion, including the use of national assets to cover the losses of banks, financial 

institutions and the arbitrary monopolized access to investments, which are based on 

administrative control and result in institutionalization of private arrangements and 

blackmailing of the State, and thus corruption. Hence, as there is no initiative to change 

the global financial system, it seems that corruption is not a completely unacceptable as 

a supporting side-effect of the global financial order. 

 

Global factors of systemic corruption in nation state 

 

The most frequently recognized factor of undermining of national systems is a 

mechanism for crediting countries outside the group of developed ones, through the 

international financial institutions, primarily the International Monetary Fund (IMF). 

The most often mentioned in this context is conditioning loans with structural 

adjustment, that are serving the interests of the leading liberal-democratic States, to 

strengthen their political position by imposing political power over the market. Meeting 

the requirements of the structural adjustments makes the country vulnerable to 
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exploitation and to economic and political blackmail, in the interest of opening the 

market to foreign investors and capital to maximize profit with the minimum of 

investment, while domestic production is being destroyed by the offer of imported 

goods. In this context, the policy of forced devaluation of national currency and the real 

exchange rate, that are a routine part of structural adjustments, leave the resources of a 

country, which can usually only offer land, raw materials, semi-fabricates, cheap labor 

and mass emigration, an easy prey of financial capital. In doing so, drastic reduction of 

public expenditure reduces the role of the State, which is, to achieve his post, has to 

make new loans which further increase its indebtedness and vulnerability to blackmail 

and dictates. 

 

The content of structural adjustment, generally boils down to the privatisation, which 

requires a mass of free capital to which countries in structural adjustment have no 

access and, as a rule, property owners become members of local political nomenclature 

and even those engaged in illegal activities, as well as foreign participants who have the 

means to buy and bribe local structures. In interview from 2001, former World Bank 

Vice President and Chairman of the Economic Council during the two terms of 

President of the US William Clinton, Nobel laureate in economics, Prof. Dr Joseph 

Stiglitz claimed that evaluation of a State titled ends with meeting with desperate 

finance minister who is delivered a prepared restructuring "agreement". Each country is 

given a program of four steps, the first being the privatization. According to Stiglitz, 

ministries of finance gladly accepted to sell off state assets, and some politicians, using 

the World Bank's request to silence local critics, were even happy to let national 

companies for management of electric power and water resources down the drain, for 

the prospect of commission for lowering their value (Palast, 2001).  

 

The second undermining factor, which acts as a catalyst of the mentioned system, is the 

digitalization, or power to through the application of information technologies manage 

vast amounts of complex data and anonymous forms of banking. This led to the 

creation of elite in the financial order, and the courting of States with those in capacity 

to create, organize and technically function on financial markets (Stevanović and 

Đurđević, 2015). The result is that through liberalization and privatization the 

economies were looted, the exchange decreased, devaluation and inflation undermine 

the savings, and bank accounts excluded from the scope of regulations. Deregulation 

has enabled marginalization of the real economy in favor of virtual money; 

uncontrolled movement of capital; disastrous financial innovation for redemption 

speculators, as well as the transfer of risk on States for private profit. Under the 

influence of neoliberal globalist policies, international financial institutions are 

subordinate to and work in the interest of the dominance of private capital from leading 

liberal-democratic States, including in transferring of costs on all other States. Another 

consequence of digitalisation is that the computer business has become the center of 

global finance and the decisive influence on the capacity of power in international 

economic relations. States are forced to subdue their economic activity and 

development procedures to the level of access to investment capital, which is controlled 

by leaders of computer financial operations. These procedures are based on 

mathematical formulas, without merit in the real economy, and are therefore difficult to 

distinguish from computer fraud. 
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The third factor of the undermining of a national system of combating corruption is the 

development of tools and techniques of so-called "revenue defense industry", i.e. 

speculative mechanisms in the management of finances, which necessarily imply 

primacy of personal interests and mechanisms of denationalization of property. The 

data of UN, IMF, World Bank and Bank for International Settlements (BIS) indicate 

that by the end of 2012. in the offshore system alone was placed between the 21 and 32 

trillion dollars (James, 2016). The techniques of revenue defense include alternative 

investing method aimed to protect investors from market uncertainty (hedge funds); 

investment in operations that do not have access to institutional investors (private 

equity risk); and consultancy services. In financial operations, the instruments have 

been developed that allow independence of financial markets from the GDP, which is 

developing market-based instruments on speculative formulas (financial derivatives), 

such as credit default swaps, collateralized debt obligations, mortgage-backed 

securities, futures, shorting and options. The value of derivatives in 2002. amounted to 

about 106 trillion, and in 2015 it reached $ 629 trillion (Bank for International 

Settlements, 2015). The scope of this form of algorithmic "financial flow", which 

primarily depends on the insider information, is immense compared with the gross 

global product, which according to the World Bank for the year 2015 was under the $ 

74 trillion (The World Bank, 2016). Using the exclusive availability of advanced 

information technology, the leading subjects of international financial system 

strengthened global financial dominance, at the expense of the State (Đurđević and 

Stevanović, 2015b). 

 

          General impact of global trends and factors on national anti-corruption approach 

 

The national strategy to combat corruption in the Republic of Serbia for the period from 

2013. to 2018. includes anti-corruption policies in the areas of political activity, public 

finances, privatization and public-private partnerships, the judiciary, the police, 

physical planning and construction, health, education and sports, as well as the media. 

These policies aim to reform the system that suppresses factors of possibilities and the 

measures to increase the risks and reduce the use of corruption which eliminate the 

interest for corruption (Nacionalna strategija za borbu protiv korupcije u Republici 

Srbiji za period od 2013. do 2018. godine, 57/2013). 

 

Despite the wide range of anti-corruption policies in all areas of life and introduction in 

the legal system of the legal institute of 'whistle-blower (Zakon o zaštiti uzbunjivača, 

128/2014) and the Strategy of investigating financial crime in the period from 2015 by 

2016 (Strategije istraga finansijskog kriminala za period od 2015. do 2016. godine, 

43/2015), additional "needs to act on the origin of property" and "the new law on the 

anti-corruption agency" (Tanjug, 2016), continuous media campaigns against 

corruption without judicial epilogs of corruption cases, indicate difficulty in 

establishing an adequate model to efficiently suppress successful gaining benefits from 

the abuse of power. 

The global financial system, with its centralism, hegemony, bureaucratism, speed, and 

their wickedness, generates threats to business environment for the country's economy, 

and corruption must be accepted as a security challenge of globalization. This challenge 

seems objective due to a series of consequences of globalization. The first is the lack of 

transparency of the global financial system, in which physicists and mathematicians 

replace economic experts in financial analysis. The second is an unpredictable 
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development of information technologies, which becomes a tool of the hegemony of 

the wealthiest, on the one hand, and also contributes to the reduction of capacity 

collective institutions that control the holders of executive power and the inevitable 

exposure of corrupt officials, on the other. The third consequence of the impact of the 

difficult global economic situation is the increase in poverty, which makes survival a 

priority value and perpetuates the general interests of society. Finally, the relocation of 

centers of decision-making on many areas beyond national borders contributes to 

dispossession of States, and thus the trust in the functioning of the system and the 

confidence to perpetrate corruption.  

In the light of global risk generators, the strategy of combating corruption has, due to 

the object of threats, become functionally connected with policies for the provision of 

basic values, i.e. part of the system of protection of national security. The national 

security strategy of the Republic of Serbia recognizes the huge differences in economic 

development, which in turn have poverty and social vulnerability of part of the 

population and macroeconomic consequences of the breakdown of the financial 

markets that contribute to the risk of collapsing domestic stability, and to the economic 

prosperity of the impact the global economic crisis and disruptions to the financial 

markets (Strategija nacionalne bezbednosti Republike Srbije, 88/2009).  

 

Incorporation of the economic sphere in national security has its own reflection and on 

the goals of State institutions in the area of internal security, among which the Strategy 

of national security (SNS), amongst other things, include the prevention of and fight 

against corruption and money laundering. SNS recognizes, under "Challenges, the 

risks, threats to security (II), that corruption threatens the" fundamental values of 

society, leading to the decline in trust in government institutions ", which is arguably 

ispostavlčja, but also to implementing substantial reforms, slowing down the process of 

transition and integration processes, which may qualify as neutral in relation to 

corruption. In the part which deals with economic policy (4.2), the SNS, on the other 

hand, lists "improving institutional capacity and authority of the State in the field of 

fight against corruption and organized crime (quite reasonably categorized together) 

one of the basic assumptions to improve national security system. Finally, regarding the 

policy of internal security (4.4), the SNS emphasizes that special importance has the 

continuous improvement of information and preventive activities.  

 

Conclusion 

 

In accordance with the above-mentioned risk factors of global character, it seems that 

the national strategy to combat corruption must be redesigned in essence. First of all, it 

must be taken into consideration that national administrative, intelligence, legal and 

accounting systems are affected by globalization. This effect manifests in two ways. On 

the one hand, national systems, through integration processes, become indirectly 

instrumentalized in global financial interests. On the other, in line with global trends, 

they are developed as too large bureaucratic systems that prevent meaningful 

interpretation of indicators. As a result, the problem of the real goal and perception of 

challenges. Namely, effective countering corruption at the national level is not possible 

if outside the reach of authorities remains control of risks which are a consequence of 

integration into the global system. In this context, the success depends on the level of 

objective research and analysis of the risk factors, which in the information age rests 
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more on intelligence capacity and meaningful application of information technologies, 

than on amassing of legal and political acts.  

 

In the global context, an additional problem is the inability of the State to provide 

internal cohesion and public goods, within broadening and deepening cross-border co-

operation and social integration, which is manifested as dysfunctional State, in which 

the resources are being exhausted. The weakness of the State is restored under the 

influence of international networks, which are the product of new conflict, associated 

with the process of globalization. Transnational networks, that arise in the integration, 

act as global factors and interiorise globalization and the consequences of non-

functionality, resulting in the sense of collective national unsecurity. When it comes to 

the fight against corruption, it creates a sense of all that is in the national interest, as 

well as the exception of those who are carriers of the integration processes. 

 

Given the globalization of normative standards model that generates corruption I risk 

factors, information, and bureaucratic formalism and excessive widening participants 

make the current anti-corruption voluntarističkim methods. In these conditions, the 

effectiveness of the application of anti-corruption policy must be based on the principle 

of institutional individual responsibilities for public authority, and the policies that will 

promote the democratic model, and no administration.  

 

Finally, the strategy to combat corruption should not ignore the existence of 

višedimenzionalnosti challenges, including through the global network. This means that 

due attention must be paid to and deterrence, in terms of compliance and of the 

commitment of the institution to prevent formal legitimate activities that pose a 

potential risk, particularly the system of corruption. This requires timely identification, 

what with the awareness of potential risks, imposes the need for institutional network 

training for new technologies and for the perception of risk. 
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THE KEY BARRIERS FOR SUCCESSFUL BUSINESS OF  SMES IN BIH – HOW 

TO OVERCOME THEM? 

Arnela Nanić
7
, dr.sci. 

Abstract 
Small and medium enterprises are the pillar of development of each country. This sector of the 

economy is one of the key generators of employment and development in general. The role and 

importance of SMEs is reflected primarily in the fact that this sector accounts for over 99% of 

the total number of companies both in Europe and in Bosnia and Herzegovina. SMEs provide 

more than 70 % of jobs in Bosnia and Herzegovina. Some of the biggest obstacles that hinder 

the development of SMEs are :excessive involvement policies, high levels of corruption, legal 

and regulatory barriers, the establishment of a complex procedure, insufficient state support,  

lack of financial resources, lack of entrepreneurial knowledge ( ... ). A strong barrier to the 

development of SMEs and the economy as a whole represents a generally negative public 

attitude towards entrepreneurship in general, and especially to domestic enterprises. To 

overcome all these obstacles and find the light at the end of the tunnel ? What this sector of the 

economy makes it special is its flexibility in terms of acceptance of modern technologies and 

global trends. The strategic goal of BiH isaccession  to the EU, where SMEs are responsible 

for the development of the economy.  

 

The purpose of this paper is to demonstrate the most  importance and most common barriers 

faced by SMEs in their business. The aim of the study, on a sample of business 

owners/managers of small and medium-sized enterprises operating in BiH  is that major 

problems facing domestic entrepreneurs will be profiled and will promote a more favorable 

business environment for SMEs in BiH. The study was conducted using a questionnaire on a 

sample of small and medium-sized enterprises in BiH. Questionnaires were completed by 

directors, owners and managers of SMEs from different age groups, with different education 

levels and sexes.Analysis of the results of empirical studies implicate the basic shortcomings of 

small and medium enterprises in BiH , and, also the causes of failure of a large number of 

small and medium-sized enterprises , and provide guidance for future development trends of 

the same. 

 

Key words: SMEs, barriers, entrepreneurship, economic development 
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Introduction 
 

Clearly the small and medium enterprises are the pillar of economic development of the 

country. It can be said that their most important role is employment, and reducing 

unemployment – a key problem for many countries, especially developing countries 

such as BiH. However, it is difficult to be a successful entrepreneur without the help of 

the state and the environment in which it operates. Specifically, there is a number of 

barriers that small business face in their operations and that they hinder the path to 

success. However, if one firmly believes in his or her idea he or she should strive with 

all the strength to implement the same. Someone once said: "In order to succeed, it is 

necessary to plan for success! There are no small ideas - anything is possible if their 

knowledge, skills and interests point in a predetermined direction”. 

 

    Term and characteristics of small and medium enterprises 
 

Entrepreneurship is based on the same principles, whether the entrepreneur is an 

existing large institution or an individual starting his or her new venture singlehanded 

(Drucker, 2011). The first problem that was encounter when studying the field of small 

and medium enterprises is the fact that there is no official definition of SMEs, as well 

as those to the entities' various criteria are taken for defining the areas of the economy. 

In this section, we will focus on the definition of small and medium enterprises in BiH 

and the EU, as well as highlighting the most important characteristics of this part of the 

economy. As to the criteria that are used for classification of small and medium 

enterprises in BiH these are singled out: an annual average of employees, the balance 

after deduction of losses, and annual sales revenue. The definition of small and medium 

enterprises in the FBiH defined by the Law on the Promotion of small businesses (Law 

on the promotion of small business development, Official Newspaper, 19/06., Article 

2): small businesses make the operators of small businesses, individuals and legal 

persons who permanently perform legally allowed activity to achieve income or profit, 

including self-employment and family businesses related to crafts and other activities, 

registered with the competent authority, regardless of the form of organization which: 

 

 are independent business, 

 employ a year less than 250 persons and 

 annual turnover to 40 million and / or an annual balance sheet not exceeding 

30 million. 
 

The definition of SMEs given in Article 4 of the same Law (Table 1), where according 

to the size of the different micro, small and medium operators of small businesses in 

which: 
 

 the micro small business entities are natural and legal persons who employ an annual 

average of less than 10 persons and whose annual turnover and / or annual balance 

sheet does not exceed 400,000 KM, 

 on small entities of small business are natural or legal persons who employ an annual 

average of less than 50 persons and whose annual turnover and / or annual balance 

sheet not exceeding four million KM 

 the central subjects of small business are natural or legal persons who employ an 

annual average of less than 250 persons, whose annual turnover does not exceed 40 

million and / or annual balance sheet not exceeding 30 million. 
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Table 1. The classification of small businesses in FBiH 

Category Number of employees 

(annual) 

Annual turnover / annual 

balance sheet (in KM) 

Micro Less than 10 400.000 

Small Less than 50 4.000.000 

Medium Less than 250 30.000.000 

          Source: Law on the promotion of small business development, Official newspaper 19/06 

 

Small businesses dominate in almost of all developed or less developed countries. 

There are many characteristics of small and medium enterprises that make them 

different and unique if they are compared with large enterprises. At the mention of 

small and medium enterprises the first association is: a small number of employees, low 

start-up capital, a small amount of work and thus profits. In most cases for small 

business owner is also a director and manager in his company indicating a low level of 

specialization of tasks and business functions, and greater accountability and more 

responsibility of the owner companies because simultaneously perform several 

functions. Given the limited financial resources small businesses usually employ 

workers who are multifunctional and who understand marketing, finance and the sale. It 

is not easy to be an entrepreneur, especially in the case of a small company in which the 

business simultaneously perform several different functions. 

 

Entrepreneurs often have to make decisions in a highly uncertain environment, where 

the stakes are high and time pressures large and where there are significant emotional 

shares (Hisrich, Peters and Shepherd, 2011). Small businesses usually direct their offer 

to that part of the market whose needs are not being met by large companies. It has 

been proven that small businesses have an extremely high degree of flexibility, 

however, so much easier and in a much shorter time period can adapt to changes in the 

market that is consistently happening. What is particularly important feature of small 

business is that because of its flexibility, it can easily meet the most specific, special 

requirements of customers. The fact is that a small entrepreneur tends to adapt their 

products to the maximum demands of consumers while large companies strive for 

standardization, so it will be difficult to satisfy some small consumer demands relating 

to the characteristics of the product. SME area has specific characteristics (Buble Marin 

i Klepić Zdenko, 2007): 
 

1. Independence in decision making, but with apparent autonomy because of its action 

conditionality economic laws of social reproduction; 

2. Familiarity enterprise itself, which means that in achieving their own goals exhausting 

its overall objectives; 

3. Orientation on their own goals, which is the vital interest of the company; 

4. As a result of the previous three features, follows the needs of enterprises that own 

behavior in the exercise of their socio-economic functions which consistently defines 

norms (principles) of economic behavior; 

5. These four essential characteristics of the company must create another, that the 

company carrying out its social and economic function assumes the economic risk. 
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Also, there are some specific characteristics of SMEs to (Škrtić, 2005): 
 

 Small businesses enrich the diversity of supply and demand, but also increasingly 

interconnect, so mutually and with medium-sized enterprises 

 Small firms meet for most of the demand for goods and services that large companies 

harder settled and they represent a great burden in relation to their basic activity. 

 A large portion of small businesses base their activities on the old and obsolete 

technology, but there is a growing number of those based on new technology of 

higher rank 

 Small businesses enable faster implementation of new technological solutions 

 The structure of small enterprises is much simpler 

 Creativity and innovation are the basic characteristics of small businesses to help 

them in a better business 

 A smaller risks when establishing or later during operation 

 Small businesses are easier to manage than the large, and often the owner is also an 

entrepreneur and manager in a small company 

         

Table 2: Small and large enterprises 

Small and medium enterprises Large enterprises 

The owner - an entrepreneur 

Lack of knowledge on the management of 

the company 

Technical-oriented education 

Group decision making is rarely 

Many meaning of inertia and improvisation 

Little or no planning 

Direct participation in events in the 

company 

Potential management is not 

"understandable" 

Manager 

A fundamental knowledge of the management 

company 

Good technical knowledge in sectors 

Group decision making is often 

Little importance of inertia and 

improvisation 

Extensive (significantly) Planning 

Distance from developments in the company 

Potential management understood 

(recognized) 

(Dostić, 2002) 

 

There are many advantages and disadvantages that characterize SMEs. As the largest 

power of a small company (Siropolis, 1995) Stand out: 

 

 Financial execution (on average, small producers have a higher return on equity than 

the major manufacturers) 

 Innovation (small businesses tend to be Independets and it was Independets those who 

are pushing the    boundaries of knowledge on) 

 Dependence of large companies on a small company 

 Creating new job 

 The emergence of women in a small company 

 

 

Key barriesr in business of smes 
 

There are so many characteristics that define small and medium enterprises as such. 

What are everywhere in the literature points out is that the SME driver or engine of 

economic development. She, in fact, promote private ownership and entrepreneurial 

skills. Often even states that SMEs synonymous with the private sector, or for 
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entrepreneurship. The most important advantage of the SME sector is reflected in the 

flexibility that allows them to quickly adapt to change and the ability to meet the 

demands and needs of the market. 

 

The small business owner is usually the manager and his role is multi-functional, while 

on the other hand the large enterprises owner has managed arranged at different levels 

of top managers to line level. A key drawback to small businesses is usually a lack of 

entrepreneurial skills, while for large companies this problem no. Decision-making in a 

small company is mainly individual, while in large enterprises, mainly applies group 

decision. In small businesses is a great importance of inertia and innovation, as opposed 

to large enterprises in which more attention is paid to planning. Small and medium 

enterprises have little or no planning as opposed to large companies that carefully plan 

each of its activities. 

 

There are many disadvantages of SMEs which are most often cited as the reason for the 

failure of a large number of SMEs. The consequence of a large number of deficiencies 

in this sector is the high level of failure of SMEs. The major weaknesses of small 

companies stand out (Siropolis, 1995, p.16-17):  

 

 The high degree of failure 

 The lack of managerial expertise 

 Poor representation of minorities 

 

In addition to these as the biggest disadvantages of SMEs stand out (8): 
 

a. Increase accountability - A wide range of decision-making by an entrepreneur in a 

small company has largely increased responsibility for business success. Owner / 

entrepreneur himself is fully responsible for its success. 

b. the possibility of the collapse - Owner entrepreneur brings many smaller or more 

efficient decisions. However, the risk of decay is large because the entrepreneur has 

scarce financial and capital resources has little possibility of mitigation of failed 

business ventures. Therefore, the number of bad or wrong business decisions should 

be kept to a minimum. 

c. susceptibility to fluctuations in the market - Small businesses endure any seasonal or 

other conditions caused by fluctuations in sales. (Eg. For small companies working in 

the store Christmas and New Year's holidays are extremely profitable. However, in 

January faced a significant decline in sales to be well prepared for such periods and 

accurately plan your cash flow). 

d. Dependence on competition - Despite a very successful start of the success of small 

businesses rapidly can impair the appearance of competition in the environment. It is 

highly expressed eg.: in the catering industry, retail trade and the like. 

e. The financial weakness - Regardless of the successful management of funds small 

companies more vulnerable to financial crises and insolvency. For this reason, forced 

to sell their products and services at lower prices or take adverse credit market. 

f. Lack of knowledge and expertise - Small businesses, due to their limited financial 

possibilities, usually lacking quality experts specialized for certain business functions. 

g. Underdeveloped legal regulations - To encourage entrepreneurship is a very important 

quality legal regulation of starting and operating a small business entities because 

they depend on it and the possibility of credit or specific financial benefits that are 

essential for small businesses 
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Before you determine which are the most common causes of deterioration or failure of 

SMEs we are going and what are the key factors responsible for the success of these 

companies. It is the lack of these factors in the environment in which they operate small 

and medium enterprises one of the reasons for the decline of a large number of SMEs. 

The literature mentions four main factors which are essential to the success of SMEs 

(Kuratko i Hodgetts, 1995, p. 315-330): 

 

- The presence of market opportunities 

- Ability Management 

- Adequate capital and credit 

- The existence of modern business methods 

 

According to Small-Business Policy Guide (NFIB, 2003, p.16) some research in the 

first year of the bankrupt as much as 20% of the company, and after 10 years left them 

only 25% . 

 

By analyzing the life cycle of start-ups has been shown that an average of all the 

companies that show up (establish) 87% survive their first year, 68% survive at least 

three years, and 55% reach the age of five years of operation (Buble Marin i Klepić 

Zdenko, p.32). 

 

Because of such high failure rates of newly-founded SMEs, it is important to determine 

which are the key causes of this failure. In most cases, the reasons for the deterioration 

of SMEs are: 
 

 Errors management 

 The lack of managerial skills and experience in managing business 

 Inability realistic assessment of the situation and looking to the future 

 Errors in planning needs and management of financial resources 

 Insufficient marketing activities aimed at attracting and retaining customers 

 Poor assessment of strengths and weaknesses, and opportunities and threats in the 

market (SWOT) 

 Poor assessment of the competitive advantage 

 The unfavorable location of SMEs 

 A poor inventory management and control 

 Unacceptable price versus quality 

 The difficult time of transition from a small to a large enterprise 

 

After many analysis and research can be concluded that the most common reasons for 

failure of SMEs operating in FBiH: inadequate business climate and legal framework, 

the lack of state support to the SME sector, unfair competition, lack of capital and 

inadequate management. More often than not SMEs established incompetent experts, 

managers, economists who do not have enough knowledge and experience to manage 

the company. Educational institutions, government policies and legislation are the key 

elements of which depends the future of small and medium-sized enterprises. A number 

of reforms in this area in the course of, or very slowly implemented, it is necessary to 

invest more in this sector to achieve real progress, but also to reduce the number of 

SMEs is declining. This also significantly contribute to political instability and 

excessive involvement policy in every sphere of society. 
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Methodology and results of  the research 
 

The study was conducted using the survey as the best ways to gather qualitative and 

quantitative data. Was used structured questionnaires with a formal list of questions 

that have the same order and in the same manner set all respondents. The sample was 

formed on the basis of statistical data on the number of registered SMEs in BiH, and 

the two entities FBiH and RS, and Brcko District. The study included a total of 201 

company. Questionnaires were completed by the owners, directors, top managers of 

SMEs, various demographic characteristics. For the realization of the survey applied 

the method of personal contact respondents, ie. Individual survey and interview. For 

statistical analysis of the data, the specialized program SPSS Statistics. The detailed 

processing of the data used are different staitstical and mathematical methods. The 

differences between subjects in the RS and FBiH, as well as by social and demographic 

variables were analyzed using the chi-square test (x
2
) The overall structure of the 

respondents 58% were respondents in the FBiH, 37% of RS, and 5% District Brcko . 
 

Among the major difficulties faced by entrepreneurs / respondents encountered in the 

establishment of companies cited: administrative difficulties relating to obtaining 

various permits from the state needed to run a business, then unacceptable delays in 

registration in court, high registration costs are one of the major difficulties in the 

establishment of SMEs; as well as getting loans from banks. As a minimum the 

difficulties in establishing the respondents indicated finding a business location and the 

last place they put lack the necessary business knowledge. Earlier we came to the 

conclusion that it is still insufficient level of highly educated people employed in 

SMEs, and that the lack of educated and skilled people one of the key problems in the 

development of SMEs (Chart 1). Of course, a small number of SMEs to admit that 

among them there is a problem like this even though they themselves are well aware of 

this fact. 

2.55

2.13

4.28

4.07

4.63

3.35

0 1 2 3 4 5

The excessive length of the procedure 

business registration

Administrative difficulties with the 

permission of the State

Finding a business location

Getting a loan from a bank

The lack of the necessary business 

knowledge

High costs of registration

What are the biggest difficulties that you encountered in the 

establishment of companies (average scores)

 
Chart1 .: The greatest difficulties in the business of SMEs in BiH 

Note: * As the average score is less the greater the difficulties that were encountered businessman. 

Rating ranged from 1 to 6 biggest difficulty slightest difficulty 
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When it comes to the greatest difficulties with which respondents have encountered  it 

should be noted that with method of crossing the entities we come to the conclusion 

that there is no significant statistical difference in the answers of the respondents from 

FBiH and RS, and that the problems and difficulties in the operations of SMEs from 

both entities are almost equal, which was confirmed by the results of the hypothesis test 

summary (table 3). 

 

Table 3 .: The greatest difficulties in the operations of SMEs - crossing by entities 

 Entity N M SD SEM 

The excessive length of the 

procedure business 

registration 

Federation BiH 104 2.48 1.269 0.124 

Republic of  

Srpska 
68 2.38 1.555 0.189 

Administrative difficulties 

with the permission of the 

State 

Federation BiH 104 2.02 1.269 0.124 

Republic of 

Srpska 
68 2.16 1.300 0.158 

Finding a business location 

Federation BiH 104 4.15 1.894 0.186 

Republic of 

Srpska 
68 3.90 2.081 0.252 

Getting a loan from a bank 

Federation BiH 104 3.89 1.551 0.152 

Republic of 

Srpska 
68 3.68 1.973 0.239 

The lack of the necessary 

business knowledge 

Federation BiH 104 4.72 1.333 0.131 

Republic of 

Srpska 
68 3.88 2.019 0.245 

High costs of registration 

Federation BiH 104 3.46 1.672 0.164 

Republic of 

Srpska 
68 2.94 1.692 0.205 

 

Analyzing the results of the research, it is possible to determine the biggest obstacles 

you face in business SMEs, but there is a question how to overcome the same in order 

to achieve positive results in business? In fact some of the key measures to be taken if 

we want growth and development of small business and the economy as a whole, are 

the following: 

 

 Establish a database of small and medium enterprises in BiH with all the 

necessary information 

 Encourage innovation, creativity, new technologies and their application in the 

enterprise 

 Improve access to finance (special programs of financing of SMEs with 

incentives) 

 Promote the development of business infrastructure and business environment 

for entrepreneurs 

 Simplify procedure established businesses and reduce administrative costs 
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 A stronger state support for entrepreneurship development, through incentives 

and building a  favorable business environment, and defining indicators to 

control the consumption of incentives 

 Quality system support for family business 

Table 4.: The attitude of the Government, Ministry, Chamber of Commerce and other 

important institutions to domestic producers 
 Main activity of enterprises Total 

No 
response 

manufa
cturing 

Transport 
and 

communic
ations 

constructi
on 

Wholesal
e and 
retail 

Tourism 
and 

hospitality 
industry 

agricultur
e 

others 

How do you 
assess the 
attitude of the 
Government, 
Ministry, 
Chamber of 
Commerce and 
other important 
institutions to 
domestic 
producers? 

No answer 0 1 0 0 0 1 0 0 2 

very positive, 
they are of 
great 
importance and 
provide 
tremendous 
support SME 
development in 
BiH 

0 2 0 1 2 0 0 1 6 

support the 
development of 
domestic 
producers, but 
still not enough 

0 22 2 13 10 0 1 15 63 

bad attitude; 
Domestic 
producers have 
benefited 
greatly from 
them 

4 35 7 11 41 7 1 24 130 

Total 4 60 9 25 53 8 2 40 201 

 

Results of the research showed that among the respondents is generally bad attitude for 

all the institutions that are supposed to be support of SMEs. Even 64.7% of respondents 

said that the cooperation with these institutions is very bad, so the domestic producers 

have benefited greatly from them. Chi-square test confirmed that there was no 

statistically significant difference between respondents who belong to different 

economic sectors, therefore, generally all are unsatisfied (V=2.879, df=21, p=0.099). 
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Table 5.: Key barriers of SMEs in BiH 

 
 

Descriptives 

 
 

N Mean Std. 
Deviation 

Std. 
Error 

95% Confidence 
Interval for Mean 

Minim
um 

Maxim
um 

Lower 
Bound 

Upper 
Bound 

 

 
1. The 
Government has 
taken all 
measures to 
protect domestic 
enterprises 
 
 
 
 
 
 
 
 
 
 
 
2.In BiH politics is 

too much involved 

in business 

enterprises and 

represents an 

important barrier 

to the 

development 

 
 
 
 
 
 
 
 
 
 
 
3.The main 

No answer 4 1.25 .500 .250 .45 2.05 1 2 

Manufacturin
g  

60 1.72 .761 .098 1.52 1.91 1 4 

Transport 
and 
communicati
ons 

9 1.78 .667 .222 1.27 2.29 1 3 

 Construction 25 2.00 1.118 .224 1.54 2.46 0 4 

Whlesale and 
retail 

53 2.11 1.204 .165 1.78 2.44 1 5 

Tourism and 
hospitality 

8 2.13 1.246 .441 1.08 3.17 1 5 

agriculture 2 2.50 .707 .500 -3.85 8.85 2 3 

other 40 1.83 .958 .151 1.52 2.13 1 5 

Total 201 1.90 .997 .070 1.76 2.03 0 5 

U BiH politika 
je previše 
ukljucena u 
poslovanje 
poduzeca i 
predstavlja 
bitnu 
prepreku 
razvoju  
No answer 

4 4.00 .816 .408 2.70 5.30 3 5 

Manufacturin
g  

60 4.08 1.078 .139 3.80 4.36 0 5 

Transport 
and 
communicati
ons 

9 4.44 .527 .176 4.04 4.85 4 5 

 Construction 25 3.56 1.474 .295 2.95 4.17 0 5 

Whlesale and 
retail 

53 4.06 .908 .125 3.81 4.31 2 5 

Tourism and 
hospitality 

8 4.13 .991 .350 3.30 4.95 2 5 

agriculture 2 4.00 .000 .000 4.00 4.00 4 4 

other 40 3.98 1.050 .166 3.64 4.31 2 5 

Total 201 4.00 1.061 .075 3.86 4.15 0 5 
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problem faced by 

SMEs in BiH is the 

lack of financial 

resources 

Osnovni 
problem s 
kojim se 
susrecu MSP 
u BiH jeste 
nedostatak 
financijskih 
sredstava  
No answer 

4 3.50 1.000 .500 1.91 5.09 2 4 

Manufacturin
g  

60 4.07 .954 .123 3.82 4.31 2 5 

Transport 
and 
communicati
ons 

9 3.89 1.269 .423 2.91 4.86 2 5 

 Construction 25 3.68 1.180 .236 3.19 4.17 1 5 

Whlesale and 
retail 

53 3.85 .988 .136 3.58 4.12 1 5 

Tourism and 
hospitality 

8 4.00 .926 .327 3.23 4.77 2 5 

agriculture 2 2.00 .000 .000 2.00 2.00 2 2 

other 40 3.70 1.043 .165 3.37 4.03 2 5 

Total 201 3.85 1.035 .073 3.70 3.99 1 5 

 

Conclusion 
 

SMEs in the establishment and operations face numerous obstacles. Among the major 

obstacles to the development of SMEs, and thus the development of the overall 

economy, stand out: the lack of support from financial institutions: lack of financial 

resources and complex procedures for obtaining credit facilities; inadequate support for 

SMEs by the government of institutions: uncoordinated and discouraging legislation in 

the field of entrepreneurship, underdeveloped and poor business infrastructure 

(business environment), the lack of statistics on this area, a number of administrative 

barriers; the lack of support of development institutions and agencies; lack of 

entrepreneurial spirit, innovation, creativity and courage; lack of entrepreneurial skills 

and education, and inadequate links with universities and research institutes; 

underdeveloped information system and the low level of international cooperation; 

disorder and incomplete cadastre (non-registered buildings and time-consuming process 

of transferring ownership); 

 

These obstacles to the development of SMEs and the economy can not be completely 

eliminated but they can be mitigated, but it takes a lot of work and effort. It is necessary 

to support stronger government institutions, financial institutions, and especially the 

citizens - consumers, their awareness and consumer ethnocentrism. It is necessary to 

reduce administrative barriers, promote entrepreneurship, develop quality information 

system of SMEs, promotional campaigns affect consumer awareness in the sense to 

realize consumer ethnocentrism by buying local products, improve the legal system, to 

create a quality database of SMEs, run training programs in the field entrepreneurship 

and business plan development. Therefore, it is necessary to support an integrated 

system that includes government support, the support of financial institutions, 

development and educational institutions, as well as comprehensive support of the 
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public, citizens, consumers! In this way, it would contribute to the increase in 

macroeconomic stability and faster economic recovery of BiH. 
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Abstract 

  
This paper examines the different levels of competitiveness and highlights its determinants 

across Slovenian and Croatian early stage and established entrepreneurs, i.e. through different 

stages of companies’ lifecycle. Since many socioeconomic differences between the two 

countries exist, the objective of the study was to establish potentially important differences 

between early stage and established entrepreneurs who (according to the proponents of blue 

ocean strategy school of thought by Kim and Mauborgne, 2005) enter markets with high (red 

oceans—many competitors) or low (blue oceans—few or no competitors) competition in terms 

of their demographic and human capital characteristics. This enables us to explore the extent 

to which entrepreneurs with different background characteristics enter different types of 

markets (i.e., high versus low competition markets).  

 

Our data show that early stage and established entrepreneurs in both countries enter both 

types of markets, but to a very different extent. Early stage entrepreneur are overrepresented 

on low competitive markets whereas established entrepreneurs on high competitive markets. 

We have investigated several demographic and human capital characteristics of early stage 

and established entrepreneurs that might play a role in finding and exploiting niche markets. It 

appears that female entrepreneurs are overrepresented in markets with limited competition, 

although the difference is not significant. We confirmed that younger established entrepreneurs 

enter markets with rather low competition (blue oceans) and also that more educated 

entrepreneurs tend to enter new niche markets. The significant relationship among the 

investigated variables was confirmed for the entire sample and for established entrepreneurs 

from Croatia. Furthermore, those who have entrepreneurial skills appear to find and exploit 

niche markets a bit more often, suggesting that these skills might facilitate finding blue oceans. 

Overall, certain characteristics of early stage and established entrepreneurs differ between 

investigated countries. The results leave room for further investigation. Policymakers need to 

bear in mind that human capital specific characteristics could be supported and systematically 

developed. Nurturing them could help to stimulate more quality entrepreneurial engagement, 

since companies willing to innovate, export and consequently grow their companies do have 

many specific needs that must be addressed appropriately. 

 

The data were obtained from the 2014 Global Entrepreneurship Monitor (GEM) Adult 

Population Survey (APS). Our analysis is based on a sample of 467 cases from two countries; 

250 from Croatia and 217 from Slovenia. 

 

Keywords: competitiveness level, demographic characteristics, human capital, Global 

Entrepreneurship Monitor, early stage and establish entrepreneurs 
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Introduction 

 

National economies, industries as well as individual businesses nowadays experience 

deep economic and technological changes. Those transformation processes demand 

new ways of creating value and are at the same time inevitably related to increasing 

their competitiveness. The notion from which competitiveness derives is competition. 

Competition has been defined, perceived, and interpreted in many ways by various 

schools of economic thought. For classical economists competition was identical to 

rivalry, while for the neo-classicists it is more of a market situation. In evolutionary 

economics competition is seen as a selection mechanism. This diverse nature and 

interpretation of competition is reflected in the multidimensional concept of 

competitiveness (Jankowska et al., 2010).  

 

Insights into the extent of competition that entrepreneurs face when they enter the 

market are relevant for policymakers as increasing the share of those entering markets 

with lower competition is inevitably related with their innovation activity—a major 

target for the EU’s 2020 Entrepreneurship as well as Innovation Strategy Agenda (EC, 

2014; EC, 2013; EC, 2010). Previous study results (Bosma and Schutjens, 2011) have 

confirmed the distinction between low and high ambition entrepreneurship within 

various regions/countries. Bosma and Schutjens (2007) further suggested that (the 

process of) setting up new businesses generally relates to country conditions and 

demography effects, such as urbanization, age and education structure, whereas 

entrepreneurs’ innovation ambitions are subject to national institutional factors, 

including entrepreneurial and cultural attitudes. Thus, we aim to see whether country 

specific demography effects affect a company’s level of competition.   

 

Research contributes to a better understanding of the different levels of competition and 

highlights its determinants across Slovenian and Croatian early stage and established 

entrepreneurs
10

 (this means through different stages of companies’ lifecycle). This 

paper aims to assess the individual level characteristics, such as gender, age, education 

and entrepreneurial skills in relation to the level of competition they are facing. We will 

explore whether there are any differences between early-stage and established 

entrepreneurs who enter markets with high (red oceans—many competitors) or low 

(blue oceans—few or no competitors) competition in terms of their demographic and 

human capital characteristics. This enables us to explore the extent to which 

entrepreneurs with different background characteristics enter different types of markets 

(i.e., high versus low competition markets).  

 

This research is based on the Global Entrepreneurship Monitor (GEM) which was 

designed as a comprehensive assessment of the role of entrepreneurship in national 

economic growth (Reynolds et al., 2005). GEM enables research and analyses of 

characteristics, relationships and dependencies at the individual level as well as on 

aggregate country level. As conceptualized by the GEM research framework, the 

entrepreneurial process consists of several consecutive phases that are explored: 

entrepreneurial intentions phase, nascent, new and established entrepreneurs, as well as 

                                                           
10

 According to GEM, the main focus in this chapter focuses on early stage entrepreneurial activity, measured by the share 

of adults (18 to 65 years old) who are personally involved in the creation of a new venture and/or are at the same time 

employed as owners–managers of a new firm that is less than three and a half years old or are in the process of establishing a 

new firm. Established entrepreneurs are those that have been in existence for more than three and a half years. 
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exits from entrepreneurial activity. Our research will be focused on early stage and 

established entrepreneurial activity. The data is obtained from the 2014 GEM Adult 

Population Survey (APS) research cycle for Slovenia and Croatia.  

 

Theoretical background 

 

Today’s market conditions are forcing companies to adapt to changes in order to 

survive, grow and be competitive. Such changes include a variety of strategic 

perspectives and constant creation and sustainability of competitive advantages, thereby 

enabling companies to compete and innovate in a dynamic environment. Previous 

studies (Aragon-Sanchez and Sanchez-Marin, 2005; Kraus and Kauranen, 2009; Meyer 

et al., 2002) have revealed that companies differ in their strategic orientation. 

 

One key challenge for all entrepreneurs is dealing with strategic and structural changes. 

For example, due to increasing environmental dynamics and intensifying global 

competition, companies—regardless of their age or size—have been forced to build 

more entrepreneurial strategies in order to compete and survive (Meyer et al., 2002). 

Success in any business depends upon the ability to find a valuable strategic position, 

whereby the company’s resources, competencies, and capabilities are deployed and 

managed to meet and satisfy the demands and expectations of key stakeholders. In this 

way, the business adds value in some distinctive way to achieve product or service 

differences, manage costs effectively, and create some form of distinctiveness or 

competitive advantage (Thompson, 1999). Therefore, for entrepreneurs it is important 

to include a strategic perspective in their planning and actions (Kraus and Kauranen, 

2009). A firm’s strategic act can be considered a key element, with important 

implications for the management and efficiency of entrepreneurs (Aragon-Sanchez and 

Sanchez-Marin, 2005).  

  

As already stated various schools of economic thought interpreted the concept of 

competition differently. Our discussion will follow the proponents of the blue ocean 

strategy school of thought (Kim and Mauborgne, 2005), arguing that it is possible to 

find sufficient untapped markets and that imitation occurs more slowly so that 

innovators can enjoy higher profits for a longer period of time. This period would in 

fact be so long that a strategy focused on finding new markets (blue oceans) is a 

sustainable strategy for a sufficient number of firms. The implication for managers of 

companies is that the main strategic concern lies with managing innovation if one takes 

a blue ocean strategy point of view (Burke et al., 2008). 

 

Country context 

 

Slovenia and Croatia are characterized by some differences in a range of 

socioeconomic indicators, such as economic development and income levels, labour 

market situation, foreign trade openness and specialization. Economic and income gaps 

have even widened during the recent crisis, and the labour market situation 

deteriorated. The Table 1 provides a basic overview of economic data, such as 

population, GDP per capita, unemployment rates, and year of EU accession for 

Slovenia and Croatia to show the broader context in which the entrepreneurship 

processes take place. Some data on the business supportive environment are included—

namely, rankings about: competitiveness, ease of doing business, ease of starting a 
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business and expenditure for R&D. As presented in Table 1, the differences among 

countries are considerable. 

 

Table 1: Demographic and Economic Data of Slovenia and Croatia 

 Croatia Slovenia 

Population, 2016*** 4,236,400 2,062,218 

GDP per capita (current US$), 2016*** 13,020 23,436 

Unemployment rate 15.4 9.2 

Global Competitiveness Index (GCI), 2015/16** 77th 59th 

Ease of doing business rank (among 189 countries), 2016*** 40th 29th 

Ease of starting business rank (among 189 countries), 2016*** 83th 18th 

Expenditure for R&D %of GDP 2005 – 2012* 0.75 2.80 

EU membership 2013 2004 
Sources: * World Bank (2013); ** WEF (2015); *** World Bank (2016) 

 

Improving productivity levels and competitiveness are key challenges for both 

countries in order to achieve higher growth rates in the medium to long-run, and hence 

for substantially reducing unemployment. The inherent structural weaknesses both on 

the goods markets and the labour markets lead to relatively low competitiveness 

(WBIF, 2012). All these characteristics pose a number of challenges to the formulation 

of a coherent development strategy, as many opportunities which may be exploited for 

fostering country development and competitiveness exist. Encouraging quality 

entrepreneurial activity is one of them, investigated in more detail within our research. 

   Research propositions 

The GEM data allow us to provide a picture of the extent of competition that 

entrepreneurs within different life cycle stages face when they enter the market. In the 

GEM APS, both early stage as well as established entrepreneurs are asked whether the 

market in which they operate is characterized by many competitors or whether there are 

only few or even no competitors. It needs to be emphasized that entrepreneurs’ answers 

to this question give an indication of how they perceive competition in the market; they 

are not an objective indicator of the extent of competition in the market. The GEM data 

for 2014 reveal that early stage and established entrepreneurs enter markets with low as 

well as high perceived competition. 43.8% of the early stage entrepreneurs in entire 

sample indicated that they entered a market with many competitors, while 56.2% 

entered markets with few or no competitors. Further 61% of the established 

entrepreneurs indicated entering markets with many competitors and only 39% markets 

with few or no competitors. When, for simplicity, we interpret few or no competitors as 

untapped markets, this distribution suggests that blue oceans (new markets with limited 

competition) and red oceans (“bloody” oceans, with strong competition for a static 

industry profit) do indeed co-exist, as Burke et al. (2008) suggested.  

   Entrepreneurs’ demographic characteristics and competition 

Gender 
 

As described by the GEM research, in most countries, the share of male entrepreneurs 

is much higher than that of female. Empirical evidence can also be found in a GEM 

research report on women and entrepreneurship (Kelley et al., 2015), which revealed a 

clear gender gap in venture creation and ownership activity. In almost all participating 
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GEM countries, the structure by gender reveals that men are more entrepreneurially 

active than women. The gender perspective is important because of the limited 

understanding of the gendered influences of economic development that 

entrepreneurship activity undoubtedly has on society. Women differ from men in their 

experiences because they have different occupations (often less appropriate for self-

employment and entrepreneurship), on-the-job routines, social relationships, and daily 

lives; they also identify and try to exploit business opportunities differently (Širec and 

Močnik, 2012). We expect women to perceive and exploit high competition markets 

rather than low ones in both investigated countries even more so among established 

entrepreneurs investigated group. Thus, our first research hypothesis (H1) reads: 
 

H1: Gender is significantly related to the extent of market competition, with female 
entrepreneurs’ entering markets with rather high competition. 

 
Age 

 

Being entrepreneurial is not exclusive of a specific age group, as confirmed by many 

specialized research works (Isele and Rogoff, 2014; Lévesque and Minniti, 2006). For 

many reasons (a lack of resources among younger persons, a lack of regulatory 

conditions for the entrepreneurial activity of 60+-year-olds), some age groups are less 

evident in entrepreneurial activity, which is a complex policy issue (involving many 

aspects of entrepreneurial framework conditions, like access to finance, taxation policy, 

and retirement policy) (Singer et al., 2015). Various studies show that age has a non-

linear relationship with the likelihood of starting a business and that men are more 

inclined to start businesses than women (e.g., Blanchlower and Oswald, 1998; Klapper 

and Parker, 2010). Across the world, the most dynamic individuals in early stage 

entrepreneurial activity fall within the 25- to 35-year-old age group (Singer et al., 

2015); thus, we expect younger early stage entrepreneurs to perceive and exploit low 

competition markets rather than high ones. The same pattern is expected also for 

established group of entrepreneurs, although we assume their greater concentration 

within more competitive markets. Our second research hypothesis (H2) reads: 
 

H2: Age is significantly related to the extent of market competition, with younger 
entrepreneurs entering markets with rather low competition. 

    Entrepreneurs’ human capital and competition 

Education 
 

Much evidence, at both the country and individual levels, indicates that education plays 

a major role in entrepreneurial activity in that the more educated the person, the more 

likely that person is to start a business and that business to continue to be sustainable 

(Singer et al., 2015). As a rule, countries that invest the most in education also tend to 

be the richest and have the highest rates of growth per capita output. Education, 

including formal schooling, job training and work experience, offers clear benefits for 

individuals. Millan et al. (2011) demonstrated that a higher level of education positively 

affects the average entrepreneur’s performance. When profitable opportunities for new 

economic activities exist, individuals with more human capital—a higher level of 

education—should more effectively identify and develop them. Following this 

reasoning, we expect higher levels of educational attainment to lead individuals to 

perceive and exploit low competition markets rather than high ones. The same pattern 
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is expected irrespective of the company life cycle stage. Thus, our third research 

hypothesis (H3) reads: 
 

H3: Educational level is significantly related to the extent of market competition, with 
higher educated entrepreneurs entering markets with rather low competition. 

 
Entrepreneurial skills 

 

New ventures by definition lack organizational experience, which makes the skills and 

experiences that entrepreneur(s) and their networks bring to a new organization of 

particular importance. Entrepreneurs’ business skills can help compensate for liabilities 

of newness and might therefore facilitate the process of entering the market (Shrader et 

al., 2000). Furthermore, individuals with entrepreneurship-related skills can be in a 

good position to recognize promising market opportunities (Shane, 2003). Perceived 

opportunity and perceived capability (skills) are positively correlated with the level of 

total entrepreneurial activity (TEA) within a certain country (Singer et al., 2015). A 

strong correlation between perceived capability (skills) and TEA indicates how all 

forms of education (formal, informal, non-formal) are important in developing 

entrepreneurial competences. The findings of van der Zwan et al. (2012) went even 

further. They suggested that entrepreneurial skills are slightly more important than 

formal education for finding and exploiting new niche markets (i.e., the blue ocean). 

Thus, our fourth research hypothesis (H4) reads: 
 

H4: Entrepreneurial skills are significantly related to the extent of market competition, 
with higher entrepreneurial skill level of entrepreneurs entering markets with rather 
low competition. 

      Data, variables and methodology 

Data 

 

Research data were derived from the GEM research. Bosma et al. (2012) fully 

explained the GEM study’s content and procedures. Our research data were derived 

from the GEM’s APS for 2014. Table 2 indicates the total number of interviewed early 

stage and established entrepreneurs, 18 to 65 years old, in Slovenia and Croatia as well 

as the data for the grouping variable, indicating the level of competition that 

entrepreneurs face when entering the market. Interviews were conducted using the 

computer-assisted telephone interviewing (CATI) method. Our analysis is based on a 

sample of 467 cases from two countries.  
 

Table 2: Sample Data for Grouping Variable across Two Investigated Countries 

 Competition 

Country 
Many 

competitors 
Few or no 

competitors 
Total 

Early stage entrepreneurs 
Croatia 67 100 167 
Slovenia 60 63 123 
Total (Share) 127 (43.8%) 163 (56.2%) 290 (100%) 
Established entrepreneurs 
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Croatia 50 33 83 
Slovenia 58 36 94 
Total (Share) 108 (61%) 69 (39%) 177 (100%) 

 
Variables 

 

This section describes measurements for all investigated categories drawn from the 

GEM research. We present the grouping variable (i.e., level of market competition) and 

variables analysed (i.e., gender, age, educational level, entrepreneurial skills).  
 
Grouping variable 

 

Early stage entrepreneurs’ extent of competition faced when entering the market is 

measured depending on their answers to the following question: 
 How many businesses offer the same products? Possible answers: many 

(coded as 0) and few or none (coded as 1). 
 
Variables analysed 

 

Variables expected to be associated with the extent of competition that entrepreneurs 

face when entering the market include the following:  

 
 Gender: Respondents indicated their gender: male (coded as 1) or female 

(coded as 2). 
 Age: Respondents chose from two possible categories: 18–34 years (coded as 

1), 35–64 years (coded as 2). 
 Educational level: Respondents chose from two possible categories: secondary 

education or lower (coded as 0) or post-secondary or higher (coded as 1). 
 Skills: Respondents indicated if they had the knowledge, skills and 

experiences required to start a new business: no (coded as 0) or yes (coded as 
1).  

Methodology 

 

The current study utilized quantitative business research methods. An extensive review 

of the literature and empirical research was conducted to determine the current stage of 

knowledge regarding the determinants of competition entrepreneurs are facing when 

they enter the market. To measure the association or correlation between variables, the 

chi-square test was used. The general criterion for accepting the hypothesis is that the 

difference is statistically significant at the 5% level (two-tailed test).  

Results 

Gender 
 

The involvement of women in entrepreneurial activity differs substantially all over the 

world. These differences are the reflection of different cultures and customs regarding 

the involvement of women in the economic activities of individual countries. Within 

our sample the Slovenia’s female participation in established entrepreneurial activity 

was lowest at 29.8%. Croatia reported the highest rate among the female early stage 
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entrepreneurial activity, namely 35.9%. Table 3 presents the share of female and male 

early stage and established entrepreneurs in Croatia and Slovenia. 
 

Table 3: Competition and Gender of Early Stage and Established Entrepreneurs 

 Many competitors Few or no competitors 
Early stage entrepreneurs 
Croatia (n = 167) 
Male (64.1%) 37.4% 62.6% 
Female (35.9%) 45.0% 55.0% 
Slovenia (n = 123) 
Male (66.7%) 43.9% 56.1% 
Female (33.3%) 58.5% 41.5% 
Established entrepreneurs 
Croatia (n = 83) 
Male (65.1%) 54.3% 45.7% 
Female (34.9%) 51.1% 48.9% 
Slovenia (n = 94) 
Male (70.2%) 30.2% 69.8% 
Female (29.8%) 48.8% 51.2% 

 
Our first research hypothesis assumed a significant relationship between gender and the 

extent of market competition that entrepreneurs are facing when entering markets. 

Although on average less females than males enter markets with lower competition 

(i.e., blue oceans), the difference is not significant (p > 0.05). This holds true for both 

countries as well as for both; early stage and established entrepreneurs. The only 

exception are Croatian female established entrepreneurs, who enter low competition 

markets more often than their male counterparts. In all investigated cases males tend to 

enter new niche markets more often, possibly with innovative products. As the 

differences were not significant, we rejected our first research hypothesis (H1).  
 
Age 

 

One can pursue entrepreneurial activity at any age. Over the years, however, the most 

active age group for early stage entrepreneurial activity in all GEM countries has 

proven to be the 25- to 35-year-old age group (Rebernik et al., 2014). Our second 

research hypothesis assumed a significant relationship between age and the extent of 

market competition. We could not confirm any statistically significant differences 

between groups for the entire sample of early stage entrepreneurs or for individual 

countries. But we did confirm statistically significant differences among established 

entrepreneurs—namely, younger established entrepreneurs enter markets with rather 

low competition (χ
2
(1) = 4.749, p = 0.029, φ = Cramer’s V = 0.164). This pattern 

suggests that established entrepreneurs in their younger age are better equipped to find 

and exploit opportunities in new niche markets compared to older established 

entrepreneurs. Table 4 presents the results for both countries. Accordingly, we confirm 

our second research hypothesis (H2) partially. 

 

 

 

 



65 

 

Table 4: Competition and Age of Early Stage and Established Entrepreneurs 

 Many competitors Few or no competitors 
Entire sample  
Early stage entrepreneurs (n = 290) 
18–34 years of age (39.7%) 44.3% 55.7% 
35–64 years of age (60.3%) 43.4% 56.6% 
Established entrepreneurs (n = 177) 
18–34 years of age (16.7%) 43.3% 56.7% 
35–64 years of age (83.1%) 64.6% 35.4% 

 
Human capital: Education and entrepreneurial skills  
 

Numerous studies have proven that individuals who believe to have the capacity, 

knowledge and skills necessary for entrepreneurship more often become involved in 

entrepreneurial activity than those lacking such factors. Thus, entrepreneurship 

education and skills are crucial. Within the entire sample more than 46% of early stage 

as well as established entrepreneurs achieved at least a post-secondary level of 

education. We could confirm the significant relationship between the level of education 

and extent of market competition only for established entrepreneurs for the entire 

sample (χ
2
(1) = 3.986, p = 0.046, φ = Cramer’s V = 0.150), and Croatia (χ

2
(1) = 7.260, 

p = 0.007, φ = Cramer’s V = 0.296). Table 5 presents the results for the entire sample 

and both investigated groups. For early stage entrepreneurs we couldn’t confirm our 

hypothesis but for the group of established entrepreneurs we could confirm, that more 

educated individuals more often than less educated tend to enter new niche markets, 

although their overall percentage (39%) entering less competitive markets is much 

lower than those of early stage entrepreneurs (56.6%). Thus, we partially confirmed our 

third research hypothesis (H3).  
 

Table 5: Education and Competition of Early Stage and Established Entrepreneurs 

 Many 
competitors 

Few or no 
competitors 

Entire sample  
Early stage entrepreneurs (n = 286) 
Secondary education or lower (53.5%) 44.4% 55.6% 
Post-secondary education or higher (46.5%) 42.1% 57.9% 
Established entrepreneurs (n = 177) 
Secondary education or lower (51.4%) 68.1% 31.9% 
Post-secondary education or higher (48.6%) 53.5% 46.5% 

 

We might expect that individuals who are setting up their own businesses or who have 

already started their businesses are more likely to perceive having such entrepreneurial 

skills. Indeed, a large majority of the early stage entrepreneurs (87.4%) and established 

entrepreneurs (87.9%) indicated having the skills, knowledge and experience required 

to establish their own businesses. More (57.8%) of early stage and (40.5%) of 

established entrepreneurs who indicate having entrepreneurial skills enter markets with 

limited competition. The difference for the entire sample is although insignificant. The 

only significant difference between investigated variables we could barely confirm 

were for Croatian early stage entrepreneurs (χ
2
(1) = 3.796, p = 0.051, φ = Cramer’s V = 
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0.151). Thus, we partially confirmed our fourth research hypothesis (H4). Table 6 

presents the results for the entire sample.  
 

Table 6: Competition and Entrepreneurial Skills of Early Stage and Established 

Entrepreneurs 

 Many 
competitors 

Few or no 
competitors 

Entire sample  
Early stage entrepreneurs (n = 285) 
Do not have entrepreneurial skills (12.6%) 58.3% 41.7% 
Have entrepreneurial skills (87.4%) 42.2% 57.8% 
Established entrepreneurs (n = 174) 
Do not have entrepreneurial skills (12.1%) 71.4% 28.6% 
Have entrepreneurial skills (87.9%) 59.5% 40.5% 

Discussion and conclusion 

The current paper has identified features related to Slovenian and Croatian competition 

and early stage as well as established entrepreneurs’ strategies. These entrepreneurs can 

choose to enter new or untapped markets (blue oceans) in which the amount of 

competition they face is limited or enter markets with strong competition (red oceans) 

to capture some of the profits of other entrepreneurs (van der Zwan et al., 2012). Our 

data show that early stage and established entrepreneurs in both countries enter both 

types of markets, but to a very different extent; 56.8% of early stage entrepreneurs 

enter markets in which they perceive limited competition and 43.8% enter markets in 

which they perceive a high number of competitors, whereas only 39% of established 

entrepreneurs enter so called blue markets and 61% strong competitive red markets. 

 

We have investigated several demographic and human capital characteristics of early 

stage and established entrepreneurs that might play a role in finding and exploiting 

niche markets. It appears that female entrepreneurs are overrepresented in markets with 

limited competition, although the difference is not significant, so we rejected our first 

research hypothesis (H1). Our second research hypothesis (H2) assumed that younger 

entrepreneurs enter markets with rather low competition (blue oceans). We did confirm 

statistically significant differences only among established entrepreneurs and partially 

confirm research hypothesis (H2). Younger established entrepreneurs are 

overrepresented in markets with limited competition that might be built upon some life 

and career experiences that help them find blue oceans. We also partially confirmed our 

third research hypothesis (H3), assuming that more educated entrepreneurs tend to enter 

new niche markets. The significant relationship among the investigated variables was 

confirmed for the entire sample only for established entrepreneurs and for Croatian 

established entrepreneurs. Furthermore, those who have entrepreneurial skills appear to 

find and exploit niche markets a bit more often, suggesting that these skills might 

facilitate finding blue oceans. The only significant difference between investigated 

variables we could barely confirm were for Croatian early stage entrepreneurs leading 

us to partially confirmed our fourth research hypothesis (H4). 

 

Overall, certain characteristics of early stage and established entrepreneurs differ 

between investigated countries. The results leave room for further investigation. 
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Policymakers need to bear in mind that human capital specific characteristics could be 

supported and systematically developed. Nurturing them could help to stimulate more 

quality entrepreneurial engagement, since companies willing to innovate, export and 

consequently grow their companies do have many specific needs that must be 

addressed appropriately. Thus, policymakers should focus on encouraging 

entrepreneurship among well-educated individuals with the potential to establish 

innovative, internationally oriented companies. Establishing appropriate incentives and 

promoting role models are crucial tasks. Entrepreneurs differ, and further research is 

needed to distinguish policy instruments for innovative-driven entrepreneurs, 

 

However, we need to address the limitations of our study. First, competition might be 

observed from a variety of aspects. The findings could be replicated using a different 

type of competition. Second, this study utilized GEM data. To present more 

sophisticated results, future research should encompass other national level 

measurements in order to provide more precise distinctions and reasoning behind 

differences within countries. Another interesting avenue for future work on companies’ 

competition might focus on the comparison of regions that differ significantly in the 

level and history of their entrepreneurial activity.  
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Abstract 
 

Corruption is becoming a major problem affecting the establishment and improvement of 

business operations in many countries around the world. It is emphasized in developing 

countries and countries in transition. The paper examines the perception and experience of 

SME owners and entrepreneurs in Serbia on the impact of corruption on the establishment of 

new businesses. It is based on primary research conducted in 2015 on a sample of 250 

entrepreneurs and owners of small and medium-sized enterprises in Serbia. For data collection 

the original questionnaire was used. The subject of this paper is to examine whether corruption 

in Serbia affects the establishment of new businesses and to identify areas important for 

starting a business in which corruption is most present, based on the experience of the owner of 

the existing enterprises and entrepreneurs in Serbia. Also, the subject of this paper is to analyze 

the perceptions and opinions of entrepreneurs on the impact of corruption on the establishment 

of new businesses, and to examine whether the experience of entrepreneurs and their 

perception overlap. The aim is to propose measures that can mitigate the negative effects of 

corruption and, consequently, make environment more supportive for the establishment of new 

enterprises in Serbia. The aim of this article is also to propose measures that can influence the 

attitudes and behavior of the population in Serbia (potential entrepreneurs) to their propensity 

to corruption were less. Key research questions are: a) whether the corruption and how affects 

business start up in Serbia? b) based on the experience of existing owners, what are the areas 

where corruption is most present, which are essential for the establishment of new enterprises? 

c) based on the perception of the owners, what are the areas where the greatest propensity to 

corrupt behavior is present, which are important for the establishment new enterprises? To 

identify the areas important for starting and doing business, classification based on the 

methodology used by the World Bank in the preparation of the report Doing Business Report 

will be used. To obtain answers to these questions statistical methods such as factor analysis, 

MANOVA, Chi-square test will be conducted. It is expected that the areas in which corrupt 

behavior is most present will be identified, in order to defer the implementation of measures 

which can reduce the level of corruption in Serbia, and to make macroeconomic environment 

more actionable for the establishment of new companies and thereby stimulate economic 

development. 
 

Key words: small and medium enterprises, entrepreneurs, start-ups, corruption, factor 

analysis 
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Introduction 

 

Entrepreneurial activity, which is reflected in the launch of new businesses, is one of 

the key driving forces of economic growth. Particular significance of newly established 

enterprises for developing countries lies in the fact that they are very dynamic, quick to 

learn, and rapidly changing (Čučković and Bartlett, 2007), thereby increasing their 

competitiveness, as well as competitiveness of the entire economy (Koster and Kumar, 

2008; Valliere and Peterson, 2009). 

 

However, starting a new business may be affected by a large number of constraints. A 

very serious constraint to starting a new business is to provide start-up capital (Moore, 

Petty, Palich and Longeneker, 2008). Bank loans for start-ups are very often 

unfavorable, due to the high risk entrepreneurial business carries with itself and a long 

period of return on investment in innovation (Shen, Chu and Chun, 2012). In addition, 

entrepreneurs have limited access to capital markets (Sievers and Vandenberg, 2007), 

and ensuring sources of funding can be a serious problem for the development of 

entrepreneurship (Sievers and Vandenberg, 2007). Very often, entrepreneurs have 

difficult access to modern technology and the market, lack information on market 

opportunities, standards and regulations, which may jeopardize the effectiveness and 

efficiency of operations, flexibility, and, ultimately, affect the amount of the profit 

(McLarty, Pichanic and Srpova, 2012). Tax policy, legal and administrative procedures, 

and legislation in the field of entrepreneurship may also be a limiting factor to starting a 

new business. These challenges can be even greater in transitional countries such as 

Serbia, due to the inherited structural and other economic problems of the past. One of 

the serious and all the more pronounced macroeconomic problems of countries in 

transition is corruption. 

 

Corruption in Serbia is becoming more and more pronounced and permeates all spheres 

of economy and society, so that it has some impact on starting a new business. 

Corruption, as “the abuse of public power for private gain” (World Bank, 1997; 

Transparency International, 2016), distorts resource allocation, by transferring it into 

the hands of private elite, which leads to increased inequality and poverty, reduces 

efficiency of the public sector (Misangyi, Weaver adn Elms, 2008), and has a negative 

impact on economic trends, and, therefore, the establishment of new businesses. First of 

all, because of corruption, civil servants, driven by personal benefits, make decisions 

contrary to the public interest, which may increase the costs of establishing new 

businesses, extend the time of incorporation, encourage unfair competition, direct 

financial incentives into the wrong hands, and in a number of other ways act as a 

disincentive to the establishment of new businesses (Budak and Rajh, 2011). However, 

there are claims that corruption can have a positive effect on starting a new business, as 

“greasing” can shorten the time and reduce the costs of starting a new business (Vial 

and  Hanoteau, 2010; Dreher and Gassebner, 2013).   

 

Although it is a very important business segment and a topical issue, the impact of 

corruption on starting a new business is not much studied in literature. Besides, there is 

no significant empirical evidence that the relationship between these phenomena is 

strong and statistically significant. Therefore, the subject of this paper is to examine 

whether corruption affects the establishment of new businesses, and to identify the 

most corrupt areas of importance to start a new business, based on the experience of 
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owners of existing enterprises and entrepreneurs. Furthermore, the subject of this paper 

is to analyze the perceptions and opinion of Serbian entrepreneurs on the impact of 

corruption on the establishment of new businesses, and to check whether experience of 

entrepreneurs and their perception match. The aim is to propose measures that can 

mitigate the negative effects of corruption and thus make environment more favorable 

for start-ups. The aim of this paper is also to propose measures that can influence the 

attitudes and behavior of the population in Serbia (potential entrepreneurs), to reduce 

their propensity to corruption. 

 

The paper will first give an overview of literature on the impact of corruption on the 

establishment of new businesses. The second part of the paper will present starting 

hypotheses and describe models that will be used to check their validity. The third part 

will explain the methodology and present the results. The fourth part will focus on 

discussion of results. The final part of the paper will present concluding remarks and 

recommendations for macroeconomic policy makers. 

 

Literature review 

 

Corruption is the abuse of a position, power, or procedures to achieve some personal or 

group interests. It implies the violation of the established rules, practices, and 

procedures, in order to achieve personal gain, to the detriment of public interest 

(Osuagwu, 2012). In addition to bribery and similar, simpler modalities of corrupt rent-

seeking, sophisticated corruption arrangements may include political financing, conflict 

of interest, lobbying, and privileging, such as recruitment of staff or loyal partner to 

ensure institutional and political support. 

 

Regardless of whether it consists of “small-scale” or “large-scale” arrangements, 

corruption can create plenty of problems in society. First of all, it hinders social and 

economic development through increased inequality and poverty, as bribes and other 

forms of corrupt behavior increase the costs of public services to individuals. At the 

same time, this leads to an increase of resources which the country needs to cope with 

costs and risks of corrupt behavior, reduces state revenues, thus limiting funds available 

to public services such as health, education, and infrastructure (Tanzi and Davoodi, 

1997). Disgruntled civil servants in these services, in order to increase their income, 

receive a bribe and exhibit different behavior towards those who offer and those who 

do not offer bribe, thus affecting the daily life of citizens and the development of the 

business sector (Budak and Rajh, 2011). 

 

Furthermore, corruption increases transaction costs (Budak and Rajh, 2011). Instead of 

performing their core activities and investing in innovation and development, 

enterprises in a corrupt business environment need to spend significant financial 

resources and time to fight corruption, which reduces their effectiveness. At the same 

time, this creates a business environment that discourages the establishment of new 

businesses. 

 

Corruption commission, which is required to enter the market, ensure compliance with 

regulations, cope with excessive bureaucracy, or obtain political cover, increases the 

costs of establishment (Ateljević and Budak, 2010; Aidt and Dutta, 2008). Also, 

potential founders can be exposed to corruption pressure on the market due to unfair 
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competitive advantages acquired by another company which offers a corruption 

agreement to third parties. Newly established companies doing business with the public 

sector use corrupt practices more often because public procurement is particularly 

vulnerable to corruption (Ateljević and Budak, 2010; Grodelanda and Aasland, 2011). 

Therefore, corruption can in different ways be a barrier to starting a new business. 

 

In addition, the presence of corruption, as an integral element of the business 

environment, is becoming part of the national culture and shapes the consciousness and 

behavior of individuals in a country. In countries where corruption is extremely 

pronounced, business people, potential drivers of new business, with experience of 

bribery, justify corruption as a necessary mechanism to complete jobs, and use it at 

every stage of the entrepreneurial process. At the same time, for individuals who have 

aversion to corruption, awareness of the need for any form of illicit behavior can be the 

cause of withdrawal from starting a new business, even when it promises high growth 

rates. This situation may make innovative individuals, who have good ideas for a new 

job or original solutions that can grow into a fast-growing company, give up 

entrepreneurial activities or work in another business environment (where corruption is 

less frequent), which limits the development of entrepreneurship. 

 

Contrary to the claims and arguments that corruption acts as a disincentive to starting a 

new business, there are explanations based on which it can even have a positive impact. 

In countries with a high level of corruption, officials can easily be bribed to issue a 

permit, potentially allowing entrepreneurial activity and, in particular, the company’s 

market entry. Corruption may, for example, also reduce queues in the public service, 

and shorten the time required for starting a new business (Antunes and Cavalcanti, 

2007). Meon and Sekkat (Méon and Sekkat, 2005) summarize arguments in favor of 

the “grease” hypothesis, as a stimulus to starting a new business. First, corruption can 

increase the speed at which bureaucrats issue permits necessary to start a new job, so 

that it stimulates the acceleration of the process (Méon and Weill, 2010). Secondly, 

corruption can increase the productivity of civil servants, as different forms of rent 

(bribe) increase their income and increase their motivation to work, so that they work 

more efficiently (among other things, in the area of registration of new companies). 

 

Empirical studies generally show that corruption has a negative impact on economic 

growth and all economic trends. Campos, Dimova, and Saleh (Campos, Dimova, and 

Saleh 2010) carried out econometric meta-analysis of data from 41 studies (with 460 

estimates), and proved that, with significant variation in explanations and analyses, 

ultimately, corruption has a negative impact on economic development. Meon and 

Sekkat (Méon and Sekkat, 2005) examined the impact of corruption on investment, 

efficiency of state administration, and economic growth on a sample of 63 countries, 

and showed that corruption has a negative impact on each of these elements, but that 

this influence is different in different countries. In further research, Meon and Weill 

(Méon and Weill, 2010) conducted panel analysis of a sample of 69 countries 

(developed and developing), and proved that corruption reduces the overall efficiency 

of the state and brings a variety of adverse effects in the countries in which institutions 

function well, but that it may also have some benefits for the efficiency of state 

administration in the countries where institutions are inefficient. 
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So, empirical research shows that the impact of corruption on the efficiency of public 

administration, public revenues, investment, and other economic elements is mostly 

negative, especially in countries where public institutions are efficient. In countries 

with underdeveloped institutional environment, corruption may bring some benefits, 

but, ultimately, has negative effects. High level of corruption in the business 

environment increases uncertainty and risks of failure, and discourages start-ups. 

Empirical research of the impact of corruption on the establishment of new businesses 

is limited. For example, Campos, Estrin, and Porto (Campos, Estrin, and Porto, 2010) 

focused on a sample of 186 Brazilian companies to examine the key barriers to starting 

a new job. They proved that corruption is a serious barrier to starting a new business 

(entry of new firms); even 70% of managers surveyed believe that corruption is the 

most serious barrier (offered as one of 15 factors) for the establishment of new 

companies. Dreher and Gassebner (Dreher and Gassebner, 2013) used a sample of 43 

countries to check whether administrative procedures affect the establishment of new 

businesses and whether corruption in administrative procedures can encourage or 

discourage start-ups. They proved that a large number of administrative procedures and 

the high initial capital needed to start a business hinder the development of 

entrepreneurship. They also demonstrated that, at the maximum level of regulation, 

corruption increases entrepreneurial activity. In other words, in countries with heavy 

administrative restrictions, corruption can be seen as useful. However, they distance 

themselves and say that this finding should be interpreted with caution, because a 

greater number of entrepreneurs entering the market are not necessarily useful for 

society, especially since research shows that, in developing countries, necessity-based 

entrepreneurship prevails, which does not have a major impact on economic growth 

(Valliere and Peterson, 2009). Furthermore, the limitation of this study is that it does 

not take into account the long-term effects of newly established companies, which 

arose by using corruption, on economic growth, because they might have been formed 

(as “phantom” companies) just to enable corrupt officials to get the rent (if regulations 

effectively block the entry of firms likely to fail, or the ones whose offer of goods and 

services the government wants to stop, then higher entrepreneurial activity can be 

estimated as socially wasteful) (Dreher and Gassebner 2013). Klapper,  Laeven, and 

Rajan (Klapper,  Laeven, and Rajan, 2006) support this thesis in their research. They 

studied the impact of the business environment on starting a new business in Western 

and Eastern Europe, and proved that, in the developed countries of Europe, where all 

regulations are most effectively applied, administrative procedures and corruption do 

not have a great influence on starting a new business. Unlike them, in developing 

countries and in countries with a high degree of corruption, administrative procedures 

have a great influence on starting a new business, and if they increase the cost of 

establishment, potential founders increasingly use various forms of corrupt behavior to 

avoid them and facilitate the process of establishment. 

 

So, there is still no empirical evidence whether corruption affects the establishment of 

new businesses in countries in transition and whether that impact is positive or 

negative. Therefore, the following part will use statistical methods to analyze the 

impact of corruption on the establishment of new businesses, based on a sample of 

small and medium-sized enterprises and entrepreneurs in Serbia. What is more, the 

analysis will also focus on areas where corruption is most present in Serbia, which are 

important for starting a new business, based on the experience of entrepreneurs. 
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Model and hypotheses 

 

The above studies suggest that corruption has become one of the leading global 

problems, which is fatal for most social and economic segments, and, thus, the 

establishment of new businesses. However, corruption is not equally represented in all 

countries of the world, so its influence on starting a business and other economic trends 

is not the same in all countries and regions. One of the reports that monitors the level of 

corruption at the national level is the Global Corruption Perceptions Index (CPI – 

Corruption Perceptions Index), published by Transparency International.This index 

measures the degree to which corruption is perceived in the public sector (corruption of 

government officials and public servants), on the basis of studies that examine expert 

opinions of representatives of institutions and business people
15

. Although this index is 

often used in empirical studies to monitor corruption, there are certain methodological 

problems. By 2011, the methodology applied relied on the scoring in the range of 0 to 

10, while in 2012 the methodology changed and introduced scoring from 0 up to 100.  

 

Another often used indicator of corruption is contained in the reports of the World 

Bank on monitoring competitiveness (The Global Competitiveness Report) (Schwab, 

2016). These reports, in addition to factors used to calculate the index of 

competitiveness of each country, analyze the most problematic factors for doing 

business in the analyzed countries. One of the 15 identified factors that may be 

problematic for doing business in some countries is corruption
16

. From the list of 15 

factors, respondents in each country were asked to choose the five most problematic for 

doing business in their country and to rank them from 1 (most problematic) to 5 (least 

problematic). Histograms in the annual report show how the respondents evaluated 

factors with respect to their ranking. 

 

Both reports point to the fact that corruption has not spared any country in the world no 

matter how the world has become modern and prosperous. Yet it is extremely 

pronounced in transition countries which include most of the countries of the Western 

Balkans, as can be seen in the following table: 

 

Table 1: Corruption Perceptions Index in the countries of the Western Balkans in 

the period from 2005 to 2015 

Country 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Albania 2.4 2.9 2.9 3.4 3.2 3.3 3.1 33 31 33 36 

Bosnia and 

Herzegovina 

2.9 2.9 3.3 3.2 3.0 3.2 3.2 42 42 39 38 

Croatia 3.4 3.4 4.1 4.4 4.1 4.1 4 46 48 48 51 

Macedonia 2.7 2,7 3.3 3.6 3.8 4.1 3.9 43 45 44 43 

Montenegro 2.8 3.0 3.3 3.4 3.9 3.7 4 41 44 42 44 

Serbia 2.8 3.0 3.4 3.4 3.5 3.5 3,3 39 42 41 40 

Source: Transparency International, 2016, http://www.transparency.org 

                                                           
15

 According to this index, countries with the lowest level of corruption in 2016 are Denmark, Finland, and 

Sweden, while in North Korea, Somalia, Afghanistan, and Sudan, corruption is most present. 
16

Other factors are: access to financing, inefficient government bureaucracy, political instability, poor work 

ethics, government instability, inadequate infrastructure, tax rates, inadequate education of labor, complexity of 

tax regulations, crime and theft, regulations on foreign currencies, restrictive labor regulations, lack of 

innovative capacity, inflation, and poor state health. 

http://www.transparency.org/
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The Western Balkans is seen as a region with high level of corruption. Corruption is 

seen as a major obstacle to investment in the region and for efficient operations 

(EUROCHAMBRES, 2009). Reports on corruption show that corruption is high in all 

countries of the Western Balkans, and that no country has met the criteria in the fight 

against corruption. Although there is a common view on the regional presence of 

corruption and its negative impact on the development of the business sector, there are 

significant differences in the business environment. In this paper, the focus will be on 

Serbia, as one of the countries of the Western Balkans countries in which corruption is 

extremely pronounced. 

 

Corruption in Serbia is present in all aspects of business life. It most often refers to 

bribery, as a form of petty corruption, which continues to be a daily reality in Serbia 

and has a significant impact on the relationship of citizens with government officials
17

. 

In addition to bribery of government officials, there is “business-to-business” bribery, 

aimed at obtaining some benefit
18

. Approximately one in seven companies pay bribe to 

secure better prices (14.7%), in 8.8% of cases in order to obtain specific information, 

and in 7.1% of cases to enter into a contract
19

 (Bisogno, Jandl, Motolinía Carballo and 

Reiterer, 2013). Each of these forms of bribery creates unfair competition that hinders 

the operations of business entities that do not use bribery, but at the same time creates 

an unhealthy business environment that discourages the establishment of new 

businesses. 

In order to change this situation and reduce the level of corruption, Serbia has adopted a 

large number of laws and engaged a number of agencies to take care of their 

implementation. However, despite the presence of all these regulations and authorities, 

corruption in Serbia is still very pronounced. The reason for this is the fact that the 

adopted anti-corruption laws are not respected much, and anti-corruption organizations 

(Anti-Corruption Council and Anti-Corruption Agency) have little power of influence. 

It is encouraging that some studies point out that the reduction of corruption occurs 

where intensive reforms have been carried out. As a result, the level of corruption in 

Serbia (expressed by Corruption Score) varies from year to year, as seen in the 

following table: 

 

 

 

                                                           
17

The average level of bribery in Serbia amounts to 6.6% (citizens’ transactions with state officials). Payment 

can take various forms: money, goods, food and drink, valuables, or explicit exchange of benefits. In the Serbian 

business world, cash payments, as well as the provision of food and drink, are the most important forms of bribe 

among private sector entities, as well as between businesses and public officials. However, an exchange of 

benefits also plays an important role when it comes to illegal deals between business people. 
18

 In contrast, more than one-third (36.4%) of cases involves some kind of request. Bribe is given after being 

requested explicitly (27.7%) or implicitly (4.1%), while in 4.6% of cases, a third party is associated with the 

request for bribe. It is notable that bribe is mostly paid after delivery of goods or services concerned (56%), 

while about one-quarter (26.8%) is paid before the service. Furthermore, 7.2% is paid at the same time or one 

part before and one part after the service, and almost every of ten (9.9%) business representatives does not 

remember when the bribe was delivered. 
19

Economic sectors in which bribery is most common are: production of electricity, gas, and water supply sector 

(8%), construction sector (7.3%), wholesale and retail trade (6.1%), and tourism (5%). 
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Table 2: Corruption Score for the Republic of Serbia in the period 2006-2015
20

 

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Corruption 

Score 

9.22 n.a. 12.2 14.3 16.0 14.2 12.5 13.8 11.9 10.0 

Source: World Economic Forum, The Global Competitiveness Report 2006-2007; 

2007-2008; 2008-2009; 2009-2010; 2010-2011; 2011-2012; 2012-2013; 2013-2014; 2014-

2015; 2015-2016 

 

As the table shows, the level of corruption in Serbia in the period 2009-2013 grew, then 

somewhat decreased in the last two years, though it is still high, especially in relation to 

the results of the developed countries in the same report. Corruption creates an unstable 

business environment that discourages the establishment of new businesses and their 

development. Business environment is very complex, and a large number of different 

factors in the business environment affect the creation and development of enterprises 

and entrepreneurs. A large number of international institutions carry out analyses of the 

business environment, which, in accordance with the needs, issue different reports. 

Doing Business Report is a very reliable one, which is published each year by the 

World Bank, to monitor conditions for the establishment and development of 

businesses in 189 countries. This report analyzes 11 areas (World Bank, 2016, p. 20): 

 

 Ease of starting a business, 

 Obtaining construction permits, 

 Obtaining electricity connection, 

 Property registration, 

 Getting a loan, 

 Protection of the rights of minority investors, 

 Payment of taxes, 

 Cross-border trade, 

 Compliance with the contract, 

 Elimination of insolvency, and 

 Regulation of the labor market. 

 

The first area, which is the most relevant for this paper, refers to the ease of starting a 

new business, which is monitored on the basis of: minimum amount of initial capital 

required, number of procedures, time and costs required for setting up a business. The 

following three areas are also significant for this paper, because they are associated 

with the establishment of the company. Obtaining construction permits is essential for 

new facilities required to start a business. The focus in this area is on procedures, time 

and costs for the construction of facilities, including obtaining necessary licenses and 

permits, submitting all necessary application forms, asking for approvals, visits of all 

the necessary inspections, and obtaining utility connections. For our work, obtaining 

electricity connection and registering property are also important, so the emphasis is on 

the procedure, time and costs required to obtain a permanent electricity connection for 

                                                           
20

2007-2008 Report does not have data on Serbia available. 2006-2007 Global Competitiveness Report contains 

data for Serbia and Montenegro, which were then in the state union. However, due to the fact that the Republic 

of Serbia is much larger and has much more economic entities than the Republic of Montenegro, we believe that 

the presentation of data on the state union for the period 2006-2007 cannot be a limiting factor in our study. 
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newly constructed buildings, as well as time and cost required for registering property. 

Other areas in the said report are mostly relevant to the operations of existing 

businesses. The following table shows the ranking of countries in the Western Balkans 

for each of these areas. 

 

Table 3: The global position of the Western Balkans countries in 2016 by certain 

segments important for starting a business, as estimated by the World Bank 

Countries Rank 
Establishment 

of enterprise 

Obtaining 

construction 

permits 

Obtaining 

electricity 

connections 

Registering 

property 

Getting a 

loan 

Slovenia 29 18 71 35 36 126 

Croatia 40 83 129 66 60 70 

Romania 37 45 105 133 64 7 

Montenegro 46 59 91 163 79 7 

Serbia 59 65 139 63 73 59 

B&H 79 175 171 119 97 42 

Albania 97 58 189 162 107 42 

Macedonia 12 2 10 45 50 42 

Bulgaria 38 52 51 100 63 28 

Kosovo
21

 66 47 136 124 32 28 

Source: World Bank (2016), Doing Business Report 

 

As the table shows, in Serbia in 2016 all areas related to starting a business were ranked 

lower than the overall ranking of Serbia. This means that there are more barriers to 

launching than for the development of business. The lowest-ranked area in Serbia 

associated with business start-up is obtaining construction permits (139
th

 place), 

followed by property registration (73
rd

 place), incorporation (65
th

 place), and the best 

ranked area relates to obtaining electricity connection (63
rd

 place). The existence of 

these barriers is mainly the government’s responsibility, and they are a window for 

corruption. 

Proceeding from the above data, the starting hypothesis of our work is: 

H1: Corruption can have a major impact on the launch of a new business and the 

number of newly established enterprises and entrepreneurs in Serbia. 

The first hypothesis (H1) will be tested using the method of correlation and regression 

analysis based on data time series for the period 2006-2015. The number of newly 

established enterprises and entrepreneurs (data from Annual Reports provided by 

Serbian Business Registry Agency) will be the dependent variable, whereas the 

Corruption Score (from the Global Competitiveness Report for Serbia, per year) will be 

an independent variable. 

 

The data for the dependent variable, the number of newly established enterprises and 

entrepreneurs in the Republic of Serbia for the period 2006-2015, is given in the 

following three tables. 

  

 

 

                                                           
21

 Although Kosovo has noted, we must emphasize that it is an integral part of the Republic of Serbia on the 

basis of the Resolution of the United Nations. 
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Table 4: Number of newly established enterprises in the Republic of Serbia in the 

period 2006-2015 

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Number of 

newly 

established 

enterprises 

11542 11971 11502 10041 9473 8471 8649 8737 8210 8183 

Source: BRA, Annual Reports for years: 2006, 2007, 2008, 2009, 2010, 2011, 2012, 

2013, 2014 and 2015 

 

Table 5: Number of new entrepreneurs in the Republic of Serbia in the period 2006-

2015 
Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Number of 

new 

entrepreneurs 

46543 48584 44054 39397 35306 32241 30211 30932 29388 33436 

Source: BRA, Annual Reports for years: 2006, 2007, 2008, 2009, 2010, 2011, 2012, 

2013, 2014 and 2015 

 

Table 6: Number of new business entities (enterprises and entrepreneurs) in the 

Republic of Serbia in the period 2006-2015 (the sum of the previous two tables) 
Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Number of 

new 

business 

entities 

58085 60555 55556 49438 44779 40712 38860 39669 37598 41619 

Source: Authors, based on data from BRA, summing up the data on enterprises and 

entrepreneurs
22

 

 

Independent variable: Data on Corruption Score from the Global Competitiveness 

Report (World Economic Forum) for the Republic of Serbia, per year 

 

Table 7: Corruption Score for the Republic of Serbia in the period 2006-2015 

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Corruption 

Score 

9.22 n.a. 12.2 14.3 16.0 14.2 12.5 13.8 11.9 10.0 

Source: World Economic Forum, The Global Competitiveness Report 2006-2007; 

2007-2008; 2008-2009; 2009-2010; 2010-2011; 2011-2012; 2012-2013; 2013-2014; 2014-

2015; 2015-2016 

 

Corruption can affect a large number of segments significant for starting a new 

business, such as time and cost of incorporation, time required for obtaining 

construction permits, time required for obtaining electricity connection, time required 

for registering property, securing favorable sources of financing, etc. 

 

                                                           
22

 We must note that the number of new business entities includes both SMEs and large enterprises (BRA report 

does not distinguish business entities by size). However, given that the share of SMEs in the total number of 

business entities in Serbia is high (over 95%), we believe that this cannot be a limiting factor in our study. 
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In general, regulation and administrative procedures are key areas in which the interests 

of business people and civil servants sharply contrast each other, and where a variety of 

opportunities for corruption occur. The higher the number of procedures necessary for 

incorporation, the greater the opportunity for public officials to respond to corrupt acts 

and the greater the likelihood that the potential founders of enterprises and 

entrepreneurs will engage in corruption with a desire to “accelerate” things. In Serbia, 

if individuals decide to start their own business, the first problems and difficulties may 

arise when registering businesses due to overly complicated and lengthy administrative 

procedures. In order to mitigate the negative effects of complex administrative 

procedures (reduce costs and shorten the time of incorporation), a number of 

entrepreneurs in Serbia try to solve the problem by using different forms of corruption. 

In recent years, the process of registering new companies has become much easier, and 

the time required for incorporation shortened. Amendments to the Law on Enterprises 

and the Law on Private Entrepreneurs simplified registration procedures, since the 

previous inspection control, needed to commence operations, has been replaced by 

regular inspection of the greatest number of activities. Furthermore, costs of 

incorporation have been reduced. However, the problem can occur if incorporation 

requires permit to build new facilities or various other permits. 

 

Significant problem in connection with business start-up lies in obtaining construction 

and zoning permits for the construction of buildings, which entrepreneurs often face 

when they need to expand their business or build new production capacity and office 

space. New legislation has been passed in order to significantly accelerate and simplify 

this procedure. However, as is the case with a large number of new regulations, 

development and their proper application in practice take time, which creates numerous 

obstacles. This may make the process of establishing a new company significantly 

more expensive and prolonged. This is especially the case if it is necessary to obtain 

multiple permits from different administrative bodies. The problem is further 

complicated by the fact that property relations in the cadaster in Serbia are not well-

arranged. Because of all these problems, the process of establishing enterprises and 

entrepreneurial businesses may take several years. To speed up the process, a large 

number of potential entrepreneurs resort to various forms of corrupt behavior, 

especially bribing civil servants. This leads to an increase in costs of incorporation, but 

also to the creation of a bad perception of the possibility of establishment among people 

(including potential entrepreneurs). 

Similar problems occur with obtaining electricity connections, where there is also a 

large number of different procedures, which provide opportunities for manipulation. 

Entrepreneurs and owners of SMEs, to get the most favorable conditions for obtaining 

electricity connections, often use different forms of corrupt behavior. 

 

So, the presence of a large number of administrative restrictions in Serbia creates the 

potential for corruption. Research of the United Nations Office on Drugs and Crime 

(Bisognio et al., 2013) shows that of all the companies that had contacts with civil 

servants in the period of 12 months before the research, 17% paid bribe to a 

government official, which is a high percentage. According to research, the most 

common reason why enterprises pay bribe is to speed up the procedure related to 

obtaining construction permits (40.3% of all paid bribes), which shows that, due to the 

poor business environment and widespread government intervention, corruption in 

Serbia is mainly there to exercise rights, i.e. make national administration perform its 
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duties in implementing such widespread government intervention. This view is 

confirmed by the finding that nearly a quarter (23.4%) of paid bribes had no specific 

purpose for companies that paid for them, suggesting that this is a kind of investment in 

the so-called friendship with government officials for the benefit of future, unspecified 

services, apparently aimed at accelerating administrative procedures (Bisognio et al., 

2013). 

 

Extremely serious problem in the establishment of enterprises in Serbia is to provide 

initial capital, so that obtaining favorable loans for beginners or grants plays a very 

significant role. However, corruption in this area can have a dramatic impact as well. 

The high rate of corruption leads to much less benefits to the development of 

entrepreneurship than is possible, because favorable sources of funding hardly reach 

entrepreneurs with the greatest growth potential, but get lost in “phantom companies” 

that are created for getting corruption rents. Also, corruption can have a major impact 

on the interest of potential entrepreneurs to invest. Research shows that, in Serbia, 9.2% 

of SMEs have decided not to invest in major development projects, out of fear that they 

will have to pay bribes in order to achieve the desired goals (Bisogno et al., 2013). 

Taking into account that only a small part of SMEs are able to provide for higher 

investment, it can be concluded that corruption has a very negative impact on the 

development of SMEs. Therefore, corruption can affect business start-up through a 

number of different factors. 

Bearing the above in mind, the second hypothesis, which is then decomposed into three 

sub-hypotheses, is as follows: 

 

H2: Key factors through which corruption affects business start-up are: provision of 

initial capital, costs and time of establishment of enterprises and entrepreneurial 

businesses. 

H2a: Since the provision of initial capital is identified as the biggest problem in the 

establishment of new SMEEs in the Republic of Serbia, the allocation of funds that the 

state provides as subsidies and grants for the establishment of SMEEs has the greatest 

impact on the establishment of new small and medium-sized enterprises and 

entrepreneurial businesses. 

 

H2b: In view of the large number of pending cadastral issues in the Republic of Serbia, 

the most significant impact of corruption on the establishment of SMEEs, in terms of 

the time factor, comes from the length of time needed to register property. 

H2c: The most significant impact of corruption on the establishment of SMEEs, in 

terms of costs, comes from costs of obtaining construction permits. 

 

A very important aspect of the impact of corruption on the establishment of SMEs is 

the fact of the generation of negative perceptions of the business environment on the 

part of potential founders, who develop fear. 

 

As is known, perception is the basic factor for shaping economic behavior of business 

entities. The perception of a favorable business environment, for example, creates an 

expectation of a positive return on investment, which is why entrepreneurs and 

businesses are more inclined to invest than in a negative business environment. In order 

to effectively carry out their economic activities and to achieve business goals, 

entrepreneurs require a business environment with the right conditions to enable them 
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to be productive and profitable. These conditions include the rule of law for the 

enforcement of contracts, certainty, the necessary regulatory framework, and 

functioning infrastructure. On the other hand, the absence of these conditions, or the 

presence of factors harmful to the business climate, is an obstacle to business and 

prevents the private sector from prospering and developing its full potential. 

 

In Serbia, due to high level of corruption, there is a very negative perception of the 

population towards the business environment. People (including potential 

entrepreneurs) believe that the business environment is extremely negative for the 

establishment and development of new businesses. Even more so, entrepreneurs 

perceive corruption as the fifth obstacle to their business activities (in addition to 

exchange rate fluctuations, complicated tax procedures, frequent changes in laws and 

regulations, and political instability) (Bisogno et al.,  2013)
23

. Unfortunately, 

experience shows that the perception of the impact of corruption is not wrong. Bearing 

the above in mind, the third hypothesis is: 

 

H3: There is no statistically significant difference between the perceived fields of 

corruption affecting the establishment of SMEEs in Serbia and data based on their 

actual experience. 

 

Research methodology 

 

The study research consists of three parts. First, the methods of correlation analysis are 

used to examine whether there is a statistically significant correlation between 

corruption and the number of newly established enterprises and entrepreneurs in Serbia. 

The second part of the research relates to the application of factor analysis to identify 

the key factors through which corruption affects business start-up in Serbia, based on 

the perception of the surveyed entrepreneurs. The last part of the analysis uses Chi-

squared test to check the compatibility of perception and experience of the surveyed 

entrepreneurs about the impact of corruption. 

 

To identify factors through which corruption mostly affects the establishment of new 

enterprises, primary research was conducted by interviewing entrepreneurs 

 

The sample included 250 entrepreneurs and SMEs, and 33.2% came from the 

manufacturing sector, 50.4% from the trade sector, 12.4% from the services sector and 

4% of businesses classified as other. Considering the number of employees, 51.6% of 

enterprises in the sample were with less than 10 employees, 32.4% of enterprises have 

between 10 and 50 employees and 16% of the companies in the sample were with more 

than 50 employees. In terms of manager’s age structure, 8% of managers in the sample 

were under 25 years old, 12.4% between 25 and 35 years, 38% between 35 and 45, than 

33.6% between 45 and 55, and 8% of managers were over 55 year old. 
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 Corruption is considered a major obstacle for more than half (52.5%) of business people, after exchange 

fluctuations (77.8%), complicated tax laws (61.2%), frequent changes in laws and regulations (59.3%), and 

political instability (52.7%). 
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Results and discussion 

 

Table 8 presents the results of correlation and regression analysis for variables used in 

the study. For statistical analysis, SPSS statistical software (version 17.0) was used. 

 

Table 8: Correlation and regression analysis
a 

Parameter Value Sig. 

(Constant) 68727.076 .002 

Corruption Score -1775.699 .007 

R 0.455 .007 

R Square 0.207 - 

a. Dependent variable: Number of new business entities 

Source: Authors 

Based on data in Table 8, we find that between the dependent variable, Number of 

newly established enterprises in the Republic of Serbia, and the independent variable, 

Corruption Score, there is a medium strong indirect correlation, which is statistically 

significant. This means that, with the increase of Corruption Score, there is a decrease 

in the number of new business entities and vice versa. Also, according to the regression 

coefficient in the linear regression model, the rise of Corruption Score by one index 

point leads to a reduction in the number of newly established enterprises in the 

Republic of Serbia by 1776. The model explains 20.7% of variance in the number of 

newly established enterprises by the value of the variable Corruption Score. This has 

confirmed the first hypothesis. In other words, increased level of corruption in Serbia 

reduces the number of business start-ups, i.e. the number of newly established 

enterprises and entrepreneurial businesses in the Republic of Serbia. 

 

In order to prove other hypotheses, we used the results of a survey of owners of small 

and medium-sized enterprises and entrepreneurs in our sample. Entrepreneurs and 

owners of SMEs from the sample were asked to score from 1 to 5 (where 1 means: 

Strongly disagree, and 5: Strongly agree) the offered statements about whether 

corruption affects individual segments essential for starting a business referred to in the 

Doing Business Report. As stated above, this Report provides for a large number of 

areas that can be monitored based on several indicators, so that 14 questions and 

answers were obtained regarding attitudes about the impact of corruption on business 

start-ups. To identify the key areas, factors were grouped. In this regard, factor analysis 

was conducted. By checking the preconditions for the implementation of factor analysis 

procedures, we found that the values in the correlation matrix were for the most part 

above 0.3, while KMO statistic was 0.718 (Table 9), and Bartlett’s test of sphericity 

reached statistical significance, indicating factorability of correlation matrix. Principal 

components analysis indicates the presence of three components with characteristic 

values over 1, which explain 77% of variance. Also, Scree Plot analysis found a clear 

braking point on the third component, so we opted for a three-factor approach. 

 

In order to facilitate the interpretation of the identified three components, Direct 

Oblimin rotation was conducted. Rotation method revealed that all three components 

have a large number of high weight factors and all variables exhibit significant weights 

at only one of the components (Table 11). According to these results, it can be seen that 

there are three main groups of factors concerning the impact of corruption on the 
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establishment of new businesses. The first group includes factors related to time, the 

second those related to costs, and the third involves factors related to investment 

(capital) required to start a business. 

 

Table 9: Pattern Matrix
a 

 Component 

Time Costs Capital 

Corruption affects time to obtain construction permits -.876   

Corruption affects time to register property -.828   

Corruption affects time to make court decisions -.787   

Corruption affects time of incorporation -.786   

Corruption affects time required to obtain electricity 

connections 

-.777   

Corruption affects time of customs clearance of goods -.635   

Corruption can affect costs of obtaining construction 

permits 

 .950  

Corruption can affect costs of goods clearance  -.864  

Corruption can affect costs of registering property  .834  

Corruption can affect costs of obtaining electricity 

connections 

 .824  

Corruption can affect costs of incorporation  .705  

Corruption affects better information basis about 

favorable sources of financing 

  .868 

Corruption helps in obtaining subsidies, grants    .894 

Corruption can affect getting a loan to start a business   .414 
Extraction Method: Principal Component Analysis. 

Rotation Method: Oblimin with Kaiser Normalization.
a 

a. Rotation converged in 6 iterations. 

Source: Authors 
 

The table shows that the highest factor loading in the group related to costs (0.950) and 

in the group related to time (-0.786) belongs to the effect of corruption on obtaining 

construction permits. Thus, various forms of corrupt behavior can affect the shortening 

of time needed to obtain construction permits, but increase the costs of obtaining them, 

because, in addition to paying official state taxes, one needs to pay rent to civil 

servants. This points to the fact that obtaining construction permits is the most 

problematic area in Serbia (as confirmed by the data given in the Doing Business 

Report), along with a large number of administrative procedures, which creates room 

for corruption. It is positive that the launch of a large number of jobs does not require 

construction permits (since a large number of entrepreneurs use existing facilities), so 

that the impact of this segment is not very strong. However, in areas where starting a 

new business requires a large number of construction permits, especially in new 

innovative activities (such as, for example, the construction of facilities for the 

production of electricity from renewable sources), obtaining construction permits can 

significantly prolong the process of starting a new business, which encourages 

numerous investors to use different forms of corrupt behavior or give up the job. 

 

The situation is similar with the registration of property, factor loading in the group 

related to time being the second by weight (0.828), and in the group related to costs the 



85 

 

third (0.834). This is due to the pending cadastral issues that are typical for Serbia. 

Therefore, it often takes a lot of time to determine the origin of property and transfer it 

to potential entrepreneurs, which is essential when starting a new business in new 

commercial buildings. To save time, a large number of investors opt for different forms 

of corrupt behavior, but it also increases costs because of the payment of corruption 

rent. Because of all these problems with obtaining construction permits and registering 

property, the average time to start a new business gets longer, so entrepreneurs use 

corruption, the factor loading of the impact of corruption on the establishment of new 

businesses being the fourth. When it comes to costs, impact of corruption on the costs 

of customs clearance of goods and materials is significant, which can reduce the costs 

of incorporation (because bribing customs officers leads to lower tariffs than the 

anticipated) if the equipment and raw materials needed to start a business are imported 

from abroad. 

 

Finally, corruption has a significant influence (0.894) on obtaining subsidies, grants, 

and other favorable sources of financing aimed at business start-ups, as well as 

obtaining information about tenders for granting favorable sources of financing. This is 

a very big problem due to the fact that the provision of initial capital represents the 

most serious constraint to the development of entrepreneurship in Serbia, having in 

mind the fact that Serbia gives a relatively small amount of incentives. Due to 

corruption, even this small amount of incentives, which is aimed at beginners, goes into 

the wrong hands, i.e. to entrepreneurs whose business does not promise high added 

value and employment of new workers, or even transforms into a corruption rent, while 

potential entrepreneurs with great ideas based on identified market opportunities cannot 

turn them into a job due to lack of capital. 

 

In order to test whether the perception of entrepreneurs coincides with their actual 

experience, we analyzed first the experience of entrepreneurs related to corrupt 

behavior. First, the analysis focused on the experience of entrepreneurs in relation to 

various forms of corruption, followed by the comparison of experience and perceptions. 

When asked in the  uestionnaire: “If, at the establishment of an 

enterprise/entrepreneurial business, you were in a situation to use some form of corrupt 

behavior, what did it refer to”, the following results were obtained: 
 

Table 10: Share of different forms of corrupt behavior 

 Frequency Percent 

% based on the form of 

corrupt behavior 

Did not use corruption 101 40.4  

Incorporation 10 4.0 6.7 

Construction permit 21 8.4 14.1 

Electricity connection 10 4.0 6.7 

Registering property 44 17.6 29.5 

Subsidies 53 21.2 35.6 

Customs 11 4.4 7.4 

Total 250 100.0 100.0 

Source: Authors 
 

As the Table shows, as much as 60% of entrepreneurs surveyed used some form of 

corrupt behavior in the establishment of the company, which means that corruption in 
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this area is extremely pronounced. The largest number of entrepreneurs and owners of 

SMEs (35.6%) used corruption for obtaining subsidies and other forms of incentives. 

Other areas in which a large number of entrepreneurs used some form of corruption are 

registering property (29.5%) and obtaining construction permits (14.1%), while the 

presence of corruption was the lowest in areas related to customs clearance of goods 

and materials, obtaining electricity connections (6.7%), and incorporation (6.7%). At 

first glance, the experience of entrepreneurs and their perceptions do not match, but, if 

one takes into account the fact that a large number of entrepreneurs do not need 

construction permits and do not need to register property, which are, in the opinion of 

entrepreneurs, areas where corruption is the highest, obtaining subsidies remains an 

area where corruption is the most common, and that is important for all entrepreneurs 

alike. To check whether this claim is statistically significant, multiple regression and 

correlation of perception and experience of entrepreneurs were carried out. The 

obtained results are shown in the following table: 

 

Table 11: Correlation 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .586
a
 .343 .111 2.126 

Source: Authors 

 

Analysis of the correlation of perception of entrepreneurs towards certain aspects of 

corruption before starting a business, on the one hand, and the experience they had 

during the process of starting a business, on the other hand, revealed a high degree of 

direct quantitative correlation (multiple correlation coefficient has the value of 0.586). 

 

Conclusion and proposed measures to policy makers 

 

Our research has shown that corruption is present in Serbia to a very large extent (about 

60% of respondents in our sample used some form of corrupt behavior when starting a 

business). Also, the results of correlation analysis showed that the increase of 

corruption is correlated with a reduction in the number of new jobs in Serbia, and this 

correlation is statistically significant. Areas important for starting a business in which 

corruption is most present are obtaining subsidies, grants, and other favorable sources 

of financing for starting a business, issuing construction permits, and registering 

property. The presence of corruption in these and many other areas of importance for 

starting a business can affect the time needed to start a business, the costs of 

incorporation, and provision of initial capital. Since each of these factors is extremely 

important for the founding process, corruption is a very important factor that may 

discourage the launch of new businesses. 

 

Some of the key reasons of corruption in Serbia are: non-transparent laws and 

regulations, inefficiency of administrative services (in charge of issuing permits and 

property registration), courts, customs authorities, the lack of severe sanctions for 

unethical behavior of employees in public institutions, and the like. To change the 

situation, it is necessary to implement a large number of different measures (Bisognio 

et al., 2013). First of all, measures and policies for the elimination of corruption as an 

obstacle to starting a new business in Serbia should focus on introducing harsh 

sanctions for abuse of power and promoting transparency and openness of public 
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services, in particular when approving subsidies, grants, and other favorable sources of 

financing aimed at launching new business, when issuing construction permits and 

registering property. For example, the increased transparency of the procedures of 

granting subsidies from the state funds would increase the possibility of disclosure of 

corrupt activities and sanctioning of employees in the public services. This would raise 

the transaction costs of manipulation so that the misuse of a public authority would not 

yield good results, and the funds intended for the development of entrepreneurship 

would come into the right hands. 

 

A very important measure is the consistency of the government in implementing 

measures aimed at eliminating corruption. Governments must demonstrate their 

commitment to fight corruption, both through adoption and implementation of various 

rules and regulations, stricter sanctions, personal example (the practice of public 

enterprises and transactions of local authorities), and by promoting the transparency of 

corporate social responsibility, etc. It is vital to gain confidence in institutions and 

encourage business people and employees in the public services to report cases of 

corruption. 

 

What is more, a very important group of measures is related to raising awareness of the 

harmful effects of corruption. An important role in this regard can be given to the 

media. The role of the media can be seen in the support to relevant institutions and 

organizations that implement anti-corruption measures. Also, one of the possible 

measures could be to promote codes of conduct in business associations or industry 

sectors. This approach ensures that companies will not lag behind in relation to their 

competitors in the industry involved in corruption. Furthermore, given the whole range 

of standards, the impact on the business environment will be much higher. Useful 

measure could be the introduction of an anonymous phone line to report realized 

corrupt activities or attempts in their implementation. In this regard, significant support 

can come from clusters and other business associations of SMEs, which gather small 

and medium-sized enterprises in a particular geographic area. Business associations can 

help small and medium-sized enterprises in collecting information on reported acts of 

corruption, and in filing complaints to committees in various industrial sectors. Non-

governmental organizations can also help in the fight against corruption, by 

implementing research, publishing information, education, and awareness-raising. 

These measures can help Serbia build a more stimulating and stable environment that 

would encourage starting new businesses and economic development, and not limit 

them. 
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Abstract  

 
In this paper, we try to explain the causes of the deterioration of the two banks in the Republic 

of Srpska, consequences and deficiencies in the system of safety nets. The reasons are found in 

present moral hazard and numerous criminal activities, poor corporate governance system. 

System safety net has numerous disadvantages ranging from lack of independence of bank 

supervision to poor coordination framework in the system safety net. The consequences of the 

deterioration of the bank are in huge losses to be borne by uninsured depositors and taxpayers 

whose funds fall through unsucsesful nationalization of failed banks and public funds as 

deposits in failed banks. Relationship political parties, governments, tycoons, managers and 

owners of banks through a strong system of informal connections within the unformal 

institution are observed cases were stronger than formal institutions. It turned out that there 

are adequate legal framework nor an institutions that would deal with resolution of banks. 

Ahead a number of interventions and improvements in the system of formal institutions and the 

system of protection and resolutions banks. 
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Introduction 

 

In this paper we deal with the causes and consequences of recent bank failures in the 

Republic of Srpska. We analyzed each case and examined the role of institutions of 

supervision and regulation of banks. Then we review the  safety net system of domestic 

banks. At the end we tried to outline the domestic socio-economic context that is 

indispensable in the search for the causes of the problems in the domestic banking 

sector. 

 

Methodology 

 

In this paper we have started from the hypothesis that degradation even individual 

banks, it can cause panic and shake the stability of the entire system. The failures of 

individual banks and their eventual rescue or rehabilitation may cause such significant 

consequences  for taxpayers. Therefore, we tried to investigate the causes of recent 

bank failures in the Republic of Srpska (Bosnia and Herzegovina, B&H) , extending  

the observed pattern in an effort to spot some common elements in all these cases. In 

doing so, we started from the fact that banks operating in Republic of Srpska if not 

identical, then in a very similar economic and political milieu and social order as 

Federation B&H and Republic of Serbia. Coverage of observed cases was complete and 

we have analyzed the events in each individual bank. With regard to the purpose and 

nature of the survey data and information necessary for this  study of bank  problems, 

we drew from all publicly available sources. This primarily refers to the published 

statements of financial institutions. These reports are found on the websites of banks, 

on the websites of local stock exchanges and on the websites of the Banking Agency of 

the Republic of Srpska and the Federation of Bosnia and Herzegovina. As the next 

relevant source they served us reports of external auditors which is otherwise publicly 

published before banks colapsed. Finally, we used data of the Banking Agencies of the 

consolidated balance sheets of banks and other relevant data pertaining to the studied 

problem. Given the lack of transparency of bank operations, especially in situations 

where the act of moral hazard in entering any owners of any bank managers or both 

together, that we are abundantly used newspaper articles regarding the collapse of 

banks, as well as other media information. In the case of a burn the banks are 

personally involved in the position of its small shareholders. For analysis of bank 

regulation and supervision we used informations of IMF staff in mission in B&H. 

 

        Bank supervision in the function of preventing the escalation of problems in banks 

 

Public regulation and supervision together with a complex of  ‘’safety net’’ (deposit 

insurance and central bank) assist in preventing banking crises. Poorly designed or 

implemented, bank regulation and supervision may even increase the likelihood of 

financial crises. Public support for the banking sector can have distortionary effects  

(Barth, Caprio and Levine, 2006). Structural problems may lead to a banking crisis. 

Many forms of public assistance  may affect the creation of distortions in the banking 

sector (Claessens and Kose,  2013). Banking crises usually preceeded by weak market 

discipline, widespread presence of moral hazard and excessive protection through 

deposit insurance, limited disclosure of information on banks, poor corporate 

governance, weak supervision  regarding the conflicts of interest. Moral hazard 

supported by deposit insurance may encourage banks to rely too much on '' leverage ''. 
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Large banks that know they are  '' too big to fail '' can take too much a risk contributing 

to the vulnerability of the system. On the other hand, smaller banks should be aware of 

the fact that they are '' small enough to fail '' ( '' too small to fail ''). Generally, the 

fragility of the system can come from micro and macro levels. (Claessens and Kose, 

2013). The often cited problem is that of  ’'linked credit'' wich  leads to the perverse 

initiative when corporations and politicians take too many loans from banks, which 

may cause the formation of systemic risk. Barth,  Caprio and Levine  (2006, 2012) 

suggest that because of the weakness of supervision it is not enough to rely on 

regulation and supervision, but it is necessary to have an active and carefully balanced 

mix of market discipline and official regulation and supervision. This presupposes the 

presence of strong institutional infrastructure that protects property rights, allowing 

competition, participation in global financial flows and providing adequate information. 

The broader threats to financial stability, including those arising from the corruption 

should be resolutely avoided. 

 

Aid of the State (Government) through provision of explicit or implicit guarantees 

affect   banks to take higher risk and reduce market discipline. In a sample survey on 

international data banks and state aid to banks during the period from 2003 to 2004 and 

2009 to 2010, Marques,  Correa and Sapriza  (2013) found that state aid and support to 

go along with risk-taking by banks, especially during the financial crisis 2009-2010. 

They concluded that restrictions on activities of banks, intensify the problem of moral 

hazard. Next  conclusion is that the strengthening of market discipline in the banking 

sector is necessary to diminish the problem of moral hazard (Marques at al.  2013). 

New requirements for capital and strengthening of the powers of supervision failed to 

rein the risk-taking because of  the government support to the banks. 

 

CAMELS model for the assessment of the future performance of bank enables 

supervision  evaluate and 'scan'' banks wich have worse marks and to rather reliably 

predict on such basis the direction in which the individual banks range. On this basis, 

supervision can absolutely adapt and plan  actions. (Čihak and Schaeck, 2007). 

 

The problems of banks can not be avoided but it is necessary to carefully supervise  the 

largest banks because they can create a systemic problem. There is a very important 

persistence of the Government  to give up the use of the banking sector for the sake of 

realization of political and social objectives and  to allow supervision to discipline  the 

banking sector. 

 

Based on the lessons from past crises,  the following key elements of good supervision 

a identified: intrusive, suspicious, proactive, comprehensive, adaptive, final and 

convincing. (Vinãls and Fiechter, 2010). To be successful, the supervision requires 

adequate resources, authority, organization and constructive working relationships with 

other agencies. It all still has to be complemented with '' will '' to act. Supervisors must 

be willing to take timely and effective action, and force the decision making, to consult 

the collective wisdom and take unpopular decisions. The development of the ’'will to 

act’’ is a difficult task and re uires supervisors to have a clear and unambiguous 

mandate, operational independence together with accountability, trained personnel and 

relations with the banking activities in which the regulator will not be 'caught' (Vinãls 

and Flechter, 2010). 
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It is favorable for B&H  to be under the supervision of the IMF, which has been 

offering financial support to B&H and its entities.  IMF study shows that the countries 

participating in the program of credit support of the IMF, are significantly less likely to 

be faced in the future with the banking crisis in comparison to countries that can not 

borrow from the IMF. It also provides evidence wich  suggest that it is important to 

harmonize authorities of the beneficiary of financial support of the IMF, with 

conditionality and the volume of approved loans (Papi , Azzaro and Presbitero, 2015). 

 

    Problems in domestic banks 

 

Difficulties for the Balkan investment bank (BIB) from Banja Luka were created in 

2013. when the bankrupt UKIO bank in Lithuania.  UKIO bank  belonged to the same 

ownership group as factory ’’Birač’’ from Zvornik . This company  borrowed from  

UKIO bank  loan  about 77 million euros on the basis of own stock assets as collateral. 

In doing so, the credit went to Lithuanian companies and companies in the British 

Virgin Islands and other '' paradise '' and thus not ’'stopped by'' at Birač company. 

(Nezavisne novine,  2013,  Glas Srpske,  2013). BIB bank is approving loans to 

companies in Lithuania, with only one employee and even non-existent companies, 

without any guarantees and collateral. In 2012, the BIB adopted a decision on the 

recapitalization. National Investment and Development Bank of the Republic of Srpska 

(IRB) has bought stocks of BIB bank in order to save the bank. At the same time failed 

BIB bank was renamed to Banka Srpske wich was then '' pumped '' with about 22 

million euros of public funds. 

 

Bobar Bank from Bijeljina license was revoked in December 2014. In the past few 

years the bank has operated with related parties to maximum allowable upper limit of 

exposure to a group of clients to the extent of 40% of the capital. The total deposits in 

the amount of about 126 million euros on deposits of public enterprises accounted for 

about 16 million euros (www.depo.ba). Prosecutor's Office  sent  four charges against 

the persons responsible for abuse of authority. 

 

Both banks were on the substantial resources of deposits of public enterprises. Moral 

hazard  was present in both the bank. Supervisory institutions are to be known. Various 

measures of short-term nature (temporary) were undertaken by the Banking Agency of 

Republic of Srpska –ABRS (supervising authority) over a longer period of time with 

little effect on the behavior of the banks. 

 

Participation of state capital in equity of Bobar Bank in 2013 amounted to 3 million 

euros, in the Banka Srpske (former BIB) 17.5 million and  Pavlović bank, 2.5 million 

euros . In the Report on the situation in the banking system of the Republic of Srpska 

for September 2015 it can be seen that because of the recapitalization of private banks, 

the share of state capital increased from 2% to 7% of the total capital of banks. The 

capital of Banka Srpske  increase and was carried out with 15 million euros in 2013 

because the capital of the bank was ’'eaten’’ by the losses. The Bank Srpska in 2015 

was with the state-owned capital in the amount of 17.5 million euros (www.abrs.ba).  
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The following Table 1. presents some common characteristics of cases of failed banks in RS. 

Table 1. 

Bank Name Change status Exposure 

to related 

parties 

Relationships 

with the 

politicians 

Doubts in 

criminal acts 

Opinion of the 

external auditors 

BIB Nationalization 

by the 

Government of 

the Republic of 

Srpska, 2013 

Yes Yes  Yes  Always with 

caution. At the end 

‘’restraint 

judgement’’ 

 

 

Bobar 

Banka 

 The interim 

administration 

nov.2014. 

Liquidation 

Dec.2014. 

Yes  Yes  Yes  Positive opinion with 

an emphasis on 

related parties 

Banka 

Srpske 

The interim 

administration  

Nov.2015. 

Liquidation 

may 2016 

     - 

    

- 

 

Illegal actions  Falsified Reports 

Source: Author's own research 

It is obvious that in all cases, banks operated with related parties whose owners had 

strong ties to politicians  and criminal activities. External audit  emphasized problems 

in the operations of these banks and informed the public. It  has not prevented banks to 

continue to collect deposits, particularly deposits of public enterprises and to offer 

higher interest rates than the market. In the case of the  Banka Srpske, despite the ban 

by the control agencies, it continued to collect deposits after which it was introduced in 

the bank receivership. The recapitalization of banks by the Government of RS has only 

prolonged the existence of the bank or  delayed its rescue or closing. 

 

The question is whether certain institutions in the public domain in the Republic of 

Srpska  demonstrated syndrome of moral hazard. Credit lines approved by the State 

Investment Development Bank (IRB) went over Bobar Bank, and these funds remained 

'' trapped '' in the bank  which is under  bankruptcy procedure (Krunic,  2015). The 

greatest losses because of the collapse of the two banks will be borne by the state and 

public institutions and in particular the IRB. In the two failed banks they lost 120 

million of its assets (60 million euro) of which  Bobar Bank accounts for, about 40 KM 

million and Banka Srpske for KM 80 million,   in the form of stocks, bonds, loans and 

deposits. Uninsured depositors of the  Bobar Bank will lose at least 50% of their 

uninsured deposits. Assets of Banka Srpske is not reduced to liquidation value and the 

position of uninsured depositors will be clearer only after the drafting of the liquidation 

balance sheet . With respect to priority in payment enjoyed by Deposit Insurance 

Agency (DIA) in the medium term, this agency should not suffer losses (it paid KM 86 

million and  collected a sum of KM 67 million  in Bobar Bank and the Banka Srpske 

paid KM 55 million and  collected KM 28 million . DIA will need to collect another 
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KM 46 million which will be implemented in the coming period. 

 

Informed stakeholders (clients) of the banks are more  able to overcome the problem of 

information asymmetry and make the right  decision on investment and keeping their 

assets. These participants are, given the significant quantum of funds at their disposal, 

in a position make also  an adequate diversification of investments and protection from 

risk. However, players for whom, by definition, is not a priority to gain profit but rather 

safety of the public  funds they manage (public enterprises and public institutions) 

should refrain from investing and holding assets in banks that do not have adequate 

quality (creditworthiness) and in those institutions which the business is accompanied 

by increased level of risk as was the case with these two banks. In the absence of 

official  ratings, the reports of the external auditor shall remain the sole and important 

source of information that gives some, but perhaps not always timely and sufficiently, 

clear picture of the quality of the bank's operations. In recent cases of failed banks 

reports of external auditors were announcing possible potential collapse of certain 

banks.For small depositors who can not adequately assess the riskiness of banks' 

operations and risks arising from the eventual demise of the bank, deposit insurance 

provides security of their small roles. Therefore, banks which have a lower quality of 

business use  high interest rates as the basic way of mobilizing savings. Increased 

interest rates, both in deposit rates and consequently  lending rates, indicate clearly the 

presence of moral hazard in these banks (Krunic,  2015). It is very important to note 

that the two failed banks belonged to the group of banks in B&H that offered the 

highest active and passive interest rates. Interest rates they offered on term deposits up 

to three years  ranged from 5% to 6%. Interest on loans for general consumption ranged 

from 13% to 14% while the average for the observed 26 banks, amounted to 9.2%. This 

is understandable as these usually small banks have to cover the high costs of acquired 

deposit funds. Due to relatively small assets they can not  use the effect of economies 

of scale as large banks and are therefore less effective. High real interest rates have 

contributed to the significant growth of deposits in the mentioned banks, particularly 

retail deposits. The sources of their funds were dominated by the deposits of citizens, 

along with state and public deposits. Small depositors did not have to worry about their 

deposits because in January 2014 the insured amount of deposits amounted to KM 

50,000. Moral hazard  the citizens are entering is recognized by the fact that they are 

not interested in the quality of the Bank but only the level of interest rates that they 

offer. Citizens are '' comfortable '' because they do not have to worry about the amount 

of their deposits up to the insured amount. In B&H,  6, out of 26 observed banks, 

offering the highest interest rates on deposits had an increase in deposits from KM 360 

million to KM 1019 million in the period from 2009 to 2013. This is an increase of 

72% while the average deposit growth was 19%. Obviously, the savings in terms of the 

B&H financial system shows a high elasticity in relation to the level of interest rates. 

Banks that have paid the highest interest rates  most commonly used certain forms of 

state support to strengthen their equity base. This is a typical moral hazard as banks 

were too exposed to the risk whereby the final cost of excessive risk-taking by the 

taxpayers. Small banks tend to have significantly higher interest margins compared to a 

sample of large banks. (Plakalović and Alihodžić,  2015). High interest margins also 

evidence the insufficient level of competition in the domestic banking sector (or 

oligopol positions of individual banks) and the lower efficiency of financial 

intermediation. Banks charge high interest rates  on loans because they usually grant 

loans to clients who are willing to pay high interest rates and these are typically those 
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borrowers who have a lower credit rating or creditworthiness. In this way, these banks 

are in a position to grant loans to entities that do not have access to cheaper loans 

because they are not sufficiently creditworthy. According to the survey by Krunic  

(2014) of total number of banks surveyed, 82%  charged higher interest rates to  riskier 

customers. The market price of certain loans is generally determined on the basis of 

cost of sources of funds. When it starts, and the market price of certain types of credit 

which is the result of competition in the credit market is firstly taken account of.  The 

basic price of the loan is added to the risk premium that is individualized for each user 

of the loan depending on the degree of his risk. 

 

State and public deposits had an above average participation in the sources of funding 

of these banks. In Bobar Bank, these deposits even grew in 2013 shortly before the 

collapse of the bank. This raises the question of why the depositors of public funds did 

not  disciplined  the banks marketwise, by refraining from investment funds (if banks 

are not previously recapitalized and thus decreased their exposure to risk. 

 

With their hazardous behavior and excessive risk exposure to the use of public funds, 

the two failed banks in the Republic os Srpska significantly undermined market 

discipline. It is quite likely that their behavior  to some extent exercised pressure on 

other banks to increase interest rates. 

  

The managers/bankowners   have often been highly or even directly involved in the 

political circles and the government. Related persons and groups of affiliated 

enterprises, as  the largest  borrowers or their misuse are present to greater or lesser 

extent, in all cases of the decay of the bank. They violated the laws, rules, regulations 

and internal rules while having weak internal controls and audits. In all cases of bank 

failures in both the RS and the Republic of Serbia, (five failed banks) there were 

present frauds that eventually resulted in the corresponding reactions of investigative 

and judicial authorities. The final cost of rescuing the failed banks in which there  was 

expressed not only a moral hazard but also crime and corruption, is falling on taxpayers 

and customers who believed in the state and its supervisory institutions. 

 

The share of assets of  Banka Srpske and Bobar Banka in total assets of the banking 

sector in B&H in 2013 amounted to 0.9% and 1.4%, respectively. The total assets of 

banks in  RS participating in the assets of these banks accounted for 3.3% and 4.9% 

respectively. (www.abrs.ba, www, cbbih.ba). Apparently small banks and  their 

detention had no significant influence on stability of entire banking sector. The 

question that opens refers to the way of their solving. 

 

        Directions of bank supervision and safety net system improvement 

 

Bank supervision provides regulatory discipline through banking sector. Supervisory 

institutions have information that other market participants do not have. Full awareness 

of supervisory authorities enables them to take timely and rapid corrective measures 

which should prevent further bad bank operations and therefore restrict the cost of bank 

failures. This includes direct operations in troubled banks before the bank becomes 

insolvent, ie. in situations when the bank failed to harmonize its business with certain 

legal parameters or when certain parameters of its books indicate a trend of significant 

deterioration in the bank's operations. There is certainly room for improvement of 
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methods of monitoring of banks, especially the method of signaling to the early 

recognition of problems at individual banks and especially timely action which could 

be seen in the case of Bobar Bank. The question is whether there was reaction 

immediately or whether the Banking Agency of Republika Srpska (ABRS)  could  react 

in time when the  difficulties in the bank be observed. According to the report of the 

external auditor of Bobar Bank for 2013, the bank at the end of this year had a capital 

value of KM 45.6 million . In  half a year, the bank's capital was reduced to KM 37 

million . At the end of the same year it became insolvent with a capital which has a 

negative sign. The speed of the collapse of bank is striking, although it is assumed that 

the insiders knew it was going to happen soon. 

 

There are clear checks and balance in terms of independence ABRS but in a context it 

works in, this is very difficult to achieve. There seems to be an important interaction 

between the government and the domestic banking sector. This means that if the ABRS 

is faced with problems of inability of  certain banking institutions to survive, it happens 

that the government has a significant interest in solving problems and protecting  banks. 

In such a case it is not just a question of the interest of depositors, bondholders and 

shareholders but also of significant interest of the government. This can produce 

pressure on ABRS how to work with banks that are not able to survive and it is  '' 

forced '' to assist in their preservation and health (FSAP, 2015). 

 

Furthermore, there are a number of problems such as annulment of the decision of the 

ABRS by the Court of Appeal on the basis of the banks’ appeals, whereby it is  

forgotten that the early and timely response and intervention of  agencies is of special 

importance for the protection of the banking system. The next problem is the 

coordination within the system of safety nets at the state level. ABRS does not have a 

clear picture of the ownership structure of several domestic banks, which is not 

transparent. This is often the case in Serbia. From this stems the need to clearly identify 

the ultimate owner and his participation. The result is that related parties and groups 

receive loans, which banks are exposed to and which are not identified. At the root of 

the problem lies the licensing process (including transfers of a substantial part of the 

ownership and major acquisitions), which is mostly of a formal character (licenses). 

Agency does not pose  significant prudential - conditions. This means that  the 

assessment according to criteria for licenses of newly established banks is not complete 

or comprehensive. The focus of the assessment is mainly focused on the submitted 

documents and less on checking of the safety and health. The latter is related to the 

criteria covering: the convenience of the ownership structure (groups), management 

(including the appropriateness of board members and senior managers), strategic and 

operational plans, internal control, risk management and projected financial conditions 

(including the capital stock). The same applies to the approval of significant 

acquisitions and / or investments. Rating before approval  refers primarily to the 

required documentation and the impact on the capital position. There is no explicit 

assessment of whether new acquisitions and/or investments exposes banks to 

superfluous risk and hinders effective supervision, or whether a bank has sufficient 

resources to manage the acquisition or investment  (FSAP, 2015). 

 

It is obvious that the domestic supervision was faced with many problems. There are 

practices that are not sufficiently improved in relation to the tempo and the dynamics of 

changes in the banking system and changes in the macroeconomic environment and the 
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changes occurring in the field of modified global regulatory practices. Therefore, a 

number of improvements of practices are necessary as well as the introduction of new 

types of actions and instruments which could require significant changes and additions 

to the law, the ABRS's regulations, coordination and upgrade of the entire system of 

restructuring and rescue of banks and protection against systemic risks in the financial 

sector. This includes the introduction of a series of instruments of coercion and 

punishment that would enable regulators to apply a wide range of penalties or 

restrictions as applied according to the severity of the situation. The program should be 

transparent and ABRS should disclose the situation under which the supervisory 

actions are taken, describe supervisory action and response that follow if the institution 

fails to perform the act. It is recommended to  improve the  internal operational 

procedures of ABRS that should be detailed and described by identifying employees 

who are authorized to initiate action. The process is followed so that it initiates the 

strengthening of action, starting from the level of inspectors through the process of 

reviewing documents and finalizing the action of force with the establishment of the 

time frame of the process. In the annual report ABRS would publish corrective action 

that was taken. With transparent and well-defined processes with certain standards and 

reporting it is considered to be able to strengthen supervisory responsibility. The 

increase in transparency would also help in defending court cases. The program of 

corrective actions would in a coherent way  reinforce the gradual application of 

corrective measures (FSAP, 2015).In connection with these issues, the FSAP brings 

about  29 comments and suggestions related to improving the supervision of the RS and 

the associated actions by individual points- proposals (FSAP, 2015). 

 

The Republic of Srpska has not yet developed procedures or defined the institution 

responsible for the bank resolution. The law  only refers to the  liquidation or 

bankruptcy, and of course, takeover by a stronger bank. There is no institution 

responsible for the restructuring of the failing banks or ability to establish a '' bridge '' 

bank or the Central Bank of B&H to support the restructuring with its loans for 

liquidity. There remains only the nationalization or partial nationalization of the bank, 

which does not guarantee a successful future bank work  (BIB example followed by the 

Banka Srpske, which is in the process of liquidation). 

 

Timely action against the bank means taking measures before insolvency occurs in 

order to minimize the costs of the state and taxpayers. It seems that in B&H there is no 

developed mechanism of the lowest cost in resolving troubled banks. This means that 

the key decision-making criteria should be the potential costs to taxpayers. Then it is 

quite clear that there are no clear criteria when accessing the nationalization of some 

banks. It is generally accepted that  the resolution of troubled banks primarily refers to 

trying to find a solution to such banks in the private sector. This presupposes 

examination of whether a good bank within the sector is  interested to  buy property or 

assume the obligations of the failed banks. If there is no such interest it is determined 

whether a bank is systemically important or whether its destruction could threaten  the 

entire banking system and in our country it means practically the entire financial 

system. 

 

IMF experts observed shortcomings in the network of financial security especially in 

terms of power or ability of  resolution of problematic situations, recovery planning and 

funding  the resolution (FSAP, 2015). Currently there are no special funds allocated for 
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the resolution of troubled banks, in addition to the deposit insurance funds. Possible  

rescue of a systemically important bank means that funds are to be provided for 

different aspects of resolving. And this comes out of  the scope of deposit insurance. It 

is sure that  a special source of funds is necessary in order to reduce the fiscal deficit 

and moral hazard. Lack of lender of last resort function has  created a gap  in B&H in 

the base of  a framework for resolving troubled banks. The series of reforms 

implemented in recent years, has helped strengthen the power to resolve the crisis and 

the development of contingency plans in a number of agencies responsible for resolving 

the crisis and establishing a formalized framework for the coordination of the SCFC 

Agency (Standing Committee for Financial Stability) (FSAP, 2015 ).The general 

assessment is that the level of systemic protection is inadequate. The institutional basis 

for deposit insurance is well developed. The funds raised at the Agency for Deposit 

Insurance may cover insured deposits in small locally-owned banks. It is suggested to 

strengthen the exchange of information between these agencies and other segments of 

the safety net. 

 

Although the Central Bank has no role of lender of last resort it can through its 

coordinating function  provide better informing and  take timely measures towards  the 

troubled banks and ensure the strengthening of confidence in the banking system as a 

whole through its  function of the central financial institutions. In addition to improving 

banking supervision, it is appropriate to introduce deposit insurance premiums based on 

the risk level of banks' operations. Cooperation of all insititutions, within the safety net 

system should be stronger  and legally regulated and improved. Loans and deposits 

would be settled so that the insured deposits are reduced by expired or non-performing 

assets. Moral hazard can never be eliminated completely but it can be mitigated with 

appropriate measures. This includes strengthening of the regulatory framework for the 

factors affecting the efficient operation of the market and regulatory discipline. In 

addition to a stronger effect of the market and regulatory discipline in the framework of 

the banking sector  assistance and promotion  of'' self-discipline '' of all stakeholders 

(participants in the frame's banking sector) or ’’stake-holders’’- depositors, borrowers, 

regulators, capital owners ...) can be promoted. This implies continual bulding of  

higher ethical standards. More efficient banking system needs not only regulation and 

supervision and their institutions but also a higher level of ethics of interested parties as 

a topic for further research. 

 

    The context in which banks and supervision operate 

 

It is very bad that  mutual calculations of political parties lead to loss of public 

reputation of some smaller banks. Such is the case of Pavlović bank whose business 

position is very difficult due to  expressed doubts   that the bank brought the  illegal 

decisions.. Whether it was or not is less important. However,  due to politics the bank is 

exposed to significant difficulties in its operations, and cn easily come into an 

unfavorable business situation arising from a big reputational risk to which it was 

exposed for political calculation. Possible  deterioration of the bank would thus again 

cause damage to the tax payers and the bank's clients. 

 

Discussions  in the publicity about this issue are mostly inspired by parties’ battles. 

Problems in banks serve, as it seems, mainly to political parties for their  mutual 

settlement and allegations of corruption. Public institutions and representatives of the 
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institutions in charge and responsible for the events in this area, appeared to be very 

restrained in public. In 2016 there was  the arrest of the managers of the ABRS and the 

State Investment and Development Bank. All this has a very strong political 

background. Moreover certain judicial institutions in B&H are quite compromised in 

public by political influence over them. From personal experience we know that some 

magazines and print media even refused to publish papers and articles on this topic and 

other topics relating to ’’gambling’’ with public funds (gold purchases by the Central 

Bank of B&H at high prices and losses, robbery of banks in Serbia by organized groups 

and tycoons eg.). The reason is probably the fact that the media are controlled and may 

not want to ’’criticize’’ their patrons or controllers. Constant repeating of the same 

patterns of bank failures and hazardous behavior of managers and / or owners of the 

banks and especially the government and the judiciary  sends a bad message to the 

public and forces investors to take care of their exposure to domestic banks, especially 

locally-owned banks. Therefore, the foreign investors in B&H in 2015 invested only 

473 million euros while foreign investment in the region, is measured in billions of 

euros. The largest inflow of foreign funds in B&H are migrant remittances, which last 

year amounted to 2.4 billion euros. (Blic, 2016). On the other hand  substantial budget 

funds are invested in Serbia, through subsidies to foreign investors ( '' free zone '', 

subsidies from 3000 to 10000 and even 28000 euro per job) to be invested in the 

country and employ the unemployed workforce . Yet the results of employment are not 

in accordance with the invested public funds and public spending in general (Le Monde 

Diplomatique, 2016). 

 

The fact is that informal influences prevailed in the bankrupt banks  where formal 

institutions have not operated properly in accordance with the practices of corporate 

governance, as well as state institutions responsible for the supervision and control of 

banks. The influence of informal structures and related parties in all possible ways 

(equity, commercial, political, familial, etc.) is manifested through the adoption of 

decisions in troubled banks. Almost all of these banks have had the public funds 

invested in them trying to prolong the existence  which means that managers of public 

institutions showed a certain degree of moral hazard. True, they can defend themselves 

by the legal requirement that public funds are invested on the basis of tenders, and 

choose the bank that offers the highest interest rate. This has allowed the bad banks to 

gamble and offer the highest interest rates. 

 

At one time the media in Serbia announced estimations that the Republic of Serbia 

would suffer the cost of around one billion euros by extinguishing four relatively small 

banks (Agrobanka, Universal Bank, Privredna banka Beograd and Vojvodina 

Development Bank)  (NIN, 2014). Now the media mention the figure of over one 

billion euros (Politika, 2016.). Pejanović  (2015) refers to this figure by estimating 

public expenditures at 800 million to 1 billion euros. It takes into account the costs of 

Serbian banks as well as the need for recapitalization of the Deposit Insurance Agency 

(an additional 200 to 250 million) and additional financial injections to Postal Savings 

Bank, which has become a refuge for all the bad banks, which significantly increases 

the initial figure of public expenditure on this basis (Pejanović,  2015). Pejanović R. 

tries to explain all these events in the banking and '' transitional '' offense, 

anthropological and cultural factors that are the ideal base for devastating grafter 

tycoon-political connections and extremely adverse consequences for public funds. It is 

certain that culture has an impact, particularly in terms of the transition from socialism 
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to capitalism, when the value system of socialist ideology has not yet been  properly 

replaced with a new ideology of capitalism and individualism. Collectivism, interest 

groups and weak rule of law, a tendency towards corruption are important moments 

that contribute to and facilitate the extraction of private and public funds through the 

banking system. Unfortunately, the rule of law has not yet prevailed in the majority of 

the former Yugoslav republic now the new governments. The rule of law and property 

rights have not yet taken root in the region. Tycoon privatization has rendered the 

company tycoon largely draw banking resources that are used to support their 

borrowing and excessive investments. That is why many of them are now in great 

difficulty and some are in bankruptcy. Companies tycoons have always tried to pay less 

tax. To this end, the owners had  all their personal consumption data conducted at the 

expense of company costs (yachts, villas and expensive cars). This '' constructive 

dividend ''considerably diminished the profit or did not even air it. Therefore, there is 

never a tycoon on the lists of people who earn the most. On the one hand, they were 

trying to pay less for taxes, and on the other hand,  public funds were engaged to cover 

the losses incurred by banks lending to tycoons. The society thus suffered  the double 

damage. Regardless of the correctness of estimates of potential public expenditure in 

connection with rescue or liquidation of the banks, these  costs are not  dramatically 

high in both Republic of Srpska and Serbia. It is essential that the collapse of individual 

banks did not cause a systemic crisis in the financial sector. However, the  patterns of 

behavior of all actors involved are disappointing, in particular the reaction of the '' legal 

'' state. In Serbia, there has been  no  drama over the issue of responsibility of the 

supervisory institution (Narodna banka Srbije -NBS), while in the RS bank failures 

have served for charging rival political parties. The emergence of the problem does not 

result in a serious professional debate on the independence of the ABRS and other 

competent control institutions or for the improvement of the institutional base that 

defines a way to resolve problem banks (carriers, agents, models, etc.). In all these 

cases, the biggest problem is that this is not a case of market failure of institutions, not 

even the '' moral hazard '' in an original sense of the word but it is about  ordinary  

robberies and political corruption and various abuses by interest groups associated with 

the politics. And what is the worst thing, it all remains to be used exclusively for 

political confrontation and efforts to overcome the opposing party (read rival parties). 

Former Governor of NBS claims publicly that NBS could not prevent the banks to 

approve huge sums of loans to individual tycoons and their  numerous affiliated 

companies (Politika,  2014). He also states  evidence of the moral hazard of the state 

institutions wich do not send  credible, professional, competent and moral persons as 

representatives of the state capital in the management of the Bank in order to protect 

state assets in the banks. Public funds were left unprotected in the banks, whereas the  

owners in such banks did not succeed to protect their assets in the share capital. 

 

Relationship between managers and owners of domestic banks and politics, and moral 

hazard associated with it, both within banks and in the supervisory authorities, were 

equally present and in the Republic of Srpska and Serbia. The public is aware that 

many tycoons are at the same time active participants in politics, either as  high-ranking 

party officials  or public officials, prior to their enrichment or simultaneously  in their 

business and in politics (Politika,  2016). 

                                      

A similar thing happened in the Baltic countries that have gone through severe banking 

crises in the nineties. The causes were: poor banking skills, credit based on corruption, 
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often illegal and unscrupulous entrepreneurial activity, poor corporate governance, the 

weakness of regulation and supervision which have encouraged coruptions 

(Fleming,Chu and Bakker,  1997) . Therefore, governments must reject the use of 

banks to implement their political and social objectives. The government must allow 

the supervision to discipline  the banking sector. This is within the domain of its will. 

Worth quoting is the  significant work of Asemoglu and Robinson (2014), economic 

historians and political scientists from MIT. They show that the cause of the poverty of 

some nations is neither geography, or culture or ignorance but rather more extractive 

political institutions. Extractive political and economic institutions are inherently 

fragile and can be easily stopped by internal conflicts, which themselves provoke the 

desire to allocate wealth and power, which speaks of their innate character of the 

ongoing efforts towards internal conflicts that lead to the concentration of wealth and 

power in the hands of a tiny elite . (Asemoglu and Robinson, 2014). Such a struggle 

often leads to civil wars and widespread lawlessness. According to the degree of 

inequality in income distribution, B&H and Serbia are among the countries with the 

largest differences. This testifies to a significant presence of small but economically 

and politically extremely powerful elites. 

 

       Conclusions 

 

Observed banks in RS have failed due to the presence of moral hazard, criminal actions 

and weaknesses of supervisory institutions.  Strong ties were observed between 

political parties, the government, owners and managers of banks, taycoons. Poor 

corporate management was followed by dominant informal institutions. Same 

resolution of troubled banks is incomplete. In B&H there is no developed mechanism 

of the lowest cost in resolving troubled banks. 

 

 

The general assessment is that the level of systemic protection is inadequate. The 

institutional basis for deposit insurance is well developed. The funds raised at the DIA 

may cover insured deposits in small locally-owned banks. It is suggested to strengthen 

the exchange of information between these agencies and other segments of the safety 

net. 

During their regular visit  to Bosnia and Herzegovina IMF experts found, inter alia,  

that the independence of the ABRS and the conditions under which it operates, are very 

difficult to achieve. The report highlights the important interaction between the 

Government and the banks owned by domestic entities. The government has a 

significant interest in problem solving and maintenance of some banks. All this leads to 

the suspicion that there could be present moral hazard in  the institutions responsible for 

the regulation and supervision of banks. Because of all this, there remains a very 

important task to strengthen the function and efficiency of supervision in accordance 

with the key ingredients of good supervision: intrusive, suspicious, proactive, 

comprehensive, adaptive, final and convincing. Supervision must be ''hard'' to eliminate 

initiatives to coruption. It has access to all relevant information in the banks and can 

easily detect illegal acts and initiate the relevant institutions to take action. The whole 

system of safety nets in B&H requires significant redesign. 
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DECENTRALIZED FINANCIAL SUPPORT FOR ECO-INNOVATIONS 

 

Mojca Bajec
26

 

Abstract 
 

Due to the global scale of environmental problems and people’s inability to change them, the 

development and implementation of eco-innovations on a large scale is crucial to the safety 

and stability of society. The role of entrepreneurs is to find solutions that enable decisions for 

environmental behavior without sacrificing self-interests for others. However, SMEs are facing 

financial constrains that deter eco-innovation development and implementation. Therefore, in 

this article we review the existing literature on eco-innovation financing and suggest a 

decentralized business model to facilitate the transition to a sustainable green economy. 

 

Keywords: eco-innovation, financial constraints, transition, decentralized business model 
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Decentralized Financial Support for Eco-Innovations 

 

Our world is changing and becoming increasingly complex due to globalization, 

technological changes, deregulation, and privatization (Lee, 2009). The challenges we 

are facing are very complex and involve a system of interrelated societal actors and a 

long chain of causes, consequences, and possible human responses (Pahl, Sheppard, 

Boomsma, & Groves, 2014). Personal control beliefs reflect individuals’ values 

regarding the extent to which they are able to control or influence outcomes (Seeman, 

2008; Spering, Wagener, & Funke, 2003). In recent years, a lot of prominence has been 

attached to the problem of environmental degradation and attempts to reverse it. 

However, when dealing with a highly complex situation such as climate change, we are 

facing an external locus of control. Due to the global scale of environmental problems 

and people’s inability to change them, it is necessary for people to collaborate and work 

toward a common vision for the future. 

 

Entrepreneurial thinking should support the creation of valuable solutions to 

environmental and social challenges. Entrepreneurs “contribute to solving societal and 

environmental problems through the realization of a successful business” (Schaltegger 

& Wagner, 2011). Eco-innovations may lead to a so-called win-win situation 

characterized by economic, environmental, and social benefits. Therefore, there is an 

increased interest in eco-innovation as a phenomenon and research topic (Carrillo-

Hermosilla, del Río, & Könnölä, 2010; del Río, Tarancón Morán, & Albiñana, 2011; 

Falk & Ryan, 2006; Hellström, 2007; Rennings, 2000).  

 

Following the multilevel perspective approach, which was initially introduced by Rip 

and Kemp (1998) and then refined by Geels (2002), a transition toward more 

sustainable regimes can only occur when radical technological eco-innovations enter 

the current (unsustainable) regime. However, Sica (2016) argue that since the existing 

systems are locked in on many levels (e.g., economic, social, cultural, infrastructural, 

and regulatory), the possibility of the success of radical technological environmental 

innovations depends on the contribution of incremental technological and 

organizational eco-innovations to creating windows of opportunity to emerge at the 

regime level. Therefore, development and implementation of eco-innovations is crucial 

for transitioning to sustainability. 

 

Eco-innovations are especially important in the context of small- and medium-sized 

enterprises (SMEs), whereas SMEs make up the vast majority of businesses while 

generating most of their radical innovations and technological breakthroughs (Hillary, 

2004). As such, SMEs constitute one of the pillars of economic and social 

development; they generate growth and serve as vehicles for innovation and change 

(Hillary, 2004; Lordkipanidze, Brezet, & Backman, 2005). 

 

However, access to funding is recognized as one of the most formidable challenges to 

the firms’ futures (Weaver, 2014). These barriers get reinforced, especially for SMEs, 

who lack various resources and are more constrained in their day-to-day operations. In 

this context, Ghisetti, Mazzanti, Mancinell, and Zoli (2015) also reveal the importance 

of overcoming financial barriers to SMEs’ eco-innovations.  

The key challenge for the next years seems to be reducing the environmental footprint 

of production and consumption patterns by promoting the transition towards a circular 
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economy (EuropeanCommision, 2015). To make this happen, a deep change in the way 

goods are produced and used is necessary, as is a shift in existing sociotechnical 

structures. Such a change is typically associated with higher economic costs (Sica, 

2016). The amount of financial investment needed globally to achieve a low-carbon 

economy is enormous and estimated to be in the trillions of dollars (see Ghisetti et al., 

2015). Therefore, SMEs’ inability to fund their eco-innovations creates a barrier to a 

sustainability transition.  

 

Many recent papers deal with exploring and explaining determinants of eco-innovation 

and their potential for helping with the transition to a sustainable future. However none 

of them explore the financial and institutional constraints of developing and 

implementing eco-innovations. This paper focuses on the role of crowdfunding in 

changing current paths to eco-innovation and highlighting remaining gaps in 

knowledge.  

 

The paper is organized as follows. Section 2 contains a review of state-of-the-art 

literature on the role of eco-innovation in transitioning to sustainability and continues 

by examining the potential of crowdfunding and the role of trust. Section 3 presents the 

results of the harmonized models for the sustainable future. Finally, Section 4 

summarizes the main results and gives some policy recommendations.  

 

Eco-innovation and sustainability transition 

 

The sustainable livelihoods framework (DFID, 1999) identifies five types of capital 

assets that are the basis of household livelihoods: financial, human, natural, physical, 

and social capital. Access to natural resources is considered a part of broader livelihood 

strategies. We depend on the continued functioning of complex ecosystems for our 

health and well-being. Natural resources are the basis for energy and materials that we 

need for everyday life and thus have an important impact on our physical health, mental 

health, and social functioning. Protecting access to livelihood-sustaining resources 

(e.g., food, water, and energy) is therefore vital.  

 

Overall, the literature points to potential economic as well as political problems 

connected to natural resources that are potential sources of conflict (Paltseva & Roine, 

2011). (Leite & Weidmann, 1999) show that the extent of corruption depends on 

natural resource abundance, government policies, and the concentration of bureaucratic 

power. The impact of resources on development is heavily dependent on the 

institutional environment. If property rights are insecure and institutions are grabber-

friendly, the resource windfall instead gives rise to rent-seeking, corruption, and 

conflict, which have negative effects on countries’ development and growth.  

 

While adverse effects of centralized control over livelihood resources are possible 

(Kopczuk, 2016), decentralized control of those resources should be an end goal toward 

which efforts and actions are directed in order to achieve our vision of a green and safe 

future. Therefore, the development and implementation of eco-innovations that support 

peer-to-peer transactions, without intermediary and counterparty risk, are crucial. 

The role of eco-innovations is reducing (energy) dependence on non-renewable raw 

materials and protecting people’s health and access to clean natural resources. 
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Supporting eco-innovations means supporting efforts to decentralize control over 

livelihood resources and thus increase individual autonomy.  

 

Financial constraints for eco-innovation 

 

Given that eco-innovations may lead to a so-called win-win situations characterized by 

economic, environmental, and social benefits, it is important to understand the 

mechanism behind eco-innovations and learn more about their driving forces. 

Understanding the determinants of eco-innovations gives us possibilities for enhancing 

their development. There are some empirical studies in the literature that primarily 

analyze the driving forces of eco-innovations (del Río Gonzaléz, 2009), but we know 

little about the elements that hinder eco-innovations. In particular, (Pinget, Bocquet, & 

Mothe, 2015) have found limited research on the financial barriers to eco-innovations. 

 

Empirical studies indicate that eco-innovation is often costly because it requires 

specific procedures to measure, manage, and adapt benefits for the environment, which 

could hinder an innovative firm’s performance (Konar & Cohen, 2001). Perić and 

Đurkin (2015) shows that SMEs’ investment decisions were primarily motivated by 

mere survival, as their investment activities were mostly oriented toward the 

replacement of worn-out assets. Therefore, during the innovation process, financial 

resources might not be sufficient to cover the additional investments required. Thus, 

high costs and a lack of financial resources (from both internal and external sources) 

constitute important barriers to eco-innovation (Bunduchi, Weisshaar, & Smart, 2011; 

Pinget et al., 2015; Skuras, Tsegenidi, & Tsekouras, 2008). 

 

Since internal resources are limited in volume, external sources of financing are 

important. A large percentage of SMEs surveyed by Sica (2016) faced very important 

external and internal barriers when seeking external private funds. These included 

financial suppliers who were insufficiently engaged with eco-innovations, finances that 

were not tailored to small-scale investments, insufficient collateral, high administrative 

burdens, limited resources for seeking financing, and a lack of knowledge of financing 

options. Thus, SMEs faced with disadvantaged conditions for financing in the 

traditional banking system continue to be a source of real frustration for small 

businesses. Banks have to follow complicated procedures and strict operational 

standards (credit guaranty) before issuing loans, which cannot satisfy SMEs’ needs for 

“small, fre uent and fast” financing (Duan, Han, & Yang, 2009). Due to the high 

transaction costs and greater risk of SMEs’ operations, under the circumstance of 

severe industrial competition and making maximum profit (Borys, 2016), banks would 

rather offer loans to large and medium enterprises. Moreover, the existence of 

asymmetric information between companies and perspective investors determines the 

imperfect substitutability between internal and external financing and the consequent 

risk for eco-innovating companies to be financially constrained in the case of an 

internal funds shortage (Hall, 2002; Marabel Romo, 2014).  

 

Crowdfunding as an answer to constraints in the traditional financing system 

 

In a perfect market, classical financial theory suggests that every project with a positive 

net present value can be easily financed. In reality, however, there are several market 

imperfections, like asymmetric information and agency costs that make the credit 
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access for some structures, even profitable ones, more difficult (Chehade & Vigneron, 

2007). As Fazzari, Hubbard, and Petersen (1988) report in their influential paper, a 

firm’s investment spending varies with the availability of internal funds rather than 

with the availability of positive net present value projects. 

 

While the banks continue to reject over half of small businesses for loans (Borys, 

2016), it is not surprising that small businesses are researching the many ways to 

overcome the challenges they face when seeking funding for growth. Crowdfunding, 

which means soliciting small amounts of funding from many people using the internet 

without standard financial intermediaries (Mollick, 2014), provides an alternative to 

traditional financing.  

 

Although sustainability transition requires huge capital investments, few studies have 

investigate the role of crowdfunding in promoting it. The core principles underlying the 

concept of crowdfunding are flexibility, simplicity, and transparency. The trend in 

crowdfunding is also supported by the findings of Chehade and Vigneron (2007), 

which underline the importance of the decentralized organizational structure of the 

main bank in reducing the financial constraints of SMEs. Dewatripont and Maskin 

(1995) also shows that decentralized credit offers a way for creditors to avoid 

committing to refinancing such projects, thereby discouraging entrepreneurs from 

undertaking them in the first place. Thus, decentralization provides financial discipline.  

 

Crowdfunding gives supporters a degree of autonomy over how the financing is to be 

used. Supporter motivations include the desire to collect rewards, help others, support 

causes, and be part of a community (Gerber & Hui, 2013). Private individuals wishing 

to support a project (or invest their savings) give meaning to their money by embracing 

the values of membership, proximity, confidence, and even passion (Reply, 2016). 

These findings are consistent with self-determination theory, as introduced by Ryan and 

Deci (2000). The theory is that people have three innate psychological needs that can 

be considered universal necessities: competence, relatedness, and autonomy. Moreover, 

Cole, Goldberg, and White (2004) report that large banks use more standardized 

processes to analyze SMEs’ credit re uests, whereas small banks use more subjective 

elements in their decision processes. In addition to financial opportunity, social, ethical, 

and environmental factors may feature more strongly for investors in the crowdfunding 

process compared to the banks. Therefore, it is not surprising that peer-to peer lending 

was recently increased (Gerber & Hui, 2013). 

 

Using transparency to establish trust 

 

Gerber and Hui (2013) explored deterrents to crowdfunding participation, including 

fear of failure among creators and lack of trust among supporters. Noting that the 

barriers to crowdfunding remain largely unexplored, we emphasize the role of 

transparency in the crowdfunding process in this section.  

An inherent problem that entrepreneurs face at the very beginning of their 

entrepreneurial initiatives is attracting outside capital given the lack of collateral and 

sufficient cash flows as well as the presence of a significant information asymmetry 

with investors (Schwienbacher & Larralde, 2010). Transparency is defined as 

“visibility and accessibility of information especially concerning business practices” 

(Bhaduri & Ha-Brookshire, 2011). Sica’s (2016) findings suggest that the reputation of 
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companies can positively contribute to reducing asymmetric information in eco-

innovative investments, thus relieving the financial constraints of eco-innovative 

enterprises.  

 

Focusing on its role in promoting greater information transparency and a lack of 

transparency may exist if access to information is denied, if the information given is 

irrelevant to the issue at hand, or if the information is misrepresented, inaccurate, or 

untimely. The economics literature supports the notion that better information will 

improve resource allocation and efficiency (Vishwanath & Kaufmann, 2001). In this 

context, new information and communication technologies have important roles in 

accelerating a series of transformations in the social and entrepreneurial dimensions 

(Ariza-Montes, López-Martín, Morales-Gutiérrez, & Lucia-Casademunt, 2010). In 

recent years, powerful new tools emerged, and the most significant among them is the 

blockchain that creates a decentralized form of data storage to enable an autonomous 

flow of trusted information. Value is also added by smart contracts, which are self-

executed contractual states stored on the blockchain that nobody controls and everyone 

can therefore trust (SmartContract, 2016).  

 

With blockchains, data can be accessed and verified by all actors rather than solely by 

the original certifier. Users can independently apply common rules and publishing data 

in the ledger openly. However, a clearer understanding of where blockchains genuinely 

add value in an enterprise is important. Our article is not intended to be answer this 

question. Rather, it aims to highlight the direction for future research in the 

transparency of crowdfunding. 

 

Business model: how to facilitate the transition to a sustainable future 

 

Most scientists now agree that human behavior is the main cause of pollution, the loss 

of biodiversity, and global climate change. The challenge is finding ways to change 

people’s behaviors in order to reverse those problems. If perceived behavioral control is 

low and constraints are high, the behavior change may not occur. The decentralized 

business model attempts to address these concerns in the context of environmental 

issues. 

 

Individuals’ contribution 

 

The Fogg Behavior Model (Fogg, 2015) shows that three elements must converge at the 

same moment for a behavior change to occur: motivation, ability, and a trigger. Why 

would someone decide to support eco-innovation through transparent crowdfunding? 

 

Motivation 

 

So far, the vast majority of attention has been given to the altruistic reasons for 

engaging in the sustainable behavior. However, Vohs, Mead and Goode (2006) suggest 

that money brings about a self-sufficient orientation in which people prefer to be free of 

dependency. Money gives them power to control their lives and the lives of others. 

While individual autonomy is an egocentric motivation, monetary factors will surely 

motivate environmental behavior. Also, Hörisch (2015) found that the most successful 

crowdfunding projects are those with tangible outcomes for investors followed by 



111 

 

equity-based crowdfunding. In this context, crowdfunding has the potential to represent 

an interesting source of capital by combining the opportunity for profit with the desire 

to contribute to climate action incentives. 

 

Ability 

 

We might not have control beliefs about changing the environment, but we fully control 

our financial savings. In crowdfunding, investors do not seem to take into account the 

traditional measures of project risk because their contribution to the project is limited 

by a budget compared to the stock they have available for investments (Bonzanini, 

Giudici, & Patrucco, 2015). 

 

Trigger 

 

Although being capable is often linked to monetary factors, it is not only about the 

desire to save money but also convenience, the environment, the situation, comfort and 

other rationalizations. In this context, low-risk and low-cost solutions are needed. 

Transparent crowdfunding for eco-innovation that is primarily egocentric but with 

social and environmental benefits is a possible solution. 

 

Collaboration 

 

The environmental and social challenges we are facing are very complex. Therefore, 

collaboration becomes necessary since interdependence is so great that without a shared 

purpose, the goal cannot be achieved. Systems that are needed to power larger networks 

will require some sort of governance, which also leads us into a collaborative process. 

However, collaboration is often difficult to pull off, especially with strangers and in 

large, dynamic groups. Every point of collaboration is a potential source of conflict that 

often gets solved with artificial hierarchies of rules, authority, and power. The desire to 

dominate others is a constant in history, as exemplified by Thucydides’ famous dictum: 

“Human nature never changes. Therefore the lessons of history are eternally valid,” and 

George Bernard Shaw’s dictum, “Power does not corrupt men; fools, however, if they 

get into a position of power, corrupt power” (in Alderman, 2011). Therefore, we should 

think about possibilities that technology gives us and create solutions that will 

minimize the consequences of human greed and lack of empathy. As such, contracts 

cannot guarantee successful collaboration, but the contracting process may be 

purposefully used to increase mutual understanding, learning, and trust (Blomqvist, 

Hurmelinna, & Seppänen, 2005). In this context, blockchains and smart contracts play 

important roles, the latter especially because establishing trust is fundamental to the 

successful formation and growth of any new work team (Judith, 2001). The crypto 

revolution is going to be more significant than the internet itself; we just need to use it 

in appropriate way. 

 

Conclusion and future research 

 

Due to the complexity of environmental and social issues related to natural resources 

and universal necessities—competence, relatedness, and autonomy—we introduce a 

new decentralized paradigm in order to facilitate a transition to a sustainable future.  
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Self-determination theory explains that environmental behavior that is not motivated 

intrinsically is not persistent and that the basic needs for competence, relatedness, and 

autonomy positively affect intrinsic motivation. Our model emphasizes (a) autonomy 

because eco-innovation supports freedom for dependency, (b) ability because money 

rules the world, and (c) relatedness because collaboration and a common vision are 

needed.  

 

Our model emphasizes social conditions in which sustainable environmental behavior 

might occur because threats to basic human values and needs are eliminated. However, 

there is currently no empirical support for this model. Thus, we encourage research 

studies to find empirical support for the new decentralized paradigm and to suggest 

improvements. This article also has some implications for businesses and governments, 

especially regarding institutional improvements and changes in direction designed to 

facilitate a transition to a sustainable future.  
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Abstract 
 

Due to rapidly changing economic circumstances and their related risks and increased 

complexity in terms of business and legislation, establishing control over companies' business 

operations and their financial reports is becoming an increasingly demanding task. With 

economic development, the role and importance of audit committees within companies has 

increased, as they play an important part in monitoring and controlling financial reports, 

internal controls and risk management. According to the Slovene Companies Act-1, an audit 

committee must consist of at least three members, one of which must be an independent 

consultant trained in accounting and auditing. Auditor culture is expressed in whether or not 

companies take the Recommendations into account. The present study tried to establish 

whether companies, who took into account the Recommendations for Audit Committees with 

regards to independent consultants in the time period between 2009 and 2013, are more 

successful than companies that did not. This also means that the auditor culture is higher for 

auditors who respected the Recommendations compared to auditors who did not. Included into 

the study were 30% of Slovene public limited companies who are, in accordance with the 

Companies Act-1, liable to form an audit committee. The results of the study indicate that only 

half of the studied companies in Slovenia followed the Recommendations for Audit Committees 

when selecting an independent consultant. With the use of the Mann-Whitney test we 

established that, in terms of total revenues, there are no statistically significant differences 

between companies that had an independent consultant, trained in accounting and auditing, on 

their audit committee, compared to those with an independent consultant with a different skill 

set. Statistically significant differences were established in terms of total assets.  
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Introduction 
 

Audit committees originate from the Anglo-American environment and go back to the 

times when informal committees used to audit public limited companies. The first 

audits were performed around 1940 in the United States of America. Their emergence 

is linked to the requirements of the Securities and Exchange Commission (SEC) and 

the New York Stock Exchange (NYSE) (Duhovnik, 2009). Nowadays, audit 

committees perform the important task of monitoring and controlling financial reports, 

internal controls and risk management within a company (Recommendations for Audit 

Committees, 2009). Legislative provisions that must be taken into account with regards 

to audit committees in Slovenia are, in addition to Directive 2006/43/EC of the 

European Parliament and of the Council on Statutory Audits of Annual Accounts and 

Consolidated Accounts (Official Journal of the European Union, 157/87), also laid out 

in the Companies Act (Official Gazette RS, 42/2006) which defines the composition, 

tasks and founding of audit committees. Important professional guidelines in Slovenia 

are also the Corporate Governance Code (Slovenian Directorsˊs Association, 2009) and 

the Recommendations for Audit Committees (Slovenian Directorsˊs Association, 

2009). In addition to the duration of appointment of audit committee members, the 

Corporate Governance Code also specifies the personal and professional qualities the 

audit committee members should possess. The Recommendations, on the other hand, 

specify the founding, composition, work and tasks of the audit committee as well as its 

relationship with external and internal auditors and the supervisory board.  

 

This paper examines if companies who took into account the Recommendations for 

Audit Committees (2009) with regards to independent consultants were more 

successful in the time period between 2009 and 2013 than companies that did not take 

these Recommendations into account. This also relates to the fact that auditor culture is 

greater if they take these recommendations into account during their work.   

 

The introductory part of the paper is followed by the second chapter introducing the 

theoretical background on the culture, independence, and factors for measuring audit 

committee success. Within the present study, success was defined based on the 

economic categories from the companies' annual reports. Chapter 3 presents the results 

of the empirical study, while chapter 4 presents the concluding findings.   

 

Theoretical background  

 

In accordance with Slovene legislation, audit committees must be established by 

companies that trade valuable securities on the organised market and must consist of at 

least three members (Article 279 of the Companies Act (hereinafter: ZGD-1)), at least 

one of which must be an independent consultant, trained in accounting and auditing, 

and who is not a member of the supervisory board (Article 280 of ZGD-1B; as cited in 

Recommendations, 2009). In the Code of Professional Ethics for Independent Auditors 

(1994) the term »independent« is defined as a mentality signified by integrity and 

impartiality when doing one's work. Independence prevents relationships with the client 

that could endanger the auditor's impartiality when carrying out the required tasks. 

Several authors studied the importance of the audit committees’ independence and 

defined it as one of the most important characteristics of audit committee members. 

Audit committee members who are independent respect the legislation and the 
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Recommendations for Audit Committees. Independent member have no connections 

that could harm their judgement (Audit Committee Guidance, 2011) and must be 

independent when analysing, taking action and making decisions (Duhovnik, 2009). In 

addition to independence, authors also list other important characteristics of audit 

committee members, such as objectivity, professional skills and knowledge of the 

company's operation (Duhovnik, 2009).   

 

Kamarudin et al. (2012) found out that the more independent audit committee members 

are, the greater the objectivity and governance of internal controls within a company as 

well as financial reporting. They established that the independence of the audit 

committee has a significant impact on company success. Independent audit committee 

members have no economic or personal interests and are more careful when it comes to 

their reputation (Alzeban and Sawan, 2015). Audit committees that are independent of 

management and have the required accounting knowledge have less probability for 

fraudulent accounting reports as such companies have better internal controls in place 

(Rupley et al., 2011).  

 

Auditor culture is reflected in the fact whether or not auditors follow the 

Recommendations. Hofstede defined culture using four dimensions: power distance, 

individualism, masculinity and uncertainty avoidance. His idea was to conceptualise 

cultural specifics and measure them using specific dimensions (Hofstede et al., 2010; as 

cited in Laitinen and Suvas, 2016)  

 

Some authors studied the impact of culture on auditor independence. According to Tsui 

(1996; as cited in Naslmosava et al., 2014), an auditor's ethical behaviour is an 

important factor in the auditor's response to conflict situations. Falk (1999; as cited in 

Naslmosava et al., 2014) studied the impact of self-interest and ethical behaviour on the 

auditor's independence and found out that the level of morale impacts the independent 

judgement of an auditor.  

  

For an audit committee to be successful it is not enough that its members are 

independent and that they have the required knowledge and experience in the area of 

accounting and auditing. For an audit committee to work successfully, preliminary 

preparations and a thorough study of all the factors before the formation of the audit 

committee must be carried out. This means that a founding act must be written defining 

the audit committee's role, the audit committee mandate length, a schedule must be 

appointed regarding the audit committee sessions, the members selected for working as 

part of the audit committee must be trained accordingly and have the relevant 

experience, they must be objective and independent, and the audit committee must have 

access to sufficient means and a satisfactory scope of information (Roter, 2012; as cited 

in Vremec, 2003). DeZoort et al. (2002; as cited in Osterman and Zaman Groff, 2010) 

also state that the members must remain motivated and persistent.  

 

The findings of Bedard and Gendron (2009; as cited in Osterman and Zaman Groff, 

2010) indicate that the audit committee members’ capability and the audit committee’s 

competence are important factors that determine the audit committee's success. 

Osterman and Zaman Groff (2010) conclude that for the operation of audit committees, 

knowledge of audit committee success factors is of key importance, such as respective 
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powers, composition, member motivation and available financial and information 

resources. 

According to Liu and Zhuang (2011) the following factors have an impact on audit 

committee success: audit committee size, independence, accounting skills and meeting 

frequency. Successful audit committees have an impact on higher credibility and 

declaration quality.  

 

Empirical study 

 

In accordance with the Slovene Companies Act (hereinafter: ZGD-1), an audit 

committee must consist of three members, one of which must be an independent 

consultant. The Recommendations for Audit Committees (2009) specify that an 

independent consultant is a person trained in accounting and auditing. The culture of 

auditors who are audit committee members is reflected in the fact whether or not they 

take the abovementioned Recommendations into account during their work.  

 

The independence of the audit committee is one of the most important factors of an 

efficient corporate managing system (Kamarudin, 2012). In the case of an independent 

audit committee, the chance of fraudulent financial reports is also reduced (Rupley, 

2011). Kamarudin et al. (2012) defined the success of a company with the following 

indicators: working capital, cash flow from operations, total income, total assets, 

property, plant and equipment. Additionally, it is also emphasized that the audit 

committee members are experts in their fields with the required know-how as this 

influences the operation of the audit committee as well as the company as a whole 

(Albring et al., 2014). Based on the abovementioned assumptions, the following 

hypotheses were formed:   

 

H1: Companies do not take into account the Recommendations for Audit Committees 

of the Slovenian Institute of Auditors when forming an audit committee. 

H2: Companies with an independent member who is trained in accounting and auditing 

on the audit committee, on average have lower total revenues than those companies 

with an independent member with a different skill set.  

H3: Companies with an independent member who is trained in accounting and auditing 

on the audit committee, on average have less total assets than those companies with an 

independent member with a different skill set. 

 

Sample and methodology 

 

Included in the study were those companies in Slovenia with a formed audit committee 

in the time period betweem 2010 and 2013. From the list published by the Securities 

Market Agency (as of 12 March 2015), which contained 65 public limited companies, 

we selected a sample of 24 companies
30

 after checking and studying all these 

companies' annual reports. The sample includes the companies with publicly accessible 

and audited reports for the time period between 2010 and 2013.   

 

                                                           
30

 These companies were: Aerodrom Ljubljana d.d., Cinkarna Celje d.d., DARS d.d., Gorenje d.d., Intereuropa 

d.d., Istrabenz d.d., Luka Koper d.d., Mercator d.d., Sava d.d., Telekom d.d., Unior d.d., Cetis d.d., Datalab d.d., 

Hram holding d.d., Krka d.d., Melamin d.d., Petrol d.d., Salus d.d., Terme Čatež d.d., Terme Dobrna d.d, 

Tovarna olja Gea d.d., Velana d.d., Žito d.d.   
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The dependent variables were the total revenues and the total assets following the 

example of the research by Kamarudin et. al. (2012). The independent variable was 

defined based on whether a company appointed an independent consultant who is an 

accounting and auditing expert as a member of the audit committee or not.  

 

The study was performed with a one-tailed t-test for the independent samples and the 

Mann-Whitney test. Because of the small sample size and to establish significant 

differences between companies with an independent consultant who is an accounting 

and auditing expert and companies with an independent consultant with other skills, the 

one-tailed t-test was used for the independent samples. The hypotheses were tested 

using the Mann-Whitney test, which is a robust non-parametric alternative to the t-test. 

We checked if companies respect the Recommendations and if companies with an 

independent consultant who is an accounting and auditing expert on their audit 

committee have more total assets and more total revenues compared to those with an 

independent consultant with a different skill set.   

 

Results and discussion 

 

H1 was tested by copying the data on the number of audit committee members and the 

type of independent consultant on the audit committee based on their accounting and 

auditing skills for the selected companies for the time period between 2010 and 2013. 

The copied data was compared with the Recommendations for Audit Committees 

(2009). In compliance with Slovene Companies Act (hereinafter: ZGD-1) and the 

Recommendations (2009) the audit committee must consist of at least three members, 

one of which must be an independent consultant trained in accounting or auditing. 

 

We established that in the beginning of the observed time period, the companies had 

insufficiently defined audit committee members, which improved in the following 

years. We also found out that none of the audit committees in the observed companies 

had less than three members despite the fact that the composition and number of audit 

committee member changed in some companies during the observed time period. Some 

companies did not state the information on the number of members, the independent 

consultant and his/her accounting and auditing skills. These companies were marked as 

inadequate according to the Recommendations. Consequently, we can conclude that 

only half of the observed companies respect the Recommendations with regards to the 

independent consultant. This also means that in companies that do take the 

Recommendation into account, auditor culture is higher.   

 

We used the one-tailed t-test for the independent samples and the Mann-Whitney test to 

also test hypotheses H2 and H3. For both dependent variables for the entire observed 

time period we established that the p-value is higher than the level of significance 

(0.05). Table 1 shows the independent variable values by year. We found out that there 

are no statistically significant differences in terms of total revenues and total assets if 

the independent consultant in the audit committee is trained in accounting and auditing 

or not. This means that companies with an independent consultant in accounting and 

auditing on average do not have statistically significant higher total revenues and total 

assets than those companies with an independent consultant with another skill set on 

their audit committee.  
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Table 1: p-values (t-test) for the observed years 

Source: own research 

 

In order to use the t-test, its required conditions must be met. The condition of equality 

of variances was checked with Levene's test, while the condition of normal variable 

distribution was checked with the Kolmogorov-Smirnov test. It turned out that the 

variables were not normally distributed as the p-value was less than 0.05. Because the t-

test conditions were not met, the Mann-Whitney test was performed instead.   

 

The results of the Mann-Whitney test differ from the t-test results. The p-value for the 

dependent variable total assets for the entire observed time period is less than 0.05. This 

means that the differences are statistically significant. We can conclude that companies 

with an independent consultant skilled in accounting and auditing on their audit 

committee have on average more total assets than companies with an independent 

consultant with a different skill set on their audit committee.   

 

The p-value for the dependent variable total revenues is less than 0.05 in 2010 and 

2011, larger than 0.05 in 2012 and close to 0.05 in 2013 as it amounts to 0.051. For 

2010 and 2011 this means that there is a statistically significant difference for this 

variable, if the independent consultant is trained in accounting and auditing, or if he/she 

is not. For the other years there are no statistically significant differences for this 

variable. For 2010 and 2011 we can conclude that companies with an independent 

consultant who is trained in accounting and auditing on their audit committee have on 

average more total revenues than those with one with a different skill set.   

Table 2: p-values (Mann-Whitney test) for the observed years 

Dependent variables 2010 2011 2012 2013 

Total revenue 0.034 0.034 0.064 0.051 

Total assets 0.004 0.004 0.002 0.004 

Source: own research 

 

We proved hypothesis H1 as only half of the companies studied followed the 

Recommendations for Audit Committees when forming their audit committee. From 

this it can be concluded that the auditors only follow the Recommendations in half of 

the companies, so auditing culture is higher in those companies. We also proved 

hypothesis H2 as the Mann-Whitney test showed that in terms of total revenues, the p-

value was only less than 0.05 in 2010 and 2011, whereas it was very close to this value 

in 2013. In 2010 and 2011 there were statistically significant differences between 

companies with an independent consultant trained in accounting and auditing on their 

audit committee and companies with an independent consultant with a different skill 

set. In the other observed years these differences were not present.  

 

Hypothesis H3 was disproved as the Mann-Whitney test showed that in terms of total 

assets, the p-value was less than 0.05 in all the observed years. There are statistically 

significant differences between companies with an independent consultant trained in 

Dependent variables 2010 2011 2012 2013 

Total revenues 0.477 0.476 0.399 0.414 

Total assets 0.079 0.068 0.085 0.102 
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accounting and auditing on their audit committee and companies with an independent 

consultant with a different skill set. This means that companies with an independent 

consultant trained in accounting and auditing on their audit committee, have on average 

more total assets than companies with an independent consultant with a different skill 

set on their audit committee.    

 

Conclusion 

 

The study researched if companies that respected the Recommendations for Audit 

Committees in the time period between 2009 and 2013 were more successful than 

companies that did not respect the abovementioned Recommendations. As a result, this 

also means that the auditor culture of those auditors that follow the Recommendations 

in their work is higher than of those auditors who do not. We also found out that 

companies with an independent consultant trained in accounting and auditing on their 

audit committee, on average have lower total revenues than companies with an 

independent consultant with a different skill set. Companies with an independent 

consultant trained in accounting and auditing on their audit committee, on average do 

not have less total assets than companies with an independent consultant with a 

different skill set. 

 

It must be emphasised that, due to the small sample, for some variables statistically 

significant differences maybe did not show.   

 

The options for further research are open towards the study of a comparison of audit 

committee success in Slovene companies to companies abroad and the inclusion of a 

larger number of dependent variables (working capital, cash flow from operations).   
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Abstract  
 

The purpose of this paper is to develop an analytical framework for discussing the link between 

financial systems and economic growth. Financial systems help overcome an information 

asymmetry between borrowers and lenders. An efficient financial system is essential for 

building a sustained economic growth and an open vibrant economic system.  

 

This study presents the analysis of the impact of the development of the financial system on 

economic growth in selected countries of Central, Eastern and Southeastern Europe. First of 

all, it provides an overview of previous research about the influence of the development of the 

financial system on economic growth. Theoretical research shows that, as a result of risk 

aversion and the information asymmetry between borrower and lender, it motivates the 

existence of financial intermediaries and financial market.  

 

Differences in the development of the financial system in the observed countries provide an 

explanation for the different effects on capital accumulation and technological innovation 

which are basic and the main determinants of sustainable long-term economic growth. From 

an empirical point of view, this research has deepened the existing research strategies through 

representation and critical review of previous studies, the analysis of the functions of the 

financial system and the availability of data and identification of specific channels through 

which the development of the financial system may affect the economic growth. Both theoretical 

and empirical part of this research has confirmed the positive effect of the development of the 

financial system on economic growth. Special focus is suggested to economic policy holders to 

take the development of the financial system under serious consideration through the prism of 

its development and impact on economic growth.  

 

Keywords: financial system, economic growth, transition countries, panel models. 
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Introduction 

 

The connection between financial system development and economic growth has been 

the subject of many economists research. In the past the greatest obstacle for progress 

of such research has been the lack of corresponding data which would enable better 

rating of financial system efficiency. In the future researchers should pay more 

attention to possible nonlinearities and heterogeneities in growth process in certain 

countries, as the latest financial and economic crisis demonstrated. Although it seems 

logical that the development of the financial system has a positive effect on economic 

growth, the final answer to that question has not been given yet. Researching the 

connection between finances and growth imposes the question of causality and 

direction of connection.  

 

That is why the influence of the financial system on economic growth as subject of this 

research is trying to contribute to its clearer understanding. Research focuses on 

existence of connection and the magnitude of impact of financial system on economic 

growth.  

 

Financial system and its impact on economic growth begins to be studied 

systematically already in the late 50's of the previous century, and it especially 

intensifies since the 90's up to today. Considering how the most important reason for 

differences in economic development degree in certain countries is not in the wealth of 

their resources but in the efficacy of their usage, it points to the fact how developed and 

efficient financial system can substantially influence the increase of resources usage, 

and therefore economic growth as well.  

 

Of course, there are differences in the degree of development of financial systems of 

countries. This research which focuses exactly on this problematic is done accordingly.  

 

Previous research  

 

Research of impact of financial system development on economic growth is very 

ambitious. In the last thirty years interest in research of this problematic increases, but 

there is still no final stand on impact of financial system development on economic 

growth (see Aziakpono, 2012; Stolbov, 2012 and Eschebach, 2004). That is exactly 

why this topic is the center of attention of more and more researchers.  

 

Theoretical considerations of impact of financial system on economic growth can be 

seen already in Bagehot's works in the 70's of the 19th century. It can be assumed that 

similar contemplations on this topic existed from before, but there was still no literature 

to confirm it.  

 

Aside from various critics of Bagehot's contemplation, it can be said that his basic 

contemplation on financial system development and its impact on economic growth 

remains very significant even today. Namely, it is based on the claim how the main role 

of financial system is in the exchange of resources and allocation into most profitable 

projects. From Bagehot's theory it can be concluded how financial system development 

has an important role in economic growth. It was Bagehot himself that encouraged 

many theoreticians to consider the impact of financial system development on 
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economic growth in the 20th century. Thus Schumeter through his theory on economic 

growth asserts innovations as the key initiator of economic growth. According to him 

innovations can appear in the form of new manner of production of existing products, 

new market, innovation in raw materials or all these combinations can be realized 

through a channel of bank credits in case of open economy. (Comp. Stolbov, 2012)  

 

Most of the studies made in the period from 90's of the 20th century were directed to 

detailed descriptive analyses of specific countries. Empirical research were rare, 

included a limited number of countries and did not systematically consider all 

determinants of economic growth (Comp. Levine, 2000). Significant contribution to 

empirical research was given by Demirgüc-Kunt and Levine in 1996 and Beck, 

Demirgüc-Kunt and Levine in 2000. They enabled identification of channels through 

which financial development affects the growth as well as checking how the difference 

in financial structure of financial system (bankcentric vs marketcentric systems) is 

important for growth.  

 

Various research of connection between financial system and economic growth have 

confirmed that the financial structure itself, meaning separation of financial systems to 

bankcentric and marketcentric systems, is not an appropriate way to determine the 

impact of financial system on economic growth.  

 

However, all research confirm that all-round financial development, measured by 

activities of banks towards private sector and liquidity of capital market, is a 

determinant of long-term economic growth.  

 

Traditionally the connection between financial system and economic activity tried to be 

explained by differences in the way in which bankcentric systems (financial systems in 

which banks dominate) and marketcentric systems (financial systems in which capital 

market dominates) fulfill the afore mentioned functions.  

 

Contemplations on connection between financial system and growth through 

dichotomy of bank centric and market centric systems has its starting point in studies 

which tried to explain the differences in economic success, of USA and Great Britain 

on one hand and Germany and Japan on the other, particularly through differences in 

the ways in which their financial systems are organized.  

 

Lately there have been some points of view which claim that opposing bank centric and 

market centric financial systems is not the appropriate approach to understanding the 

connection between financial system and economic growth. Levin (2007) therefore 

suggests the functional approach to financial development.  

 

Functional approach stresses that banks and market perform different and mutually 

complementary services which have positive implications on growth. Therefore, it can 

be concluded that for economic growth it does not matter if it is based primarily on 

banks or capital market, but whether it performs its functions successfully. Of course, 

the availability and total development of financial services is of importance, and not the 

organization of the financial system.  
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However, opinions of economists on role of financial intermediation in economic 

growth are still divided. While Adams (1819) considered that banks undermine „moral, 

peace, and even nation's wealth“ (Levine, Loayaza and Beck, 2000), Alexander 

Hamilton (1971) claimed that „banks are the luckiest motor ever invented“ for speeding 

up economic growth.  

 

Some authors, like Bagehot (1873), established that successful mobilization of savings 

can improve allocation of resources and encourage technologic innovation, and 

therefore instigate economic growth. Others considered that financial system follows 

economic growth (Robinson, 1952), and some were skeptical about the existence of 

that connection (Lucas, 1988). Schumpeter (1934) came to the conclusion that services 

of financial mediators are crucial for encouraging technologic progress and economic 

growth. Authors such as Donrbusch and Reynoso pointed out that financial factors are 

similar to foreign trade regimes, and that unless there are big disturbances in them, they 

have no effect on level of GDP per inhabitant.  

 

The following is a presentation of newer empirical research which analyses the impact 

of financial system development on economic growth. There are already some studies 

which provide a review of literature on connection of finances and economic: Gertler 

(1998) whose presentation focuses on microeconomic aspects of financies and growth; 

Pagano (1993); Levine (1997; 2005), Trew (2006), Demirgüc-Kunt and Levine (2008), 

Bogdan (2009) and Bađun (2009) who focused on a review of studies about the 

influence of banking sector on economic growth. A part of studies analyses the impact 

of financial intermediation of banks, and the other part of studies orientates on impact 

of financial market on economic growth. Some authors analyzed the impact of finances 

on economic growth assuming linear connection between these two variables. The 

following will focus on studies which are considered more significant and were 

directed towards empiric research, whereas it will not quote separately the impact of 

financial structure on economic growth because of their complementarity
33

.  

The following table gives a review of most quoted research on the topic of impact of 

financial system development on economic growth up to today.  

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

                                                           
33

 For those readers interested in details of theoretical models a wider review can be found in Levine’s review 

(2005 



128 

 

Table 3.1. Review of selected previous research about the impact of financial system on 

economic growth 
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Financial system of observed countries 
 

Financial system of European transition countries was relatively undeveloped if we 

compare it to the real system of the same economies, and the main reason is the 

legislative of pre-transition and centrally planned economies. In such countries it was 

common that financial intermediation between those with monetary surplus and those 

with monetary deficit was strictly controlled by regulatory state entities. Capital is 

allocated through system of direct loans for State Owned Enterprises – SOEs due to 

investments and budget needs for working capital. Credit analysis and risks in this 

model of business did not exist. Money is completely passive in this process because it 

is used exclusively as a unit of calculation in business transactions and as means of 

trade between households and state distribution sector. Population savings, often as 

result of enforced accumulation of monetary conditions due to unavailability of desired 

consumer goods for purchase, was collected by state savings banks which developed 

branch networks throughout the country. 

 

Structural segmentation, state controlled banking and high concentration ratios were the 

main heritage of planned period of banking sector in transition countries. Despite these 

similarities, there are significant differences in experiences of the countries before and 

during transition period and each has its unique characteristics. 

 

Already since the 50's of the last century began the process of banking sector reform for 

most transition economies involved in creating two-level system with business 

activities deriving from national banks portfolios. First level consists of central bank, 

which is obligated to conduct monetary policy, including exchange policy, and has 

certain responsibility in supervising and monitoring banking sector rise. Second level of 

banking sector consists of newly founded State Owned Capital Banks, SOCB, 

specialized state owned banks, which grew into SOCBs, to act operatively as external 

through joint ventures of banks and all private domestic banks including those which 

entered the system after the political transition. Generally, bad criteria for entering the 

market with intent to instigate banking sector development lead to creation of many 

new private banks from which some were of suspicious quality, even false, and some 

conducted business below legitimate capital adequacy levels.  

In Hungary, for example, commercial banks portfolios were divided by sectors to 

encourage industrial production, agriculture and infrastructure and small economy 

growth. In Bulgaria another extreme occurred when from balances of Bulgaric national 

bank in 1990 were created 145 branches which received universal banking license 
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which allowed them to conduct commercial banking business. The purpose of such 

policy was encouragement of competition. 

  
Table 2.2. Review of banking system in the first decade of transition 

 

 Number of 

banks (in 

foreign 

ownership) 

 

Share of 

foreign 

banks in 

total 

banking 

sector 

assets 

 

Domestic 

loans in 

relation to 

GDP (%) 

 

Net 

interest 

margin 

 

Share of 

(nonpeforming 

loans) NPLs in 

total loans (%) 

 

EBRD 

banking 

transition 

index 

 

 

  

CEE  

Czech Rep. 55 (23)  15,5  62,5  3,44  31,5  3  

Hungary  43 (21)  36,8  22,7  5,99  12,1  3  

Poland  81 (18)  4,4  16,7  8,84  23,9  3  

Slovakia  33 (18)  32,7  26,3  3,93  41,3  2,7  

SEE  

Bulgaria  41 (3)  < 1  39,4  2,17  12,5  2  

Croatia  54 (1)  < 1  33,4  5,73  12,9  2,7  

Romania  24 (8)  < 1  7,8  8,27  37,9  3  

Serbia  103 (3)  < 1  9,2  3,62  12,0  1  

Slovenia  39 (6)  4,8  27,3  4,48  9,3  3  

  

Medium transition phase - year 2001 

 

CEE  

Czech Rep.  40 (26)  65,4  44  2,03  33,8  3,3  

Hungary  42 (33)  67,4  29,9  4,01  3,1  4  

Poland  73 (46)  72,6  26,9  4,36  16,8  3,3  

Slovakia  23 (13)  42,7  43,7  2,69  26,2  3  

SEE  

Bulgaria  35 (25)  75,3  12,5  5,52  10,2  3  

Croatia  45 (21)  84,1  39,9  4,89  22,6  3,3  

Romania  33 (21)  46,7  7,2  7,57  5,3  2,7  

Serbia  81 (3)  0,5  63,6  3,31  27,8  1  

Slovenia  28 (6)  15,3  36,7  3,75  9,3  3,3  

 

Source: IFS, WBI, IMF, Central banks of selected countries 
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Table 2.3. Review of banking system in second decade of transition 

 

Late transition period - year 2006 

 

CEE  

Czech Rep.  36 (27)  84,4  35,8  2,39  4,0  4  

Hungary  38 (27)  82,6  49,9  4,46  3,1  4  

Poland  61 (50)  74,3  33,4  2,96  11,6  3,7  

Slovakia  23 (16)  97,3  35,1  2,08  5,5  3,7  

SEE  

Bulgaria  34 (23)  74,3  41,0  3,96  3,8  3,7  

Croatia  34 (13)  91,3  56,4  3,50  6,2  4  

Romania  33 (24)  59,2  19,9  4,23  1,7  3  

Serbia  40 (17)  66,0  30,7  5,69  -  2,7  

Slovenia  25 (9)  22,6  56,3  2,19  6,4  3,3  

 

Post-crisis period - year 2011 

 

CEE  

Czech Rep.  37 (15)  84,8  75,3  2,48  2,8  4  

Hungary  38 (23)  81,3  66,5  3,82  6,7  3,7  

Poland  67 (57)  72,3  55,2  3,18  8,0  3,7  

Slovakia  26 (13)  91,6  51,1  2,77  5,2  3,7  

SEE  

Bulgaria  30 (22)  84,0  75,3  3,59  6,7  3,7  

Croatia  22 (15)  91,0  69,64  2,95  7,8  4  

Romania  31 (25)  84,3  40,7  4,35  8,5  3,3  

Serbia  33 (--)  72,5  45,0  4,54  16,9  3  

Slovenia  25 (11)  29,5  92,7  2,36  6,0  3,3  

 

Source: IFS, WBI, IMF, Central banks of selected countries 
 

It the review of first decade of banking system transition (2.2. table) in most observed 

countries still dominates state ownership or institutions connected to state management. 

In early transition period (2.2. table) about one third of banks assets in Hungary, 

Slovakia and Latvia in 1996 is in foreign financial institutions ownership, and numbers 

are smaller in Czech Republic and Poland as well as observed countries of former 

Yugoslavia. In Czech Republic banks in state ownership are involved in coupon 

privatization program which limits entrance of foreign investors. In Poland nine banks 

in state ownership should have been privatized as part of program with support of 

American treasury. However, former governments followed rather protectionist 

strategy assuming approach towards banking industry according to which domestic 

banks were saved and so became strong enough to be able to refuse foreign competition 

when it appeared.  

 

If we look at table 2.3., that is last observed transition decade, we see strong influence 

and inflow of foreign banks in all reviewed banking systems (number of banks in 

foreign ownership): in Czech Republic it is 15 banks out of 37, in Hungary 23 out of 



134 

 

38, in Poland 57 out of 67, in Slovakia 13 out of 26, in Bulgaria 22 out of 30, in Coratia 

15 out of 22, in Romania 25 out of 31, in Slovenia 11 out of 25 banks. 

 

However, development of efficient banking system requires completion of three 

mutually connected activities: resolving bad loans, privatization of state banks and 

establishment of efficient regulatory institutions.  

Financial system of Croatia today is considered consolidated, internationalized and 

prepared to get involved into market competition in European Union open market. 

Croatia is, as well as all observed countries, bankcentric.
34

 Problems are mostly visible 

in real sector and in the last 15 years policy of economic growth encouragement was 

based on state infrastructural investments and accompanying budget deficit. New 

impulse should come from private sector, that is from private investments.  

 

Practice showed that in lower levels of economic development, while private financial 

assets have not strengthened yet, capital market is undeveloped and therefore an 

obstacle to entry of international capital. As long as there is insufficient capital in the 

country, it is not difficult to decide where to place and get high return. However, with 

growth of financial assets, while capital becomes more accessible, it is more difficult to 

find good investment opportunities. In such conditions, basic dilemma of financial 

policy becomes more expressed: to develop domestic capital market and provide new 

investment opportunities in form of securities or open doors for capital outflow abroad 

and achieve returns in other propulsive markets.  

 

If country size and legal heritage do not determine financial structure and if experiences 

of many countries indicate that financial structure in medium-term period can change, it 

imposes the question about what Croatia (as well as many other countries) wants to do 

with its financial sector in the future? 

 

Thereby we should keep in mind the five facts based on previous theoretical and 

empirical research and experiences of different countries. Firstly, it is a fact that banks 

and financial markets are complementary financial institutions which develop in 

parallel, whereas banks are relatively more important on lower levels of development 

while markets gradually assume more importance in higher levels of development. 

Relation of complementarity dominates over eventual competitive relations of banks 

and financial market. Secondly, financial intermediators will naturally turn to financial 

markets abroad in extent in which domestic markets can not offer good investment 

opportunities and their diversification. Any attempt of administrative prevention of this 

natural trend (instead of active encouragement of domestic market and its development) 

will lead to creating an inactive market for foreign investments. Thirdly, there is small 

possibility that a desirable financial development would appear spontaneously. 

Financial markets are subject to so called „imperfections“ which regulators can not 

ignore, from point of view of supervision as well as from point of view of development 

encouragement. Fourthly, ownership capital markets develop sharply: they experience 

fast upgrades in periods when activity of privatization policy and liberalization are at 

their highest. Although after such periods come periods of „cooling“, market li uidity 

and activity remain on permanently low level. Fiftly, appearance of companies in 

                                                           
34

 Banking sector dominates in the financial system and capital market is undeveloped and it can be concluded 

that Croatia is dramatically falling behind the other countries in this segment.   
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market capital or initial public offering

policy. Aside from directly contributing to total capital market development, they 

produce additional social benefit through maximization of company sale price in 

privatization, that is through public income growth. 

 

It should be mentioned that size of market (country) can become a limitative factor if 

we observe highly developed capital markets. Also, among macroeconomists there is 

an influential school of opinion which stresses the dangers of so called speculative 

inflow of short-term foreign capital, which is especially expressed in small and open 

economies (such as Croatia for example). Such capital in high amounts enters the most 

liquid markets in formation, sometimes causing appreciation of currency and then 

leaves these markets causing often sudden depreciation of currency. It can lead to 

currency and financial crisis and stagnation and even interruption in capital market 

development. Caricatural recommendation which is sometimes highlighted because of 

the existence of that danger quotes that illiquidity of capital market is a virtue because 

undeveloped market will not attract international portfolio investors. Therefore, it is 

allegedly better not to encourage capital market development and forbid or discourage 

circulation of international capital (Pill and McKinnon, 1995).  

 

It raises the question whether, in conditions of total openness of small economy, 

domestic companies will strive for inclusion to some of foreign stock markets which 

are bigger and more liquid, and which services are cheaper because of economy of 

volume (Malkamaki, 1999). Furthermore, it can be asked how small and regional stock 

markets will respond to global trend of linking and enlarging stock markets and 

developing alternative systems for immediate trade. Both questions can be subsumed 

under common denominator of financial liberalization and internationalization. 
 

Graphic review 2.2. Comparison of foreign banks assetes share in total banking sector 

assets in 1996 and 2011 

 
Source: IFS, WBI, IMF, Central banks of selected countries 
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If we look at graphic review 2.2., we can see huge difference in foreign banks share in the 

beginning and at the end of observed period. For example, in countries such as Croatia, 

Hungary, and even Slovakia, this share goes up to even 90%. Huge change in banking sector 

structure occurred in Montenegro, Serbia, Romania and Macedonia.  

 

Development of banking system in the previous years, and especially before the financial 

crisis in Croatia, as well as in other now already post-transition countries, testifies that 

positive effects of internationalization (in sense of capital cost reduction and widening of 

financial products and services offer) can overcome the negative effects. However, we also 

witness that experience with financial liberalization and internationalization was not positive 

in countries affected by crisis.  

 

Previous research has shown how financial liberalization and internationalization affect 

financial development and income per inhabitant extremely positively in long term. (Abaid, 

Oomes and Ueda, 2004) However, some authors agreed with this pointing out that the 

condition is that the country does not suffer financial crisis. (Comp. Eichengreen and 

Leblang, 2003; Fratzscher and Bussiere, 2004) We are witnesses that balanced development 

of financial structure, availability of different types of sources of financing and better 

institutionalized infrastructure can significantly increase the resistance of financial system to 

crisis.  

If we go a step further in analyzing the structure of financial system in observed countries, we 

can conclude that they are all bankcentric, meaning that banks dominate, and that banking 

sector is successfully performing the function of intermediation although banking 

intermediation in countries of Eastern and Southeastern Europe is still not sufficiently 

developed in relation to the European average.  

 

Graphic review 2.3. Comparison of implementation of banking sector reforms in 1996 and 

2011  
 

 
Source: IFS, WBI, IMF, Central banks of selected countries 
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Graphic review 2.4. Comparison of implementation of financial system restructuring in 1996 

and 2011 

 

 

 

Source: ifs, wbi, imf, central banks of selected countries 

 

Analyzing financial systems in observed countries, in the observed period, and 

especially from 2000, banking sectors in countries of Eastern and Southeastern Europe 

record more intensive development instigated mainly by change of ownership and 

credit environment in the banking market of these countries. Process of financial 

deepening was not of the same intensity in all countries, and it was most delayed in 

Serbia, Albania, Montenegro and Macedonia. Croatia for example reached the level of 

intermediation recorded in countries members of EU. Also, through analysis of 

comparative data it can be concluded that countries of Eastern and Southeastern Europe 

fall behind in implementation of financial system reforms. From the observed group of 

countries, reformed country is most definitely Croatia with very good and high quality 

implemented reforms. Of course, the same evaluation of implemented reforms is shared 

by other new members of EU. It is interesting to notice Slovenia as a country which 

was evaluated with grade 3, which is primarily a result of its resistance to large banking 

groups which were supposed to implement privatization of banking sector. 
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Graphic review 2.5. Selected countries in 1996 and 2011 – loans in private sector/GDP in % 

 

Source: IFS, WBI, IMF, Central banks of selected countries 

Graphic review 2.5. shows the extent of lagging behind in countries from the pattern as 

well as differences in development in 1996 and 2011. There are two distinctive key 

indicators in financial system development: ratio of stock turnover and GDP (measure 

of capital market liquidity) and ratio of given loans in private sector and GDP. 

According to the second indicator, we can conclude that Croatia is not only placed in 

the expected position in relation to other post-transition countries, but it is ahead of 

some which were made EU members sooner. However, Croatia is dramatically lagging 

behind other transition countries which entered EU sooner (measured by indicator of 

financial system development – turnover of stock in relation to GDP).  

 

Although this study does not research legal heritage which marked the organization of 

financial system, it is necessary to mention that there is widespread opinion that Central 

European or so called Germanic model of financial development ignores capital market 

and favors banks while so called Anglosaxon-Scandinavian model favors financial 

market development. It is exactly because all the countries by their nature inherited the 

first model, that this research will not go deeper in analyzing this problem. There are 

also economic legal theories which explain such structure with legal heritage. 

According to them customary law systems favor capital markets, and civil law systems 

favor banks. However, it must be mentioned that this theory was relevant in the 

previous 10 or so years. Namely, Germany, which in the past 10 years or so 

significantly changed its financial structure to benefit capital market, examines such 

opinions.  
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It is obvious that financial structures of certain countries elude simple explanations. It 

would be wrong to conclude that Austria is a country with only developed banks and 

undeveloped capital market. Bond markets are more developed in such countries by 

rule, and other financial intermediators, like investment and pension funds, have 

significant institutionalized market share. For example, assets of all non-banking 

financial intermediators take up over 50% of GDP (assets of open funds alone is worth 

over 25% of GDP).  

 

On the basis of previous analysis of financial systems in observed countries, several 

conclusions can be made:  

 Bankcentricity of financial systems – in observed countries banks are the 

dominant financial intermediator, and in the countries of Eastern and 

Southeastern Europe financial markets are still small and undeveloped.  

 If we exclude Austria and Germany on one side and all the other observed 

countries on the other, we can see there are still small total assets of banks and 

loans in private sector.  

 Banks in Eastern and Southeastern Europe are in majority ownership of banks 

with headquarters in EU countries.  

 Financial activity of banks in Eastern and Southeastern Europe is different 

from the one in Central Europe and has a different lending structure.  

 It is possible to notice a more weakly developed financial intermediation.  
 

It can be seen that entrance of European banks has intensified competition on the local 

market with domination of large banks. In such conditions it is necessary to secure a 

stable and constant banking market. Entrance of European banks anyhow intensifies 

competition on the local market with domination of large banks, which raises the 

question of survival of small banks in domestic private or state ownership.  

It is evident that market structure of banks is determined by concentration, 

competitiveness and their efficiency, institutional solutions and operating frame which 

changes and makes an entry of successful integration of banking sectors of Eastern and 

Southeastern Europe into inner banking market of EU. Same entries determine the role 

of observed systems in realizing nominaland real convergences. 

 

  Empiric model and choice of suitable model 

 

For proving the first research hypothesis we begin with checking which of the 

independent variables are highly correlated. Namely, it cannot be expected that all 10 

independent variables with additional control variables, will be statistically significant 

where there is danger that variable prefix will be wrong as consequence of 

multicollinearity which is present when there are many independent variables. Research 

is done with sample of 17 countries and research period is 1996-2011.  

 

For empiric analysis 17 countries have been selected from Central, Eastern and 

Southeastern Europe. The selected countries are shown in the following table:  
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Table 5.1. Selected countries of Central, Eastern and Southeastern Europe 
 

 

 

 

 

 

 

 

 

 

 

 

 

Analysis in this study is done in several steps:  

1. Firstly, autocorrelation will be estimated, that is, tested for groups of countries.  

2. Since data contain space component (cross-sectional data) and time 

component (time-series data), these are panel-data, and models which can 

adequately estimate influence of one or more independent variables on 

observed dependent variable are panel-models.  

 

Due to principle of parsimony in the first research phase it is necessary to select which 

independent variables will be included in the model. Namely, because of large number 

of independent variables it is not justified to include them all in the model at the same 

time. Including variables which are actually not relevant causes a bias estimation of 

remaining variables in the model. Also, excluding those variables which are actually 

relevant can cause ineffective estimation of standard errors. Solution to this problem is 

in selecting independent variables which are mutually uncorrelated. If independent 

variables are highly correlated, problem of multicollinearity appears, that is, basic 

assumption of econometric model is disrupted. Consequences of multicollinearity are 

unrealistically high standard errors of regression coefficients estimations, that is, 

unrealistically low values of t-tests and making wrong conclusion about the 

significance of certain variables in the estimated model. Therefore, to avoid 

multicollinearity problem in group of independent variables, the ones which are not 

highly correlated will be selected. In this way principle of parsimony will be obeyed so 

danger of high loss in freedom degrees will be avoided. As criterion in establishing 

multicollinearity is used Klein's criterion that is when among independent variables 

coefficient of correlation by absolute value is more than 0.7. In that case there is serious 

problem of multicollinearity which is why correlation matrix is tested.  

 

Dynamic panel-model which will be used in this analysis has the following record: Due 

to principle of parsimony in the first research phase it is necessary to select which 

independent variables will be included in the model. Namely, because of large number 

of independent variables it is not justified to include them all in the model at the same 

 
1. Albania: ALB_  

2. Austria: AUT_  

3. Bosnia and Herzegovina: BIH_  

4. Bulgaria: BUL_  

5. Croatia: CRO_  

6. Czech Republic: CZK_  

7. Germany: GER_  

8. Greece: GRE_  

9. Hungary: HUN_  

 

 
10. Italy: ITA_  

11. Macedonia: MAC_  

12. Montenegro: MNE_  

13. Poland: POL_  

14. Romania: ROM_  

15. Serbia: SER_  

16. Slovakia: SVK_  

17. Slovenia: SLO_  
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time. Including variables which are actually not relevant causes a bias estimation of 

remaining variables in the model. Also, excluding those variables which are actually 

relevant can cause ineffective estimation of standard errors. Solution to this problem is 

in selecting independent variables which are mutually uncorrelated. If independent 

variables are highly correlated, problem of multicollinearity appears, that is, basic 

assumption of econometric model is disrupted. Consequences of multicollinearity are 

unrealistically high standard errors of regression coefficients estimations, that is, 

unrealistically low values of t-tests and making wrong conclusion about the 

significance of certain variables in the estimated model. Therefore, to avoid 

multicollinearity problem in group of independent variables, the ones which are not 

highly correlated will be selected. In this way principle of parsimony will be obeyed so 

danger of high loss in freedom degrees will be avoided. As criterion in establishing 

multicollinearity is used Klein's criterion that is when among independent variables 

coefficient of correlation by absolute value is more than 0.7. In that case there is serious 

problem of multicollinearity which is why correlation matrix is tested.  
 

Dynamic panel-model which will be used in this analysis has the following record:  
 

 

  

Arellano (1989) indicated how, for dynamic model estimation, estimator of model 

parameters which uses differentials instead of variables with time shift for instrumental 

variables, has great variance, which means that it is not an effective estimator.  

 

That is why Arellano and Bond (1991) suggested using generalized method of moments 

Arellano's i Bond's estimator was suggested by Arellano and Bover (1995), and 

additionally upgraded by Blundell and Bond (1998). 
 

Validity of instruments which are selected for model estimation is tested by Sargan test. 

Sargan test (which is sometimes called Sargan-Hansen test or just Hansen test) is test 

for preidentification of limitations. By introducing each new instrumental variable, new 

condition (limitation) is added which must be satisfied. Test hypothesis is that selected 

instrumental variables are no correlated with residuals. If the hypothesis is not rejected, 

all time conditions are satisfied and all mentioned instruments valid. If the hypothesis is 

rejected, some of the instruments are correlated with the residuals, meaning there is a 

problem of endogeneity in the model. By introducing additional instrumental variables 

we gain on estimator's efficacy, but estimator becomes bias. Therefore, we need to 

select an optimal number of instruments for zero hypothesis of Sargan test not to be 

rejected, and not to significantly increase estimator's inclination at the same time 

 

Beside Sargan test in empirical research are conducted other two diagnostic tests on 

autocorrelation between first differentials of residual deviation. Tests are called m1 and 

m2. Zero hypothesis of m1 test supposes absence of autocorrelation of first rank among 
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first residual differentials, and zero hypothesis of m2 test supposes absence of 

autocorrelation of second rank among first residual differentials.  

 

However, existence of autocorrelation of second rank or higher rank implies problems 

in model specification, that is, indicates that some of the conditions which relate to time 

are not satisfied. (see Hunag, 2006) Therefore, results of m2 test can also indicate 

validity of selected instruments.  

 

With existence of first rank autocorrelation among first residual differentials, parameter 

estimations are consistent.  

 

On the other hand, if there is correlation of second rank among first residual 

differentials, parameter estimations are inconsistent. (see Arellano and Bond, 1991)  

 

Furthermore, in case when auto regression coefficient is close to 1, it has been shown 

that dependent variable values with time shift are not good instruments for model in 

first differentials and that estimator characteristics worsen, meaning that estimator’s 

inclination grows and efficacy reduces.  
 

Table 1.1.A. Estimated dynamic panel-models for entire observed period. (system GMM-

estimator) 

 
GROWTH  model 1  model 2  model 3  model 4  model 5  model 6  

CONSTANT  4,3378***  2,4836*  1,6078*  1,0439  0,2494  3,0612**  

GROWTH(-1)  0,3254***  0,2904***  0,2809***  0,2631***  0,2655***  0,2388***  

INTER_SPREA
D  

-0,1308***  -0,1249***  -0,1215***  -0,1068***  -0,1130***  -0,0781*  

MONEY/GDP  0,0409  0,0501*  0,0561**  0,0307  0,0225  -  

BANKCRED/G
DP  

-0,0644***  -0,0161  -0,0173  0,0048  0,0006  0,0195  

PCRDDBA  0,0173  0,0278***  0,0309***  0,0329***  0,0348***  -  

INS_NONLIFE  -0,9421***  -0,3046  -  -0,6583*  -0,7173*  0,8564*  

INS_LIFE  -  -  0,3518  -  -  -  

PRIVCRED  -  -0,0664***  -0,0721**  -0,0879***  -0,0826***  -0,0763***  

Control variables  

OPENESS  -  -  -  0,0238***  0,0218***  -  

SAVINGS  -  -  -  -  0,0766*  0,0518*  

RISK  -  -  -  -  -  0,2069  

Indicators of model appropriateness  

nr. of 
observations  

145  145  142  145  145  119  

nr. of 
parameters  

7  8  8  9  10  8  

AR(1)  0,0152  0,0176  0,0171  0,0216  0,0230  0,0286  

AR(2)  0,4331  0,5059  0,5183  0,5238  0,5098  0,2854  

Sargan test  0,4743  0,5044  0,5989  0,4451  0,2927  0,1498  

Wald test  0,0000  0,0000  0,0000  0,0000  0,0000  0,0000  

 
Source:authors calculation 
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Table 1.1.B. Estimated dynamic panel-models for period before crisis (system GMM-

estimator) 

 

Source:authors calculation 
 

All dynamic panel-models are estimated with GMM-estimator. All models indicate 

significant time shift variable that is growth (t-1) which confirms that dynamic panel 

models are justly used in this research.  

 

Panel-model with accidental effect and panel-model with fixed effect ignore 

autocorreality of economic growth through time. Diagnostic tests indicate that all 

dynamic panel-models are appropriate and indicate that interest margin remains 

statistically significant and with negative prefix. Unlike static panel-models, dynamic 

panel-models indicate that variable of share of total assets of insurance companies in 

GDP is statistically significant throughout the whole observed period and in the pre-

crisis period. What is important to stress in dynamic panel-models is that throughout 

the whole observed period the variable of share of loans in private sector in GDP is 

statistically significant and with positive prefix, while during pre-crisis period it is 

actually insignificant.  

 

As it is visible from the tables, control variables which are used in this research are 

OPENESS, SAVINGS, RISK. Variable SAVINGS measures share of gross domestic 

GROWTH  model 1  model 2  model 3  model 4  model 5  model 6  

CONSTANT  3,4539***  1,2927  0,2525  0,4452  -1,5063  3,3187***  

GROWTH(-1)  0,5693***  0,5358***  0,5289***  0,5303***  0,4998***  0,4222***  

INTER_SPREA
D  

-0,1636***  -0,1614***  -0,1545***  -0,1549***  -0,1586***  -0,0923***  

MONEY/GDP  0,0189  0,0364  0,0459*  0,0218  0,0203  -  

BANKCRED/G
DP  

-0,0261  0,0010  0,0004  0,0193  0,0179  -0,0274  

PCRDDBA  0,0303  0,0546  0,0385  0,0595  0,0734**  -  

INS_NONLIFE  -1,5332***  -1,3367**  -  -1,5334**  -1,4677***  -0,1515**  

INS_LIFE  -  -  -0,2432  -  -  -  

PRIVCRED  -  -0,0544  -0,0572  -0,0740  -0,0886  0,0031  

Control variables  

OPENESS  -  -  -  0,0134  0,0106  -  

SAVINGS  -  -  -  -  0,1013*  0,0593*  

RISK  -  -  -  -  -  0,1802  

Indicators of model appropriateness  

nr. of 
observations  

107  107  104  107  107  93  

nr. of 
parameters  

7  8  8  9  10  8  

AR(1)  0,0132  0,0140  0,0172  0,0139  0,0141  0,0737  

AR(2)  0,5590  0,6553  0,6451  0,6698  0,6425  0,9756  

Sargan test  0,9329  0,9099  0,9478  0,9083  0,5658  0,0692  

Wald test  0,0000  0,0000  0,0000  0,0000  0,0000  0,0000  
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savings in GDP while variable OPENESS represents openness of an economy and 

variable RISK represents risk of a country.  

 

Also, in the analysis (as it is evident from the tables) in testing hypotheses, as a variable 

is also used GDPt-1. GDPt-1 shows value of gross domestic product in t-1 time that is 

in previous time and since these are annual data then it refers to GDP from previous 

year. Mentioned variables are taken from World Development Indicators (WDI) which 

is published by World Bank. Although data from different bases can be found for 

periods shorter than a year, limitations of most variables in this research as well as 

control variables which are inserted into the model are on annual level. That is exactly 

the reason why annual level data are used in analyzing hypotheses.  

 

Model which was tested in this study has the following record: 
 

 
 

Where X marks the vector of control variables in the model itself, and FINANCE one 

of the indicators of financial system development. Variable GDP_GROWTH is defined 

as the difference of level of gross domestic product in period t and period t-1. 

 

According to AK model, SAVINGS has a positive effect on economic growth. Solow 

model also stresses the positive connection between savings and income growth, but 

this conclusion is only valid in short period of time. Long term in Solow model savings 

rate does not impact the economic growth. It takes many years (over 50) to achieve 

long term effects of savings rate increase, and as a result it follows that savings rate 

increase has a temporary impact on growth rate. In this research time series is relatively 

short and it is expected that there is positive connection between changes in variable 

SAVINGS and BDP_GROWTH.  

 

Conclusion 
 

Research in the observed countries showed a respectable level of reforms which were 

achieved in all the countries. It is indicated that development of NPL (share of bad 

loans in total loans) especially in times of financial crisis significantly slowed down 

further development of financial system, and thereby its contribution to the economic 

growth. Also it should be pointed out that the indicator of private sector lending does 

not divide these loans for companies (legal entities) and private persons because of lack 

of statistics which would keep record in that way.  

Financial system reforms in most observed countries affected the development of 

financial system and economic growth, and it is desirable to continue with further 

reforms. Namely, financial system development will contribute to better resource 

allocation, and thereby greater economic growth. Increase of competition and creating a 

profitable financial system is a necessary condition for financial system development. 

  

In analyzing research results, growth of deposits with smaller interest rate (even 

negative, in some European countries) suggests the possibility of using other financial 

instruments which increase activities in the capital market.  
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In this research we indicated better resistance of developed economies than of those 

less developed. It is demonstrated in examples of Germany and Austria on one hand, 

and countries which have recently entered the EU or are in the approaching process on 

the other hand. There was significant shift made in those countries in the matters of 

reform and financial system development which will most likely bring positive results 

regarding its influence on economic growth. 

 

There was also significant shift made in the sense of supervision and regulation which 

lead to improvement of financial system performances. It was believed that the process 

of transformation (privatization of banks and creation, which is founding of new private 

banks) would last longer, but huge progress was recorded already in the first decade of 

transformation. After the previous period it can be said that financial systems in most 

observed countries are far from perfectly developed systems. However, there is pro-

market orientation, which is a rule in all observed countries.  

 

Differences which exist between observed countries in the sense of financial system 

development are significantly dependent on size of the country and time of beginning 

of transformation. Smaller countries are more closed and adjustment process is slower. 

Some countries lead a strategy of preserving banking sector in state ownership, but in 

the financial crisis it proved to be disastrous for them and they all faced the problem of 

lack of capital (capital adequacy). In such situations of decreased offer in domestic 

financial system it was reached for international sources.  

 

In order to develop capital market in the countries of Eastern and Southeastern Europe, 

it is necessary to encourage entrance of large institutionalized investors. That would 

also increase the offer of financial products which would facilitate implementation of 

certain investment undertakings which could not have been realized until then because 

of lack of capital. As Levine (2005) pointed out, it is essential that the existing 

development and work focus on developing the financial system, but also to work on 

structures of economic growth, which will contribute to significantly better results. 

Development of technologies will most definitely instigate economic growth, but there 

can be no technology development without financial system development. 
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Abstract 
 

Within the past few decades, developing countries such as China, India, and Brazil have 

increasingly become economically important due to ongoing internationalization. To address 

risingcompetition in the global market, companies in these countries use management 

accounting (MA) as acentral instrument of corporate management. Issues concerning MA are 

highlighted by the relativelyyoung and largely explorative field of comparative management 

accounting (CMA), which has a significant relevance for accounting research as well as 

corporate practice. Until now, CMA has focusedon developed countries, especially the United 

States, Japan, and other highly developed Asian andEuropean countries, whereas only a few 

studies have investigated MA in developing countries, and as such scholars have called for 

further research on CMA in these countries. To respond to this call and to investigate the 

existing literature on CMA in developing countries, we conducted a citation analysisbased on a 

sample of 41 peer-reviewed articles found during a systematic, keyword-based literaturesearch 

within six databases. The purpose is to provide an overview of the structure of the research 

field of CMA in developing countries and to identify influential publications, journals, and 

researchers,as well as implications for future research. We analyzed a database of 2,550 

references cited in the 41 articles and constructed a citation network as well as main cluster 

themes. The findings show that Accounting, Organizations and Society is the most cited 

journal, Geert Hofstede is the most cited author, Hofstede’s book Culture’s Consequences: 

International Differences in Work-Related Values(1980) is the central contribution, and 

national culture is the predominant contingency factor withinthe research field of CMA in 

developing countries. We conclude with implications for future research,especially a general 

call for further works on CMA in developing countries and an invitation to draw 

enhanced attention to other contingency factors in addition to national culture. 

 

Keywords: comparative management accounting, national culture, citation analysis, 

developing countries 
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Introduction 

 

Motivated by the increasing relevance of developing countries (e.g., China, India, and 

Brazil) due to ongoing internationalization, this paper presents journals, authors, 

publications, and main themes that influence the current literature on comparative 

management accounting (CMA) in developing countries by conducting a citation 

analysis in this interdisciplinary research field. More specifically, the objective of this 

paper is to generate an overview of the structure of the current empirical peer-reviewed 

journal literature on CMA in developingcountries. 

 

The relatively young and explorative research field of CMA highlights these issues 

(Harrison & McKinnon, 1999; Blake et al., 2003; Endenich et al., 2011), which show a 

great practical relevance (e.g., adoption and transfer of management accounting (MA) 

techniques) for accounting research. Up to now, research has mainly focused on 

developed countries, especiallythe USA (e.g., Shields et al., 1991; Chow et al., 1994; 

Quattrone & Hopper, 2005; Calleja et al., 2006; Jansen et al. 2009), European countries 

(e.g., Ahrens & Chapman, 2000; Scheytt et al., 2003; Fleischman et al., 2008; Jansen et 

al., 2009; Brandau et al., 2014), Japan (e.g.,Shields et al., 1991; Chow et al., 1996; 

Guilding et al., 2000; Quattrone & Hopper, 2005), and other highly developed Asian 

countries (e.g., Chow et al., 1991; Harrison et al., 1994; O’Connor, 1995; Merchant et 

al., 1995; Chow et al., 1999). 

 

In contrast, little is known about CMA in developing countries and only a few studies 

have investigated MA issues in such areas or their economies (e.g., Frucot & Shearon, 

1991; Brewer, 1998; Joshi, 2001; Douglas et al., 2007; Birnberg et al., 2008; Jazayeri et 

al., 2011; Brandau et al., 2014). Therefore, scholars like Endenich et al. (2011) have 

called for a greater research focus on CMA in developing countries. Furthermore, 

current findings from a systematic literature review about CMA in developing countries 

show that the research field is greatly heterogeneous due to different empirical 

approaches, research designs, modes of data collection, objects of investigations, and 

different cultural characteristics, and remains highly fragmented and unstructured 

(Kuttner & Feldbauer-Durstmüller, 2016). 

 

Following the recommendations of White and McCain (1989), as well as those of Ball 

and Tunger (2005) for the structuration of any research field, we conducted a citation 

analysis based on the sample (41 peer-reviewed journal articles) of a current systematic 

literature review about the research field of CMA in developing countries in our paper 

“Comparative management accounting in developing countries—State-of-the-art and 

future perspectives” (Kuttner & Feldbauer-Durstmüller, 2016). We analyzed the most 

frequently cited and most influential publications and their focal points in order to 

answer our overreaching research question: Which authors in which publications 

currently provide the main contributions to theresearch field of CMA in developing 

countries? This research question can be divided into the following more precise sub-

questions: 

 

(1) Which publications, journals, and researchers shape/influence the research field of 

CMA in developing countries? 

(2) Which main themes that cluster among the existing literature on CMA in developing 

countries can be found as a result of the citation analysis? 
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(3) Which implications for future research on CMA in developing countries can be 

defined as a result of the citation and co-citation analysis? 

 

We answer these research questions by systematically conducting a citation analysis in 

the interdisciplinary research field of CMA in developing countries. Therefore, this 

paper is structured in five parts. After the introduction, relevant terms for the research 

field of CMA in 3 developing countries are defined and classified. The third section 

explains the methodology for conducting the citation analysis. Within the fourth section 

we present the findings of the citation analysis: cited sources in general, most cited 

journals, authors, and publications, as well as a visualized and clustered citation 

network with five main cluster themes (culture, CMA in developing countries, CMA, 

MA, and MA behavior). In the concluding section of this citation analysis, we present a 

summary and a discussion of the main findings, the implications for future research, 

and the limitations of this analysis. 

 

Comparative management accounting in developing countries 

 

The research field of CMA is very young and highly interdisciplinary. Kato (1989) 

conducted one of the first CMA studies by comparing cost and MA practices between 

the USA and Japan. A further milestone was the essay collection of Bhimani (1996), 

which concerns the configuration of cost accounting practices in 11 European 

countries. Although Bhimani did not compare cost accounting systems and practices in 

these countries directly, the work has served as a foundation for numerous subsequent 

CMA studies (e.g., Birkett, 1998; Blake et al., 2003). Endenich et al. (2011) 

categorized CMA studies across two dimensions: CMA in the narrow and broader 

senses. CMA studies in the narrow sense involve comparing MA in two or more 

countries, while CMA studies in the broader sense only examine the specifics of MA in 

one country (findings are compared with those of the existing literature). Within the 

analyzed sample for the citation analysis, both dimensions of published empirical CMA 

literature are included (Kuttner & Feldbauer-Durstmüller, 2016). 

 

Although the first CMA studies that were concerned with developing countries 

occurred in the 1990s (e.g., Frucot & Shearon, 1991; Chow et al., 1997; Anderson & 

Lanen, 1999), the number of such studies remains low compared with the number of 

studies on non-developing countries (Endenich et al., 2011). The increasing interest in 

developing countries stems from two main reasons: first, developing economies like 

China, India, and Brazil have growing economic importance (Eichengreen et al., 2011; 

Cesa-Bianchi et al., 2012) and second, social, economic, and political changes in these 

countries have led to the emergent possibilities of implementing, transferring, and 

adopting MA practices (Guilding et al., 2000; Luther & Longden, 2001). Especially in 

China
37

, economic reforms and transitions have increased the country’s importance in 

the world economy in recent decades (Xu, 2011; Zhu, 2012). 

 

Defining the term ‘developing country’ is problematic, and there remains no common 

definition, with poverty factors, low rates of per capita income, capital formation, and 

value added all requiring consideration. Moreover, the definition should not be 

                                                           
37

 China is the largest developing market (Zhang et al., 2012) with higher growth rates than other countries (Ma 

& Jalil, 2008; Jalil et al., 2010; Montalvo & Ravallion, 2010). 
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restricted to economic aspects, since factors like environmental degradation, child 

welfare, quality of life, citizen empowerment, and governance should also be 

considered (Hopper et al., 2009). According to Hopper et al. (2009), we refer to the 

categorization of the World Bank
38

 based on gross national income (GNI). The World 

Bank distinguishes between low-income (e.g., Chad, Haiti, and Somalia), lower-

middle-income (e.g., India, Indonesia, and the Solomon Islands), uppermiddle-income 

(e.g., China, Mexico, and South Africa), and high-income economies (e.g., Germany, 

Japan, and the United States). Within this citation analysis, we define a developing 

country as one that is assigned to the first three categories, and thus not listed among 

high-income economies by the World Bank. 

 

Within the research field of CMA, contingency theory is a commonly used theoretical 

framework (e.g., Luther & Longden, 2001; Efferin & Hopper, 2007; Brandau et al., 

2014), which assumes that certain factors (e.g., culture, technology, political systems) 

influence MA practices. Furthermore, the efficiency of MA instruments, tools, and 

practices can only be guaranteed by adjusting these contingency variables. 

Nevertheless, many published CMA studies do not explicitly mention their theoretical 

backgrounds (e.g., Frezatti, 2007; Leach-López et al., 2008) and scholars like Endenich 

et al. (2011) argue that this missing theoretical basis is a central weakness of the 

existing CMA studies and that this may be the reason for the heterogeneity of the 

research field. 

 

The most essential contingency factor within the literature on CMA is culture, and 

cultural influences on MA structures, practices, and instruments are examined in certain 

CMA studies (e.g., Douglas et al., 2007; Islam et al., 2011; Stammerjohan et al., 2015). 

According to Endenich et al. (2011), the most used cultural paradigms are those of 

Hofstede (1980), Trompenaars and Hampden-Turner (1998), and House et al. (2004). 

The high relevance of Hofstede’s Dimensions of Culture within the research field of 

CMA was also shown in a current citation and co-citation analysis from Fellner et al. 

(2015). Other authors like Granlund and Lukka (1998) argue that additional 

contingency factors (e.g., technology and sectors) are becoming more important, while 

the influence of culture is declining. However, up to now there has been no evidence 

that the relevance of the contingency factor culture is decreasing. 

 

We identified one former citation and co-citation analysis regarding the influence of 

culture on MA written by Fellner et al. (2015). The authors gave an overview of the 

structure and development of research on the impact of culture on MA in general, with 

special focus on the most influential papers and researchers, along with key discussion 

lines. The analysis is based on 38 peer-reviewed journal articles found during a 

systematic literature search within four databases. Moreover, the 38 articles include 

1,923 references, which were analyzed by the authors. The findings show that Hofstede 

is the most cited author and his book, published in 1980, is the central contribution 

within the sample. Furthermore, the constructed co-citation network illustrates the 

                                                           
38

 The country classification based on GNI from the World Bank can be found at 

http://data.worldbank.org/about/country-and-lending-groups (accessed February 2016). For the year 2016, the 

World Bank defines the categories as follows. Low-income economies: GNI per capita of $1,045 or less in 

2014; lower-middle-income economies: GNI per capita more than $1,045 but less than $4,125; upper-middle-

income economies: GNI per capita of more than $4,125 and less than $12,736; high-income economies: GNI 

per capita or $12,736 or more. 

http://data.worldbank.org/about/country-and-lending-groups
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significance of two main cluster themes that are relevant for this research field: MA and 

contingency factors. Moreover, Fellner et al. (2015) stated that the influenceof culture 

and further contingency factors on MA is increasing. Contrary to our citation analysis, 

which focuses on CMA in developing countries, Fellner et al. (2015) investigated the 

influence of culture on MA in general. Furthermore, the authors conducted a cocitation 

network, whereas this study focuses on the construction of a citation network with 

detailed cluster themes. 

 

Until now we could not identify any recent citation analysis that dealt exclusively with 

CMA in developing countries. Therefore, we aim to fill this gap by conducting a 

citation analysis and answering the research questions outlined in Section 1. 

 

Methodology 

 

The methodology used for conducting this citation analysis can be divided into four 

major phases: (1) conducting a systematic literature search, (2) data input and analysis, 

(3) development of a citation network and analysis, and (4) reporting and disseminating 

the citation analysis. 

 

The first phase involves the determination of the sample of articles, which form the 

basis of this citation analysis. Therefore, we used a sample from a previously published 

systematic literature review in the International Journal of Business Research: 

“Comparative management accounting in developing countries—State-of-the-art and 

future perspectives” (Kuttner & Feldbauer-Durstmüller, 2016). This review follows the 

basic guidelines of Tranfield et al. (2003) for conducting systematic literature reviews 

in the fields of management and business research. Compared with a traditional review, 

a systematic review aims towards a more objective and transparent process, and so the 

reader should be able to follow each step taken or, more specifically in the case of this 

citation analysis, to be able to reproduce the conducted systematic literature search. 

 

Relevant journal articles on CMA in developing countries were identified via a 

keyword search in six databases: EBSCOhost, Elsevier Science Direct, Emerald, ISI 

Web of Science, ProQuest, and Scopus. To be considered, articles had to contain a 

combination (AND conjunction) of two groups of keywords in their titles, keywords, or 

abstracts. The first group of keywords addressed MA and were implemented with the 

following search phrase: “manag* account*” OR “manag* control*” OR “cost 

account*”. The second group of keywords represented culture: “cultur*”. The use of 

asterisks in the two keyword groups allowed the inclusion of different suffixes, such as 

“management accounting” and “managerial accounting.”There was no time limit for 

the inclusion of articles, and so all relevant articles published or available online before 

the conducted database search (February 2016) were included in the sample. 

 

The keyword search resulted in 1,093 articles (shown in Table 1). Following the 

methodology of Tranfield et al. (2003), we analyzed the identified papers to determine 

whether or not their empirical findings were relevant to the focus of the research 

field—1,009 articles were excluded. For papers with abstracts that did not clearly 

reveal the content, we analyzed the full  text. In this step another 39 papers were 

excluded, along with 19 duplicate entries found in more than one database. The 

literature search was further restricted to English-language, peerreviewed articles in 
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scholarly journals, and so conference papers, working papers, books, and book chapters 

were excluded. Moreover, articles on international joint ventures and multinational 

corporations were not considered, because these focus on international aspects of MA 

and not on the comparison of national MA characteristics. Similar to prior literature 

searches in the field of business and management research (e.g., Wang & Chugh, 2014; 

Bouncken et al., 2015), only articles published in journals included in the Chartered 

Association of Business Schools (CABS) Chartered Academic Journal Guide (version 

5)
39

 were considered for the sample in order to ensure the quality of the included 

articles. After reducing the sample because of the abstract, missing ranking in CABS 

guide, full text, and duplicates, 26 journal articles were left. To identify further papers 

with findings on CMA in developing countries, which were not found during the 

keyword-based search, the references of the previously included 26 articles were 

analyzed. Again, publications were only included if they were English-language, peer-

reviewed, and published in a scholarly journal ranked in the CABS guide. In total, 15 

additional articles were included. As a result, the final sample, which also forms the 

basis for this citation analysis, consists of 41 journal articles (shown in Appendix 1). 

 

Table 1: Documentation of database search and selection process640 

 
Phase Database # Keyword-

based hits 

# Removed based on # Papers added 

to sample 

Abstract/key-
words/missing 

CABS guide 

Full text Duplicates  

Database 

analysis 
Overall +1,093 -1,009 -39 -19 26 

 a. EBSCOhost (+226) (-212) (-8) (-0) (6) 

 b. Elsevier Science Direct (+99) (-81) (-8) (-4) (6) 

 c. Emerald (+389) (-374) (-7) (-2) (6) 

 d. ISI Web of Science (+208) (-192) (-8) (-3) (5) 

 e. ProQuest (+15) (-14) (-0) (-0) (1) 

 f. Scopus (+156) (-136) (-8) (-10) (2) 

Reference 

analysis 
     15 

Total      41 

 

Within the second phase (data input and analysis), the references of the 41 articles of 

the sample were counted (2,550 cited references) and relevant information from the 

cited references (e.g., author(s), year, title, source) was recorded in a Microsoft Excel 

database. Furthermore, we tagged self-citations (authors who cite their own work) 

within the 2,550 cited references. Measuring research output self-citations played an 

especially significant role, as more specific self-citations can influence a number of 

different metrics (e.g., total citation counts, citation speed, the ratio of external to 

internal cites, diffusion scores, Hirsch’s hindices) (Carley et al., 2013). In total, our 

sample consists of 2,550 references including 98 self-citations (Appendix 1 shows the 

number of cited references as well as the number of self-citations for each article 

included in the sample of this citation analysis). To get relevant findings we conducted 

database queries within the constructed Microsoft Excel database and analyzed them 

(results are shown in section 4). 

 

                                                           
39

 The CABS Academic Journal Guide (hereafter abbreviated to “CABS guide”) can be downloaded at 

https://charteredabs.org/academic-journal-guide-2015/ (accessed February 2016). 
40

 Reprinted from Kuttner and Feldbauer-Durstmüller (2016, p. 85). 

https://charteredabs.org/academic-journal-guide-2015/
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In the (development of a citation network and analysis phase, we analyzed all 

references cited five times or more (in sum 49 different sources, shown in Appendix 2) 

within the sample and develop a visualized citation network (shown in Figure 5). The 

citation network was developed with the shareware TouchGraph Navigator.
41

 

Furthermore, we clustered the most cited sources based on their main content and 

constructed a visualized and clustered citation network (shown in Figure 6). 

 

Regarding the last phase of this citation analysis, which is the reporting and 

disseminating stage, the results are presented in the following sections, based on the 

cited sources, most cited journals, authors, and publications, as well as the cluster 

themes of the visualized citation network: culture, CMA in developing countries, CMA, 

MA, and MA behavior. 

 

Results 

Cited sources 

 

Table 2 presents an overview of the characteristics of the cited sources in the analyzed 

sample. In total, 2,550 references (including 98 self-citations) were found within the 41 

articles, with the references referring to 1,823 different sources. Within the sample, 630 

books and book chapters (including 16 self-citations), 1,766 journal articles (including 

75 self-citations), and 154 other sources (including 7 self-citations) were cited. Other 

sources include conference papers, working papers, dissertations, newspaper articles, 

internet sources, and so on. In total, 69.25% of all citations refer to journal articles, 

24.71% to books and book chapters, and 6.04% to other sources.
42

 Furthermore, we 

found 512 different sources of books and book chapters, 1,162 journal articles within 

286 different journals, and 149 different other sources. The result was an average 

number of citations
43

 of 1.23 for books and book chapters, 1.52 for journal articles, and 

1.03 for other sources. 

 

Table 2: Sources of cited publications 
Sources of cited publications 

 

Number of cited 

sources within 

the sample 

Number of 

citations* 

Average 

number of 

citations 

Percentage 

share 

Books and book chapters 512 614 (16) 1.23 24.71% 

Journal articles (286 journals) 1,162 1,691 (75) 1.52 69.25%  
Other sources 149 147 (7) 1.03 6.04% 

Total (if available) 1,823 2,452 (98) 1.40 100.00% 

* The non-parenthetical numbers show the cited references without self-citations and the parenthetical numbers show 

the self-citations within the respective articles. 

 

Moreover, Figure 1 shows a comparison of the number of different sources and the 

number of citations for each category (books and book chapters, journal articles, and 

other sources).  

 

                                                           
41

 TouchGraph Navigator is a program for creating interactive network visualizations of different databases. The 

program can be downloaded at http://www.touchgraph.com/ (accessed June 2016). 
42

 The percentage share was calculated on the basis of the number of citations (sum of the parenthetical and non-

parenthetical numbers in Table 2) and the sum of all 2,550 cited references (including self-citations). 
43

To obtain the average number of citations, we divided the number of citations (sum of the parenthetical and 

non-parenthetical numbers of books and book chapters/journal articles/other sources in Table 2) by the number 

of the same cited sources within the sample (see also Table 2).  

http://www.touchgraph.com/
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Figure 1: Number of sources and citations within this citation analysis 

 

 

Most cited journals 

 

The 1,162 journal articles were published in 286 different academic journals and spread 

across 20 primary fields of interest (see Figure 2).
44

 However, the vast majority of 

journals are concentrated in the accounting field (58). This is followed by international 

business (30), general management (29), psychology (29), social sciences (27), 

economics and statistics (21), finance (14), organization studies (14), operations and 

technology management (13), marketing (10), sector studies (8), entrepreneurship and 

small business management (6), human resource management (6), business history (4), 

information management (4), innovation (3), education (3), strategy (3), law (2), and 

ethics and social responsibility (2). 

 

 

 

                                                           
44

 The primary fields of interest of the journals were based on the CABS guide as well as the self-declared aims 

and scopes on the websites of the journals 
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Figure 2: Number of journals within the primary fields of interest 

 

In total, more than 60% of all cited journals (180) are ranked within the CABS guide. 

Twenty- two journals are from best quality (4*), 27 are within the second-best category 

(4), 57 are within category 3, 52 are within category 2, and 22 are within category 1. 

Only 106 journals are not quoted within the CABS guide (shown in Figure 3). 

 

 
Figure 3: Number of journals within the CABS guide 

 

Table 3 shows the 20 most cited journals and additional information for each one 

(number of cited articles within the journal, number of citations, average number of 
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citations
45

, and the percentage share
46

). The most influential journal for the research 

field of CMA in developing countries is Accounting, Organizations and Society with 

396 citations (including 31 selfcitations) from 163 different articles. This results in an 

average number of 2.43 citations and a percentage share of 15.53% of all citations. This 

is followed by the Accounting Review with 99 citations (including one self-citation) and 

38 different articles, and then Management Accounting Research with 98 citations 

(including two self-citations) and 59 different articles within the journal. In total, 1,108 

citations (43.45%) within the sample can be found in the 20 most cited journals. 
 

Table 3: Most cited journals 
# Journal title CABS 

guide 

Number of cited 

articles within 

the journal 

Number of 

citations* 

Average 

number of 

citations 

Percentage 

share 

1 Accounting, Organizations and Society 4* 163 365 (31) 2.43 15.53% 

2 Accounting Review 4* 38 98 (1) 2.61 3.88% 
3 Management Accounting Research 3 59 96 (2) 1.66 3.84% 

4 Journal of Management Accounting Research 2 36 57 (5) 1.72 2.43% 

5 Journal of International Business Studies 4* 30 45 (0) 1.5 1.76% 
6 Academy of Management Journal 4* 36 42 (0) 1.17 1.65% 

7 Journal of Accounting Research 4* 14 40 (1) 2.93 1.61% 

8 International Journal of Accounting 3 21 34 (2) 1.71 1.41% 
9 Academy of Management Review 4* 24 35 (0) 1.46 1.37% 

10 Accounting, Auditing and Accountability Journal 3 26 32 (2) 1.31 1.33% 

11 Administrative Science Quarterly 4* 29 32 (0) 1.10 1.25% 
12 Strategic Management Journal 4* 26 28 (0) 1.08 1.10% 

13 Journal of Applied Psychology 4 17 26 (0) 1.53 1.02% 

14 Journal of Cross-Cultural Psychology 3 12 22 (0) 1.83 0.86% 
15 Accounting and Business Research 3 13 17 (4) 1.62 0.82% 

16 Strategic Finance — 21 21 (0) 1.00 0.82% 

17 Harvard Business Review 3 11 18 (0) 1.64 0.71% 

18 Management Science 4* 13 18 (0) 1.38 0.71% 

19 Journal of Cost Management — 13 16 (1) 1.31 0.67% 

20 Journal of Management Studies 4 11 15 (2) 1.55 0.67% 

Total (if available)  613 1,057 (51) 1.81 43.45% 

* The non-parenthetical numbers show the cited references without self-citations and the parenthetical numbers show the self-citations 

within the respective articles. 

 

Most cited authors 

 

Table 4 shows the 20 most influential authors for the research field of CMA in 

developing countries, their current/last university
47

, the country of the university, the 

number of sources in the sample, and the number of citations in the sample. Geert 

Hofstede (Maastricht University, Netherlands) is the most cited author within the 

sample with 96 citations and 24 different sources. The second most cited author is Chee 

W. Chow (San Diego State University, USA) with 89 citations and 22 different sources, 

followed by Michael D. Shields (Michigan State University, USA) with 68 citations 

from 17 sources, Graeme L. Harrison (Macquarie University, Australia) with 54 

citations from 9 sources, and Peter Brownell (University of Melbourne, Australia) with 

51 citations from 13 sources. The number of citations of the following 15 authors lies 

between 47 and 17, from 18 to 3 sources. In total, the 20 most cited authors are cited 

766 times with 243 different sources in the sample. The vast majority of these are by 

                                                           
45

 To obtain the average number of citations, we divided the number of citations from a journal (sum of the 

parenthetical and non-parenthetical numbers in Table 3) by the number of cited articles from a journal within 

the sample (see also Table 3). 
46

 The percentage share was calculated on the basis of the number of citations (sum of the parenthetical and non-

parenthetical numbers in Table 3) and the sum of all 2,550 cited references (including self-citations). 
47

 Information about the current/last university and the country was found via an internet search. 
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scholars working in the USA (8), followed by Australia (4), China (3) and the United 

Kingdom (3), and Japan (1) and the Netherlands (1). 

 

 

Table 4: Most cited authors 
# Author University or  

institution 

Country Number of 

sources within  

the sample 

Number of 

citations 

1 Hofstede, Geert Maastricht University Netherlands 24 96 

2 Chow, Chee W. San Diego State 

University 

USA 22 89 

3 Shields, Michael D. Michigan State 

University 

USA 17 68 

4 Harrison, Graeme L. Macquarie University Australia 9 54 
5 Brownell, Peter University of 

Melbourne 

Australia 13 51 

6 Merchant, Kenneth A. University of Southern 
California 

USA 18 47 

7 Wu, Anne National Chengchi 

University 

China 11 42 

8 Hopper, Trevor University of Sussex United Kingdom 18 40 

9 Chenhall, Robert H. Monash University USA 13 34 

10 Kaplan, Robert S. Harvard Business 
School 

USA 17 28 

11 Kato, Yutaka Kobe University Japan 4 27 
12 McKinnon, Jill L. Macquarie University Australia 6 27 

13 Bond, Michael Harris Chinese University of 

Hong Kong 

China 10 23 

14 Young, S. Mark University of Southern 

California 

USA 13 23 

15 Birnberg, Jacob G. University of 

Pittsburgh 

USA 5 22 

16 Innes, John University of Dundee Australia 8 22 

17 Triandis, Harry C. University of Illinois USA 11 20 
18 Mitchell, Falconer University of 

Edinburgh 

United Kingdom 8 18 

19 O’Connor, Neale G. City University of 
Hong Kong 

China 3 18 

20 Scapens, Robert W. University of 

Manchester 

United Kingdom 13 17 

Total (if available)   243 766 

 

A graphical representation of the number of citations and the number of cited works of 

the 20 most cited authors is shown in Figure 4 and is as follows: Hofstede - 96 citations 

(from 24 different sources), Chow - 89 (22), Shields - 68 (17), Harrison - 54 (9), 

Brownell - 51 (13), Merchant - 47 (18), Wu - 42 (11), Hopper - 40 (18), Chenhall - 34 

(13), Kaplan - 28 (17), Kato - 27 (4), McKinnon - 27 (6), Bond - 23 (10), Young - 23 

(13), Birnberg - 22 (5), Innes - 22 (8), Triandis - 20 (11), Mitchell - 18 (8), O’Connor - 

18 (3), and Scapens - 17 (13). In this context, the number of sources and the number of 

citations certainly do not differ enormously. 

For example, the 17 citations of Scapens from 13 sources are in comparison with those 

of Hofstede, being approximately less than a fifth of citations and a bit more than half 

of the contributions. 
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Figure 4: Number of citations and sources of the most cited authors 

 

Most cited publications 

 
The most cited publications, their source, the number of citations, and the percentage 

share
48

 are shown in Table 5. Within the 12 most cited publications, we found two 

books (Hofstede, 1980; Hofstede, 1991a) and 10 journal articles, nine of which were 

published in Accounting,Organizations and Society, and one article (Hofstede & Bond, 

1988) in Organizational Dynamics.The most cited publication within our sample is 

Hofstede’s (1980) book Culture’s Consequences: International Differences in Work-

Related Values, which had 23 citations and a percentage share of 0.90% of all cited 

references. The second most influential publication for the research field of CMA in 

developing countries was written by Birnberg and Snodgrass (1988), with 14 citations 

(0.55%), followed by Frucot and Shearon (1999), Harrison and McKinnon (1999), 

Harrison (1992), and Hofstede (1991)
49

, all with 13 (0.51%), Harrison (1993) with 12 

(0.47%), Chow et al. (1994) with 11 (0,43%), and Chow et al. (1999), Chow et al. 

(1996), Chow et al. (1991), and Hofstede and Bond (1988) with 10 citations (0.39%). 

In total, the 12 most cited publications were cited 152 times, resulting in a percentage 

share of 5.96% of all citations. Moreover, within the 12 most cited publications we 

found four sources from Chow (Chow et al., 1991; Chow et al., 1994; Chow et al., 

1996; Chow et al., 1999), three from Harrison (Harrison, 1992; Harrison, 1993; 

Harrison & McKinnon, 1999), three from Hofstede (Hofstede, 1980; Hofstede & Bond, 

1988; Hofstede, 1991a), three from Shields (Chow et al., 1991; Chow et al., 1994; 

Chow et al., 1999), and two from Kato (Cho5 Hofstede’s (1991) Cultures and 

Organizations: Software of the Mind includes the first edition (Hofstede, 1991a). as 

                                                           
48

 The percentage share was calculated on the basis of the number of citations (Table 5) and the sum of all 2,550 

cited references (including self-citations). 
49

 Hofstede’s (1991) Cultures and Organizations: Software of the Mind includes the first edition (Hofstede, 

1991a). as well as the second edition (Hofstede et al., 1991b). Within the analyzed sample, the first edition of 

Hofstede (1991a) was cited five times and the second edition (1991b) was cited eight times. 
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well as the second edition (Hofstede et al., 1991b). Within the analyzed sample, the 

first edition of Hofstede (1991a) was cited five times and the second edition (1991b) 

was cited eight times. 12 et al., 1994; Chow et al., 1996). Other authors and co-authors 

(e.g., Jacob G. Birnberg) were found only once. 

 

  Table 5: Most cited publications 
. 

# Author(s) (year) Publication title Source CABS 

guide 

Number of 

citations 

Percentage 

share 

1 Hofstede (1980) Culture’s conse uences: 

International differences in work-

related values 

Book — 23 0.90% 

2 Birnberg & Snodgrass 

(1988) 

Culture and control: A field study Accounting, 

Organizations and 

Society 

4* 14 0.55% 

3 Frucot & Shearon (1991) Budgetary participation, locus of 

control, and Mexican managerial 

performance and job satisfaction 

Accounting Review 4* 13 0.51% 

4 Harrison & McKinnon 

(1999) 

Cross-cultural research in 

management control systems 

design: A review of the current 
state 

Accounting, 

Organizations and 

Society 

4* 13 0.51% 

5 Harrison (1992) The cross-cultural generalizability 
of the relation between 

participation, budget emphasis 

and job related attitudes 

Accounting, 
Organizations and 

Society 

4* 13 0.51% 

6 Hofstede (1991)* Cultures and organizations: 

Software of the mind 

Book — 13 0.51% 

7 Harrison (1993) Reliance on accounting 
performance measures in superior 

evaluative style—The influence 

of national culture and personality 

Accounting, 
Organizations and 

Society 

4* 12 0.47% 

8 Chow et al. (1994) National culture and the 

preference for management 

controls: An exploratory study of 
the firm—Labor market interface 

Accounting, 

Organizations and 

Society 

4* 11 0.43% 

9 Chow et al. (1999) The importance of national 

culture in the design of and 
preference for management 

controls for multi-national 

operations 

Accounting, 

Organizations and 
Society 

4* 10 0.39% 

10 Chow et al. (1996) The use of organizational controls 

and their effects on data 

manipulation and management 
myopia: A Japan vs US 

comparison 

Accounting, 

Organizations and 

Society 

4* 10 0.39% 

11 Chow et al. (1991) The effects of management 
controls and national culture on 

manufacturing performance: An 

experimental investigation 

Accounting, 
Organizations and 

Society 

4* 10 0.39% 

12 Hofstede & Bond (1988) The Confucius connection: From 

cultural roots to economic growth 

Organizational 

Dynamics 

2 10 0.39% 

Total (if available)    152 5.96% 

* Hofstede (1991) includes the first edition as well as the second edition 

 

Citation network 

 Overview 

 

Based on the initial sample of this citation analysis, we built a citation network. The 

author(s), year, publication title, journal, CABS guide, the number of overall 

citations
50

, and the number of cited references of the sample of the 41 peer-reviewed 

journal articles are shown in Appendix 1. In total, the 41 journal articles received 

                                                           
50

 The number of overall citations is based on the citation index provided by Google Scholar 

(https://scholar.google.at, accessed in June 2016). 

https://scholar.google.at/
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(according to the citation index from Google Scholar) 3,171 citations, ranging from 384 

(Chow et al., 2000) to zero (Brandau et al., 2014). 

 

Furthermore, we searched for sources within the 2,550 citations, which were cited five 

times or more by the 41 journal articles, finding a total of 49 publications. Appendix 2 

shows author(s), year, publication title, CABS guide, the number of overall citations
51

, 

the number of citations, the percentage share, and the assigned cluster. According to the 

citation index provided by Google Scholar, the 49 publications were cited 121,738 

times, ranging from 44,007 (Hofstede, 1980) to 61 times (Awasthi et al., 1998). 

Moreover, the 49 publications were cited 375 times within 39 journal articles of the 

sample, ranging from 23 (Hofstede, 1980) to five times (e.g., Anderson & Lanen, 1999; 

Ansari & Bell, 1991). Two articles in the sample, Gupta (2011) and Kapuge and Smith 

(2007), did not cite any of the 49 articles, and as such these two articles were not 

considered in the citation network. 

 

The 39 peer-reviewed journal articles from the initial sample (dark-colored) and the 49 

publications (bright-colored) that were cited five times or more together form the basis 

of the visualized citation network shown in Figure 5. Sources with a high degree of 

interconnectedness are situated in the center (e.g., Hofstede, 1980; Birnberg & 

Snodgrass, 1988), whereas sources with a low degree of interconnectedness are situated 

outside the center (e.g., Nassar et al., 2013; Wessels & Shotter, 2000). Moreover, lines 

show the connection between the sources. 

 

To show the main cluster themes of the research field of CMA in developing countries, 

we constructed a visualized and clustered citation network (shown in Figure 6). 

Therefore, we arranged the 39 journal articles from the initial sample (dark-colored) 

outside and clustered the 49 publications (bright-colored) that were cited five times or 

more according to their main themes, resulting in five cluster themes: cluster 1 - culture 

(9 publications), cluster 2 – CMA in developing countries (7), cluster 3 - CMA (14), 

cluster 4 - MA (9), and cluster 5 - MA behaviour (10). Away from Figure 6, the 

assignment to the cluster themes of the 49 publications is also mentioned in Appendix 

2. In the following part of this citation analysis, a short description of the five main 

cluster themes is provided. 

 

Cluster 1: Culture 

 

The cluster theme “culture” consists of nine publications that deal with the contingency 

variable culture. Most of the included works are from Hofstede (Hofstede, 1980; 

Hofstede, 1983; Hofstede, 1984; Hofstede & Bond, 1988; Hofstede, 1991a; Hofstede & 

Hofstede, 2001), who is one of the most famous scholars in cross-cultural management 

research. Hofstede defines culture as “the collective programming of the mind that 

distinguishes the members of one group or category of people from another” (Hofstede, 

2001, p. 9). Furthermore, he developed a model of national culture that consists of six 

dimensions (power distance, individualism versus collectivism, masculinity versus 

femininity, uncertainty avoidance, long-term orientation versus short-term normative 

orientation, and indulgence versus restraint), based on a survey conducted by IBM 

                                                           
51

 Also in Appendix 2, the number of overall citations is based on the citation index provided by Google Scholar 

(https://scholar.google.at, accessed in June 2016). 

https://scholar.google.at/
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between 1967 and 1973, resulting in 117,000 responses from 88,000 employees from 

more than 70 countries (Hofstede, 1980). Within the research field of CMA, culture 

studies like Hofstede’s Dimension of Culture are often used to identify key 

characteristics of national culture. More precisely, these studies are often used to 

explain cultural differences and similarities between countries or regions (e.g., Brewer 

(1998) uses Hofstede’s research to investigate the relationship between national culture 

and activity-based costing systems in Malaysia and the United States).  
 

Another publication within this cluster (Baskerville, 2003) criticizes Hofstede’s 

Dimension of Culture, in particular the equation of nation and culture, the 

quantification of culture (difficulties and limitations), and the fact that the observer 

(Hofstede) is not part of the respective cul- 17 Also in Appendix 2, the number of 

overall citations is based on the citation index provided by Google Scholar 

(https://scholar.google.at, accessed in June 2016). 14 ture. Furthermore, one publication 

deals with specifics of the Chinese culture (Chinese Cultural Connection, 1987), and in 

the last publication of the cluster (Gray, 1988), a theory of cultural influence on the 

development of international accounting systems is developed. 
 

Cluster 2: CMA in developing countries 
 

The second cluster theme “CMA in developing countries” has seven publications 

(Ansari & Bell, 1991; Frucot & Shearon, 1991; Hoque & Hopper, 1994; Firth, 1996; 

Anderson & Lanen, 1999; Tsui, 2001; O’Connor et al., 2004). It is the smallest cluster 

and includes studies that are concerned with CMA in developing countries (at least one 

developing country along the given definition in section 2). 

 

Ansari and Bell (1991) examined the influence of culture on accounting and control 

practices in a Pakistani company and found evidence that culture is a main influential 

factor on control systems. Another study by Frucot and Shearon (1991) deals with 

budgetary participation, locus of control, managerial performance, and job satisfaction 

in Mexico. Findings from 21 Mexican enterprises were compared with an existing US 

study. The authors acknowledged that budgetary participation in Mexico is positively 

related to performance and the implementation of budgetary participation is more risky 

for foreign-owned Mexican enterprises. Within a case study of management control in 

a Bangladeshi jute mill, Hoque and Hopper (1994) found that budgeting was not a 

dominant mode of control, and instead informal methods of control were used to cope 

with complexity and uncertainty. Firth (1996) examines the influence on Chinese 

enterprises participating in a joint venture company with a foreign partner, with a focus 

on MA systems. Findings show that Chinese enterprises that are part of a joint venture 

make more changes in their MA systems compared with Chinese firms without a 

foreign partner. 
 

Another publication by Anderson and Lanen (1999) within this cluster explored MA 

practices in 14 Indian enterprises by using a contingency framework. The authors found 

evidence to show that changes concerning MA practices are associated with shifts in 

their external environment. In the journal article from Tsui (2001), the behavior and 

attitudes to budgetary participation from Chinese and Western managers in China were 

investigated. Tsui (2001) confirmed that for Chinese managers, the positive influence 

of MA systems on performance decreased at higher levels of budgetary participation, 

whereas for Western managers at low levels of budgetary participation, a negative 

relation between MA systems and performance was found. The last publication 
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(O’Connor et al., 2004) within this cluster examines the influences on the adoption of 

“Western” MA practices. Based on a survey in 82 Chinese state-owned enterprises, the 

authors indicated that the use of limited-term employment contracts, joint venture 

experience, stock exchange listing, and the availability of training have significant 

influences on the adoption. 
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Figure 5: Visualized citation network 
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Figure 6: Visualized and clustered citation networ
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Cluster 3: CMA 

 

The largest cluster is “CMA,” with 14 publications, and in this we include all CMA studies that did 

not deal with a developing country (Birnberg & Snodgrass, 1988; Chow et al., 1991; Harrison, 

1992; Ueno & Sekaran, 1992; Harrison, 1993; Chow et al., 1994; Harrison et al., 1994; Innes & 

Mitchell, 1995; Merchant et al., 1995; O’Connor, 1995; Chow et al., 1996; Awasthi et al., 1998; 

Chow et al., 1999; Harrison & McKinnon, 1999). The size of this cluster is not surprising, because 

authors often have to resort to this literature within the research field of CMA in developing 

countries, as relevant literature remains sparse (Endenich et al., 2011). 

 

Based on an exploratory study of US and Japanese workers, Birnberg and Snodgrass (1988) 

compared the perceptions of management control systems and found evidence for cultural effects. 

A further study from Chow et al. (1991) examines the effects of management controls and culture 

on manufacturing performance within Asian and Western cultures, which could be confirmed. In 

both of Harrison’s publications (1992; 1993), the author compares findings from Singapore and 

Australia. The first article examines the influence of culture and personality on accounting 

performance measures and the later one deals with the relation between participation, budget 

emphasis, and job-related attitudes. Both articles are based on Hofstede’s Dimension of Culture. 

The publication from Ueno and Sekaran (1992) deals with the cultural influence on different 

aspects of budget control in the USA compared with Japan. Another journal article, dealing with 

these two countries and focusing on national culture and management controls, was conducted by 

Chow et al. (1994). 

 

Within a further study from Harrison et al. (1994), Australia and the USA were compared with 

Singapore and Hong Kong, with the focus placed on cultural influence on organizational design, 

planning, and control. 

 

Innes and Mitchell (1995) conducted a study about activity-based costing within the 1,000 largest 

companies in the United Kingdom. A further cross-cultural field study by Merchant et al. (1995) 

(USA and Taiwan) focused on the measurement, evaluation, and reward of profit center managers. 

The authors argue that education and experience of managers, for example, along with the stage of 

the development of the company, are more significant factors than national culture in explaining 

differences within these two countries. Another study from O’Connor (1995) investigates the 

organizational culture influence on the usefulness of budget participation in two different cultures, 

showing that the influence of power distance is significant. 

 

Chow et al. (1996) found evidence for cultural differences in use and effects of management 

controls between US and Japanese profit center managers. A further CMA study from Awasthi et 

al. (1998) examined cultural effects on performance measures (decision from individuals in a team-

based work setting) between nationals of two countries (USA and Taiwan). Within another journal 

article by Chow et al. (1999), 159 Taiwanese managers from enterprises in Taiwan (Japanese-, 

Taiwanese-, and US-owned) were investigated for cultural effects on and the preference of the 

employees on management control systems. 

 

The last article within the cluster “CMA” is a review by Harrison and McKinnon (1999). Twenty 

crosscultural studies about the design of management control systems, as well as the theoretical and 

methodological strengths and weaknesses from each sample, were analyzed. The authors found four 

major weaknesses within the sample: (1) failure to consider the totality of the cultural domain 

(using only some dimensions of culture while totally ignoring others), (2) differential intensity of 

cultural norms and values (missing consideration of some cultural aspects), (3) simplistic treatment 
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of culture (culture assumed to be a simple factor), and (4) restricted conception of culture (missing 

consideration of other contingency factors). 

 

Cluster 4: MA 

 

The cluster “MA” consists of nine publications dealing with MA in general (Mahoney et al., 1963; 

Burchell et al., 1980; Gordon & Narayanan, 1984; Hopper & Powell, 1985; Chenhall & Morris, 

1986; Birnberg et al., 1990; Emmanuel et al., 1990; Kaplan & Norton, 1992; Chenhall, 2003). 

Within the literature of this cluster theme, different aspects of MA are treated/investigated. For 

example, the different roles of accounting and how accounting can impact organizational and social 

practice (Burchell et al., 1980), relationships between MA systems, structures, and the environment 

of an organization (Gordon & Narayanan, 1984), organizational and social aspects of MA (Hopper 

& Powell), different effects on MA systems (Chenhall & Morris, 1986), a discussion of different 

research methods in MA (Birnberg et al., 1990), a book about MA in general (Emmanuel et al., 

1990), an article about the balanced scorecard (Kaplan & Norton, 1992), and a review about 

contingency-based research in connection with management control systems (Chenhall, 2003). 

 

 

Cluster 5: MA behaviour 

 

The last cluster theme of this citation analysis includes ten publications with a focus on “MA 

behavior” (Argyris, 1952; Milani, 1975; Brownell, 1981; Merchant, 1981; Brownell, 1982; 

Brownell & Hirst, 1986; Brownell & McInnes, 1986; Chenhall & Brownell, 1988; Chow et al., 

1988; Mia, 1989). Within this cluster, half of the publications are from Peter Brownell. The author 

examines different aspects of MA behavior, including budgetary participation, locus of control, 

organizational effectiveness, managerial performance, and reliance on accounting information 

(Brownell, 1981; Brownell, 1982; Brownell & McInnes, 1986; Brownell & Hirst, 1986; Chenhall & 

Brownell, 1988). 

 

Within the other half of the publications in this cluster, budgets, budgetary participation and their 

impacts are superficial (Argyris, 1952; Milani, 1975; Merchant, 1981; Chow et al., 1988; Mia, 

1989). Chow et al. (1998), for example, conducted an experiment on how far a truth-inducing pay 

scheme and information asymmetry have effects on slack and performance within participative 

budgeting. Another example is the publication from Mia (1989), in which the author examines the 

impact of budgetary participation and job difficulty on managerial performance and work 

motivation. 

 
Conclusions and implications for future research 

 

Following the methodology for conducting a citation analysis within the research field of CMA in 

developing countries, we have answered the research question outlined in section 1. Our findings 

show that the vast majority of cited sources in the research field of CMA in developing countries 

are journal articles (69.25%), followed by books and book chapters (24.71%), and other sources 

(6.04%). The 1,766 citations from journal articles refer to 1,162 different journal articles within 286 

journals. Furthermore, the 286 journals are spread across 20 primary fields of interest, with the vast 

majority (58) concentrated in the accounting field. The largest proportion of journals is ranked in 

the CABS guide (180—only 106, less than half, are not listed within the CABS guide), which 

underlines the quality of the initial sample of the 41 peer-reviewed journal articles. With 396 

citations from 163 articles and a percentage share of 15.53%, the journal of Accounting, 
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Organizations and Society is the most influential journal within the research field of CMA in 

developing countries. 

 

The most cited authors are Geert Hofstede (96 citations from 24 different sources), Chee W. Chow 

(89 from 22), and Michael D. Shields (68 from 17). By far the most cited book within our sample is 

Hofstede’s (1980) Culture’s Consequences: International Differences in W-Related Values, which 

was cited 23 times—from more than every second journal article within the initial sample. 

Moreover, we searched for sources that were cited five times or more (49), and classified them 

within five main cluster themes: culture (9 publications), CMA in developing countries (7), CMA 

(14), MA (9), and MA behavior (10), 19 and built a visualized and clustered citation network. 

Finally, we offered a description of the main cluster themes. 

 

The findings of this citation analysis show that culture is still the predominant contingency factor 

for the research field of CMA in developing countries. Moreover, we confirm the former findings 

from Fellner et al. (2015) that Hofstede’s Cultural Dimensions of Culture plays an important role 

within CMA literature on developing countries. Nevertheless, this could also be an implication for 

future research, as scholars could examine the relevance of the contingency factor of culture, 

whether it is increasing or decreasing, or which contingency factors are becoming more important 

for the research field in general and in developing countries. 

 

Furthermore, the findings show that the literature on CMA in developing countries is still sparse 

compared with CMA studies within non-developing countries, with scholars citing more general 

CMA literature rather than from developing countries. Therefore, we follow the general call from 

Endenich et al. (2011) for further research on CMA in developing countries. Another reason for the 

limited literature on CMA in developing countries could be due to the absence of general results as 

mentioned by Harrison and McKinnon (1999). Therefore, we call for future research that is more 

comparable within the research field (e.g., through a greater number of developing countries or 

through the involvement of homogeneous contingency factors). 

 

Within our citation analysis, we found no article that was cited five times or more, explaining a 

theoretical paradigm beside culture. This confirms the findings of Endenich et al. (2011), who 

suggested that CMA literature lacks theory-based publications. As such, we recommend that future 

studies should include a more theory-based analysis like that of Brandau et al. (2014). 

 

Finally, this citation analysis has certain limitations, which can be structured into two parts. The 

first refers to the initial sample of the 41 peer-reviewed journal articles, which was limited to 

English-language journal literature, though studies in other languages might also contribute to our 

knowledge about CMA in developing countries. Moreover, books, book chapters, conference 

papers, and so on were not considered in the sample, although these also might be regarded as 

important sources for CMA research in developing countries. Furthermore, we only searched six 

databases, but using other databases could have led to a different sample of publications. We 

restricted the literature search to empirical research, excluding theoretical and conceptual articles 

that might have included relevant findings on this topic. A keyword-based search carries the risk 

that we may not have found all the relevant articles of this research field. 

 

The second part of the limitations affects the constructed citation network and the citation analysis. 

The interpretation of the main cluster themes of the citation network strongly depend on the 

assessment of the authors. Furthermore, the visualization of the citation network differs due to the 

applied software. These limitations might also be implications for further research. 
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Abstract 
 

The main objective of this paper was to demonstrate the importance of the implementation of 

legislative framework for the operation of microcredit organizations in accordance with the 

guidelines of the European Commission (EC) in the Republic of Serbia, with the purpose of 

establishment and development of small and medium entrepreneurship and entrepreneurs 

(SMEE).  

An outstanding importance and role of enabling the alternative sources of financing the small 

and medium enterprises and entrepreneurs was additionally highlighted with the fact that the 

year of  2016. has been declared the Year of SMEE in Serbia.  

 

During the research in working, the comparisons were made with the neighboring countries, 

such as Croatia, Bosnia and Herzegovina, and Romania, where the legal framework is in line 

with the acquis of the European Union and a large number of start-up entrepreneurs are 

funded by microcredit organizations. The primary study on 120 surveyed  entrepreneurs in 

Serbia proved that there is a  need to develop an effective legislation and to implement the 

acquis of the European Union in legislation that would regulate the financial services in the 

Republic of Serbia,  in  accordance with the chapter 9 of negotiations between Serbia and the 

European Commission, all with the goal of the soonest possible enabling of the crediting 

through alternative sources for small and medium enterprises and entrepreneurs with the 

purpose of their start-up and development. In the Republic of Serbia, as well as throughout the 

EU, the SMEE play a crucial role, both in the overall development of the economy, as well as 

in poverty reduction and self-employment. Poor and insufficient access to sources of financing 

stands out as the main negative factor in the initiation and development of small and medium 

enterprises and entrepreneurs. Sixty percent of active SMEE state that they don’t use formal 

sources of crediting, due to the inability of meeting the requirements for loan approval. 

According to economic sectors, an extremely poor access to formal sources of crediting is in 

agriculture, livestock breeding, processing industry and construction, while in terms of 

ownership, the lower access to formal credit markets is noticed at women-owned enterprises. 

Although SMEE make 99.8% of the total number of business entities and employ almost 64% of 

the total working population in the Republic of Serbia, the share of SMEE loans in total loans 

in 2011 amounted to only 28.9%. This is supported by the fact that a large number of loan 

products on the formal credit market does not correspond to the needs of small and medium 

enterprises and entrepreneurs, which resulted in  poor position in the Global Competitiveness 

Report of the World Economic Forum for 2014/2015. where the access to credits for SMEE in 

the Republic of Serbia is on 121st place out of 144 countries surveyed. As the small and 

medium enterprises and entrepreneurs represent the best way for creating new jobs, the 

enabling and facilitating the access to credits, through micro-credit organizations, is thus a 

"conditio sine qua non" for their development in the Republic of Serbia. 
 

Keywords: entrepreneurship, development, micro credits 
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Micro-crediting worldwide and in the european union 

 

As a concept, micro-crediting is perceived as a financial service for legal or natural 

persons with lower income, i.e. those who do not have access to loans on the classic 

banking market. Apart from micro-credits and micro-savings, the term ‘micro-

crediting’ also includes micro-insurance and micro savings accounts. The basic role of 

micro-crediting is self-employment, development and promotion of the existing 

activities in tradesmen and owners of small enterprises, as well as general poverty 

reduction and increase of living standard. Primary operations of the micro-credit 

organizations are based on granting micro-loans, avoiding complicated banking 

procedures, whereas the micro-credit beneficiaries basically do not need to have 

constant income, or they do not need to have income at all, and granting of micro-

credits is based on the entrepreneur’s project. Historically, the concept of ‘micro-

crediting’ appeared in Ireland in the 17
th

 century where Jonathan Smith found the way 

of granting loans for development of trade business and those tradesman facing 

financial difficulties. Friedrich Wilhelm Raiffeisen is considered to be the founder of 

micro-crediting, as he united numerous rural credit unions into an agricultural bank in 

1864. In those times, borrowers had to secure guarantees for obtaining micro-credits in 

the Raiffeisen agricultural bank through other members of the parent cooperative or 

through their own parent cooperative. The Raiffeisen  model was quickly accepted by 

other regions where German was spoken, therefore the union of Raiffeisen banks was 

formed in Switzerland in 1902. After that, credit cooperatives were founded in France 

as Credit Mutuel, and then throughout the world, as well. 

 

Professor Yunus from Bangladesh is very important for the present status and global 

spreading of micro-crediting in the world. When the micro-credits appeared in 1970’s, 

Professor Yunus initiated development of female entrepreneurship, thus enabling self-

employment of tens of thousands of unemployed women. This concept spread around 

the world very fast, and today about 5% of the poor use micro-crediting services 

globally. Professor Yunus was awarded Nobel Prize, and the United Nations Economic 

and Social Council proclaimed the year 2005 as the International Year of Microcredit.   

 

The concept of micro-credits and micro-credit organization in the European Union is 

such that the amount of a micro-credit for one borrower must not be over EUR 25,000, 

whereas the EU Member States may reduce that amount according to their own GDP 

compared to average GDP in the EU countries. Maximum amount of EUR 25,000 per 

individual micro-credit borrower may not be reduced by Member States as the 

European Commission (EC) does not grant approval to such applications.  The 

exception to the European Commission directives, that the micro-credit organizations 

are basically non-deposit institutions, was granted to the Republic of Croatia during 

accession negotiations with the EC, when the Republic of Croatia obtained consent for 

its micro-credit organizations, Credit Unions, to receive savings from their members, 

therefore making them deposit institutions. 

 

Although European Union has a very high level of social protection, as much as 25% of 

Western Europe inhabitants do not have access to bank loans, but they have to use 

alternative sources of funding, such as micro-crediting, for funding of their projects. 

Apart from their basic activity of granting the micro-credits, the micro-credit 

organizations may, under certain conditions, provide the service of collecting savings, 
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money transfer, consultancy and similar activities in the finance sector. After repaying 

a loan, about 60% micro-credit beneficiaries apply for another, usually higher micro-

credit, and they continue using the services of micro-credit organization. The need for 

micro-credits is even more prominent in the European Union due to global financial 

crisis, and European Commission (EC) and European Investment Bank (EIB) fund and 

support micro-credit development in all the EU Member States and candidate countries 

through the European Investment Fund. 

 

Microcrediting status in serbia 

 

The importance of SMEEs and their development was recognized by the Serbian 

Government and 2016 was pronounced the Year of Entrepreneurship. The fact that 

there are more than 300,000 SMEs in Serbia, employing 65% of all employed persons 

emphasizes the need for promotion and care for their businesses as main drivers of 

development of the Serbian economy. The question of funding is the main issue in 

development of the existing SMEEs and initiation of new start-up projects. Banking 

sector in Serbia mostly does not support start-up entrepreneurs without history and 

continuity in both business and constant operating income, or a real estate they could 

use as a guarantee for the loan. 

 

The only alternative in funding and by-passing the complicated bank procedure for 

entrepreneurs was micro-crediting through three micro-credit organizations on the 

territory of the Republic of Serbia that found the way to operate, although there is no 

legislative framework for micro-crediting in Serbia. Those three agencies granted over 

32,000 micro-credits of EUR 1,409 in average. The missing legislative framework 

represents a huge problem for small entrepreneurs as they can receive micro-credit 

from the micro-credit organization only through a business bank. According to the data 

provided, the annual amount of interest rate paid by entrepreneurs is 28-36%. It is 

extremely high and it hinders development of entrepreneurs. The legislation enabling 

independent operations of micro-credit organizations in the Republic of Serbia would 

reduce the mentioned interest rate in half, as the cost of a bank as an intermediary 

would be eliminated from the chain of loan granting. This specific form of micro-credit 

granting by the micro-credit organization through a bank is unique only for Serbia. 

Apart from extreme increase of interest rate for borrowers through mediation of a bank 

that formally does not do a think, nor it bears risk, but charges high fee for its 

monopolistic position on the credit market, loan beneficiaries are rather poorly 

informed, skeptical and cautious during such an unusual credit arrangement, as can be 

seen from the following examples: 
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Figure 1.  Awareness of the concept of micro-financing 

 

(Erić, et al., 2012) 

Figure 2. Does micro-crediting offer better credit options? 

 
(Erić, et al., 2012) 
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Unlike the situation in Serbia where entrepreneurs are not very well aware and have a 

low perception of better opportunities for obtaining loans through micro-credit 

organizations, in the EU, 67.5% of entrepreneurs believe they have better credit 

possibilities for their businesses through micro-credit organizations. 

 

Due to inability to access the formal financial market, most of micro and small 

enterprises and entrepreneurs are not able to achieve the planned growth and 

development, and therefore they are not able to increase the number of employees and 

support development of economy in general in Serbia. 

 

The average annual amount of SMEEs investments is visible in the following table: 

 Entrepreneurs Micro Small Medium SMEEs Large Total 

Investment 

per enterprise 

(RSD 

thousand) 

293 395 7,909 47,978 874 694,276 1,978 

Number in 

2012 

226,224 79,162 9,702 2,142 317,230 506 317,736 

(RSJP based on data from RZS) 

It may be noticed that the average annual investment per entrepreneur (total of 226,224) 

is less than EUR 2,500, and that amount is ten times lower than the maximum amount 

of micro-credit per beneficiary. Therefore, European Commission guidelines approve 

crediting by micro-credit organizations in much higher amount than the needs of 

entrepreneurs in Serbia. The average micro-credit in Serbia used by entrepreneurs is 

between EUR 800 and 1,000,whereas that average is between EUR 7,000 and 7,500 in 

countries of the EU. 

 

The survey discovered that 60% of SMEEs do not use formal sources of crediting, and 

female entrepreneurs or small enterprises owned by women use them particularly 

rarely. Use of formal sources of crediting is used the least in sectors like agriculture, 

cattle breeding, processing industry and construction. As a paradox, the most difficult 

access to the formal funding market is in the industries that are expected to have the 

greatest growth and support to the overall economy. Due to inability to find better 

sources of funding for the existing as well as the new projects, Serbian SMEEs are very 

far behind the EU countries in terms of growth and development, and creation of new 

jobs and reduction of unemployment. The difficulty of access to sources of funding and 

rating is seen in the following data (Strategy for support to small and medium 

enterprises, entrepreneurship and competitiveness 2015-2020):  

1. Global Competitiveness Report of the World Economic Forum for RS 

2014/2015 (out of 114 countries in total): 

 98
th

 position – availability of financial services 

 110
th

 position - affordability of financial services 

 121
st
 position- ease of access to loans 

 132
nd

 position - venture capital availability 



186 

 

Serbia fell from 45
th

 to 52
nd

 place in the field of loan obtaining. Share of SME loans in 

the total loans was 28.9% in 2011 (99.8% of the total number of PS and employing 

64% of the total working population) 

 

Micro-crediting in the region 

 

Serbia is the only country in the region and particularly the only candidate country for 

the EU that has not implemented the law on micro-crediting, whereas all the other 

countries in the region have done that long ago. 

 

As an example, I will present data and indicators from the Republic of Croatia and 

Rumania in which the laws of micro-crediting have been implemented into the national 

legislation about ten years ago. Rumania adopted the law on micro-credit organizations 

in July 2005, and joined the EU in 2007 (European Microfinance Network, Overview of 

the Microcredit Sector in the EU (for every year)). 

 
 2009 2011 2012 2013 

Number of active clients 

Number of micro-credits approved in a year 

15,163 

3,493 

19,099 

10,983 

67,095 

39,402 

74,385 

47,097 

Value of micro-credits approved in a year 

(EUR mil) 

20.3 60 90.9 103.7 

Out of which to entrepreneurs (EUR mil) N/A N/A 52.2 58.2 

  

In the Republic of Croatia, the law on microcredit organizations was implemented into 

the national economy as much as 7 years prior to accession to the EU, i.e. in 2006, at 

the beginning of accession negotiations. Through the accession negotiations, it was 

arranged that micro-credit organizations in Croatia may receive deposits from their 

members, which is not usual, but it is, of course, positive, and the approval of the 

European Commission was obtained. The approval for founding of “small” banks, 

called Savings Banks, was also obtained, with the minimum share capital of EUR 1 

million, representing a much lower capital than the share capital for a bank with high 

authority in Croatia, and particularly in Serbia. This created positive competition on the 

credit market that resulted in both increase in variety of credit products and other 

services of banks and Credit Unions, and reduction of interest rates. Data of micro-

credit organizations (Credit Unions) in the Republic of Croatia (HNB, 30, 2015): 

- 26 micro-credit organizations 

- 57,240 beneficiaries 

- HRK 610.3 of micro-credits granted 
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Survey results 

 

Results of the primary survey conducted on 120 surveyed entrepreneurs in Serbia are 

presented below. 

 

YES

70%

NO
17%

Not responded 

13%

1. HAVE YOU TAKEN A LOAN?

 
70% of participants replied that they took a loan, meaning that the survival of their 

business, in most cases, is not possible without credit lines. 

 

BANK
84%

LEASING
12%

Micro-credit

4%

2. IF YES, FROM WHICH INSTITUTION?

 

Out of 70% indebted participants, 84% obtained the loan from the bank, and only 4% 

from microcredit institutions. Such a low percentage of micro-credits is clearly the 

result of no legislation and complexity of current micro-credit granting in Serbia by 
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intermediation of a business bank. Only 12% of participants use leasing, although most 

of machines and equipment could be funded that way. 

 

for initiating 

business project 
14%

for promotion of 
business, investme

nt loan

75%

for purchase of 

vehicles
4%

Other loan
7%

3. IF YES, WHICH TYPE OF LOAN?

 

The survey result that 75% of participants would like to use the opportunity of taking a 

loan for promotion of the existing business, and 14% for initiation of a new project is a 

very positive one. 

 

YES
12%

NO
78%

Not responded 

10%

4. ARE YOU SATISFIED WITH PRESENT OPPORTUNITIES 
OF TAKING A LOAN FOR BUSINESS?

 
 

The result that as much as 78% of the participants are not satisfied with the present 

opportunities of taking a loan is devastating. 
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YES
91%

NO

9%

5. IF YOU HAD THE OPPORTUNITY OF TAKING A 
MICRO-CREDIT OF EUR 25,000, WOULD YOU DO 

IT?

 

Although 70% of the participants are already indebted, as much as 91% would take a 

new loan of EUR 25,000 if they had the opportunity. 

 

Starting a new 

business 
60%

Promotion and 
development of 

the existing 
business 

40%

6. FOR WHICH PURPOSE?
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91 % of participants who would take a new loan would do it to start a new business – 60% 

and promotion and development of the existing job – 40%. 

YES
56%

NO
44%

7. WOULD ANYBODY BE EMPLOYED THROUGH 
YOUR STARTING OF A NEW BUSINESS OR 

INITIATING THE NEW ONE?

 
 

Through opening a new business or promoting the new one, as much as 56% of 

participants claim they would hire one or more new workers (by obtaining a new loan) 

 

    Objectives, guidelines and perspective 

 

The basic task and objective of a state should be to enable simple doing business for 

entrepreneurs in competitive environment, as well as to support them in adjusting and 

preparing for the EU accession. Without the financial support, more simple funding, it 

is impossible to expect development and promotion of the existing projects and 

initiation of the new ones, and these entrepreneurs are the ones expected to drive the 

development of Serbian economy and create new jobs. 

 

In general, SMEEs in Europe represent the greatest source of job creation, which is 

recognized, and that is why the quote from the EU on micro-crediting states: “Success 

of the European initiative on micro-crediting can significantly contribute to fulfillment 

of objectives of the revised Lisbon strategy of growth and employment and creation of 

innovative, creative and dynamic European economy”. 

 

Indebtedness of Serbian citizens is only EUR 861 per citizen, which is several times 

lower than in Croatia, where indebtedness per citizen is over EUR 4,000, or Slovenia 

where it is more than EUR 9,000. Based on those data, it is clear that there is still room 

for borrowing, but it needs to be enabled to sectors that would drive economic growth 

and employment. 

National Program for Countering the Shadow Economy from December 2015 defined 

that the grey market share in Serbian GDP is 30.1%, so the National Program envisages 

reduction of the grey market to 26.7%. Strategy for support to SMEEs and 
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Competitiveness 2015 – 2020 is complementary to the National Program. The Strategy 

was adopted by the Serbian Government, and it defines deadlines for establishing 

regulatory framework for micro-credit support. 

 

Legislative framework for micro-credit organizations would achieve multiple effects. 

The most important of those for entrepreneurs is ease of access to loans, meaning that 

they could obtain means necessary for development and promotion of businesses in a 

short time, without the complex procedure and complicated conditions. Also, the 

entrepreneurs without the continuous cash flow could take micro-credits of up to EUR 

25,000. This particularly concerns farmers, who sell their products once or twice a year, 

and they, and other entrepreneurs, would not face obstacles in taking loans because of 

their line of business. 

 

In general, majority of those who are not able to obtain a bank loan due to complex 

bank procedures and conditions, could obtain loans through micro-credit organizations, 

and therefore manage to realize their entrepreneurial ideas, whether they are new start-

up projects, or development and promotion of the existing business activity. In 

emergency situations, when an entrepreneur needs money within one day due to an 

emergency that happened, micro-credit is the only type of credit that may be realized in 

such a short period of time. In situations when banks are not able to fund the whole 

value of an entrepreneur’s project, but only a part of it, micro-credit can be used for the 

total remaining part of funding that an entrepreneur cannot fund from his/her own 

funds. 

 

In terms of state, there are multiple effects – from self-employment, through 

employment of others, to collecting direct and indirect taxes, and particularly reduction 

of grey market and transition of entrepreneurs from grey to white zone of operating. 

This fits the Government National Program for Countering the Shadow Economy 

perfectly. Since micro-credit organizations basically do not take deposits, meaning that 

they are not deposit, but only credit institutions, the state bears no risk for financial 

stability. And as the state has not nearly as much funds as are expected by 

entrepreneurs and entrepreneurs-beginners, this legislative framework for micro-credit 

organizations would at lease enable international funds, that are hyper-liquid at present, 

to fund numerous SMEE project in the Republic of Serbia by inexpensive capital, 

through micro-credit organizations. 

 

Conclusion 

 

EU Member States affirmed the alternative form of SMEE sector funding through 

support to development of entrepreneurship and concept of micro-crediting. 

At the same time, alternative funding of SMEE sector is not sufficiently supported in 

Serbia, as there is no appropriate legislation. The survey confirmed again that there is a 

necessity to establish an appropriate legislation, i.e. implement guidelines for micro-

funding of the European Commission (EC), all in accordance with the adopted Strategy 

for SMEEs and Competitiveness (2015-2020) and annual Action Plans, and in 

particular the need for financial empowerment of this sector in the coming period. 
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Abstract 
 

I studied European funds as the main tool used to support economic growth and reduce 

disparities between the member states of the European Union. I chose this topic as a result of 

many debates having main subject the absorption rate of EU funds in Member States and 

because I wanted to find the influence of this on the uneven development of regions. I also 

noticed through the specialty literature that there are found relatively few works that explicitly 

cultivate the absorption of European funds through empirical testing of existing theories. 

However, a review of literature on the absorption of EU funds has proved a lack of a 

conceptual framework for this controversial topic. The context of my research consists of the 

Eurostat report revealing that the poorest EU regions belong to Bulgaria and Romania.  

 

Analyzing the financial implementation of the European Union for 2007-2013 allocation, I 

observed a low rate of absorption for Romania. In this context I have decided to analyze which 

is the rate of absorption in the other member states of the EU and I focused on the states in the 

southeastern region of Europe, having known that funds are allocated according to the level of 

development of the region. Research shows that, compared with other European Union member 

states, Romania’s absorption rate is among the lowest. I also want that this analysis highlight 

the causes of low absorption rate for some countries, of course having focused on the case of 

Romania. For the next program period 2014-2020, I aim to investigate the legal framework in 

order to observe changes that occur and the possibility of new regulations ability to increase 

the absorption rate of European funds by Romania, so that this country should not be seen as a 

laggard region and, therefore, to achieve more easily the transition to a more dynamic and 

competitive as it is requested and expected by the European Union. Last but not least I granted 

a special attention to the operational programs related to both old and new period of accessing 

funds in order to identify multiple ways to improve our condition in the near future, taking into 

account examples of effective solutions in the Western European region.  

 

Keywords: absorption rate, European funds, cohesion policy, operational programs, regional 

development 
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Introduction 

The analyzes of the structural funds and the cohesion of the Member States of the 

European Union have become over time increasingly more complex.  In  specialty 

literature there are studies  that were developed in order to observe the effects of 

integrating the countries within the Union on economic growth thereof (Baldwin, 

1996). 

EU Member States' performance in terms of fundraising is measured using absorption 

rate. This rate is represented by the cash flows that reach a state's economy by means of 

projects financed by the European Union. 

 

There is a real paradox between what involves the absorption capacity of the structural 

funds of a region  and the economic situation prevailing in that region. Specifically,  as 

the region's financial difficulties are more severe and, therefore,  the need of european 

funding  is increased, the absorption rate of structural funds support in these areas is the 

lowest (Oprescu, Constantin Ilie, & Pîslaru ). 

 

For this reason, I decided to focus on the area of the east central European Union as it is 

irrelevant to compare the residential area of  London, an area that exceeds the average 

GDP of the European Union even by 334%, with the northeast region of Romania 

where the GDP per capita is only,  approximately 29% of the EU average (Bold, 2012). 

 

Background on the allocation of European funds 

 

EU policy priorities are set out in the Multiannual Financial Framework, refering  to 

periods of at least five years and from financial perspective, it also sets  the  limits for 

EU spending. Multiannual Financial Framework is always expressed in a simplified 

form,  not as detailed as the annual budget. Also, the content establishes the limits for 

outlays categories compared with the EU policy objectives, creating a bridge with 

emphasis on the annual budget between the Parliament and the Council. 

 

Although the first forms  of this document referred to a period of five years,  1988-

1992,  subsequently it  was extended to seven years. Dolores I  multiannual financial 

framework, which aimed at domestic markets, research and development, was joined 

by Dolores II, 1993-1999, and was focused on the euro and the Cohesion Policy, 

followed  by  Multiannual Financial Framework  2000-2006, 2007-2013 and 2014-2020 

that follows, each bringing new elements previously developed  by the financial 

frameworks. 

 

The allocation of European funds requires a commitment that countries need to take  in 

order to meet the deadlines for spending the allocated money . The European Union has 

allocated for the period between 2007-2014  funds thatwere subject to the n + 2 and n 

+ 3 rulles, especially the funds that were allocated to a country in the year n to be spent 

until the year n+2 and n+3 , otherwise the money should be considered lost or 

reassigned. 

 

Member States shall include objectives in the National Development Plans, each of 

these plans being developed in line with the provisions of EU cohesion policy. Given 

these documents,  the next step is the negotiation of  funds allocations and, after that, 
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the Operational Programmes that are developed will benefit from European funds. The 

distribution of funds is made as a result of cooperation between the member country 

representatives and the European Commission. 

 

While all European Union Member States are obliged to abide  a set of  absorption 

rules of European funds, the organizations that deal with the management of funds are 

different not only between states but also between regions of the same State. 

 

Given the organization of European funds management systems, there can  be 

distinguished centralised systems - where management authorities that are found in 

ministries have a significant role in absorbing funds, regional systems - with divided 

responsibility at regional level, but also mixed systems - in this case large projects end 

up being placed in charge of central autorithies, and the others to regional autorithies. 

Noteworthy is the distribution of funds, they return upon Member States  inversely in 

corelation with the degree of development.  All this happens due to the solidarity 

principle followed by the European Union. 

 

To take possession of European funds, potential beneficiaries must prove that they are 

able to manage them properly. This proof can be done using some criteria that must be 

met  by the applicants, criteria referring to the ability of developing cooperation 

relations in the region, the support of non- discrimination, protection compliance of the 

enviroment and solving unemployment (European Commission, 2015). These criteria 

are essential for the applicant as they can attract the suspension of the allocation of 

funds. 

 

To achieve the objectives set for the 2007-2013 program, the European Union has 

allocated financial resources for all Member States. These objectives refer to 

convergence, regional competitiveness and employment, but also territorial and 

bilateral co-operation. 

In Romania there were seven Operational Programmes that were intended to help 

achieve the objectives set by the European Union, being allocated about  19 billion 

euros. 

 

Table 1. The financial allocation of structural funds in the new Member States of the                                     

    Union for the period (2007-2013 ) - Central and Eastern Europe 

 
Source (KPMG, 2013) 

 

The above table presents the allocation of structural funds in countries recently 

integrated in the European Union , Romania is our focus . Thus , we see that in a 
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population of 21,4 million inhabitants , we find ourselves on the second place after 

Poland , whose population reaches about double of those recorded in Romania , only 

that this country had an almost three times higher budget for the period 2007-2013.  

 

The budget allocated to Romania is similar to that of Hungary and the Czech Republic, 

each of this  states having a population of 10 million, respectively 10,5 million. 

Unfortunately, Romania had been allocated a percentage of 13.15 % of the budget of 

the Central and Eastern European countries , this leading to the sum of 1,102 euros per 

capita , but failed to attract more than 0.80 percent GDP  by the end of 2013 . 

 

Absorption funds central European EU's eastern states 

 

According to the Partnership for Romania for the period 2014-2020 (European 

Commission, 2014) , the cohesion policy seeks to be satisfied with eight OPs, one less 

than in the previous period: 

 

- Programme for competitiveness ; 

- Programme for large infrastructure; 

- Regional programme; 

- Programme for technical assistance; 

- Programme for human capital; 

- Programme for administrative capacity. 

 

As in 2007-2013 perioad, there will be two programs: Rural Development Programme 

and Maritime and Fisheries Programme. 

 

For 2014-2020 period the main purpose is to  increase the capacity to absorb EU funds 

in Romania as an elementary condition of supporting basic economic competitiveness 

in our country. 

 

In his "Economic effects of CEE Countries integration into the European Union", 

Zaman considers two scenarios, namely: European funds 0, respectively absorption rate 

of 100% since it considers it essential to understand the importance of funding received 

from the European Union in order to increase the country's economy (Zaman, EEC 

Countries Economic effects of integration into the European Union, 2008). 

 

In the period 2007-2012 Romania had the lowest absorption rate of all EU Member 

States (Bostinaru, 2013) and was forced to transit  it"s ability to manage structural 

instruments. Experience gained during this period led to understanding the major 

differences between the amounts allocated  and the reimbursed ones from the EU 

budget. 

 

Payments related to the Social and Cohesion Fund  among European Union for the 

period mentioned above accounted  about 60 percent of total allocations. Data from the 

EU, reveals that Romania has attracted up to year 2013 (except during n + 2) about 7 

billion euros out of a total of 19.2 billion allocated. Therefore, we can conclude that the 

rate of attraction was only 36, 7%, the smallest rate of absorption of funds among all 

EU member states. 
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A great example for the same perioad is the case of Poland which managed to absorb 

about 45 billion euros, a sum which, related to the amount of  that absorbed by 

Romania, is six times more. 

 

As can be seen from Table 2 , the rate of absorption of Structural Funds and Cohesion 

in the European Union was 53 % . One country was close to this percentage and even 

overcame it , and that country is Poland , the others oscillating around a percentage of  

40. Last among the states under analysis is Romania with an absorption rate of 26.5% . 

Regarding the situation of our country, it can be seen a 10% difference in the rate of 

payment which reveals low repayment and a slowed pace of financial implementation 

of the interim payments. 

 

Tabel 2. Structural and Cohesion Funds pay rate and absorption rate in selected EU Member                             

    Countries cumulative in the years 2007 to 2013 

Country Allocations 

(mil.EUR) 

Payments 

(mil.EUR) 

SCF Pay rate 

(%) 

SCF Absorbtion 

rate (%) 

Bulgaria 6,673.6 3,225.3 48.3 40.0 

Czech 

Republic 

26,539.7 12,973.8 48.9 41.7 

Hungary 24,921.1 14,584.9 58.5 48.4 

Poland 67,185.5 44,784.4 66.7 58.6 

Romania 19,213.0 7,055.9 36.7 26.5 

Eu 27 347,563.3 208,920.2 60.1 53.0 

Source: adapted after (Zaman & Georgescu, 2014) 

 

The low rate of our country's absorption of funds allocated for 2007-2013 period is  

reduced by numerous factors such as barriers of local authorities, legislative barriers 

and difficulties encountered on micro and macro economic level. 

 

The analyzes made by European Union  revealed  that the results achieved by the 

Member States in terms of cohesion policy were not those expected. The gaps between 

EU countries were not reduced as envisaged (European Commission 2014 b). The 

European Commission has decided to carry out major changes for the coming period in 

order to reduce regional disparities. Therefore,  the allocations reached to 1148.5 EUR 

per capita in Romania, an amount approximately equal to that allocated to Bulgaria. 

Although this amount tends to show that a progress has been made, compared to other 

countries in the region and the EU average, we observe that Romania is still at the 

bottom of the table. 

 

Tabel 3. Total EU allocations of Cohesion Policy for 2014-2020 in selected EU Member      

Countries 

Country EU 

Allocations 

(mil. EUR) 

EU 

allocations 

per capita % 

(EU=100) 

EU 

allocations 

per capita 

(EUR) 

EU 

allocations 

per capita 

% 

(Romania=100) 

Bulgaria 7588.4 2.16 1042.4 90.8 

Czech Republic 21982.9 6.25 2091.6 182.1 

Hungary 21905.9 6.23 2210.5 192.5 
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Poland 77567.0 22.05 2013.2 175.3 

Romania 22993.8 6.54 1148.5 100.0 

Eu 28 351854.2 100.00 695.9 60.6 

Source: adapted after (Zaman & Georgescu, 2014) 

 

The amount allocated to Romania for the current period increased by 3.7 billion, this 

being possible thanks to the allocation of lower amounts for countries such as Italy and 

Germany (Zaman & Georgescu, 2014). 

 

The European Commission proposed for 2014-2020 period a sum of 376 billion 

afferent to cohesion policy. This amount is about 8 percent higher in nominal terms, but 

in reality, there is a decrease of 5 percent. It was also proposed  a cap of the budget 

allocated to Member States of the European Union, specifically the proportion of 3.8% 

of GDP to 2.5% of Gross National Income. For Romania, this reduction actually 

represents a decrease of available funds up to 14 billion for the next financial exercise. 

Although this percentage is not satisfactory to our country, it is difficult to impose our 

point of view given that we do not have a reasonable negotiating position due to the 

low absorption rate that we barelly reached. 

 

Although it is difficult to understand, it can be noted that countries which face the 

greatest economic difficulties prove to be incapable of absorbing large European funds. 

 

 
Figure 1. Available budget 2007-2013 per capita vs. contracted grants 2007-2012 per capita 

     (KPMG, 2013) 

 

As seen in the chart above, KPMG revealed the position of Romania and other 

countries of Central and Eastern Europe  considering the contracted grants with the 

available budget. The slackers of this analysis are again Romania and Bulgaria. While 

Romania has had an available budget larger than its neighbor from the southern part of  
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Danube, it contracted less grants , while in Bulgaria the situation was exactly the 

opposite, therefore benefiting from an available budget lower than Romania's , Bulgaria 

managed to contract more  grants than our country.   However , both countries are 

found below the average per capita grants contracted in the European Union . 

 

The main causes of the low rate of absorption of funds by Romania 

 

When the European Commission sent Romania the Partnership Agreement for 2014-

2020 period, so that our country aligns to the measures required for compliance with 

the Europe 2020 strategy which emphasizes the importance of sustainable smart and 

inclusiv growth , orietend to results,  Romanian Government  focused on irregularity in 

accessing European funds and the need to invest in local development, infrastructure, 

transport, energy and administrative capacity. 

 

Looking at the statistics on the absorption of European funds by Member States 

recently integrated into the union, it can be seen that they present a low rate of 

absorption for various reasons such as lack of experience in the field of fundraising or 

they have met difficulties in the creation of eligible projects . 

 

Absorption difficulties can also be due to insufficient limited resources to cover the co-

financing, the authorities that lack long-term vision to develop projects with a higher 

implementation period than that, by default it would also require substantial funding, 

due to staff shortages that are insufficiently prepared for this kind of activities. All this 

can be identified for Romania, where, for the 2007-2013 programming period the 

absorption rate was only 27%. Following absorption rate for other Eastern European 

countries, this represents the lowest level. If we ask ourselves what elements are 

responsible for this low percentage, we can identify a number of internal and external 

factors with direct or indirect influence. 

 

The internal factors may be identified both during project writing and in the 

implementing execution. The external factors are associated to institutions in charge of 

monitoring the implementation of projects and can be detected for all stages. 

 

Romania’s Country Report for the year 2015 recalls the many difficulties faced by our 

country that RESULT as a barrier in achieving the goals of the Operational 

Programmes. Problems encountered could be approached from two perspectives, 

namely inadequately managed funding programs due to reduced capacity to act in real 

time and due to existing problems in the system and the inability of cooperation 

between officials regarding the implementation of these programs (Commission 

European 2015). 

 

For 2007-2013 period, the evolution of the absorption rate was very slow, but there has 

been a slightly higher trend for 2013-2014. This positive result recorded for the period 

2013-2014 was, I believe, due to corrective measures that have been taken for this 

purpose by simplifying the access mechanisms, bringing improvements by governances 

responsible for managing the Operational Programmes, the increased experience of 

beneficiaries in terms of implementation projects and perhaps, most importantly, by 

simplifying procedures for accessing and implementing projects. 
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From a theoretical standpoint, the factors that determine a low rate of absorption of 

structural and cohesion funds can be identified in all project phases, from the writing of 

applications  to the implementation of projects. For instance, the attention given by the 

beneficiary to the necessary means of implementation is elementary in writing and 

requesting project funding. 

 

Romanian authorities have pointed not infrequently that many beneficiaries submit 

projects in a completely different purpose than that for which it applies, thus misleading 

the person responsible for project evaluation that can give a favorable response which 

will not bring the results that were initially set. This is one of the problems identified in 

the initial phase, the project submission. 

 

Sometimes, applicants find errors in the original form of the project and are forced to 

make numerous arguments to account for making the related adjustments. 

Unfortunately,  not only this kind of problems may occur and decrease the rate of 

absorption, but also the financial involvement of the beneficiary can cause problems. 

Often it may happen that the applicant do not have the required amount of co-financing, 

being forced to give up the requested funding. 

 

Considering the latter impediment in absorbing funds, we could make a review from 

internal to external factors that impact on the absorption of European funds. 

Specifically, there are a series of malfunctions regarding the manner of repaying the 

amount of money requested through projects, because most times, the time period that 

passes starting with sending the  request for reimbursement until the actual receipt of 

money from the beneficiary is very long. Of course, there is no use of setting the fault 

only on those who review requests for reimbursement, but also on the beneficiaries 

who, not infrequently commit various mistakes in documentation reimbursement 

requests and thus receive letters of clarification from the Authority Intermediate 

whereby to correct those mistakes. 

 

However we can not forget that there are malfunctions in the system of management of 

EU funds at national level. Often it happens that the period that elapses from applying 

for funding and to approve or reject the project to be very large and, unfortunately, the 

authorities do not assume this problem, and therefore, the beneficiaries are forced , 

constantly,  to modify charts activities and various other elements in the content of the 

draft, which of course must wait for approval. 

 

In many cases which concerned  the low absorption rate of  EU funds in Romania, it 

was mentioned the delicate issue of excessive bureaucracy that each beneficiary was hit 

at least once . Repeatedly it happened that beneficiaries prepared the necessary 

documents and a few days before submission based on the instructions that they 

followed, were replaced by another, and therefore, much of the effort is futile.  

 

Analyzing these factors, I consider of high importance  the inadequate legal framework. 

This  was developed late and over time has undergone many changes which have 

occurred often interruptions in the application of accessing European funds. Following 

these legislative failures in 2012, the European Commission blocked payments for the 

Sectorial Operational Programme -  Human Resources Development  and for Sectoral 

Operational Programme - Infrastructure and, of course, created a picture not very 
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pleasant about Romania's ability to absorb European funds. Despite these shortcomings, 

it is desirable that European funds to be absorbed and used effectively and efficiently. 

 

Conclusion 

 

The European Commission proposed a cohesion policy that encourages economic 

deficit reduction between different nations, but that was not considered by all Member 

States. In Romania's case it can be seen very clearly the lack of involvement at full 

capacity in compliance with this policy because the approximately 19 billion that could 

be obtained were not attracted in order to create new jobs, which in turn should have 

reduced unemployment, budget deficit and generate economic development. 

 

To increase the absorption capacity of European funds, our country should take into 

account both internal factors and external ones causing malfunctions in the system. I 

consider of high importance to specialize human capital from local and national level, 

involved in administrative activities related to EU funds. Also, to ease the information, 

I recommend reducing excessive bureaucracy and providing public information in order 

to improve communication between authorities and beneficiaries, thus avoiding 

amendments and corrections that occur over time and are real time consuming. 

 

Although the absorption of European funds is an extremely debated subject in our 

country, I believe that we must look at things from a different approach, namely to 

lightly increase absorption rate for the period 2014-2020 that should remain on an 

upward trend. 

What is not set aside for Romania is that there are great disparities between regions of 

the country. As Constantine and Goschin highlighted, counties with greater diversity 

were on an upper position than those having as main activity agriculture because they 

have a traditional economy (Goschin & Constantin, 2010). 

 

Romania requested for a far wider range of interventions from the European funds, 

each region being able to use the funding in accordance with specific needs, namely 

basic infrastructure. The European Union did not remain inert to these requests and has 

established a set of specific regulations but more flexible, such as the issue of thematic 

concentration that has been clearly established, but which implies that the  choice of  

key actions and categories of intervention to be set by each Member State of the 

European Union. It has also been proposed variant of implementation of operational 

programs at regional or national level, and therefore Romania debated intensively on 

regionalization process. In 2013, Ministry of Regional Development, even came with a 

proposal for decentralization, one of the objectives being that of creating management 

structures for structural funds and cohesion at regional level. 

 

Unfortunately, in Romania there is a reduced ability to minimize corruption resulting 

therefore smaller economic benefits out of the absorption of structural funds. It can be 

observed that attracting European funds causes consumption growth and trade 

activities. Most reports highlight the absorption rate of European Union Member States 

and show that the percentage has increased each of them. Although this percentage is 

indeed of great importance as well as the amount raised, we should focus on how the 

amount raised is used. Our analysis should also focus on the trending ways of these 

financial resources by targeting specific areas of interest. 



202 

 

References 

 

1. Baldwin, R. (1996). A Domino Theory of Regionalism,. In H. P. Baldwin R., Expanding 

membership of the EU. Cambridge University Press. 

2. Boldea, B. (2012). Analysis of the absorption capacity of structural funds in Romania. 

Annals. Economics Science Series, 580. 

3. Bostinaru, V. (2013). Ultimii pasi – absorbtia fondurilor si de coeziune 2007-2013.  

4. Comisia Europeană. (2014). Rezumatul Acordului de parteneriat cu România 2014-

2020.  

5. Comisia Europeană. (2015). Raportul de țară al României pentru 2015 Inclusiv un bilanț 

aprofundat privind prevenirea și corectarea dezechilibrelor macroeconomice. 

Bruxelles: Comisia Europeană. 

6. European Commission. (2014 b). Financial instruments in ESIF programmes 2014-

2020. Brussels: European Commission. 

7. Goschin, Z., & Constantin , D. (2010). The geography of the financial crisis and policy 

response in Romania. In G. G. Goh, Financial Crisis in Central and Eastern Europe 

- from Similarity to Diversity (pp. 161-190). Warzaw: Barbara Budrich Publishers. 

8. KPMG. (2013). EU Funds in Central and Eastern Europe – Progress Report 2007-2012, 

2013.  

9. Oprescu, G., Constantin, D., Ilie, F., & Pîslaru, D. (n.d.). Analiza capacității de 

absorbție a Fondurilor Comunitare în România. Institutul European din România. 

10. Zaman , G., & Georgescu, G. (2014). The absorption of EU Structural and Cohesion 

Funds in Romania:international comparisons and macroeconomic impact. Munich: 

MPRA. 

11. Zaman, G. (2008). Economic effects of CEE countries integration into the European 

Union. Annales Universitatis Apulensis Series Oeconomica "1 Decembrie 1918" 

University Alba Iulia. 

12. Zaman, G., & Georgescu, G. (2014). The absorption of structural and cohesion funds in 

Romania: balance of the period 2007-2013 and lessons for the current financial 

exercise. Munich: MPRA. 
 



203 

 

THE IMPACT OF CSR INITIATIVES ON EMPLOYEES’ PREFERENCES IN THE 

WORKPLACE CHOICE: AN EXPERIMENTAL MODEL 

Svjetlana Vranješ, ma
55

 

Abstract 
 

Previous research on corporate social responsibility (CSR) mostly examines customers’ 

perception. However, employees’ view of CSR remains largely unexplored. Corporate culture 

and employees’ perceptions of CSR activities play an important role in employee attachment to 

their company. This paper proposes an experimental design which explores how CSR company 

initiative influences employees’ preferred workplaces with the moderating variable of salary. 

This study suggests an experimental model and four hypotheses. The main goal of this research 

is to show that employees are more willing to choose a company with low CSR initiatives when 

annual salary is higher than their required salary. An experimental model is presented whereby 

we would like to improve this model how this study could display as much as possible realistic 

and reliable results.  

 

Key words: salary, CSR activities, job position, labor market, experimental design 
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Introduction 

 

Introduction Corporate social responsibility (CSR) is a relatively modern concept 

which has become an increasingly important issue in current business. The rapid 

prevalence of CSR practices could be ascribed to the positive influence of CSR on 

business performance, such as progress in reputation and profits. Regarding to the 

definition of corporate social responsibility, there is a broad agreement in Europe in 

which CSR is defined as an idea and concept whereby companies integrate social and 

environmental concerns - on a voluntary basis - into their business operations as well as 

their interaction with stakeholders (COM, 2001). Nonetheless, CSR is an opened issue 

(it is not required by law) and due to this issue the nature and characteristics of CSR 

vary between different national and cultural contexts. Some countries are more and 

more integrated into a broad range of policies and CSR activities, whereas in others, 

consciousness raising initiatives is mostly being developed.  

 

Taking importance of both sides into consideration, companies and society have to 

work together because one can't exist without the other. Thus, this connection will add 

value for all parties involved, and also lead to the surface new market opportunities. 

The studies in terms of the advantages and benefits of CSR indicate the following 

aspects: increases sales and market share, strengthens brand positioning, enhances the 

corporate image and power, increases the ability to attract employees, decreases 

operating costs and increases appeal to investors (Kotler and Lee, 2005). Our focus will 

be on employees’ perception of corporate social responsibility and its influence on their 

choice of a company they would like to work for. The main goal of this study is to 

explore the influence of corporate social responsibility initiative on employees’ 

decision making regarding a job position with the moderating role of salary. 

 

Theoretical background and hypotheses 

 

Stawiski et al. (2010) show evidence that CSR is beneficial because CSR improves 

employees’ perceptions of the company. As they explained, employees are most proud 

of and committed to the organization when a company has CSR initiatives. This is 

because our personal identities are 2 partly tied up in the companies that we work for. If 

my company is saving the world, I am too, so my association with the company reflects 

positively on me and makes me feel good about the work I do for the company 

(Stawiski et al., 2010). In their studies, Greening and Turban (2000; Turban & 

Greening, 1997) found that job applicants’ perceptions of a firm’s corporate social 

performance influenced their desire to work for the firm. These authors provide 

evidence that individuals prefer to work for socially responsible firms and they show 

that employees use a firm’s social reputation to judge what it would be like to work for 

the organization. Actually, our idea is based on these findings. The main relationship 

between dependent and independent variable is a part of this theory. Our contribution is 

further research about the moderating role located in salary preferences. 

 

Ramus and Steger (2000) assert that when employees perceive their employing 

organization to be strongly committed to environmental care and protection, they are 

more likely to generate ideas for making the firm’s practices more environmentally 

friendly. The reason is that when an organization has a general concern for fairness 

(e.g., respect and care for the environment, for working conditions), employees may 
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conclude that conditions will be fair for them. Hence, employees look for and promote 

CSR in order to maximize their own outcomes. Therefore, in our experimental design 

we would like to observe the role of salary on the relationship between CSR initiatives 

and employees’ preferences. Thus, we propose the following:  

 

Hypothesis 1: CSR initiative is positively related to employees’ preferences in the 

choice of the workplace.  

 

Hypothesis 2: Employees are more willing to choose a company with high CSR 

initiatives than low CSR initiatives.  

 

Hypothesis 3: Employees are more willing to choose a company with low CSR 

initiatives when salary is high.  

 

Experimental overview 

 

An experiment is going to test the hypotheses. Our sample will include an unemployed 

persons in Banja Luka, registered in the Employment Office Republic of Srpska. We 

will organize educational courses or information day in the field of corporate social 

responsibility. Participants will be randomly assigned to three experimental conditions: 

companies with a high CSR performance, companies with a low CSR performance, and 

a control group (no manipulation). Participants are selected in such way that their age is 

quite equal. All of them are going to be informed about the organized course and they 

will get the number of classroom in which will be held an information day. Everything 

will be monitored and organized by the six observers.  

 

Experimental model 

 

Dependent variable: Employees' preferences 

Independent variable: CSR company initiatives 

Moderator: Salary 

Figure 1  

Experimental model 
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Table 1  

Factorial design 

CSR initiatives 

(high) 

Xa 

Salary (high) 

 

Ya 

Xa Ya 

Xa Yb 

Xb Ya 

Xb Yb 

 

CSR initiatives 

(low) 

Xb 

Salary (low)  

 

Yb 

 

Dependent variable measurement 

 

Dependent variable in the experimental model is defined as employees' preferences. 

Throughout this variable, we would like to observe the role of CSR in decision-making 

for the workplace. Measurement of dependent variable includes 7-point Likert scale. 

Participants would be asked to provide answers to the  uestion: “When making your 

decision about employment, to what extent do you consider CSR company initiative 

important?”. A 7-point scale will be also used for this question, with the anchors on 

“[1] Not important at all” and “[7] Highly important”. 

 

Independent variable manipulation 

First experimental group 

 

Our independent variable is a CSR company initiative (high versus low). In the first 

experimental group, we are going to present two companies which have a high CSR 

initiative. These companies are listed in the top five innovative CSR initiatives for 2012 

(Brave One, 2012). Our presentation will include a short introduction about the 

importance of environmental protection and corporate social responsibility. Afterwards, 

we will provide participants with information about project of the North Face company 

as follows:  

“Very recently, the North Face has launched a brand new online program, titled Role 

Models. By signing this pledge, individuals can commit to taking someone outside to 

increase appreciation of our environment. In addition to stimulating interaction with 

nature, North Face asks all pledges to share images and stories from their exploration. 

This is only one part of the company’s combined sustainability efforts and was 

developed to encourage a global movement of outdoor exploration. The North Face will 

also be donating $1 per pledge (up to $10,000) to the Children & Nature Network, a 

non-profit organization dedicated to fighting Nature Deficit Disorder” (Brave One, 

2012). 

 

After this information, the next activity is showing some pictures about 

environmentally friendly behavior of this company. In the further presentation, our 

focus will be on the second company so-called Warby Parker. Therefore, we will 

provide participants with information about the project of Warby Parker as follows:  
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“This eye glass company has launched a “Buy a Pair, Give a Pair” program where for 

each purchase made, glasses are given to someone in need. One billion people that need 

eye glasses do not have them. Warby Parker has already made a difference by donating 

over 150,000 pairs by working with nonprofit partners. In addition to this initiative, the 

company tracks all of their greenhouse gas emissions and then offsets them. These two 

major, sustainability efforts by Warby Parker make them a rising star amongst 

sustainable brand” (Brave One, 2012). 

 

Second experimental group 

 

In the second experimental group, our presentation will focus on two companies (ADM 

and Tyson Foods) with a low CSR initiative, companies which aren't environmentally 

friendly due to the exploitation and devastation of nature. These companies are listed in 

10 of the Least EcoFriendly Companies Ever (Business Pundit, 2013). Firstly, we are 

going to present the importance of CSR, some companies who are corporate social 

responsible and show some pictures about nice nature. Thereafter, we will show the 

pictures of pollution and devastating effects of two companies mentioned before. Then, 

we will present what is written about these companies in the above mentioned list. In 

this way, the second group will be manipulated by the presented pictures.  

 

“The practices of this company are the epitome of hypocritical. At its core, Archer 

Daniels Midland is based off of profit, not eco-friendliness. In 2006, this big business 

was trying to create all of its so-called "green" power by burning coal, which emits 

highly carcinogenic pollutants and greenhouse gases said to be associated with global 

warming.”  

 

After this presentation, participants will be asked to make an application for the job 

positions where we are going to include these two companies. There will be offered 

some jobs positions and salary – jobs, positions with a low salary and positions with a 

high salary. These companies we are presented as companies with low CSR initiative 

will offer a higher salary then others. If they make a decision to apply for these 

companies, they will get a questionnaire. They will not be able to submit an application 

without completing the questionnaire. This will be done in both experimental groups. 

 

Control group 

 

When we are dealing with the control group, there is no manipulation check. In the 

control group, we are going to offer only application link for participants where they 

could apply for companies they would like work for. 

Relevant control variables 

Age  

Gender  

Field of previous education (Production, R&D and Engineering, Marketing and Sales, 

Accounting and Finance, Management and Administration, Law, Human resources, 

Other) 

Field of previous workplace (Production, R&D and Engineering, Marketing and Sales, 

Accounting and Finance, Management and Administration, Law, Human resources, 

Other) 
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Re uired annual salary (up to 5.000€, 5.000€-€9.999€, 10.000€-19.999€, 20.000€-

29.999€, 30.000€-39.999€, 40.000€-49.999€, 50.000€ or more) 

 

 

Randomization 

 

Randomization means that care is taken to ensure that no pattern exists between the 

assignment of subjects into groups and any characteristics of those subjects. As it is 

known, our sample consists of unemployed persons in Banja Luka, Bosnia and 

Herzegovina. Information day about the corporate social responsibility importance will 

be organized. This means that participants will be randomly assigned to three 

experimental groups. Participants are selected in such way that their age is quite equal. 

The presentation will be held in the computer lab. The presentation will take 

approximately 15 minutes how we could keep concentration of participants. 

 

Pre and post manipulation check 

 

Regarding pre manipulation check, our students will be provided with some CSR issues 

and companies influence on environment protection. They should be asked to complete 

some questions regarding their perception of CSR importance such as: 

1. Do you know what corporate social responsibility is about?                        Yes   No 

2. Is corporate social responsibility important for you?                                     Yes   No 

3. Do your parents care about CSR?                                                                    Yes   No 

4. Does corporate social responsibility play a role 

in your choice of the workplace?                                                                      Yes   No 

The second part of the manipulation check would be associated with post survey. We 

would like to get the answers to some questions presented in the table below.  

Table 2  

Questionnaire  

1. When making your decision about 

employment, to what extent do you 

consider CSR company initiative 

important? 

1 2 3 4 5 6 7 

2. I don’t care for salary because I just want 

to work for CSR company. 

1 2 3 4 5 6 7 

3. A salary is important in my decision- 

making about the workplace. 

1 2 3 4 5 6 7 

4. Even though the company is not socially 

responsible, I would like to work in that 

company if I will get a high salary. 

1 2 3 4 5 6 7 

5. My satisfaction will be higher if I work 

for a company with a high CSR initiative. 

1 2 3 4 5 6 7 
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6. I don't care for corporate social 

responsibility. 

1 2 3 4 5 6 7 

 

General discussion 

 

The proposed experimental model is the part of the study we are going to conduct in the 

next period. Our intent is the improvement of the model as much as possible before the 

experiment implementation. This study would show employees' preferences in making 

a decision of what kind of company to work for in terms of level of company's CSR 

initiative.  

 

Practical contribution could be the further insight in the field of CSR where companies 

will be able to see the importance of CSR initiatives. If employees prefer to work for 

environmentally friendly and socially responsible companies, then companies should 

do their best regarding CSR reporting to attract the most competent workers.  

 

Theoretical contribution is located on the opposite side in which employees don't care 

for environmental protection if their salaries are high enough. In this case, they are able 

to accept devastation of the planet if they will be paid more. An important contribution 

of this research is the identification of salary as an individual trait that moderates the 

relationships between CSR initiative and employees’ preferences in terms of a job 

position. 
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Abstract 

 
Investment in the scientific research sector cannot be regarded as consumption, but the 

creation of new values that increase the social product of the community and the overall wealth 

of society. Some countries saw, as one of the most important strategies for overcoming the 

economic crisis, a significant increase in investment in research. To effectively stimulate the 

decisions of businesses to also see their exit strategy from the crisis in investments in research 

and development, the community needs to consider all the tax and accounting aspects of the 

investments that are made in research and development.  

 

Tax and accounting treatment of investments in research and development are not crucial 

elements for a decision regarding entering into this type of investment, but they are powerful 

levers of positive activities.  

 

This paper analyzes the accounting and tax framework for research and development in the 

Republic of Srpska, proposing of concrete measures that may affect the improvement of the 

status of the major activities of this business in society, as well as the assessment of the effects 

of certain proposed changes.  

 

Keywords: research and development, accounting framework, tax framework, restrictions, 

incentives 
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Introduction 

 

The idea of creating a European Research Area implies standardized methodology for 

monitoring the situation in the field of research and development in all the countries of 

the European Union, and the countries seeking integration into the European Union. All 

EU member states have established a statistical system which provides the monitoring 

of indicators in this area, and countries that are in the process of joining the European 

Union should adopt the European Commission Regulation on statistics in science and 

technology.  

Accordingly with the Eurostat recommendations, the following table shows the gross 

domestic expenditure on research and development in the Republic of Srpska, in total 

and by sector, in the period between 2010 and 2014.  

  

Table 1. Gross domestic expenditure on research and development in the Republic of Srpska, 

in total and by sector 

Year 

Total 

(thous. 

of КМ) 

Sectors 

Business State Higher education Non-profit 

Thous. КМ % Thous. КМ % Thous. КМ % Thous. КМ % 

2010 20.779 8.520 41,00% 2.019 9,72% 10.091 48,56% 149 0,72% 

2011 26.191 15.526 59,28% 3.592 13,71% 7.031 26,85% 42 0,16% 

2012 34.297 27.430 79,98% 1.946 5,67% 4.875 14,21% 46 0,13% 

2013 49.035 43.541 88,80% 924 1,88% 4.464 9,10% 106 0,22% 

2014 17.839 10.614 59,50% 1.598 8,96% 4.845 27,16% 782 4,38% 

Source: Institute of Statistics RS 

 

As can be seen in Table 1, the business sector, in all the observed years, mostly 

participates in total expenditures for research and development in the Republic of 

Srpska. This participation was lowest in 2010, and then amounted to 41.00% of total 

expenditure on research and development.  

 

To make the data on expenditures for research and development comparable, it is usual 

to monitor certain indicators that are in line with the recommendations of the OECD 

and Eurostat. Thus, gross domestic expenditure on research and development (GERD) 

is usually expressed in terms of gross domestic product (GDP). Furthermore, gross 

domestic expenditure on research and development consist of costs incurred in public 

(government, ie, the state) scientific research institutions (Goverde), the cost of the 

business sector (BERD), the cost of a higher education degree in the field of scientific 

research (HERD) expenditures and non-profit sector. All of these indicators are shown 

in the following table for the period of 2010-2014 and have been reported in relation to 

GDP. 
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Table 2. Gross domestic expenditure on research and development in the RS in relation to 

GDP - total and by sectors 

Year 

GDP 

(Thous. 

КМ) 

Gross domestic 

expenditure on 

research and 

development (Thous. 

КМ) 

GERD/G

DP 

Expenditures by sector 

BERD/ 

GDP 

GOVERD/ 

GDP 

HERD/G

DP 

Non-Profit/ 

GDP 

2010 8.318.217 20.779 0,25% 0,10% 0,02% 0,12% 0,002% 

2011 8.682.397 26.191 0,30% 0,18% 0,04% 0,08% 0,000% 

2012 8.584.972 34.297 0,40% 0,32% 0,02% 0,06% 0,001% 

2013 8.761.456 49.035 0,56% 0,50% 0,01% 0,05% 0,001% 

2014 8.847.121 17.839 0,20% 0,12% 0,02% 0,05% 0,009% 

Source: Author’s analysis 

As can be seen from the table above, the total expenditure on research and development 

in the RS in 2014 (GERD) amounted to 17,839 million KM, or 0,20% in relation to 

GDP. The largest allocations were expressed by the business sector (the cost of the 

business sector in R&D - BERD) in the amount of 10,614 milion KM or 0.12% in 

relation to GDP.  

Expression of expenditure on R&D relative to GDP significantly facilitates their 

comparison with other countries. Table 3 presents data on expenditure on R&D relative 

to GDP (total and by sector) in the Republic of Srpska, the Federation of BiH, the 

region and the average data for the EU in 2014.  

 

Table 3. Comparison of data on expenditures for research and development in relation to 

GDP - total and by sectors in 2014 
Country GERD/GDP BERD/GDP GOVERD/GDP HERD/GDP 

Republic of Srpska 0,20% 0,12% 0,02% 0,05% 

Federation of BiH 0,26% 0,01% 0,04% 0,21% 

Serbia 0,77% 0,23% 0,19% 0,35% 

Croatia 0,79% 0,38% 0,21% 0,20% 

Slovenia 2,39% 1,85% 0,29% 0,25% 

ЕУ - 28 1,94% 1,22% 0,45% 0,24% 

Source: Calculation of the author based on data collected from the yearbook Bureau of 

Statistics of the Republic of Srpska, the Federation of BiH, Croatia and Serbia, as well as data 

from the OECD statistical base 

The strategy "Europe 2020" proposed that EU member states should aim at increasing 

expenditure on research and development to a level of 3% in relation to GDP (referred 

to as "magic" limit) by 2020. Some EU countries reached that level in 2014 (Denmark - 

3.05%, Finland - 3.17% Sweden - 3.16%), while others got close to them (Austria - 

2.99%, Belgium - 2 46% Germany - 2.84%). Yet the average of 28 EU Member States 

amounted to 1.94%. As can be seen from Table 3, the Republic of Srpska and the 

Federation of BiH are significantly lagging behind compared to the average of EU 

countries. They are also behind as compared to the observed countries in the region. 
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The start of the multi-year process of reform in the field of accounting and auditing in 

the Republic of Srpska was designated by the Accounting Act of 1999
61

, and put into 

use for the first time introduced international accounting and auditing standards.  

 

The current Law on Accounting and Auditing of the Republic of Srpska
62

 was adopted 

in late 2015 and is the fourth reform bill
63

 that maintains the established continuity in 

efforts of national legislation in the field of accounting and auditing to stay 

internationally recognized. In this context, it is important to emphasize that the 

commitments that the Republic of Srpska has (on the basis of the Stabilisation and 

Association Agreement between the European Communities and their Member States 

on the one hand and Bosnia and Herzegovina on the other hand
64

) demand constant 

harmonization of national laws and professional regulations with the requirements of 

European legislation, which impacts research and development specifically. 

 

Possible adjustments and changes 

 Possible adjustments in the segment of financial reporting 

 

With the purpose of gathering all the available quality and reliable information about 

total investments into scientific research activities in the Republic of Srpska (based on 

which it is possible to view the real effects of those investments, their contribution in 

the GDP etc.) the segment of external financial reporting practically does not need any 

additional adjustments as all valid charts of accounts and balance schemes (financial 

report forms) have been comparable since 2011, which was most contributed by the 

fact that they are based on the application of international accounting standards. 

 

Therefore, when observed through the rules of balance, there are no barriers for 

information about proprietary, financial and contributory position of all scientific-

research actors to be presented in an identical and comparative manner, which includes 

all information found within their financial statements (including the Notes). 

 

However, when it comes to the internal balance of results of investing into scientific 

research, that is the necessity of generating managerial information for the use of 

organs that regulate private entities appearing as scientific-research actors, those 

entities must be incented towards establishing accounting evidence within the main 

book of managerial accounting or auxiliary accounting evidence.  

 

The goal of this evidence should at least be the creation of necessary assumptions for 

active management of scientific research organs, whether the attached expenses burden 

the financial result of the period or no.  

 

On the other hand, the expenses should be faced with the direct or indirect effects from 

investments which, at the very least in the case of profit or public entities, can be easily 
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done if the entities or their parts in charge of scientific research accounting are treated 

as profit centers, with their internal result ascertained in the internal balance of success. 

According to the valid budget regulations of the Republic of Srpska, planning and 

executing the budget is based on the application of fund, organizational, economic, sub-

economic (sub-analytic), functional and programming (project) classification, where 

the budget accounting field consists of 33 signs (fields) grouped into 6 segments that 

follow these budget classifications. 

 

The application of most of these budget classifications (organizational, fund, economic 

and functional) is mandatory for all budget users. Furthermore, functional classification 

of expenditures of the entire budget allow for a clear overview of investments, both 

wholesome and affiliated to research and development within the basic functions of the 

government, defined in accordance to the COFOG classification of government 

functions. 

Simultaneously, operative existence and the functional program (project) classification 

allows budget users an analytic and synthetic tracking of investments into any program, 

project or activity, no matter the organizational code or which budget user’s personal 

investment is used to realize them.  

 

Therefore, if every one of these programs was to have clear parameters and measurable 

criteria defined to allow the measurements of their effects (outputs), it would be 

realistically possible to observe the effects of these investments as well as overall 

investments into scientific research within the budgetary institutions of the public 

sector. 

 

        Possible adjustments in the segment of tracking investments into scientific research 

 

It is realistically possible to apply certain adjustments related to tracking scientific 

research investments in the financial reports segment. The possible adjustments are as 

follows:  

- Internal organization of the accounting and book-keeping systems, including 

the creation of internal financial reports, in a way that managerial organs in the 

entities investing into SR have timely and quality information on investments 

and effects of investing into SR for their managerial needs 

- The foundation of a unified methodology of collecting data about investments 

into SR and the effects of those investments at the respective levels of 

management, including the level of Republic of Srpska. 

In the second case, a unified methodology of collecting data on overall investments into 

SR in the Republic of Srpska could be, in theory, based on the logic of the so-called 

statistical foundations of financial reporting
65

, whose data is the basis of information on 

the status and currents of primary macroeconomic aggregates such as GDB, NR, 

investments and others.  

 

The Republic Institute of Statistics of the Republic of Srpska, within the scope of its 

statistical activities, also researches and published results of research connected to 

activities of research and development in the Republic of Srpska. Information about 
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the EUROSTAT.  
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R&D in the Republic of Srpska is collected through a regular annual report by 

economic subjects, higher educational institutions, the public sector and NPO’s, starting 

in 2010.  

 

The annual report on R&D is filled by units that partook in R&D the previous year, no 

matter if it was their primary work or not. Those are business subjects or R&D 

institutes, higher education institutions, units from the registry of R&D organizations of 

the Ministry of science and technology, NPO’d and the public sector.  

 

However, as it is often the case in statistical research, one of the main issues of this 

statistical research is the lacking scope of data, especially when it comes to observation 

and representation of R&D activities in the real sector.  

 

Therefore, adjustments with the aim of reaching an annual scope of data on different 

means of investment into R&D in the Republic of Srpska would contribute to a better 

view of the size and intensity of activities compared to this crucial resource for the 

future economic growth of the Republic of Srpska. 

 

Additionally, it appears that the logical platform for this information about investments 

and effects of investments into SR in the Republic of Srpska should be the Ministry of 

Science and technology.  

 

         Possible adaptations in the taxation of scientific research 

 

Scientific research has an extraordinary role in the development of society. In order for 

scientific research to partake in the betterment of humanity, as well as specific societal 

areas, it is necessary to secure adequate financial sources. The issues with adequate 

financing of scientific research within higher education institutions, other organizations 

and individuals are very visible in all developing countries (including the Republic of 

Srpska, as well as Bosnia and Herzegovina). 

 

Keeping in mind the contribution of scientific work, R&D and innovative activities in 

the accomplishment of planned development goals, increase of productivity and general 

economic growth of a society and all public levels of power, the role of the contributors 

is key in the creation of an acceptable legal framework and collection of financial 

means for organizations and individuals dealing with them. In order to encourage these 

areas, governments world-wide use different mechanisms (from public-private 

partnerships to subventions and dotation of perspective R&D projects and innovation 

activities), and some countries have decided to implement significant tax reductions in 

order to encourage investment into all types of scientific research work.  

 

The development of science, scientific research and innovation (as witnessed by many 

foreign and local experiences) is the foundation of a continuous and sustainable 

economic, social and cultural progress. Multiple problems of the modern, post-

industrial development (also known as the informatics era) can only be dealt with in 

close cooperation with the scientific research institutions and subjects that are capable 

or have the need to gather and realize new knowledge that will serve for the good of 

society.  
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One of the aspects of grading the position of scientific research is the taxation treatment 

of organizations that partake in research and innovation. In order to improve the 

position of scientific research, it is necessary to review the possibilities of change of 

existing tax laws, including indirect and direct, external and proprietor and others.  

Many types of tax incentives for scientific research, scientific and innovative activities 

are used worldwide. They can be grouped in the following, basic categories:   

- Tax delays and tax holidays,  

- Tax credit,  

- Reduction of the tax base,  

- Tax exemption,  

- Other measures. 

Tax delays represent a possibility of delayed payment of outstanding liabilities in their 

entriety or partially, or paying the tax debt in installments. Tax holidays represent a 

period in which income taxes do not need to be paid. When the state allows a tax 

holiday to a legal or physical entity, that entity does not need to pay income taxes 

entirely or partially during the length of the holiday. With the aim of encouraging 

scientific research, the government could introduce a tax holiday for all legal entities 

registered in scientific research, with the aim of helping the scientific research or 

innovative project to be realized. During the tax holiday, the taxpayers would pay a 

lower rate of income tax or be entirely freed from paying it
66

. Considering this measure 

selectively separates one area, it directly violates the principle of neutrality of the tax 

system. 

 

In addition to the tax delay which, in certain cases, can be treated as a tax credit, this 

category of tax incentives is still defined as reduction of the tax liability under the law. 

Thus defined, the tax credit can also be found in our legislation. The tax credit as an 

incentive for scientific research is not applicable in our country, but it exists in 

Slovenia, Croatia, the Federation of BiH and the Republic of Serbia. However, in the 

Republic of Serbia this incentive measure applies only to property, plants and 

equipment to be used exclusively in the production activities. In Serbia, this incentive 

measures was omitted in the Amendments Act of 2014. 

 

Reductions of the tax base of income tax can be made on the basis of incurred and 

reported research and development expenses, amortization costs for acquired intangible 

assets, and costs of education and training of employees. The rate of tax base for the 

calculation of income tax can vary depending on whether it is a small, medium or large 

enterprise. Usually, in practice, the rate of tax is less for large enterprises, and vice 

versa. The rate of tax base for the calculation of income tax can also vary, and 

depending on whether it is a basic, applied or development research. For example, in 

Croatia, the Law on Amendments to the Law on Science and Higher Education 

stipulates that the costs of scientific research and development further reduce the 

income tax base, depending on the type of research carried out by the taxpayer. On the 

basis of the said Act, tax base is reduced as follows:  

- 150% of eligible project costs for basic research,  

- 125% of eligible costs for applied research and  
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 In Croatia, until a few years ago, a tax holiday for research and development was in effect. This incentive was 

discontinued due to the adjustment of Croatian legislation to the acquis communitaire of the European 

Union. 
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- 100% of eligible costs for development research. 

In Slovenia, it is anticipated the reduction of the tax base of income tax will amount 

from 20% to 40% of the amount of investments in the inner (internal) research and 

development or to purchase R & D services from a third party.  

 

As for personal income taxpayers (for example, individuals who are engaged in 

scientific research), the base for the payment of this tax may also be reduced on the 

basis of R&D costs. The rate of reduction of the tax base, as well as income taxes, may 

vary depending on whether it is a basic, applied and development research. 

 

Tax incentives may represent a highly effective fiscal measure to encourage scientific 

research and / or R&D work. For example, individuals may be exempt from paying 

income tax on the basis of royalties and rights related to copyright. Taxpayers may be 

relieved from paying health and pension contributions when hiring researchers. The 

taxpayer may be exempt from paying value added tax when purchasing equipment that 

is used for scientific research. For instance, in Montenegro, the Law on Scientific 

Research Activity stipulates that, if the equipment used for scientific research is 

obtained as donations from abroad or bought abroad, it may be exempt from paying 

customs duties and value added tax on the basis of the opinion of the competent 

ministry. In Croatia, the National Council for Competitiveness defined, as a measure to 

increase the competitiveness, the release of physical entities and new enterprises within 

the first three years from payment of VAT when purchasing software. Under this 

measure, it was pointed out that the software is a key infrastructure of the knowledge-

based economy. 

 

In other tax incentives we can include accelerated depreciation. Accelerated 

depreciation is a method by which taxpayers can realize larger deductions based on 

depreciation in the first or in the first few years of the life cycle of business assets. 

Accelerated depreciation implies a few variants:  

- The first variant offers the possibility of faster write-off of assets in relation to 

the straight-line depreciation so as to increase the rate of write-off of assets. 

Time is the useful life of capital for the calculation of depreciation for tax 

purposes, shorter than the actual economic life of the asset.  

- It is also a possible variant of accelerated depreciation that it does not reduce 

life expectancy, but accelerated depreciation is the same as with straight-line 

depreciation, only in the initial period and later written off smaller amounts - 

declining balance method.  

- The final variant of accelerated depreciation is a one-time write-down that 

allows write-down of the total investment cost in the year of its 

implementation, but it is rarely seen in practice. 

Regardless of the type of accelerated depreciation, each represents a sort of delay in the 

payment of taxes. A larger amount of depreciation in the first period means a narrower 

tax base and hence a lower tax liability. In later years, the business is offset by the 

difference, but then it is expected that the company will already be able to pay higher 

taxes due to the tax incentives in the first years of business, and the investment itself 

should make greater effects. Accelerated depreciation is generally accepted, both in 

developed countries and in developing countries. A huge role in standardizing its 

applications was played by international accounting standards. In order to encourage 
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scientific research, the law may provide the taxpayer (for example higher education 

institutions, scientific and research center or enterprise engaged in research and 

development) the right to accelerated depreciation for assets to be used for scientific 

research whose results are meant for the market. In Serbia, the Law on Corporate 

Income Tax Law stipulates that a taxpayer may be entitled to accelerated depreciation 

at rates 25% higher than required for the funds to be used for scientific research, 

education and training of workers, as well as for the purchase of computer equipment. 

 

During the introduction of certain tax incentives, it is necessary to consider the 

objectives pursued. To be effective, tax incentives should be created in accordance with 

the objectives to be achieved in the field of scientific research and research and 

development activities. Also, it is necessary to examine whether the introduction of 

certain tax incentives is profitable. With the introduction of tax incentives, there is a 

loss of tax revenue, and it is necessary to understand the costs and benefits before 

making a final decision on the introduction of incentives. 

 

       Changes and adaptations in the area of direct taxation 

 

Exemption from payment of customs duty on instruments and equipment, materials and 

literature to be used in scientific work, regardless of which entity is an importer and 

which entity will use it (educational institution or scientific research organization of the 

economy), would significantly reduce the overall costs of organizations engaged in 

scientific work. High technology devices are relatively expensive, and the payment of 

customs duties and other levies imposed as additional expenditure burdens the very 

modest funds intended for the renewal of equipment for scientific research. In Slovenia 

there is a solution that determines releases from customs duties for imports of 

equipment for scientific research if it is not produced in the country. 

 

In indirect taxes (VAT), a concrete problem occurs in the form of tax treatment of 

research projects that are funded from the budget (state, entities, local communities, 

NGOs ...) and have a general / public interest
67

. For such a research, it is normal to 

engage research capacities of universities and higher education institutions. However, 

as these studies usually cannot be linked to the education process, which is exempt 

from VAT, funds that exercise of this type of research are taxed as any activity that has 

a profit objective. In this sense, it is necessary to undertake activities to free of VAT 

scientific research which is financed from the budget or from other sources, done at 

universities and organizations of higher education, provided that these projects have 

proven a profit target. 

 

Scientific research organizations (regardless of whether they are in the VAT system or 

not), have the obligation to calculate and pay VAT on intellectual property rights, 

copyright and other parts received from abroad
68

. Many of these activities, which are 

referred to in the tax law as tax services, are directly related to the flow of innovation 
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 An example can be taken from the research field of environmental protection and ecology in general, which 

normally always have the overall objective and the public interest.  
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 Article 15, Paragraph 2, Item 4 of the Law on VAT determining the recipient of services (local person) is 

obliged to independently calculate and pay VAT when receiving from abroad: copyright, patents, licenses 

and other intellectual property rights, signs, signals, text, image, sound or information through cable, optical 

or other electromagnetic systems, including the right to use such transfer, broadcast or reception. 
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and knowledge or information that can be used in scientific research. Special 

importance is given to computer programs used in scientific research institutions, which 

are mostly through procured through exchange or directly, from foreign partners or 

from partner institutions of higher education from developed countries. As exchange / 

receiving of programs and databases are also considered taxable services, it is necessary 

to consider the above mentioned provisions, because they do not recognize the 

importance of scientific research. Tax liability is general and affects organizations 

within the educational process as well as independent organizations and institutions 

outside the education system. 

 

Specific suggestions would apply to the release of scientific and research organizations 

from paying excise tax on alcohol used in laboratories, either as a fuel or media. The 

verification of the right to refund of excise duty on alcohol is also used, regardless of 

what is generally a small amount, so the amount of excise duty would have the same 

effects as the principle of tax exemption applied in other cases. 

 

Improving the situation of scientific research could be linked both to prescribing 

exemption from VAT turnover by VAT registered and done in the form of donations in 

goods and services, scientific research institutions and organizations, provided that 

these donations are intended for the implementation of specific scientific research 

projects. The importance of those donations can be determined as a percentage, values, 

types of goods / services or otherwise. 

 

        Changes and adaptations in the area of direct taxation 

 

For direct taxes, it would be necessary to consider the possibility of determining the tax 

base of persons who are engaged in scientific work which is liable to income tax 

deducted from the total investment made in the acquisition of equipment, devices and 

instruments used in scientific research, or even that the impairment is greater than the 

amount of the investment, with the ultimate goal to further companies and other 

profitable organizations to stimulate investment in new knowledge. When the 

development activities of economic entities, which have elements of research and 

innovation, are in question, it is necessary to examine the effects of reduction of the tax 

base for corporate income tax and tangible investment in high-tech equipment used in 

these organizations on research and development. Withholding tax payable on 

compensation payments for copyrights and intellectual property rights of legal persons 

who are non-residents of the Republic of Serbia can be an additional burden in cases 

where a legal entity copyright owner does not accept the reduction of the agreed fee, 

which leads to the additional outflow of funds for the payment of this tax. 

 

As that, payment for tax purposes is not recognized as a tax expense, the tax paid also 

includes the need to pay income tax. This provision has a stimulating effect on 

investment in new knowledge and scientific advances that are offered on the 

international market of intellectual property rights. Within the tax base, reduction for 

other than grants and sponsorships in the Law on Corporate Income Tax of the 

Republic of Serbia, the area of scientific research is omitted. This solution cannot 

contribute to improving the overall material situation of this industry, but rather does 

the opposite. 
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The height of tax liabilities based on royalties and intellectual property rights, as 

currently regulated in the Republic of Serbia, is to a large extent linked to the fact if the 

author is, on other grounds, required for compulsory insurance with the Tax 

Administration of the Republic of Serbian. If not, then taxes are joined by fees and 

contributions that burden the authors. It is very important to resolve the question of the 

method of determining the obligations on the basis of contributions for scientists - the 

authors of scientific works whose place of permanent residence outside BiH and who 

are not required for compulsory insurance in the Republic of Serbia. In some countries 

of the region (Montenegro) as well as the Federation of BiH, the security contributions 

burden of royalties is significantly lower, while in Croatia contributions are not 

calculated for non-residents of countries with which it concluded an agreement on 

security. 

 

In the Law on Income Tax of the Republic of Serbia, there are no provisions that would 

cause the tax exemption awards and other honors for gifted students, scientists, 

researchers and innovators. In Slovenia, Croatia and the Federation of BiH, there are 

clear provisions on which these payments are tax exempt, while Serbia prescribes tax 

exemption only for students, and in Montenegro the payment of state awards is 

established by law. These stipulations placed donators of awards in a significantly more 

difficult financial position, which discourages the recipients of these awards. 

 

   Other adaptations of the tax / legal framework 

 

The distribution of some types of budget revenues, which is determined by tax 

legislation, is a basis to determine the obligation to allocate specific funds for scientific 

research purposes in a specific field. When it comes to funds collected from fees for 

multiple-use forests, special water charges, anti-fire charge, there is no basis for the 

research purposes in these areas to provide for the compulsory separation of certain 

assets. Creating financial assumptions would allow the launching of research projects in 

these areas, which would certainly have public interest. It is certain that, for the whole 

of society, a primary concern includes nature protection, preservation and enhancement 

of the environment or improving the safety of people and property when water flows 

are at stake and the risks associated with natural agents that threaten humans are the 

results of human labor and accumulated assets. 

 

Conclusion 

 

Scientific research work requires special attention from society, especially in 

environments where the existing level of economic development and GDP do not 

enable the creation of a significant number of self-sustaining scientific research 

organizations. Transition countries and environments that wish to speed up the road to a 

high-technology society have an obligation to place scientific organizations and 

institutions in a distinct position. This includes budget allowances for the higher 

education that incorporates scientific research, as well as investments by economic 

societies and market-oriented scientific organizations. Also, it is necessary to consider 

the means of creating the most suitable legal framework for their work.  

 

A special place in the creation of favorable research and development environment 

goes to a stable, responsive and flexible accounting and tax framework.  
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Most of the proposed corrections and adjustments in accounting and fiscal sphere can 

be implemented in a relativity short term. Bearing in mind the long-term positive 

effects arising from the development of research activities, it can be concluded that the 

reform of the accounting and tax system is one of the ways of achieving this goal 

rapidly. 
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BUSINESS GROWTH, BUSINESS STRATEGY 
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STRATEGIC PRIORITIES OF RATINGS OF COMPETIVENESS, INNOVATION 

AND RISKS FOR ENTERPRISES FOCUSING ON START-UPS AND SMES IN A 

CEE CONTEXT 

Balazs Laki
69

 

Abstract 

 
The Hungarian economy experienced a double-dip recession over the last years. First it was 

seriously hit by the financial crisis started in late 2008 and second at the time of the distress of 

the Greek default. The crisis management in 2008-2009 assisted by EU/IMF could technically 

avert the default, but did not improve the resilience of the economy and public and external 

debt increased further. In 2010, Hungary had even higher debt stocks than in late. 

 

An interest rate reduction cycle started in the summer of 2012, which substantially did reduce 

credit costs, therefore the whole corporate sector cash-flow positions improved resulting in a 

growth of investment rates of return. However, general credit cost reduction could not ease 

certain problems of the SME sector, such as open exchange rate positions, debt burden from 

former loans and accessibility of long maturity loans. 

 

Hungary has made progress in catching up with high-income member countries of 

Organization for Economic Cooperation and Development (OECD) in many aspects and is 

equipped with good-quality human capital and a high degree of openness in the economy. 

However, the level of innovation activities and performance still shows some room for 

improvement. In order to strengthen Hungary's research and research and development (R&D) 

capabilities, it is necessary to thoroughly analyse the entire innovation system, including 

innovation assessment and financial support system for innovative firms. Thus, it is essential to 

promote innovative and competitive corporations, particularly small and medium venture 

enterprises that serve one of the axes in the national innovation system, to lift research and 

development as well as innovation capabilities and harness the ability to produce economic 

value. New approaches to innovation ecosystem enabling the startup firms to use and 

development of open source software will be encouraged where appropriate to further promote 

openness, facilitate the sharing of project results and accelerate innovation in Europe through 

the introduction of novel products and services. 

 

Investors placing their money into venture capital funds, immobilising their savings on a long-

term basis. The management of their capital is entrusted to investment experts, whose expertise 

can only be hoped for. These experts hardly take any risks by contributing only a tiny 

proportion – if any – of their own savings to an investment. With fund money, they buy shares 

in different companies, which are run by managers with limited leadership abilities and whose 

future behaviour is highly unpredictable, therefore such insecurity can only be eased partially 

even with the best incentives and controlling schemes. 

 

Keywords: innovation, strategy, measurement, cohesion policy, SME policy 
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Introduction 

 

Venture capitalists and investors will never obtain as much information on companies 

as those involved in internal company operations: those who take part in daily operation 

and operation management. Because of this, owner’s decision often is short of 

appropriate information. Furthermore, it also happens, that people invest into 

companies which in the course of their operation never realised any revenues, and at the 

time of investment lack existing products and services. In other cases, respectable 

companies may turn out to have failed and invested capital can never be claimed back. 

(Aalbers, Dolfsma, & Leenders, 2015) 

 

Nevertheless, venture capital business both in the United States and West Europe is 

flourishing, as well as it underwent major development in Hungary during the last 20 

years. The above illustrations to manifold insecurities were biased intentionally. They 

serve as an illustration to venture capital funds and the entrepreneur achieving above 

average yields in spite of the risks that are present beyond reasonable doubt and the 

numerable unsuccessful investments. This is mostly due to the fact that venture capital 

activities are linked to corporate success stories such as Apple Computer, Microsoft, 

Intel, Federal Express, Hybritech or Teledyne. (Adams, Bessant, & Phelps, 2006) 

 

        Private funding, state level funding, EU level funding, and their assessment system 

of competitiveness and risks of enterprises. 

 

Accessibility to financing resources is a significant problem for domestic SMEs. 

Numerous enterprises are present on the market, which have proper business plans, 

their activities are in accordance with market demand and expectance, as well as 

demand for their products is satisfactory. However, a significant proportion of these 

enterprises will not be able to obtain enough external financing for operation, which 

goes down to two major issues. One could be the enterprise’s young age: lacking a 

long-established history, investors may find it difficult to judge its creditability, so they 

reject such businesses’ re uests even if their cash flow producing ability is appropriate. 

The other issue is – not independent from the first one – is not having sufficient funds 

to obtain a bank loan. In numerous cases, mostly deriving from its young age, the 

business can boast favourable financial reports and positive achievements. Based on 

their credit history they meet with bank credit conditions, but still are unable to obtain 

credit due to the lack of acceptable tangible coverage. Banks place a huge emphasis on 

coverage, owing to the hardly deniable fact that financial indicators of domestic SMEs, 

especially the smallest enterprises are unreliable due to widely practised tax-avoidance 

(which, as a matter of fact, is widely accepted by the local society). (Akg\"{u}n, 

Keskin, & Byrne, 2012) 

 

       The discovery of problems deriving from lack of information on the market 

 

On 11 September 2014 a Partnership Agreement (PA) for the 2014-20 Period was 

signed between the European Commission and Hungary. The PA is the basic planning 

document for 2014-20 EU-financed developments. The PA is a framework agreement 

signed between the European Commission and the Hungarian government from 1 

January 2014 to 31 December 2020, which introduces economic and social goals the 

country wishes to achieve. This document also determines the procedural and 
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institutional framework within which funds released in 2014-20 could actually serve 

comprehensive national goals, such as achieving economic growth deriving from a 

sustainable, high added value production and expanded employment. (Amit & Zott, 

2001) (Antonelli, 2008) (Argyres, Bigelow, & Nickerson, 2015) 

 

 

1. Figure The role of high-tech production in exports and manufacturing, Eurostat 

Unlike development practises so far, the emergence of refundable assistance schemes 

will definitely serve as a novelty compared to non-refundable assistance schemes. The 

PA does not define exact numbers, though according to the content of submitted yet 

unapproved programmes, a significant part of the resources (in the case of cohesion 

political resources it may be as high as 10%) would reach beneficiaries as financial 

instruments.  

 

Financial instruments boast several advantages besides their obvious one: they are less 

market-distorting, since these assistance schemes -unlike non-refundable assistance 

schemes- closely follow market mechanisms. Their development effect is bigger as 

well, therefore public funds can mobilise further private funds to achieve the above 

mentioned goals. A major part of these assistance schemes are likely to be recyclable, 

thus they could serve as resources for domestic public development even after the 

programme has been closed. (Considering the latter strategy could prove to be crucial, 

depending on the outcome of debate over EU Cohesion Politics). (Aunger, 2007) 

(Zheng & Yang, 2015) 
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2. Figure GERD in V4 countries, Eurostat 

Financial instruments are present in several themed development plans, especially in 

terms of improving SME competitiveness, RDI and ICT development and energy 

(particularly for household and business reusable and energy-efficient investments). 

Financial instruments could also serve as part of social catching-up developments 

(Thematic Goal No. 9), by providing microloans to the poor, as it already proved to 

work in developing countries.  

 

3. Figure Innovation index 2014, DG RTD & DG GROW 

In the case of improving SME competitiveness, non-refundable assistance schemes for 

businesses will assumably shrink, their application must be duly justified. A 

combination of financial instruments and non-refundable assistance schemes will 

become a frequent form of financing. (Audretsch, 2009) (van Mierlo, Leeuwis, Smits, 

& Woolthuis, 2009) 

The goal state that both in national (regional) and macro-regional terms should be 

outlined envisages the strengthening of a sustainable knowledge and technology 

ecosystem that is long-term and internationally competitive, serving our economic 

system, particularly industrial competitiveness. It is fundamental, that operative 

programmes concerned, regarding the efficiency of source exploitation, considerably 

surpassed the former period, thus making it possible for a change to happen in the 

industrial system, that would affect the corporate sector in the first place, as well as 
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well allow SMEs to be more active in RDI than their regional competitors. Since 

professional areas are in continuous change and are unpredictable in the long run, 

therefore the success indicator of governmental innovation policy is how the 

government can manage the adaptation of technology and markets to the fast-changing 

environment, what the correction and reaction ability of this innovation policy is like. 

(Wang & Chen, 2010) 

 

Specialisation areas and directions deriving from innovation system structure 

 

It is quite eye-catching in the industrial section, that even on EU scale, the market share 

of the processing industry is outstanding.  

 

 
4. Figure Manufacturing & Construction 2011-2012, DG GROW 

Sections building on corporate achievements, play a dominant role in processing 

industry value chains and are a globally significant pull force for growth, such as road 

vehicle production, electrical industry, pharmaceutical industry or some areas of ICT.  
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5. Figure Employment in high-tech manufacturing 2014, EBRD 

Certain high-tech areas that belong these sectors, particularly pharmaceutical 

developments, medical tool production or certain aspects of ICT, produced a 

technology ecosystem constantly under development and strengthening, worth global 

attention. Hungary boasts numerous excellent high-tech corporations that provide 

concentrated R&D results and their strengthening of their position on the global value 

chain relies mainly on their R&D activity. The role of R&D FDI is outstandingly high 

in the domestic innovation system. (The ration to the BERD indicator is one of the 

highest in the EU, like in Ireland.). 

In respect of R&D FDI location, a tough competition with certain developing countries 

outside the EU is getting increasingly typical. Concentrating on activities and 

specialised areas that are the most effective in conductivity to the development to our 

industrial-innovation system serve best for strengthening the position already achieved 

in investment incentives. It is also important, that a significant difference can be 

observed among processing industry development factors among countries that belong 

to different stages of development within the EU. Among other economies in the 

region, in terms of general advancement and balanced industrial structure, Hungary 

performs at the lowest level of catching-up. Regarding other quantitative indicators 

(textile export and investment), countries from the same region as Hungary boast higher 

indicators, in certain cases even outperforming member countries at a consistent level. 

However, regarding quality factors, such as productivity and innovation in particular, 

the lag of countries that recently joined the EU is still significant in the case of 

infrastructure and business environment as well. RDI activity represents only a slowly 

growing proportion in the strengthening of in-house research or bought RDI services in 

the whole of the domestic SME sector. (Thomas, Lee, Thomas, & Wilson, 2014) 

 

Therefore, usually weak corporate performance (e.g. export growth and 

internationalisation) of the SME sector provide little to no incentive for the 

development of domestic knowledge bases.  
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6. Figure Performing index 2013, DG GROW 

 Consistent performers: AT, BE, DE, DK, ES, FI, FR, IE, LU, NL, SE, UK 

 Moderate performers: CY, EL, IT, MT, PT, SI,  

 Catching-up group: BG, CZ, EE, HR, HU, LT, LV, PL, RO, SK  

The key to improve competitiveness within the region is quality factors, which first of 

all means the strengthening of corporate innovation performance. Therefore, the 

ranking of these industrial activities should be based on such industrial and services 

potentials for which quality and innovative approach is dominant.  

 

Owing to EU co-financing capital programmes (JEREMIE) that have a positive impact 

on business environment for start-ups, which in Hungary represent significant potential 

in the fulfilment of a knowledge and high-tech ecosystem. The unfolding a start-up 

ecosystem started in recent years, especially in connection with IT, internet and certain 

software development and mobile technology platforms. Besides, this dynamic 

entrepreneurial potential, which has a high hope of growth, and catalyses a closer link 

between knowledge bases and the high-tech sector can be exploited with innovation 

management development programs that build on intensified investor interests and 

wilful venture sharing. The application of capital financing opportunities is not only in 

need of extra attention from the innovation sector, but also from the point of FDI, 

restructuring and turnaround areas. (Rindova & Petkova, 2007) 
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7. Figure VC/GDP ratio within Hungary 

It is the cornerstone of industrial innovation that the SME sector, which hold a most 

important role in employment, integrated with strengthened position into the building 

of a technology (not necessarily high-tech) ecosystem. One directive could be the 

successful execution of a start-up ecosystem building programme. Another way could 

be opportunities on the opening line of global or macro regional provider system 

relations, innovation processes or food industry chains. This is why the enhancement of 

capacities providing industrial public properties in the Hungarian innovation system is 

considered important, from industrial parks to the development of integrated 

establishment systems supported by regional cluster organizations (see GINOP Priority 

No. 1), as well as science parks or industrial research institutional network, open labs, 

university-based industrial campus development or the establishment of techniques that 

improve adaptive innovation demand. (Law & Breznik, 2016) 
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Areas for improvement and government efforts 

 

The JEREMIE programme ((Joint European Resources for Micro to Medium 

Enterprises) launched by the European Commission and the European Investment Bank 

encourages the application of financial instruments in the EU member states. These so-

called Jeremie products play a significant role in achieving EU support policy goals: It 

provides beneficiaries with a flexibly applicable and sustainable financing, which has a 

significant multiplicating impact on both private and state investments. (Moenaert, 

Deschoolmeester, Meyer, & Souder, 1992) 

 

During the 2007-2013 EU budget cycle member states could deliver a part of financial 

support from structural funds with these instruments. Hungary took on a pioneering role 

in the promotion and expansion of the programme and by the end of the cycle launched 

the most widely spread financial instrument programme in the EU via the Economic 

Development Operative Programme’s No. 4 priority (and its mirror notices): In the time 

of planning, 23.9% of available GOP resources were allocated in Jeremie products.  

 

The intention of the Commission are clear: In the long run, financial instruments will 

hopefully gain more ground than non-refundable supporting schemes, and let member 

states place more resources on a wider scale of such instruments. In the position paper 

sent to Hungary, the Commission encourages Hungary to build on the success achieved 

in the past cycle and expressed their hope that Hungary will even more widely apply 

such instruments. Points emphasised: A detailed analysis supplemented by a gap 

analysis about the achievements of the 2007-2003 period could significantly contribute 

to a more effective and purpose-driven application of financial instruments in the 2014-

2020 period. Therefore this study evaluates the Jeremie programme in Hungary from 

2007 to 2013.  

 

The Hungarian Jeremie programme basically established three types of products – 

credit, guarantee and venture capital – supplemented by two combined products (credit, 
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non-refundable financial support and a combination of guarantee and non-refundable 

financial support). 

 

8. Figure Variation in CEE banking market, EBRD 

 

Credit products  

 

The first Jeremie transactions were carried out at the beginning of the cycle, in January 

2008, within the framework of the microloan scheme. Rules of accessibility of this 

credit product changed several times during the programme, while a significant boom 

of contracts was experienced when the so-called New Széchenyi Credit product was 

established following minor corrections. This is mainly due to two factors:  

 they raised the credit limit for financial enterprises,  

 and in the case of all credit intermediaries, they uniformly raised refinancing to 

100% (later on this dropped to 75% in the case of credit institutions).  

The economic structure that was formed following a change in the political system, 

during the 90’s, is characterised by duality: businesses can be divided into a small 

number of export-oriented corporations and numerous SMEs that are rather involved in 

the local economic life. The situation of the SMEs, their performance may significantly 

affect domestic economic situations. 

 

As a result of the crisis, starting from the end of 2008, the dynamic growth of credit of 

domestic businesses stopped. Between September 2008 and December 2013, the 

domestic bank credit volume for businesses dropped by 18.4% from 8.553 billion HUF 

to 6.979 billion HUF. Filtering the effects of exchange rates, based on our own 

calculations, the decline was close to 24%. In the second half of 2013, as result of the 

National Credit Programme (NCP), the working credit volume for SMEs grew 

significantly (see NHP/NCP programme analysis). 
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Corporate financing 

 

The role of Hungarian credit institution was taken over partially by foreign financial 

contributors, partially by the corporations themselves or bond market investors in the 

case of huge corporations. The credit volume of corporate loans from abroad or 

commercial loans not coming from banks, as well as bond financing has grown 

significantly (even though this is mostly due to a low base and a few great scale 

transactions). 

The role of banks was essentially taken over by foreign financial contributors in the 

case of corporations (e.g. parent companies): their proportion grew from pre-crisis 40% 

to nearly 50%. This way of obtaining credit is characteristic to multinational 

corporations operating in Hungary, since it is usually the parent company, not the local 

interest, which makes a decision about financing. The proportion among commercial 

loans that companies provide each other within their liabilities (11%) can be considered 

significant at present. Bond financing is still not too representative (5%), and it is 

limited to a small number of businesses. Overall, the liabilities of Hungarian 

corporations did not decrease nominally because of the crisis (though the real value of 

stagnation is up to 20%), and the place of domestic bank loans was taken over by other 

forms of financing. 

 

SME financing  

 

In the emergence of a new economic structure following political transition SMEs 

played a significant role. SMEs nowadays have a significant influence on the 

performance of the Hungarian economy and take on a major part of employment. 

 

According to 2012 preliminary data, 58.3% of sales turnover, which is a good reflector 

of a company’s performance, realised can be linked to SMEs. Between 2001 and 2009 - 

except for two years, the market share of the SME sector was at least 60%, while this 

slightly decreased since 2010 (58-59%). Unlike sales turnover, in terms of gross added 

value, the market share of the SME sector did not decrease since the crisis. The 

proportion is around 55% since 2007, and according to preliminary data, in 2012 it was 

55.2%.  

 

According to preliminary data, in 2012, of all the 2.7 million people employed by 

companies, nearly 2 million worked for SMEs. As to proportions, since 2002, 72-74% 

of all people employed worked for the SME sector. In the structure of the number of 

employed, no major change has happened for 10 years: from all the people employed, 

37-39% work for microbusinesses, 17-19% work for small enterprises employing 17 to 

49 people, while it was 16-17% for medium enterprises. Employee per capita sales 

turnover grows parallel to the size of the business. According to 202 preliminary data, 

the employee per capita sales turnover for medium size enterprises was an average of 

36.2 million HUF, while in the case of small enterprises it did not surpass 28.1 million 

HUF on average. With the growth of facility size, the employee per capita revenue-

generating capability of companies also grew.  

In 2010, of gross added value of all the EU businesses, the market share of the SME 

sector was 58%. Based on added value, Hungary is below average in the EU, while in 

based on the number of employees Hungary performs above average.  

 



235 

 

According to 2012 preliminary data, from the 629 585 businesses operating in 

Hungary, 628 707 were SME, which means a relapse. Between 2002 and 2011, except 

for 2004 and 2005, the number of operating SMEs was between 680 and 700 thousand. 

According to 2010 data by Eurostat, 99.7% of businesses operating in the European 

Union (EU-27) were SMEs. The ratio is above 99% in all member states.  

 

The survival capacities of SMEs is low. In 2006, nearly 60 thousand new SMEs started 

working, but only 40.1% percent of them were still standing in 2011. Considering 

survival, the ratio was worst for companies employing 10 to 49 people, and only 39.6% 

of SMEs established in 2006 still worked in 2011. Microbusinesses make up 98.5% of 

SMEs, with a survival rate of 40.1%. From 75 SMEs established in 2006, only 36 were 

still working in 2011. The character of their activities has a significant impact on the 

survival capacities of SMEs. 

 

Overall, following 2008 a significant change for the stricter could be observed on the 

credit market, and this tendency still will not show in the direction of bigger 

outsourcing. The narrowing of SME credit financing is affected by elements of both the 

supply and demand side. Resource contraction from supply side derives from the 

characteristic owner structure of the bank sector, since for most banks, the parent bank 

restricted foreign currency supplies formerly used for foreign currency-based financial 

support for growth. Also, due to unfortunate international financial market tendencies, 

financing costs also grew significantly. The disappearance of cheap liquidity, as well as 

pressure from the capital market both resulted in the decrease of supply, and for the 

corporate segment a significant portfolio cleaning was required, which in certain 

segments resulted in decreased activity. Demand was first of all characterised by the 

change of requirement directions: parallel to the change of demand for investment 

credit, demand for short-term financing grew, and because the increased volume of 

demand for the temporary financing of receivables while the internal sources of 

businesses decreased significantly. The change of credit market volumes followed this 

tendencies: the credit volume of the SME sector is in stagnation since 2008, while the 

volume and value of payments decreases.  

 

The encouragement of credit market activity in the current economic and bank 

environment would rather support cheap refinancing, guarantee product cross-influence 

is secondary, and since the demand for investment credit has dropped significantly. The 

vitalisation of the credit market clearly by guarantee programmes is not viable, since 

the existence of a guarantee in itself does not encourage lending if there is no proper 

demand on the market. Market participants agree with this statement: guarantee 

products are only able to fulfil their role if their goals else could be provided a bank 

credit, but due to certain factors, a supplementary coverage is needed due to higher 

risks for a non-standard transaction (lack of coverage, higher client risk). Guarantee in 

itself as leverage, does not encourages the financing of clients with improper risks. 

(Chadha, 2009) (Thomas, Lee, Thomas, & Wilson, 2014) (Li-Ying & Wang, 2014) 

Summary of recommendations 

Drawing conclusions and making suggestions from the analysed information and the 

models that are based on this information is an essential part of every study. 

Suggestions are hereby presented in points, from moving from general towards 

specific:  
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 Besides this macro-approach study, it is important that the complete resource 

map and its strategic overview of credit and guarantee products supported 

from state and EU funds suggested and accessible during the 2014-2020 

planning period were prepared. 

 In connection to the above, a structured definition of the financial support 

policy that these financial instruments are aiming for. Therefore, constructions 

which hold a strategic role and aim for the support of innovative and 

developing businesses in the first place should be detached and they should be 

dealt with significant attention, as well as constructions that are mainly 

announced for absorption purposes. 

 A revision of the monitoring system of institutions (NGM/ME/EUTAF/MV), 

which shows parallelism, is also suggested. 

 In terms of administration, reducing administrative burden is crucial 

(electronic procedures linked with integration, automatisations, the positive 

discrimination of former successful applicants etc.). 

 Problems that emerged during the last support period in close relation to 

Jeremie products was in connection with financial instruments and enterprises 

participating in the construction, as well as problems emerged for intermediary 

institutes regarding exclusive support, consulting, education support. 

 Potential beneficiaries need calculable, single-window administration, one that 

is planned in advance and timed publicly, with the planning of resource 

allocation for continuously arriving applications. Financial services will 

probably take on the assistance of non-credit clients as well, since cross-sales 

potential is huge, and they are also experienced in the process of closing 

contracts related to financial support, payment and verification. 
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Abstract 
 

The paper illustrates a methodology that integrates different risks and economic factors in a 

route transport optimization problem and proposes an original decisional tool for decision 

makers (public and private) to better manage the environmental risks of hazardous materials 

transport. We introduce a new decision model based inwhich the importance of at the weights 

of the considered criteria. 

 

The model can be easily customized to other case studies and adapted to different routing 

problems. The model, integrated, for the calculation of the criteria, the probability of 

occurrence of certain random events, graph theory for the measurement of distances, then a set 

of mathematical tools, such as eigenvalues and eigenvectors of matrices that enable the 

adjustment of the weights on criteria, which are obviously taken by a decisionmaker. 
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Introduction 

 

Logistics deals of spatial distribution study of nodes and logistic flows, such as of their 

government and balance in networks and in space, both local and global. The main 

problem is to identify and to assess the constraints, and above all the factors of 

production and logistics development of a local economic system, explaining a reticular 

vision of territory based on new principles of planning and organization that move 

towards a better balance between flows and nodes often located in geographically 

distant, and to intersection between supply and demand of goods, services and 

infrastructure. 

 

In a context of decentralization and fragmentation of production, distribution and 

assemblies processes, the logistics chains become more complex and articulated, and 

they need new methodologies and analysis instruments, above all as regards the 

location decisions of the plants, of public and private investments dedicated in more 

efficient infrastructure and new services. 

 

Then, the aim is to realize, in a local area, an integrated and homogeneous system, in 

which the conditions for the emergence of a greater dimension of logistics processes 

may occur, and then a different approach to the problems of economic development and 

territorial production.  

 

Issues the need of handling techniques more specialized and sophisticated, best supplies 

of services and intangible assets and the possibility of “logistizzare” the processes and 

products, for example replacing the input of transport with other inputs of production. 

 

In the next decade, the globalization of markets grow, increasing competition between 

areas for the attraction of production and logistics investments; also, thanks to the 

technological processes and the intense availability of production factors, the cost per 

unit of product should be reduced, and as a results an increase of transport activities and 

their value added, in the context of a wider range of logistics services. 

 

Thus, the transport changes by instrumental and exogenous factor to direct production 

factor; in this sense, the principles or instruments of logistics analysis - invariance, 

transversality, compensation and autoregulation - can be seen, for the organization, as a 

key to interpret the innovative business, constituting an element of reflection for those 

local systems that not have a high accessibility both national and urban patterns, and 

connections with “large meshes” in a global area. For the above, it becomes necessary 

to study the interconnections between exogenous and endogenous factors between the 

logistics and transport. 

 

This has a strong weight in the economic literature, since it allows to optimize the costs 

of storage and transport of goods, taking into account the risks to which it is  subjected 

the environment and people from the transport of dangerous goods. We have to 

consider a model that takes into account that the decision maker or the entrepreneur 

often not familiar with the mathematical models, then you need a model that tends to 

adapt the parameters dictated by people and make them to gain an international 

normalized a very good point. 
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The joint implementation of logistics instruments can be seen as a dynamic process to 

optimize flows and to organize activities in territory according to its vocations and 

specificity, in order to agree efficient and systemic processes of mobility and 

development, then to reduce the impacts that result from the creation of new 

infrastructure, production and service models that will be constitute. The literature 

dealing with the problem of routing hazardous materials is rich and numerous models 

have been proposed in recent years. Robbins (1983) proposed three models having as 

objectives respectively: 

1. the minimisation of the size of the population affected by the accident; 

2. the minimisation of the route length. 

 

Saccomanno and Chan (1985) proposed a model that could represent more realistically 

the effects of an accident on the surrounding population. Actually, the model employs 

two criteria: a minimum risk criterion and a minimum accident likelihood. A third 

criterion dealing with the economics of the problem, that of minimization of the truck 

operation cost, is also involved. Zografos and Davis (1989) developed a multi-objective 

decision making model.  

The four objectives proposed to consider in the model are: 

1. population risk; 

2. property damages; 

3. truck operation cost; 

4. equitable distribution of risk by imposing capacity limits on the network 

5. links. 

 

Karkazis and Boffey (1994) selected the routes to minimize the expected damage 

effects on the population in case of an accident. The model proposed generalizes the 

existing one in the following aspects:  

1. the dispersion of pollutants is determined by the meteorological conditions; 

2. the population can be distributed arbitrarily and anywhere on the plane. 

 

Leonelli et al. (2000) developed a route optimization model using mathematical 

programming to calculate the optimal routes. The optimization problem is presented as 

a single objective minimum cost-flow problem, where the objective is to minimize the 

total cost over the route.  

 

To avoid the increase of uncertainty in calculation of optimal route for HazMat 

transport, Bonvicini et al. (1998) proposed in their research study the reduction of the 

uncertainty in the estimation of the probability values later to be used in the calculation 

of individual and societal risk by means of fuzzy logic.  

Frank et al. (2000) developed a spatial decision support system (SDSS) for route 

selection for HazMat transport. The paper illustrates a methodology that integrates 

different risk and economic factors in a route transport optimization problem, in 

particular we propose an original decisional tool for every decision maker (public and 

private) for the environmental risk management of hazardous materials transport.” 

 

Logistic in models of territorial development 

 

The set of instruments for the logistic analysis can be considered as a strategic factor of 

territorial development policies, with particular reference to the processes of spatial 
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localization of economic activities and light and heavy infrastructural facilities, as well 

as to compensatory manufacturing-distribution processes and of flows and markets 

regulation. 

 

These instruments are new conditions to obtain the optimum, as "min-max” à la Thore 

(1991). The interest in the localization effects of development returned to the attention 

with the emergence of the models “downtown-environs”, reinterpreted by Krugman 

(1991). Hence, the consideration of the factor "space" as a production factor of 

economic activities is not a new fact: after the analysis of the Marshall district systems 

(1890), the space developments of the theory are mainly related to the German school, 

with contributions of Christaller (1933) and Losch (1940), that resumed the concepts of 

neoclassical theory to apply them to the geographical distribution of economic 

activities. 

 

According to these scholars, the markets can be identified around central places that, if 

the population is uniformly distributed, they will also be evenly spread. Also, the 

homogeneity in space is implicit in the results of the neoclassical model of growth 

between nations and regions, where it is assumed that the less developed economies 

will grow faster than those developed. In fact, the “pure” neoclassical model for a close 

economy concludes that, in presence of a decreasing marginal returns of capital in weak 

areas there will be a greater convenience to save and invest, until it reaches the same 

level of capital pro-capita of the developed areas.  

 

The presence of only one market of capital, in the two areas, strengthens these 

mechanisms of convergence: should invest in weak areas where the use of capital is 

relatively lower in the starting conditions. Then, the concept of convergence between 

countries and regions is transformed, in absence of friction, in a space convergence, 

that it has as results the reduction of territorial disparities. 

 

In the fifties of the last century, localization models of development, different from the 

neoclassical, were established, where starts to spread the principle of “cumulative 

causality”: the firms are located where there are already other productive activities, in 

order to benefit from the reduced costs resulting from the proximity of the markets for 

sourcing and selling.  

 

In this case, the presence of increasing returns of scale conduce the aggregation of firms 

and workers in the area, causing a situation of “spatial polarization”(Harris, 1954; Pred, 

1966). This model, in its equilibrium configuration, does not determine harmonious 

development in space. Finally, the presence of location advantages is the basis of New 

Geography Economic theories, that puts together the aspects of localization and those 

of the productive activities development, in order to show the concentration or the 

migration of economic activities and of production activities inputs from and in 

determine geographic areas. 

 

Some concentration factors were added in literature, often as externalities, such as 

technological spillovers, the access to a labor market more articulated, and the access to 

a richer market of productive inputs. Then, the progress in the transport sector and the 

technology advances have made it possible to overcome many natural constraints on 

the production activities location. 
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In particular, making technically and economically viable the transfer of raw materials, 

semi-finished, products very heavy, congested or perishable items on ever greater 

distances, in ever shorter time and in more and more relevant to each trip in terms of 

integrity increasing, the evolution of techniques in the field of transport have had on the 

spatial dimension of economic activities impact that has not equals, allowing to the 

areas that do not produce certain goods to dispose of them equally (Marchese, 1996). 

 

The development of logistics is one of the main levers of competitive advantage, 

because deverticalisation of the firm on a global scale has imposed the need to 

reaggregate one or more stages of production chain, expanding the organization and the 

added value of traditional transport services, as well as the same chance of localization. 

 

Models of localization invariance based on logistic rate 

 

The transport of goods performs a function much more complex than in the past, 

because it is not limited to a simple transfer of good from one place to another, from 

producer to consumer, but it is an integral and strategic factor in the economy of the 

logistics-productive and distributive chain. 

 

The costs of transportation are linked by an interdependent relationship with the 

production and distribution decisions, because the costs of production and distribution 

of the firms are connected with: 

 the choice of concentration of the production and/or distribution plants in order 

to obtain economies of scale in production and/or in storage activities, that 

imply, however, the higher costs of transport in various markets, but at the 

same time increased productivity of the primary transport processes as a result 

of an increased rate of filling of vehicles and of loading unit (lower 

disturbances) 

 the choice of vertical integration or vertical disintegration of the different 

stages of the production and/or distribution process , that it allows to take 

advantage of specialization economies, that have a particularly strong effect on 

transport costs of semi-finished products; 

 the choice of processing and/or storage/distribution of the same products in all 

plants or to differentiate the products of individual plants, if there is an 

opportunity to segment the market demand: this leads higher transportation 

costs if the markets are geographically distributed; 

 the choice of processing and/or storage/distribution of different products in the 

same plant that implies an increase in transport costs if the markets of 

individual products are mutually different and distant, or to produce and/or to 

storage/distribute different products in different plants, especially if the 

corresponding demand is differentiated to geographical scale. 

Therefore, there is a link between transport costs and production and distribution costs 

and even the same income of firms, if the transportation cost is for customer (Cappellin, 

1998). 

 

Moreover, the production and the storage may be considered as transactions that are 

closely integrated if some characteristics of the product can be modified through 
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appropriate manipulations, such as assemblies and change of labels or other 

characteristics in a logistics platform. 

 

In these cases it is necessary to determine if to postpone some terminal stages of 

production, after the products have been received from the manufacturing to the point 

of storage to forward them in to their markets. In this case, it will be necessary to find 

the right balance between the costs of production, of storage and transportation and the 

risks of losses due to sudden changes in demand. 

 

The principle of invariance of the economic logistics has the purpose of measuring and 

highlight the differential cost between different localization solution of production’s 

factors that results from a process more or less intensive of logistics growth, that are 

aimed to increase the competitiveness of goods. In particular, the relative convenience 

to the productive position in a given geographical area can be assessed by comparing of 

the logistic rate of various hypotheses concerning different locations. 

 

We consider, for example, the case of the choice between two alternative locations (𝐾1 

and 𝐾2) to produce an intermediate good, that will be transported in a third area (𝐾3), 

further processed and transformed into a finished product (𝑌3) for final sale. 

In this case, it is assumed that it is possible to obtain 𝑌3 in an alternative way from a 

logisticizzation of the intermediate product 𝑋1 or the intermediate product 𝑋2, obtained 

respectively in 𝐾1 and 𝐾2. 

 

For simplicity, it is assumed that the cost of production 𝐶1 of the good 𝑋1 is equal at the 

cost of production 𝐶2 of good 𝑋2. 

 

Then: 

𝐶1 = 𝐶2 

Moreover, it also assumes that the generalized cost of transport from 𝐾1 to 𝐾2 is greater 

than that which should be supported from 𝐾2 to 𝐾3, i.e. 

𝐶. 𝐺. 𝑇.(K1-K3) > 𝐶. 𝐺. 𝑇.(K2-K3) 

As result we have: 

𝐶1 + 𝐶. 𝐺. 𝑇.( K1-K3) > 𝐶2 + 𝐶. 𝐺. 𝑇.( K2-K3) 

 

The principle of invariance, in term of total cost (production and logistics, and 

including transport), between the two alternative locations comes in if in only one of 

locations, i.e. 𝐾2, is carried out not only the process of production of the good 𝑋2, but 

also a whole series of activities such as the storage, quality control and distribution to 

𝐾3 by a provider of logistics services for third parties. 

 

In a situation of equilibrium of the total costs between two locations, will be the logistic 

rate (L), that expresses the percentage of the overall transportation costs and other 

logistics activities on the total cost of intermediate products, to ensure that in the 

presence of logistical processes can be: 

𝐶1(1 + 𝐿1-3) = 𝐶2(1 + 𝐿2-3) 

 

In this case, L is a constant in the location 𝐾1 and 𝐾2 , with particular reference to their 

economic position in relation of location 𝐾2.  

We want to formalize the concept of logistic rate, and we obtain: 
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𝐿1-3 = (𝐶. 𝐺. 𝐴. (K1-K3) /𝐶1) + (𝐶. 𝐺. 𝑇. (K1-K3) /𝐶1) 

𝐿2-3 = (𝐶. 𝐺. 𝐴. (K2-K3)  /𝐶2) + (𝐶. 𝐺. 𝑇. (K2-K3) /𝐶2) 

In particular, 𝐶. 𝐺. 𝐴. (K1-K3) and 𝐶. 𝐺. 𝐴. (K2-K3)  are the generalized cost of other 

logistics activities excluding the transport respectively in locations 𝐾1 and 𝐾2. 

On based of these assumptions, to obtain a situation of invariance by the point of view 

of the costs supported in the two alternate localizations is necessary that: 

𝐶. 𝐺. A. (K2-K3)  = . 𝐶. 𝐺. 𝑇. (K1-K3) − 𝐶. 𝐺. 𝑇. (K1-K3. (K2-K3) 

 

In this point, in the localization K3 will be occur to develop a greater number of 

logistics activities of quasi-manifacturing for the product X1 compared to those 

required for the product X2, to complete the production cycle and to obtain the good X3 

to sell at consumers. 

 

Then, respect to a total cost invariance of goods that arrive from K1 and K2, the most 

logistizate product, that is X2, is more competitive in the complex economy of supply 

chain, causing a variance in favor of K2. 

Another hypothesis of “invariance-variance” could relate the case of two goods (X1 

and X2) that are produced at different costs in two alternative locations (K1 and K2), but 

that, thanks to the action of the logistic rate resulting in complementary activities to the 

production process developed in a more or less intense in two localization, received in 

K3 with the same cost for the firm. 

 

In order that a situation of indifference localization between K1 and K2, must be 

verified by the following equilibrium condition: 

(𝐶1 + 𝐶. 𝐺. A. (K1-K3 (   𝐶. 𝐺. 𝑇. (K1-K3) = 

= (C2 + 𝐶. 𝐺. A. (K2-K3)  + C. G. T. (K2-K3)  ) 

The analysis model of invariance, based on the logistic rate should always be 

interpreted considering the possibility to replace the cost of transport services with the 

cost of other logistics services. 

 

This possibility is supported by the current trends related to the methodology of 

production and distribution based on just in time, then on trivialization of transport 

prices. (Forte, 2003; Iannone, 2005). 

 

Concerning just in time, we could imagine to use this method of operation from one of 

the two alternative locations, for example K2, for deliveries of the intermediate product 

to K3. 

 

In this case, we will have more frequent deliveries in small quantities respect to 

deliveries from K1 to K3 (that, for hypothesis, are in larger quantities and at full load). 

 

It is assumed that the goods X1and X2 suffer only one type of manufacturing process in 

their respective locations and at the same cost (C1 = C2); then, the additional processing 

(quasi-manifacturing) are made in K3. 

The average total cost of these, is equal to C. G. A.(K1-K3)  and C. G. A.(K2-K3)  

respectively for each of the two types of intermediate products.  

It is hypothesized that to obtain n unit of finished/final product Y3, takes h units of 

semi-finished X1, or h units of semi-finished X2. 

It’s possible to indicate the average total cost of n unit of Y3 with: 
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C3 = C1 + C. G. T. (K1-K3)  + C. G. A. (K1-K3) 

C3 = C2 + C. G. T. (K2-K3)  + C. G. A (K2-K3)! 

 

To formalize the consequences of the process just in time relative at type of product X2 

and considering different activities and logistic cost necessary to obtain Y3, respectively 

from X1 and X2, we have: 

C. G. A. (K1-K3) = C. G.M. (K1-K3)  + C.G.Q. (X1-Y3-K3) 

With:  

C.G.N.(X1-K3) = average generalized cost of storage of h units of good X1 in localization 

Y3. 

C. G.Q. (X1-Y3-K3)  = average generalized cost of quasi - manufacturing activities of h 

units of good X1 and of storage/distribution of n units of final/finished product Y3. 

 

If the location chose is K2 we assume a system of split deliveries to K3 and, then, a 

division of h units of intermediate product X2, i.e., in d batch of b unit of good for 

everyone. In this case, we not have business storage of X2 in K3, but only quasi-

manufacturing activities of X2, then, of storage/distribution of the good Y3. 

 

And, from here, we have that: 

C3 = C2 + [(h /B)* G. G. T. (K2-K3) ] + C. G.Q. (X2-Y3-K3) 

where it is assumed the generalized cost of transport as independent from the 

weight/distance. 

 

Moreover, we assume that the generalized cost of the quasi-manufacturing activities in 

K3  for each unit of intermediate product is equal for X 1 and X2. In this case, we obtain: 

 C. G.Q.(X1-Y3-K3) = C. G.Q.(X2-Y3-K3) 

To compute a situation of localization invariance between K1 and K2 we must be 

demonstrated the following equality: 

C. T. G.(K1-K3)+ C. G.M.(X1-K3) = (h/b)*C.T.G (K2-K3) 

At the end, all firm can choose to bear the costs of transport and other logistics 

activities according their preferences, to obtain many location choices. This depend to 

existence of an organization of network logistics services that connects the supply areas 

with production and consumption areas and that it is carefully designed, to exploit in 

the best way the different models of transport.  

 

      The simultaneous application of the principles-instruments of logistic 

 

The structural framework that links the dynamic phase of logistic processes centered on 

flows with phase static vertical localized activity represented, the starting point, most 

suitable of the logistics approach to balance problems and government of flows 

(invariance principle). 

Is possible to carry out an economic analysis of logistics processes at the spacetime 

using either separately or simultaneously the four principles-tool of logistic: 

invariance, transversality, compensation and auto-regulation. 

 

In reference to the transversality we can say that it becomes synonymous of 

“intermodality”, in the sense of substituting for unimodal routes, for example, an all-

road or an all-sea (understood as dominant segment of a transport process door to door), 



246 

 

multimodal routes more balanced in the individual segments, in order to allow the flow 

to be able to fully perform in an efficient and effective. 

 

This integration will generate multiplier effects in investment and generating public and 

private income, especially with regard to the interchange nodes modal where, in an 

optical hub and spoke, will be concentrated flows of goods, transportation and unit of 

load standardized.  

 

Therefore it is necessary that new approaches to planning and public transport 

dimprenditoriale be construed as planning of flow routes cross, in which the  design of 

a line becomes the major part of the planning process, while the application is 

integrated with an offer adequate infrastructure, giving the concept of flow supply and 

demand. 

 

In this sense, the trasversality is object of greatest interest in the context of transport 

schemes road-sea, rail-sea, etc. where the principal effect is to subtract flow to model 

all-road. 

 

Moreover, the complexity in the management of transport consist by differences in the 

physical characteristics of the objects to be moved: weight, dimensions fragility, value, 

perishable, hazardous, environmental impact in the event of leakage. 

All these factors cause real challenges of managerial skills, that we can be summarized 

in: 

 Saturation of freight capacity 

 Optimization of modal operation (train, ship, plan, truck) 

 Standardization of freight units 

 Rationalization of logistics processes 

 Development of performance of efficiency service 

 Safety and risk analysis during transport 

Graphically we can share the cost functions associated with the various means of 

transport: 

 
 

In particular, we propose to offer the assessment of the transport risk, in order to 

identify possible alternative routes and choose among these the route of minimum risk. 

It is necessary to appropriately integrate risk analysis with planning and transport 

management to prevent a potential danger being transformed into a real event. In the 

present study, we introduce a new decision model, calibrating weights for each choice 

criterion and each alternative proposed for different stakeholders. A comparison with 

the approach of a different model proposed by the author (Leonardi, 2008) is presented. 
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Risk analysis for the transport 

 

In the planning of routes, in order to identify the route of minimal risk between O and 

D, it is necessary to identify the “risk factors” (hazard, vulnerability and exposure) 

which must be considered to achieve the objective. Risk can be defined as the expected 

consequences associated with a given activity. Considering an activity with only one 

event with potential consequences risk R is thus the probability that this event will 

occur (accident) P multiplied by the consequences given the event occurs C. For an 

activity with � events the risk is defined by: 

                                (1) 

where  Pi and  Ci are the probability and consequence of event i, and where α is a weight 

factor of consequences (depending on social perception of gravity of the 

consequences). 

Equation (1) can also be written as:  

R = P*V*N 

where C is defined as: C = V · N 

V is the vulnerability, defined as the resistance of people, infrastructures, buildings and 

goods when the emergency occurs. 

N is the exposure that can be defined as the elements (people, goods and 

infrastructures) affected during and after the event.  

Considering equation (2) two types of measure for risk reduction may be defined: 

1. prevention, which consists of reducing the level of P; 

2. protection, which consists of reducing the level of N. 

 

          The sequential decision-maker process 

 

The proposed model estimates the risk of each route among those identified and 

chooses the route with minimal risk based on a set of criteria (goals) and their weights 

for each alternatives.  

Risk analysis of different alternatives to achieve the elimination of unacceptable 

alternatives and to find the route with minimal risk through Multi-Criteria Analysis 

(MCA). 

The objectives that will be used as criteria in the route optimization model presented in 

this study are (Castillo, 2004 and Leonardi, 2008): 

1. minimization of travel time, 

2. minimization of travel distance, 

3. minimization of risk for the population, 

4. minimization of risk for the urban environment, 

5. and minimization of risk related to a natural hazard. 

The objectives are not fixed; they reflect the interests of the stakeholders involved in 

the decision-making process. However, in order to give an understandable explanation 

of the proposed method, each of these objectives will be described below: 

 

- Travel Distance 

In order to reduce costs, private or public companies in charge of HazMat 

transportation often use the shortest routes available. The travel distance is simply the 

length of each arc. The total travel distance is the sum of length values of every arc in 

the route. 
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- Travel Time 

The travel time for each arc can be estimated by dividing the length of the arc by the 

arc average speed. Impedance time values can be added to represent average waiting 

time at road intersections. The route travel time will be: 

 
where: v = average speed for each arc; 

tarc = average waiting time at arc intersection. 

 

- Risk for the population 

According to Zografos and Androutsopoulos (2004), the risk for the population in 

relation to a HazMat transport accident is defined as the product of the probability of 

the HazMat transport accident and the exposed population. 

aparc =ararc xhp 

 
where: aparc = accident probability on each arc involving a HazMat transport; ararc = 

accident rate for each arc in the transport network;  

hp = probability for HazMat transport unit to be involve in an accident. 

The population exposed to the hazard is the sum of the on-route and off-route 

population. 

p(ex)arc = parc  + poff 
The first is the population estimated to be travelling on the arcs that could be affected 

by the accident; this is the number of vehicles on the arc multiplied by the average 

number of persons per vehicle. The latter is the population situated within the impact 

area of the accident: 

 

 
where: p(ex)arc = number of persons exposed to an accident event along one arc; 

pon & poff = estimated population on and off-route for each arc; 

n vehicles = average number of vehicles travelling on one arc; 

           = average number of persons per vehicle; 

pop = number of persons situated within the impact area of the accident site. 

The risk of the route will be given by the summation of the risk values of every arc in 

the route. This risk measure will indicate the number of persons expected to be injured 

or to die in case of a accident occuring: 

 
 

- Risk for the urban environment 

The probability of fire occuring once a transport accident has taken place can be 

estimated by multiplying the fire probability and the probability of a transport accident 

(which has been already defined in the previous phase). 

To estimate building vulnerability in case of fire, the predominant building material 

type per arc is considered. For areas with a predominant type of building material of 

reinforced concrete, a low building vulnerability value will be assigned, whereas the 
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areas where wood is the predominant building material type will have a higher building 

vulnerability assigned. The specific risk for the urban environment will be the result of 

multiplying HazMat accident probability, fire probability, and estimated building 

vulnerability in relation to fire: 

 
 

where: Rurbroute = relative risk value estimated to represent the degree of urban 

damage along the route produced in case of fire triggered by transport accident;  

fp = fire probability; 

bvarc = bulding vulnerability in relation to fire assigned to each arc. 

 

- Risk related to a natural hazard 

If HazMats are being transported through a city, route selection should also consider 

building vulnerability to the natural hazard. 

For example in the case of earthquake, or in case of flood the amount of debris 

produced by the collapse of buildings during the earthquake or flood event increases the 

hazard of an accident occuring, or a damage to the dangerous buildings (for example 

nuclear plant). 

The value assigned to each arc can be labelled as earthquake-building risk score, 

making reference to the fact that the natural hazard considered is related to an 

earthquake and the vulnerability is based on buildings. The route optimization equation 

will then be: 

 

 
where: Rbroute = qualitative risk measure of the amount of expected building damage 

in case of an earthquake along the route; 

Rbarc = earthquake-building specific risk score assigned to each arc. 

 

      Theoretical methodology for decision makers 

 

Now we have to define an opportune scale of measure upon which to measure the 

relative importance of each considered criterion (objectives). The methodology used is 

based on a complete comparison of the elements taken two at a time (a total of m(m-

1)/2 comparisons for m elements). 

Suppose that a decision-maker wishes to elicit the relative priorities, or weights of 

importance, of m entities, then he has to compare them two at a time and make a simple 

binary choice, selecting the objective more important between the two ones considered 

and after to assign a value between 1 to 9.  

We can write the pairwise comparison matrix [P] (square, reciprocal and positive) of 

dimension m x m, whose elements �ij, said coefficients of dominance, define the 

relative importance of the attribute (i) with respect to the attribute (j) and have the 

following properties: 
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The matrix [P] can be also represented in function of the weights  w1ak , w2ak, , wmak  of 

the single elements, and alternative determining the coefficient of dominance of every 

couple as the ratio of the respective weights, that is: pi jk = wi ak  /wј ак 

 

Therefore, it is easy to prove that the following matrix relation is verified: 

 

          (3) 

           where: 

 
           and 

 

 
Note that the matrix [P] is a consistent one, or it satisfies the condition pji = pik * pkj for 

all the values of i, j, k.  

The relationship (3) expresses algebraically the fact that  is an eigenvector of [P] 

with eigenvalue m. 

 

It is not possible to determine the values pji as wi/wj, in fact wi and wj are unknown. To 

evaluate the “weight” of a set of attributes it is necessary to rely on the judgements of 

one or more experts. Not having measuring instruments but only his personal 

experience, the expert is not able to determine directly the weights w, but he can only 

give some approximate valuations of their ratio with the aid of the semantic scale or 

with the rating technique. Therefore, the matrix [P] given by the expert decision-maker, 

in the majority of cases, is not consistent.  

In this case, to determine the weights w it is necessary to make some simple 

considerations. 

1. If, λ1, λ2, λm  are m numbers that satisfy the equation: 

[P *x=  λ* x                           (4) 

(that is, they are the eigenvalues of [P]) and if for every values of i is pij = 1, then: 

 λ i = m         (i=1,.......,m)           (5) 

1. If (4) is valid, all the eigenvalues are necessarily equal to zero except one, that is 

equal to m. According to this, when [P] is a consistent matrix m is its maximum 

eigenvalue (or right principal eigenvalue) and it is the only one to be different from 

zero. 

2. If the values of pij of a reciprocal and positive matrix are slightly modified, the 

corresponding values of the eigenvectors change a little, slightly and in a continuous 

way. 

Combining the preceding results we can deduce that when the elements of the principal 

diagonal of the matrix [P] are all equal to 1 and the matrix is consistent, shifting 

slightly the values  pij the principal eigenvalue λ max of the matrix assumes a value that 

doesn’t change much from m, while the residual eigenvalues stay near to zero. Then, to 

resolve the problem it will be sufficient to determine the vector that satisfies equation: 

            (6) 
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in other words it will be sufficient to determine the principal eigenvector corresponding 

to the eigenvalue λ max of the matrix [P].  

There is still the problem of establishing if the weights that are obtained with (6) 

represent the view of those who made the pairwise comparisons. In other terms it is 

necessary to establish if and in what measure the values of the fractions �i/�j 

calculated after having determined the principal eigenvector, are different from the 

estimate valuesj pij given by the expert. To this aim we define an index of consistence 

(CI, consistency index) and a percentage of consistence (CR, consistency ratio), that 

allow us to measure the difference between these two set of values: 

 

                          (7) 
 

         CR = CI X RCI                      (8) 

 

 

where the index RCI (random consistency index) is calculated making the average of the 

CI of numerous mutual matrixes of the same order, whose coefficients are randomly produced 

by a computer. The different values of RCI in function of m are proposed in the following table: 
 

m 1 2 3 4 5 6 7 8 9 10 

RCI 0,0 0,0 0,58 0,9 1,12 1,24 1,32 1,41 1,45 1,49 

 
It is evident that in the case of perfect consistence CI is equal to 0, in fact, when the matrix is 

perfectly consistent (4) coincides with (3) and the principal eigenvalue max is equal to m. If 

the value of the CR index is smaller than 0.1 the matrix [P] compiled by the expert is 

acceptable, if CR > 0.1 the difference from the condition of perfect consistence is judged 

unacceptable, in this case the expert has to try hard to increase the coherence of his judgments 

modifying, totally or in part, the values �ij. 

Once determined the vector of the weights can be normalized so we have: 

 
 

For a comparison of alternatives, the different performances, assessed in function of the 

criteria considered, must be appropriately normalized: 

 
so we have the following normalized evaluation matrix: 

 
The performance of each alternative k is represented by the weighted sum of its 

individual performance. 
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In (10) the weights are introduced as negative exponent. 

So, it is possible to sort the global performance of alternatives finding the one with 

minimum risk. 

The best alternative, denoted with A*, can be determined as: 

 

 

 

 

Conclusions 

 

The problems related to the transport have been addressed by policy makers in the light 

of three aspects: infrastructure, normative and environmental. By the end of the 1990s 

logistics was at the top of the rise of the policy maker’s agenda, entering fully in the 

field of transport planning. In the logistics sector the problem of public regulation is 

where exist the so-called “failures of market”, as in the case of natural monopolies or of 

external diseconomies caused by logistics – transportation activities. Analysis tools of 

logistics can be viewed as conditions for the development of logistics and transport 

infrastructures that serve to support the deployment of innovative production and 

distribution processes in local and global scales. The application of the principles of 

invariance, transversality, compensation and auto-regulation will encourage a new 

organization and planning of territorial systems through precise actions of drawings of 

knots, transport axes and of graticule areas for production systems, in order to achieve 

local and extra-local connections strategic in nature based on different aspects of 

transport infrastructure and intermodal services, manufacturing and service production, 

processing, distribution and sale of goods. 

 

The paper illustrates a methodology that integrates different risk and economic factors 

in a route transport optimization problem. In order to be able to evaluate routes a 

Multiple-Attribute approach was proposed. The model proposed concurs to determine 

an ordering of the different solutions giving a concrete tool to support decisions (DSS). 

In this approach we wanted to do a major importance at the weights of the considered 

criteria. Also, the model can be easily customized to other case studies and adapted to 

different routing problems. The model, integrated, for the calculation of the criteria, the 

probability of occurrence of certain random events, graph theory for the measurement 

of distances, then a set of mathematical tools, such as eigenvalues and eigenvectors of 

matrices that enable the adjustment of the weights on criteria, which are obviously 

taken by a decision-maker and layman who does not know mathematics, so the use of 

eigenvalues allows the decision maker to choose the weight based on subjective 

parameters, political or business, and these are automatically parameters adjusted using 

the calculation. After entering criteria parameters, we will be faced with a matrix of 

weights normalized by the eigenvalues, which after being controlled through the index 

of consistency and coherence based on the specified weights, allow to calculate the best 

alternative. 
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Introduction to corporate social responsibility 

Terms and definition 

 

Social responsibility in entrepreneurship and corporate social responsibility (CSR) are 

relatively new trends and concepts of management. Andrew Carnegie (2012) first 

mentioned the idea of corporate social responsibility as early as in 1899 in his book The 

Gospel of Wealth. He was the first to write about the companies' needs to help, 

contribute and improve the society and the environment in which they operate. 

However, the modern concept of CSR first appeared in 1950 (Schwartz, M. S., Carroll, 

A. B. (2003). It covers and analyses key issues related to ethics and ethical behavior, 

and moral principles such as the principle of product safety, honesty in the field of 

marketing, employee rights, and the possibilities of progress at work, and 

environmental protection and other similar issues. Various upheavals and movements, 

such as the Human Rights Movement, activities of organizations for the production of 

consumer rights, establishment of organizations for the environmental protection and 

similar movements, which were very intensive in the 1960s, significantly brought about 

the development and stabilization of the CSR concept. The social responsibility thus 

implies the obligation of managements to make decisions and choices and to take 

actions that will contribute to the welfare and interests of both the society and the 

companies (McWilliams, A., 2000). In other words, the social responsibility means 

distinguishing right from wrong and doing what is right (Buble, M., 2006). SCR is a 

concept in which a business entity voluntarily decides to contribute to a better society 

and a cleaner environment in interaction with other stakeholders. It is a concept 

according to which the companies voluntarily integrate the care for the society and the 

environment in their business and their mutual relations. Being socially responsible 

requires not only fulfillment of legal obligations, but also investment in human 

resources, the environment and relations with other stakeholders
74

. The corporate social 

responsibility is the commitment of the company to improve the well-being of the 

community through discrete, voluntary business practices and to the expense of the 

company’s own resources. The most important element of this definition is the term 

willingness (Kotler, P., Lee, N., 2011). World Business Council for Sustainable 

development
75

 defines the corporate social responsibility as a continuous commitment 

by a business to contribute to economic development while improving the quality of 

life of the workforce and their families as well as of the community and the society in 
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general
76

. The organization Business for Social Responsibility defines CSR as a 

business aligned with the ethical, legal and business expectations, as well as with the 

society expectations, and goes even beyond such expectations
77

. International Business 

Leaders Forum
78

 (IBLF) understands CSR as promoting responsible practices and 

social benefits in the economy. It also facilitates achieving social, economic, ecological 

sustainable development, while simultaneously maximizing the positive impact of the 

economy on the society and reducing the negative impact to a minimum (Bagić, A., 

Škrabalo, M., Narančić, L., 2006). In 2003 EC White paper on Corporate Social 

Responsibility, defined CSR as a concept whereby companies voluntarily decide to 

contribute to a better society and a cleaner environment by integrating the care for 

social issues and environmental protection in their business activities and their relations 

with the stakeholders (owners, shareholders, employees, customers, suppliers, 

government, the media and the general public)
79

. Though the CSR concept can be 

defined by various terms, its basic principles always remain the same and interrelated: 

sustainable development, business ethics, corporate citizenship, the triple bottom line 

concept. Sustainable development is by World Commission on Environment and 

Development (1990) definition development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs. Business ethics 

is the applied ethics that examines generally accepted ethical principles in the business 

process of individuals and companies. The basis for business ethics is acting in 

accordance with the law, and with internal and external environment of the company, 

taking into account social responsibility and sustainable development. Corporate 

citizenship is the company’s actions that demonstrate sensitivity and responsibility 

towards the internal and external environment of the company. The triple bottom line is 

a special concept by which the total business of the enterprise is measured by its 

contribution to the economic prosperity, environmental quality and social capital. 

 

Brief history and trends 

 

Social responsibility as a new way of conducting business which first appeared in large 

multinational companies that were, due to their exclusive focus on profit, subjected to 

public attack. Namely, these companies did not take into account neither the needs of 

their employees nor of the society and nature. This is what caused criticism with the 

public. Thus over the time, the need for a new business model appeared that would 

benefit everyone in the society. Such practice proved to be successful and was 

eventually adopted by a growing number of companies on the local and global markets 

that started to build their image through the corporate social responsibility and socially 

sensitive investments. The development of social responsibility as a business concept 

began at that point and has since slowly underwent several phases. Friedman, M. 

(2007) implies that one of the first steps of implementing the corporate social 

responsibility is reflected in philanthropy, i.e. in the desire to do the good to other 

people, and it is usually visible in generous donations to charity. That is the basis for 
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further development of SCR. The next steps are donations which would favor some 

projects or institutions such as school donations, employee volunteering, sponsoring 

sports clubs or art societies and alike. In its initial stage of development, the corporate 

social responsibility was not the actual part of the business strategy. Companies were 

more focused on achieving profits and improving their own reputation through 

donations and sponsorships. Accordingly, there were no measurable results neither for 

the company nor for the social goal, but was faith in something good that would come 

out of such actions. In the following stages of development, i.e. in the later approach, 

CSR is part of the business strategy of the companies, and is viewed as a separate 

management system. The evaluation of the contribution becomes very important 

because it provides the company with the feedback essential for correcting courses of 

actions and convincing reports to the public. CSR has been increasingly developing and 

expanding for the past decade, progress due to several factors: globalization, 

development of information technology, organization of the civil sector, and growing 

consumer’s awareness increased demand for socially sensitive investments. Further 

development of CSR emphasizes its role in the modern way of doing business that is 

becoming a key factor in the development and success of every company. 

 

        Areas of the corporate social responsibility 

 

Social responsibility is a concept that implies making responsible decisions not only for 

the company’s own shareholders, but also for other stakeholders such as the 

government, suppliers, customers or employees. The areas of CSR are examined 

through its internal and external dimensions. The internal dimension of CSR involves 

the internal environment of the company, i.e. its employees and refers to investments in 

human resources, health and safety, and change management. Human resource 

management is mostly engaged in attracting and retaining employees who have the 

appropriate knowledge and skills. In this context, relevant measures could include 

lifelong learning, empowerment of employees, better information flow within the 

company, an improved balance between work, family and leisure time, equal pay and 

conditions for women's advancement, job security etc. Active monitoring of employees, 

who cannot work due to a disability or an injury, is also a part CSR, which reduces 

business costs (Epstein, M. J., & Buhovac, A. R., 2014). Issues such as health and job 

security are traditionally dealt with regulations on mandatory measures. Companies, 

governments, business organizations and associations are increasingly trying to find 

additional ways of promoting health and safety, either as part of marketing or by 

considering them when buying other companies’ products. This way they promote the 

prevention culture. On the other hand, some authors emphasize an increased demand 

for measuring, documenting and communicating these qualities in the marketing 

materials (Chabowski, B. R., Mena, J. A., & Gonzalez-Padron, T. L., 2011). An 

ongoing worldwide trend for the past few decades has been the reconstruction of the 

company which wants to reduce costs, increase productivity, and improve quality and 

service to consumers. These trends usually imply closure and/or layoff which lead to 

social and political crisis in communities. Restructuring in a socially responsible 

manner means balancing and taking into account the interests and concerns of those 

affected by these decisions and changes. Restructuring must be carefully planned, all 

potential risks taken into consideration, all the costs calculated and alternative strategies 

developed. All the company’s stakeholders, employees’ representatives and 

government must be included in the restructuring process. Koppenjan, J. F., & 
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Enserink, B. (2009) suggest how the company can reduce the negative impact on the 

local community during the restructuring through involvement in local development 

and strategy of the labor market and through partnerships at the local level (eg. Public-

private investments). Managing environmental impacts and natural resources deals with 

issues related to rational use of resources, reduction of emissions in the air, soil and 

water and reducing waste through separate collection and recycling. The same authors 

concluded that this particular practice reduces business costs. External dimension of 

CSR includes local community, business partners, suppliers, customers, public 

administration, local associations, etc. The concept of CSR encompasses and extends to 

the integration of the companies in the environment in which they operate. The 

companies contribute to local communities by providing workplaces and paying taxes. 

On the other hand, the companies depend on the health status of the labor force, 

stability and prosperity of the communities in which they operate. They are interested 

in the knowledge and skills of the local workforce and their clients are often from their 

own environment. Therefore, the reputation of the company as a manufacturer and an 

employer, but also as an agent on the local scene is very important. Many companies 

are, therefore, included in community life by providing prequalification, helping the 

environment, employing people with special needs, partnerships with communities, 

sponsoring local sports clubs and cultural events, donating to charity etc. CSR also 

makes social capital grow. The relationship with partners, suppliers and consumers is 

built by gaining trust, right relations and respecting the wishes and needs of partners, 

suppliers and consumers and is built by good quality products. Partnerships can result 

in prices that satisfy both parties, the buyer and the seller. Good relations are later built 

by meeting production and delivery deadlines, and by quality products and services. 

Thus, claim Maloni, M. J., & Brown, M. E. (2006) the CSR can be achieved through 

the whole supply chain. Respecting human rights is a complex issue because it includes 

political, legal and moral dimensions. Apart from respecting human rights, respecting 

labor standards and labor law, the elements of environmental protection belong to the 

same domain. The fight against corruption as an important problem of the development 

belongs to the same domain and requires transparent business operations. Pressured by 

associations and consumer groups, the companies increasingly acquire codes of conduct 

that include working conditions, human rights and environmental protection, taking 

into account the sub-contractors and suppliers. Many companies are agents at the 

international and global level and thus affect the global environment. There is more and 

more talk of the role of the business sector in achieving sustainable development. This 

is supported by the fact that the Secretary General of the UN initiated Global Compact, 

which aims to encourage the companies to be partners in improving the situation in the 

society and the environment. The OECD
80

 recommendation to multinational companies 

also promotes sustainable development. Although a growing number of companies 

recognize the need for implementing the CSR in their internal and external dimensions, 

it is necessary to acquire new knowledge and skills when integrating the CSR concept 

into daily management, the entire supply chain, employees and managers included. 

New trends in Croatia and in the rest of the world talk more about the need for 

motivation, dialogue and partnerships between different sectors and different 

stakeholders in society, in order to achieve sustainable development, which is part of 

the CSR. 
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     Benefits for the company when implementing CSR 

 

There is a general belief that the companies that implement the CSR ultimately have a 

longer continuity of conducting business than those which do not use this business 

practice (Keys, T., Malnight, T. W., & Van Der Graaf, K. (2009). There is also a belief 

that taking part in social initiatives can influence the most important factors of success, 

which in turn are in favor of these companies. One of the leading non-profit 

organizations in the world, Business for Social Responsibility, provides companies with 

information, tools, training and advisory services that connect strategies of the social 

responsibility and relevant business. Based on its research and experience, it can be 

concluded that the companies have made a variety of benefits, such as (Kotler, P., Lee, 

N.:, 2011) increase in sales and market share, enhanced corporate image and influence, 

strengthened ability to attract, motivate and retain employees, reduced business costs, 

and increased appeal for investors and financial analysts. 

 

       The introduction of corporate social responsibility to companies in croatia 

  

Socially responsible business practices in Croatia originated under the influence of 

increasing variety of factors, few of which are specific to Croatia, few are more of 

international character, some historical, while others are contemporary. The concept of 

environmental protection is perhaps the clearest example of how the global CSR trends 

have influenced the existing orientation of Croatian environment. A shock caused by 

transition resulted in an unprecedented lowering of earnings and decrease in general 

levels of health and well-being. In Croatia, as well as in all other countries of the 

former Yugoslavia, war, destruction, the rise of nationalism among ethnic groups and 

forced relocation of population of large scale influenced the process of transition. Only 

after 1995 can we talk about the existence of territorial 'normalization' in Croatia. That 

same year was held an initiative meeting of interested companies led by Pliva Ltd. to 

form Croatian Business Council for Sustainable Development
81

 (Hrvatski poslovni 

savjet za održivi razvoj). It was not until 1997 that Croatian Business Council for 

Sustainable Development was founded, supported by cooperation with World Business 

Council for Sustainable Development. However, only after July 1
st
 2000. has the 

implementation of projects for the establishment and development of the National 

Network for the CSR begun. The main aim of the National Network for CSR was to 

raise awareness of the importance of the CSR in Croatia. The CSR is tightly integrated 

into the business practices of those progressive companies that are not reluctant to take 

on the role of leaders in their respective markets. On the other hand, companies have 

never been under greater pressure by the public that, due to the development of modern 

technology, has unlimited sources of power and knowledge. This is the expectations 

from companies have grown significantly, and the stakeholders, whose number is 

growing daily, demand more responsible behavior from the companies. 

 

Social responsibility of the atlantic group ltd. 

 

The Atlantic Group operates as a vertically integrated multinational company whose 

business activities include research and development, production and distribution of 

consumer goods to European markets, Russia and the Commonwealth of Independent 
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States (CID). Since it started in 1990s, the Atlantic Group has implemented a 

development strategy based on a combination of organic growth and acquisitions. The 

acquisition strategy culminated in 2010. when Droga Kolinska joined the Atlantic 

Group. Nowadays, the Atlantic Group is an enterprise with sales revenues of 5,1 billion 

kuna, modern production network (in Croatia, Germany, Serbia, Bosnia and 

Herzegovina and Macedonia), developed regional distribution and high market shares.
82

 

The Atlantic Group has a balanced presence in the region where it makes 76% of its 

total sales, while 24% refers to the presence of its companies in European markets and 

in the CIS countries. Since 2014, the Atlantic Group Business Model has been divided 

into six strategic business units, one business unit, five strategic units of distribution 

and two distribution units that enabled the Group to manage production and distribution 

activities more effectively. Nowadays, the Atlantic Group stands out as one of the 

leading food producers in the region, with prominent brands in the segment of coffee - 

Grand Kafa and Barcaffe, range of brands from the beverages segment - Cockta, Donat 

Mg, Cedevita, Cedevita GO!, Kala and Kalnička water, portfolio of brands in the 

snacks segment - Smoki, Najlepše želje and Bananica, and Argeta brand from the 

savory spreads segment. Furthermore, the Group has a broad product portfolio in the 

segment of personal care. It owns the leading Croatian manufacturer of vitamins, 

minerals, dietary supplements and non-prescription drugs as well as the leading 

pharmacy chain in Croatia under the brand name Farmacia. Moreover, the Group 

produces and distributes Europe's leading brand in the sports nutrition – Multipower. 

The Group also has strong presence in the Russian market and the CIS with a portfolio 

of baby food under the brand Babi. With its own distribution network in Croatia, 

Slovenia, Serbia and Macedonia, the company also distributes a range of products of its 

external partners.
83

 The vision of The Atlantic Group is to be a modern, innovative and 

efficient company that produces and distributes high-quality consumer goods, and 

contributes to the quality of life of its consumers. The mission
84

 of the Atlantic Group 

is to build and maintain long-term relationships with its customers and consumers by 

offering unique products and services tailored to their individual needs. The Atlantic 

Group creates added value by developing new products, continuous innovations, 

identifying new business opportunities, setting the market trends, and identifying and 

developing human potential.  

 

Organizational structure 

 

In 2014, the Atlantic Group introduced a new, more effective way of managing 

business segments and distribution markets. Namely, in accordance with the strategic 

focus of business internationalization, the company nominated the CIS market as a new 

Strategic Distribution unit. Given the importance and size of the Serbian market for the 

company’s business (the second largest single market in the portfolio of Atlantic 

Group), the management also decided to name it as a Strategic Distribution unit. 

Accordingly, new business organization includes: 

six strategic business units (SBU) - Coffee, Snacks, Savory Spreads, Sports and 

Functional Food, Pharma and Personal Care, Beverages  
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Business unit (BU) Baby food 

Five strategic distribution units (SDU) – Croatia, Serbia, International markets, The 

Commonwealth of Independent States, 

Two distribution units (DU) - Slovenia and Macedonia 

 

Every Business Unit has an internal organizational structure, which, depending on the 

activities and scope of operations, consists of organizational units: business units, 

organizational units and departments. Segment of Business Operations includes 

strategic business units, Business unit, strategic distribution units and distribution units. 

It also comprises the functions of the Central procurement, Central Marketing and 

Corporate Quality Management in order to use all synergies within the system and 

ensure effective coordination of procurement, marketing and quality, and to establish 

unified standards for the entire Group. 

 

Ownership structure 

 

The Atlantic Group has a stable ownership structure. Emil Tedeschi owns 50,2% of the 

company's shares; European Bank for Reconstruction and Development owns 8,5%, 

Lada Tedeschi Fiorio owns 5,8%, and pension funds own 20,3%. German Development 

Bank reduced its share in the ownership structure from 8.5% to 2.3% in the process of 

accelerated enrollment.
85

 

 

Quality policy 

 

The Atlantic Group cultivates the corporate culture that provides the framework for the 

quality policy. All employees of the company are committed to the aim of being 

'naturally different - naturally excellent'. Daily, numerous consumers of their products 

show their trust to the company because the company with responsibility builds 100% 

safety of their products. They listen with great passion the needs and desires of their 

customers trying to transfer the wishes and needs into the excellence of their brands and 

products. The highest management sets goals and provides resources to achieve these 

goals. The highest management also sets the example, which promotes the awareness of 

the quality as part of the culture of every employee. The highest management follows 

new scientific achievements and embeds them in their products and services. The 

company obeys the security policy in accordance with local and European legislation 

and requirements of the market and of the consumers. Product security is ensured by 

various control activities aimed at managing risks at all levels of the supply chain.  

 

The system of quality in The Atlantic Group 

 

The system of quality of process management in the Atlantic Group is based on process 

approach meaning that the key business processes are identified. The company’s 

process management developed their own corporate practices based on the best 

international practices and standards. The basis of the system is the requirements of 

ISO 9001 standard which is integrated with the specific standards and regulatory 

re uirements. In the company’s system creativity is the most important because it helps 
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to upgrade common standards and to create dynamic environment adaptable to changes 

in the business environment. The Atlantic Group thus builds the strong unique system- 

the unique strength of business excellence. The system fully integrates and combines: 

 

 the requirements of business process management (ISO 9001) 

 the highest level of security of products and services (FSSC 22000, HACCP , 

GMP) 

 the requirements of the environmental management (ISO 14000) 

 

The initiator of the system is a philosophy of continuous improvement, which directs 

the processes towards excellence with the following activities: plan, do, check and act. 

Continuous monitoring allows the company to initiate proceedings corrections at any 

time, and comparisons with defined performance criteria are the basis for new process 

improvements. 

 

Social responsibility 

 

As part of the community, The Atlantic Group is aware of the importance and the need 

of its own influence on the improvement of social conditions in general and promoting 

the right values. The company is as well aware of the need to invest the part of their 

profit into the community. The social responsibility is focused on four groups: 

responsibility towards employees, community responsibility, environmental 

responsibility and responsibility to the investors. 

 

Responsibility towards employees 

 

The Atlantic Group is a multinational company with companies and representative 

offices in 11 countries. Therefore, special attention is paid to building a unique, 

'naturally different', corporate culture that respects diversity and promotes cooperation 

and synergies between different segments of production, innovation, marketing and 

sales.
86

 Facilitating integration into employment helps to establish and maintain an 

engaged and motivated workforce which is part of the company’s company mission.  

Start A  

 

Getting to know your company is a constant learning process required for effective 

performance, and, their one-day orientation program is an integral part of it. Start A 

serves as a practical guide on what you need to know about the company’s business and 

the way it works. A new employee is given an overview of the organizational structure, 

strategy and policy, which includes a presentation on the history of the company, its 

brands and markets. Moreover, and more importantly, employees are also given an 

introduction to corporate culture, shared values, philosophy, standards and traditions. In 

a very practical way, new employees are provided with the basic information about the 

benefits and material receipts, staff and offices available to provide support, and other 

ways of saying connected, making it possible for the new employees to immediately 

feel more comfortable in their work environment. Start A helps new employees to 

become more familiar with their roles, as well as with their colleagues from their 
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immediate surroundings, but also from different functions in the business, which is 

important because it facilitates integration into the working environment. A member of 

senior management and a representative of the Department for Human Resources 

Management welcome the newly employed and respond to all their most frequent 

questions about professional life.  

 

• Development and Career 

 

The Atlantic Group invests a lot to create opportunities for employees to grow and 

prosper, and they are aware of the fact that the perspective of career development 

brings the company more quality individuals with more knowledge and skills. 

Therefore, it is precisely the career concept that they develop and promote, what unites 

the strongest interests and needs of the individuals and the company. The company’s 

interest provides and allows its employees the opportunity to acquire, restore and 

expand their knowledge and skills in accordance with the needs and development of the 

company. Therefore, special attention is paid to continuous education and training of 

the staff by developing and implementing specialized programs and training at all 

levels of the organizational structure.  

 

• Education and training 

 

Promoting knowledge is important in changing business environment. Acquiring new 

knowledge and skills through professional and personal development of employees, is a 

prerequisite and guarantee of business success. Because of this, the company constantly 

encourages employees and allows them to attend business schools and specialization, 

and to attend professional conferences and congresses. Contents and training courses 

that the company prepares and offers include seminars and courses that their experts 

hold for the employees, as well as outside institutions through programs tailored to their 

needs. 

InnoWave 

Employees of the Atlantic Group can participate in the InnoWave program whose main 

purpose is for every employee in the company to contribute to its development and 

improvement. InnoWave's principle allows all employees or groups of employees to 

propose innovations for any sector at any time.  

 

• Compliment your colleague 

 

Within the Corporate Culture program, there is a reward program aimed at promoting 

corporate values and employees’ motivation to recognize and reward those of their 

colleagues whose behavior and work best represent the values of the company. The 

program 'Compliment your colleague’ is for all the employees in all Atlantic's 

companies in all markets, and is divided into several categories: Naturally different 

hero, Ray sun, Win a mountain, Surf the wave. 

 

• Performance management 

 

"What is measurable is feasible". This phrase is often heard when it comes to 

performance management, and the key philosophy of this thinking is rewarding 

performance and managing it. The company's wish is for all the employees to have 
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clearly defined goals, which are determined together with their leaders, based on 

business goals, through three main areas of impact - profit, process and people. The 

process management system used by the company is called U3. It is a system for 

evaluating performance, based on dialogue and setting goals. It ensures that the 

expectations of the impact are explicit to everyone and that the needs of individual 

development are the established and achieved. 

 

• The reward system and employee benefits  

 

The Atlantic Group rewards its employees fairly in accordance with the prevailing 

conditions in the local market. The data from the labor market are collected regularly 

thus ensuring that the structure of rewarding remains competitive. Their reward system 

is well structured and transparent in its application. 

 distributes the appropriate employees to appropriate jobs 

 sets requirements and standards, the final outcomes and measures 

 provides continuous mentorship and feedback 

 creates the basis for efficient systems that reward staff for their contributions 

 provides employees with opportunities of promotion / career development. 

 

Community responsibility  

 

As part of the community, The Atlantic Group is aware of the importance and the need 

for its own influence on improving social conditions in general and promoting the right 

values. The company is well aware of the need to invest the part of their profit into the 

community. Along with a wide range of donation projects, its sponsorship activities are 

very significant. The largest funds and efforts are invested in supporting projects such 

as BC Cedevita. The Atlantic Group is an active participant and organizer of a number 

of humanitarian actions and it systematically supports a wide range of organizations 

and associations concerned with the protection and assistance to vulnerable social 

groups. (The above list is part of the total activities of The Atlantic Group in the 

community in 2014.)
 87 

They sponsor sport events by using brands' names: BC 

Cedevita, Planica SKI JUMP, Giro d'Italia, Basket-tour (street basketball tournament), 

Ski Association of Slovenia, Belgrade Children's Marathon, Mario Todorovic 

(swimming). The Cedevita basketball club continues to be the flagship of The Atlantic's 

sponsorships. The Atlantic Group is actively involved in promoting basketball as an 

important sport of national interest by bringing in better players and coaches, and is 

interested in the promotion of the Cedevita brand after which the basketball club was 

named. However, the most important thing and the key success of this project is a 

basketball academy in which more than 400 children are included and that is financed, 

organized and managed by the Atlantic Group. The Atlantic Group and the academy 

are active in 11 primary schools in Zagreb where 200 children train basketball. By 

financing the Academy, they ensure the future of this sport as well as the possibility of 

healthy and useful leisure activities for children. Thanks to the sponsorship of the 

Atlantic Group, and to the efforts made by gathering other sponsors around BC 

Cedevita, the club is at the moment one of the most promising teams in the Croatian 

and regional leagues. By financing the club, and encouraging the fans to support it, a lot 
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has been done to promote basketball in Croatia. Along with the support of Croatian 

Basketball Federation, The Atlantic Group supports the women's regional basketball 

league, where the brand Multipower provides an additional impulse to its strengthening.  

 

Ad2) Multipower (skiing, cycling, bodybuilding, extreme sports) 

 

The Atlantic Group perceives the CSR as a principle, which is put into practice in all 

countries present with its business. The Atlantic’s sponsorship activities through sports 

nutrition brand Multipower are very significant. In 2014, the Multipower brand 

sponsored the basketball, but also it was one of the sponsors of sports such as cycling, 

bodybuilding, triathlon, ironman competitions, rugby, running, and some extreme 

sports events such as parkour, mountain running and kite surfing. Since 2014, the 

Multipower has sponsored the Slovenian biathlon team, whose member Teja Gregorin 

won the bronze medal in the Winter Olympics in Sochi in a race at 10 km which is the 

first Olympic medal for Multipower. Also, it is a significant sponsor of the race Giro 

d’Italia.
88

 

Ad 3) Other sports: ski jumping, marathon, handball 

 

The Atlantic’s brands such as Cockta, Cedevita, Argeta, Multipower, Smoki and 

Barcaffé have sponsored competitions in ski jumping in Planic. The year 2013. marked 

60 years of Cockta’s sponsorship. Also, the Group supports the Ski Association of 

Slovenia – its Alpine and Nordic team whose members Tina Maze and Peter Prevc 

were named Slovenian best athletes in 2013. In the Winter Olympics in Sochi in 2014, 

Tina Maze won two gold medals. The Atlantic’s brand Smoki sponsored the 20
th

 

Belgrade Children’s Marathon wanting to promote the healthy style of life. 

 

Ad 4) Sponsoring cultural events: Sarajevo Film Festival, Spancirfest in Varazdin, 

Slovenian advertising festival (SOF), MSU Summer Fest (Cockta), CMC Vodice - 

Croatian music festival, Croatia sports conferences (Sport), Tourism and gastronomy 

fair in Bijeljina (Grand instant), Coffee Fest in Belgrade, Coffee & Chocolate fest in 

Zagreb, Atomski zdesna - movie and regional premieres.  

 

The Atlantic Group, in 2014, supported the 20
th

 Sarajevo Film Festival (SFF), central 

cultural event in the region. Not only did it sponsor it, but it was also a partner of a 

special festival project- Sarajevo- The City of Film. This is a project for young 

filmmakers from the region, in which they are given the opportunity to work in fully 

professional conditions. The project takes care of the future of the festival, of the young 

professionals’ future, and of the future of the regional film industry. 

 

In June 2014., thirty students from Master program "International Management" from 

the University of Klagenfurt visited Cedevita factory. The reason for their arrival in 

Zagreb was their visit to the Faculty of Economics and their colleagues. Their wish was 

to see one of the most developed Croatian food companies, so the Atlantic Group was 

their logical choice, thus the company gave their contribution to the general cooperation 

with the academic and student community. 
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Ad5) Socially vulnerable groups: Zagreb Rehabilitation Centre - Paunovac, Centre for 

Education Dubrava, Slovenian Food Bank, the Red Cross, the Forum for Sustainable 

Communities, Economic Institute (Serbia), Humanitarian Action ‘’Everything for her’’ 

 

In 2014, The Atlantic Group continued its cooperation with the Centre for Education 

Dubrava. This year, the Atlantic Group hosted young entrepreneurs from CAD at 

Cedevita factory, trying to familiarize them with their business processes. The Atlantic 

Group donated money to Zagreb Rehabilitation Centre – Paunovac to renovate the 

tennis court. In 2014, The Group supported Economic Institute on the 4th Agricultural 

Forum "Food for Europe ' as part of the strategy of agricultural and rural development 

of Serbia 2014-2024. The Group also donated money to 'Center for Integration of 

Youth' known as the 'Shelter for street children' as a support to the implementation of 

service programs 'For sustainable inn’. The Atlantic also supported the Forum for 

Sustainable Communities, which deals with issues of corporate philanthropy, cross-

sectorial cooperation, the sustainability of civil society and the role of the business 

sector, donors and foundations in the development of local communities. The Atlantic’s 

brands Dietpharm and Pharmacia helped raise money for the Center for psychological 

assistance to women suffering from cancer. Association of women diagnosed and 

treated for cancer ‘Everything for her’ has been providing information, psychological 

and logistical help to suffering women and their families and friends since 2008. 

 

As part of the project ‘A small gift for the important thing!', The Atlantic brand Argeta 

Junior donated money to equip two kindergartens destroyed in the floods, 'Majka 

Jugović' in Doboj and 'Dječji vrtić' in Maglaj. Croatian Leukemia and Lymphoma 

Society is leading the project 'Plastic corks to expensive drugs' whose aim is to use 

money collected by recycling corks to help co-finance the acquisition of expensive 

drugs to treat its members. The Atlantic's ‘Follow me team’ supported the action in 

different locations in Zagreb and other Croatian towns and invited all colleagues to take 

part in this humanitarian and ecological initiative.
89

 

 

Ad6) The fourth Value day 

This is a traditional annual gathering of sorts for the Atlantic employees. This year it 

gathered the record number of 1206 employees. Every year, they, with their positive 

energy, style, humanitarian efforts and good sense, leave a positive footprint through 

activities they themselves nominate. This year, in 10 countries and 24 towns through 70 

different activities, they creatively, responsibly and passionately helped local 

communities. They also helped each other by arranging work sites, planting plants, 

landscaping, painting and cleaning rooms in homes, shelters and schools and blood 

donations. Some employees also visited the former colleagues in nursing homes, and 

others spent an educational day with their colleagues from production where they 

learned how products are developed, packed and distributed.
90

 

 

Environmental Responsibility 

 

In the Atlantic Group, the care for the environment has expanded from the local to the 

corporate level with consistent Environmental Management System and the focus on 
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the protection of the environment for the future. The Atlantic Group made significant 

progress towards sustainability by connecting the ongoing activities that belong to three 

dimensions: environmental and energy efficiency, people, society and management. In 

2014, The Atlantic Group began to actively reconsider the entire value chain, including 

supply chain, business and logistics, product development, marketing, the use of 

products by consumers and final use of products and potential disposal. This approach 

has been recognized as the basis for consideration of the product life cycle. A key step 

in this direction was the beginning of the recognition and management of potential 

environmental impacts of the company’s business beyond the internal borders. In 

previous years, the focus of concern for the environment had been on the external 

stakeholders i.e., the suppliers. Since 2014, the focus has expanded to customers and 

consumers.
91

 

 

Responsibility towards financial institutions 

 

Since its foundation, the Atlantic Group has been listed on the Zagreb Stock Exchange 

(ZSE). Their business activities are in accordance with the Code of Corporate 

Governance, which significantly improved standards of business transparency in 

compliance with the European Union directives and relevant Croatian legislation. By 

applying the above-mentioned Code, the Atlantic Group defined the procedures for the 

work of Supervisory Board, Management Board and other bodies and structures 

responsible for decision-making, avoiding conflicts of interest, efficient internal control 

and effective system of accountability. The same Code regulates obligation of public 

disclosure of sensitive information, all in an effort to ensure equal treatment of 

shareholders and transparency of information for existing and future investors. In 

accordance with the consistent application of the Code, Atlantic Group develops and 

operates in accordance with good corporate management practice. With its business 

strategy, business policy, key internal acts and business practice, the Group tries to 

contribute to transparent and efficient business operations and quality relations with the 

business environment in which it operates. The Atlantic Group also signed the Code of 

Business Ethics, initiated by the Croatian Chamber of Economy. The previously 

mentioned Code established guidelines for ethical behavior of business entities in the 

Croatian economy. Setting ethical criteria contributes to more transparent and efficient 

business operations and quality relations between economic subjects in Croatia and the 

business environment in which they operate. Signatories of the Code of Ethics pledge 

to responsible and ethical behavior to other companies in the market, and to the 

development of good relations and fair competition. Pursuant to the applicable legal 

regulations, the Atlantic Group prepared the Statement on Corporate Governance Code 

in 2011, which confirmed the operation and development in accordance with good 

corporate governance practice in all business segments. The Statement on Corporate 

Governance Code was published on the official websites of the company and on the 

website of the Zagreb Stock Exchange
92

. 
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Conclusion 

 

Corporate social responsibility has long been present not only as a concept but also as 

an important component incorporated into business enterprises around the world, 

whereas in Croatia this topic still has not received enough attention. By implementing 

corporate social responsibility in its long-term strategy, the company takes full 

responsibility for the activities that go beyond the solely economic interests. Therefore, 

everything the company produces, how the production affects the environment, how it 

employs, trains or influences the development of its own people, the way it invests in 

the community and respect for human and labor rights - all of these together determine 

the overall impact of that company on the society. The meaning of social responsibility 

is to maintain good relations, not only with the consumers, but also with all the 

stakeholders interested for the company's business. The fact is that by taking on this 

responsibility the companies realize a variety of benefits such as: increase in sales and 

in market share, enhancement in corporate image and influence, strengthened ability to 

attract, motivate and keep employees, reducing business costs, increasing the 

attractiveness for investors and financial analysts. However, the companies vary in their 

ability to choose impecunious areas, and present the ‘good deeds’ they do. Modern 

business requires new approaches to the management of the company. Social 

responsibility is becoming the main principle of doing business in modern societies. All 

companies that are successful on a global scale are in general socially responsible. The 

aim of this study was to demonstrate and highlight the great opportunities and benefits 

for the company, the local community and the whole society when by this type of 

business is implemented.  
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Abstract 

 
In the process of growing, small and medium-sized companies will meet different barriers in 

their business eco-system. Government regulations, bureaucracy, difficult access to finance and 

corruption are among the most common barriers that can seriously slow down companies’ 

process of growing, or even destroy them. Small and medium-sized companies (SMEs) are 

substantially affected by the development of the business eco-system (especially business 

support organizations and business advisers). A developed and supportive business eco-system 

can help SMEs to minimize those barriers or to signal them which choices and behaviors are 

generally accepted within society. In transition economies that are often characterized by weak 

institutional development, underdeveloped financial markets and bureaucracy, SMEs will need 

more time to grow and will have higher transaction costs. In order to speed up that process and 

lower transactions costs when using external sources of finance, SMEs will use their network – 

suppliers, big buyers, family and friends, bank officers, accountants, lawyers and business 

support organizations. When there are no results from using networks, SMEs will reach for 

other accepted, but not necessary moral, choices and behaviors within society. The aim of this 

paper is to show that in the process of obtaining external sources of finance owners/managers 

of SMEs will use advice from their network, but especially from those that can speed up the 

process. In order to find a correlation between owners/managers network and leverage of the 

SME, a survey has been conducted on 108 Croatian SMEs (older than 12 months). Their 

financial data has been derived from their publicly available financial reports. The results of 

this research show which form of networking enables companies (SMEs) to grow and develop 

faster. 

 

Also, paper gives recommendations for further research in order to better understand the 

impact of networking on success of SMEs. 

 

Keywords: access to finance, networking, business eco-system, corruption, growing 

companies 
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Croatian business eco-system 

 

Small and medium-sized companies play a vital role in economic growth, especially 

when it comes to creating new jobs. According to Birch (1979), 8 out of 10 jobs created 

in the United States of America during the 1970s were created within companies that 

had less than 100 employees. According to a 2014 study by the European Commission, 

small and medium-sized companies account for 99.8% of all the enterprises in the 

EU28, employing 66.8% of all employees, and creating 57.9% of total value added
96

. 

The small and medium-sized company sector in the Republic of Croatia does not lag 

behind the EU28 statistics. In 2013, the small and medium-sized company sector 

accounted for 99.7% of all businesses and employed 68.40% of the total number of 

employees.  

 

However, within the small and medium-sized company sector, particular attention is 

paid to growing companies. Growing companies, according to the Global 

Entrepreneurship Monitor (GEM) research, are characterized by a series of activities 

with which they strengthen their competitiveness in the market: they are developing 

new products, creating new jobs, technologically modernizing their equipment and 

machinery, and continuously working on internationalization of their business. 

Growing companies are a minority in all national economies. In Croatia, according to 

the GEM research, they account for only 8.2% of the total number of companies.
97

 

Increase in the number of growing companies is outlined as a goal in the Strategy for 

Development of Entrepreneurship in the Republic of Croatia 2013–2020. This strategic 

document is focused on strengthening entrepreneurial potential and improving 

entrepreneurial culture, and its programs and projects are implemented through a wide 

infrastructure network of business support institutions. In addition to MINPO (Ministry 

of Entrepreneurship and Crafts) and HAMAG INVEST (Croatian Agency for SMEs, 

Innovations and Investments), as umbrella institutions of entrepreneurial infrastructure, 

entrepreneurs can rely on the support of 88 other institutions – 21 regional development 

agencies, 10 local development agencies, 16 business incubators, 6 technology parks 

and 35 entrepreneurship centers, which employ 700 people.
98

 Business support 

institutions „support entrepreneurs by providing general advice, education, supporting 

new companies that are introducing new technology, assisting with completing project 

applications, and by securing locations for industrial development with complete 

infrastructure“.
99

 According to the GEM research, Global Report 2015/16, physical 

infrastructure of the business environment in the Republic of Croatia is rated as the best 

part of entrepreneurial business environment, and does not at all lag behind the average 

of all countries included in this study (Figure 1).  
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Figure 1. Experts' grades of the business eco-system of the Republic of Croatia in relation to the 

average of GEM countries 
 

Source: Kelley, D., Singer, S., Herrington, M. (2016). Global Entrepreneurship Monitor: 

2015/2016 Global Report, Babson College, USA, p. 69 

http://gemconsortium.org/report/49480 (accessed July 12, 2016) 

 

Chambers should also be added to this number, namely the Croatian Chamber of 

Economy and the Croatian Chamber of Trades and Crafts, membership in which is 

obligatory for all business entities in the Republic of Croatia. However, despite their 

number, according to the results of research conducted for the purpose of creating the 

Strategy for Development of Entrepreneurship in the Republic of Croatia 2013–2020, 

business support institutions do not have appropriate products and services with which 

they would be able to help companies regardless of the stage of their development and 

life cycle. In other words, the owners of small and medium-sized companies in the 

Republic of Croatia lack knowledge of quality management, marketing knowledge, 

project and finance management knowledge, and are not fully aware of the advantages 

of association and protection of intellectual property. However, neither the employees 

of business support institutions have sufficient knowledge to help in addressing these 

needs. The projects and programs of the line ministry and the HAMAG INVEST are 

primarily oriented to start-up companies. The majority of activities of the Croatian 

Bank for Reconstruction and Development, which provides loan funds to the small and 

medium-sized company sector under more favorable conditions, are also aimed at 

beginner entrepreneurs. In such conditions, owners of growing businesses would 

necessary turn to business advisors or consultants. However, according to the Croatia 

Consultancy Market Study, the perceived quality of consultancy services in the 

Republic of Croatia is lower than the average grade of GEM countries. The Republic of 

Croatia does not have a unique registry of available consultancy services, and several 

attempts to introduce certification of consultants and standardize consultancy services 

in the market have not been successful. The principal source of business information 

are 1,415 companies registered to provide advisory and consultancy services. Despite 

their abundance and availability, according to the aforementioned study, despite the 

problems shown in Figure 2, as many as 78% of companies have not used the services 

of advisors or consultants in the last 3 years. But, even more worrying is the fact that as 

http://gemconsortium.org/report/49480
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many as 68% of respondents have solved their problem independently, although the 

problems were complex and mostly of legal nature. 
 

 
Figure 2. Types of problems of the small and medium-sized company sector in the Republic of 

Croatia 

 

Source: Alpeza, M., Mikrut, M., Oberman Peterka, S., Delić, A. (2014). Croatia Consultancy 

Market Study, European Bank for Reconstruction and Development, Zagreb, p. 81, 

http://www.cepor.hr/wp-content/uploads/2015/07/EN-Croatia-Consultancy-Market-Study.pdf 

(accessed July 12, 2016) 
 

The reasons for such a situation should be sought in the trust of owners of small and 

medium-sized companies in business advisors, that is, consultants, public 

administration institutions (only 11.2 % of the SME owners trust state institutions)
100

, 

and other possible channels and ways of solving problems. 
 

Barriers to the company growth process 

 

In order to increase the share of growing companies in the Croatian economy, and for 

the growth of Croatian economy in general, it is necessary to remove the barriers that 

prevent companies to grow and develop, that is, increase the quality of the business 

environment. According to the GEM survey, owners of small and medium-sized 

companies cite bureaucracy, legal and regulatory requirements, government measures 

and policies, education, and cultural and social norms as the biggest barriers (Table 1).  
 

Table 1. Average grade of entrepreneurial environment in Croatia and the EU, average for 2015 

Elements of entrepreneurial environment Republic of 

Croatia 

EU average 

Access to finance 2.0 2.7 

Government policies – priorities and supports 1.8 2.5 

Government policies – speed and ease of functioning in 1.4 2.4 
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regulatory framework 

Government programs 2.0 2.7 

Primary and secondary education 1.3 2.1 

Tertiary education 2.1 2.7 

Transfer of research and development 1.8 2.5 

Commercial and professional infrastructure 2.6 3.1 

Openness of the market – dynamics of change 3.6 2.9 

Openness of the market – entry barriers 1.8 2.7 

Access to physical infrastructure 3.8 3.8 

Cultural and social norms 1.6 2.6 

Source: Singer, S., Šarlija, N., Pfeifer, S., Oberman Peterka, S. (2016). What makes Croatia a 

(non)entrepreneurial country?, GEM Croatia 2012-2015, CEPOR, Zagreb 

 

Access to physical infrastructure, which includes access to professional and business 

infrastructure, is among the best rated elements of entrepreneurial environment, while 

access to commercial and professional infrastructure is still lagging behind the EU and 

GEM average despite the fact that Croatia is constantly investing in the development of 

business support institutions. This necessarily leads to the conclusion that it is 

necessary to review the existing approach to the development of the business 

environment „since extensive institutional presence is not a guarantee of the ade uacy 

and  uality of services“.
101

 Transfer of knowledge from higher education institutions 

and research institutes to the small and medium-sized company sector is extremely 

important for strengthening the innovation capacity of companies. The Republic of 

Croatia is significantly lagging behind the EU and GEM average in this element of the 

entrepreneurial environment, which is one of the reasons for the lack of 

competitiveness of Croatian companies in both the single EU28 market and in the 

international market. Access to finance is also among the lowest rated components of 

business environment. Although the supply of bank loans is satisfactory, other forms of 

financial resources and products are lacking, as well as resources intended for financing 

companies in the phase of intensive growth (venture capital, IPO, etc). 

 

According to the World Bank's Doing Business 2016102 report, Croatia is positioned in 

40th place out of a total of 189 surveyed countries. However, in the categories relating 

to the number of days required to start a business venture, obtaining construction 

permits, as well as obtaining loan funds, Croatia still records a higher number of 

required days and permits than the average for the countries included in the survey. 

 

The Business Environment and Enterprise Performance Survey – BEEPS, carried out 

by the World Bank, states efficiency of the legal system, corruption, tax burden and 

access to finance as the most important problems of the business environment. Other 

studies, such as Corruption Perceptions Index, conducted by Transparency 

International
103

 also deal with the level of corruption, that is, the problem of corruption. 

Out of a total of 167 countries involved in the research, Croatia is in the 50th place. The 
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level of corruption in Croatia is above the world average. According to the opinions of 

business entities, collected in the Business, Corruption and Crime in Croatia study, 

corruption is the third most important obstacle to doing business, right behind high 

taxes and complex tax regulations
104

. The results of the same study also show that 

business entities that have paid bribes have done so 8.8 times within a year. In Croatia, 

bribery is most often given in order to accelerate a procedure (in 43.1% of cases), 

ensure better treatment (14.1%) and in order to complete an administrative procedure 

(12.6%). The main purpose of bribery is to gain advantages over the competition, and 

the average bribe amount is EUR 395.
105

 

 

The Global Competitiveness Report 2015-2016, published by the World Economic 

Forum, measures national competitiveness of countries, which is defined as a set of 

institutions, policies and factors that determine the level of productivity of the business 

sector and welfare, that is, the citizens' standard of living. According to this report, in 

2015, Croatia was in the 77th place (out of 148 countries involved in the research), and 

highlighted as the main problems affecting the low level of competitiveness are 

agricultural policy costs, impact of taxes on investment, burden of government 

regulation, efficiency of legal framework in settling disputes, and legal framework for 

foreign investments.
106

 

 

The results of the aforementioned studies indicate the existence of a high level of 

agreement about the main characteristics of the business environment in Croatia: bad 

government policies and programs, high levels of corruption, underdevelopment of 

informal sources of financing, hindered access to finance, inefficiency of the legal 

framework, high administrative barriers, and weak focus on entrepreneurial education 

and transfer of knowledge from research institutions to the business sector. These 

characteristics of the business environment make doing business extremely complex 

and difficult, and administrative barriers require more time for obtaining permits and 

starting a business. In addition, the above barriers, particularly difficult access to 

financing sources, legal protection and corruption, affect the small and medium-sized 

enterprise sector twice as much as the large companies.
107

 In such business 

environments, small and medium-sized companies will remain small for a longer time, 

i.e., their process of growth and development is made difficult or sometimes even 

rendered impossible. In order to speed up administrative processes, when obtaining 

necessary permits or approvals of loan funds, owners of small and medium companies 

will resort to means that are available to them, especially those that have proven 

effective in previous processes.  
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Networking as a way of minimizing barriers in the business eco-system 

 

Networks, which can be defined as „group of different organisations, with convergent 

goals, which share an identity and develop a singular definition of trust and power and 

pursue repeated exchange relations“
108

 are becoming increasingly important to 

entrepreneurs. Entrepreneurs use networks for obtaining access to market, information, 

technology and other resources.
109

According to Taylor and Thorpe (2004) 

entrepreneurs, in some extent, depend on their networks of personal relationships when 

making decisions and solving problems. Speaking about networking of owners of small 

and medium-sized companies, it could be defined as „resources individuals obtain from 

knowing others, being part of a network with them, or marely being known to them and 

having a good reputation“.
110

 Networks can be a source of competitive advantage for 

companies (Mele, 2009), enhance their chances of survival (Baum et al., 2000) and 

reduce the lender's expected cost of providing capital (Petersen and Rajan, 1994). Small 

firms usually depend on financial intermediaries, particulary commercial banks, which 

makes asymmetric information a much more expressed problem (Berger and Udell, 

1995). Commercial banks tend to develop long-term relationships with SME owners in 

order to minimize these information problems. More information about the SMEs and 

their plans enables banks to offer better loan conditions and even lower collateral 

requirements. 

 

But, owners of SMEs do not share information about their companies easy. According 

to Uzzi (1999), there are two types of networks that entrepreneurs use for obtaining 

information. Arm's-length relationships are used for obtaining a wider variety of 

resources, viewpoints and different information, while embedded relationships are used 

for solving specific problems and sharing views and information that are of vital 

interest for company (i.e. choosing the source of external finance). How strong the 

network will be, depends mostly on thhe trust between entrepreneurs and other 

members of the network. 

 

SMEs in the growth phase usually need some external finance. In that phase, SME 

owners will heavily depend on dense networks (embedded relationships), often 

including a high proportion of family members (Klyver and Hindle, 2007). Importance 

of diversity in social networks changes also during the business-life cycle and folows 

the U-shape (Figure 3). 
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Figure 3. The changing importance of structural diversity 

Source: Klyver, K., Hindle, K. (2007). The Role Of Social Networks At Different 

Stages Of Business Formation, Small Business Research 15,1, p. 26 

 

The ability to network seems to be one of the most important entrepreneurial skills 

since it enables entrepreneurs to „stay in touch with the latest developments, but also 

gain access to resources that would be otherwise inaccessible, or at least more 

costly“.
111

 

 

Networks and their structural diversity vary also with cultural and national differences. 

In some cultures networks have negative meaning and they are often connected with 

some level of corruption. This type of networking is known as blat in Russia and 

guanxy in China. But, in economies that suffer from „various types and levels of 

corruption and that corruption can constitute various degrees of institutionalisation and 

embeddedness in national culture“
112

 it can affect the behavior of market actors. In 

order to solve their problem on time, acquire neccessary resources, access to sources of 

finance entrepreneurs can use their networks to identify the individuals or groups, 

usually with political power, that can help to „speed the process“ or „grease the 

wheels“. Mele (2009) identified this type of networking as networking cronyism, 

where people with political power use their influence in one or several networks, to 

obtain posts for co-members with a result that is contrary to what is required by the 

common good. According to Dobryninas and Zilinskiene (2004) the large majority of 

Lithuanian SMEs had been victims to bribery, hardly any had reported it nor appealled 

for help. Among reasons for not reporting it, SMEs cited that they do not have trust in 

institutions, they saw bribery as an expected consequence of business operations and as 

an assisting factor for business.  
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The situation is almost the same across all developing countries. Batra et al. (2003) 

found that in many Central and Eastern European countries SME owners reported that 

it was common in their line of business to have to pay some irregular additional 

payments to get things done. According to the Business, Corruption and Crime in 

Croatia report, most of the cases of bribery of public officials by business entities in 

Croatia relate to officials in the cadastral office (6.9%), municipal, county and city 

officials (5.9%), and police officers (5.7%).
113

 When government is not efficient in 

delivering services, corruption is, according to the opinion of Croatian entrepreneurs, 

the only way of solving problems. Companies that mainly operate in the national 

market are exposed the most to corruption and bad laws, while companies that export 

the majority of their products or services suffer less.
114

 

 

In a very narrow sense, corruption as network cronyism can be seen as a lubricator that 

may speed up some things and help entrepreneuers get on with wealth creation in 

specific instances (Aidt, 2009), but corruption hinders the development of those SMEs 

that can take over the risks and secure the biggest possible return on invested capital. In 

other words, corruption leads to pure waste and to misallocation of resources (Batra, 

2003) and represents significant hindrance for sustainable development. 

 

Research design 

 

The research on the use of networking by owners of small and medium-sized 

companies when making decisions about the structure of capital, that is, selecting 

external source of financing, was conducted on 108 Croatian small and medium-sized 

companies, and was a part of the study on factors of decision-making on capital 

structure.
115

 Attitudes, thoughts and decision-making methods of SME owners were 

collected through a questionnaire which consisted of 39 questions. The sample of 

companies on which the research was conducted was selected using the Poslovna 

Hrvatska database, which has records of 750,000 business entities, but for the purposes 

of the research, owners of small and medium-sized enterprises that can be contacted via 

email were selected. The response rate was 28.35%. Also used during data collection 

was the data from business support infrastructure, as well as their networking, so as to 

approach owners more easily and also get the internal financial data necessary for 

understanding the process of decision-making on capital structure of small and 

medium-sized companies. Since results of financial analysis were necessary for the 

purposes of research, all small and medium-sized companies that do not conduct 

double-entry bookkeeping (crafts and family run farms) were exempt from the sample. 

The collection of secondary data necessary for drawing conclusions, final financial 

statements (balance sheet and profit and loss account) of companies in the sample, was 

carried out by using the Register of Annual Financial Reports (RAFR). The sample 

covers all activities, and excludes companies that were present on the market for less 
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than a year. Looking at the number of employees, the sample included 58.3% of 

companies with less than 10 employees, 31.5% of companies with less than 50 

employees and 10.2% with less than 250 employees. The observed companies have 

involved their family members in their business (only 28.7% had never used the work 

of the members of their families) – daily 38% of companies.  

 

The majority of owners in the sample of surveyed companies were aged between 40 

and 50 years – 37,5% of them, while the least represented were the owners younger 

than 30 years – 5.8%. Although primarily with secondary education (only 7.8% of 

owners had university education), only 29.8% of them regularly attend seminars 

relating to company management, while 23.1% said that their daily operations leave 

them no time for additional education. The largest number of owners in the sample had 

10 and more years of experience in running a company – 56.2%, for which they have 

pointed out that it is extremely important for making decisions about capital structure. 

At the same time, as many as 97.2% of owners have emphasized that financial literacy 

is crucial for decision-making about the company's capital structure. Owners of small 

and medium-sized companies primarily use their accountants' data; only 39.4% of them 

personally monitor their company's finances. 

 

The market of the Republic of Croatia is characterized by a high level of barriers that 

hinder business growth and development, with an extremely shallow financial market 

(very small number of financial products and available sources of financing). 

Administrative costs and requirements, inefficient judicial practice, as well as an 

inefficient system of supports aimed at encouraging economic development, but also an 

insufficient level of financial literacy of owners of small and medium-sized companies 

should be pointed out as the biggest barriers. In order to minimize the impact of those 

barriers (cost of asymmetric information when obtaining loan funds), owners of small 

and medium-sized companies rely more on networking and internal sources of 

financing (Carlin and Mayer, 1998; Rajan and Zingales, 2001; Beck, 2001). 

 

Based on the characteristics of the business environment and the features of owners of 

small and medium-sized companies, a hypothesis was derived, which shows that when 

making decisions on capital structure, SME owners rely on their network of contacts 

(networking), which increases the level of indebtedness and allows financing the 

growth and development of their companies. 

 

Pearson correlation coefficient was used to test the hypothesis. 

 

Results 

 

When financing company growth and development, owners of small and medium-sized 

companies have most often used own funds, bank loans and leasing. The funds were 

most often used for financing long-term assets, settling due liabilities, and crediting 

buyers. But, as many as 48.5% of respondents pointed out that creditors' demands were 

too large, and that they lacked information on available sources of financing (27.5%). 

The research results are in line with previously identified barriers to growth of small 

and medium-sized companies, where they have especially highlighted administrative 

barriers and access to sources of financing. Entrepreneurs are reluctant to disclose 

information about sources of financing, as well as company financial data. 
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Entrepreneurs entrust information and confidence only to a narrow circle of trusted 

persons (friends and family members), and therefore results that show low use of 

information coming from other people, outside the circle of trusted persons, do not 

come as a surprise. The results show that owners of small and medium-sized companies 

are most often using family advice (28.8% take family advice very often), which is 

consistent with previous research findings. Only 39.6% of respondents are using advice 

from their accountant, just 14.1% of them frequently. It is interesting that advice from 

bankers are used by only 29.2% of entrepreneurs, frequently 8.3% of them, which 

hinders development of long-term relationships that could reduce costs of providing 

capital.  

 

In 2008 and 2009, the Republic of Croatia went through a period of recession with a 

large share of bad loans in commercial banks and investments that were almost non-

existent. As the GDP increases, so does the number of requests for external sources of 

financing, and thus also for the „services“ of politicians at local and national level. 

Table 2 shows correlation between companies that frequently use information and 

advice from politicians at national and local level and the indebtedness indicator. As the 

situation in the economy gradually improved, the frequency of use of politician contacts 

increased. Namely, the companies that had better quality information and data, as well 

as politicians' „recommendations“, obtained additional external financing and thus 

financed growth and development. 
 

Table 2. Results for correlation between frequency of using advice and leverage 

Frequency of 

using personal 

contacts 

Indebtedness 

indicator 2008 

Indebtedness 

indicator 2009 

Indebtedness 

indicator 2010 

Friends 

 

r = 0.013 

p = 0.901 

 

r = 0.122 

p = 0.248 

 

r= 0.157 

p = 0.143 

 

Other 

entrepreneurs 

r = 0.002 

p = 0.983 

 

r = -0.056 

p = 0.589 

 

r = -0.097 

p = 0.361 

 

Large buyers and 

suppliers 

r = -0.001 

p = 0.995 

 

r = 0.000 

p = 0.999 

 

r = 0.001 

p = 0.990 

 

Consultants r = -0.088 

p = 0.415 

 

r = 0.019 

p = 0.859 

 

r = 0.025 

p = 0.816 

 

Accountants r = -0.054 

p = 0.620 

 

r = 0.071 

p = 0.503 

 

r =0.119 

p = 0.269 

 

Bankers r = 0.156 

p = 0.158 

 

r = 0.132 

p = 0.223 

 

r = 0.153 

p = 0.165 

 

Politicians at 

national and local 

level 

 

r = -0.003 

p = 0.978 

 

r = 0.186 

p = 0.077 

 

r = 0.237 

p = 0.026 

 

Support 

institutions 

r = -0.101 

p = 0.348 

 

r = 0.083 

p = 0.430 

 

r = 0.040 

p = 0.707 

 

Source: Analysis of the data from the conducted research 
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Since entrepreneurs do not trust civil servants, that is, have no confidence in public 

institutions, they are not using advice of institutions for the promotion of 

entrepreneurship (business support institutions) that were established by units of local 

self-government when making decisions about the selection of external sources of 

financing. Due to poorly organized and for entrepreneurs still inaccessible offer of 

services of business advisors and consultants, correlation between the frequency of use 

of their advice and the level of company indebtedness has not been proven.  

 

Conclusion and recommendations for further research 

 

Networking is one of the most important skills of entrepreneurs, regardless of the life 

stage of the company. Networking allows access to information, ideas, opinions, but 

also to resources – raw materials, finance, and thus affects the very competitiveness of 

the company. Through long-term relationships with commercial banks it is possible to 

reduce costs related to asymmetric information, and thus it is easier to obtain the 

necessary funds to finance growth and development of the company. In their network 

of contacts, entrepreneurs most often rely on the advice of family. However, the 

network of contacts itself, its density and frequency of use of advice of individual 

members of the network is highly related to cultural and national characteristics of 

individual economies. Networking is negatively colored in some cultures, while in 

others it represents an indispensable part of operations of each company. Markets and 

economies that are characterized by high barriers for starting businesses hinder 

sustainable growth and development of companies, as well as their competitiveness. A 

deviant form of networking – network cronyism is more likely to prevail in such 

markets, which is characterized by networking with people who have political power 

and privileged information. Although in literature this type of networking is seen as a 

way to accelerate processes, it is, in fact, corruption. This type of networking will 

hinder sustainable growth of companies, as well as their competitiveness. The result of 

this type of networking is squandering of resources, and small and medium-sized 

companies that remain in that phase for long do not grow. The research conducted for 

the purposes of identifying the factors for decision-making on capital structure, used to 

draw conclusions in this paper, aimed to examine how much can a network of contacts 

help overcome the biggest and the most common barrier – access to finance, and which 

contacts can help owners of small and medium-sized companies in obtaining external 

sources of financing the most. Although the surveyed owners of small and medium-

sized companies mainly use advice from their family, the results show that networking 

with politicians at local and national level has the most impact on financial leverage 

and capital structure. Neither business infrastructure, which is heavily invested in in 

Croatia, nor advice of business advisors and consultants have been rated as important 

for making decisions on capital structure. Therefore, the emphasis of future research 

should be on identifying the needs of entrepreneurs towards business infrastructure and 

strengthening the capacities of public officials in these institutions. If these institutions 

do not contribute to the growth of the small and medium-company sector, they certainly 

do not contribute to the growth of national economy nor to sustainable development. 

Although companies can solve their problems significantly faster by resorting to 

corruption, it still cannot ensure long-term and sustainable growth.  
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Abstract 
 

With accession to certain researches in this problem we will see how marketing strategies are 

used by banking managers and how they affect to increase their growth, if and how the choice 

of particular strategy will provide positive or negative financial results. Banks are developing 

new methods of operation using modern marketing strategies and innovative technology. Open 

market today with in globalization requires great speed and ability to adapt to the new 

changes. Service sector contribution is great and very important for the development of the 

services market in one country, functions as a separate part through corporate offers and sells 

services to customers. The evolution of strategic marketing as a field of various studies in the 

past few decades, many authors see as a branch of various perspectives, paradigms, theories, 

concepts, frameworks, methods and models that are linked together through various areas,and 

the most significant area is marketing. We decided to explore the banking sector, because 

banks and the banking systems are very important for running an economy and maintain 

stability of the country. The data was taken from the banks, who were operating on the territory 

of the Republic of Macedonia. Banks do not have all the freedom in their work, because they 

are constantly under the supervision of National Bank of Macedonia (NBRM). The mission of 

the National Bank is to maintain the price and financial stability, contributes to increasing the 

economic welfare and living standards of citizens. While its vision is to be recognized as an 

independent, responsible, professional and transparent institution that will enjoy high trust and 

public credibility. Market advantage today is accomplished through several components, 

among which the most important is the quality, service and design. Also, must be able to 

recognize and to come in the wake of today's needs of its customers and users that will be able 

to predict their future desires, by being able to recognize and apply the method of adjustment 

their customers and they join in the process of operation. Therefore, to be able to market itself 

to achieve favorable results and to ensure the uniqueness of it, it is necessary to achieve a kind 

of difference from other banks or uniqueness. The subject of this research is banking sector in 

our country, whit special emphasis on the last ten years, with development of technology and 

technological breakthrough. 
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Introduction 

 

Subject of the research is: "Role of the marketing strategies for growth in the banking 

sector of R.M". So from the title you can realize that here we will approach to research 

of the service sector, as well as to the manner how it functions on the service market. 

The service sector implies and includes companies which offer services on the market, 

with objective satisfaction of client’s needs-consumers. Its contribution is big and 

rather important for development of the service market in one country, it functions as 

separate part which through the companies offers and sells services to clients. 

 

The objective of this thesis is to explain the concept and application of the strategic 

marketing and marketing strategies in banking. The same approach to the strategic 

marketing in banking refers to undertaking activities which lead to longer time period 

with aim to satisfy the needs of the companies as well as the citizens. One of the tasks 

of this thesis is clearly presentation of the marketing strategies and whether the same 

successfully can be implemented in practice. 

 

Marketing and strategic marketing 

 

Marketing occupies with identification and satisfying the individual and common   

needs, rather covers satisfying the needs. One of the marketing objectives is 

introduction and understand the buyers so well so the services-products to respond and 

sell by itself.  

 

The evolution of the strategic marketing as field of different studies in the last few 

decades, many authors see as a branch of different perspectives, paradigms, theories, 

concepts, frames, methods and models which interrelate through different fields from 

which the most important is the marketing.(Wind and Robertson, 1983).In 2004, 

American Marketing Association (AMA) published personal viewpoints for strategic 

marketing where the strategic marketing is seen as organization function and set of 

different processes for creating, communication and allocating values on consumers as 

well as managing of relations with them on manner where the biggest benefit will have 

the same organization and employed. (Marketing News 2004).Later, the following 

strategy for strategic marketing is published: Strategic marketing relates the business- 

choice of the marketing activities which should end and manner on which particular 

marketing activities will be conducted.(Porter, 1996). Marketing is a social and 

managerial process by which needs and desires of individuals and groups are provided 

through the production, supply and exchange of useful goods (Holm, 2006). Marketing 

management can be defined as follows: "The analysis, planning, implementation and 

monitoring of programs to create, provide and maintain a profitable transactions 

process with the buyers, in order to achieve organizational goals (Cutler, 2000). 

Marketing management is the analysis, planning, implementation and controlling of 

programs to achieve organizational goals. It involves programs made to establish and 

maintain beneficial exchanges with buyers (Lavak, 1382). 

Thus marketing management or demand management, supply and demand caused by or 

in the form of motivation is essential (Alvdary, 1387). According to the Marketing 

Association of America, marketing is the process of planning; the realization of an idea, 

pricing, advertisement and distribution of goods and services, where the exchange 

makes the individual and the organization in it a reality (Cutler, 2000; Belch and Belch, 
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2001). The art and science of marketing is to create or establish favorable conditions 

between supply and demand. The main task of marketing is to meet product and service 

needs of customers and focus on target market (Frank, 1994). Marketing involves 

activities that provide a comprehensive definition. Marketing experts raise their own 

vision based on these activities. Some of the definitions of marketing involve a group of 

activities that take place in the market and others include the ways marketers have to 

comply with the definition. Table 1 shows some of these definitions.  The art of 

marketing entails carrying the correct amount and quality of product or service to meet 

the need of customers at the right place and time, and ensuring that customers benefit 

from its activities (Arto and Sample, 2005). Today, advertisement is to be considered as 

part of marketing territory and all economic activities including manufacturing, 

distribution of a wide range of services, the management of sales and production and 

sales of goods and services. In summary, the designing, manufacturing, packaging, 

distribution and sale of goods and services to consumers, which ultimately lead to 

customers‘ satisfaction play an important role (Bolurian Tehrani, 1376). In marketing 

services, field marketing is important. Service activities include features such as 

intangibility, indiscernible and being different and impossibility (Pickton and 

Broderick, 2001). The exchange of product marketing and marketing services with the 

different goods and services between the same characteristics such as inseparable, 

intangibility, lack of maintenance and service is different (Murrar, 1995).  

 

Competitive marketing strategies 

 

 Today the market functions due to the aspect of "competitive advantage" of the 

companies acquire competitive advantage with designing of the offers which satisfy the 

needs of the target consumers better than the other competitive offers. They can give 

bigger consumer value with offering lower prices of consumers to competitors, for 

similar products and services or giving of more benefits which justify higher prices. 

According to Philip Kotler and Gary Armstrong marketing strategies which should 

consider the strategies of the competitors, as well as the needs of the target consumers, 

are composed of two steps: 

Analysis of the competition - process of identification of the key competitors, 

assessment of their objectives, advantages and weaknesses, strategies, reaction 

schemes, selection of the competition which should be attacked and competitors which 

should be avoid. 

 

Developing of competitive strategies with which the companies are strongly positioned 

on the market against the competitors, in addition giving strongest competitive 

advantage. 

 

Prof. Michael A. Hitt and R. Duane Ireland for competitive advantage say that success 

of the competitive ambient in XIX century demands particular skills, including the 

capability: (1) Wisely to use the scarce resources for costs to sustain in lowest possible 

level,  (2) Constantly to anticipate the often changes in consumer’s taste, (3) Company 

to accommodate on fast  technological changes, (4) To identify, adopt and successful 

managing with that making the company better than the competition, (5) Operations of 

the company permanently to be organized, for easier realization of the objectives and 

(6) Successful management and getting attachment from cultural different labor 

(Strategic Management: competition and globalization). The same increase of the 
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efforts for internet selling from the big companies can impact on the competitive 

dynamic of the service. That happened when Wall Mart enter in agreement with 

Fingerhut which should take big part of the orders for their products via internet. With 

this transaction some analysts emphasize that companies which work with retailing can 

attract the clients to less known companies. All activities which undertake these 

companies have an aim to help the companies to achieve strategic competiveness and 

achieve supernormal profit. (A. Edgecliff-Jonson, 1999, Fingerhut wins Wal-Mart 

deal). 

 

Strategic competiveness is achieved when the company willsuccessfully form and 

implement strategy which produces new value. When the company will conduct such a 

strategy which other companies are not capable to reproduce or for them it is very 

expensive, that company has sustainable or delayed competitive advantage. The 

company is certain that acquire with competitive advantage even when the efforts of the 

others are to reproduce her strategy are interrupted or have been shown as unsuccessful. 

The speed with which the competition will achieve to obtain required skill to reproduce 

the strategy’s benefits of the companies for creating value, determines the time limit in 

which it has competitive advantage. (R. Coff, 1999, Strategic Management Journal). 

 

Banking sector 

 

We decided to research in the banking sector, because the banks and the whole banking 

system are quite important in leading one economy and sustaining the stability of the 

country. Here, data is taken from the banks which work on the territory of R. of 

Macedonia. The banks do not have the entire freedom in their working because there 

are permanently under survey of the National Bank of R. of Macedonia (NBRM). 

 

The mission of the National Bank is to sustain the price and financial stability, to 

contribute for increasing the economic welfare and life standard of the citizens.  While 

its vision is to be recognized as independent, responsible, professional and transparent 

institution which will enjoy high confidence and credibility in public (nbrm.mk), 

National Bank of R.M sustains the following values, to provide realization of the 

strategic objectives: 

-  Quality 

- Integrity 

- Loyalty 

- Transparency 

- Leadership 

- Innovation 

- Professionalism 

Macedonian financial sector succeeds in sustaining its stability. However, a global 

crisis is main source of constant shocks for the Macedonian economy. That means that 

working of the banks is not determined by the National Bank, but from the global 

factors which or obstructs normal working or offers some concessive circumstances. 

The global surrounding still is under global crisis, as the economists say in the recent 

reposts for financial stability of R.M in 2013 and strategic plans, Macedonian economy 
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is significantly restored (due to the big number of economic factors). From here we can 

sum up that functioning of the banking sector is quite stable and restored. 

 

The bank strives to be highly profitable and independent institutions, to enjoy strong 

market reputation, to work with good trained management and staff with high expertise 

in doing bank’s activities, to show integrity and loyalty to citizens. 

 

Before, we go over to the research part, to number the basic functions of the banks, or 

what is their duty. One bank to offer citizens (natural and legal entities) big number of 

service and: opening of denar and foreign account (transaction accounts), payment 

system in the country and abroad, offers denar and foreign currency savings, different 

types of loans, (housing loans, other purpose identified and non identified purpose 

loans), opening of debit and credit cards with particular advices for safety usage, 

buying of securities, many banks offer e-banking as well as big number of other types of 

services. 

 

All of this has shown that banking is a category without which one economy could not 

function, including big number of qualified staffs, eminent bankers (managers), which 

work with aim satisfying the demands of the population, and with it is achieved 

profitability increase. 

 

We will start the analyses using the method of profound interview, and with the 

questions: 

Years of engagement on constant position 

 

Picture no.1 

 

Source: Own research 

We can notice that the percentage are different from the previous sector of 

research.44,4% from bankers say that are employed in same bank from 6-8 years, 33,3 



291 

 

% say that work from 3-5 years, and the smallest is the number of employed more than 

9 years or 22,2 %. Although there is percentage difference, anyway we have same 

results in both sectors. 

 

And in both cases the biggest number is 6-8 years employments in the same bank, 33,3 

% say that work from 3-5 years, and the smallest is the number of employees more than 

9 years or 22,2 %. However, they differ in percentage we have same results in both 

sectors. 

 

In both cases, the biggest is the number from 6-8 years of employed in the same bank 

on the same position, then as medium appear 3-5 years, and smallest percent participate 

in the same bank and on the same position period more than 9 years, presented on the 

pie with beige color. This low % results on persistent and qualified managers, which 

manage to overcome every internal and external bank crisis and as that they are main 

players many years in the company’s team. In regards with the written formal strategy 

on big number of examinees it has been really confusing to state whether the 

management makes written strategies or answer that they do not use any strategy. 

Whereas we speak about banking where you have many managing positions and 

departments for their activities, it is normal that leaders and managers are lead by some 

strategy, no matter enforced or created by them for easier management of the obstacles. 

So we get high result of 77, 8% that managers although use written formal strategy, and 

22, 2 % stated that they do not use any formal strategy. 

The strategy only shows the orientation of the bank, increase rate, determination of the 

required internal resources (for example: professional staff, new technology) as well as 

determination of the position, or on which level the bank is put at the moment of 

research. 

Picture no. 2 

Do you have a formal written strategy?

Yes

No

 

Source: Own research 

We have researched that on the territory of the R. of Macedonia, established and work 

18 banks. That is relatively high number in relation with the small market we have. All 
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of them fight successfully with the competition and nearly offer the same services for 

natural as well as legal entities. Some of the banks which join to this research are 

considered as leaders on the market, but bigger is the percent which admit and say we 

are not leaders. 

 

44, 4% say that the competition is the biggest, and they are aware on which level is 

placed their company and admit that there is a big competition in banking sector. 33,3 

% percent say that competition is big , also aware for their situation and 22,2 % say that 

competition is medium. That was my expectation that percentage of banks which say 

that their competition is medium will be small, because in this % are placed banks 

which are considered as leader banks on the territory. From here it stays that significant 

0,1% which considers that competition is small, that company is that which is 

considered as leader on the market. Because % is small and it is not presented on the 

following histogram. 

 

Diagram no. 1 

 

Source: Own research 

Apart that banks that would like to be market leaders with offered conditions and 

services and attract the biggest number of satisfied clients, it is significant the percent 

where the banks want to be leaders in realization of the lowest costs per year. 55,6% of 

the managers say that it is mandatory to access to decrease the costs, because with their 

decrease over equable reserve which company possesses, so often it appears the 

unnecessary double execution of activities, unnecessary excerpts which  Banks have 

and etc. Although each company today strives to fulfillment leadership in costs, to 

provide strategic advantage in competition conditions. The other part of examinees 

answered that they are not directed to low costs; also they strive to strategic advantage, 

but with use of other strategies as example differentiation of offers. 
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Exactly the product/service differentiation is the following part of the research. The 

logic why the Banks in our case choose more the differentiation mirrors that they 

choose that characteristic of the service which is different with that of competition.  

 

Differentiation is opposite of the cost leadership, because whether the companies want 

to offer something different from their competition have to invest in making the 

advantage of  own services, exactly here the banks have to increase the costs to invest 

or offer something attractive to own clients. For example, costs for them are decrease of 

interest rates for consumer loans of increase of the interest rates for costs savings. On 

other hand whether on that manner attract big number of clients, profitability will be 

noticeable in longer term. 

So we got 100% that, all Banks on our territory strives to and direct to differentia on 

own offers and services, to build confidence via open communication with clients and 

to promote the offers with secure and quality services. We consider that with 

introduction of new services constantly quality will increase which will be offered on 

their clients. 

 

Diagram no. 2 

 

Source: Own research 

This histogram shows as that all examinees conduct analysis on their competitors, from 

distribution channels to the final product/service. 

 

Here, with this answer of the examinees we will conclude that they use the model of 

five forces of competition of Michael E. Porter. With making different service analysis 

in which they operate particularly banking sector, managers analyze: threat of new 

entrees (entrance of new banks), negotiating   power of buyers, threat of service 

substitutes, rivalry between banks and negotiating power of suppliers. Banks through 

negotiating power of the buyers realize their needs and demands, there are afraid of 
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substitution of their products /services, through power  of their suppliers found the 

distribution channels and etc. These 100 % are important for these theses, because revel 

that managers use strategies to direct the company to realization of competition 

advantage and profitability on the market. 

 

Picture no. 3 

 

Source: Own research 

 

During the research we reveal that the use of particular marketing strategy contributes 

for selling increase in the banking sector. The same happened in the insurance where 

100% of the examinees say that particular marketing strategy used in right time will 

help to increase the selling. Here, defensive strategy belong, bank use for improving  

the company’s image, increase the product’s  uality, improvement the delivery manner, 

system decrease of prices and etc,  at the same time development strategies with aim 

permanent clients to make better offers to keep attacking strategies if there are 

necessary in particular situations. 

 

After leading the costs we cross to low prices. During research we came to results that 

examinees are agreed that lower prices will attract more clients. 
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Picture no. 4 

 

Source: Own research 

 

The pie has shown that all examinees share the same opinion. They say that lower 

prices will attract   more clients in our bank, which in this sector particularly refer to 

lower interest rates. Here we came to same situations in both sectors in which we have 

100 % agreement with the differentiated product and 100 % agreement with the lower 

service prices. This proves that due to the big competition on the market, companies 

fight on every manner to attract more clients, and on other hand to wish to have low 

costs. 

 

I believe that some, but not all companies successfully deal with the both cases, apart 

from the same offer of low price brings higher cost. That so called "dealing" appears 

when the Bank is stable on the market, when previously makes different analysis and 

research which prove that can access to lower prices, when there is not big limitations 

from the side of the National Bank, when particular packages are made for offers of 

particular service and etc. 

Definitely, there are such companies which could not deal in the both situations and due 

to that place higher prices, in order to pay the debts, but on the other side they have 

own easing and offers with which attract the clients. 

 

Considering the image of one bank, different influence has the low prices. The low 

price on interest rate of the housing, consumer or any type of loan, it is not the same 

with the low price of the interest rate during savings (time savings) of money assets. If 

loan prices are low, attracts big number of clients, but if the price in savings is low, the 

opposite effect appears. 
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Picture no. 5 

 

Source: Own research 

With the blue part is represented that image is not interrupted with lower prices and 

green part is represent the part that examinees say that the bank’s image is interrupted. 

Just that green part we consider for the part-Savings. Apart from the insurance sector, I 

consider that the banks have more complex working. They give service to the 

population from different aspects which we numbered previously, on that manner banks 

have intake of assets from one side and output of money assets on other side. Because 

of that we have result of different attitudes among bank’s managers.  

 

The blue part is bigger due to dealing with the competitors on our market. Now the 

population seeks for conditions of lower interest rates, or facilitating conditions because 

almost every second citizen uses credit cards. So the population prefers to open 

transaction accounts in the banks which offer lower prices. 

 

While we are at the banking sector I would like to mention two things which are 

important for this research, and that are promotion activities. The banks as part of the 

service sector always have some novelties, different commercials as: cards for natural 

entities, savings for physical entities, loans for legal entities, facilitating in the payment 

system for legal entities and etc, the promotion are usually in the part savings. All of 

that is part of the promotion and promotion activities. Also the banks prepare different 

commercials with which attract the clients. Now, the newest promotion in the banking 

sector is "buy house-buy apartment" which is facilitating opportunity for married 

couples allowed by the Government of R.M. Because of that we got 100% of all 

examinees that their banks, more often make promotions with particular promotional 

terms. 
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Picture no. 6 

 

Source: Own research 

On the pie presented above we have detailed preview of the influence that particular 

promotion have in the banking sector. The biggest part of the banks say that influence 

of particular promotions is big, on the picture is presented with green color. After part 

of them say that influence is the biggest with beige color. And with blue color is the 

part where the bankers say that promotions haveinfluence. Nobody of them say that 

promotion activities do not influence or that influence is small. 

 

Here, we conclude that in the banking sector, as service sector promotion is quite 

important, because contributes for better selling, attracting clients and with that 

increasing the profitability of the company. 

 

Cross tabs, Table no. 1 
 

 

Do the marketing 
strategy use affect on 

the increase of 

selling? 

 

Total yes 

Could you tell how many years are 

engaged on the constant manager 
position? 

 

from 3 to 5 years Count 3 3 

% within Could you tell how many years 
are engaged on the constant manager 

position? 

 

100.0% 100.0% 

% within Do the marketing strategy use 
affect on the increase of selling? 

 

33.3% 33.3% 

from 6 to 8 years Count 4 4 

% within Could you tell how many years 
are engaged on the constant manager 

position? 

 

100.0% 100.0% 

% within Do the marketing strategy use 

affect on the increase of selling? 

 

44.4% 44.4% 

more than 9 years Count 2 2 
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% within Could you tell how many years 

are engaged on the constant manager 

position? 

 

100.0% 100.0% 

% within Do the marketing strategy use 

affect on the increase of selling? 

 

22.2% 22.2% 

Total Count 9 9 

% within Could you tell how many years 

are engaged on the constant manager 
position? 

 

100.0% 100.0% 

% within Do the marketing strategy use 

affect on the increase of selling? 

 100.0% 100.0% 

Source: Own research 

In banking sector we have similar situation as well as in the insurance. And here the 

biggest parts of the managers are on its positions in period of 6 to 8 years or 44, 4%. In 

period of  3 to 5 years there are 33, 3% and 22, 2% more than 9 years. On other hand, it 

is clearly noticed that in whatever year of management of one bank 100 % say that 

usage of the marketing strategies affect on the selling increase. In banking sector apart 

from the insurance nobody of the managers answer negatively on the question for usage 

the marketing strategies. That means that banking sector faces with very big 

competition with which have to fight and because of that management teams constantly 

are directed to the formation of the marketing strategies which bring good results. With 

that we notice similarities in both sectors, where it is proved that experience of the 

managers or constant contribution in the work above 5 years, contributes to better 

financial results. 

Cross tabs, Table no. 2 

 

Do you consider that lower 

prices will attract more clients? 

 

Total yes 

Does your company use strategies for 

formation of prices? 

no Count 1 1 

% within Does your company use 

strategies for formation of prices? 
100.0% 100.0% 

% within Do you consider that lower 

prices will attract more clients? 

 

11.1% 11.1% 

yes Count 8 8 

% within Does your company use 

strategies for formation of prices? 
100.0% 100.0% 

% within Do you consider that lower 

prices will attract more clients? 

 

88.9% 88.9% 

Total Count 9 9 

% within Does your company use 

strategies for formation of prices? 
100.0% 100.0% 

% within Do you consider that lower 

prices will attract more clients? 

 
100.0% 100.0% 

Source: Own research 
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On the table above with analyses of cross tabs we concluded that 100% ofthe 

examinees consider that lower prices will attract more clients, we explain this 

previously. Banks as a big sector constantly fight with big competition and we 

distinguish competitive advantage, because of that we agree that with small decrease of 

prices will attract more clients. Agreeing of the managers with lower prices is imposed 

by big number of external facts. On one side is the pressure of the National Bank for 

realization of the economic stability of the country, and on other side is the external 

impact which includes the competition and population. Whether the banks offer lower 

prices and decreased interest rates that will cause attracting of clients. 

 

Also there is a big percent 88, 9% where the bankers say that their company uses 

strategies for formation of prices; they will positively approach to formation of price 

strategies. Consider that it is made research inside the company and could not formulate 

some price which will be realized in selling via particular service. Although we know in 

one price are included all the company costs as well as the income which should be 

realized with that price. Although all companies are directed to acquiring clients and 

satisfying their needs, anyway managers must look after their expenses which indirectly 

include in the prices.  

 

Although, 11, 1 % of the total number do not agree to the question. They do not access 

and do not assume strategy to get particular price. Although small percent and in 

banking sector there are moments where managers do not access toward the use of the 

written strategy.  

 

Conclusion 

 

According to the research made and last cross tabs analysis, we can give conclusion 

that there is no difference in strategy choice in the service sector, but there is a 

difference in the choice of strategies in services. The research has shown that not all 

companies use same strategies. Due to the existing of big number of classification and 

division of strategies, each service company access to choice of most suitable strategy 

for him. Respectively, it approaches to choice of that strategy which will provide 

competitive advantage on the market. 

 

But- there is a difference in the choice of strategies in services 

Referring to the second hypothesis - Marketing strategies influence on improving the 

financial results of the companies in the service sector, according to the results I 

conclude that in all companies in this research use of the marketing strategies 

influences on improvement of their results. The recent analysis which we made proved 

that each service company no matter in which sector is classified, access to formation 

marketing strategies. Or managers of the chosen companies, approach to choice of 

marketing strategy for improving their financial results. For improving the financial 

result means, gradual increase of selling percent and profit, as well as facing with the 

costs and their control. Thanks to the established hypothesis we succeeded to give an 

explanation how the companies function which main objective is not production and to 

prove that even there are not classified as service companies, they differ in their 

working, in their management, surrounding, as well in passing strategies for easier 

management with the competition and obstacles which appear on the market.   
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Abstract 
 

The term of infrastructure, as a mechanism of support for spatial data, was used for the first 

time in the early 1990s in Canada. Today, the concept of spatial data infrastructure (SDI) has 

become a worldwide new paradigm for the collection, use exchange and distribution of spatial 

data and information. Spatial data infrastructures are developed through sets of spatial data, 

metadata, agreements for joint spatial data use and distribution, network services and 

coordination activities. SDI is always present in a certain form, but the level of implementation 

varies according to current demand. In this context, the building or setting up of an SDI can be 

seen as an improvement or addition to one already in existence. One of the main goals of the 

concept of SDI is the horizontal and vertical linking of subjects that create and use spatial data. 

Subjects can be classified at several basic levels – from personal and corporative, through 

local and county, to national, regional and finally, global. Today, the most important level is 

the national level i.e. the national spatial data infrastructure (NSDI) project (OG 16/2007) and 

INSPIRE – the EU spatial data infrastructure (EU 2007). Without spatial data and services, it 

would be impossible to manage space effectively, plan city development, monitor the situation 

on the ground, or carry out many other activities. 

 

This paper gives an overview of different initiatives and efforts in establishing SDI in Bosnia 

and Herzegovina will be presented. State bodies such as the Government and State Geodetic 

Administration have the main role in it in collaboration with public and commercial sector and 

also with academic community. As the main factor in creating a future SDI, State Geodetic 

Administration has launched several initiatives the goal of which is the installation of new 

technologies, equipment and procedures in map production and the establishment of digital 

topographic and cadastre databases. 

 

In the next few years Bosnia and Herzegovina must solve numerous duties to arrange spatial 

records. These duties must be solved very conscientiously and in a reasonable period of time. It 

is very important for Bosnia and Herzegovina prosperity and for the fulfilment of the conditions 

set in process of entering European and international integrations. 

 

Keywords: Spatial Data Infrastructure, Inspire directive, Cadastre, Sustainable 

Development. 
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Introduction 

 

Spatial data infrastructures exist for quite a long time, actually from the moment when 

the first spatial data were collected and presented in maps and plans (Phillips et al. 

1999). With the rapid development of spatial data collecting and of communication 

technologies, spatial data infrastructure has become a more and more important factor 

in the way of spatial data usage at the level of private and public sector, or state and 

ultimately at global level. President Clinton’s Executive Order 12906 from 1994 played 

an important role and a stimulus for the creation of national spatial data infrastructures. 

Besides national spatial data infrastructures, different initiatives at regional (EUROGI, 

PCGIAP…) and global level (GSDI) were also included. Development of spatial data 

infrastructures in separate countries is different (Groot and McLaughlin 2000). Sets of 

basic spatial data also vary from country to country, and each national spatial data 

infrastructures is different with regard to society needs, sociological evolution, 

economic reality and national ambitions and priorities. The efficient land management 

with sustainable development, and the planning of all land operations, demands for 

spatial files arrangement and modernization, and establishment of national spatial data 

infrastructure. Its establishment demands for full coordination and cooperation between 

the provider and the spatial data user, as well as between public and state institutions 

(Messer, 2012).   

 

The INSPIRE initiative was launched in 2001, with the intention of providing 

harmonised sources of spatial information in support of the formulation, 

implementation and evaluation of community policies (Annoni, 2006). It relates to the 

base of information collected with member states in order to respond to a wide range of 

policy initiatives and obligationd at local, regional, national and international levels.  

 

Figure 1. Levels of spatial data infrastructure 
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This paper summarizes some important milestones and recent developments in 

INSPIRE implementation. Particular attention is paid to the role of the iGEO portal in 

this process. The geoportal is modeled after the European Union's Infrastructure for 

Spatial Information in Europe (INSPIRE) directive to share geographic information 

across Europe. 

 

The inspire directive 

 

The INSPIRE Directive serves to establish the necessary infrastructure for spatial 

information within the EU, in order to ensure the better integration of environ-mental 

policy and other policies. INSPIRE responds to the need for quality georeferenced 

information to sup-port an understanding of the complexity of, and interactions 

between, human activities and environmental pressures and impacts. It addresses the 

current general situation with respect to spatial information in Europe, where there is an 

urgent need to fill in gaps in availability and eliminate the duplication of information 

collection, as well as compensate for the fragmentation of existing datasets and sources. 

All these problems make it difficult to identify, access and use currently available data, 

to the detriment of environmental integration, given the importance of data in regard to 

a number of policy and information topics spanning various levels of public authority. 

The INSPIRE Directive is complementary to related policy initiatives, such as the 

Directive on the Reuse of Public Sector Information (European Commission 2003a), 

which is currently under revision, and the Directive on Public Access to Environmental 

Information (European Commission 2003b). 

 

The purpose of INSPIRE is to support environmental policy and overcome major 

barriers still affecting the availability and accessibility of relevant data. These barriers 

include (Craglia, 2010): 

Inconsistencies in spatial data collection, whereby spatial data is often missing or    

incomplete, or the same data is collected by different organizations 

Lack of or incomplete documentation on available spatial data 

Lack of compatibility among spatial datasets that cannot therefore be combined with 

others 

Incompatible SDI initiatives within a MS that often function only in isolation 

Cultural, institutional, financial, and legal barriers preventing or delaying the sharing of 

existing spatial data 

 

The key elements of the INSPIRE Directive to overcome these barriers include: 

 

Metadata to describe existing information resources so data can be found and accessed 

more easily 

Harmonization of key spatial data themes needed to support environmental policies in 

the European Union 

Agreements on network services and technologies to allow discovery, viewing, and 

downloading information resources and access to related services 

Policy agreements on sharing and access, including licensing and charging 

Coordination and monitoring mechanisms 

 

INSPIRE addresses 34 key spatial data themes organized in three groups (or Annexes 

to the Directive), reflecting the different levels of harmonization expected and staged 
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phasing (Table 1). Annexes I and II focus on reference data, while Annex III focuses on 

data for environmental analysis and impact assessment. 

The Directive does not require new data collection and does not impose any obligation 

on data providers to change existing workflows. By enabling interoperability, data can 

be used coherently, independent of whether an existing dataset is actually transformed 

(harmonized) permanently or is only temporarily transformed by a network service in 

order to publish it within INSPIRE. 

 

Table 1. Data themes of INSPIRE 

 
Annex I 

1. Coordinate reference systems   

2. Geographical grid systems   

3. Geographical names   

4. Administrative units   

5. Addresses   

6. Cadastral parcels   

7. Transport networks   

8. Hydrography   

9. Protected sites  

 

Annex II 

 

10. Elevation   

11. Land cover   

12. Orthoimagery   

13. Geology  

 

Annex III 

 

14. Statistical units   

15. Buildings   

16. Soil   
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17. Land use   

18. Human health and safety   

19. Utility and governmental services   

20. Environmental monitoring facilities   

21. Production and industrial facilities   

22. Agricultural and aquaculture facilities   

23. Population distribution and demography   

24. Area management /restriction/ regulation zones & reporting units  

25. Natural risk zones   

26. Atmospheric conditions   

27. Meteorological geographical features   

28. Oceanographic geographical features   

29. Sea regions   

30. Bio-geographical regions   

31. Habitats and biotopes   

32. Species distribution   

33. Energy resources 
  
34. Mineral resources  

 

Member State – key tasks 

 

In more detail, obligations include these key tasks: 

 

1.  Planning: 

 

- Identify spatial datasets that meet the conditions established under Article 4 (1) of 

the Directive Identify the national authorities that hold such data.  

- Identify international standards, especially with respect to the validation of 

metadata and any existing initiatives. 

- Identify stakeholders for the purposes of Article 22 (1) of the Directive and assess 

user requirements. 

  

 

 

 



306 

 

2.  Regulation: 

 

Regulate the collection and dissemination of all spatial data that fulfil the conditions 

stipulated under Article 4 of the Directive and establish metadata for spatial datasets 

and services. 

 

- Establish by law a competent authority or authorities 

- Formulate legal instruments with implementation rules for the interoperability and 

harmonization of spatial data 

- Establish under national legislation a network of services for spatial datasets and 

services for which metadata have been created and provide for its operation 

- National legislation must set obligations to facilitate data sharing  

 

3.  Training and Capacity Building: 

 

- Prepare and publish guidance on the duties and roles of the various stakeholders 

- Provide technical training for officers in public authorities involved in the 

provision of spatial data services in order to optimize their services 

 

4.  Monitoring and Reporting: 

 

- Provide information at regular intervals at the national level and set up an 

infrastructure to handle requests by the public or public authorities, whether 

national or from another MS 

- Set up the necessary infrastructure to report to the Commission 

 

These tasks are not only being considered in MS but also in candidate and potential 

candidate countries. This is especially important for Bosnia and Herzegovina as an 

acceding country (Cetl et al. 2009a; Poslončec-Petrić et al. 2011) which will have to 

adhere to the general INSPIRE time-table immediately upon accession. 

 

Components of INSPIRE 

 

The legal framework of INSPIRE has two main levels (URL 1). At the first level, there 

is the INSPIRE Directive itself, which sets the objectives to be achieved and asks the 

MS to pass their own national legislation establishing their NSDIs. This mechanism of 

European plus national legislation allows each country to define its own means of 

achieving the objectives agreed upon, taking into account its own institutional 

characteristics and history of development. At the second level of legislation, INSPIRE 

envisages technical implementing rules in the form of regulations. These are actually 

the main components of infrastructure: 

- Metadata 

- Interoperability of spatial data sets and services 

- Network services (discovery, view, download, invoke) made available through the 

INSPIRE geoportal 

- Coordination and measures for monitoring and reporting 

 

From 2005 onwards, and in parallel with activities to prepare the INSPIRE Directive, 

several drafting teams (DTs) have started to elaborate implementing rules (IRs). In 
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addition, several thematic working groups (TWGs) have been elaborating data 

specification for the different themes of the three annexes of the Directive since 2008. 

All the IRs take the form of a decision or regulation and must be implemented by 

individual member states once they are published. Each IR is accompanied by technical 

guidelines (TG) which, in addition to providing general support for implementation, 

may give directions on how to further improve interoperability. 

 

 

Figure 2. INSPIRE architecture overview 

Metadata 

 

The INSPIRE Metadata Regulation entered into force on 24 December 2008 (European 

Commission 2008). December 2010, MS must provide the metadata for data sets and 

services listed in Annex I and II of the Directive. A revised version of the TG to 

implement the Regulation using EN ISO 19115 Metadata and EN ISO 19119 Services 

was also published on the INSPIRE web site in June 2010 (URL 1). 

 

Network Services 

 

Figure 2 gives an overview of INSPIRE architecture with common network services. 

Network services are necessary for sharing spatial data between the various levels of 

public authority in the community. The INSPIRE Network Services Regulation 

(European Commission 2009a) was adopted by the Commission on 19 October 2009. It 

contains the implementing rules for discovery and view services. The TG Discovery 

Services (Version 3.1) and the INSPIRE View Service TG (Version 3.1), were prepared 

by the Network Services Drafting team and published on the INSPIRE website on 7 

November 2011 (URL 1). 
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Data Specifications 

 

Commission Regulation No 1089/2010 (European Commission 2010b; European 

Commission 2011) of 23 November 2010 implementing Directive 2007/2/EC of the 

European Parliament and of the Council as regards interoperability of spatial data sets 

and services has been published. This Regulation concerns the interoperability of 

spatial data sets for Annex I spatial data themes. TGs for the spatial data themes of 

Annex I are available on the INSPIRE website (URL 1).  

 

Also available are the framework documents for the INSPIRE data specifications 

development, updated to reflect experience with Annex I data themes. INSPIRE data 

specifications reached an important milestone in June 2011 with the delivery by the 

TWGs of the Data Specifications Version 2.0 for Annex II & III Data Themes, the 

launch of stakeholder consultation and start of testing the proposed specifications. 

Success in reaching this point while respecting tight deadlines was due to the expertise, 

dedication and commitment of all the experts involved and the support they received 

from their organizations.  

 

Objections received during the consultation and testing period have been resolved, and 

the Implementing Rule Legal Act for Annex II and III has been drafted. The draft is 

currently under revision by the services of the Commission. When exactly the INSPIRE 

Committee will express an opinion on the proposed legal act depends on when the 

translations will be available (late 2012, or early 2013). The 3.0 versions of the draft 

TGs for all 25 themes covered in INSPIRE Annexes II and III were published on the 

INSPIRE web site on 16 July 2012. 

 

Monitoring and Reporting 

 

On 5 June 2009, the Commission Decision implementing Directive 2007/2/EC of the 

European Parliament and of the Council as regards monitoring and reporting was 

adopted (European Commission 2009b). 

 

A document explaining the rationale of the selected indicators, as well as guidelines 

and a Microsoft Excel template for reporting, have been developed and made available. 

These documents can be found on the INSPIRE website in the section on monitoring 

and reporting. Monitoring on a quantitative basis takes place annually and reports 

covering more qualitative aspects are required every three years.  

 

Inspire geoportal 

 

The deadline for member states to provide discovery and view services in operational 

mode, according to the INSPIRE regulation on network services was November data 

sets and services. Also the INSPIRE metadata editor is accessible via the INSPIRE 

geoportal. Additional functions are envisaged in subsequent releases, while at the same 

time, the operational INSPIRE geoportal assigned to an company is under development. 
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Figure 3. INSPIRE Geoportal 

Experimental Research – Bosnian and Herzegovinian Geoportal 

 

One of the primary aims of this experimental research was to provide simplified access 

to countrywide geographic data through an on-line geoportal (named “iGEO”), a type 

of web site that makes it easier for citizens, government, and private-sector users to find 

and access vast quantities of Bosnia-Herzegovinian geographic information and related 

services. The geoportal has already proven its value as an essential component of civil 

infrastructure planning and design. Simple access to geospatial data is the key 

prerequisite for an efficient and economically prosperous society. The geoportal in 

active operation means that other governmental organizations can use iGEO data but 

also make their data accessible. This is the first step to establishing a Bosnia-

Herzegovinian national geoportal as part of a national SDI. 

 

The geoportal is modeled after the European Union's Infrastructure for Spatial 

Information in Europe (INSPIRE) directive to share geographic information across 

Europe. In our knowledge, iGEO geoportal is the first comprehensive NSDI (National 

Spatial Data Infrastructure) in Bosnia and Herzegovina. We were able to support the 

discovery of national data through the geoportal while also providing strict access 

control and data quality policies. Data available through the geoportal includes digital 

orthophotos, base maps, administrative units, and land survey information  (Figure 4). 
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Figure 4. Overlaying transparent and opaque layers / Geodetic plan scale 1:1000 overlayed 

over the 1m orthophoto 

Technically, iGEO geoportal is a GeoServer-based set of web services allowing 

Bosnia-Herzegovinian local municipalities, government agencies and utility 

infrastructure organizations access to the most precise base map data. iGEO raster and 

vector layers are registered using metadata, which describes location, age, quality, and 

other characteristics of the resources (Figure 5). With access to this information about 

mapping material, an organization can make decisions based on the best resources 

available. It provides following benefits to wider audience: 

 

- Improves the efficiency and effectiveness of geospatial activities within enterprise 

and across organizations. 

- Supports collaboration and cooperation among departments and organizations by 

facilitating the sharing of geospatial resources regardless of the GIS platform. 

- Gains an enterprise-level awareness of disparate geospatial data, Web services, 

and activities. 

- Leverages existing geospatial resources so organizations don't duplicate those 

resources or the effort to create them. 

- Ensures the use of approved, high-quality datasets. 

- Reduces the time users spend trying to find relevant, usable geospatial resources 
 



311 

 

 

Figure 5. Utilizing raster imagery / Municipality Prijedor: topographic map 1:25.000  

(TK 25) 

 

Geoportal provides following datasets: 

 

- Administrative boundaries 

- Buildings 

- Cadastral parcels 

- Colored DTM 

- Scanned maps (regardless of map scale) 

- Geographical names 

- Hydrography networks 

- Ortho-photographies (regardless of resolution) 

- Railway networks 

- Road networks 

- Airports runways 

- Governmental buildings 

- Cadastral trigonometric points (levels I-IV) 
 



312 

 

 

Figure 6. Overlaying raster and vector layer / Geodetic state maps grid (scale 1:5000) over 

the orthophoto layer 

 

Provided web services carry detailed metadata on accompanying data layers, according 

to ISO/TS 19139-2:2012 Geographic information – Metadata standard based on 

OpenGIS Consortium (OGC) rules (Figure 6): 

 

- Web Map Service (WMS) v1.1.1, v1.3.0 - The OpenGIS Web Map Service 

interface standard provides a simple HTTP interface for requesting geo-registered 

map images from one or more distributed geospatial databases. A WMS request 

defines the geographic layer(s) and area of interest to be processed. The response 

to the request is one or more geo-registered map images (returned as JPEG, PNG, 

etc) that can be displayed in a browser application. The interface also supports the 

ability to specify whether the returned images should be transparent so that layers 

from multiple servers can be combined or not. 

- Web Feature Service (WFS) v1.0.0, v1.1.0, v2.0.0 - The OpenGIS Web Feature 

Service interface standard provides an interface allowing requests for geographical 

features across the web using platform-independent calls. One can think of 

geographical features as the "source code" behind a map, whereas the WMS 

interface or online tiled mapping portals like Google Maps return only an image, 

which end-users cannot edit or spatially analyze. 

- Web Coverage Service (WCS) v 1.0.0, v1.1.0, v1.1.1 - The OpenGIS Web 

Coverage Service interface standard offers multi-dimensional coverage data for 

access over the Internet. WCS extension standards add further functionality to this 

core; some of these are required in addition to the core to obtain a complete 

implementation. This also holds for GML as a coverage delivery format: while 

GML constitutes the canonical format for the definition of WCS, it is not required 

by this core that a concrete instance of a WCS service implements the GML 

coverage format. WCS extensions specifying use of data encoding formats in the 
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context of WCS are designed in a way that the GML coverage information 

contents specified in this core is consistent with the contents of an encoded 

coverage. 

- Web Map Tiled Service (WMTS) v1.0.0 - WMTS complements earlier efforts to 

develop services for the web based distribution of cartographic maps. The OGC 

WMTS provides a complementary approach to the OGC Web Map Service 

(WMS) for tiling maps. WMS focuses on rendering custom maps and is an ideal 

solution for dynamic data or custom styled maps (combined with the OGC Style 

Layer Descriptor (SLD) standard). WMTS trades the flexibility of custom map 

rendering for the scalability possible by serving of static data (base maps) where 

the bounding box and scales have been constrained to discrete tiles. The fixed set 

of tiles allows for the implementation of a WMTS service using a web server that 

simply returns existing files. The fixed set of tiles also enables the use of standard 

network mechanisms for scalability such as distributed cache systems. 

- Streaming KML v2.2 - KML is an XML language focused on geographic 

visualization, including annotation of maps and images. Geographic visualization 

includes not only the presentation of graphical data on the globe, but also the 

control of the user's navigation in the sense of where to go and where to look. 

From this perspective, KML is complementary to most of the key existing OGC 

standards including GML (Geography Markup Language), WFS (Web Feature 

Service) and WMS (Web Map Service). Currently, KML 2.2 utilizes certain 

geometry elements derived from GML 2.1.2. These elements include point, line 

string, linear ring, and polygon. 

- Geography Markup Language (GML) - The OpenGIS Geography Markup 

Language Encoding Standard (GML) The Geography Markup Language (GML) is 

an XML grammar for expressing geographical features. GML serves as a 

modeling language for geographic systems as well as an open interchange format 

for geographic transactions on the Internet. As with most XML based grammars, 

there are two parts to the grammar – the schema that describes the document and 

the instance document that contains the actual data. A GML document is 

described using a GML Schema. This allows users and developers to describe 

generic geographic data sets that contain points, lines and polygons (Figure 7). 
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Figure 7. Point-wise vector layer visualization / Cadastral trigonometric points over the 

topographic map layer 

 

Supported commercial client platforms: 

 

- Autodesk AutoCAD Map 3D 

- Autodesk AutoCAD Civil 3D 

- ESRI ArcGIS Desktop 

- MapInfo Professional 

- Bentley MicroStation 

- Intergraph GeoMedia  

 

Supported open source client platforms (Figure 8): 

 

- MapWindow GIS 

- GRASS GIS 

- Quantum GIS 

- gvSIG, SAGA GIS, JUMP GIS, and many others...  
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Figure 8. Streaming KML/KMZ services in Google Earth / Municipality Prijedor: 3D 

buildings and building metadata 

 

Supported server GIS commercial platforms: 

 

- Autodesk MapGuide Infrastructure Server 

- Autodesk Topobase Server 

- ESRI ArcGIS Server  

 

Supported server open source platforms (Figure 9): 

 

- MapGuide Server Open Source 

- GeoServer 

- MapServer, and many others... 
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Figure 9. Streaming super-overlays in Google Earth / Municipality Banja Luka: topographic 

map draped over DTM 

Conclusion 

 

Eleven years after INSPIRE was conceived and 5 years after its formal adoption, we 

can see clear results and benefits. Every day, more and more spatial data within the 

framework of INSPIRE become available throughout the EU e.g. Geodata Services for 

European soil data (Feiden et al. 2011). They may not yet be harmonized, because that 

process is just beginning, but data are already available for discovering and viewing.  

 

The INSPIRE process has involved hundreds of experts and professionals from all over 

Europe. The complexity of this participatory approach is certainly innovative, not only 

in relation to the development of SDIs, but also more gene-rally to the formulation of 

public policy at the European level. 

 

The main stakeholders have been also already “inspired” in each country as well as at 

the European level, which has triggered many other initiatives. Awareness has been 

raised across the public sector and individuals and organizations encouraged to think 

about their roles and the datasets for which they are responsible. 

 

All eyes are now clearly focused on the MS. Their experiences in implementing 

INSPIRE in the coming period will be crucial to the planning and preparatory activities 

already started for the review of the INSPIRE Directive, which is due in 2014. 

The efficient implementation of INSPIRE also involves cost benefit considerations 

which are a core part of the process. It is important to raise awareness, especially 

among users, of the need to monitor the benefits, which will not be obvious 

immediately, but only when they. 
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Abstract 
 

Marketing logistics as a factor for development of business, remains one of the most aggressive 

marketing tools, i.e., areas which aims to create barriers and keep competitive advantage. As it 

is known, the combination of marketing and logistics activities begins precisely with the 

increase of profitability - which simultaneously is achieved through marketing efforts towards 

meeting the needs of customers. On the other hand, the capacity of logistics, for "producing" a 

better quality, efficient and above all providing competitive services - in short term serves as a 

way to generate revenue, while in the long term to maintain customer loyalty - and the latter is 

achieved only through synergy and integration of marketing and logistics activities. 

 

The combination of logistics instruments of marketing - market concept, often is considered as 

a starting point for the proposal of a new product or to improve the actual product. Marketing 

outlines ideas for the desired products, whereas logistics involves planning, implementation, 

maintenance, and practical considerations - all this involved in business strategy, product or 

process as a whole. However, despite the facts that both are oriented and work towards 

achieving the same goal, nevertheless their impact in the mentioned process is different. The 

latter makes clearly and defines the importance and goals of our research. In this context, the 

research, above all, intends to explain the effects of marketing logistic, as well as the 

implications on the management of this process. Thus, how much this process facilitates and 

contributes to the development of a business in general.    

 

Keywords: Marketing logistics, strategy, customers, planning, research. 
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Introduction 

 

This study examines the role of marketing logistics - as a flow management process of 

raw materials, materials and semi-finished products, as well as a flow management 

process of finished products for the consumer. On the other hand, sending orders 

(purchases) and logistical services for clients (as a logistic effect - multidimensional), 

occupy a very important place in the group of marketing instruments. So, based on the 

importance and the combination of elements of marketing mix - comes in consideration 

the use of logistic, which aims to achieve the highest level of quality and customer 

satisfaction (Pilarczyk, Mruk, Sojkin, Szulc, 1999) . 

 

According to Rutkowski (2000), the satisfaction of customer involves maximizing of 

time and place. Usefulness of the place can be described as an established value added 

to a product with the possibility of buying and consuming it. The latter, informs us that 

logistics is directly responsible for determining the right place, because by this 

definition depends the effectiveness of the movement of raw materials and materials for 

producing and transferring them from the production to sales. While the usefulness of 

time is a set value that enables a product to be available - at the right time. 

 

However, in today's literature, there is a difference of notions, such as: logistic, 

distribution management, physical purchases, etc. Thus, according to Božić (2010), 

logistics management includes managing the flow of products "before, within and 

after" in a company, whereas the concept of managing the supply chain includes all 

flows within a supply chain of the distribution channel. 

 

On the other hand, the management of physical distribution of goods, including transfer 

and storage of finished products - only in terms of manufacturers, while physical 

purchase includes the process of transportation of inputs, in the form of raw materials 

for further manufacture. Therefore, the management of materials represents the 

optimization of the movement of materials and semi-finished products during the 

production cycle. But, often some logistical concepts, are regarded as synonyms - the 

case of marketing logistics and physical distribution. All this, as a result of the basic 

principles of certain logistics activities, which at the same time are also the same as the 

process inputs, as well as during the production and final process. 

 

Also, the importance of this study consists in how marketing logistics contributes to: 

the choice of countries for the exposure of products by presenting characteristics of 

products; in creating the necessary conditions for the display of products; supplying 

sufficient quantity of products; hiring qualified employees and ensure appropriate 

conditions for the same; provision of services to potential customers, to conclude with 

the evaluation of the exhibition in terms of logistics processes and making conclusions 

for any eventual future improvement. 

 

But, what actually happens with the marketing logistics; why this process is often 

treated as divided into a company; what happens with basic reasons for integration 

process between marketing and logistics; what happens with the increased competition 

and with enhance the level of customer service quality; what happens with 

concentration trends in trade, creation and development of new distribution channels; 

are the question marks that will focus the entire purpose of this research. 
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Review of literature 
 

As it is known, a sign of coherence of logistics and marketing - constitute the concept 

that today is known as marketing logistics. Both approaches (such as marketing as well 

as the logistics) on the one hand enable the effective use of the potentials and 

capabilities, while on the other hand contribute in achieving the level of satisfaction of 

service required, meeting the needs of customers (in the long term), maintaining the 

customer loyalty and creating the proper amount of profit - regarding strategic 

dimension. 

 

According Dwilinks (1998), "Marketing Logistics is described as a system of planning 

and action, which guarantees that the ordered goods will be supplied in time, by using 

fast and probably cheaper transportation". So, according Dwilinks, usually, undertaking 

activities in association with marketing logistics, occurs in the area of contact - which 

means the logistics in delivery and distribution, thereby creating a joint marketing 

structure logistics. 

However, like logistic as well as the marketing are often treated as separate concepts 

(within the company), therefore the definitions are the most varied. Starting with Pfohl, 

H.-Chr. (2004), which according to him, "Logistic must ensure that the receiver is 

supplied with the right product (quantity and variety), in the right condition, at time and 

right place and at minimum cost"- according to its requirements. Also, the "Logistic as 

a significant expansion of the distribution of physical, in logical manner use the 

management of financial and human resources, engaged in physical distribution and  

production operations and procurement (Regodić, Dušan, 2010). 

 

So, as we examined above, recently the logistic and marketing (in a company), are 

treated as two separate domains, where at according to Pilarczyk, Mruk, Sojkin, Szulc 

(1999), the reasons for such a division were: 
 

 Traditional treatment and mechanical separation of marketing and logistics 

function - the meaning of the logistics acquisition and preservation of 

competitive advantage was small (the logistics was organized and treated as an 

transport department and storage); 

 Highlight the role of logistics costs in terms of increasing the effectiveness and 

success of the company (the treatment costs of marketing orientation was 

against the market, which caused division between marketing and logistics). 

 

However, despite the reasons presented above, nevertheless marketing and logistic are 

two similar areas, because jointly participate in the process of regulating the structure 

and dimension of supply needs and desires of consumers, respectively are 

complementary - marketing stimulates the demand, whereas logistic complements it 

through distribution processes, Blaik (2001). 

Therefore, the fundamental reasons for the integration of process between logistic and 

marketing, and supporting the same, according to Pilarczyk, Mruk, Sojkin, Szulc 

(1999), would be: 

 Increase market differentiation; 

 Increased competition and expansion of the quality level of customer service; 
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 Short life cycle of the product; 

 The concentration trends in trade, the creation and development of new 

distribution channels; 

 Integration of economic processes and critical processes; 

 Growth of new technology in the field of goods and flow of information, 

promotion, sales; 

 Increase of entrepreneurship and innovation in economic and market activities; 

 Integration and globalization of markets, etc. 

 

So, marketing logistic as a new and important field for consideration, recently, remains 

a challenge like for descendants business as well as for researchers. 
 

      Briefly about the Business Development Centers  
 

Business Development Centers play the role of linking business with universities 

(whether private or public). These centers offer management training and business 

consulting to individuals, companies and other public and private institutions, by 

introducing information and communication technology. Also, the BDC's are 

community business partner, to train them in professional and organizational aspect. 

Thus, the latter follows the trends of modern business and for this purpose, their 

services provide optimal solution to customer needs. 

BDC's, amongst others, are supported by various local and international experts,  which 

with professionalism approach the problems of the business community, operating with 

more professionals, including the domestic staff of the faculties, as well as the external 

experts. 
 

         The role of marketing logistic as a factor for the development of BDC’s 
 

As we know, marketing logistics includes the planning, distribution, control of flow of 

physical goods, marketing materials, and information from the manufacturer to the 

market - as quite necessary to meet the needs of customers and realizing a good profit. 

On the other hand, maintaining the competitive advantage in a company has to do with 

the understanding and effective implementation of the logistic marketing strategy, in 

connection with the elements of marketing mix. The latter, on the one hand help 

BDC’s, to reach the target customers and to introduce the offered services, and on the 

other hand, help BDC's, to realize a good profit and to get the best position in the 

market. 
 

       Provision of services 

 

Business Development Centers continue their commitment in providing high quality 

services, which have made and continue to make significant changes in the business 

community - in terms of growth performance, sales, profitability, and efficiency as well 

in terms of market dominance. As we know, the provision of consulting services aimed 

at improving performance, therefore, BDC's, provide to business community strategies 

for business growth through sales and marketing, as well as business plans, internal 

organization, financial advice, implementation of electronic business etc. In addition, 
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BDC’s offer a wide array of training by involving academic staff of universities, as well 

as local and international partners who make a preliminary assessment of the needs of 

the business community and then design training programs for solving the possible 

situations.  

BDC's, care to meet the needs of the business community and assist in the organization 

of conferences, seminars and business meetings by eliminating the challenges situations 

of logistics, and also help the business community to save time and money. Among 

other things, BDC’s, offers the business community opportunities to attract customers 

by using university spaces for fixing promotional materials (banners and posters), to 

specific locations within the university campus, setting stands in most frequented 

university places, as well as using e-mail marketing - as an opportunity to promote 

products and services, for a few seconds in front of students, employees and 

collaborators. 

Thus, the provision of services by the BDC's, as a function of marketing logistic, aimed 

at finding the easier way for promoting services to consumers. BDC’s, always take in 

consideration the needs of the business community (whether individual) by providing a 

variety of services and logistic - which differ depending on the business profile. Despite 

the differences, BDC’s always care and offer to their collaborators 100% conformity, as 

well as complete reliability - which means fulfillment of needs and provision of 

services on time, always accurate billing, and zero damage. 
 

Research methodology 
 

After reviewing the literature about the importance of marketing logistics - in 

increasing the quality of service, meeting the needs of customers, creating barriers, 

maintaining the competitive advantage, as well as based on the functions of marketing 

logistics - to reach out to target customers - to promote the services offered, we 

designed a questionnaire to highlight the role and impact of marketing logistic in 

Business Development Centers. 

Also, the validity of statements that were included in the questionnaire, was tested by a 

software program SPSS - which means the collection of data from the business 

community, namely how much through the offered services have they realized to meet 

the needs and to increase their participation in the market (as always taking into 

consideration the functions of marketing logistic). 

 
Data Collection 

 

The design of the questionnaire and also its testing was conducted mainly with 

representatives of the business community (owners, directors, managers), respectively 

users of services of BDC's. The questionnaire included 10 questions, which covered the 

issues of services, price, promotion and place - as functions of marketing logistics and 

also their impact on meeting customer needs. Questions that were submitted to business 

community were in scale form (from 1 to 3), as follows: number 1- strongly disagree; 

number 2 - somewhat agree; number 3 - strongly agree. 

Also, questionnaires were delivered in the random form. The distributed sample in this 

study was a total of 300 companies, where we received responses only from 240 

companies. 
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Findings and results 
 

Based on the literature review, in the research methodology, as well as testing the 

variables through SPSS software program, we come to the following results: 

The first question, refers to satisfaction of collaborators about the use of services 

provided by the BDC's, actually, how much they are satisfied with the services 

provided by BDS’s. The results of this  uestion (in the following table), show the 

relevance of BDC's and their selection by the collaborators, i.e. customers. 

 

Table 1: The level of customer satisfaction 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 6 2.5 2.5 2.5 

 Somewhat agree 66 27.5 27.5 30.0 

 Strongly agree 168 70.0 70.0 100.0 

 Total 240 100.0 100.0  

Source: Survey results, authors calculations (through SPSS) 2016 

 

 
 

From the results obtained from the survey of 240 companies, we concluded that only 

70% are fully satisfied with the services provided by the BDC's, 27.5% are somewhat 

satisfied and only 2.5% are not at all satisfied with the services of BDC's. 

 

Regarding to the second question, which de facto is a very important question during 

our survey, because through this question we can prove the attitude of clients about 

how much the services provided by the BDC, are in line with the requirements of 

customers. The results are as follows: 
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Table 2: The attitude of clients 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 6 2.5 2.5 2.5 

 Somewhat agree 90 37.5 37.5 40.0 

 Strongly agree 144 60.0 60.0 100.0 

 Total 240 100.0 100.0  

Source: Survey results, authors calculations (through SPSS) 2016 

 

 
 

From the results obtained from the survey, regarding to the compatibility of 

requirements with the services provided, we conclude that 60% of them fully agree that 

the services provided are in accordance with their requirements, 37.5% believe that 

somewhat services provided are in accordance with their requirements, and only 2.5% 

share the conviction that the services offered are not in accordance with their 

requirements. 

 

The next question was asked customers to see if the services they use, are served to 

them exactly as were presented. The results are as follows: 
 

Table 3: Providing services 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 18 7.5 7.7 7.7 

 Somewhat agree 60 25.0 25.6 33.3 

 Strongly agree 156 65.0 66.7 100.0 

 Total 234 97.5 100.0  
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Missing System 6 2.5   

Total 240 100.0   

Source: Survey results, authors calculations (through SPSS) 2016 

 

 
 

So, by the results obtained during the survey of 240 companies, about the provision of 

services - just as were presented, we conclude that, 66.7% of them strongly agree that 

the services they use, were provided just as they presented, 25.6% believe that 

somewhat the services are offered as were presented, and only 7.7% of them share the 

conviction that the services they use, not at all are served as they presented. 

 

The fourth question has to do mainly with correlation of the prices with the provided 

services, i.e. how much the prices of BDC’s, services’ correspond to the  uality 

offered.  

 

The results are: 
 

Table 4: The correlation of services 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 6 2.5 2.6 2.6 

 Somewhat agree 120 50.0 51.3 53.8 

 Strongly agree 108 45.0 46.2 100.0 

 Total 234 97.5 100.0  

Missing System 6 2.5   

Total  100.0   

Source: Survey results, authors calculations (through SPSS) 2016 
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So, as can be seen from the presentation of the results in the above table, regarding how 

much the prices of services’ correspond to the  uality offered, we note that only 46.2% 

of them strongly agree that the services’ correspond to the  uality offered, 51.3% 

somewhat agree that the prices of services’ correspond to the  uality offered, and only 

2.6% of them share the conviction that the prices of services do not correspond to the 

quality offered. 

Fifth and sixth question refers to staff, de facto, how much impact has the BDC’s staff 

during the presentation and delivery of services.  

 

The results are as follows: 

 

Table 5: The impact of BDC 's staff 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 12 5.0 5.1 5.1 

 Somewhat agree 48 20.0 20.5 25.6 

 Strongly agree 174 72.5 74.4 100.0 

 Total 234 97.5 100.0  

Missing System 6 2.5   

Total  100.0   

Source: Survey results, authors calculations (through SPSS) 2016 
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So, regarding the fifth question related to the care of BDC's, to their collaborators, we 

note that 72.5% of them agree that the staff of BDC's, appreciates and is very attentive 

to their collaborators, 20.5% are of the opinion that the BDC’s staff, somewhat 

evaluates and cares for them, and only 5.1% share the conviction that the BDC' s 

personnel, at all does not value and does not care about their collaborators. 

 

Table 6: The accuracy of  BDC 's staff 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 12 5.0 5.0 5.0 

 Somewhat agree 24 10.0 10.0 15.0 

 Strongly agree 204 85.0 85.0 100.0 

 Total 240 100.0 100.0  

Source: Survey results, authors calculations (through SPSS) 2016 

 

 
 

But, taking in consideration the behavior and the accuracy of BDC’s staff, we note that 

85.0% of them strongly agree that staff of BDC's, is very polite and promptly care for 
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the business development of their collaborators, 10.0% are of the opinion that 

somewhat care for the development of their business, and only 5.0% of them share the 

conviction that the BDC’s staff is not at all polite and doesn’t care for their 

collaborators. 

 

The two following questions, are dealing with the most important element for 

attracting customers, i.e. marketing, therefore, whether BDC’s conduct a good 

marketing during the promotion of services and how much the latter inform 

collaborators about the new activities and their innovations. The results from the 

following answers are as follows: 
 

Table 7: The attitude of collaborators 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 12 5.0 5.1 5.1 

 Somewhat agree 126 52.5 53.8 59.0 

 Strongly agree 96 40.0 41.0 100.0 

 Total 234 97.5 100.0  

Missing System 6 2.5   

Total  100.0   

Source: Survey results, authors calculations (through SPSS) 2016 

 

 

 

So, based on the results presented in the above table, about how much BDC’s conduct a 

good marketing during the promotion of their services, we note that 41.0% of them 

agree that the latter, conduct a good marketing during the promotion of their services, 

53.8% are of the opinion that somewhat conduct a good marketing and only 5.1% of 

them share the conviction that the BDC's, not at all conduct a good marketing during 

the promotion of services. 
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Table 8: Informing the collaborators 

  Frequency Percent Valid Percent Cumulative percent 

Valid Strongly disagree 6 2.5 2.5 2.5 

 Somewhat agree 78 32.5 32.5 35.0 

 Strongly agree 156 65.0 65.0 100.0 

 Total 240 100.0 100.0  

Source: Survey results, authors calculations (through SPSS) 2016 

 

 

 

Whereas, regard to the informing collaborators about the activities and their 

innovations, 65.0%, of them strongly agree that BDC‘s, always inform their 

collaborators, 32.5%, believe that somewhat inform collaborators about the activities 

and their innovations and only 2.5% of them share the conviction that BDC’s, not at all 

inform their collaborators about their activities and innovations. 

 

The last two questions, i.e. the 9-th question and 10-th - the latter is regarded as an 

open question and refers to collaborators, regarding to the opinion about BDC’s, and 

would the latter recommend BDC's to the other companies. Results are as follows: 

 

Table 9: BDC’s recommendation from the other companies 

  Frequency Percent Valid Percent Cumulative percent 

Valid Somewhat agree 54 22.5 23.1 23.1 

 Strongly agree 180 75.0 76.9 100.0 

 Total 234 97.5 100.0  
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Missing System 6 2.5   

Total 240 100.0   

Source: Survey results, authors calculations (through SPSS) 2016 

 

 
 

Regarding to the last questions in the questionnaire, we note that respondents in general 

have a positive mindset and value the performance of BDC's, which is proved by the 

lack of proportion of type, we would not recommend BDC’s, to others. 

 

Also, from the answers received from respondents we note that 76.9% of them strongly 

agree and appreciate the work of BDC's, which consequently would recommend them 

to others, while only 23.1% of them, somewhat appreciate the performance of BDC's, 

and probably would recommend them to others. Therefore, several answers from the 

collaborators related to any proposal or additional comments, are as follows: 

 We are satisfied with the services provided; 

 Your services are very professional  ; 

 Our opinion is that the BDC's are the best; 

 They are simply perfect; 

 We would like to propose to do more training, seminars or other activities for 

students; 

 To continue their work and congratulate for the success. 

 

Table 10: Statistical summary of all survey questions 

  Q1 Q2 Q3 Q4 Q5 Q6 Q7 Q8 Q9 

N Valid 240 240 234 234 234 240 234 240 234 

Missing 0 0 6 6 6 0 6 0 6 

Average 2.68 2.58 2.59 2.44 2.69 2.80 2.36 2.63 2.77 
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Median 3.00 3.00 2.00 3.00 3.00 3.00 2.00 3.00 3.00 

Mode 18 18 18 12 18 18 12 18 18 

Standard deviation .526 .549 .637 .552 .569 .516 .584 .540 .427 

Variances .276 .302 .406 .305 .324 .267 .341 .292 .182 

Minimum 6 6 6 6 6 6 6 6 12 

Maximum 18 18 18 18 18 18 18 18 18 

Source: Survey results, authors calculations (through SPSS) 2016 

 

The above table, in particular way for each question - represents the minimum, 

maximum, average, standard deviation and variances in completing the survey  

 

Conclusions 
 

The efficiency of logistic management in a company, determines the profitability and 

preservation of competitive advantage. However, as a result of the integration of 

logistic and marketing, now, the logistic in a company is developed and treated equally 

- the same as marketing. Hence, based in the case of BDC's, we conclude that the role 

and the management of marketing logistic in Business Development Centers, represent 

"the heart of the management of operations" - where BDC’s, with dedication and 

accuracy are working toward this direction. For the last one, numerous projects realized 

till now are speaking, such as: business consulting for its collaborators, organization of 

various trainings for the business community, etc. 

 

On the other hand, like from a practical aspect as well as from theoretical aspect, the 

management of marketing logistic - in a company - concrete case in Business 

Development Centers, it is presented as a necessity for theoretical and methodological 

researches. All this, due the fact that marketing logistic is a very wide area, which in 

most cases is considered as the most critical factor that determines the success of 

BDC's. 

So, as we examined above, marketing logistic as a factor for the development of BDC's, 

continues its efforts in terms of increased profitability, creating barriers and sustaining a 

competitive advantage. All this race, especially in terms of increased competition in the 

market – for business development, can only be achieved through sustaining of existing 

clients, through: 

 Through the permanent information to collaborators about the quality of 

services provided; 

 Through the flexibility to prove and to utilize the services of BDC's, and; 

 Providing the same (to collaborators), in the right time and in the right place - 

taking into consideration that the costs of services will not threaten the 

profitability of the business. 
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Recommendations 

 

This study, above all aimed to explicate the effects of marketing logistics and also the 

implications on administering this process, therefore, how much this process facilitates 

the work and contributes in the development of Business Development Centers. Thus, 

taking into consideration the research methodology - the questionnaire form, for 

collecting and processing of data, i.e. testing variables through SPSS software program, 

the recommendations from this study will be: 

 

A combination of media (articles, press advertising, radio, television, e-mail, social 

networks, etc.) - for better effect to collaborators. But, always with a clear message, 

identical and consistent to all media; 

A reformulation of prices for services, because, the latter affect to their perception. 

Implementation of this strategy takes into consideration the difficulties of the brain for 

encoding numerical values - which is explain in the best way by Adavale and Monroe 

(2002): "Information about the price of a product is hardly perceived in the memory of 

people in form of numbers, but usually is coded in terms of "high" or "low". So 

numerical prices are more vulnerable to the impacts of its original context, exactly at 

the time when people tend to reformulate them, because, price coding or price 

perception becomes easier to form "expensive - cheaper", than in numbers. 
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 BUSINESS MODEL FORECASTS IN MANAGEMENT COMPANIES IN THE 

REPUBLIC OF SRPSKA 

Dr Dragan Milovanović
123 

Abstract 
 

New tendencies and trends in contemporary business organizations under the influence of 

globalization, the managers set a number of new questions and a lot of current dilemma. For 

the purpose of analysis and suggestions for improvement, we have tried to look at the role and 

importance of the concept of forecast in operation make better management decisions for the 

enterprises of the Republic of Srpska. Also, the idea of this paper is to focus and channel the 

creative energy managers, entrepreneurs and researchers of economics is to identify and assess 

the basic characteristics of management in the region and its comparison with the current 

international practice. Wrong management decisions in important sectors of the economy can 

have disastrous consequences for the economy of the Republic of Srpska. For this reason, we 

have decided that the work of investigating the applicability of the concept in the field of 

financial and insurance activities of the Republic of Srpska as a very important sectors of the 

financial system of the Republic of Srpska. The scientific objective of this work is to connect the 

econometric analysis and quantitatively evaluate business prediction based on Gordon 

Springate model to make important management decisions for the enterprises of financial and 

insurance activities of the Republic of Srpska. 

 

Keywords: Model, business forecasting, management, financial activities, insurance. 
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Introduction 

 

At the beginning it should be noted that the successful management and entrepreneurial 

activity of employees play a crucial role in the development of economic organizations 

of each country. New times and new trends require new research, the application of 

new concepts, new business philosophy and the new entrepreneurial and managerial 

thinking. The affirmation of entrepreneurial activity in conditions of great changes and 

harsh competitive struggle, new ideas and the ability to create and use innovation and 

quick adaptation surprises, become factors that can bring great success. Based on the 

previous re-affirm the intention of entrepreneurial spirit and behavior of managers. The 

paper-based application Gordon Springate business model predictions come to the 

prediction of business that must be respected when making development decisions in 

companies of financial and insurance activities of the Republic of Srpska. Forecasting 

is the process of exploring the future, in order to arrive at the appropriate assumptions 

and attitudes that would enable it to certain factors affect the company's operations in 

the future. Business forecasting aims to create a play about the conditions in which the 

activity is carried out is necessary for achieving the objective of business. 

Transformation of scientific predictions in the category affected the definition of basic 

scientific axioms, ie. basic scientific truth about predictions that have influenced the 

development of various methods of scientific forecasting. Professor of Economics 

Michael Evans from the University of Pennsylvania with his epochal part ,, Practical 

Business Forecasting "opened a new stage in the development of the concept of 

business forecasts. In his part Professor Evans highlights the great benefit of forecasting 

the award in the future in the form of improved business performance enterprises 

(Evans, 2003). Also, the survey results can be used for the purpose of making 

investment decisions in the Republic of Srpska companies from the financial and 

insurance activities. We believe that companies of financial and insurance activities as 

very important segments of the financial system of the Republic of Srpska deserve 

much more attention and represent a significant potential for the Republic of Srpska. 

That is why we in the field of research field of economic forecasting companies choose 

precisely the financial and insurance activities of the Republic of Srpska. In this sense 

we work sought to affirm entrepreneurial and strategic concept in the area. The main 

research questions who personified the problems of the work, and to which we will 

look for the answer in this paper are: ,,What are the predictions of business results 

forecasts for financial companies and insurance activities of the Republic of Srpska, 

and how these predictions influence business decisions of the company". As an 

independent variable in a research study, we set up a business based on the prediction 

made by Gordon Springate prediction model, as the dependent variable research 

business decisions in companies in financial and insurance activities of the Republic of 

Srpska. In this connection, it follows the basic research hypothesis Ho: ,,Gordon 

Springate model predicts that most of the companies financial and insurance activities 

of the Republic of Srpska befall financial difficulties in the future. "The interpretation 

of the results should serve as a basis for professional and scientific discussion about the 

role of business Prediction of the business decisions in companies of financial and 

insurance activities of the Republic of Srpska, as well as the basis for the affirmation of 

an entrepreneurial and strategic approach in a given area. After the introductory part, 

the second part of the problem of the research is analyzed from the perspective of 

research through the scientific literature and the results of significant scientific 

research. The third part of the work bears the name ,, research methodology and 
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analysis of sample "where it lays the basic methodological concept research, conducted 

sampling and applied scientific research methods. The fourth part presents the results of 

research and discussion of the results is carried out. In the concluding part of this paper 

the concluding observations on the basis of scientific research. 

 

          Review of the literature and previous research 

 

Management in modern conditions the managers poses many challenges, issues, 

problems and requires new scientific truth. To this end, the work represents a 

contribution to the elimination of dilemmas and making recommendations for better 

management through a conceptual model of business predictions. However from the 

perspective of entrepreneurial activity, entrepreneurial company to survive and grow in 

conditions of uncertainty and turbulent changes it is essential that entrepreneurial 

managers know what conditions they can expect in the future, which creates a basic 

foundation for fast and flexible response to the dangers and opportunities planned, but 

not inert, and on the basis of coerced moves. However, rapid and intense response to 

demands changes affirms the need for the concept of strategic thinking entrepreneurial 

managers, generating entrepreneurial spirit and business priori prediction. 

 

Business forecasting aims to create a play about the conditions in which they realize 

action is necessary to achieve the objectives of business. Therefore we can say that the 

prediction is one of the main objectives of economic research for the needs of business. 

Prediction is one of the key factors to improve the performance of various control 

operations, which is important for companies because in this way can ensure efficient 

use of resources (Klassen, Flores, 2001). 

 

The remainder of this paper we provide an overview of major theoretical views, what 

are the business plans. In our country there is a large number of works in this field, as 

well as plenty of empirical research on the role of business forecasting in the process of 

making business decisions in companies. In the process of analyzing the doctrine of 

business forecasting, it is important to point out the approach that sees business as a 

prediction of future research, with the aim to reach a reliable planning assumptions or 

opinions on the relevance of the facts and the nature of external and internal factors on 

the future performance of the company (Todorović, Đuričin, Janošević, 2003). Another 

approach under the business forecasting involves an attempt to create the best possible 

estimate of a future event (Dash, 2003). According to another view, the business 

forecasting organization can meet its objective, the survival of businesses and creating 

profits (Gilliland, 2010). 

 

Successful application of forecasting methods respectful prediction principle, which 

involves defining the basic elements of the prediction. Armstrong in his work entitled 

,,Principles of Forecasting: A handbook of researches and practitioners, standards and 

practites for forecasting, " says 139 principles grouped into 16 categories, which should 

be observed when predicting (Armstrong, 2001). 

 

Based on the analysis of the conceptual scope of business forecasting developed the 

concept of economic forecasting horizon. Under the economic horizon prediction 

implies spatial width and length of time looking at the factors that will affect the 

company's operations in the future and anticipating the consequences range planning 
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decisions made in the present (Todorović, Đuričin, Janošević, 2003). Horizont business 

forecasting is important for two reasons, namely the first to predict changes over time, 

and secondly that the current prediction models change with the passage of time 

(Diebold, 2007). Subject to the foregoing, weather prediction horizon can be seen as: 

short-term forecasting (prediction covers the period up to one year), medium-term 

prediction (prediction covers the period from 1 to 5 years) and long-term forecast, 

which covers the time horizon of over 5 years (Todorović, Đuričin, Janošević, 2003). In 

this paper, we respect the entrepreneurial and strategic approach that the last twenty 

years attracted the attention not only of theorists, but also business people worldwide. 

To give the concept has become immanent to all organizations in the dynamic 

conditions of great changes.The very process of business forecasting is carried out at 

certain stages. Stages of the business forecasts are shown in the following scheme. 

Scheme 1. Stages of the business forecasts 

 

(Source: Armstrong, 2001) 

 

In the analysis of complex aspects of prediction will use the Gordon model Springate 

business forecasting in companies financial and insurance activities of the Republic of 

Srpska. Springate Gordon is also one of the researchers who has made a significant 

contribution to the development of thought about the business outlook. On his research 

efforts generated through the business model for predicting the Springate model. The 

results of their research for companies from Canada, reflected through the model, 

published a paper entitled, Predicting the Possibility of Failure in a Canadian Firm, 

published in 1978. In developing the model was used to step-wise multiple discriminate 

analysis. The survey included 40 companies. The created model is composed of 19 

indicators that select companies into two categories, healthy (successful) companies 

and companies that threatens bankruptcy. The implementation of the model reached the 

probability of success of 92.5% (later model tests identified the correction, ie. That 

safety between 83% and 88%). The parameters that make up the model are (Springate, 

1978): 

 

X1 = working capital/total assets 

X2 = earnings before interest and taxes/total assets 

X3 = profit before tax/short-term liabilities 

X4 = Revenues from sales/ total assets 

Z = 1.03X1 + 3.07X2 + 0.66X3+0.4X4 

In the case of Z < 0.862, implies that the company is threatening failure. 

 

 

 

 



337 

 

   Research Methodology and sampling 

 

In order to test the strength of the model and measure its impact on business decisions, 

we performed testing in the field of enterprise financial and insurance activities of the 

Republic of Srpska. The results obtained will serve to the very important parameters in 

modeling management system in the given companies. The survey was conducted in 

the period from 03.01.2016. to 1.09.2016. year and weather coverage of the survey 

related to the period (2012 - 2014), which were used as the base year in the research 

process. Previous studies have generally partial in character, and include an analysis of 

individual elements of the model. The intention of the research was to draw attention to 

the level and trend predictions based on Gordon Springate model in enterprises 

financial and insurance activities of the Republic of Srpska. 

 

Respecting the approach according to which business enterprises prediction for the 

financial and insurance activities of the Republic of Srpska depend on the prediction 

business for the companies that make it, we will try to define the model predictions of 

stability of business operations of financial and insurance activities of the Republic of 

Srpska. Also, the date predictions represent significant inputs for a given model 

management companies. The results of research will be used for the purpose of making 

decisions about improving business operations in the future. Model predictions of 

stability of business operations of financial and insurance activities of the Republic of 

Srpska consists of aggregate indicators. Aggregation of data is performed by each of 

the indicators calculated based on the aggregation of data from the financial statements 

of all companies and sectors. For the purposes of basic research units of choice, as an 

elementary unit to be selected in the sample, takes the business units, ie. company. The 

methodological framework included the use of methods of induction and deduction, 

ratio analysis and comparative analysis method. Baseline financial analysis are the 

basic financial statements, which should provide the necessary information for realistic 

consideration. For financial reporting commonly used different methods, such as 

horizontal analysis (comparison of current to the previous year either in absolute terms 

or as a percentage), the analysis of trends (this is a change in percentages for many 

years - as a rule, at least three) vertical analysis (using the percentage account for the 

assessment of the participation of some parts of a whole - share in total assets, 

participation in working capital, etc.), and ratio analysis
124

 (calculation of certain ratios 

whose primary objective is to point out the areas that require further research). 

 

For the analysis were used to predict parameters Gordon Springate model predictions, 

and are based on the basis of the following relationship: 

X1 = working capital/total assets 

X2 = earnings before interest and taxes/total assets 

X3 = profit before tax/short-term liabilities 

X4 = Revenues from sales/ total assets 

                                                           
124

 Alexander Val, in his paper published under the title "The study credit barometer" in 1919, first introduced 

the idea of ratio analysis. Different institutions have begun to address by comparing the financial statements of 

which the first was United Typothetae of America in 1922.; Harvard Business School, 1923.; Robert Morris 

Associates - credit agency, 1923. 
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The analysis used data from the database APIF, 2012, 2013 and 2014. The calculation 

methodology for each of the coefficient has the following steps: 

 

1. Ratios are calculated for each company financial and insurance activities of the 

Republic of Srpska singles. 

2. The obtained values are then sorted from strongest to the worst. Under strongest 

value implies the best value for the selected ratio. 

3. The resulting list is then divided into four equal groups. 

 

In continuation of the schematic view ati concept that respects give access to business 

forecasting. 

  

Scheme 2. Specifying the company towards the desired state 

 

Source: Author 

In doing so, in practice, the business forecasting commonly used to support specific 

business processes, in our case the business management of the company. 

 

In this way, each value Springate Gordon prediction model has three points that 

obtained the list of data is divided into four equal parts. The median and quartiles 

eliminate the influence of extremely large and extremely small values. They also give a 

more accurate picture of coefficients in relation to the ordinary arithmetic mean. 

Between the first and the third quartile is 50% of the observed ratios, and so the values 

that are outside this range may be considered as an unusual value. The analysis covers 

all financial companies and insurance activities of the Republic of Srpska, for 2012, 

2013 and 2014. The remainder of this paper presents the results of research. Survey 

results are based on basis of the financial statements of all financial enterprises and 

insurance activities of the Republic of Srpska in 2012, 2013 and 2014, a contingent of 

weather forecasts covering the period of five years. 

 

      Research results and discussion 

 

Based on the previously defined methodological concept, we conducted research and 

date results are given in the sequel. With the globalization of business and increasing 

the influence of many factors, primarily external nature, are increased and the need for 

combining, creating and developing new models that can help to more comprehensive 

consideration of the current situation and predict the situation in the future. For this 

reason, the business forecasting models can help in anticipating future events and 

situations. For this reason, it is a field in which he manifested a significant research 
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interest of many authors around the world. Common to most of the work is the lack of a 

unique entrepreneurial and strategic approach. An approach that respects the work is 

that the next ballast external factors from the business environment and internal related 

to the organization and its resources, it is important to respect other elements. For the 

first fine of the same elements, we consider the effects of business forecasts, which we 

explore in this paper. The remainder of this paper presents the results of research, based 

on defined methodology. 
 

Table 1. Economic forecasts based on Gordon Springate models in the field of enterprise 

financial and insurance activities of the Republic of Srpska (for the period up to five years, 

the base year 2012., 2013. and 2014.) 

Years  2012. 
 

2013.  2014. 

 

         

First quarter 

Max 17,51 

 

47,62 

 

43,72 

 Average 7,50 12,65 11,31 

Min 3,83 6,36 5,87 

Median  3,41 
 

5,82  4,85  

 

Second quarter 

Max 2,98 

 

5,28 

 

5,15 

 
Average 1,72 3,30 2,67 

Min 0,88 0,43 0,73 

Median  0,87 
 

1,69  1,26  

Average  -1,13 
 

3,75  2,19  

Third quarter 

Max 0,87 

 

1,68 

 

1,17 

 
Average 0,02 1,06 0,87 

Min -1,11 0,21 0,18 

Median  -1,12 
 

0,20  0,18  

Fourth quarter 

Max -1,14 

 

0,18 

 

0,21 

 Average -13,87 -1,28 -1,13 

Min -101,99 -6,27 -8,18 

 

(Source: Research by the author) 



340 

 

Based on previous results, we can see that the model for the highest at 50% in 2012. 

The anticipated success of the enterprise financial and insurance activities of the 

Republic of Srpska. Also, the model average for companies covered by the values 

classified in the third quarter (25% of third companies (50% -75% of companies) 

provides business difficulties in business operations in the future on the basis of the 

2012 base year. Further work is given a graphical interpretation of the research results 

for the year 2012. 
 

Chart 1. Economic forecasts based on Gordon Springate models in the area of financial 

companies and insurance activities of the Republic of Srpska (base year 2012) 

 

(Source: Research by the author) 

Analyzing the average values obtained for all companies of financial and insurance 

activities of the Republic of Srpska-based in 2012, it is evident that Gordon Springate 

model does not foresee difficulties in business operations of the company in the future 

(for over 50% of companies). Therefore we can say that the enterprise sector financial 

and insurance activities of the Republic of Srpska majority befall financial difficulties. 

Based on previous research results, we can conclude that the company financial and 

insurance activities of the Republic of Srpska represent the healthy part of the financial 

system of the Republic of Srpska. The end of the time range prediction from 2012 is 

2017 years old. The remainder of this paper presents the results of predictions based on 

the given model based on 2013 as baseline. 
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Figure 2. Business predictions based on Gordon Springate models in the area of financial 

companies and insurance activities of the Republic of Srpske (base year 2013) 

 

(Source: Research by the author) 

Based on the previous chart, we can conclude that the model predicts financial 

difficulties, running for the last quarter (last 25%) of the company financial and 

insurance activities of the Republic of Srpska. In this segment of enterprises, it is 

necessary to apply the strategy of the business and financial restructuring. Significantly, 

in the given companies continuously implement processes silent enterprise 

restructuring, which is a necessary step towards the survival, growth and development 

of the given enterprise. Provide a model for the first, second and third quarter does not 

foresee financial difficulties for the next five years. Based on the median, the mean 

value of the coefficient in the series, we can see that Gordon Springate model does not 

provide business difficulties in business financial and insurance activities of the 

Republic of Srpska in the future even 2/3 of the company, if there is no change in 

business policy. The remainder of this paper presents the results of predictions based on 

2014 as baseline research year. 
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Figure 3. Business prediction based on Gordon Springate field model in enterprises financial 

and insurance activities of the Republic Srpska (base year 2014) 

 

(Source: Research by the author) 

Based on the previous chart, we can conclude that the model predicts financial 

difficulties, running for the last quarter (last 25%) of the company financial and 

insurance activities on the basis of the Republic of Srpska in 2014. Analyzing the 

average values obtained for all companies of financial and insurance activities of the 

Republic of Srpska-based in 2014, it is evident that Gordon Springate model does not 

foresee difficulties in business operations of the company in the future (for over 75% of 

companies). 

 

 Conclusion  

 

As a contribution to the research results, it is important to point out another very 

important and essential element of forecast and that the profitability of the business 

process, ie prediction. cost-benefit analysis of business forecasts. Creation and 

implementation of new processes in the company, in our case, the process of business 

forecasting, carries with it certain costs, which arise in the process of business 

forecasts. On the other hand, the benefit in the form of value added business forecasts 

(Forecast value added, FVA) is formed on the basis of decisions made based on 

business forecasts and depends on the efficiency of the process of business forecasts. 

We can say that the added value of the business forecasting an increase the value of 

variables predictions generated on the basis of the implementation of quality 

management decisions generated through the process of business forecasts. 
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The values of the prediction business process costs in absolute terms may have large 

variations, depending on the value of individual process costs of business forecasts. 

Structural business forecasting process costs include the costs of cash compensation 

experts who create and implement business processes prediction, then the costs of 

different software for business forecasting, cost database as the business process input 

prediction, and other costs that may arise during the implementation process of business 

forecasts. 

 

On the complexity of the process of business forecasting is influenced by numerous 

factors, among which are the most important, a larger number of stages of the process 

of business forecasts (problem formulation, information collection, selection of 

forecasting methods and the use of prediction), the involvement of a larger number of 

stakeholders in the forecasting business, there is a strong need for constant knowledge 

innovation, since there is a strong development of scientific disciplines that are related 

to the field of business forecasting, there is also a high level of instability that causes 

continual change. Entrepreneurial and strategic approach to the forecasting process that 

respects the work should be seen as a logical sequence of steps in which entrepreneurs 

and managers in the area of financial and insurance activities of the Republic of Srpska 

necessary to carry out an analysis of the analysis of the external environment, internal 

assessment of the possibilities for the organization and on that basis to make their 

predictions with a view to taking concrete business decisions. If we analyze the survey 

results, we can conclude that the model for 75% of companies, which are included in 

the first, second and third quarter, the model does not foresee financial difficulties. 

 

For this category of companies, the implementation of decisions related to the level of 

strategic and operational management to the growth of the company. Analyzing the 

business 25% of enterprises in the fourth quarter, we conclude that the given model for 

that category of companies anticipated business difficulties. For them to suggest policy 

measures in the field of healing and revitalization of the company, represented by the 

concept of internal entrepreneurship, financial revitalization of the company, restoring 

basic services and others. Analyzing the results of research, we came to the conclusion 

that 75% of enterprises financial and insurance activities of the Republic of Srpska 

particular model does not foresee financial difficulties. Based on the previously 

presented analysis of the research results in enterprises of financial and insurance 

activities of the Republic of Srpska we can confirm the research hypothesis Ho likes to 

Gordon Springate model predicts that most of the companies financial and insurance 

activities of the Republic of Srpska befall financial difficulties in the future. 

 

The essential thread of strategic and entrepreneurial thinking in processes of business 

forecasting and decision management companies of financial and insurance activities of 

the Republic of Srpska. An important point in the process of implementation strategies 

is certainly the application of contingent approach to businesses. Also, the proposed 

measures in the framework of strategic and entrepreneurship approach, their results 

should be to get the proper implementation of the measures in practice. Experience in 

the business of local companies, showed that the administration phase of 

implementation is the most important phase. Changes in the field of science, 

globalization and other processes also significantly affect the operating results of the 

company financial and insurance activities of the Republic of Srpska. 
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Abstract 

 
Human resources are the most important part of any team. Their knowledge, abilities and skills 

play the crucial role in any successful business and actions of each company, organization or 

institution. Human resource management in times of crisis is extremely important to the 

organization for avoid passing consecutive and bad decisions, a failure and eventually, in the 

worst case, to bankropt. The process of crisis management should have no end, it needs to be 

constantly upgraded. The practical part of the paper focuses on the human resource 

management in times of crisis in the case of Societe Generale - Splitska banka d.d.  

 

Keywords : human resources management, crisis, bank 
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Introduction  

 

In today's world, full of uncertainty and complexity, business is much more difficult so 

it is no wonder that organizations can build their competitive edge only on a single 

resource - their employees. Their knowledge, skills and competences are a key factor of 

a successful business activity of each company, organization or institution. Today, 

technology and information are easily accessible to all and human resources are the 

foundation on which to build competitive advantage and a major reason why one 

organization is different from the other. People are inexhaustible development resource, 

which makes them the most efficient form of capital. Due to negative effects caused by 

the current economic crisis, development of crisis management has gained great 

importance and its use has become inevitable. No organization wants to find itself in a 

business crisis, but each one should be ready for it so it can get out of it in the end. The 

aim of this paper is to show how to successfully manage human resources in time of 

crisis i.e. to analyze the impact of the economic crisis on human resources management 

on the example of Societe Generale - Splitska banka d.d.  

 

            Theoretical definition of human resources 

            Concept and importance of human resource management 

 

In contrast to the material and financial, human resources are a living factor of an 

organization, or in other words, they are a key factor of successful business activities of 

each company. Every successful company recognizes that human resources are the 

most important capital that they have since it is unique for every company and can not 

be copied. It was only during the early eighties that management of companies began to 

have greater interest in human resources as an important factor of the overall 

development. This was thanks to changes in general or social environment, changes in 

business environment and changes in the internal environment
128

. Major changes 

increase the degree of uncertainty of the environment. In order to survive in this kind of 

environment the organization must engage all of its knowledge, and all the human 

resources at its disposal. Investment in human resources should be considered a 

valuable asset. Education and training of employees, creating a pleasant environment in 

the company and a fair payroll system are features of successful companies that are 

implemented in order to create favorable motivational base for each employee. Human 

resources are the intellectual and mental energy that a company can use to meet its 

objectives and provide business development at the desired level. Management of 

human resources is a series of interconnected activities and the task of management is 

aimed at ensuring an adequate number of the structure of employees, their knowledge, 

skills, interests, motivations and behaviors necessary to achieve actual, developmental 

and strategic goals of the organization.
129

Management and development of human 

resources today is defined as the integral component of company’s strategy aimed at 

achieving employee motivation and satisfaction, which aims to increase the 

productivity of a company and the satisfaction of end users (Abbreviation: HRM - 

Human Resource Management)
130

. People have now become the only or almost the 

only competitive advantage that one organization has over the other. The central 

objective of human resource management is to contribute to achieving organizational 
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success. From a partial description of management environments, which we see today, 

new targets of modern enterprises are being derived. They are meeting the needs of end 

users, productivity and profits and employee satisfaction.
131

 

 

        Role of human resources in an organization 

 

Human resources management covers many areas related to human resources in the 

company, whereby it is important to emphasize that it is necessary to ensure the 

existence of connections between all areas, their cooperation and compliance, so that all 

necessary processes can be performed well and that there is a positive atmosphere in 

throughout the enterprise. If employees are provided with quality conditions and 

adequate compensation for work, then they will be more motivated and willing to do 

their best to accomplish those goals that are set before them, and thus will benefit the 

company. Since the human resources, by its very nature, are specific resources, the 

management of human resources is a specific activity. Therefore, there are a number of 

specifics of human resource management in relation to other organizational activities 

and functions.
132

 The lack of right people for certain jobs and their expertise has slowed 

down and put into question the development and success of many organizations. 

Successful and unsuccessful companies differ in their attitude towards the people and 

practices of human resource management. From all the above it is clear how important 

the role of people in an organization really is. The main areas of human resources 

management are:
133

 designing jobs and tasks / analysis of jobs and tasks, planning and 

recruitment of human resources, staff selection, training and education employees, 

employee development and career planning, performance evaluation of employees, 

compensations, rewards and benefits, and the health and safety of employees.
134

 

 

       Role of human resource management in the strategy of a company 

 

Strategic human resource management – strategic management and human resource 

management are the two most important interests and tasks of modern management. 

Harmonization of these two areas provides the competitiveness and future success of 

the organization. It can be said that the strategic management of human resources 

means systematic and deliberate development of human resources focused on achieving 

and developing organizational skills and ensuring relevant competitive advantages in 

order to achieve the strategic goals of the business.
135
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Figure 4: Relationship strategy and management of human resources 

   

  

  

         

 

 

 

 

 

 

Source: Bahtijarević-Šiber, F .: Human Resource Management, Golden marketing, 

Zagreb, 1999.,. p.123. 

The picture shows the focus of strategic management of human resources on the future, 

ensuring the development of people in accordance with the future position of the 

organization and the strategic needs of the same. Human Resources Management has a 

duty to ensure competitive ability and success of the company, therefore, the key 

objective of the strategy of human resource is to link these two areas. Organization of 

Personnel Department should be focused on the future and development of people in 

accordance with the future position of the organization and its strategic business 

changes. 

 

     Business crisis management 

     Concept and types of business crisis 

 

The concept of crisis is commonly used for all types of adverse events and situations 

that are unwanted, unexpected and unpredictable. Crisis (Greek. krisis) means a 

fracture, transient difficult situation in every natural, social and thought process, and in 

the ancient Greece, it has signified a 'decision'. In modern times, the crisis means 

primarily differentiation or ability to differentiate, choice, judgment, decision, and also 

the way out, resolution of conflicts, explanation. In the business economy, the crisis 

means the situation that calls into question the survival of the company, the state of 

vulnerability of its existence. It is a short, unplanned and unwanted process of limited 

duration and ability to influence, which harms the primary goals, with ambiguous 

outcome where there is a risk for survival, and on the other hand in the extreme cases of 

closing the company, countered by successful master of the crisis and successful 

rehabilitation of the company. The term crisis is also used with sudden disasters such as 

fires, earthquakes or other natural disasters that destroy resources of companies. It is 

considered that the crisis has occurred when the negative effects exceed the normal 

limit. The shortest way to describe the crisis is to say that it is a situation thatmarks the 

turning point of a development or a sudden change in one or more basic variables that 

Environment 

Strategic Planning and 

Human Resources 

Development 

Current position of the 

organization 

Competitive strategy Future position of the 

organization 
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endangers the achievement of the current basic norms and goals, which brings into 

question the survival of a system.
 136

 In today's world almost every company can get 

into a situation that threatens its survival, a situation that endangers the viability of the 

organization, preventing the achievement of objectives, and each organization can be 

found in a situation where it can not operate normally. For this reason, every company 

has to pay attention to the crisis in order to effectively manage the same. Thereby, we 

primarily refer to the instruments of preventive action and instruments to identify and 

master the crisis. Crises are irreversible but they can be alleviated, reduced, corrected 

and compensated for by reactions of companies, which must be fast and constructive. 

Unknown and unpredictable crisis can not be avoided but companies need to make 

more contingency plans to cope with the challenges that crises bring. The goal is to 

make unpredictable crises predictable. However, the crisis is not always just negative 

for individuals and organizations because it has the ability to discover new 

opportunities that not only help in overcoming difficulties but also open up new 

opportunities for development and a higher level of development. 

 

       Typology and causes of business crises 

 

Crisis can be divided according to causes, the number of causes, duration, level of 

perception, ability to overcome it, types of consequences, localization of consequences, 

corporate objectives, stages of the crisis and predictability.
137

Business crisis which has 

not been caused by sudden events is usually divided into the following stages 

(according to the level of perception):
138

 

 

Potential crisis - not a crisis but situation in which there is a potential future crisis 

because of certain weaknesses in the business. A simple example would be a company 

that does not have financial controls. The lack of such a system will prevent early 

recognition of the symptoms of problems and the problems will only become evident 

when solving problems will become harder and more expensive. 

 

Latent crisis - is a condition in which danger already exists, but it is difficult to identify 

with common economic instruments. A simple example would be a company that funds 

growth at the expense of increasing debt to suppliers. Regulation of obligations is 

conducted through financial reports that show profit and stable cash flow.   

Acute crisis - the symptoms of the crisis are immediately visible. Possible way out of 

the crisis is more visible in this stage than in the previous two.  

 

Unpredictable crises are almost impossible to avoid, which limits prevention, while the 

emphasis on the foreseeable crisis is on prevention in order to influence the 

consequences which it may cause, or to influence the levels of its intensity, duration 

and consequences. If the crisis is detected on time it is more likely that its life will be 

shorter, i.e. that the company will quickly emerge from the crisis and solve the same. 

Conversely, if the crisis is detected later and if the company is not prepared, getting out 

of the crisis will last a long time with large consequences. According to most studies, 

the main causes of the crisis are internal problems, although the final result is a 
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combination of both sources. The company depends on the environment in which it 

operates, and it represents a dynamic system, so it is clear that this aspect is not be 

neglected and that special attention should be paid to developments in the surroundings. 

The causes of the crisis are usually divided into: external and internal. The external 

environment represents a dynamic system in which the company carries out its 

activities. External causes of the crisis result from the unfavorable developments in the 

surroundings. Company can not influence this causes of the crisis and it must accept 

and adapt to them, and they may be caused by economic changes, competitive changes, 

political changes, social changes, technological changes. Inner causes of the crisis can 

be found in the company itself and its way of doing business and are the most common 

and most dangerous cause of crises of companies. Almost all internal reasons are the 

result of actions or non-actions of management that is most responsible for the internal 

crisis. These kind of crises can be caused, for example by changes in the supervisory 

board, poor management, high costs, or poor management of finances. 

 

    Crisis management 

 

Crisis management is defined as an activity aimed at mastering a situation that is 

dangerous for the survival of the company, planning and implementation of measures to 

ensure the fundamental goals of the company. Crisis management is characterized by 

an intensification of the means and methods necessary for mastering the crisis, the 

introduction of radical measures of business turnaround. If these are activities to 

counter the crisis, then we talk about preventive or anticipative crisis management, 

while of the reactive crisis management we speaks in terms of fundamental, existential 

variables after the crisis, and is marked by clear objectives, such as achieving certain 

liquidity or success.
139

The task of crisis management is to identify the nature of the 

crisis, to make every department in the organization contributes to the resolution of the 

crisis, to communicate without difficulty, to acquire the necessary knowledge in order 

to execute recovery procedures and to intervene in order to minimize the damage. 

Crisis management in the broader sense implies a wide range of activities of the 

company focused on the crisis. The company is ready for potential dangers, actions are 

implemented when these dangers appear and new knowledge to overcome the crisis is 

being acquired. Below is shown the crisis management in the broader sense. 
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Figure 5: Matrix of the process of crisis management 

Stages 
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What happens when? 

Information Who collects / delivers which information? 

Organization Who assumes which tasks and roles? 

Communication Who gets informed, when, how and about what? 

Psychology What are the consequences of events, information and activities? 

Source: Osmanagić Bedenik N., Crisis as Opportunity, Školska knjiga, Zagreb, 2007., p.40. 

The term crisis management in the strict sense is understood as undertaking activities 

with the aim of mastering the crisis and preventing the expansion of the same. Changes 

are introduced in the organizational structure, i.e. restructuring or turnaround is being 

carried out which aims to eliminate the factors that slow down response to changes in 

the environment.  

 

   Impact of the economic crisis on the Croatian banking sector 

 

The crisis, which began in 2008 and today is still ongoing, has been launched by events 

in the US banking sector. Over-indebted American property owners are considered to 

be the direct drivers of the crisis who were no longer able to repay their mortgage loans 

due to the slowdown in the US economy. Banks have been massively approving loans 

without a solid risk assessment, and without adequate collateral. Most commonly the 

estimate that the real estate prices will continue to rise was sufficient, loans for 

homeowners were given to persons without employment, and those who really were not 

able to repay the installments. The fourth-largest US bank, Lehman Brothers, collapsed 

under the weight of their bad investments which sparked fears of other banks and 

investors with whom it conducted business. This collapse of the mortgage market that 

occurred in the summer of 2007 soon led to a systemic crisis and the fall of general 

economic activity globally. Banks around the world whose investments were associated 

with these loans began to lose money. European banks that have invested in the US 

mortgage market were hit hard. The crisis did not bypass Croatia, and the measures 

taken have proven to be overdue and insufficient to avoid a serious recession. At the 

end of 2008 the world economic crisis manifested itself in Croatia through stopping of 

economic growth, reduction of production and consumption and the decline in GDP of 

5.8%. As a result of several years of decline in economic activity, the business activities 

of banks have slowed down, the level of caution is elevated and loan demand 

suppressed. According to the annual report of the CNB for 2014 at the end of the year 
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33 credit institutions, or 27 banks, one savings bank and five housing institutions were 

in business. In the year under observation two institutions less were in operation, one 

bank went bankrupt, one bank merged with another which led to the fact that for the 

fifth consecutive year there is a slight drop in the number of credit institutions. In 

comparison to the beginning of the crisis, in 2008, 40 banks operated in Croatia. A 

sharp decline in assets in 2008 was followed by a three years of slight increase in assets 

then again we have three years of consecutive decline. The reason for such a scenario is 

the lack of new lending activity and the decline in net credit in all domestic sectors. 

Banks have in recent years become restrained in taking risks causing decreased net 

loans. After 2008 there was a constant decline of liabilities and capital of banks. The 

biggest reason for this movement is the deleveraging of banks under majority foreign 

owners because domestic financing sources are increasing.
140

 

 

    Societe generale – Splitska banka d.d. 

 

Splitska banka was established in 1965 as a communal bank based in Split. It was then 

renamed to Investment - Commercial Bank to get its present name - Splitska banka d.d 

– in 1981.In 1993 the Bank became a principal of VISA International for Croatia. In 

1996 Splitska banka has entered into a process of rehabilitation recommended by the 

CNB and its shareholders' equity was abolished, and the bank's capital increased by the 

State Agency for Deposit Insurance and Bank Rehabilitation (DAB), and in 1998 

ownership stake of DAB reduced to 85.9%. In April 2000, the Italian bank UniCredito 

Italiano purchased 63% of shares of Splitska banka, thus becoming the majority owner. 

27. In February 2002, AustriaCreditanstalt Bank AG, which is also a member of the 

UniCredit Group, became the majority owner of Splitska banka with 87.6% of shares 

and initiated the merger of the existing Croatian subsidiary HVB Croatia with Splitska 

banka whereby Splitska Bank undertook all the assets, rights and obligations of HVB 

Croatia. On June 30, 2006 Societe Generale takes over Splitska banka with 99.75% of 

shares, becoming the largest foreign group present on the Croatian market. Splitska 

banka becomes Societe Generale - Splitska banka d.d. The investment of Societe 

Generale in Splitska banka was one of the few large investments in Eastern Europe as 

part of a strategy in the field of international banking business in order to expand its 

network in Europe on markets that are still in development. Since the beginning of 

2009 Splitska banka is wholly-owned by Societe Generale. Societe Generale Group is 

present in 77 countries, with 160,000 employees and over 33 million customers.2014 

has been a significant year for the Group as they celebrated 150 years of existance at 

the position of one of the key actors in the European banking market. The headquarters 

of the Societe Generale Group is in Paris, and the Group is included in the five major 

socially responsible investment indexes. Societe Generale - Splitska banka dd operates 

as a joint stock company registered at the Commercial Court in Split, based in Split, at 

Ruđera Boškovića 16. It performs all credit, deposit and other banking business in the 

Republic of Croatia in accordance with the laws and the general acts of the bank. The 

vision of the bank is to be among the leading banks in Croatia with the support of one 

of the major European banking groups, to be a bank that is particularly attractive to 

customers because of the wide range of high-quality standardized products and services 

that are offered through an integrated network of traditional, mobile and direct 
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distribution channels, with employees oriented towards customers, and unique and 

effective processes and technologies.
141

 The strategy of Splitska banka is to continue a 

profitable and balanced growth and continuous support of their clients (in Croatia and 

around the world through a network of Societe Generale Group), with the goals of 

increasing the market share based on the full functionality of the branch network in the 

north of the country, an increase in non-interest income and the introduction of new 

products, such as, in the private banking segment, further optimization and 

development of the operating system (for example a new Internet banking system) in 

order to increase customer satisfaction, continuation of effective and continuous 

monitoring of risk, maintaining an adequate level of capitalization to support further 

development activities, to continue optimizing costs and operations, to continue to 

actively increase the deposits received, controlling interest costs and reducing the ratio 

of the loan against the deposit.
142

 

 

           Human Resource Management at the time of Crisis in the case of Societe 

Generale - Splitska banka d.d. 

         Human resources department of Societe Generale - Splitska banka d.d. 

 

Human Resources Department is organized into teams: finances team, administration 

team, training team and development team. Annual report, as well as the mission of HR 

departments of Splitska Banka d.d. states the following:  

To support the business strategy of Societe Generale - Splitska banka in achieving 

short-term and long-term goals 

 

Provide necessary support for staff to ensure compliance of their competencies with the 

organization of Societe Generale - Splitska banka and its objectives, and permanently 

raising efficiency and positive impact on their commitment to the bank 

 

To ensure quality processes in the domain of human potentials such as: employment, 

motivation and reward, career development and mobility, identifying and retaining 

talent and key people, the development of professional and personal competencies, 

establishing adequate culture and climate, internal communication, development of new 

tools and systems, effective administrative and financial functions of the department. 

When training employees Department of Human Resource Management has two 

objectives. The first objective is to contribute to the achievement of business strategy 

and goals through adequate, professional forms of education. The second objective is to 

provide support to all employees in a continuous process of developing their personal 

skills and specific knowledge of the business through annual training programs. The 

Bank carries out various kinds of training that include the acquisition of professional 

and technical knowledge, sales and personal skills and learning foreign languages. 
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Human Resource Management at the Time of Crisis In the Case of Societe Generale - 

Splitska Banka d.d. 

 

In order to analyze human resource management in times of crisis it is necessary to 

analyze the trends in the number of employees since the beginning of the economic 

crisis in 2008, and up to 2015. as shown in Table No. 2. 

Table 2.: Total number of employees from 2008. to 2014. 
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Chart 1: Trends in the total number of employees from 2008. to 2015. 

 

 

Source: Made by the authors on the basis of financial statements of SGSB 

Table 2. and Chart 1. show the movement of the total number of employees from 2008. 

to 2014. It is evident that the number of employees grew by 2010. The bank showed a 

growth in 2009. of 5.61% compared to 2008., and employed 85 employees. In 2010. the 

bank has achieved the highest number of employees among the observed years, and that 

year it employed 3.5% more employees i.e. 56 employees. From 2010. until 2014. the 

bank realized a drop in employees. In 2011. a total number of employees stood at 

1,576, i.e. there was a drop of 4.8% or 80 employees compared to 2010.  In 2012. 

decline was 5.7% or 90 employees compared to 2011. The decline in 2013. was almost 

non-existent because only two employees less were employed than in 2012., i.e. a 

decline of 0.13%. Finally, in 2014. the Bank also decreased the total number of 

employees when it employed 2.9% or 43 employees less than in 2013. Reduction in the 

number of employees is a result of the economic crisis. The consequence of the 
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impossibility of hiring new staff is that the Bank in 2014. has fewer employees than at 

the start of the crisis in 2008. The total number of employees during the years observed 

has reduced through natural departure (pension) and SGSB is not employing new 

people on all vacancies but already existing employees are allocated to those jobs that 

they can perform in accordance with their qualifications, knowledge, experience and 

level of education. Table 3 shows the movement of the cost of employees from 2010. 

until 2015.  

Table 3: Cost of staff from 2010. to 2015. 

In mil 

HRK 

2010. 2011. 2012. 2013. 2014. 2015. 

Employee 

expenses 

355 349 339 326 314 307 

Source: Made by the authors on the basis of financial statements of Societe Generale – 

Splitska banka d.d. 

Since 2010., staff costs are steadily decreasing. The reason for this trend is reflected in 

the fact that the Bank has over the years reduced the number of employees and the 

number of held hours of training. However, SGSB has not decreased most material and 

immaterial compensations to its employees during the observed years. The structure of 

workers in SGSB is such that most of them are with secondary and tertiary education. 

In times of economic crisis it is extremely important to manage the process of 

education of employees. A training plan is used as an essential tool for this activity. 

Training plan includes a global overview of training activities planned within a year for 

the Bank as a whole or for a specific business area and is prepared by the training team. 

The training team is an integral part of the Department of Human Resources, and its 

main purpose is to provide support to all employees in the development and 

improvement of the existing level of personal competence, to enable the achievement of 

the level of competence necessary for the achievement of short, medium and long-term 

business objectives of the Bank. The main responsibilities of the training team are 

analyzing the training needs and preparing the annual training plan, presentation and 

updating of regularly offered training, design and distribution of training (optional), 

logistical support for the organization of training, cost management training, 

assessment of the impact of training activities on an annual basis. In order to identify 

training needs both collective and individual needs should be taken into account. 

Collective needs include the needs of a larger number of employees, while the 

individual needs of education are defined through an individual management processes. 
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Chart 3.: Total training hours held from 2010. to 2015. 

 

Source: Made by the author based on financial statements of Societe Generale – 

Splitska banka d.d. 

In 2010. a total of 89,000 training hours were held, and 95% of employees had at least 

one training in that year. Much of the training activities focused on training employees 

to work on a new central system of the Bank. Special attention was paid to structured 

introduction of new employees and their integration into a new working environment. 

In 2011. the number of courses of training hours was drastically reduced when there 

was a total of 34,194 hours of training, and 96% of employees have passed at least one 

training course during the year. Just like in 2010., that year also special attention was 

paid to the introduction of new employees and their integration into a new working 

environment. In 2012. there was a total of 30,000 hours of training and 95% of 

employees have passed at least one training course during the year. Reduction in the 

number of training hours continued in 2013. when there were a total of 22,000 training 

hours, i.e. 95% of employees had at least one training course during the year. In 2014. a 

total of 21,590 training hours were held, and 95% of employees had at least one 

training course in that year. 21,949 training hours were held in 2015. Although in 2010. 

to 2015. the total number of training hours drastically reduced that was not much 

affected by the fact that during all the years almost every employee has at least one 

training hour over the years. Through training programs SGSB wants to provide 

support to all the employees in a continuous process of developing their personal skills 

and specific knowledge of the business and the maintenance of appropriate levels of 

expertise and skills. To help decide on the quality of strategy of human resources 

management at Societe Generale - Splitska banka d.d. the movement of net income per 

observed years will be presented and then compared with the employment trends. 

Table 4.: Net income per year 

In mil 

HRK 

2008. 2009. 2010. 2011. 2012. 2013. 2014. 2015. 

Net 

income 

272 312 170 138 96 34 194 121 
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In 2008., at the beginning of the economic crisis, Societe Generale - Splitska banka d.d. 

has achieved HRK 272 million of net profit. That year, the Bank increased expenses as 

a result of an increase in the number of employees, opening of branches and launching 

projects. In 2009, the Bank has made 312 million in net profit, which was most of all 

observed years to start the trend of decline in net profit in 2010. because of the increase 

in general expenses and increased provisions for risks. Level of cost of risk, taking into 

account the prudent provisioning policy, led in 2013. to net results in the amount of 34 

million.  After 2013., which was marked by a strict risk management policy, 2014. has 

brought a significant improvement in all respects, which led to an increase in net profit 

to 194 million. Due to a provision for the conversion of portfolios of loans with a 

currency clause in Swiss francs to loans in euros on the basis of the law which was 

passed in 2015, SGSB in 2015. achieved a net profit of 121 million, which is 37.6% 

less than in 2014. Taking into account the previously discussed trends in net profit and 

trends in the number of employees it is clear why the bank uses this kind of a human 

resources management strategy. Due to the decrease in net profit and uncertainties that 

are brought by the economic crisis, SGSB was forced to pursue a policy of not hiring 

new employees to all vacant positions. Although reducing the number of employees 

each year since the beginning of the crisis until 2015., SGSB has achieved a positive 

net income every year but it can be concluded that this strategy of human resource 

management is efficient and points to profitability. Societe Generale - Splitska banka 

d.d. has received about 4,000 job applications in 2010, 24% of candidates who have 

submitted a request attended selection process, of which 20% of the candidates were 

employed. In 2011. around 4800 CVs were received, 19% underwent selection process, 

of which 16% of participants were employed. In 2012. SGSB has received about 3,200 

resumes of which 18% were invited to attend the selection process, and 9% were 

employed for the bank. In 2013. around 3400 resumes were received, 16% of 

candidates attended the selection, and 15% of candidates were employed. In 2014. 

about 2,800 resumes were received, the bank has called 19% of candidates to the 

selection procedure and at the end employ 15% of them. The least amount of resumes, 

2150, was received in 2015., 19% of submitted candidates participated in the selection 

process and eventually 17% of candidates who attended the selection were employed. 

Since it was already clarified that SGSB is constantly decreasing the number of 

employees this trend in candidates who attended the selection process and in the end 

those who are employed is to be expected. Human Resources Strategy does not require 

the recruitment of new employees to all vacant positions, but instead redistribution is 

performed, closing new jobs or merging them with others. In order to achieve 

satisfaction and motivation of employees of Societe Generale - Splitska banka d.d. uses 

various tangible and intangible compensations. In cooperation with the management the 

human resources department participates in the career development of its employees. 

Internal interviews are conducted with all employees to gain insight on the expectations 

of employees regarding their career. Every year, each employee has a conversation with 

their supervisor on the work performance and guidelines related to development. Those 

employees whose results are above average contribute to the achievement of the Bank's 

objectives and demonstrate the desired behavior of candidates for additional material 

rewards through a system of variable remuneration. To encourage employees to better 

results and long-term reward them, Societe Generale - Splitska banka d.d. implemented 

a global employee stock ownership program in which all employees have the 

opportunity to buy shares of Societe Generale Group at a favorable price. SGSB carried 

out research on the satisfaction of their employees in order to identify areas where it is 
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necessary to make further improvements according to the opinion of the employees. 

Bank and representatives of the employees have very good communication, which is 

reflected in the collective agreement governing the guaranteed tangible and intangible 

rights for all employees. With the aim of improving awareness among employees, 

SocGen has developed an internal portal "My Bank" and printed magazine "My Bank" 

which is also available in electronic form. 

 

From the foregoing, it is clear that Societe Generale - Splitska banka d.d. knows what 

its most important and most valuable resource is. Societe Generale-Splitska banka has 

always ensures quality processes in the field of human resource management including: 

employment systems, motivation and reward, career development and mobility, 

identifying and retaining talent and key people, the development of professional and 

personal competencies, establishing adequate culture and climate, internal 

communication, development of new tools and systems, effective administrative and 

financial functions of the department.
143

 

 

Conclusion 

 

Knowledge is the only category that grows with use. It is intangible asset, intangible 

product that is increasingly becoming a driving force of new economy. All modern 

companies have recognized that their greatest asset is their employees. Human resource 

management in times of crisis is extremely important in order for the organization to 

master and solve the business crisis. Nowadays business crises are an everyday 

occurrence that happens in almost every organization, and every organization must be 

ready for the possibility of crises, and adverse events. Human resource management is 

one of the key factors for survival and development of any organization. Gone are the 

days when the human resources department was responsible for recruiting and training 

staff. Human resources department should help in the achievement of the objectives of 

an organization. In today's environment, which is dynamic and subject to frequent 

changes, it is important that the organizations have employees who will react to 

changes. 
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Abstract 

 
Each company led by the input-output analysis logic creates a certain value. That value 

depends on the logical-methodological framework placed in primary activities and support 

activities in the value chain of the company. Within the strategic orientation the company 

chooses its logical-methodological framework that serves as an instrument to increase total 

revenue and / or reduction of total costs. Each company has its own chain of values, that in a 

greater or lesser extent deviate from the idealnotypical value chain that is created by a 

prominent Harvard professor of business strategy Michael Porter, without any doubts the most 

powerful theoretician of strategic management in the world. Every company is consisting of 

generic activities that transform inputs into outputs. That implies that each company possesses 

an inherent value chain that is not recommended to copy due to various factors that affect its 

activities. Each activity as a separate entity within the value chain generates certain costs. In 

order to influence profit growth, it is necessary to constantly control the cost drivers that 

significantly weaken the value chain configuration with negative impacts on profit. The aim of 

this paper is to point to the importance of tracking costs within the value chain by analytical 

cost-cutting methodology until one activity is attained one activity one cost.  
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Introduction 

 

The company is a socio-economic phenomenon148 that is focused on achieving 

strategic goals defined by mission and vision that shape the value system in relation to 

suppliers, brokers and buyers. According to the logic system approach in the context of 

the input-output relationship, the enterprise assumes value from the vendor as its input 

to transform that value into the new value that it transmits as its output via the buyer's 

agent. This means that the term value chain of an enterprise describes the way of 

looking at the business process as a chain of activities that transform the inputs as 

outputters for the customer. In this process, it adds a value (add value) to the final 

product. (Šunje, 2002) 

 

The concept of value added analysis was introduced by Michael Porter (1985: 23), 

based on his research into the accounting practice of value added calculation through 

individual stages in the production process. This led Michael Porter to translate that 

idea into the company as a whole, proving that it is necessary for a separate 

examination of each of these activities in order to determine the sources of competitive 

advantage. (Buble, et al., 1993) 

 

In this way, the value chain can be treated as a separate one, not forgetting that the 

value chain of the company is only part of the branch chain that is the upstream value 

chain, the value of the channel value and the customer value chain. Since the company 

manages its own value chain, it will depend on creating and maintaining competitive 

advantage. In this way a value system is built. 

 

The essence of business is a business model that best describes the configuration of 

activities. Every activity in the company contributes to the result it achieves. Today, 

thanks to the development, it is possible to quantify the contribution of Michael Porter's 

activity called the value chain. 

 

Michael Porter (1985: 63) suggests a procedure for analyzing the value chain by 

analyzing activities. Value chain activities of a company represent only a part of 

activities called a value system. Each product line has its own value chain, and the 

company can be viewed as a set of different value chains. In a diversified company, the 

value chain is formulated at the level of a strategic business unit. (Đuričin, Janošević, 

Kaličanin, 2015: 400) 

                                                           
148

 As a socio-economic phenomenon the company is oriented towards the stakeholders these are the groups 

within or outside the companies that have a share in the results that the company achieves. Individuals or groups 

who have an interest, claim or have a share of the capital in a particular company whose interest they are 

interested in may be. Depending on the character of the stakeholder relationship, we share the following: (1) 

Internal stakeholders - make all persons, individuals or groups within the company that the company can 

influence and their behavior to adapt to themselves. These are: owners, managers and employees. (2) External 

outsiders - make all organizations, individuals or groups outside the company which the company can not 

influence and adjust their behavior to them. These are: buyers, suppliers, governments, trade unions, 

communities. Internal and external stakeholders form a group of factors whose interaction creates a business 

ambience or economic climate, and have a crucial impact on the quality of the environment and the ability of the 

company to realize its strategic intent (mission and vision). These are the factors that determine the character 

and the market dimension, thus the conditions and obtaining inputs for the business of the company. Both 

interest groups under this approach expect the company to meet their mutual interests. However, the company 

does not meet all these different requirements, and often these interests are mutually opposing. 
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As a set of dependent activities, the value chain is clustered with the internal and 

external links of the company. Links are the relationship between the way in which a 

value activity and the cost of performing another asset activity are performed. The 

totality of internal and external activity links is the configuration of the company value 

chain activity. Their importance is reflected in the ability to create and maintain 

competitive advantage in two ways: (a) by building optimal configuration and (2) by 

coordinating activities. The links used in the value chain are numerous: (Porter, 1990: 

63) the same function can be done in different ways, the costs of performing direct 

activities can be reduced by improvements, reducing the need for long term product 

servicing, quality assurance functions can be done differently. 

 

The value chain of company is imposed as a useful diagnostic tool to identify the 

profitability of each stage in the business process. The analysis seeks to determine the 

costs of these activities in order to determine whether the company has or does not have 

a cost advantage over the competition. This is exactly what Michael Porter stands out 

that emphasizes the inadequacy of the company as a whole in finding the source of 

competitive advantage. Namely, he claims that each separate activity must be viewed 

independently, separate from each other, in order to identify their influence. To this 

end, the characteristics of each of these activities are examined in order to determine 

how each activity in the value chain can differentiate company products.  

 

Competitive advantage can be achieved in two ways (low costs and differentiation), the 

company identifies the so-called cost drivers and so-called value drivers. Cost drivers 

are linked to support activities (company infrastructure, human resources management, 

technology development and procurement), while value drivers are linked to primary 

activities (logistics, production, outbound logistics, marketing and services). 

 

The essence of a business strategy is to maximize the use of value drivers and 

maximally reduce cost drivers, with adequate value chain configuration. 

 

Each activity causes costs and consumes the asset. To carry out the distribution of costs 

and assets to activities, we have two methods available: 

 

1. Traditional bookkeeping  method 

2. Method of determining activity costs 

 

The traditional bookkeeping method monitors costs by types, locations, and carriers, 

where carriers usually appear as products or semi-products. In doing so, direct costs are 

charged directly to bearers, and are generally charged, and this key is usually the direct 

cost of labor. Applying a traditional book-keeping method does not allow cost-per-

action tracking. 

 

Each activity in the chain value is subject to cost and therefore the chain value analysis 

requires that the costs of each activity be determined. This application can not meet the 

traditional bookkeeping method but the ABC method. (Buble, et al., 1999: 36). A more 

detailed analysis allows us to compare costs with key concrete or branch averages on 

the basis of which we can conclude whether we are in favor, backward or equal to 

competitors on one side, and whether we are better, worse or equal to the average of the 
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branch. Likewise, it is possible to discuss whether individual items of costs are reduced 

or increased. 

 

The value chain is suitable for the diagnosis of sources of competitive advantage and 

the existing differences between competitors. Each of the basic and accompanying 

activities needs to be divided into less separate activities. It is necessary to highlight 

those activities that best represent the actual and potential competitive advantage of the 

company. Each of the separate activities (regardless of the degree of aggregation) must 

have a special economy, a strong real and potential influence on differentiation and a 

significant share in total costs. 

 

Once the value chain is documented, it is necessary to identify the activities that are 

critical to customer satisfaction and market success. These are the activities that 

underpin the main focus of the examination in the internal analysis. Three reasons are 

essential in this chain of value chain analysis: (Pearce, Robinson, 2000: 210) 

 

First, the core mission of the company should be to influence the selection of activities 

that will be examined in detail. This means that management must focus all attention on 

achieving low costs. 

 

Secondly, the nature of the value chain and the relative importance of the activity in it 

vary in individual branches. This means that management focuses all attention on 

activities relevant to the company. 

 

Third, the relative importance of activity values may vary with respect to the position of 

the company in a wider system of values. This means that management needs to have a 

wider image of the value chain. 

 

However, it is not enough to identify the activity, but you need to go further and 

identify activities within each of the two groups. Within the categories of primary 

activities and support activities, there are three types of activities that play a different 

role in creating competitive advantage. These are: 

 

1. direct activities - directly create value for the customer (for example, 

assembly, promotion, etc.) 

2. indirect actions - indirectly enable the conduct of direct activities (for 

example, administration, maintenance, etc.) 

3. quality assurance activities - ensure the quality of other activities (for 

example, control, supervision, etc.) 

 

Each company has all three activities listed among the primary activities and support 

activities. The essence of the activity analysis is to identify four groups of activities. 

First, activities that do not exist but which are essential for a business strategy. The goal 

is to introduce these activities. Second, to identify activities that are not in line with the 

mission. The aim is to eliminate these activities. Third, to analyze activities that are 

critical to business processes. The goal is to keep these activities. Fourth, to analyze 

activities that add value. The goal is to improve these activities.  
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The concept of the value chain that has been previously exposed represents  ideotypic 

forms associated with company closure. The company often does not have all the 

activities listed and explained, so the company needs to create its own value chain. 

 

Research results 

Research methodology 

 

In order to point out the importance of cost tracking in the value chain, a comparator of 

the company (called "the activity carrier" consisting of three strategic business units) 

has been made with three competitors in companies whose names are "A", "B" and a 

competitor " C ". The company data was processed statistically in the IBM SPSS 

Statistics software package. The methods used are from descriptive statistics with 

graphical representation and interpretation of data to make conclusions for companies 

and strategic business units within a company. A statistical conclusion was used based 

on a fair correlation and regression analysis. From the descriptive statistical measures, 

the arithmetic mean and proportions are most common in this paper. In addition to the 

above mentioned measures different graphs were used that are important for the 

interpretation of the results. The central part of the statistical data processing refers to 

the statistical conclusion. It is very important to conclude that there is a statistically 

significant difference in the results, ie whether there is a significant dependency 

between some occurrences a hi-squared test was used. 

 

Basic hypothesis: 

Ho: Costs of core activities are higher than the costs of auxiliary activities in the value 

chain of a company. 

 

Auxiliary hypotheses: 

H1: Cost of basic activities is mostly dominated by the input logistics costs. 

 

H2: In the structure of the costs of ancillary activities the most dominant is the cost of 

procurement. 

 

In this way, basic assumptions are created to reduce the costs of certain activities or to 

completely eliminate certain activities. 

 

Statistical analysis of aggregate data 

 

The subject of research are large companies from Bosnia and Herzegovina. Due to the 

use of the original information based on income and expense or profit and loss account, 

companies wanted to be anonymous. For this reason, the codes used for company data 

are used: the company we have seen as a whole and the constituent parts of the paper is 

the code name "the bearer of the activity", while the other companies used the code 

names: competitors A, B and C. The aim was to keep the objectivity of the research and 

to make relevant conclusions, so we decided to keep code terminology. The results 

were also presented to the companies that were the subject of this research. 

 

Based on the data analysis, comparisons were made to obtain information on the 

relative importance of the costs of certain activities in the enterprise value chain to 

create the preconditions for their monitoring, control, reduction and elimination. 
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If we take into account the market share of all competitors of the company that is the 

bearer of the activity we can see the situation shown in the table below (Table 1). 

 

Table 1. Overview of activities and business results by company 

 

Source: Author Calculation 

 

Looking at the profit rates it can be concluded that the order is the following (based on 

the indicators available at AFIPU149: 

 

 The market leader is a competitor A, 

 The market participant is the bearer of the activity, 

 Competitor C is the third in the market and 

 Competitor B is the fourth in the market. 

 

Overview of basic size (profit, income and expense) per companies 

 

If you only viewed the profit as a whole, you would have to change the second and 

third positions. Namely, the value of the profits in the competitor C is higher than the 

level of profit in the observed company, ie the bearer activity (Graph 1). 

 

 

 

 

 

                                                           
149

AFIP is an abbreviation of the Financial, Intermediary and Information Services Agency based in 

Banja Luka. 

DESCRIPTION Carrier 

activities 

% Competitor 

A 

% Competitor 

B 

% Competitor  

C 

% 

Support activity 1.884.298,13 31% 1.822.261,98 33% 1.329.120,10 22% 1.851.744,51 27% 

Enterprise 

Infrastructure 

553.395,98 9% 441.760,48 8% 302.072,75 5% 548.665,04 8% 

Human Resource 

Management 

144.401,16 2% 165.660,18 3% 120.829,10 2% 205.749,39 3% 

Research and 

development 

391.297,19 6% 331.320,36 6% 120.829,10 2% 274.332,52 4% 

Procurement 795.203,80 13% 883.520,96 16% 785.389,15 13% 822.997,56 12% 

Basic activity 4.245.700,87 69% 3.699.744,02 67% 4.712.334,90 78% 5.006.568,49 73% 

Incoming logistics 348.613,76 6% 342.364,37 6% 291.802,28 5% 401.211,31 6% 

Production 3.575.811,60 58% 3.012.806,47 55% 3.710.057,52 61% 3.922.955,04 57% 

Output  logistics 121.373,98 2% 68.472,87 1% 166.744,16 3% 133.737,10 2% 

Marketing and sales 169.251,54 3% 248.490,27 5% 483.316,40 8% 411.498,78 6% 

Services 30.650,00 1% 27.610,03 1% 60.414,55 1% 137.166,26 2% 

Total costs 6.129.999,00 100% 5.522.006,00 100% 6.041.455,00 100% 6.858.313,00 100% 

Profit 521.540,00 7,84% 687.741,00 11,08% 494.697,00 7,57% 577.258,00 7,76% 

Income 6.651.539,00   6.209.747,00   6.536.152,00   7.435.571,00   
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Graph 1. Value of profit in KM 

 

 
Source: Author Calculation 

 

The reason for this sequence is that C competitor has significantly higher revenues than 

other companies, as can be seen from Table 1. Specifically, the value of the income in 

this company is higher than the others for almost 1 million KM, in average. When this 

indicator is observed, interestingly, it is the company that is the leader in the market 

(Competitor A) has the lowest incomes (over 350,000 KM lower than the nearest 

competitor). All this points to the fact that the solution is cost rationalization. 

Along with the revenue, C has the highest expense, Which is the main reason for the 

lower profit rate of the carrier and, above all, the competitor A. Total Expenditures in 

Enterprise Focusing Research – bearer activities are immediately after the competitor 

C, Which means they are bigger than the weakest competitor (B). Lider (Competitor A) 

has the lowest expense. 

 

The following graph illustrates the differences in revenue and expenditure between the 

activity carrier and its competitors. 
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Graph 2. Comparative Overview of Revenues and Expenditures in KM 

 

 
Source: Author Calculation 

 

Analysis of the structure of expenditures per activity 

 

The cost structure in this case consists of two components, namely: 

- Support activities i 

- basic activities. 

 

Statistically, the share of these activities varies between enterprises, as can be seen in 

the graph below, but this difference is not statistically significant (p> 0.05). 

 

From the graph (Graph 3) it is noticed that two better companies (at a profit rate), that 

is, the bearer of the activity and the market leader (Competitor A) had a similar cost 

structure, While the remaining two companies also had a similar structure with a higher 

share of core activity costs. Namely, in the first two cases the ratio is approximately 1: 

2 (respectively a third of the waste is spent on support activities, and two thirds on the 

costs of basic activities), while it is, conditionally speaking, of the worst companies the 

share of support activities is between 22% and 27%. 

 

Although the difference is not statistically significant, it may be noted that in the case 

of better companies the share of basic activity costs is lower than in the case of the 

worse, which may be indicative. 
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Graph 3. Cost per enterprise 

 

 
Source: Author Calculation 

 

Analysis of support activities in the value chain 

 

If you only observed costs associated with support activities (in the total amount) we 

can  notice that this situation is fairly the same in all, except for competitor B, which is 

the worst competitor (Graph 4). 

 

Graph 4. Cost structure related to support activity 

 

 
Source: Author Calculation 
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Excluding the worst competitor, we can notice that it is in the company that is in the 

focus of the analysis, the bearer of the activity is the highest this cost and there should 

be a potential space of cost reduction.  

 

If these costs were to be considered more in detail, certain categories would notice 

some similarities and differences. Some of the things that may be interesting are listed 

below: 

 

 The two best companies have a higher share of R & D costs. This data can be 

interpreted as a signal that when reducing the cost of item R & D should not be 

a priority, although it is the largest item in the company that is the carrier, 

compared to other companies.  

 The share of costs related to human resources management is lower than that 

of market leaders and amounts to approximately 145 thousand KM. 

 From the graph it is first noticed that in the case of companies that bear the 

activities of the enterprise infrastructure expense higher than the leaders, 

which points to the need to make a significant reduction there. 

 

Graph 5. Cost of support activities 

 

 
Source: Author Calculation 

 

From a statutory point of view, the two items in the company that is the bearer of the 

activity are above the average for the observed four companies, and it is: 1) the 

infrastructure of the company (for about 150,000 KM above the average level) and 2) 

research and development (about 110,000 KM above the average level). It should be 

noted that in the case of leader (A) the greatest cost of supply compared to other 

companies. 
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Analysis of primary activity in the value chain 

 

Within this group of costs, we have an answer to the question what is the key reason for 

the leader position in the competitor market A? one of the possible answers is the 

following – low cost of basic activity. Specifically, the costs of the carrier are lower by 

almost 550,000 KM, Which ultimately reflected a higher profit rate in relation to the 

carrier and lideer position.  

 

Graph 6. Expenditures of core business per business 

 

 
Source: Author Calculation 

 

Here it is important to bear in mind the fact that these costs, unlike the previously 

explained (support activities), lower in the company that carries activities in relation to 

competitors B and C. In addition, the observed difference is not negligible. 

 

If we could analyze the structure of these costs, we could see that savings can only be 

made, and that it significantly reflects on the result at the end, at the expense of 

production, Because they account for almost 85% of these costs, while all other 

segments account for about 15%. It is precisely in production that the crucial difference 

between the company (the bearer of activity) and the leader (competitor A), which 

amounts to about half a million KM. 
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Graph 7. Cost structure of basic activity in the company that is the bearer of the activity 

 

 
Source: Author Calculation 

 

If this is a well-founded and logical solution, we are shown that the share of this item 

(production) in the leader (competitor A) is less than 3% (makes 81% of total core 

activity costs). 

 

At the end of this section, the following two facts should be listed: 

 

 Costs of incoming and outgoing logistics as well as production are at the level 

of average of these companies 

 Marketing and sales, as well as services are below the average. Bearing in 

mind that these two items represent no more than 5% of the total expenditure 

in this section, the reduction of these costs is not imposed as a priority, But it 

is more appropriate to increase them in order to better position on market. 

 

The summary of the first part could be reduced to the following two conclusions: 

 

1) As part of the support activities when setting up a list of priorities for cost 

reduction, it would certainly be at the top to find company infrastructure and 

procurement (due to the large absolute amount),  

2) In the basic activities, significant savings can be made only within the cost of 

production. 

 

Conclusion 

When analyzing the activity cost in the value chain the company has several methods 

available. The goal is to track cost drivers (engl. cost drivers) In order to influence 

profits by increasing total revenue or reducing total costs. Based on the conducted 

research on three diversified companies it is possible to conclude that it is extremely 
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important to track costs within each activity in the value chain so that the company 

creates and maintains a competitive advantage. 

 

If we consider the relationship between the enterprise as a whole in relation to three 

competitors we can conclude the following: 

 

1) As part of the support activities when setting up a list of priorities for cost 

reduction, it would certainly be at the top to find company infrastructure and 

procurement (due to the large absolute amount),  

2) In the basic activities, significant savings can be made only within the cost of 

production. 

 

When we look at the value chain structure, we can link the costs of basic activities and 

support activities. Looking at the cost structure, two better companies (at a profit rate), 

the carrier and market leader (Competitor A) has a similar cost structure, while the 

remaining two companies also had a similar structure with a higher share of core 

activity costs. Namely, in the first two cases the ratio is approximately 1: 2 (ie one third 

of the waste is spent on support activities and two thirds on the costs of basic activity), 

while it is, conditionally speaking, by the worst companies the share of support 

activities is between 22% and 27%. This conclusion implies that the difference is not 

statistically significant, Because in the case of better companies, the share of basic 

activity costs is lower than for the worse, which may be indicative. This implies that 

the basic hypothesis is not confirmed, there is no statistically significant difference 

between the cost structure of the core activities and support activities. 

 

If we consider the ratio of the costs of the basic activities we can conclude that the 

share of this item (the operator) in the leader (competitor A) is less than 3% (makes 

81% of the total costs of the basic activity). This suggests that the first auxiliary 

hypothesis was confirmed. 

 

If we consider the cost of ancillary activities, we can conclude that in the case of leader 

(A) and other companies, the highest cost of procurement compared to other 

companies. This implies that the second auxiliary hypothesis is confirmed. 

 

This means that in core activities significant savings can be made only within the cost 

of operations, and in all companies linearly. If these assumptions were realized, under 

other unchanged conditions, the joint result of this group of activity holders would be 

the best on the market. This necessarily implies following the strategy of leadership in 

costs as a dominant logic in which an enterprise can create and maintain a lasting 

competitive edge. 
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IMPORTANCE OF PERSONAL CHARACTERISTICS FOR EACH SPECIFIC 

ROLE IN SCRUM BASED IT PROJECT DEVELOPMENT 
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150

 

 

Abstract  
 

Agile methodologies are the most often used methodologies in development of modern IT 

projects. They provide flexibility in communication with customers as well inside IT 

development team. Agile is just a framework and it gives a certain level of freedom for project 

managers as well as for each of the team members.  

Most common among them is scrum, specific agile methodology which includes organization of 

the team as well as project in order to achieve maximum effectiveness as well as satisfaction of 

the clients and team. Scrum is organized in several meetings and evaluations, based on client’s 

requests as well as team effectiveness. This specific agile methodology includes certain 

organization of the team and specific roles. Importance of every role is more than crucial in 

every scrum based development of IT projects and only if roles are filled with adequate 

personal solution it can result in effective and efficient work.  

Scrum recognize several specific roles in team and pays attention to every of them. Basic roles 

are: Scrum Master, Product Owner and scrum Team and there can be specific ones such are 

QA (Qualiy Assurance). Paper presents research based on selected sample in Banja Luka and 

Bosnia and Herzegovina with focus on importance of personal characteristics for each specific 

role in SCRUM based IT project development  

 

Key words: agile, Scrum, scrum roles, project development 
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Introduction 

 

Agile means that it is flexible and adapting methodology in IT project development. 

But agile is more set of methodologies rather than one and most of those mentioned 

agile methodologies are not same and sometimes are quite different. Agile is a 

framework and modern agile is usually consisted of two or more combined agile 

methodologies and not consisted of just one. Sometimes it  

 

Agility as word is defined as the ability of fast and easy movement, but also of wide 

thinking, acting and problem solving. For these reasons it is not hard to conclude why 

exactly that word was part of the name of specific group of methodologies, which are 

characteristic for the modern software development.  Agile methodologies include 

whole set of methodologies and they are often intertwining or used combined with ones 

which are traditional in the IT companies that are focused on efficiency and 

effectiveness in the software development. As a priority and crucial issue by the agile 

methodologies, but also by traditional ones imposes collecting and defining 

requirements, that are often immeasurable, imprecisely defined and without limitation 

by time or space. Most commonly used today are Scrum, Kanban and Extreme 

programming. 

 

 

Figure 1 – Display of the difference between the Waterfall as traditional and the agile methodologies 

[1] 

 

Scrum as the most agile methodology 

Scrum process 

 

Modern software development undoubtedly places Scrum as the number one model, 

mostly independent but also implemented with the support of other types, techniques 

and frameworks in software development. 

 

Different authors define scrum differently. For example, James Michael (Michael 

James, 2012) in his short paper defines the scrum as management framework for 

incremental software development by working in one or more cross functional self-
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organized teams. Although he states that the ideal number of members is seven; other 

authors conclude that different size teams correspond to different projects and 

companies. He also declares that the primary advantage is the structure of the roles, 

meetings, policies and tools used in the process of developing software. He especially 

emphasizes the importance of team roles in creating but particularly in customizing this 

process.  Moreover, James clarifies that scrum supports means working in a time 

defined iterations called suicides that commonly last from two weeks to 30 days. Each 

of iterations should result in potentially useable software that is another product. He 

further explains that the scrum is the most practical for object-oriented software 

development although a number of other authors stress that this methodology is still 

applicable in other industries. 

 

OLA Sundin, an expert in agile methodologies, is a specialized seminar Scrum Master 

Training in February 2015 at the Faculty of electrical engineering of the University of 

Banja Luka gave an excellent graphical representation of the most important elements 

of Scrum: roles, artefacts, and activities (what he calls the "ceremony" and some other 

authors ' meetings ").  

 

Pictures 1 – Graphic representation of roles, artifacts and "ceremony" scrum 

methodology (Sundin, 2015). 

 

Scrum organization, planning and meetings 

 

Organization and operation of scrum teams is of great importance. Although scrum 

involves the use of appropriate terms and the organization of defined meetings, their 

implementation and organization vary from case to case. However, what is common to 

most organizations that apply scrum is that scrum master leads those meetings but in 

addition of schedules and facilitations he does not have the role of decision-maker in 

these meetings. Also, what is common to most meetings, especially to daily meetings, 

is that the product owner does not attend the meeting so that members of the team were 

freer in providing opinions, although some organizations do not apply this rule.  

 

The usual scrum methodology includes the following meetings: 

 Meeting to plan a Sprint (Sprint Planning) 

 Daily scrum meetings (Daily Scrum) 

 Comments on runs (Sprint Review) 
 Meetings retrospectives sprints (Sprint Retrospective programs). 

 

It is important to note that before the meetings certain prerequisites must be met, such 

as eg. existence of a defined job role requirements, defining the roles, etc. 

Also, it is necessary to distinguish the Product Backlog and Sprint Backlog. At first the 

overall product is separated to levels and the second level in the selected share defined 

tasks. 

  

Scrum artefacts 

 

In the scrum process different artefacts are usually used that allow the smooth conduct 

of the process but also the good functioning of the team.  
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Product Backlog and Sprint Backlog 

 

Product Backlog includes a list of the expected functionality of the product. This list 

should be available to all team members, management and of course to PO who defines 

it and determines priorities although the very tasks can be added to each team member. 

Each item on the list should be defined through a set of functionality and complexity 

definition. Second, the Sprint Backlog represents a list of the selected item from the 

Product Backlog which is selected for a specific sprint. It is essential that the selected 

workload lasts of the duration of the Sprint is it is one of the qualities of good planning. 

Team members are encouraged to mention the Backlog during their daily meetings.  

 

Tasks 

 

Every item is completed through sets of tasks i.e. the specific tasks that must be 

completed by each team members so the specific item is considered as completed. Each 

task should be performed to a maximum of one day, sometimes by only one member of 

the team, sometimes with the collaboration of more than one member or the entire 

team.  

Sprint Burndown Chart 

 

Tool that shows whether a team is having problems in the period of completing the 

specified work, i.e. how much time (or workload) left by the end of the Sprint. Scrum 

Master is supposed to adjust each day before the daily scrum meeting.  

  

Scrum tools 

 

Scrum tutorial recommends basic tools that can be used in the scrum process. These 

tools are the solution package which can include tools for product backlog, sprint 

backlog, planning of projects and sprints monitoring, Burndown, charts, AIDS for daily 

appointments and assessing weight work etc. The most famous is Jira, a gadget that has 

great use by companies. 

 

Scrum as the most used agile methodology has proven to be useful in many ways, and 

true to its application providing a high level of efficiency and effectiveness in the work. 

The organization of work, allocation of roles and system upgrades that characterize this 

methodology guarantee the success of but only with the consistent implementation and 

local adaptation. 

 

However, the introduction of agile methodologies in itself does not guarantee the 

success of the process and work of the organization itself. Classic elements of 

management, organization, management of human resources and technical quality of 

work are certainly a prerequisite for the success of each company including IT 

company focused on the development of software and information systems. 

 

In addition, the safety and security within the scrum team guarantees that employees 

feel better and therefore seek to contribute to the success of the project more. The 

precise definition of the scope of work and the specific tasks for each team member 

also contributes to a better organization and productivity. 
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Roles in the scrum process 

 

There are three primary roles in scrum: product owner, scrum master and scrum team. 

Different authors define different roles in scrum process but the majority agrees to a 

few of them: 

 Scrum master 

It is a person who facilitates the process, creates a working environment, performs the 

function of protector of the team of external influence and interference in the work, 

ensures the availability of tools used in the process and helps to resolve concerns and 

disagreements. It is important to note that the scrum master has no managerial 

authority, and implies that anyone who performs this function is not a part of 

management.  

 

 Product owner/product owner 

Product owner (PO) is a person who is a "representative" of the client and its basic role 

is provision of quality assurance. He creates a vision of products i.e. what should 

product look like and what functionality it should have.  

 

Also, PO sets priorities in work but also changes the order of priorities in accordance 

with the requirements of clients. He performs the function of deciding the final 

characteristics of the product as well as on continuing development and product 

delivery time. In addition, it is his responsibility to insure high a return on the basis of 

embedded energy and effort of the developer team. Kemal Bajramovic in her 

presentation of the essentials of scrum training explains that PO is actually the only 

authority which shall decide on the functionalities and their order of implementation. 

(B, 2014) 

 

 Development (scrum) team 

Development teams are usually cross-functional and include not only QA and 

developers, but also business analysts, SEO experts, graphic and web designers alike.  

Self-organized teams internally define rules, ways of communication, respect to other 

members etc. Co-operation, communication and collaboration in the work of these 

teams are encouraged. High adjustment of working conditions is recommended so the 

team reaches its maximum (may include: stay in a separate room, custom lighting and 

furniture, supporting things such as refreshments, etc.). It is recommended that a 

common team has from 2 to 7 members although, variations of this practice is 

sometimes effective.  

 

Survey study: "Performance Analysis of applying agile methodologies" 

Sample, the profile of sample participants and the objectives of research 

 

For purposes of the research, a survey dedicated to the most wide-spread agile 

methodology, scrum, is conducted with the basic aim of the identification of the 

following:  

 the key preconditions for the implementation of scrum methodology 

 key factors for success in the implementation of the scrum methodology,  

 characteristics of individuals for specific roles in scrum team. 
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The research was conducted with the use of online tools Survey Monkey. Specific 

survey is located on the following link https://www.surveymonkey.com/r/VJQHHGT 

and on the further pages. The survey covered a total of 32 professionals with experience 

in the work with the scrum methodology. Experts and companies to whom I sent the 

questionnaire are: Bravo studio d.o.o. Banja Luka, Codaxy d.o.o. Banja Luka, Agile 

Bosnia NVO Sarajevo, Authority Partners d.o.o. Sarajevo, AtlantBh d.o.o. Sarajevo, 

Logica Tecnology d.o.o. Banja Luka, DVC Solutions Co. d.o.o.  Banja Luka and 

Lanaco d.o.o. Banja Luka but also a few companies were engaged by asking the 

individuals who filled out the survey but I did not have the authority to cite the 

companies for privacy policy. Also, representatives of the informal groups of Banja 

Luka Developers - community IT professionals in Banja Luka participated in a survey. 

 

There were also surveyed Project manager (PM), Scrum master (SM), Product Owner 

(PO), Team leader, the owners of the company as well as individual developers.  

 

The questionnaire would include closed or semi-closed questions (with the possibility 

of adding responses) and would be divided into segments: prerequisites for introducing, 

success factors, and at the end of the characteristics, the SM and scrum team. 

 

The answers provided are based on current theoretical assumptions so that the aim of 

research was the identification of local features and deviations in relation to the 

generally accepted theory of agile methodologies. Further below, there is an overview 

of the questionnaire that was used.  

  

The contents of the on-line questionnaire 

 

Below is a content of online questionnaire. 

 

Dear Sir,  

in front of you is a questionnaire prepared for research "analysis of efficiency of 

application of agile methodology”. The focus of this survey is the most common agile 

methodology - SCRUM. The aim of this study is to identify the key preconditions for 

the introduction of scrum and success factors of application of the same. Also, the aim 

of this research is to identify the key characteristics of individuals for each of the 

principal role in the scrum process. In the end, the questionnaire includes questions for 

the most commonly used tools and artifacts in the implementation of scrum. This 

questionnaire is for professionals with experience in working with scrum in Banja 

Luka/RS/BiH so the local characteristics can be identified. 

 

Questions: 

1. In which areas/scientific areas/industries is your acquired profession and how much 

is related to your work? 

 Technical profession/title associated with IT (e.g. a programmer, engineer 

heading IT, etc.) 

 Technical profession/vocation but incoherent with IT (for example, an 

architect, got an engineer, etc..) 

 Profession/vocation in the field of natural-mathematical sciences (e.g. 

information technology) 

http://www.microsofttranslator.com/bv.aspx?from=sr-Latn&to=en&a=https%3A%2F%2Fwww.surveymonkey.com%2Fr%2FVJQHHGT
http://www.microsofttranslator.com/bv.aspx?from=sr-Latn&to=en&a=https%3A%2F%2Fwww.surveymonkey.com%2Fr%2FVJQHHGT


380 

 

 Social professional/waist indirectly associated with IT (e.g., management of 

information systems and technology, etc.) 

 Other (specify e.g. Humanities) 

 

2. Are you employed? 

 Yes, I work in a company/institution/organization  

 Yes, I work in a private company (entrepreneur)  

 Yes, I've employed (freelance) and work online or locally for hire  

 I'm not currently employed  

 

3. Do you have experience in working with scrum? Review it. 

 Yes, I know the scrum  

 Yes, I know a solid scrum  

 Yes, I own a humbling experience  

 I don't but I'm familiar with the concept of theoretical methodology  

 no  

 

4. Whether you consider agilnom scrum best methodology. 

 yes I do  

 Yes, but in combination with other methodologies  

 Others don't even know you  

 No (Please specify which is better which does not include scrum and not 

taking into  account the combined approach)  

 

5. Review the importance of the above preconditions for the introduction of an agile 

scrum methodology 

 Determination of management (the will, expertise, commitment to the 

introduction of scrum, etc.)  

 The existence of the plan for the introduction of methodologies  

 The existence of infrastructure for work  

 A minimum of one person who is familiar with the process and knowledge of 

scrum  

 Client agreement/client key  

 The consent of employees  

 Products that fit this mode  

 

 Ratings could be: 

 Crucially important for the introduction of 

 A very important but not crucial to the success of the introduction of  

 Important but it can go in the introduction and without these prerequisites  

 Is not important  

 Absolutely unimportant  

 

6. How much each of these factors affects the success of the application of scrum? 

 An understanding of the process by the Product Owner's (PO)  

 Understanding process by Scrum Masters (SM)  

 An understanding of the process by the scrum team  
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 Motivation team  

 Physical resources  

 Well to design artifacts (eg. Product Backlog)  

 Quality tools used in the work (eg. JIRA)  

 Perception (no) success by team  

 Quality planning  

 Clients  

 Documentation  

 QA (quality assurance)  

 Corresponding priority 

 Respect the rules of conduct and work  

 Ratings could be: 

 Very important 

 Most important 

 Occasionally, an essential 

 Mostly irrelevant 

 Absolutely irrelevant 

 

7. Review the importance of the quality of the meetings and their impact on the 

successful application of scrum 

 Sprint Planning-planning for Sprint  

 Daily Scrum meeting agenda  

 Sprint Review  

 Sprint Retrospective Programs 

 Ratings could be: 

 Crucially important 

 A very significant 

 Has no effect on the success of applications 

 The majority has no effect on success 

 I have no stance on the effect 

 

8. Which qualities should own the Product Owner (PO)? 

 Understands and knows the customer (business, products, etc.)  

 Understand the expected quality and functionality of products  

 Well graded priorities  

 He knows change management (change management)  

 Assuming responsibility  

 Attaching importance to plan, timeframes and outcomes  

 Ratings could be: 

 You should possess a trait 

 This feature has no effect on the success 

 You should not have the ability  

 

 9. Which qualities should own Scrum Master (SM). 

 That's a good facilitator  

 Create good working environment  

 Defender team of outside influences and attacks  
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 Ensures the availability of tools, etc.  

 Resolves disputes  

 Communicative is  

 Good transfers knowledge  

 Ratings could be: 

 An important feature of 

 Has no effect on success 

 It is desirable that does not have this feature 

 

10. Which qualities should have a Scrum team? 

 Understand the process  

 Cross-functionality (the team includes developers, designers, testers, etc.)  

 Encourages co-operation  

 Internally defined the rules of work and behavior  

 Team size of 5 to 9 members 

 Ratings could be: 

 Very important 

 Has no effect 

 It is not desirable 

 Important but not very 

 There's no position on this 

  

Most important results of the research connected with importance of the role planning 

 

In this part there is a review of answers to questions that are of great importance for the 

purpose of research. We will allocate a few questions which are characterized by the 

poll results and which are essential for the conclusion.  

 

 
Figure 2 – Answers to the question "Do you consider scrum as the best agile methodology?" 
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As expected, over ¾ of respondents considered the scrum methodology as the best 

methodology, although over half of the respondents considered it only as a condition 

that the scrum combines with a different methodology.  

 

In this particular case, those findings match the theoretical frameworks because theory 

regarding a scrum does not exclude the application of the same methodology combined 

with others such as eg. Kan ban or Extreme Programming.  

 

An additional 12.5% said they do not even know of other agile methodologies what 

brings us to the conclusion the scrum is the most common agile methodology in the 

area of Banja Luka and is also considered as the best agile methodology by most IT 

professionals. In the fourth question, where an option was to specify a better 

methodology one of the respondents added that "there is no best methodology than the 

best methodology for a given project," which is certainly the thesis of this study even 

though it cannot be denied that the scrum is in the majority of the project methodology, 

which has proved to be the most effective and most efficient agile methodology.  

 

Participants in research had no doubts how important is the role of Scrum master which 

is expected. This factor is notably recognized as very important by over 90% of 

respondents and as most important by the respondents which leads to the conclusion 

that it is a necessary element for success in the implementation of an agile 

methodology. Companies that decide to start to apply the agile methodology should 

keep in mind that the successful application of this factor has been questioned. 

Therefore, before using an agile methodology it should be ensured that the Scrum 

Master understands the Scrum process so the success of the methodology is at the 

reasonable level. 

 

 
Figure 3 - Importance of the factor "Understanding of the process by the Scrum Master (SM)" 
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There is slight difference when it comes to Product Owner’s role in Scrum process. 

This factor is rated as critical to success in the application of Scrum but far less 

respondents (around 47%) has marked this factor as very important unlike other factors 

(Understanding of the process by Scrum Master) where over 90% of respondents 

declared that this prerequisite is very important. About 1/5 of the respondents 

considered that this factor is mostly important factor while over ¼, namely 27.54% 

considered this factor as occasionally important. This brings us to the conclusion that 

the Product Owner is not the key role and that, in some cases, he is not crucial for the 

success of the application of scrum methodology. Not a single respondent 

acknowledged that this is absolutely irrelevant factor. 

 

 
Figure 4 - Importance of the factor "Understanding of the process by the Product Owner's (PO)" 

 

Factor "Comprehension of the process by the scrum team" is located as important also. 

But percentage is again slightly different. This factor is recognized as the most 

important. Yet in a larger percentage, nearly 47% respondents stated it is mostly 

important which with 12.5% of respondents who consider him occasionally important, 

places this factor as important but not crucial to the success of applying agile 

methodology. On the other hand, none of the respondents acknowledged this factor as 

mostly or absolutely unimportant which positions it as one of the factors that 

significantly affect the performance of the application.  
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Figure 5 –Importance of the factor "Understanding of the process by the scrum team" 

 

 
Figure 6 – answers to the question "What qualities should own a Scrum team?” 

The largest number of respondents, 87.5% believes that an important feature of a team 

is the understanding the process by scrum teams. Moreover, 71.88% respondents feel 

that encouraging collaboration is very important, whereas 56.25% of them consider 

cross-functionality as a very important characteristic. The most common answer as ‘not 

very important’ was given to a size of the team, which varies from 5 to 9 members 
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where internal rules and behaviors are defined. When it comes to characteristics of the 

Scrum master and Product Owner there is no doubts that participants in this research 

have selected some characteristics as highly important.  

 

For SM interesting is that they recognizes SM role as “protector of the team” as the 

most important. Furthermore, characteristics such are role of SM as good facilitator and 

creator of good work environment are also highly rated.  

 

 
Figure 7 – answers to the  uestion "What  ualities should own a Scrum master (SM)?” 

For Product Owner, based on provided answers, it is highly important to PO has high 

level of understanding clients and business in general but also to understand expected 

functionality and quality of specific IT project. Additionally, experts recognize that it is 

also very important for PO to set the priorities well and takes responsibility. Change 

management is not seen as important characteristic of the PO even having in mind that 

scrum is agile and changing methodology.  
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Figure 8 – answers to the question "What qualities should own a Product Owner (PO)?” 

 

Conclusion 

 

Agile methodologies especially scrum as the most wide-spread and the one that gives 

the greatest effects, are an integral part of modern IT companies and those in the 

growing number of transitions on the use of this methodology. Considering that it has 

already been confirmed that scrum and other methodology ensure the good functioning 

of the systems and processes, with the focus on the people and work outcomes, it is 

noticeable that more and more enterprises recognize their quality and benefit in the 

application. 

 

Scrum as the most used agile methodology has proven as useful on multiple occasions 

and its repetitive application provides a high degree of efficiency and effectiveness at 

work. Organization of work, allocation of roles and system improvement, which 

characterize this methodology, guarantee the success of the application of agile 

methodology with consistent usage and local customizations. 

 

However, the introduction of agile methodology in itself does not guarantee the success 

of the process and organization progress itself. The classic elements of management, 

organization, planning and technical quality of the company are a prerequisite for the 

success of any company, as well as of IT company focused on the development of 

software and information systems.  
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In the process of introducing the relevant methodology it is necessary that the main 

developers such as the Scrum Master and Product Owner gain the knowledge of the 

characteristics of the system, particularly with the characteristics of the system, 

meetings and measurement of the weight and complexity of the tasks.  

 

Also, one of the primary benefits of this methodology is continuously improving and 

working on the same which provides through meetings retrospectives but in classic 

scrum these recommendations really appreciate and become an integral part of the 

process and quality policy.  

 

In addition, security and protection within a scrum team guarantees that employees feel 

better and therefore seek more to contribute to the success of the project. Precise 

definition of scope and specific tasks for each team member also contributes to better 

structure and productivity. 

 

Research carried out for the purposes of this study confirmed the above presented 

claims: 

 Scrum, as well as other agile methodologies, is accepted as an effective and 

efficient methodology aimed at improvement of work and achievement of 

higher level of quality of the supplied products, 

 A significant factor in the application of agile methodologies is certainly 

individuals who hold key roles in team: scrum master, product owner and 

scrum team. 

 The significant characteristics of scrum masters are: the role of protector of the 

team's distractions and attack, his role as a facilitator and influence on creating 

good work environment. 

 The significant characteristics of the product owner are: good knowledge of 

the client, understanding the expected quality and functionality of the product 

and the ability to determine priorities. 

 Desirable qualities expected the scrum team: understanding the process, 

fostering co-operation and cross-functionality of the team. 

 

Further growth of using agile methodology in software development is unquestionable 

but also their further modifications and advancing. There is a current tendency of 

application of combinations of methodology or specific hybrids methodology which 

certainly opens up a space for creating new or modifications to existing agile 

methodology.  

 

Agile methodology, scrum specifically, take a great role in the implementation of the IT 

companies in Banja Luka, Bosnia-Herzegovina and beyond and this trend will probably 

continue, given that our market, albeit slowly, is following the development in the 

global market. 
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Abstract 

 
After the fall of Soviet Union and socialist bloc, the planned economy was replaced and all 

Soviet Union and socialist bloc countries emerged to free market economy.  Individual 

economic initiatives and private property were stimulated by new economic policies. The first 

years of transition were accompanied by deep economic recession. Most of transition countries 

have eventually succeeded to achieve positive economic growth. However, large income 

disparities emerged as a result of transition period have persisted. Considering the socio-

economic role of income distribution in sustainable development, the analysis of income 

inequality and its determinants is of large importance.  

 

This study aims to identify the determinants of income inequality and assesses the impact of 

liberalization measures on income distribution in transition countries for selected period of 

1990-2010. Gini coefficient is taken as a measure of income distribution and entered the model 

as a dependent variable. As liberalization measures, four indices developed by the European 

Bank of Reconstruction and Development: price liberalization index, small-scale privatization 

index, large-scale privatization index and the index of trade liberalization and forex are 

included. GDP growth per capita, inflation, unemployment, natural resources rent as a share 

of GDP and industry value added as a share of GDP are taken as control variables. The paper 

employs the fixed effects panel data technique and includes 23 transition countries.  

 

The estimation results exhibited that, price liberalization and small-scale privatization indices 

had significant effect on income inequality. While price liberalization affected income 

inequality positively, impact of small-scale privatization on income inequality was negative. On 

the other hand, trade liberalization and forex are shown to have an insignificant effect on 

income distribution in selected countries; large-scale privatization has also exerted an 

insignificant effect in income differences.  

 

Moreover, it is shown that, macroeconomic variables such as inflation rate and unemployment 

rate had positive and highly significant effect on income inequality.  Effect of GDP per capita 

growth rate on income inequality was found to be insignificant as a result of this study. The 

natural resources rents as a share of GDP is revealed to have a positive effect on income 

distribution.  In contrast, the level of industrialization expressed as a share of industry value 

added in GDP does not have a significant effect on income distribution. 

 

Key words: transition period, income inequality, price liberalization, privatization.  
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Introduction 

 

After the break down of the Soviet Union and the socialist bloc, the planned economy 

was replaced by free market economy and all these countries liberalised their 

economies. Individual economic initiatives and private property on factors of 

production were stimulated by new economic policies. The implementation of free 

market principles has led to mass privatization of government corporations, 

liberalization of prices and trade. This adaptation period to the new economic system 

was named as transition period, which considers the process as a change from central 

planning to free market economy (Kaldaru, 2001). The neo-classical theory suggests 

that individual entrepreneurship and privatization measures would create an atmosphere 

for competitive economic activities and contribute to economic growth and, to overall 

welfare and higher living conditions in the long run.  

 

The period and methods of implementation of transition measures differed among 

countries, but the goal of the process was the same: to liberalize the economy and 

establish free and competitive market environment and free trade. The speed of 

economic and political transition process challenged local reformers and also foreign 

economists and specialists, who did not expect such a turnover of this transition 

process. Some post-socialist countries chose the so-called “shock therapy”, which 

suggested rapid implementation of, liberalization measures such as privatization, 

release of price and currency controls. Some others advocated for “gradualist” 

transition, which considered slow and small-scale privatization, temporary control on 

prices and currency, protectionist approach to trade.  

 

First years of transition was accompanied with deep economic recession and collapse of 

economic relations and infrastructure inherited from former system and, currency crisis 

in Russia in 1997, which affected all transition economies. Therefore, transition period 

was associated with negative macroeconomic changes. Large-scale privatization has led 

the wealth concentration in hands of few people, especially in former Soviet countries; 

shutdown of many corporations and abandoned spheres of economic activity created an 

army of jobless and homeless people; countries were suffering from large foreign debts 

and trade deficits, which were an undesired heritage of former system (Holscher, 2009). 

Welfare and living standards affected negatively due to increasing unemployment rates 

and high inflation, and deterioration of public utilities such as free higher education, 

healthcare and social guarantees. Besides, due to high corruption and lack of 

sophisticated legal system the effective implementation of market reforms was 

inhibited. These factors affected the distribution of income negatively; the income gap 

between rich and poor became striking, which also has increased the indicators of not 

only absolute, but also the relative poverty. More than half of population was living 

under the poverty line in the middle 90’s (Bezemer, 2006). The following years 

exhibited economic stabilization and high economic growth, which in turn some of the 

countries succeeded to decrease income inequality. Despite this fact, the level of 

income inequality remained high in many of them and can even be compared with 

Latin-American countries, which were traditionally considered as countries with more 

uneven income distribution (Cornia, 2011).   

 

Changes in income inequality during transition process and the relationship between 

economic growth and income inequality were investigated and analyzed by several 



393 

 

economists. However, no consensus was obtained regarding the impact of transition 

process on income inequality. Overall, the effect was considered as negative and anti-

poor. However, research on determining the salient factors in changes of income 

distribution is scarce.  

 

Hence, the aim of this study is to assess the impact of the transition process and the 

transition measures on income distribution in post-socialist countries and to determine 

which of the transition measures contributed mostly to changes in income inequality in 

such economies.  

 

         Background Information: Macroeconomic Changes in Transition Period 

Macroeconomic Changes 

 

The transition had a strong impact on economic growth of these countries. First years of 

transition were associated with abrupt decrease in output level of all countries. While in 

1987 the Gross Domestic Product (GDP) growth rates were 1.9% and 2.4% in Eastern 

Europe (EE) and former Union of Soviet Socialist Republics (USSR) respectively, in 

1990 these numbers converged to negative digits of -8.2% and -2.4%, and in 1991 -

14.7% and -6.5% in 1991. In the following years (1994-1996), the EE countries were 

able to achieve positive growth rate, but the drop of output in former USSR countries 

has continued to fall reaching as low as  -14% in 1994. 

 

It is argued that, this major decline in GDP can be caused by the fact that many 

factories and even economic sectors were liquidated or stopped their activities due their 

ineffective production and mitigation of trade barriers (Ivaschenko, 2003; Yudaeva, 

2002). For example, the factories in heavy industry and machinery manufacturing were 

almost abandoned in most of the countries (Caucasus and Middle Asia countries) 

(Ivaschenko, 2002). While the process of production of the industrial products was not 

the result of a sector in one country, but the collective work of several countries, so the 

liquidation and selling of a factory in certain countries would lead to the elimination of 

that production sector also in other countries. The reason was that they could not obtain 

the spare parts for completion of a product. So, large volume of deindustrialization has 

led to rapid decline in GDP rates in both EE and former USSR countries. Thus, the 

economic structure of transition economies has changed significantly. The striking 

changes were the apparent deindustrialization of these countries as mentioned above 

(Ivaschenko, 2002). Before transition these countries had quite developed industrial 

sector which has formed a substantial part of their GDP. While this sector; in 1990, has 

contributed to 35-60% of GDP in most of the countries, in 2010 the industry value 

added have constituted only 21-33% of GDP for Central Eastern Europe (CEE) and 

Baltic countries and even lower for some Southern-Eastern Europe (SEE) and former 

USSR countries; around 13-27%. Exceptions exist in all country groups, such that, 

Armenia, Belarus, Kazakhstan, Romania and Russia, they still have a prominent 

industrial sector and greatly contribute to GDP; around 39-44%. 

Price deregulation was another important measure of the transition process. In former 

socialist economies, several factories were subsidized by government and the prices 

were artificially kept low for several goods, including public transport, for that all 

working population could have access to this good in order to satisfy the basic needs 

(Flemming and Micklewright, 1999). At the beginning of the liberalization process, 

particularly price liberalization, which started to be implemented in the first years of 
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transition, led to high levels of inflation. Starting from 2000’s, price changes were 

stabilized and exhibited 8-14% levels, except Belarus, Romania, Serbia, Ukraine and 

Uzbekistan. These countries experienced high levels of inflation ranging between 28% 

(Uzbekistan) to 168% (Belarus). In the following years, the countries succeeded to 

bring down inflation rates and thus stabilize price level. 

 

The labor market was also substantially affected by the transition period, specifically by 

the privatization and deindustrialization processes. In former system, jobs were secured 

for entire working population. All citizens were offered with different job range 

according to their years of schooling and skills. In that sense, open unemployment 

problem was not observed. In addition, the wages were relatively homogeneous and 

compressed; wage dispersion was quite narrow. With the beginning of the transition 

process, the job guarantee system was eliminated and one of the side effects of this 

process appeared to be as unemployment. Skills and education level of many people did 

not match with the new labor demand and, people have lost their jobs due to the closure 

of factories and companies. Part of them was unable to develop new skills required by 

market economy because of their age or other limitations. 

 

The world crisis in 2008 had been another factor, which negatively affected the 

unemployment in these countries, especially in Central, Eastern, and Southern Europe. 

The unemployment rates have extremely increased in Estonia, Latvia and Lithuania in 

2009 compared to 2008 and have merely went down in 2011. For other countries with 

high unemployment levels; namely Macedonia (32.20%), Bosnia and Herzegovina 

(24.10%), Georgia and Albania, the increasing rate of unemployment was a 

continuation of rising numbers of unemployed people in 2000’s. In 2011, 

unemployment rates were well above or very close to 10% in these regions (except for 

Azerbaijan, Czech Republic, Kazakhstan, Moldova, Romania and Russia). 

 

By concluding all above indicated facts, it can be said that liberalization measures have 

significantly changed economic structure, welfare and daily life practices of their 

citizens First years of transition were prominent with highly volatile macroeconomic 

indicators, deep recession in production and high unemployment. Nevertheless, in 

consequent years, countries were able to achieve positive economic growth and 

stabilized rates of inflation, but unemployment rates continue to be one of the main 

problems. These changes also affected income distribution, income sources and 

composition of income. 

 

        Changes in composition of income and income distribution 

 

The liberalization process and emergence of private sector caused substantial changes 

in composition of income. In the former system, wage earnings were the main source of 

income, constituting 53-69.5% of total income (Milanovic, 1998). Share of non-wage 

private sector; self-employment earnings were relatively low and property income 

officially did not exist.  

 

The most prominent change during transition period was the increase of share of non-

wage private incomes. The statistical data provided by Milanovic (1998) shows that, 

the share of labor income has remained constant in the beginning of the transition 

period as 32-33% of GDP. On the other hand, this share in Baltic (from 41% of GDP in 



395 

 

1989 to 29% of GDP in 1994) and Slavic republics (from 43% of GDP in 1989 to 35% 

of GDP in 1994) of former USSR countries has declined. Mitra and Yemtsov (2007) 

state that, the changes in composition of income played significant role in existing 

income distribution. They indicate that the increase in the share of entrepreneurial 

income per capita has increased over time, which contributed significantly to income 

inequality. The planned economy system enjoyed relatively equal distribution of 

income, which was considered as one of the achievements of this system. Although, the 

economists argue about the impact of “excess egalitarian income distribution
154

” on 

economic growth, this level of income inequality had a positive impact on well-being 

of the citizens in these countries (Gruen, 2000). 

 

Despite the increasing income inequality in all transition countries, it varies among 

regions and countries. The countries in CEE countries exhibited moderate increase in 

income inequality, while former USSR and SEE countries have experienced dramatic 

increases in income inequality (Flemming and Micklewright, 1999). Besides worsening 

Gini coefficient, the rich/poor ratio, provided by World Bank also shows the widening 

income gap between the richest top 10% and the poorest 10% stratum. This indicator 

has abruptly increased during the 1990’s and continued to rise in many of them, such as 

Estonia, Latvia, Lithuania and Romania. However, in Czech Republic, Hungary and 

Serbia, it is relatively low. 

 

      Determinants of income inequality: Literature review 

 

Economic literature suggests several determinants of income distribution including the 

most prominent ones as personal correlates, natural resources, trade openness, capital 

flows, economic growth, inflation, unemployment, government expenditures, and tax 

systems. Personal correlates such as education level, native talents, skills, age, gender, 

ethnicity, considered being one of the main determinants of income differences 

between individuals. Workers with higher education levels and skills due to higher 

productivity have higher wages. On the other hand, women, older workers and migrants 

or members of ethnic minorities due to their ascribed group characteristics paid lower 

wages that leads to individual income inequalities.  

 

Natural resources abundance is also considered as one of the determinants of income 

inequality. The production of and the heavy reliance on natural resources generates 

rents that are easily absorbed by ruling elite, which leads to income differences between 

elite minority and poor majority. Moreover, the dependence on natural resources 

indirectly affects income distribution. Heavy reliance on natural resources hinders the 

development of manufacturing and industrialization. These sectors have an important 

role in generation of high skilled jobs and demand for skilled labour that decrease 

income inequality.  

 

The effect of economic growth on income distribution is controversial. The central 

researches have focused on the Kuznets’ (1963) postulates that, short-term growth is 

usually accompanied with higher levels of income inequality, whereas the long-term 

economic growth leads to a lower income inequality. This shift would generate an 
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inverted U-shaped correlation between GDP per capita and income inequality. Kuznets 

(1963) states that, in initial period, agriculture sector constitutes big share of country’s 

economy, this stage is characterized with low level of income inequality. As the 

resources flow from agriculture to industry and to services, at first income inequality 

increases due to the wage differences between sectors, but with the increasing GDP and 

labour force shares of secondary and tertiary sectors, this in turn decreases income 

differences between industry and agriculture and income inequality in general. So, 

long-run relationship between economic growth and income inequality is negative.  

 

The theory also suggests that trade liberalization also has an impact on income 

distribution (references). Depending on the factor intensity of exported goods and 

services, income can be distributed towards the reduction of income inequality or 

deepening gap in income levels. According to Hecksher-Ohlin theorem, with open 

trade, returns of relatively abundant factor of production increases, whereas the returns 

from relatively scarce factor decreases (references). As a result, income inequality 

increases in capital-abundant countries, because it increases the return of capital owners 

and decreases the return of labor. So, income inequality decreases in labor-abundant 

countries, because wages go up and returns on capital go down as a country is open to 

trade. 

 

Inflation affects mostly the population with fixed income and redistributes the resources 

from fixed income group to non-fixed income group of the society. People belongs to 

fixed income group are usually the less socially insured and poorer part of the society. 

Also, increasing level of unemployment usually affects the people at the bottom of 

income distribution and increasing unemployment deepens the income inequality. The 

impact of the government expenditures on income distribution can depend on the 

composition of expenditures and the share of social transfers in total expenditures. 

 

Income distribution in transition economies has been discussed by several researchers 

and remains to be an actual topic even today. Rising income inequality in post-socialist 

countries required the investigation of the changes and determinants of income 

distribution in different transition economies. The factors that affected income 

distribution in transition period varied across the countries. However, common 

determinants provided by literature were valid for transition countries. 

 

The investigation of the relationship between economic growth and income distribution 

was one of the widely examined areas for researchers of income inequality in transition 

economies. The inverted “U” hypothesis of Kuznets was also examined by several 

economists. The results are ambiguous. In his research, Ivaschenko (2002) has obtained 

ambivalent result about the relationship between economic development and income 

inequality for different groups of transition economies. He found out that in EE 

countries the correlation between economic growth and income inequality was 

negative; higher economic growth decrease income inequaity. Hoever high economic 

growth in former USSR countries is associated with higher income inequality. 

Milanovic (2010) found that, acceleration of economic growth is pro-rich and rising 

economic growth is accompanied by increasing income shares of richest deciles. 

Tridico (2009) concluded from his investigations that economic growth did not result in 

fairer income distribution and poverty rates remained at high levels. His results do not 

identify the inverted “U” hypothesis. Another researcher Ivaschenko (2002) suggests 
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that economic liberalization and structural readjustments have resulted in high level of 

income inequality in transition countries. Grimalda (2008) states that economic 

globalization; expansion of import, export and FDI are strongly correlated with within-

country inequality (Yudaeva, 2002). Privatization is assumed to be one of the 

determinants of income inequality in transition countries. Privatization was 

implemented by using small-scale and large-scale privatization methods. Small-scale 

privatization considered case-by-case privatization process and was related to small and 

medium entrepreneurship entities (Dyba, 1994). These entities were privatized mainly 

by citizens with relatively small financial assets, thus contributed to distribution of 

assets among citizens and did not challenge income distribution in great extent. In 

contrary, large-scale privatization covered mass privatization, manager-employee 

buyouts and direct sales, in which big state enterprises were privatized in large shares 

by financial organizations or by former administrators and employees of the enterprises 

which conse uently led to “tunneling”, e.g. the concentration of assets or privatization 

certificates in the hands of few entrepreneurs or former managers of those enterprises. 

This situation led to the rapid increases in income inequality (Nellis, 1999).  

 

Deindustrialization was also considered as one of the determinants of the income 

inequality in transition countries. The deterioration of several industrial sectors have 

caused the liquidation of working places and resulted in more uneven income 

distribution in these countries (Ivaschenko, 2002). Moreover, in countries as 

Kazakhstan, Azerbaijan and Russia, mining products as oil, gas etc. became the main 

export commodities and the wages of workers of these sectors were substantially higher 

than that in the import-substituting and service sectors’ workers. This fact has also 

contributed to income inequality in these countries (Yudaeva, 2002).  

 

As suggested by the findings of the previous studies price liberalization and following 

high rates of inflation affected income distribution negatively in transition economies 

also, especially in CIS, where countries experienced hyperinflation (Flemming and 

Micklethwait, 1999). Liberalization of labour market and liquidation of job guarantees, 

and reduced minimal wage caused many people not to have enough resources to 

maintain a decent standard of living and fall below the poverty line (Cornia, 1996).  

 

For a comprehensive assessment of impact of transition measures on income inequality, 

Milanovic (2010) conducted an empirical study for selected 26 countries between years 

1990-2005. As dependent variable, income shares of deciles were selected. Alongside 

with main macroeconomic indicators such as GDP growth rate, inflation and 

government expenditures, which were taken as control variables, he included the 

transition indexes prepared by European Bank of Reconstruction and Developments 

(EBRD) for the assessment of the impact of transition measures on income inequality. 

The impact of transition measures was assessed with two regression models. In the first 

model, transition indices were included together, whereas in the second model, each 

transition index was included alternatively. He found that in post-socialist countries 

overall transition process affected income distribution negatively. In the first model, he 

showed that composite transition index reduces the income share of poorest five 

deciles, but increases the income shares of the richest deciles. Findings of the second 

model helped to assess the impact of different dimensions of transition process. He 

stated that, only small-scale privatization and infrastructural reform indices had a 

significant impact on income shares of deciles. Small-scale privatization caused the 
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fairer income distribution by increasing income shares of poorest five deciles, while 

income shares of richest second and third deciles were affected negatively by this 

transition index.  

 

The findings of some other studies on transition countries suggested that the limitation 

and decreasing quality of some public utilities as free medical service, education and 

social assistance programs has increased the economic and social vulnerability of 

people with the lowest income, thus creating higher crime rates and social instability 

(Ivlevs, 2013). In addition, low education levels and scarce public expenditures 

contributed to income inequality. The countries with higher levels of education and 

more generous social transfers could escape the worsening income inequality (Kaasa, 

2005; Tridico, 2009).  

 

Other than the above-summarized studies, especially the impact of transition measures 

on income distribution were not widely discussed and assessed. Most of researchers 

confined themselves with theoretical considerations and descriptive analysis regarding 

these issues. The lack of empirical work may be emanated from data unavailability and 

unreliability, which is a common problem for considered countries. Hence, the 

empirical assessment of transition indicators on income inequality can fill the gaps in 

terms of policy formation that could ease the transition period. 

 

Data and Methodology 

 

For investigating the main determinants of income inequality and the impact of 

transition measures on income distribution in transition economies, twenty-three out of 

twenty-six transition countries, which provide sufficient data, are selected. The data 

covers the period of 1990-2009. The analysis is started as from 1990, because it is 

considered as the beginning of the transition period for most of the countries.  

Therefore, sample period, which starts   from the beginning of the economic transition 

until the recent available years   allow us to conduct a comprehensive study. Since there 

are missing observations on some variables for some of the countries  we have an 

unbalanced panel data set.  

 

The impact of liberalization on income inequality is measured by liberalization indices: 

price liberalization, trade liberalization and forex, large-scale and small-scale 

privatization indices prepared by European Bank of Reconstruction and Development 

(EBRD). The indicators are estimated within 1-4.33 values, 1 indicating the little or no 

progress and 4.33 indicating the successful transition in related issues. All four indices 

were gathered from Transition Reports of different years prepared by EBRD.  

 

Alongside with liberalization variables, control variables include GDP per capita 

growth, inflation rate, unemployment rate, natural resources rents as a share of GDP 

and GDP share of industrial sector. Dependant variable is the Gini coefficient of the 

countries over the sample period.  

 

Gini coefficient data was taken from AllGinis Database, which is the largest existing 

Gini data prepared by economists of World Bank (WB) according to eight original 
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sources
155

: Some countries have missing observations on this variable, such as 

Uzbekistan which has only 5 observations, while Poland has full set of Gini coefficient 

for all time periods over the sample period. Most of the data used in the panel analysis 

is consumption-based. 

 

GDP per capita growth rate data are taken from World Development Indicators of 

World Bank and based on own calculations of WB (National accounts section). GDP 

per capita growth rate is log of real GDP per capita, which is used for the calculation of 

the growth rate. Inflation rate data were gathered from International Monetary Bank 

Outlook Database. The inflation measure is based on CPI and is the first difference 

natural log of the price index multiplied by 100. The data was collected by IMF experts 

from National Statistics Offices and Central Bank calculations. Unemployment rate 

data was also taken from International Monetary Fund Economic Outlook Database 

prepared based on the national statistical data of the countries in the study. Natural 

resources rents as a share of GDP data shows the percentage indicator and is taken from 

World Bank World Development indicators (National accounts section).  

 

The assessment of income inequality based on the liberalization measures is conducted 

with the Fixed Effects model, formulated as: 

 

ititititititiit uNRrentsUNEMPINFLGrowthcapxy  54321    (eq.1) 

Here,  

yit – Gini coefficient, dependant variable, where i – country and t – year. 

i - (i=1,2,….) unknown intercept for each country;  

itx  - {pricelib, tradelib, sspriv, lspriv} are explanatory variables on liberalization measures. 

Growthcapit – GDP per capita growth rate, where i – country and t – year. 

INFLit – inflation rate, where i – country and t – year. 

UNEMPit – unemployment rate, where i – country and t – year 

NRrentsit – natural resources rents as a share of GDP; 

54,32,1 ,,,  i  - are the parameters to be estimated.  

itu  - is the error term that varies over cross-section units and time.  

In the model, four measures of liberalization indices are used alternatively: price 

liberalization (pricelib), liberalization of trade and forex (tradelib), large-scale 

privatization (lspriv) and small-scale privatization (sspriv). Their signs are expected as 
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 Luxembourg Income Study (LIS), Socio-Economic Database for Latin America (SEDLAC), Survey of 

Living Conditions (SILC) by Eurostat, World Income Distribution (WYD), World Bank Europe and Central 

Asia dataset, World Institute for Development Research (WIDER), World Bank Povcal, and Ginis from 

individual long-term inequality studies. 
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following: price liberalization, trade liberalization and forex, and large-scale 

privatization indices are expected to increase income inequality (a positive sign), while 

small-scale privatization is expected to decrease income inequality (a negative sign). 

Inflation rate and unemployment are expected to have positive signs, e.g. they increase 

income inequality. According to the literature, natural resources rents as a share of GDP 

tends to increase income inequality, thus its sign is also expected to be positive.  While, 

there are no certain expectations regarding the sign of GDP per capita growth rate, the 

economic theory and empirical literature do not suggest any deterministic 

consideration. 

Estimation Results 

 

The regressions were run by using fixed effects estimation method, using OLS 

estimation with robust standard errors to control for heteroscedasticity conducted in 

STATA software. The aim of using the fixed effects model is that this model allows us 

to assess the impact of transition indicators that vary over time on income distribution 

by controlling for the individual characteristics of the observed countries and secondly, 

it allows for the possibility that individual unobserved effects may be correlated with 

any explanatory variable in the model.  

 

The results are presented in Table 1 below.  

The correlation matrix (Appendix 1) shows that the correlation between most of the 

control variables and transition indices are not at critical level, except the correlation 

coefficient between log(INFL) and SSPRIV. However, excluding inflation rate from the 

model did not cause significant changes in the estimates of the coefficients of the 

explanatory variables. Moreover, exclusion of this variable contradicts the economic 

theory, while inflation has an important variable in income redistribution and its 

exclusion from the technical point of view could lead to omitted variable bias. 

Nevertheless, inclusion of inflation improved the significance of the explanatory 

variables. However, since the correlation coefficients between the liberalization 

measures are high we have estimated four different models including each liberalization 

index one at a time in order to avoid the problem of multicollinearity.  

 

As seen in Table 1, two liberalization indices: TRADELIB and LSPRIV are found to 

exhibit no significant impact on the dependent variable, GINI coefficient. Other two 

liberalization indices and the control variables except per capita growth rate are 

observed to be highly significant. Regarding the signs of the liberalization indices, 

PRICELIB increases GINI, e.g. price liberalization measure worsened income 

distribution in the selected 23 countries for sample period of 1990-2009 years. 

However, SSPRIV and GINI had a negative relationship, e.g. small-scale liberalization 

measures improved income distribution during this period in selected countries. Control 

variables log(INFL), UNEMP and NRrents are highly significant between 1% and 5% 

level. While INFL and UNEMP rate had positive relationship with GINI as expected, 

NRrents affected GINI negatively, e.g. as the share of the natural resources rents 

increases, Gini coefficient decreases. Within R
2
 values are higher than between R

2 

values, and the other statistics confirm the adequacy of the fixed effects model. 
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Table 1. Fixed Effects model estimation results 

Dependent variable: GINI 

Explanatory variable Model 1 Model 2 Model 3 Model 4 

Growthcap 0.059 

(0.076) 

 0.0557 

(0.071) 

0.079 

(0.053) 

log(INFL) 1.984*** 

(0.5686) 

 1.8892*** 

(0.4920) 

1.413*** 

(0.457) 

UNEMP 0.1987** 

(0.949) 

 0.1879** 

(0.0810) 

0.133*** 

(0.055) 

PRICELIB 1.372*** 

(0.292) 

- - - 

TRADELIB - -0.2972 

(0.5769) 

- - 

LSPRIV - - -0.5439 

(0.7122) 

- 

 

SSPRIV - - - 

 

-3.665*** 

(0.896) 

NRrents -0.115*** 

(0.045) 

-0.1177** 

(0.0460) 

-0.1184** 

(0.0499) 

-0.123*** 

(0.037) 

C 23.366*** 

(1.667) 

30.4291*** 

(2.2877) 

30.9146*** 

(2.1706) 

44.366*** 

(3.255) 

D1990 - -9.8143*** 

(1.6431) 

-10.3033*** 

(1.6602) 

-17.922*** 

(2.406) 

D1991 -5.228** 

(2.963) 

-7.4896** 

(2.7744) 

-8.0667** 

(3.0175) 

-15.182*** 

(3.063) 

D1992 -4.166*** 

(0.738) 

-5.7404*** 

(1.4335) 

-6.1814*** 

(1.2172) 

-12.761*** 

(2.657) 

D1993 -6.352*** 

(1.637) 

-6.8122*** 

(1.4472) 

-7.0900*** 

(1.6489) 

-10.059*** 

(1.804) 

D1994 -1.865 

(1.494) 

-2.6282 

(1.6033) 

-2.2349 

(1.4915) 

-4.632*** 

(1.649) 
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D1995 0.149 

(1.512) 

-0.3827 

(1.4659) 

-0.6917 

(1.5087) 

-1.765 

(1.308) 

D1996 -0.765 

(0.872) 

-1.1038 

(0.6682) 

-1.3215 

(0.6904) 

-1.513** 

(0.6001) 

D1997 -1.005 

(0.896) 

-1.2597 

(0.8534) 

-1.3227 

(0.8573) 

-1.618732** 

(0.773) 

D2006 1.870** 

(0.902) 

2.0168** 

(0.8942) 

1.9847 

(0.8835) 

2.172** 

(0.857) 

D2007 0.755 

(0.614) 

0.7828 

(0.6316) 

0.8511 

(0.6212) 

1.010* 

(0.568) 

D2008 -0.279 

(0.936) 

-0.2316 

(0.8077) 

-0.1418 

(0.7901) 

-0.0501 

(0.728) 

D2009 2.888** 

(1.334) 

2.7012** 

(1.2224) 

2.8085*** 

(0.4928) 

2.159* 

(1.123) 

Number of observations: 

within R-squared: 

between R-squared:                     

Overall R-squared 

F-stat (p-value): 

corr (ui,xi) 

ρ (variance due to differences 

across panels) 

255 

0.2763 

0.0088 

0.0338 

0.0000 

-0.3872 

0.7259 

255 

0.3054 

0.0144 

0.0355 

0.0000 

-0.3752 

0.7229 

255 

0.3037 

0.0112 

0.0421 

0.0000 

-0.3404 

0.7147 

 

255 

0.3807 

0.0169 

0.0161 

0.0000 

-0.5215 

0.7647 

Note: Standard errors given in parentheses are heteroscedasticity-robust s.e. 

Significance levels are marked: 1% - (***), 5% - (**) and 10% - (*) stars. 

 

In Model 1, dummy variable for 1990 year is not included due to the possibility of 

multicollinearity problem.  

 

According to the above-mentioned results, price liberalization index and small-scale 

privatization indices are in line with the findings of the empirical literature (Flemming 

and Mickelwright, 1999; Ivaschenko, 2002; Milanovic, 2010). Abolishment of price 

control and subsidies made the quintile with lowest income share more vulnerable and 

they were exposed to impact of economic fluctuations more in comparison with other 

quintiles.  

In contrary, small-scale privatization decreased income inequality, e.g. these measures 

improved income distribution, possibly by contributing to the income share of middle 
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social stratums. The reason for it can be that, small-scale privatization is associated 

with case-by-case privatization (in contrary to mass privatization, which implies the 

privatization of assets in large volumes and in short period) and in this process, mainly 

small and middle entrepreneurship entities are privatized. This method of privatisation 

was mainly implemented in Eastern Europe countries (especially, in Czechoslovakia). 

As statistical data shows, these countries succeeded to decrease income disparities in 

later years of transition period, which can be associated with large implementation of 

small-scale privatization.  

 

However, trade liberalization and forex, and large-scale privatization indices have 

exhibited no significant impact on income distribution in selected transition countries.  

The effect of inflation and unemployment rates are in support of the previously 

conducted studies, both exhibiting significant positive impact on income inequality.  

 

It is also revealed that natural resources rents as a share of GDP affects income 

inequality negatively. This finding is conflicting with bulk of studies, which assume 

that heavy reliance of natural resource rents retards the industrial development of 

economy and thus, contribute to higher income inequality. Moreover, concentration of 

natural resources and land in hands of few owners makes income disparities more 

severe. But, the effect of natural resources share in economy and GDP on income 

inequality can be a matter of ownership and redistributive policies. It can be proposed 

that the effect of natural resources can be probably the result of state ownership on 

natural resources production in these countries. In this case, the profits earned from this 

sector can contribute to government expenses and in turn, targeted poor members of 

society can benefit from them via redistributive policies. 

The effect of GDP per capita growth rate on income inequality is found to be 

insignificant that is supported by most empirical studies showing weak or no significant 

relationship between these two variables.  

 

The year dummy variables are included in the model in order to capture the impacts of 

events that are unobservable or not measurable. The results illustrate that the first years 

of transition are associated with events that reduced income inequality in these 

countries that could not be captured by the other explanatory variables. This effect can 

probably be explained by the increase of pensions and social benefits in transition 

economies for mitigating the negative effect of this period. Milanovic (1995) indicates 

that pensioners are the only group who are not deprived by the transition period and 

their pensions have increased. Another reason can be the land reforms implemented 

during the early 1990’s throughout CEE and later in Balkan States, Armenia, Georgia 

and Moldova. Over these years, lands were privatized by city and countryside dwellers. 

As a result, the households heavily relied on home-produced food to some extent, 

which played an income-equalizing role (Bezemer 2006). The dummy variable in 2009 

is also highly significant with a positive coefficient, which may be interpreted as the 

impact of the global financial crisis. 

 

Conclusions 

 

This study aimed at assessing the impact of macroeconomic changes in transition 

period and liberalization measures on income inequality in transition countries. For this 
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purpose, focus was on liberalization measures such as price liberalization, trade 

liberalization and forex, and privatizations. 

 

Review of economic changes in transition period indicated that, transition countries 

witnessed deep economic recession at the beginning of this period. Economic growth 

declined and even transformed to negative numbers accompanied with hyperinflation. 

Unemployment problem occurred and minimum wages have fallen. Alongside with 

major macroeconomic changes, income inequality exhibited a significant increase 

during this period. Although this trend was same for all these countries, it differed 

across the regions of former post-socialist bloc. While Central-Eastern Europe countries 

exhibited moderate increases in income inequality, around 5-6 units, this increase in 

Former Soviet Union and Southern-Eastern Europe countries were significantly higher 

around 8-10 units. Although, in later years, some countries succeeded to improve 

income distribution and decrease income inequality, yet the level is still high and worth 

to be analyzed in detail. 

Determinants of income inequality are widely discussed in economic literature. These 

determinants can be characterized as personal correlates, natural resources, economic 

growth, industrialization, etc. However, in the literature regarding the transition 

countries, economic growth, inflation and liberalization policies are considered as the 

main determinants of inequality.  

 

For the assessment of the impact of the changes in transition period on income 

inequality, we used price liberalization, trade liberalization and forex, large-scale and 

small-scale privatization as liberalization indices. Also, macroeconomic variables GDP 

per capita growth rate, inflation and unemployment rate, natural resources rents and 

industrial value added as a share of GDP were included in model as control variables. 

As the dependent variable, Gini coefficient was selected. Due to high correlation 

between transition indices, four separate models were estimated using each 

liberalization measure one at a time. Trade liberalization and forex index and large-

scale privatization index did not exhibit a significant impact on income inequality. 

Moreover, industry value added as a share of GDP did not exhibit any significant 

impact on income inequality. Thus, these variables have been excluded from the 

models. 

 

The findings show that, price liberalization had increased the income inequality, 

whereas small-scale privatization reduced income inequality in selected countries 

during the observed period. Inflation and unemployment rate worsened income 

distribution, as expected. Natural resources rents as a share of GDP showed an 

improving impact on income distribution. GDP per capita growth rate exhibited no 

significant impact on income distribution in all the estimated models.  

 

This research distinguishes from other studies in several ways. Our model enables us to 

measure the individual impact of each liberalization measure on income distribution 

instead of the total effect of liberalization as in previous works. In addition, the panel 

model   used allows us to analyze the impact of such measures that vary    over time. 

Finally, our data set covers almost all of the transition economies with the most updated 

time series dimension. 
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APPENDIX 1. Correlation Matrix of Variables 

 Growthc

ap 

logINF

L 

UNEM

P 

PRICEL

IB 

TRADEL

IB 

SSPRI

V 

LSPRI

V 

NRren

ts 

Growthca

p 

1.0000        

log(INFL) -0.4204 1.0000       

UNEMP 0.1275 -

0.3811 

1.0000      

PRICELI

B 

0.3086 -

0.4603 

0.3407 1.0000     

TRADEL

IB 

0.2146 -

0.5694 

0.3293 0.7564 1.0000    

SSPRIV 0.3740 -

0.6356 

0.2455 0.6141 0.7308 1.0000   

LSPRIV 0.3143 -

0.5370 

0.2015 0.6705 0.7468 0.7951 1.0000  

NRrents 0.0701 0.1359 -

0.2146 

-0.1606 -0.3409 -

0.0264 

-

0.0372 

1.0000 

 

 



407 

 

TRANSITIONAL PRIVATIZATION OF TOURIST ENTERPRISES – THE MAIN 

REASON FOR NON-COMPETITION AND SLOW TOURISM DEVELOPMENT IN 

THE REPUBLIC OF MACEDONIA 
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Abstract 

 
After the 1991 there’s a period of economic transition and structural reforms in all spheres of 

the economic system and creation of a new integrated market economic system in the Republic 

of Macedonia. The transition process has opened the issue of privatization of state and 

community property. Privatization in the Republic of Macedonia has not produced the expected 

results in efficiency of privatized enterprises. In the period after the political independence of 

the Republic of Macedonia, tourist enterprises develop in market conditions. Tourist agencies, 

hotels and restaurants which before 1991 were state-owned, they are transformed into private 

enterprises, some of them were closed, but also built new hotels and accommodation facilities 

in smaller size and usually family business. These restructuring in the tourism sector brought 

with them a series of problems that will be presented in a paper. The problems that arose as a 

consequence of privatization contributed to a slowdown in tourism development and reduced 

competitiveness of the Republic of Macedonia as a tourist destination. 

 

Keywords: privatization, tourism sector, tourism enterprises, development 
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Introduction 

 

Privatization essentially exists as one of the fundamental elements of the (neo) liberal 

and ideological matrix. (Sasajkovski, 2002). Privatization processes were not a result of 

the revolution nor the processes of the economic development, but they were the result 

of a process of transition in ownership transformation of capital (Pendev, 2002). The 

aim of the privatization is the creation of "effective" economy, ie a creation of an 

economic structure that can produce normal growth of the real standard of living for the 

population. (Jakimovski, 2002). Privatization as a reform process in the past decade in 

our country, with more or less success, performed significant institutional, legal and 

structural changes in the economy. It has also created some basic assumptions for 

implementation of the ownership transformation and the establishment of free market 

relations. (Choneva, 2002). The privatization of featuring the shaping of the economic 

and social system in accordance with democratic and market elements of society made 

a major impact on human development. The process of privatization in the Republic of 

Macedonia, although it is in its final phase, did not give the expected results in the 

efficiency of privatized enterprises. (Jakimovski, 2002). The economy of the Republic 

of Macedonia in the period after the ownership transformation of most enterprises is 

still facing numerous problems that occurred with the change of the economic system 

and the introduction of the market economy. The numerous problems during the 

transition left a noticeable mark on the operation of enterprises whose overcoming will 

take time, additional efforts and deprivations. (Nanevski, 2002). In 1991 Macedonia has 

become an independent and sovereign country, where the catering industry is 

developing in market conditions. (Iliev, 2010). The touristic establishments which have 

been socially owned succumbed to the process of privatization and the transformation 

of ownership. In the process of privatization of tourism companies and facilities in the 

Republic of Macedonia with great seriousness imposed the problem of rational use of 

the workforce, the increase in unemployment, dismissal of surplus employees and so 

on. The numerous problems that occurred during the transition left a noticeable mark 

on the operation of tourism enterprises (low quality services, delayed modernization 

etc.) that further reduced the country's competitiveness as a tourist destination. 

 
         The process of privatization and transformation of the enterprises in the Republic 

of Macedonia 

 

The process of transition from a socialistic-communistic social system in a capitalistic 

system in the structure of our society, opened the issue of privatization of state and the 

public property in the country. The privatization of the state and social capital in the 

country was a far more complex process than it was assumed at the very beginning and 

it requires more time especially if you need to bring to the efficient operation of 

enterprises.  

 

The privatization daily encounters problems, especially when the control over the 

privatization of some economic entities falls into the hands of various interest groups 

that compromise and block the whole process. The state failed to establish effective 

control of privatization processes and to intervene in the abuse. (Jakimovski, 2002). 

Significant drawbacks in the privatization process are shown with the application of the 

legislation into practice: Law on Transformation of Socially Owned Enterprises (1993), 

the Law on restructuring of the enterprises which in their operations have shown losses 
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(1995), the Law on Transformation of Enterprises and cooperatives that are running an 

agricultural land (1996) and the Law on privatization of state capital into the enterprises 

(1996). In the process of the present model of paid privatization of some structures, 

self-interest becomes more important than the social interest. The primacy of the 

individual over the broad social interest is difficult to comply with the principles of the 

market economy. (Jakimovski, 2002).  

 

The transitional privatization in the Republic of Macedonia cause continuous 

impoverishment of the population, wage cuts, "river" of receivership 

workers, population that is engaged in the subsistence minimum and so on. In this 

situation ensuring of the social security of citizens was a priority for further 

development of our country. 

 

On the question "what, in your opinion, is most important for the further development 

of Macedonia?" The majority of respondents (43%) consider that it is necessary to 

ensure the social security of citizens, 26% believe that it is necessary to respect the laws 

of the market economy, and 19% believe that it is necessary to respect the principles of 

political democracy. (Jakimovski, 2002). The postponement again of workers into the 

enterprises that had a special treatment from the country (25 companies that had a huge 

losses), was not a solution of the problem of their effective utilization. The employees 

stayed with minimum wages which were either irregularly received or not received, and 

in that period the mass occurrence of non-payment of contributions for health, pension 

and social insurance became massive. (Choneva, 2002).  

 

The privatization of the enterprises during the period of transition is often associated 

with the uncertainty about the preservation of the resulting work. Employers associate it 

with economic management and profitability, and the frequent firing of "surplus 

workers" so the enormously high unemployment represents a constant concern of 

employees in privatized enterprises. (Choneva, 2002). This conclusion is confirmed by 

the survey and the conducted questionnaire of ISPPI: 
 

Table 1. A questionnaire made to workers about their sense of job security 
Questions Answers % 

I feel great uncertainty 33.6 

I feel some uncertainty 23.7 

I feel a slight uncertainty 28.4 

I do not feel uncertainty 9.5 

No answer 1.2 

Total 100.0 

Source: A research of ISPPI, 2001 

 

In the transitional period of the Republic of Macedonia many substantial changes 

happened in the social structure of the employees, with great differences in their 

paychecks and their regular payment and also the uncertainty in the preservation of 

jobs. 

The economy of the Republic of Macedonia in the period after the ownership 

transformation of the majority of enterprises was facing many problems that occurred 

with the change of the economic system and the introduction of the market economy. 

Problems during the transition left a noticeable mark on the operation of enterprises 

whose overcoming will require additional time and effort.  
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The analysis of financial results of the enterprises from the economy showed that the 

most successful are those economic entities that are formed by a private capital. The 

success of these companies is due to the good management, a relatively small number 

of employees and wage costs as well as the relatively lower pays of the employees. 

Public companies also are among the strongest, as a result, primarily, of their dominant 

position in the market and the relatively higher prices of their products and services. 

(Nanevski, 2002). In the Republic of Macedonia, as of 31.12.2000, the completion of 

the transformation of a total 1.467 companies was made. The most common model of 

privatization (by number of employees and value of property) is the management 

buyout which privatized 249 companies was made. In second place is the model with 

the buy-in 149 companies, while the third place (according to the same parameters) is 

the privatization of 73 enterprises through a conversion of debt to employees (usually 

long over pay) owned shares. Through the three dominant models of privatization the 

73% ownership (equity), 65% of employees and 32% of the privatized companies are 

included. (Stojanova, 2002).  

 

During the privatization of a significant number of enterprises that existed and  

functioned in the previous economic system are closed, the number of employees has 

significantly decreased, while one part of the companies bankrupt. That provoked the 

gross domestic product of the Republic of Macedonia in 2000 to be around 65-70% of 

the one that the economy had realized during the pre-transition period. (Nanevski, 

2002). The largest generators of losses transform enterprises where management was 

somewhat effective, and the number of employees was larger than necessary.  

 

The total uncovered losses of the economy in the year of 2000 reached 59.2 billion 

denars or more than one billion euros. It is about eleven times more than the net profit. 

Also, according to data from the payment, the total debts of the companies amounted to 

about 833 million euros, compared with the results of the previous one, in 1999, 

indicates to a ever-growing negative trend. Consequent to this state the number of 

blocked bank accounts of about 23 thousand companies grows, representing two thirds 

of the total registered enterprises. (Stojanova, 2002).  

 

Overall, privatization did not give the expected effects. The period 1991-2001 was a 

period of transition. Some transitions have been completed, as exemplified provided by 

privatization and the period after which we can call it, the post-privatization period. 

 

     Privatization – tourist (non) development – problems 

 

In the tourism sector, a number of tourism companies and facilities have been built in 

the period before the independence of the Republic of Macedonia, when the country 

was a federal member of the former Yugoslavia. The biggest boom in the construction 

of the material basis which was socially owned is registered in the period 1970 to 1975, 

when conditions of construction were the most favourable. In this period were built 

most of the hotels and accommodation capacities in the country, such as Metropol 

and Desaret in Ohrid, Continental and Olympic Village in Skopje, Drim in Struga and 

hotels in Bitola, Prilep, Shtip, Krushevo, Kichevo, St. Nikole, Berovo and others. 

(Stojmilov, 1989). From the tourist agencies which have worked in this period are 

"Putnik" from Belgrade, "Generalturist" from Zagreb, "Kompas" from Ljubljana 
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and "Globus" from Kumanovo. (Karanfilovski, 1966). With the tourist mediation in the 

Socialist Republic Macedonia over 20 travel agencies were concerned, 7 of which are 

domiciled and the rest were business units of some other agencies of the country 

(SFRJ). (Stojmilov, 1989). During this period, the tourism industry develops in 

conditions of contractual economy when the country is the main organizer 

and implementer of tourism policy and development. 

 

But then in 1991 the tourism industry of the Republic of Macedonia takes place in 

market conditions, so tourist facilities (hotels, motels, children's summer camps, etc.), 

the tourist agencies and operators that have been socially owned partly were 

transformed and privatized, certain number of companies that have failed to achieve the 

business logic to market previous owner either sold or shut, or were in bankruptcy 

proceedings. The transition in Macedonia, the privatization process, gave many 

examples like these, so in the period 1991-2001 year are evident major reductions in the 

number of tourist and catering establishments (hotels, boarding houses, motels, 

restaurants, etc.) (Figure 1.). 

 

 
Figure 1. Number of tourist and catering establishments 

Source: Statistical yearbook of the Republic of Macedonia, 2015 

 

In the process of privatization of the Republic of Macedonia and the way it was 

conducted with great seriousness was imposed the problem of rational use of the 

workforce, the increase in unemployment, whereby to the dismissal of surplus 

employees. In the period after 1991, there is a trend of declining employment in the 

tourist and catering establishments. (Figure 2). Since 1991 the number of employees in 

this sector decreases, which coincides with the results of the realized touristic turnover 

and the realized foreign exchange earnings in the country. In 1994 in the tourism and 

catering there were 8.160 employees or 2.06% of total employees in the country. (Iliev, 

2010). 
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Figure 2. Number of employees in tourism and catering establishments 

Source: Statistical yearbook of the Republic of Macedonia, 2015 

 

Most often, employees remained with minimal salaries, either irregularly received or 

did not receive, during which massive become the occurrence of non-payment of 

contributions for health, pension and social insurance. In such a situation, the individual 

and the family carried a large part of the responsibility for the current living conditions 

and social security during the time of service and during unemployment. In the tourism 

sector, there was the problem with the operation of the so-called "gray" economy. It 

was very difficult to record the total workforce in the tourism sector, due to a gray 

tourism economy in the country. The existence of the informal economy, mostly 

manifested through the unregistered touristic workers, who are engaged in the tourism 

sector, and therefore are not part of the statistics. In the gray tourism economy, most 

often seasonal unregistered persons are hired, and also people who are engaged in the 

unregistered accommodation facilities etc. It is assumed that the number of such people 

is large, especially for seasonal engagement of persons, who in most cases, receive 

wages on hand, in cash. (Iliev, 2010). 

 

The aforementioned problems have affected the overall tourism development and the 

competitiveness of the Republic of Macedonia as a tourist destination. The transitional 

period of privatization affected the decline in tourist turnover in country. (Figure 3.). 
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Figure 3. Number of tourists and nights spent in the Republic of Macedonia, 

1991-2011 

Source: Statistical yearbook of the Republic of Macedonia, 2015 

 

During the period of 1991 to1997, the tourist turnover has a tendency for a consistent 

decline. The lowest touristic turnover was registered in 1997, when it were registered 

451.871 arrivals of tourists that stayed overnight and ofcourse made 1.587.146 

overnight stays. The number of tourists, in terms of the most successful year, 1987 

decreased by 2.6 times, while the number of overnight stays decreased by 2.5 times. 

(Iliev, 2010). In the Republic of Macedonia from the year of 1991 the foreign exchange 

inflow has a tendency for declination. The reduction in foreign exchange income is 

occurs mostly in 1997 with 15.16 million US $, in 1998 with 16.70 million US $ and in 

2001 with 25.95 million US $. (Iliev, 2010). The decline in the foreign tourism turnover 

and foreign exchange income influences the reduction of the usage of accommodation 

facilities, which affects the profitability of their operations, then it cuts off the 

accumulative power of the tourism sector and increases the loss of it. Also, the decline 

of the tourism market contributes on reducing the incomes of the other industries that 

are directly or indirectly related to tourism. (Iliev, 2010). The reasons for the decline in 

tourist income are many: unfinished privatization and categorization of facilities in the 

tourist offer, tourist and catering facilities have slowly taken the experiences of the 

international standards for the quality of service, unprofessional and inferior 

performance of the touristic workers in the sector of tourism and the inferior terms of 

the country towards the tourism sector in that period, the country did not have a 

complete content of the tourism offer which was uncompetitive in the international 

tourism market and a quite modest tourist presentation and marketing of their own 

touristic values. In such conditions, the tourism development in the Republic of 

Macedonia was moving downwards, aided additionally by the poor and unstable 

economy of the country. The competitiveness of the Republic of Macedonia mainly 

depended from the vitality of the economy and the quality of the environment. During 

these years Macedonia's competitiveness on the international tourism market was at a 

very low level. The low rating of the Republic of Macedonia in the tourist market laid 

in the competitive disadvantage of the domestic enterprises and their relationship. The 

dominant issues that the tourist enterprises in the country and new entrepreneurs were 

faced by: 
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The low capability of enterprises to adapt to the demands of domestic and international 

markets; 

Lack of advisory business tourism infrastructure that would ensure the qualitative 

assumptions for a more efficient operation of the new businesses; 

In the privatized tourist companies and facilities except the previously made layoffs of 

excess staff, structural changes were not made, other than the constant changes of 

ownership and managerial personnel; 

Unfavourable financial services for small businesses (interest rates were too high, 

funding opportunities through participation in ownership were limited, the procedure 

for obtaining financial support was complex and expensive etc.); 

For the newly established tourist facilities and enterprises, the standardization was a 

very expensive undertaking, and considering the lack of financial support that can be 

received in the current environment, which was almost an impossible process; 

The newly established businesses are characterized by insufficient specialization of the 

individual business functions and centralization of all the decisions in the hands of the 

owner (usually the general director of the company); 

A lack of coherence and coordination of the various program activities in the tourist 

development policy to stimulate the small and medium businesses; 

Other barriers to the development of the sector of small and medium businesses 

(inefficiency and slow procedures of state administration in the process of registering 

the new companies and the constantly present problem of partial access in completion 

of legislation, etc.). 

 

The period after the year of 2001, known as post-transitional period of the tourism 

industry is characterized by the growth of tourism turnover. (Figure 3). So, the total 

number of arrivals of tourists in 2014 rose to 735.650, or 2.2 times more than in 2001, 

while the number of overnight stays increased to 2.195.883 or 1.7 times compared to 

2001. From 2003 to 2015, the foreign currency income from foreign tourists tends to a 

constant growth, from 49.9 million euros to 240.4 million euros. The reason for this 

constant growth of the foreign tourist turnover and the foreign exchange of earnings 

from tourism lies: in the role of the country in the treatment of the tourism as a strategic 

branch in the development of the country, conducting an active policy of denar 

exchange rate that contributes to greater exchange of foreign currency in authorized 

exchange (national currency-denar is tied to the euro and stable), a greater involvement 

of the touristic workers in the development of the tourism sector and others. (Iliev, 

2010). 

 

With the transition to the market economy in the Republic of Macedonia, the market 

logic is accepted as well as the promotion of the entrepreneurial spirit. That is how the 

new hotels were built and opened (in 1991-72 hotels, 2014-161 hotels) as well as other 

accommodation facilities in smaller sizes and family type, new travel agencies (in 

2015, 541 agencies with an A and B licenses), etc. The progress in the development of 

the tourism sector, increased the levels of the quality of tourism products and services 

which also increased the competitiveness of  the Republic of Macedonia as a tourist 

destination. 
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Table 2. The competitiveness of Macedonia in the world’s tourist market 
Year 2007 2008 2009 2011 2013 2015 

Index value 3.81 3.68 3.81 3.96 3.98 3.50 

Position in 

Europe 
38 38 37 37 36 34 

Position in 

the world 
83/124 83/130 80/133 76/139 75/140 82/141 

Source: The Travel & Tourism Competitiveness Report, 2007, 2008, 2009, 2011, 

2013, 2015 

 

According to the report on competitiveness of tourism and travel for 2015 prepared by 

the World Economic Forum, the Republic of Macedonia is ranked 82nd of 141 

analyzed countries worldwide. Although, according to the methodology of the World 

Economic Forum, the placement below the 50th place is considered as competitive, 

Macedonia is making efforts and is on track to improve the competitiveness of the 

country. This goes together with the improvement of 4 places from 2007 to 2015 at the 

European level (Table 2). While according to the index of competitiveness with a value 

of 3.50 in 2015, Macedonia is in the range of some well-known tourist destinations: 

Egypt (3.49), Dominican Republic (3.50), Tunisia (3.54) and so on. 

 

Table 3. The competitiveness of the Republic of Macedonia in the Balkan tourist 

market 2015 

Country Index value Position in Europe Position in the world 

Greece 4.36 18 31 

Croatia 4.30 19 33 

Slovenia 4.17 23 39 

Bulgaria 4.05 28 49 

Montenegro 3.75 33 67 

Macedonia 3.50 34 82 

Serbia 3.34 35 95 

Albania 3.22 36 106 

Bosnia and Herzegovina - - - 

Source: The Travel & Tourism Competitiveness Report, 2015 
 

At the level of the Balkans, behind Macedonia according the competitiveness are only 

Serbia and Albania (Table 3), while Bosnia and Herzegovina, according to the report of 

competitiveness of tourism and travel for 2015 is not ranked, and for a comparison in 

2013 had a value index 3.8, and it was on the 41 place in Europe and 90 in the world 

from 140 countries. The four countries: Greece, Croatia, Slovenia and Bulgaria, 

according to the index of competitiveness take part of the fifty countries that the World 

Economic Forum considers competitive. The comparative analysis of the Republic of 

Macedonia, in particular with the Balkan countries indicates of the reached level in the 

touristic development of the country. Therefore, the future strategic directions of the 

development of tourism in the Republic of Macedonia should be oriented through using 

the comparative advantages that the country has in relation to the countries from the 

neighborhood offering a different, original and unique tourist product. 
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Conclusion 

 

Besides the change in the nature of ownership, it can be said that the privatization 

process has not produced the expected effects, especially the effect referred to attracting 

foreign capital, nor for internal restructuring of the economy, improving management 

and the revitalization of the privatized enterprises. This situation resulted with the fact 

that the current privatization did not contribute for the rise of the efficiency of the entire 

Macedonian economy. 

 

With the process of privatization was engulfed the tourism sector in the country. One of 

the tourist companies and facilities were transformed and privatized, another part did 

not succeed in the market and closed especially in the first ten years. The turbulences 

that occurred in the tourism sector due to privatization resulted in a decline in the 

overall tourism economy of the country. The lag in the technological level of the 

tourism sector in terms of its pace of modernization of the physical and human capital 

which has been engaged in it, resulted in a reduced tourist turnover and reduced foreign 

exchange earnings from tourists, which negatively reflected on the profitable operation 

of accommodation facilities, tourist agencies, transport companies, etc. All that reduced 

growth of this sector and its share in the total structure of the gross domestic product of 

the country. Such problems have slowed down the overall tourism development of the 

country and the competitiveness of the Republic of Macedonia as a tourist destination.  

 

After the first years (1991-2001) of the development when there is a fall in the sphere 

of tourism development, which is a feature in almost all sectors of the economic system 

of the country, but in the period after the 2001 there is a tendency of growth of the 

tourism sector. The new business conditions made it possible for the opening of many 

tourist facilities and agencies for mediation. The growth of the tourist turnover, the 

increased foreign exchange inflow from foreign tourists, the level of increase of 

investments in this sector and so on., increased the share of tourism in the structure of 

gross domestic product, which ranges in about 2%. The growth of the tourism industry 

has increased the competitiveness of the Republic of Macedonia in the European and 

global touristic market. 
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Abstract 
 

With the independence after the breakup of Yugoslavia, Macedonia initiated the process of 

changing of the socio-political system. Such a transition is still active today, meaning that in 

the meantime the Republic of Macedonia faced a number of serious problems in the 

implementation of reforms in the system. The arduous process is presented in several 

developmental stages that have a different impact on the social situation in the country, from 

the argued aspects of the early ’90s privatization the present increased stages of emigration. 

For ineffective transition process, several factors and conditions can be underlined, which 

usually have broad geopolitical basis. Geopolitical features such as the geopolitical position of 

the country; country’s internal and foreign policy; European integration; neighborly relations 

and regional arrangements, along with the terms of globalization must be considered as major 

factors in the endless transition of Macedonian society. Some of them will be presented as 

positive, but some factors are taken into negative circumstances that represent the transition as 

an impossible project. Geopolitics of the transitional aspects will explain the current level of 

transformation of the Macedonian society, the development phase of the free market, the 

economic effects from the membership of the country in free trade associations and projections 

of the level of social, economic and political transformation in the next decade in context of 

geopolitical features and processes. 
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Introduction 

 

The paper covers topics of a complex character, which must be covered concisely. For 

example, postulates the transition in the country in the early and mid-90s, which consist 

in а dubious privatization, will be highlighted without being specifically explained But 

the geopolitical features and processes through the course of independence and also 

their social and economic characteristics today will be emphasized. Thus, the modern 

conditions of geopolitical level of the Republic of Macedonia are a key segment in 

explaining the transition misery of Macedonia in the past quarter century. 

 

         Some key political and geographical features of the Republic of Macedonia 

 

According to a number of factors, from a geopolitical point of view, Macedonia is 

categorized as a country with a geopolitical disadvantage. It is a landlocked country 

with small territorial displacement, set on the peripheral part of the continent that still 

applies as least developed part of the developed Europe. In demographic sense, it is a 

bimodal country, but in concrete terms, bimodality is represented in a great 

disproportion in a social and cultural level. In that way, it is almost that Macedonia 

does not have any geopolitical quality. To a large extent, some key factors from 20th 

century limited politico-geographical value of the Republic of Macedonia, when 

heavily delineating administrative contours of the Balkan Peninsula were drawn, with  

Macedonia on the least favorable position. In such circumstances, most of the problems 

and processes in the country of social, economic and political levels are only analog 

epilogue, rather than the result of some internal political situations. 

 

Key features of the transition in Macedonia 

 

If we go by the definition of the transition from one state to another," then, the 

transitional process in the country must be broken down into to be adequate for 

standard definition. Republic of Macedonia with the output of Yugoslavia actually 

started the social, political and economic transition that is still ongoing and far from 

complete. Symbolically, the "provisional" name  (Former Yugoslav Republic of 

Macedonia) with which Macedonia was admitted to the United Nations in 1993, only 

remarked that even the break up from Yugoslavia is still unfinished. Practically, in the 

quarter century that has passed, the only difference is that Macedonia is an independent 

and sovereign state. Everything has a complex content in the processes of change, and 

if it must be taken illustratively, the transition in the country is only visible in 

demographic terms - represented in the transition from old to young population 

(ageing); or even in rough manner- with the permanent emigration. But the most 

painful occurrence in the Macedonian transitivity is precisely the economic, where a 

change of system from statist to liberal is far, far from over.  

 

Major geopolitical problems and processes in Macedonia 

 

Unlike its geopolitical value, which is quite small and analogous to the political and 

geographical constants, the problems and processes of geopolitical nature are pretty 

important. In the quarter century of independence, Macedonia is faced with problems of 

international recognition under its constitutional name (1993); pressure to change its 

flag (1995); internal armed conflict (2001), and many other issues that still remain 
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open. As classical diagnosis for Macedonia's problems, the name dispute with Greece is 

taken. The name dispute is a key factor for the omission of Macedonia by the European 

Union and NATO, although Euro-Atlantic integration is the main point of the foreign 

policy of the country since the  independence. From internal geopolitical scene, 

potentials for possible secession of the parts where mainly ethnic population lives is the 

main issue of geopolitical coherence of the unitary state. In sum, there are too much 

geopolitical contours of a state that has a symbolic political and geographical structure 

in the region of questionable social, economic and political structure. 

 

      The impact of political and geographical constants to the major geopolitical 

problems and processes 

 

There is a serious causal link between the political and geographical characteristics of 

the Republic of Macedonia with the contemporary geopolitical problems and processes. 

Marginal importance of the state under the sentimentality, territorial capacity, and 

resources (natural and human) had a crucial role in the political power and influence in 

terms of regional and international affirmation. Hence the problems of Macedonia’s 

name recognition and the departure from the planned Euro-Atlantic integration 

processes. Simply, Macedonia had no economic or diplomatic and political power to 

confront regional and international geopolitical sides which greatly affected state’s 

social, economic and political development - essentially outlining the route of 

transition. Bimodality was the facto for the armed conflict in 2001, when the Republic 

of Macedonia with the Ohrid Framework Agreement (August 2001) has set the outlines 

of possible future federalization. Status quo of the name issue only keeps Macedonia 

out of NATO and the European Union, which directly affects the political affirmation, 

stability, and social orientation in conditions of external political orientation, through 

the birth of Euroscepticism and anti-Westernization. 

 

         Correlation between geopolitical conditions and the transition in Macedonia 

  

  The correlation between geopolitics and eternal transition largely answers the 

question "why Macedonia cannot prosper economically?" The question usually has a 

function beyond semantics, because common understood situation in terms of progress 

of the country is just economic, that priority is given to economic progress and is 

considered that the social and political stability only will follow the growth of the 

economy. On the one hand, it is interesting to summarize what is the perception of the 

average citizen of the Republic of Macedonia for the generator of the problems of 

Macedonian society, that is „why the transition in the country has no end in sight?“ In 

the interest of the matter, a survey was conducted (June 2016) on a small, limited 

sample of 100 people, all students of Institute of Geography. They were asked about 

factors of the endless transition of the country. The responses varied, and included 

reasons of different character: 87 percent of them think that the corrupt politicians are 

the key factor. For 11 percent, the main factor is the abandonment of Yugoslavia, while 

the rest respondent sample sets the geographical features of the state as a key factor. On 

the additional question "Do you think an external political force affects the poor 

economic state of the Republic of Macedonia", the answer is almost complete for the 

"yes" with a variation between responses to specific factor (over 90 percent blame 

America for some reason). 
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The public mind varies by gender, nationality, religion, educational background, 

profession, etc., but most range in age structure. Although the sample is rather 

lackluster, it is almost compatible with the general, public opinion in the country: as a 

key factor are taken: corruption of the ruling structure, the influence of Western powers 

in the situation of the Republic and some Yugonostalgia. However, it falls only within 

the public opinion. There is necessity to be answered - what are the main factors for the 

endless transition? Certainly, they are mainly geopolitical. 

 

       Regional disintegration in the Balkans and Macedonia 

 

Balkans itself carries the epithet of "unstable area". The Balkans can be described as an 

area of transition, even with similar shades as the immensity of Macedonia. The same 

occurs with the pronounced disparities in terms of growth, development and 

integration. Part of the Balkans still remains without Euro-Atlantic integration, where 

only Macedonia, Bosnia and Herzegovina, Serbia, Kosovo and Montenegro are not part 

of neither NATO nor the EU. The Balkans has a pressing task to integrate into Europe 

and NATO, as a condition for political stability and coherence. 

As long as the Balkans or the Balkan countries are outside the EU and NATO, they are: 

 Considered  as  politically unstable countries 

 Are out of the main European and international funds 

 Are out of the main European and international trade relations 

 Do not participate in the single, free market of the European Union 

 They're less attractive for investment 

 

     Relations with the neighborhood and the region 

 

Macedonian relations with neighboring countries are characterized as good, with some 

fluctuations. It is emphasized the exceptional complexity of relations only with our 

southern neighbor Greece, although Macedonia often has irreconcilable differences 

with all its neighbors on various issues. However, they do not impact heavily on 

economic and political coherence, as it affects the relationship with Greece. In 2008, 

Macedonia was left out of NATO enlargement session due to the Greek veto, which 

was a direct violation of the Interim Accord of 1995. Several months after blocking of 

the NATO Summit, Macedonia filed a lawsuit against Greece at the International Court 

of Justice in The Hague, and the sentence imposed in late 2011, was in favor of 

Macedonia. From the verdict, Greece was warned about the violation of the interim 

agreement and further blocking of Macedonia integration. Still, the country is out of the 

integration processes. 

Good relations with neighboring countries and the region should also be imperative for 

Macedonia due to the necessity of participation in regional economic and trade 

relations. Geographical handicap of Macedonia with the inaccessibility of the sea and 

the small market with low purchasing power makes the situation of social and 

economic activity impossible without anticipation in regional economic ties. 

 

       Bimodality as a geopolitical factor 

 

Multiethnic Macedonian side is often avoided as a factor in the geopolitical lineup, 

although exactly this structure has resulted in a number of key episodes and epilogues 

for Macedonia (for example, the conflict case of 2001). Stark differences on many 
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levels between the two largest ethnic communities in the country are often taken as a 

missing segment of geopolitical chain of Macedonia and the Balkan Peninsula. The 

theory that the bimodality of the republic is a major factor which prevents Macedonia 

to integrate into the European Union (Kitevski 2012) due to pronounced Islamophobia 

in Europe, are increasingly argued analogous to the missing integration goals of the 

Republic of Macedonia in EU and NATO despite conviction in favor of Macedonia 

since 2011. 

How all these factors affect the poor transition? Pretty simple. Through the processes of 

transition, Macedonia faced a series of problems and processes, finding basis in several 

geopolitical factors. Macedonia was actually quite unable to cope with the tasks of the 

transition in conditions of numerous political crises. 

 

    Contemporary geopolitics of transition 

 

In contemporary geopolitical terms, Macedonia is facing conditional isolationism in 

terms of internal political crises. Long years of failure of the Euro-Atlantic goals, tend 

to drastic change of the foreign political orientation of the country. Although the 

foreign policy has been structured since the independence, the growth of 

euroscepticism and the growth of anti-westernism have the opportunity to direct the 

foreign policy of the country in different direction. In parliamentary terms, the 

experience of the rhetoric of political parties has always been tied to the EU and NATO 

goals, but with the growth of Euroscepticism, the expectation is that the party programs 

to include a way out from the Euro-Atlantic routes, searching for “alternatives“in the 

foreign policies. The unsuccessful transition is also own anti factor to its successful 

completion. Namely, there is evident development and growth of anti-capitalist and 

statist ideas that go in the opposite direction of completing the transition. Similar to the 

growth of Euroscepticism in Macedonia are increasingly enjoying prestige ideas and 

programs of leftist, socialist perspective, while pro-market, liberal ideas are regarded as 

unnatural and harmful. The identification of the failed transition to capitalism, i.e. 

alignment of the disastrous privatization by the free market is a key factor for the rise of 

leftist ideas.  

 

Conclusion 

 

What can be concluded from the theoretical approach of a catastrophic transition and 

geopolitics? Several key lessons: After the collapse of socialism comes from a country 

with stable and unstable market system. With the sovereignty, Macedonia got a huge 

and difficult task of individualism in dealing with the difficulties of the transformation 

of the system. Because of the range of factors that have broad geopolitical background, 

Macedonia, failed to cope with the transition tasks, and engaged in the incomplete 

transition. The transition is still ongoing, analogous to the duration of the major 

geopolitical problems since the independence of Macedonia. 
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Abstract 
 

A question about political power and its ratio between different levels and sorts of authorities, 

is one of most important and most complicated issues for the contemporary political theory as 

well as political praxis. In this paper will be analysed that issue on the case study of the 

Republika Srpska. As the reference period will be taken mandate from 2006 to 2016. The basic 

hypothesis of this paper is: within this period in the Republika Srpska has been promoted a 

strong centralization, with main tendency for concentration of power in the hand of central 

government. Second hypothesis is: this centralization produces negative political, economic, 

demographic (as well other) effects. On the basis of these claims, we will promote politics of 

decentralization as natural and optimal framework for the political unit as RS is. Our 

argumentation for decentralization will be divided as the four groups of arguments: (i) 

Argument "democratic deficit": request that citizens on the local level, as the people that are 

under direct influence of political decisions, have more capacity to influence at decision 

making process. (ii) Argument “social justice”: request that local communities have bigger 

ratio in benefits from natural resources that are on their territory. (iii) Argument “political 

rationality”: is the standard “liberal” proposition that central bureaucracy is not able to 

manage and to govern a complex society. (iv) Argument of geography: even the map of RS 

itself, or geography of RS, clearly shows that decentralization is natural option for RS. 

 

Keywords: centralization, decentralization, the Republika Srpska. 
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Introduction 

 

A question about political power and its ratio between different levels and sorts of 

authorities, is one of the most important and most complicated issues for the 

contemporary political theory as well as political praxis. Before the crises from 2009, 

logic of minimalisation of the state has been main line of politics, with tendency to 

reduce the state at the “night watchman” position. But, after the global economic crises, 

we saw a shift in this politics, and some kind of “return” of the state. Question about 

that is still open, both in theoretical and in practical sense. Also, clear answer depends 

from many elements, hystorical, empirical, cultural traditions for the any country. In 

this paper we will analyse that issue in the case study of the Republika Srpska for the 

period 2006-2016 (mandate of SNSD coalition). During this period in the Republika 

Srpska has been promoted a strong centralization. 
 

Centralization 

 

Strategy of centralization has been implemented wider, and included many aspects of 

social and political life. Even on the symbolic level, by construction of government's 

building, as a huge castle that symbolize growing tendency of bureaucracy and 

administration. Behind such interesting examples, our focus in this paper will be 

centralization within two most important levels of political community: legislative 

procedures and economic resources. In both cases, we can see clear tendency of 

domination of the central government over local communities. 

 

In legislative procedures, the strategy of centralization can be recognised in many of 

legal solutions and laws, that have been proposed by government and adopted by the 

Parliament (NSRS). For example in the Law of higer education [draft]. [NSRS, 2016 

(1)] This law (even if we forget numerous strictly technical deficiencies) predicts 

stronger centralization of University, when all power shall be in hands of rector and 

minister. Law was under strong criticism of academic community, students and public, 

but government still insists. Similar situation is with the Law against corruption and 

organised crime [NSRS (2),2016] and Law of public order [NSRS (3),2016], that also 

under criticism of public, and especially criticism of groups that can be under influence 

of that law. Association of journalists of RS has submitted an appeal to the 

Constitutional court of RS, with claim that these laws endangered constitutional rights 

of free speech and free expression. In same time, whole opposition in NSRS supports 

these critics, and voted against these laws. Many important international organisation, 

as OSCE or Transparency International [Transparency International 2016], also 

criticised these laws. But, in opposition to the whole political opposition, the public, 

involved associations, international organisations, the government still insist to adopt 

these laws without repeating of public discussion. Even insults the opponents. This is a 

typical mark of totalitarian mentality and we can, with right, talking not only about 

„mentality of centralization“, but about totalitarian impulse also. 

 

Especially clear example of this tendency of centralization is The Law of the local self-

government that has been accepted by the government at 83rd session (22.july 2016) 

[Vlada RS, 2016] and by NSRS at 14th session (13 october 2016). By this Law, the 

Government has a right to dismiss some local parliament under some circumstances 

[article 152]. Then the government will establish a some kind of a temporary body 
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composed by three members, the commissioners that has been elected by the 

government. [article 154] So, we have situation that representatives, with „direct“ 

democratic legitimacy, can be dismissed by decision of the government – persons 

without „direct“ legitimacy. This is anti-democratic solution par excellence, and 

directly opposite to the suggestions of European Charter of Local Self-Government. 

We have on stage a clear initiation of supremacy of the executive power over the 

citizens' will.
162

 This is in contradiction with tendency of decentralization that has been 

main line of politicis before 2006.
163

 If we have position that strong local self-

government is an indicator of the degree of democracy in the country, we can conclude 

that RS currently is under an undemocratic tendency. 

 

Similar process we can see in the economic politics of the government. In the fiscal 

area, RS is highly centralized system. But, even this situation is not enough for 

government which constantly insist to increase its power over municipalities.[ 

Vranješ,Leščen,2013:271] The logic of these policies is: more and more of RS budget 

expenses put on the local communities, and, in same time, take more and more control 

over the natural resources of local communities 

 

One example will be enough for illustration: the government's proposal that 5% 

(initially was 10%) from exploitation of forestry takes the government. Minister of 

health has introduced similar proposal: to cover expenses of health services by 

transferring of 5% of these expenses on the budgets of local communities. 

Argumentation for these solutions government finds in a statement that local 

governments and municipalities constantly borrow, and their debt is huge part of whole 

internal public debt of RS. But, this claim is de facto wrong, and fraud, because the 

debt of municipalities and local governments is about 380 millions BAM, or 6% of 

whole public debt. Thereby, Banjaluka takes almost 1/3 or 28% of this debt of 

municipalities/cities.  

 

In same times incomes from natural resources (forestry, hydro-energy etc) are 

centralized and in the hands of government. Government is taking incomes from these 

resources, and has obligation to repay portion of them back to local communities. But, 

government often does not do that, or with delay (especially for municipalities where is 

opposition on power). By this strategy, government put local communities in some kind 

of blackmail position, because they have to wait on government’s “mercy”, if they want 

to get their portion of incomes from their natural resources.  

Having in mind these facts we can talk about some kind of attack and aggression of 

central government against local communities. In some cases this was not disguised or 

covertly, but open threat from RS officials in direction to locals.
164
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 According to the Constitution of BH, local self-government is under jurisdiction of entities [The Constitution 

of Bosnia and Herzegovina, art.III/1,3(a)] 
163

 For example, by the first version of The Constitution of RS municipalities had a right to propose laws. Laws 

of local self-government from 1994 and 1999, provide more power and sovereignty for local comunities and had 

tendency of decentralization in meny aspects. [N.Vranješ, I.Leščen, 2013:261-280]. 
164

 As in a case when President of RS sent a threat to the citizens of Kneževo, if they do not vote for candidate 

of SNSD, government of RS will stop any kind of support to the municipality. That was an anti-civilization gest 

unprecedented and true scandal. See: https://www.youtube.com/watch?v=BFVtNgEMwK0  

https://www.youtube.com/watch?v=BFVtNgEMwK0
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Consequences 

 

Consequences of this strategy of centralization are numerous and negative in many 

aspects of social and political life. Also, these negative effects are not clearly 

recognized, neither by experts, politicians or the public. In this paper we are going to 

explain only couple of them, that can be just illustration for the main line of our 

argumentation. 

 

Demography. Natural and predictable consequence of centralization is: concentration of 

population in Banja Luka city (BL), and an effect of “empty land” in many other parts 

of RS, especially in Herzegovina. Growth of administration and bureaucracy and their 

concentration in BL, concentration of political and economical power in BL,  logically 

produce moving of population in direction to BL. We can see the process that can be 

called “Beogradisation” – process of concentration of population in one city. As in the 

case of Serbia, where huge part of population tend to move in Belgrade. This is a 

consequence the fact that the RS created huge administrative apparatus, and that a large 

part of the employed population working in the administration. 
 

City/municipality Year  Number of 

immigrants 

to 

municipalities  

of Republika 

Srpska 

Number of 

emigrants 

from 

municipalities  

of Republika 

Srpska 

City/municipality Year  Number of 

immigrants 

to 

municipalities  

of Republika 

Srpska 

Number of 

emigrants 

from 

municipalities  

of Republika 

Srpska 

Banja Luka 2011 1999 1078 Ljubinje 2011 13 36 

 2012 1902 1058  2012 18 28 

 2013 1950 1182  2013 8 21 

 2014 2149 1224  2014 17 32 

 2015 1910 991  2015 22 29 

Bileća 2011 47 67 Nevesinje 2011 116 120 

 2012 70 81  2012 119 171 

 2013 68 29  2013 92 127 

 2014 60 91  2014 88 151 

 2015 39 66  2015 63 79 

Gacko 2011 53 80 Trebinje  2011 252 212 

 2012 118 87  2012 215 264 

 2013 50 81  2013 244 145 

 2014 73 77  2014 273 163 

 2015 40 71  2015 241 131 

 

In this table [Institute of Statistics  Demographic statistics (1) (2015),:75-82.] we can 

compare data of inner migration for BL and municipalities from Herzegovina. 

Conclusion is obvious: BL has a growing number of immigrants; most of municipalities 

in Herzegovina have a growing number of emigrants. In fact, these official data are 

probably far from reality, because there are many people working and living in BL, but 

still don’t have documents (personal card etc) of BL. They are living in BL - they are 

de facto citizens of BL, but they have official documents from places where they were 

born – they are de iure citizens of other cities. So, we can suppose, that real situation is 

even worse than official numbers show us. In the other hand, data for Trebinje 

indicated that some part of these migration-tendencies are result of natural process of 
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concentration of population in bigger urban centres, that we can see in many other 

countries and regions around the world.
165

 So these data shall be taken with caution, 

and only as an illustration for our hypothesis. 

 

Education. Jobs in administration and bureaucracy are specific and (i) needs higher 

levels of education, and (ii) most of them from humanities and social sciences (such as 

law, economy etc).  

 

So, strong centralization followed by growing administration produces (i) migration of 

most educated part of population from other parts of RS in direction to BL; this is not 

only tendency of migration, but migration of most educated. Harmful effects for small 

municipalities are multiple. 

 

In same time centralization (ii) makes influence at the structure of education in sense 

that directs and leads students in direction of social sciences. Data about number of 

enrolled students by field of education are interesting and support main hypothesis of 

our paper [of course, these data can be used only as support for our conclusion – similar 

tendency exist in many other countries and can be produced by other causes]: 
 

 

 
Education  

 

 
Humanities and Arts   

 

 
Social sciences, Business and Law  

  
Natural sciences, Mathematics and Informatics  

 
 
 Engineering, Manufacturing and Construction  

  
Agriculture and Veterinary  

 
 

 Health and  
 

Social Welfare  
Services  

 

 

Enrolled students by field of education in the academic year 2014/2015  [Republika 

Srpska Institute of Statistics (2) (2015):49] 

 

According these official numbers even 35.5% of students come from social sciences, 

economy, and law - fields of education that are compatible with 

administration/bureaucracy. 

 

Wages. Previously presented hypothesis is supported by the data on salaries: 
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 Especially if compare these data with situation in Bijeljina, where also is more immigrants than emigrants. 

9 ,1%   

,3% 10   

,5% 35   
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13 ,9%   
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Nominal and real indices of average net wages by section of NACE in 2015 (∅ 2014 = 100)

166
 

[Republika Srpska Institute of Statistics (1), (2016):7,9] 

 

Salaries in administration are constantly higher than in so-called “real” sectors of economy.  

 

Employment. Same conclusion supports by the structure of employment – employment 

constantly growing in administration and support service activities (N,O,P): 

 

  

Employed persons by section of NACE in 2011 and 2015 [Republika Srpska Institute of 

Statistics, (2016):7,12-13] 
 

 

So, our hypothesis is that centralization, with growing administration and bureaucracy, 

with making of BL as the administrative center of RS, has multiple negative influence: 

on the migration-tendencies, on the structure of education and the structure of 
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 [А Agriculture, forestry and fishing; B Mining and  uarrying; C Manufacturing; D Electricity, gas,steam and 

air-conditioning supply; E Water supply; sewerage, waste management and remediation activities; F 

Construction; G Wholesale and retail trade, repair of motor vehicles and motorcycles; H Transportation and 

storage; I Accommodation and food service activities; J Information and communication; K Financial and 

insurance activities; L Real estate activities; M Professional, scientific and tehnical ; N Administrative and 

support service activities; O Public administration and defense, compulsory social security ; P Education ; Q 

Human health and social work activities ; R Arts, entertainment and recreation; S Other service activities] 
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employment. Even if centralization is not sole, and maybe is not main cause of these 

effects, its influences boosts and reinforces these tendencies, without doubt.  

 

Conclusion: arguments pro decentralization 

 

So, if our hypotheses are acceptable, we have to conclude that politics of centralization 

was failure and has to be rejected. Should be promoted opposite strategy of 

decentralization. Arguments pro decentralization can be concentrated within four 

groups: 

Geography. This is especially clear argument: if we take a look on the map of RS, 

immediately is clear that politics of centralization is an absurd. “L” or “V” shape of RS 

obviously suggests and implies a strong decentralization.  

Democracy deficit. Centralization created a gap between people on local level and 

political power and decision making. This is especially the problem when and where is 

in question exploitation and incomes from natural resources. Decentralization is a way 

to overcome this gap. 

Social justice. From that point of view, decentralization is in same time a question 

about social justice: a request that people take a power over their natural resources. As 

we saw, bigger portion of revenues from these resources has been taken by the 

government on the central level. Request for decentralization is a way for correcting 

this injustice. 

Rationality. Decentralization is also a question about rationality of the political system. 

Examples that we suggested - migration, education, employment, show that 

centralization of RS has produced irrational effects for society.  

Arguments (4.2; 4.3; 4.4) are clearly “libertarian”, and comes from the theories of 

libertarianism. [See, for example: F.Hayek,1994; F.Hayek, 1996; F.Hayek, 1991; 

M.Rothbard,1995:3-75; L.Mises,1951; A.Savanović,2016] So, we do not need wider 

explanation of them, these argumentation are well-known. Supported by “geography” 

argument, they suggest that RS should be highly decentralized political entity – a 

system of decentralized and loosely connected regions, local communities, political 

units, municipalities, cities etc. Some kind of the system of “polis”, like ancient Greek, 

or medieval Italian cities.
167
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Abstract 
 

In the early 20th century begins the process of democratization of developed countries of the 

west, which means activation of publicity in determination of its interests, as well as organizing 

for realization for those interests. In time, conclusion where made that it is easier to achieve 

certain goals with the support of the citizens, publicity. Opinions and attitudes of public figures 

become important factors of successful countries and local communities. Public relations 

represent organizing the communication of the organizations, and organizing communication 

policy of the organization both internally and externally. The functionality of communication 

system between the local government and the citizens is the basis for the selection of the topic 

of this research work. The fact is that public services are better implemented if a government 

which is closest to the citizens is in charge, and that is in fact a local government. In today’s 

terms of expressed globalization and quick changes, there is an increasing need for 

transparent, trusted and correct information .In the middle of “all events”, there is a common 

citizen as a promoter for social, cultural and economical development of local community. 

Mutual trust is of extreme value between the local governments on the one hand, and citizens 

on the other. The fact is that the communication in the past period between the local 

governments and the citizens in Republic of Srpska wasn’t at its best scale, and even now at 

some local communities is at its first stages of development. Also the fact is that the local 

authorities must give their full contribution in development of all relations of public authorities, 

because its dictated by the democratization and transition of society. That’s been implemented 

by the developed countries of the world, and we need to adapt to those standards in the time to 

come. The theme that follows this work is very complex, and conducted research extremely 

topical, which is looking for “creation” of a unique model in terms of communication between 

citizens and local government, with special emphasis on the Administration of City of Doboj. 

Therefore, in this paper is discussed the role and importance of communication between local 

authorities and citizens, and the impact of this process on the performance of the city 

administration and the citizens' satisfaction with the level of services provided. The survey was 

conducted on the example of the Administration of City of Doboj. For the settings of the 

theoretical model of this work, we created the conclusions that are applied to all communities 

in the Republic of Srpska and Bosnia and Herzegovina. The research in this paper was 

conducted in the city of Doboj, the local community which has about 70,000 inhabitants, and 

the research sample included about 1,000 citizens which have been surveyed from the 

mentioned local community area. Based on the research results, it was concluded that it is 

necessary to introduce new modern models of communication in our daily communication, in 

order to increase efficiency and transparency in the work of the local government, which 

should be a true service for the citizens. Increasing the level of citizen satisfaction with one 

hand and the satisfaction of employees in the local government on the other hand, should be an 

imperative for every socially responsible local administration. 
 

Keywords: local government, satisfaction of citizens, the modern tools of communication. 
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Introduction 

 

Public relations are planned and sustained effort to establish and maintain goodwill and 

mutual understanding between an organization and its publics (Jefkins, 1994). This 

segment covers numerous activities, which are aimed at achieving the desired impact 

on the opinion and attitudes of the public. Although sometimes used independently, 

public relations are more often part of the system of marketing communications 

(Yeshin, 1998). The modern way of life imposes the need for better and more complete 

information about what is going on in the country and in the world, so it is right to 

conclude that the information is in the heart of the new wealth (Mirović, 2007). Public 

relations are dealing with the people who make connections and communicate to 

accomplish the goals of the organization for which they work, and in accordance with 

that, the art of communication, clarity of dialogue, freedom of creative communication 

and contact with other people, represent the basis of public relations (Filipovic et al., 

2001). 

 

The purpose of public relations is to use effective communication to ensure that all 

stakeholders in the business process function and exchange information in an efficient 

manner. There is no single definition of this term that is generally accepted in the 

world. The main characteristic of the many definitions of the term „public relations” is 

that they essentially describe the activities (tasks) that perform public relations. 

 

Kotler, who is one of the greatest theoreticians of marketing, explains „public relations” 

as follows: „The role of the management is to assess public opinion and actions of an 

individual or organization with the public interest, make sure that a particular program 

is planned and put into action and to win the understanding and the approval of the 

public” (Harlow, 1976). 

 

The functioning of the system of communication between local government and 

citizens is the basis for the selection of topics and the formulation of research problems. 

The fact is that public services are better implemented if they are done by government 

that is closest to citizens, and that is by default the local government. In order for these 

services to be carried out in a satisfactory way, some kinds of public responsibilities 

and services require a much larger territory than municipality or they need to apply to a 

large number of people to have economic justification. That is why the government is 

organized in several layers each of which is responsible to service specific social needs, 

that is, to provide the citizens with a particular type of service. 

 

The question is why the level of communication and public relations as a discipline 

does not work in the Republic of Srpska as well as in other neighboring countries with 

a developed economy? It is necessary to examine what are the reasons and causes of 

insufficient functioning of communications and public relations between citizens and 

local government. The process of establishing modern relations in the field of 

communications and public relations activity is the characteristic of the transition 

period, that is, the period of transition to the principles of business typical for market 

economy. The analysis of this topic should point to the possibility of overcoming the 

problems of insufficient functioning of communication between local government and 

citizens, as well as to contribute to local community development by eliminating the 

identified shortcomings. 
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City administrations in our country still don’t have a developed strategy to 

communicate with citizens. The lack of organized services to communicate with the 

public is a reflection of the lack of understanding of the importance of this activity, but 

as well a reflection of the lack of investment in the development of these services. A 

particular problem is the result of this condition that can adversely impact on end users. 

In accordance with the foregoing, and for ease of further analysis in this paper, the 

research problem is set in the form of a question: Does the adoption and application of 

the communications model by the city (municipal) administrations in relation with its 

citizens contributes to the success of the local community? 

 

We have defined the subject of this study as part of the field of theoretical economics, 

with an emphasis on entrepreneurship and marketing, while all other scientific fields 

other than those directly related to the subject matter of this work are considered as 

constants. 

 

The basic research hypothesis (H0) is: Using modern instruments of communication in 

the local community contributes to citizens' satisfaction and greater confidence in the 

local government. 

 

In addition to the main, the paper sets also two auxiliary hypotheses, in order to prove 

or disprove the truth of the main research hypotheses. The first auxiliary hypothesis 

(H1), reads: Continuous informing of citizens and quick availability of requested 

information will contribute to greater confidence in local government and therefore the 

local community as a whole. Other auxiliary hypothesis (H2) is as follows: Advertising 

local community through social networks along with free access of citizens to the town 

hall will contribute to greater confidence in local government and therefore the local 

community as a whole. 

 

The work consists of a theoretical part (review of literature regarding relevant research) 

and the empirical part. In the theoretical part of this work, the objectives and 

importance of modern communication will be considered, with a special emphasis on 

creating a positive correlation between citizens and local government. In addition, the 

basic lines of communication in the organization will be presented, seen from the 

viewpoint of the local community and citizens’ satisfaction with its work. 

 

In empirical research, we will try to answer the question posed in the research problem, 

while testing two support hypotheses and thus the main research hypotheses. The paper 

ends with conclusion, with recommendations for further academic research. 

 

         Concept, significance and objectives of communication in a theoretical meaning 

 

Communication, in its broadest meaning, very often involves transferring the data or 

information by using certain symbols. However, according to Daft (2008), 

communication is not only "simple" sending of data or information, but a process of 

exchange of information which two or more persons who communicate with each other 

all understand, that is, a process by which the sender send the recipient a message that 

they both mutually understand. Therefore, communication is not just any process of 

transferring information, but a process of exchanging information which is 



435 

 

understandable for both the person who sends certain information and the person for 

whom the information was intended. 

 

Communication plays a very significant role in the functioning of any organization, 

whether for-profit or nonprofit. That’s why Wright and Noah (Wright, 2012), talk about 

"the kingdom of communication". Long before them, Bernhard & James (2006), who 

are considered to be among the founders of the theory of communication, promoted the 

view that, in the analysis of the organization, the communication must occupy a central 

place because the structure, scope and breadth of the organization are almost entirely 

determined by communication techniques. 
 

Communication is required for: 

 Establishment and implementation of goals, 

 Development of plans to achieve goals, 

 The organization of human and other resources in the most efficient and 

effective way, 

 Selection, development and evaluation of members of the organization, 

 Managing, directing, motivating and creating a climate in which people want 

to contribute, 

 Control or accomplishments. 

 

In each organizations everybody communicate, managers and non-managers, owners 

and those who are not, because communication creates epistemological assumptions for 

guidance, activating, coordinating and controlling all actions that organizations, groups 

or individuals are taking in order to ensure realization of their goals. Therefore, 

communication should be subject of special attention to all actors in organizations. This 

is especially important for managers. This is because they „spend” most of their time on 

communication with stakeholders within the organization or from its environment. 

 

       Directions of communication in organizations 

 

The structure of the organization determines the directions of communication, which 

mainly consists of: 

 Communication downward, 

 Communication upward, 

 Communication to the side (lateral) - horizontal communication. 

 

Communication downward is the one that follows a hierarchy of authority and that, 

accordingly, following the principle of unity of command goes from a superior to a 

subordinate, all the way to direct perpetrators of the job in the organization. The key 

link in this communication is the top management. They are the ones who initiate the 

most important messages and who care about the efficiency of communication with 

subordinates. 

 

According to Katz & Kahn (1995), there are five types of communication downward: 

 Giving directives and instructions about what, how and when needs to be 

done, 
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 Giving information aimed at improving task understanding by individuals or 

departments in    relation to the other tasks of the organization, 

 Giving information about the organizational goals that raises subordinates’ 

awareness of the goals of the organization and reinforces their commitment to 

the goals and character of the organization. 

 Giving information about organization’s business policy, procedures, practices 

and rules, 

 Feedback to subordinates about their work. 

 

In order for communication downward to be successful, it needs to be based on the 

authority and, consequently, to be accepted by the employees and it can only be 

accepted if the employee: 

 Can understand the message, 

 Believes that the message is in line with the objectives of the organization, 

 Believes that the message is consistent with his or general interests, 

 Can, mentally and physically, carry out activities arising from the content of 

the message. 

 

In addition to foresaid, according to the same group of authors (Wright et al., 2012), 

following  principles of communication have been formulated: 

 It is necessary that everyone, without exception, know the channels of 

communication, 

 Everyone must report to someone (communication upward) and everyone must 

be superior to someone (communication downward), 

 Communication lines must be as short as possible and as direct as possible, 

 Usually the established channel of communication should be used, 

 Individuals who are in positions through which communication passes must be 

competent, 

 Communication lines should not be discontinued, 

 Authenticity of every act of communication should be verified. 

 

       The basic functioning principle of local self-government 

  

The European Charter of Local Self-Government was created as a result of a series of 

initiatives and it is the first multidisciplinary legal instrument which defines the 

principles of local autonomy as one of the pillars of democracy. The main function of 

the Charter is to reduce the lack of common European standards for determining and 

safeguarding the rights of local authorities which are closest to the citizens, and thus 

enable citizens to participate in decision-making related to their everyday surroundings.  

 

Under the terms of The European Charter of Local Self-Government, creators of the 

document were guided by the principles which say that the goal of European countries 

is to achieve greater unity and to preserve the common heritage, that is, above indicated 

represents a way of achieving unity and reaching agreements in the administrative field. 

On the other hand, local authorities are one of the essential foundations of every 

democratic society. The right of citizens to participate in public affairs is a democratic 

principle which is valid in all EU member states. Thus, citizens' participation can most 
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directly be realized at the local level, which further leads to the conclusion that the local 

government has to ensure efficiency and effectiveness in its work. 

 

       Process of communication between local government and citizens 

 

The International Public Relations Association (IPRA) defines public relations as 

follows: 

 A function that helps establishing and maintaining mutual understanding and 

cooperation between organizations and their target groups, 

 Introduces management with the problems in the environment, 

 Helps management in monitoring public opinion and in informing the public 

by offering its announcements, 

 Defines the level of managements’ responsibility with regard to respecting the 

interests of the public and informs the public about the responsible behavior of 

the management aimed at maintaining social interests, 

 Helps management to keep up with changes in the environment and to 

efficiently use the resulting changes, serving as a system for early detection of 

trends in the environment, uses research and ethically justified communication 

techniques as its fixed assets (Meiden, 1993).  

 

Communicating in local government has a task to inform citizens about the activities 

carried out by the Mayor and municipal/city services, as only informed citizens can 

actively participate in the activities and the decision-making process in these 

municipalities or cities. Accordingly, key element of quality communication in the local 

governments in Bosnia and Herzegovina is contained in the Law on Free Access to 

Information (Sluzbeni Glasnik BiH, 2000) and the Law on Local Self-Government 

(Sluzbeni Glasnik RS, 2004). By strengthening the market economy, and also by 

forming free media during the ‘90s of the last century in Bosnia and Herzegovina and 

in other countries in transition in the region, increasing opening of the local government 

to the public has occurred. On the other hand, rising openness to the public leads to the 

need of communicating with citizens, therefore the information and public relations 

officers were appointed, which is the first step towards the opening of the local 

government units to the public and one of the human resources prerequisites for the 

development of public relations in the local communities. 

 

Public relations in units of the local government, communication with employees as 

internal public, then communication with the various non-governmental organizations, 

companies and political organizations which we professionally consider as citizens of 

the external public and as well as media relations, represent an important, if not one of 

the most important segments in the work of local governments and something that any 

unit of local self-government will not be able to operate effectively without in the 

future. Thus, local government units in Bosnia and Herzegovina, but also in 

neighboring countries, should show kindness, openness and interest of employees in 

public administration working on public relations to improve the situation and state of 

officials for public relations and consequently the necessity of developing interactive 

communication with other interested public. 

Citizens’ participation in local government activities is only possible when the flow of 

information is two-way: the movement of information upward (of citizens to local self-

government) and the movement of information downward (of the local government to 
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citizens). It is clear that the process of exchange of information will be effective only if 

both sides adopt a common system of symbols, signs and behavior. 

 

How to establish a coherent system which will improve communication between 

citizens and local government? Thus, the tools of public relations in local self-

government are aimed at creating the basis for a system in modern local communities, 

but they are by no means the only tools that can be used to improve the flow of 

information upward or downward. Use of a two-way symmetrical model of public 

relations achieves a continuous flow of information and the possibility of strategic 

action. 

 

     Results of empirical research 

 

The entire research in this study was conducted in the city of Doboj, the local 

community which has about 70.000 inhabitants and the research sample included about 

1.000 surveyed citizens from the areas of the mentioned local community. Although we 

can not talk about the representative sample (1,43% of the respondents in relation to the 

total population), the results we obtained in this study were collected objectively and 

transparently and besides that, it is an impressive number of respondents who agreed to 

be interviewed, because we all know that most of them either do not want or are not 

willing to cooperate with the researchers and academic community. 

 

In text below, we will present the key respondents' answers which we got in this study, 

with the ultimate goal to prove or reject all support hypotheses and thus the basic 

research hypothesis. 

 

          The frequency of informing citizens about the work of local self-government 

 

The following graph presents data on how often the citizens are getting informed about 

the work and activities of the local government in City of Doboj. 

 

 
           Figure 1. Details on citizens’ awareness regarding activities of the local government in 

City of Doboj (Source: Author's calculations) 

 

The results show that largest number of citizens is informed about the work of the City 

of Doboj on a weekly basis (32%), daily are informed 28% of the population, per 

month 25% of them, while the least citizens are informed annually, 15% of them. These 

details point out the low levels of development of external communication of the city 
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administration and the need to improve and further developed it in order to improve the 

work, strengthen accountability and gain the trust of citizens in the local community. 

 

        The respondents' satisfaction with speed of delivery and quality of the requested 

information  

 

Figure 2. shows that the citizens expressed their satisfaction with the level of speed and 

quality of the information provided, so 7% are very satisfied, 52% satisfied, 31% of 

citizens express they are partially satisfied, while 10% of them are dissatisfied with the 

speed of delivery and quality of the requested information which was provided by the 

city administration. 

 

 
         Figure 2. The data on the speed of inquiry implementation and quality of information 

requested (Source: Author's calculations) 

 

Although the results are satisfactory, it is necessary to increase the use of new 

communication tools by the city administration to improve the quality of information 

and notifications delivery, as well as to achieve direct contact with citizens. Therefore, 

in addition to already used tools for information and notification delivery, we propose 

the establishment of procedure for the reception of citizens by the Mayor and the chiefs 

of the city's departments and keeping neat records about it. Also, citizen surveys need 

to be carried out more often through the official website of the city administration on all 

important issues concerning the participation of citizens in decision-making at the local 

level. 

 

        Presentation of local government activities through electronic and print media 

 

The data analysis gave results on how the citizens are informed about the work of the 

local government in the City of Doboj. 
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Table 1. 

Details of the method of spreading information on the work of the local government in the 

City of Doboj 

Species 

Radio PRESS TV Internet 

Citizens 

N 

Valid  1000 1000 1000 1000 

Missing 0 0 0 0 

Mean  2,64 3,26 1,48 2,61 

Standard deviation 0,938 0,824 0,660 1,166 

Skewnees -0,007 -0,964 1,327 -0,183 

Kurtosis -0,947 0,309 1,695 -1,433 

Minimum 1 1 1 1 

Maksimum 4 4 4 4 

Source: Author's calculations 

 

By analyzing the data in Table 1. it may be concluded that most people use television to 

learn about the work and activities of the city administration, then goes Internet, radio 

and the least used is the press.  

 

Research results show that the citizens are more oriented towards electronic media than 

the press, initially on television, which puts TV among one of the most popular 

contemporary models of communication. 

The research results indicate that television is among the most popular contemporary 

models of communication, which, on the one hand shows that citizens, i.e., consumers 

or recipients of the message regularly watch television while on the other hand, local 

government largely uses television to inform the public about its activities by 

transmitting messages intended for all segments of society. It is, therefore, no doubt 

that the introduction of local government through television contributes to the 

improvement of communication and general awareness of the public about current 

events. 

 

Citizens pleaded that the presentation of government through radio stations contributes 

to the improvement of communication and general awareness of current events. Local 

government must increase the use of radio regardless of the appearance of multimedia 

and the first reason for this should be sought in the conduct of modern life, the life on 

the move, where consumers can listen to messages on the radio while driving the car or 

while performing other jobs. Second reason is that the radio is cheaper marketing 

medium and that its effectiveness in advertising is much higher than on TV and in print 

media, because listeners provide less resistance to the messages that they believe will 
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not greatly influence their opinion and therefore those messages enter into their 

subconscious in a more direct way. 

 

When it comes to presenting the local government through the print media it can be 

concluded that the majority of citizens agreed that the representation of local 

government in the print media contributes to the improvement of communication and 

general awareness of current events, but to a lesser extent than the TV and the radio. 

Results also indicate that in modern communications, the press, as opposed to the 

electronic media, is by its nature of informing much slower and therefore not 

sufficiently useful as a tool of communication by the City of Doboj. For this reason, we 

express the opinion that the future of local government’s presentation through daily 

newspapers lies in its electronic edition, because it is the future of daily newspapers. 

 

By analyzing the data in the segment of presenting local government through internet, it 

is evident that 51% of citizens completely agree that internet presentations contributes 

to better promotion of the work of the city administration and mutual communication - 

which depicts the opinion of the largest number of respondents. These results suggest 

the need to use Internet communication in the local communities and actively 

participate in the global information network. Communicating via the internet 

technology develops the branding of the local communities thus creating new 

development opportunities. None of the media has allowed it such as Internet that at 

relatively low costs messages can be transferred to every corner of our planet. It is 

important to bear in mind this advantage and make use of it, because every local 

community that makes use of those benefits doesn’t need to worry for its brand. 

 

We have shown that continuous spread of information to citizens and quick availability 

of requested information contribute to greater confidence in local government and 

therefore the local community as a whole. In this way, we have accepted the first 

auxiliary hypothesis (H1), as true. 

 

     Public discussions as a way of informing citizens and their participation 

 

Based on the results, it can be concluded that local governments have a high degree of 

autonomy in the application of various forms of citizen participation but they don’t 

apply it in practice, although, according to the survey, there are great needs of the 

citizens that it could largely contribute to improving communication and spreading of 

information on the work of the city of Doboj. Therefore, the recommendation for local 

governments is that the organization of public discussions includes advanced two-way 

communication between government and citizens, based on the principles of 

partnership. 
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  Figure 3. Do adequately organized and prepared public discussions contribute to the    

improvement of communication and general awareness of current events? (Source: Author's 

calculations) 
 

Survey results show that 53% of respondents fully and 26% partially agrees with 

organizing public discussions. However, a great percent of disagreements and lack of 

knowledge by the participants have been noticed (11%) and this can justified with the 

assumption that public discussions are often not adequately organized by the city 

administration on the one hand, while on the other hand there is the passivity of citizens 

in participation in public discussions. Article 79 of the Statute of the City of Doboj 

clearly states that the forms of direct citizen participation in local government are: 

referendum, citizens’ gathering, civic initiatives, local community, public discussions, 

panels of citizens, citizens’ hours in the City Assembly and other forms of participation. 

 

         Creating a profile of the City of Doboj on social networks 

 

Research results, presented on Figure 4. show that nearly half of all respondents 

declared that it agrees that creation of a profile of City of Doboj on some of the social 

networks such as „Facebook”, „Twiter” or „Linkedin” contributes to improving 

communication and general awareness of current events. 

 

 

Figure 4. Does creation of profile of the administrative service (of City of Doboj) on one of 

the social networks (Facebook, Twitter or Linkedin) contributes to improved communication 

and general awareness of current events? (Source: Author's calculations) 
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Also, it is evident that people haven’t still sufficiently realized the benefits of modern 

communications, although they want to be informed about the daily activities of public 

authorities in their local community. 

 

Based on all stated above, and supported by the evidence from the research, we can 

conclude that advertising community through social networks along with free access to 

citizens' town hall contribute to greater confidence in local government and therefore 

the local community as a whole. This proves the other auxiliary hypothesis (H2) and 

therefore we say that we will also accept the basic research hypothesis (H0) as true, that 

is, we say that use of modern instruments of communication in the local community 

contributes to the satisfaction of citizens and greater confidence in local government. 

 

Conclusion 

 

Communication between local government and citizens and citizens’ satisfaction is one 

of the important objectives for administration’s work. The development strategy is 

oriented towards the use of information and communication technologies for the direct 

benefit and service to the citizens. The ultimate goal is greater access to administration 

by enabling two-way communication with the citizens. Citizens who are in the focus of 

interest for local government, relate range of integrated (required and expected) 

services for any context of lifelong scenario demands for services with targeted 

integration of administrative and public services of city, regional and state bodies and 

institutions.  
 

The benefits of successfully applying this process are the following: 

 Saving citizens’ time (on preparation and going to multiple places) by enabling 

handover of service requests in one place assisted with information and 

networked knowledge, 

 Shortening the time of delivering the service, 

 Reducing the cost of preparation and delivery of services, 

 Cooperative networking of administrative and executive functions, 

 Full interaction of social and administrative functions and institutions in 

creating a profile and spectrum of its services. 

 

In regard to that, more attention must be given to the application of modern 

technologies because they contribute to a new step forward in the relationship of local 

government to the citizens and they need to be reflected in: 

 Improving the quality of electronic services (e-services) to citizens, 

 Ensuring access to databases on the local, regional and national government 

level, 

 Electronic inclusion of citizens in the various forms of life in the city, 

 Animation of citizens in the processes of governance and decision-making in 

the city,  

 Connecting people by technology which is easy to use in order to 

communicate with others in a simple, flexible and invisible manner using the 

friendly debates for more efficient service delivery and strengthen the role of 

citizens. 
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Thus, the plan of every socially responsible local government in the Republic of Srpska 

and Bosnia and Herzegovina would be that in the next four-year period they make a 

step forward in the modernization of the system in order for the new project cycle to 

begin with the realization of the concept of intelligent local government - eGovernment. 

In this respect, governments should launch projects directly related to the realization of 

the set goals with the ultimate aim of strengthening the role of citizens in the 

management of the local community. The ultimate goal of these projects would be that 

by using modern IT technologies they provide services needed in everyday life in a 

place and at a time when it suits the citizens. 
 

With these concluding remarks we will finish the presentation of new communication 

skills viewed from the perspective of citizens' satisfaction in regard to the work and 

commitment of the city administration and the entire local community, and by setting 

the research question, we will initiate discussion on a new academic research, which 

reads: "Will Bosnia and Herzegovina, as a county in transition, in the long run succeed 

to respond to the challenges that globalization brings with it, especially those which are 

directly related to the new communication „tools” that lead to excellent and positive 

correlation between the citizens and the local community? Do citizens of the Balkan 

countries believe in the work of their local community or they think that they are all 

more or less the service of political representation and directives? Will we follow the 

trend of developed countries oriented towards the use of modern "tools" of 

communication and skills of employees in the city government for the benefit of its 

citizens, or we’ll let things „just happen” because „it has to be”? By the 

aforementioned, as well by the other essentially important issues, we try to motivate 

academic researchers to continue in this direction that we started, but with a larger 

sample surveys and larger population in Bosnia and Herzegovina, in both entities. 
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Abstract 

 
According to early neoliberal thought the role of state is seen in a very negative perspective. 

The universal recipe of development policy based on so-called Washington Consensus is 

promoted by major donors and international financial institutions through allocation of 

development assistance. Despite economic growth neoliberal policy has failed to reduce 

poverty and inequality, which led to creation of conditions for economic and political 

instability. Growing concern about environmental degradation, disappointment with 

development efforts to reduce poverty and inequality on a global scale together with economic 

and socio-political instability has shifted focus from the model of economic growth to the new 

model of sustainable development. According to post-Washington Consensus, the central place 

of development policy is occupied with the model of good governance as a new approach that 

recognizes the role of state in the economy where the joint participation of state and non-state 

actors (civil society and private sector) is essential in the process of public governance. 

However, a doubt is arising among scholars about positive effects of good governance in 

achieving very heterogeneous sustainable development goals. The aim of this research is to test 

the links between a fuzzy concept of good governance and very heterogonous dimensions of 

sustainable development. We have identified the basic dimensions of good governance and 

appropriate indicators of sustainable development. Empirical data were collected from 

relevant statistical data bases, including World Governance Indicators. The research was 

focused to study the effects of the aggregate model and individual dimensions of good 

governance on selected indicators of sustainable development. Furthermore, our empirical 

research has enabled cross-cutting analyze of interconnections between good governance and 

sustainable development indicators within individual categories of countries. The research 

shown that statistical significance, direction and intensity of the effects of certain dimensions of 

good governance vary in relation to selected indicator of sustainable development and 

affiliation to particular category of countries. These results suggest that there is no “one size 

fits all” model of good governance promoted as a universal mantra of sustainable development 

putting into question the principles of post-Washington consensus as the key response to 

modern developmental challenges. 
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Introduction  
 

The period after World War II, especially from the 1980s onwards, abounds with 

dynamic shift in the paradigm of economic development. Shortly after World War II, 

there was an expansion of the role of the public sector in provision of goods and 

services in the advanced capitalist countries, enabling development of the post-colonial 

countries and adoption of comprehensive socio-economic programs in the socialist 

countries (Haque, 2000). Over time different schools of economics have been evolved 

with quite opposite views on the role of the state and the public sector in economic 

development, from very positive to highly negative perception. Some authors like 

Krugman and Wells (2013) argue that the state or the government can play an 

important role in promoting long-term growth, but at the same time may cause its 

blockade. 

 

In a historical context Haque (2000) points out the changes taking place during the 

early eighties of the twentieth century when the role of the state and the public sector 

becomes much more passive. Particularly dynamic period for changing course of 

economic theory occurs after the end of the Cold War with the collapse of the socialist 

economic system. This was a very favorable period for the western scholars to promote 

their vision of the model of economic development. In such circumstances the process 

of global impact of neoliberal ideas coming from the western counties contributes to the 

weakening of the role of government in the economy. Some authors like Plewes et al. 

(1996) believe that with the dominance of the market ideology of the West and with the 

fall of the Soviet bloc, the state could no longer be seen as an agent of development. 

 

For the purpose of issuing the final blow to a failed socialist regime, it was necessary to 

reform the role of state and its institutions through process of transition to a liberal 

market economy. In order to export neoliberal ideas in the rest of less developed world, 

including developing countries and countries in transition, the so-called Washington 

consensus identified the basic principles of full liberalization of the economy. The 

policy of liberalization was especially advocated by international financial institutions, 

primarily the World Bank and the International Monetary Fund, by providing financial 

support to growth-oriented measures. At the same time the development assistance was 

based on the principle of conditionality facilitating the implementation of Structural 

Adjustment Programs aimed towards market liberalization, deregulation and reduced 

role of the government in the economy. 

 

However, the neoliberal agenda within own ideas carries the seed of its own failure. 

This refers to full commitment to economic growth without adequate analysis of the 

consequences of such growth. In a highly globalized world the process of economic 

integration enables transfer of economic crisis from one region to another with 

unimaginable speed. Todaro and Smith (2003) indicate that globalization can have 

different effects such as increasing inequality between countries and within countries, 

accelerating environmental degradation, etc. Moreover, Stiglitz (2002) argues that 

globalization has not contributed to poverty reduction.  

 

Despite the attempts for enabling the implementation of neoliberal principles, high 

unemployment, poverty and inequality is explained by inefficient administration prone 

to corruption (Demmers et al., 2004). In recent years, there is increasing evidence and 
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indications that the liberalization policy had no success in achieving the goals of 

sustainable development. Despite economic growth, neoliberal policy has failed to 

reduce poverty and inequality, which led to creation of conditions for economic and 

political instability. In order to avoid failure of neoliberal agenda, the revised version of 

Washington Consensus has taken leading role of development policy. According to 

post-Washington Consensus, the central place of development policy is occupied with 

the model of good governance.  

 

Good governance is a new approach that recognizes the role of state in the economy of 

developing countries where the joint participation of state and non-state actors, 

including civil society and private sector, is essential in the process of public 

governance. In practice this means re-shifting focus from structural reforms in order to 

avoid market failure, to new approach of finding answers to avoid state failure. The 

development policy in the nineties focused on good governance as a response to the 

development needs. Thus, good governance becomes a central topic in a discourse of 

economic development theorists and practitioners. In this regard the significant 

contribution for promotion of good governance was given by former United Nations 

Secretary General Kofi Annan, which points out that “good governance is perhaps the 

single most important factor in eradicating poverty and promoting development” 

(Graham et al., 2003). 

 

However, not everyone is convinced about the effectiveness of good governance. 

Brinkerhoff and Goldsmith (2005) considered that the change of bad institutions with 

good institutions can produce worse results for the society citing the example of 

Morocco, where under King Mohammed was enabled decentralization of power which 

led to the growth of the influence of radical groups in the country. Some recent 

examples come from Libya, Ukraine and Syria in which attempts of “democratic 

changes” did not provide political and economic sustainability. It is therefore important 

to review the success of good governance to determine how much the society actually 

receives from such model of public governance. Therefore, this study has the main 

objective to research and analyze the effects of good governance on very 

heterogeneous dimensions of sustainable development. We believe it is very important 

to consider very carefully this issue that represents one of the most important 

development challenges of the globalized world.  

 

Literature review   
 

The topics of development and good governance are very intertwined in the literature. 

Sharma (2001) believes that good governance is a central issue of sustainability, while 

Bosselmann et al. (2008) argue that it is also a prerequisite for achieving sustainability. 

Nevertheless, they should be perceived as two concepts especially bearing in mind their 

roots. Demmers et al. (2004) suggest that opposite to the idea of sustainable 

development with roots from circles who requested for a dedicated approach to 

environmental protection issues, understanding of good governance comes from the 

World Bank in the light of an analysis of the situation in sub-Saharan Africa. In this 

regard we will dedicate this section to review of the literature that explains the features 

of two concepts and how they may be related.  
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  From economic growth to sustainable development 
 

In the period from the fifties to the eighties the dominant approach to development was 

based on orientation to increase economic growth (Khan, 2007). After World War II the 

main issue for developed countries is to maintain economic growth while developing 

countries should achieve the target of GDP growth which would automatically lead to a 

higher level of quality of life (Wang et al., 2008). In favor of such an understanding the 

economists agree that economic growth can be determined as a quantitative indicator of 

development. Some scholars point out that there is a difference between growth and 

development, and the economists are slowly beginning to embrace these differences. 

According to Banik and Yoonus (2012) the economic growth is a univariate concept 

measured purely on the basis of increase in GDP per capita and a narrower concept 

compared to the development which is seen as a multivariate concept aimed at 

achieving quality of life. Stiglitz (1998) also recognizes the importance of GDP growth 

but expresses the need to adopt a broader development focus. According to him GDP 

per capita is a means but not an end to the improvement of living standard, reducing 

poverty, improving health and education level. Leichtová et al. (2007) suggest that the 

growth in GDP per capita says little about real conditions in which people live. 

 

Nayyar (2006) indicates that the last half of the twentieth century is characterized by 

enormous economic progress in the world based on a significant level of growth of 

global GDP. He also indicates that around 830 million people suffer from malnutrition, 

while 1.2 billion have no access to clean water, and that even 2.7 billion people have no 

access to adequate sanitation facilities. Some scholars caution that despite substantial 

economic growth and industrialization of many countries the level of poverty continues 

to increase (Minujin et al., 2002; Plewes et al., 1996). According to Mitlin (1992), 

economic growth does not contribute to enrichment for the majority of population. In 

substantiate this claim is the fact that 1% of the richest population has the same amount 

of income as the poorest 57% of the population (De La Barra, 2006). Ayub (2013) 

warns that too much inequality is destructive to economic growth, noting that the 

equality of income is an important precondition for sustainable development.  

 

Furthermore, the issue of sustainability is closely related to the global population 

dynamics. According to United Nations projections, by the year 2050 will live more 

than 9.2 billion people, and most of them in developing countries (Todaro and Smith, 

2003). Although developing countries have a higher average GDP growth compared to 

developed countries, Soubbotina (2004) points out that developing countries are not 

able to catch up with developed countries with respect to their demographic growth and 

believes that the population dynamics is one of the key links in the process of 

sustainable development.  

Economic progress comes at a price which is reflected in global warming, ozone 

depletion and other environmental issues that have a major impact on the entire human 

population (Banerjee, 2003). Some writers raise the question whether is possible to 

achieve economic growth without environmental degradation (Todaro and Smith, 2003; 

Soubbotina, 2004). Due to the consequences of environmental degradation economy 

becomes important and plays a key role on the discussion of ecological integrity 

(Castro, 2004; George, 2007). 
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Soubbotina (2004) believes that the sustainable economic growth in developing 

countries is crucial for reducing poverty and increased standard of living, but also 

argues that economic growth is not enough. Therefore, the issue of sustainable 

development is becoming increasingly important. Kemp and Parto (2005) emphasize 

that there are two main sources from which the concept of sustainable development is 

raised: 

 growing concern record of environmental degradation despite economic 

growth;  

 disappointing with development efforts after World War II, especially in the 

context of maintaining or even increasing the level of poverty 

The institutionalization of the approach of sustainable development appears after the 

adoption of the report Our Common Future in 1987 by the World Commission on 

Environment and Development of the United Nations. This report was provided the 

most famous definition of sustainable development as “development that meets the 

needs of the present without compromising the ability of future generations to meet 

their own needs” (UNWCED, 1987). In this regard the model of sustainable 

development can be identified with three equally important components: 

 Economic; 

 Social; 

 Environmental. 

 

Very interesting definition of sustainable development is given by Soubbotina (2004) 

saying that „'sustainable' development could probably be otherwise called 'equitable 

and balanced,' meaning that, in order for development to continue indefinitely, it should 

balance the interests of different groups of people, within the same generation and 

among generations, and do so simultaneously in three major interrelated areas–

economic, social, and environmental“. Roberts and Cohen (2002) argue that there is a 

way of balancing different values and dimensions of sustainable development. Based 

on the Sustainable Development Values Triangle, Roberts and Cohen (2002) suggest 

the need to balance social, environmental and economic values so that the triangle is in 

balance. 

 



450 

 

 
        Figure 1: The Sustainable Development Values Triangle (Roberts and Cohen, 2002) 

 
According to Yamaguchi (2003) sustainable development represents the ideology of 

development strategies that need to solve previous destructive effects on development. 
Rees (2002) points to the growing criticism of expansionist theory that is closely related 

to the neoliberal paradigm where the economy is seen as an independent, self-

regulating and self-sustaining system. Having in mind that the model of good 

governance is a child of neoliberal ideology, there is a growing concern about the 

possibility that this will ensure balanced approach to different and very heterogeneous 

values of sustainable development. Mitlin (1992) warns that there is little agreement 

how to achieve sustainable development goals. 
 

    A paradigm shift towards good governance 
 

In the early years of development of the neo-liberal paradigm the state has a negative 

connotation in the context of economic growth (Demmers et al., 2004). This model of 

economic development of the western countries has been imposed to other countries for 

many years through so-called Washington Consensus. This term was first used by the 

English economist John Williamson in 1989, referring to a set of neo-liberal economic 

policies directed to new markets. The Washington Consensus was ideologically the 

neoliberal program and the counterpart to the neoliberal programs that have been 

implemented in developed countries based on the ideas of Ronald Reagan, the former 

US president, and Margaret Thatcher, the former Prime Minister of Great Britain (Fine, 

2003; Cuadra Montiel, 2007). 

 

After the end of the Cold War poor governance in communist countries could not be 

sustained. Attention was focused to the nature of the political regimes in the developing 

world and, together with policies oriented to market, has been given to good 

governance (Hout, 2007). Moreover, unequal results of the first round of the neo-liberal 

reforms through structural adjustment programs from the eighties have led to criticism 

of the Washington consensus and the legitimacy of international financial institutions, 
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especially because of creating highly unregulated global market (Craig and Porter, 

2006). 

 

The shift in principles of neoliberal development agenda came from the inside with 

significant impact of Joseph Stiglitz who, in his capacity as Vice President and Chief 

Economist of the World Bank, proposed the new agenda of economic development 

oriented towards the goals of sustainable development (Gore, 2000; Fine, 2003; Öniş 

and Şenses, 2003; Hout, 2007). The post-Washington Consensus has been focused on 

institutional issues, social justice and inclusiveness which are opposite to the early neo-

liberalism that has lost credibility and capacity because of founding on interests of 

elitist groups working in favor of transnational capital (Margheritis and Pereira, 2007). 

According to Argyriades (2006) good governance or governance without government 

allows a new vision in which private and public sector together with the civil society 

participate in the division of power.  

 

This paradigm shift from the neo-liberal structural adjustment programs refers to more 

inclusive program of poverty reduction and good governance which would allow the 

creation of a broader consensus on the issue of economic growth led by market with the 

involvement of poor countries in global capitalism (Craig and Porter, 2006). In this 

respect, good governance as a concept was enabled to save the Washington Consensus 
(Demmers et al., 2004). De Angelis (2003) argues that the paradigm of governance is 

not a transition from neoliberal practice, pointing out that it is essentially a central 

element of respective phase when neoliberals has faced numerous challenges in 

achieving results and solving problems in the economy. Parnini (2009) indicates that 

even by the end of the Cold War notion of development have been focused on 

exporting Western values and institutions through principles of conditionality by 

introducing good governance by major donors and international financial institutions. 

According to him, this approach represents “development aggression” carried out by 

Western donors. 

 

Although some authors like Thomas (2009) claim that there is clear evidence of poverty 

reduction as a result of economic growth during the last 25 years, Öniş i Şenses (2003), 

(2003) argue that the poverty rate was reduced due to good performance in Asia, 

especially in China where the neoliberal reforms have been omitted. In support to this 

claim Todaro and Smith (2003) indicate the experience of East Asia and China, which 

have shown high economic growth with poverty reduction, noting that these are also 

the countries where the application of the principles of the Washington Consensus was 

limited. Having in mind these concerns, this raises new question: Does the application 

of the model of good governance enable sustainable development?  

 

Regarding the impact of good governance on economic growth, there are very opposing 

views among the various scholars. Sharma (2007) points out that a significant number 

of econometric analyses show a strong correlation between long-term economic 

performance and good governance. Grindle (2010) also points to the analysis conducted 

by the World Bank according to which there is significant evidence that good 

governance is essential for sustainable development measured by per capita income. 

However, Sundaram and Chowdhury (2013) argue that the evidence, which shows that 

the improvement of good governance promotes growth, is  unconvincing and point to 

the view that economic growth and development improve governance, and not vice 
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versa. Rodrik (2008) also points to examples such as China, Vietnam and Cambodia in 

which economic growth is clearly shown in spite of the lack of good governance. 
Empirical research conducted by Khan (2007) shows a very weak positive relationship 

between quality of governance and economic growth. This author argues that the 

positive relationship of these two variables dependent due to the inclusion in the 

research sample of a large number of developed countries that have a high value of 

indicators of good governance and of the majority of developing countries that have 

low levels of economic growth and indicators of good governance. This view indicates 

the need to analyze the effects of good governance and economic growth at the level of 

different categories of countries. Having all this in mind, we set up our first general 

hypothesis: 

 

H1: Application of the model of good governance, regardless of the achieved level of 

economic development, significantly contributes the improvement of sustainable 

development with special focus on economic growth. 

Regarding the effects of poverty, some scholars observe good governance as an 

instrument to help in overcoming poverty (Kioe Sheng, 2010; Shylendra i Bhirdikar, 

2005). However, there are very different opinions on this issue. According to Shepherd 

(2000) good government may be necessary but not sufficient for poverty reduction. 

This author points out that the reform of public administration based on the reduction of 

public expenditures can have bad consequences in efforts to reduce poverty. 

Brinkerhoff and Goldsmith (2005) point out the fact that the poor societies are more 

prone to tolerate poorer quality of governance. In their opinion, in the model of 

governance that is based on the strengthening of the network comes to the exclusion of 

individuals without the means to negotiate. Grindle (2004) warns that we should 

carefully analyze reforms that contribute to good governance, which are of particular 

importance for poverty reduction. The author therefore advocates the introduction of 

the concept of good enough governance with the aim of reducing poverty, which 

includes multi-layered understanding of the capacity of institutions and governments, 

with the understanding that they all things cannot be implemented at once. In this 

regard, we set up our second general hypothesis: 

 

H2: Application of the model of good governance, regardless of the achieved level of 

economic development, significantly contributes the improvement of sustainable 

development with special focus on poverty reduction. 

Although it is believed that the neo-liberal concept of development has contributed to 

economic growth, De La Barra (2006) considers that the results of economic growth 

based on neo-liberal principles were useful only for a small group of people, which led 

to an increase in inequality. In this regards, Haque (1999) argues that economic 

inequality contributes to the further enrichment of the influential classes. Yi and Woo 

(2014), with their empirical research, were not be able to confirm the hypothesis that 

democracy associated with good governance leads to more equitable redistribution of 

income. The two authors explain these results of the effects of redistribution in the 

democracies as a result of the practice of lobbying and influence of interest groups that 

provide resources to political parties. This raises doubts about the impact of good 

governance on reducing inequalities; therefore we have set up our third general 

hypothesis: 
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H3: Application of the model of good governance, regardless of the achieved level of 

economic development, significantly contributes the improvement of sustainable 

development with special focus on reducing inequality. 

 

Human Development Index developed by the UNDP has been increasingly used in 

recent times for comparison between countries in order to evaluate the average 

achievements in the basic human development indicators. This has allowed further 

analysis of the impact of good governance on sustainable development. One of the 

interesting empirical studies focused to analyze the impact of good governance on the 

Human Development Index was conducted by Aralica and Budak (2004). Their 

research confirmed a statistically significant correlation between good governance and 

Human Development Index. In spite of these results, Grindle (2004) maintains that 

good governance is highly problematic to guide development. Furthermore, there is a 

perception that different aspects of good governance are essential for the human 

development (UNDESA, UNDP, UNESCO, 2012). Therefore, we will explore these 

relationships in the context of the fourth general hypothesis: 

 

H4: Application of the model of good governance, regardless of the achieved level of 

economic development, significantly contributes the improvement of sustainable 

development with special focus on human development. 

 

Bearing in mind the environmental dimension of sustainable development, it is 

certainly important to understand the effects of good governance in this context. The 

issue of sustainable development at the same time became the central idea of the 

various international organizations in order to ensure effective integration between 

development problems and environmental problems (Lafferty, 1999). A particular 

challenge relates to the ability to conduct measures that would protect the interests of 

the poorest population of citizens and the need to protect the ecosystem, particularly in 

conditions in which the materialistic interest of the private sector prevail. In relation to 

this challenge Coate et al. (1996) indicate that the elements of sustainable development 

sometimes persist in a highly uncompromising relationship. Mitlin (1992) warns that 

there is little agreement how to achieve sustainable development goals. Especially are 

different point of view of "global north" and "global south" in relation to finding 

solutions on how to overcome existing environmental restrictions, and in doing so 

maintain living standards. Therefore we set up our fifth general hypothesis as follows: 

 

H5: Application of the model of good governance, regardless of the achieved level of 

economic development, significantly contributes the improvement of sustainable 

development with special focus on environmental well-being. 

 

In the literature there are different views on the effects of certain dimensions of good 

governance on particular indicators of sustainable development which creates further 

doubts about" one size fits all"  approach of governance reform advocated by 

international financial institutions. Kim (2009) suggests that the socio-economic 

development depends on the specific aspects of governance, but not fully out of the 

whole package. Huynh i Jacho-Chávez (2009) recommend targeted reforms in 

governance system avoiding the requirements for implementation of the entire 

spectrum of good governance reforms in order to stimulate economic growth. Different 

views on the relationship and influence of the model of good governance on sustainable 



454 

 

development indicates the need for additional empirical research which is the central 

theme of this study. 
 

    Methodology 

 

In order to meet the main objective of our study, we conducted a multilayer quantitative 

research. This study was aimed in discovering the specific links of different dimensions 

of good governance and heterogeneous goals of sustainable development not only at a 

general level but also in the context of different categories of countries. Bearing in 

mind multi-dimensionality of both concepts, this study will look whether and to what 

extent there is a relationship between the individual dimensions of good governance 

and individual dimensions of sustainable development.  

 

The basic layer of the analysis included consideration of the effects on sustainable 

development of two different research models: the aggregate model of good governance 

and the disaggregate model of good governance. The aggregate model of good 

governance can be represented by simple linear regression model:  

Y
0
 = α + β

0
X

0
 

 Y
0
 - dependent variable represented by selected indicator of sustainable 

development, namely: 

 GDP per capita (source: World Bank) as a measure of economic growth; 

 Poverty Headcount Ratio at 2 USD a Day (source: World Bank) as a 

measure of poverty; 

 GINI Index (source: World Bank) as a measure of inequality; 

 Human Development Index as a measure of human development (UNDP 

HDI); 

 Environmental Well Being (source: Sustainable Society Index) as a 

measure of environmental well-being;  

  X
0 

- independent variable represented by average value of six different 

dimensions of good governance within the Worldwide Governance Indicators 

(WGI).  

 In order to determine the specific links between the individual 

dimensions of good governance and the selected variables of sustainable 

development, we set up the disaggregate model represented by multiple 

linear regression model: 

 Y
0
 = α + β

1
(X1) + β

2
(X2) + β

3
(X3) + β

4
(X4) + β

5
(X5) + β

6
(X6)  

 Y
0
 - same as in the aggregate model; 

 X
1 

- independent variable represented by the WGI Voice and Accountability; 

 X
2 

- independent variable represented by WGI Political Stability and Absence 

of Violence;  

 X
3 

- independent variable represented by the WGI Government Effectiveness; 

 X
4 

- independent variable represented by the WGI Regulatory Quality; 

 X
5 

- independent variable represented by the WGI Rule of Law; 

 X
6 

- independent variable represented by the WGI Control of Corruption; 
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In addition to basic research layer, we conducted cross-sectional layer of research that 

is pervasive to above mentioned model. The cross-sectional layer of our research was 

based on different types of the research sample: aggregate and disaggregate sample. 

Thus, we conducted an analysis of both models in the total, or aggregate sample of 

N=215 countries for period from 2000 to 2012, with the total number of observations 

for respective interval Nt=2795.  

 

Based on the UN classification of countries (UNDESA, 2012) adapted for this research, 

we disaggregated the total sample into five different categories of countries: (1) 

developed, (2) transition, (3) developing, (4) non-developed, and (5) small island 

countries. This approach allowed us to carry out the analysis of both models from the 

basic layer at the level of each of the individual categories of countries, or each 

disaggregate research sample.  

 

Although we set the general hypotheses, in order make possible the implementation of 

research methodology, we set up four working hypotheses. Below are listed the null 

working hypotheses that we used in conducting our empirical research: 

wH1
(0)

: Application of good governance as the aggregate model does not contribute to 

increasing the value of [selected indicator of sustainable development] in the total 

sample 

wH1
(0)

: β
0
 = 0 

wH2n(0)
: Application good governance as the aggregate model does not contribute to 

increasing the value of [selected indicator of sustainable development] in the n
th

 

category of countries 

wH2
n(0)

: β
0
 = 0 

wH3
(0)

: The model does not include any dimension of good governance which explains 

[selected indicator of sustainable development], there is no statistically significant 

relationship between the [selected indicator of sustainable development] and the 

dimensions of good governance in the total sample 

wH3
(0)

: β
1
 = β

2 = β
3
 = β

4
 = β

5
 = β

6
 = 0 

wH4n(0)
: The model does not include any dimension of good governance which 

explains [selected indicator of sustainable development], there is no statistically 

significant relationship between the [selected indicator of sustainable development] and 

the dimensions of good governance in the n
th

 category of countries 

wH4
n(0)

: β
1
 = β

2 = β
3
 = β

4
 = β

5
 = β

6
 = 0 

Once we have collected and classified data from several statistical databases, we 

applied the method of statistical analysis that allowed us to test the established models 

and to test hypotheses. At the beginning of the analysis we applied a multiple analysis 

of variance - MANOVA in order to compare mean values on a set of different 

dimensions of good governance between the different categories of countries. 

Moreover, we used post-hoc Bonferroni test with the aim of multiple comparisons 

between individual categories of countries. With the aim of testing the working 

hypothesis, we used OLS regression; simple regression in case of the aggregate model 

of good governance and multiple regression in case of the disaggregate model of good 

governance.  
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Empirical results  

 

From the figure below it is clearly shown differences in the mean values of particular 

dimensions of good governance between different categories of countries. Based on 

MANOVA analysis, we can conclude that the category of countries is very important 

variable in determining the difference in the multivariate set of dimensions of good 

governance between the different categories of countries. If we add the results of tests 

the effects between subjects, we can conclude that there is a significant difference in the 

mean values for each of the individual dimensions of good governance between the 

different categories of countries. The figure shoes that only developed in all dimensions 

and small island countries for most of dimensions of good governance achieve over the 

average value of the total sample. According to post hoc Bonferroni test, we found at 

p≤.05 no statistical difference in the mean values only in these cases: between transition 

and developing countries for X
2
, between developing and non-developed countries for 

X
3
 and X

4
, and between transition and non-developed countries for X

5
 and X

6
. In any 

other case are present statistically significant differences in the mean values.  

 

 
Figure 2: Average values of good governance by dimensions and categories 

 

    Effects of good governance on economic growth 

 

During the analysis of the correlation of Good Governance and GDP per capita we 

found the correlation coefficient R=,734 which is very high. According to the 

regression analysis we found F(1;1.954)=2.286; p≤,05 meaning that the aggregate 

model of good governance is statistically significant for predicting positive changes in 

the value of the dependent variable. Therefore, we reject the null wH1(0) hypothesis. 

The equation of simple linear regression reads as follows: 

 

Y0= 12.685+11.595(X0) 

 

Going in more detailed analysis of the relations within the individual categories of 

countries we found very different results. In case of non-developed countries the model 

is not statistically significant (p=,077) for predicting changes in the dependent variable. 

Therefore, we accept the null wH24(0) hypothesis in this particular case meaning that 
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good governance as the aggregate model does not contribute to increasing the value of 

GDP per capita in case of non-developed countries. In any other case, we found 

statistically significant effects of good governance on dependent variable. We reject a 

set of the null hypotheses wH2n(0) for n=1,2,3,5. 

 

 
Figure 3: Correlation of good governance and economic growth 

 

In multiple regression analysis, we found the result F(6;1.954)=600; p≤,05; R=,805; 

R
2
=,648. This result confirms that the model is statistically significant for predicting 

changes in the dependent variable that allows rejection of the null wH3(0) and 

acceptance of the alternative hypothesis suggesting that at least one dependent variable 

is included in model. Based on the equation of multiple regression shows that all 

dimensions of good governance are statistically significant predictors of the dependent 

variable: 

 

Y0= 12.597-6.071(X1)+1.287(X2)+3.730(X3)+4.567(X4)+3.173(X5)+4.215(X6) 

 

This equation indicates that the variable voice and accountability has a negative impact 

on GDP per capita for whole sample. Through multiple regressions within the different 

categories of countries, we confirmed the statistical significance of the model in each 

case. Therefore, we reject a set of the null wH4n(0) hypotheses for n=1,2,3,4,5. However, 

the individual dimensions of good governance have very different effects on GDP per 

capita at the level of different categories of countries. 

 

Table 1: Multiple regression by categories of countries: Economic growth 

 Developed Transition Developing Non-developed Small island 

  p  p  p  p  p 

α 5250 0,105 10813 0 11870 0 261 0,362 7562 0 

X1 6054 0,161 -83 0,912 -8310 0 -2028 0 1502 0,035 

X2 -2361 0,1 2925 0 2503 0 2311 0 1905 0,039 

X3 -4062 0,142 6407 0 2899 0,092 131 0,823 5835 0 

X4 2852 0,258 -1729 0,093 3415 0,015 62 0,889 1482 0,105 

X5 18408 0 -253 0,886 -3387 0,044 -6 0,992 -2490 0,025 
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X6 -2071 0,319 -20 0,989 11788 0 -2548 0 1052 0,273 

Stepwise 

      

α 10310 10919 12160 219 8025 

X1     -8209 -1977 1483 

X2   2889 2112 2324   

X3   6276     6822 

X4   -1860 3804     

X5 15222         

X6     11257 -2454   

 

Effects of good governance on poverty 

 

The analysis of correlations between variables Good Governance and Poverty 

Headcount Ratio at 2 USD a Day indicate correlation coefficient R=-,507. The value of 

the correlation coefficient indicates a moderate negative relationship between two 

variables. The coefficient of determination is R
2
=,258 which means that the 

independent variable in this case explains only 25,8% change in the dependent variable. 
However, when it comes to the value of the model there is still a statistically significant 

level of prediction of the dependent variable. This conclusion we draw from the result 

F(1;405)=140; p≤ ,05. We can therefore reject the null wH1(0) and accept the alternative 

hypothesis thus confirming that good governance still contributes to the reduction of 

poverty at statistically significant level. We found the regression equation which reads: 

Y0= 26,7-14,6(X0) 

 

 
Figure 4: Correlation of good governance and poverty 

 

During the regression analysis the level of individual category of countries we found 

the absence of statistical significance of the model in two cases: non-developed 

(p=,079) and small island (p=,086). For other categories of countries is achieved 

different degree of impact of good governance on poverty reduction. These results 

require to reject the following set of the null hypotheses wH2n(0) for n=1,2,3 and to 

accept the null hypotheses for n=4,5.  
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During the analysis of multiple regression model, we determined that the variable 

Regulatory Quality (p=,190) is not statistically significant for the model. Using 

stepwise analysis, we reached statistically significant model in five steps with the 

following result F(5;401)=41,99; p≤ ,05; R=,586; R
2
=,344. In this respect, we reject the 

null wH3(0) hypothesis. Based on stepwise analysis we found multiple regression 

equation: 

Y0= 25,86-5,97(X1)-10,59(X2)-28,88(X3)+21,44(X5)+8,42(X6) 

 

From the equation above, we find even two variables that affect the increase in the 

Poverty Headcount Ratio at 2 USD a Day. This is especially the case for the variable 

Rule of Law, but the effect is present for the variable Control of Corruption. Through 

multiple regressions within individual category of countries we identified the existence 

of the statistical significance of the model in each case. Therefore, we reject a set of the 

null wH4n(0) hypotheses for n=1,2,3,4,5. However, it is clear that individual dimensions 

of of good governance have different statistical significance for the prediction, as well 

as the direction and intensity of impact on the dependent variable 

 

Table 2: Multiple regression by categories of countries: Poverty 

 Developed Transition Developing Non-developed Small island 

  p  p  p  p  p 

α 16,284 0 8,355 0,041 16,697 0 56,423 0 25,748 , 

X1 -2,95 0,346 -13,708 0,001 -8,136 0 -3,099 0,56 24,748 , 

X2 -2,939 0,007 -9,994 0,001 -7,02 0 -7,016 0,063 -68,454 , 

X3 -2,967 0,142 -23,24 0,002 2,31 0,627 -29,488 0,004 -43,249 , 

X4 -7,666 0 19,109 0,001 4,124 0,289 -12,066 0,114 -43,994 , 

X5 0,519 0,814 23,721 0,017 5,63 0,227 49,652 0 44,859 , 

X6 4,188 0,008 -9,184 0,272 -12,358 0,003 -8,884 0,294 56,668 , 

Stepwise 

      

α 14,261 9,316 17,106 57,761 25,748 

X1     -7,897   24,748 

X2 -3,327 -10,463 -8,161 -7,469 -68,454 

X3       -38,555 -43,249 

X4 -9,085       -43,994 

X5       38,786 44,859 

X6 2,102       56,668 

 

Effects of good governance on inequality 

 

The analysis of correlations between variables Good Governance and Inequality of 

Income Distribution shoes quite a weak negative correlation (R=-,103). The coefficient 

of determination R
2
=,011 is relatively weak, indicating that good management explains 

only 1.1% change in the dependent variable, which is a highly low percentage. Still, our 

regression analysis provide the result F(1;459)=4,90; p=,027(<0,05) allowing to 

conclude that the model is still statistically significant for predicting changes in the 

dependent variable. Regardless of the low degree of correlation, we reject the null 

wH1(0) hypothesis meaning that good governance is statistically significant predictor of 

dependent variable. The linear regression equation is: 
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Y0=41,72-1,08(X0) 

 

 
Figure 5: Correlation of good governance and inequality 

 

As the ratio is negative, we can conclude that the aggregate model of good governance 

at the level of total sample contributes to increasing equality. Within the analysis of 

regression within the individual categories of the countries we reached very interesting 

results. Namely, we found that the model is not statistically significant in any of 

identified category of countries, except in developing countries. Even in this case the 

evaluation of statistical significance is quite at risk given that p=,046 with the 

coefficient 0=1,774. These results indicate the need for accepting a set of null 

hypothesis wH2n(0) for n=1,2,4,5 and rejecting the null hypothesis wH2n(0) for n=3 with 

the risk p=,046. 

 

Table 3: Multiple regression by categories of countries: Inequality 

 Developed Transition Developing Non-developed Small island 

  p  p  p  p  p 

α 24,662 0 33,151 0 48,18 0 46,392 0 43,049 0 

X1 2,767 0,686 -3,122 0,003 3,961 0 5,461 0,012 12,371 0 

X2 -2,203 0,334 -5,763 0 1,915 0 2,915 0,053 -6,466 0,067 

X3 -0,742 0,866 1,192 0,504 -6,168 0 5,954 0,132 7,441 0,101 

X4 7,078 0,081 6,859 0 9,737 0 2,975 0,327 -15,79 0 

X5 8,3 0,092 -3,929 0,104 -17,2 0 -18,44 0 -0,125 0,975 

X6 -9,15 0,007 2,923 0,156 9,759 0 5,097 0,133 1,683 0,624 

Stepwise 

      

α   33,276 48,18 47,069 41,908 

X1   -2,785 3,961 6,554 9,034 

X2   -5,905 1,915     

X3     -6,168 7,995   

X4   6,424 9,737   -8,837 

X5     -17,2 -11,045   

X6     9,759     
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During the multiple regression analysis, we determined the value of 

F(6;454)=24,63;p≤,05 which points to the need to reject the null hypothesis wH3(0). 
Based on enter method we found that variables government effectiveness (p=,060) and 

Regulatory Quality (p=,750) do not have statistically significant value to the model. 

Additional stepwise analysis trough five steps determined the following result 

F(5;455)=29,59; p≤,05; R=,495; R
2
=,245. As part of this analysis, we get the equation: 

 

Y0=41,68+6,09(X1)-2,87(X2)-2,69(X3)-9,80(X5)+8,56(X6) 

 

With the previous result it can be concluded that the variable Control of Corruption and 

Voice and Accountability increase the inequality in income distribution among the 

population. During multiple regression within the different categories of countries, we 

found that the model is not statistically significant only in developed countries (p 

=,061). This result leads to the conclusion on the need to reject a set of null hypothesis 

wH4n(0) for n=2,3,4,5 and to accept the null hypothesis wH4n(0) for n=1. 

 

Effects of good governance on human development 

 

By analyzing the correlation we found that R=,780 suggesting a significant positive 

correlation between Good Governance and the Human Development Index. Within the 

statistical analysis we found that the model explains the deviation of the dependent 

variable at statistically significant level. This conclusion we reached based on the 

results F(1;1.356)=2.108; p≤ ,05. Therfore, we reject the null wH1(0) hypothesis. The 

regression model gives us the following formula: 

Y0=,660+,152(X0) 

 

In order to determine the application of the model within the different categories of 

countries were analyzed for each category of countries. The results assuming p≤,05 

show that in all categories of countries the regression model is sustainable at 

statistically significant level. In this regard, we reject the null hypothesis wH2n(0) for 

n=1,2,3,4,5 and at the same time accept their respective alternative hypotheses. What is 

different between different categories of countries is the intensity of the impact of good 

governance on the Human Development Index. 
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Figure 6: Correlation of good governance and human development 

 

With aim to determining the impact of the individual dimensions of good governance 

on the Human Development Index a multiple regression analysis was performed. Based 

on enter method we found the result F(6;1.353)=459,04; p≤,05 enabling us to reject the 

null hypothesis wH3(0) and accept respective alternative hypothesis. The results we 

obtained suggest that not all the dimensions express statistical significance in predicting 

the dependent variable. According to stepwise analysis trough four steps we found the 

result F(4;1.355)=687,22; p≤,05; R=,81; R
2
=,670. From the model are due to low 

statistical significance excluded variable Voice and Accountability (p=,117) and 

Regulatory Quality (p=,719). Having this in mind the regression equation reads: 

 

Y0=,659+,030(X2)+,164(X3)+,027(X5)-,071(X6) 

 

From the above it can be seen that the most significant predictor of growth in the 

Human Development Index are Government Effectiveness following with Political 

Stability and Absence of Violence and Rule of Law. One of the most interesting 

findings is that Control of Corruption contributes to the reduction of the Human 

Development Index. Within the multiple regression analysis in each category of 

countries we found that the model is statistically significant and we reject a set of the 

null hypothesis wH4n(0) for n=1,2,3,4,5. It is evident that certain dimensions of good 

governance introduce different impacts on the Human Development Index in the 

different categories of countries. 

 

Table 4: Multiple regression by categories of countries: Human development 

 Developed Transition Developing Non-developed Small island 

  p  p  p  p  p 

α 0,779 0 0,779 0 0,692 0 0,444 0 0,653 0 

X1 0,023 0,139 0,013 0,238 -0,013 0,042 -0,019 0,069 -0,023 0,027 

X2 -0,015 0,005 0,043 0 0,01 0,088 0,042 0 0,068 0 

X3 0,022 0,026 0,054 0,005 0,089 0 0,095 0 0,138 0 

X4 -0,016 0,07 -0,026 0,083 -0,022 0,089 0,014 0,329 -0,04 0,003 
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X5 0,066 0 0,024 0,345 0,004 0,814 -0,065 0,004 0,008 0,616 

X6 -0,014 0,067 0,004 0,865 0,02 0,166 -0,046 0,005 -0,035 0,013 

Stepwise 

      

α 0,79 0,766 0,69 0,445 0,651 

X1     -0,015   -0,021 

X2 -0,013 0,047 0,014 0,041 0,073 

X3   0,047 0,089 0,099 0,14 

X4         -0,039 

X5 0,07     -0,069   

X6       -0,047 -0,035 

 

Effects of good governance on environmental well-being  

 

The correlation coefficient R=-,475 indicates moderate negative correlation between 

Good Governance and the Environmental Well-being. The coefficient of determination 

R
2
=,226 shows that good governance explains only 22.6% change in the value of the 

environmental well-being. Regression analysis showed the result F(1;451)=131,45; 

p≤,05 indicating the model is statistically significant for predicting the dependent 

variable changes. In this case we reject the null wH1(0) and accept the alternative 

hypothesis. The equation of regression is: 

 

Y0=4,55-,98(X0) 

 

As the ratio is negative, our analysis points to a conclusion that the aggregate model of 

good governance for the total sample leads to reduced environmental well-being. 

Regarding the results of the regression analysis within each category of countries we 

found that the model was not statistically significant for predicting changes in the 

dependent variable in a few cases: in developed (p=,209), non-developed (p=,582) and 

small island countries (p=,205). In this case we are obliged to reject the null hypotheses 

wH2n(0) for n=2,3 and accept the null hypotheses wH2n(0) for n=1,4,5. When it comes to 

the direction of the impact of good governance on the environmental well-being, we 

positive direction in transition countries (0=2,922) while a negative direction in 

developing countries (0=-3,653). 
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Figure 7: Correlation of good governance and environmental well-being 

 

With enter method of multiple regression, we got the result F(6;446)=39,84; p≤,05. We 

are able to reject the null wH3(0) hypothesis. In multiple regression we found that 

variables Political Stability and Absence of Violence (p=,084) and Regulatory Quality 

(p=,351) are not statistically significant predictors. Using stepwise analysis in four steps 

we got the result F(4;448)=58,37; p≤,05; R=,585; R
2
=,343. The multiple regression 

equation is: 

 

Y0=4,55+,82(X1)-,98(X3)-1,31(X5)+,63(X6) 

 

Table 5: Multiple regression by categories of countries: Environmental well-being 

 Developed Transition Developing Non-developed Small island 

  p  p  p  p  p 

α 3,777 0 3,66 0 4,143 0 6,641 0 3,88 , 

X1 0,235 0,732 0,113 0,774 0,959 0 0,024 0,933 0,192 , 

X2 0,627 0,007 -0,267 0,314 -0,034 0,834 0,366 0,065 1,76 , 

X3 0,458 0,301 -0,004 0,996 -0,45 0,309 0,503 0,334 -3,106 , 

X4 -0,839 0,039 1,39 0,012 0,969 0,008 0,249 0,534 3,137 , 

X5 -0,98 0,047 -1,621 0,085 -1,471 0,001 -0,773 0,201 -2,364 , 

X6 0,299 0,368 0,761 0,337 -0,359 0,354 -0,414 0,354 0,511 , 

Stepwise 

      

α 3,769 4,14 4,125   3,88 

X1     0,949   0,192 

X2 0,612       1,76 

X3         -3,106 

X4 -0,799 0,9 0,671   3,137 

X5     -1,989   -2,364 

X6         0,511 

 

From the equation of multiple regression it is clear that Voice and Accountability and 

Control of Corruption contribute positively on the environmental well-being. On the 

other hand a negative impact on the environmental well-being is achieved through Rule 

of Law and Government Effectiveness. During multiple regression analysis within the 

different categories of countries, we found that the model is not statistically significant 

in non-developed countries (p=,397). In this regard we reject the null hypotheses 

wH4n(0) for n=1,2,3,5 and accept the null hypothesis wH4n(0) for n=4. 

 

Discussion 

 

By applying the concept of good governance the international financial institutions, as 

promoters of the new neoliberal approach, seek to correct the mistakes that were made 

by previous aid programs. On the basis the empirical results we can join a group of 

scholars who express doubts about the model of good governance as a universal recipe 

for achieving sustainable development. If someone compare the empirical results for 

different categories of countries, which show the effects of good governance to the 

individual objectives of sustainable development, it can be drawn a clear conclusion 

about the absence of identical rules. Therefore, we agree with the views expressed by 
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the Kemp and Parto (2005) that there is no single form of good governance that can 

achieve sustainability. The findings suggest the validity of Kim's (2009) thesis 

according to which social and economic development do not depend on the whole 

package of good governance but only of certain aspects of good governance. 

 

With regard to the idea of Roberts and Cohen (2002) on the need to establish a balance 

between the different economic, social and environmental objectives, without in-depth 

analysis it is not possible to verify the existence of an appropriate model of good 

governance which contributes different and very heterogeneous objectives of 

sustainable development. Our findings show the heterogeneity of effects of different 

dimensions of good governance in relation to the objectives of sustainable 

development. This is direct effect of multi-dimensional nature of sustainable 

development based on very heterogeneous goals. It is therefore clear that the 

heterogeneity of the various objectives of sustainable development causes 

heterogeneous effects of different dimensions of good governance. This can be 

explained by the effect of medical drugs that "one heal, but at the same time create 

problems elsewhere."  

 

From the obtained empirical results we have learned that depending on the choice of 

objectives of sustainable development depends the optimal combination of dimensions 

of good governance which contributes most to the achievement of final objective of 

sustainability. This understanding of the relationship of good governance and 

sustainable development is in accordance with the example given by Grindle (2004) by 

which if the reduction of poverty is defined as a priority then it should be empirically 

tested which reforms are of major importance. Moreover, the empirical results are 

clearly suggest that there is no single recipe of reform measures in the context of the 

application of the model of good governance acceptable to the different categories of 

countries. This can be explained by the existence of different development needs that 

arise for diverse countries. Many non-developed countries have natural and energy 

resources, but do not have the necessary financial and human capital. Therefore, the 

development focus and the interest of such countries are very different from the 

development interests of developed countries that do not face the same challenges as 

developing countries. Developing countries seek to reduce the barriers for its further 

economic development while countries in transition deal with other issues such as the 

establishment of a new economic model. These specificities of different countries 

require adaptation of reform efforts in area of public governance in order to achieve 

development objectives in different socio-economic context. Any unified approach 

could lead to development aggression mentioned by Parnini (2009).  

 

Besides to the differences in level of statistical significance and intensity of the impact 

of certain dimensions of good governance on the indicators of sustainable development, 

there are also differences in direction of the individual dimensions of good governance 

to sustainable development indicators. In certain cases we got results that show the 

negative impact of certain dimensions of good governance to sustainable development 

indicators. These results at first glance may seem surprising, especially because of the 

current theoretical views on good governance. Our empirical studies have placed a 

large sign of doubt about the effects of control of corruption as a dimension of good 

governance. Especially less developed countries are more relaxed in relation to the 

control of corruption in order to avoid bureaucracy burdens for potential investors that 



466 

 

could stimulate economic growth and reducing poverty. As the corrupt practices cannot 

be completely eradicated, we can agree with the view of Brinkerhoff and Goldsmith 

(2005) that the efforts of the anti-corruption strategies and governance reforms should 

be directed on those types of corruption that are the most harmful. A lot of the focus of 

development assistance has been placed on the participation of civil society in order to 

advance the fight against corruption and create alternative systems to provide services. 

The findings reveal that the proposed approach to corruption control does not provide 

adequate results in achieving the goals of sustainable development. These findings also 

confirm the thesis expressed by Murray and Overton (2011) that NGOs can equally be 

corrupt and work in their own interest. Such an interpretation is quite correct bearing in 

mind that a number of non-governmental organizations are aimed more at obtaining 

financial resources for their own existence without a long-term approach in the 

implementation of development projects. A similar situation exists with the funding of 

projects aimed at improving the rule of law. The research results give support to 

Moloney (2009) who indicates an anomaly in the sense that by increasing the amount 

of money to finance projects in the field of rule of law causes a considerable reduction 

in indicators of the rule of law.  

 

Taking into account the heterogeneity of the goals of sustainable development as well 

as the specific features of the socio-economic conditions in different categories of 

countries we can define the key elements for the selection of public governance reforms 

that will most contribute to sustainable development: 

 Specific measurable goal, or set of specific goals of sustainable development 

that should be achieved in order to allow improvement of the overall level of 

sustainable development; 

 National context that includes the level of economic development as well as 

cultural, historical, social, economic and political factors that shape the 

national context of the country; 

 Transnational or global position of the country which identifies the its strength 

in the global economic and political power sharing, as well as the degree of its 

attractiveness to investors. 

If the choice of reforms is designated with these elements it is possible to focus 

attention on the concrete results of good governance rather than on the attributes and 

processes within the public governance mentioned also by McFerson (2009). Therefore, 

we feel free to offer a whole new definition of good governance, as follows: 

"Good governance is the implementation of an optimal set of its specific dimensions 

which, in the relevant national context taking into account the global position of the 

country, the most positive contribute to the achievement of selected measurable targets, 

or set of specific goals of sustainable development that should be balanced and 

achieved." 

 

In the context of the proposed definitions of good governance we can all agree on the 

need to focus attention on the optimum combination of dimensions of good governance 

that can also be associated with the concept of good enough governance advocated by 

Grindle (2004) as a more realistic concept for achieving sustainable development. 

Moreover, for implementation of the optimal model of good governance in terms of 

sustainable development it is necessary to go through three major stages: 

1. Analysis of: 

 sustainability performances that should be in balance, and; 
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 public governance performances at the level of individual country; 

2. Selection of: 

 the right goal(s) of sustainability that contributes to an adequate balance 

of different objectives, and; 

 the optimal set of dimensions of good governance that contribute most to 

the given goal(s) of sustainability; 

3. Evaluation of achieved goal(s) of sustainability. 

 

Notwithstanding the above discussion, this work opens another dilemma referring to 

the general complementarity of the two concepts. When we look at the characteristics 

and evolution of the model of good governance and sustainable development we can 

fully agree with the interpretations provided by Demmers et al. (2004) about the 

existence of various roots of these two concepts, especially in view of the merits of the 

United Nations in the promotion of sustainable development and the role of the 

international financial institutions in promoting of good governance. The model of good 

governance can be characterized as the product of neo-liberal agenda mostly focused on 

economic growth and development. Having in mind the necessity of balanced approach 

to sustainable development mentioned by Roberts and Cohen (2002), it seems that 

neoliberal good governance approach do not pay enough attention to this need of 

sustainability. When someone operates in the field of sustainable development, it is 

necessary to adjust economic performance to the other two dimensions of sustainable 

development (environmental and social) to reach an optimum level. The question is 

how the current policies of economic growth and development, with limited natural 

resources and a number of social challenges such as poverty and inequality are 

sustainable. Bearing in mind that good governance as a model is focused on 

continuation of neo-liberal reforms of economic growth it can be said that the reform of 

public governance does not achieve a direct impact on the social and environmental 

values that continue to undermine the creation of conditions for balancing all 

dimensions of sustainable development. 

 

Although the post-Washington Consensus neoliberal reform shifted focus from 

liberalization and deregulation on the model of good governance, re-focusing attention 

on the new direction is just a way to overcome the failure of the current conduct of 

neoliberal development policies. In this way the economic growth is maintained as the 

primary goal of the neoliberal reform program with a small change in the way of 

achieving this goal. Therefore, it is indeed reasonable to ask questions about the role of 

good governance in achieving sustainable development, at least in terms of the model 

promoted by the neoliberals. The absence of statistical significance during the empirical 

analysis and a negative direction of the impact of certain dimensions of good 

governance on the specific goals of sustainable development are in favor to this 

dilemma. In this sense we can agree with Demmers (2004) who believes that the 

Western policy of development aid and development thinking, based on the global neo-

liberalism, is not a recipe for development because it deepens the level of poverty and 

inequality and contribute to new conflicts in the world. 

 

One of tricky issues for good governance is subjectivity in measurement of its 

attributes. On the basis of the existing literature it is evident that different scholars use 

different attributes and characteristics to explain good governance. Bearing in mind that 

good governance is one of the basic principles of conditionality in the allocation of 
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development assistance, then such an unclear situation regarding the precise 

determination of the characteristics of good governance supports the claim given by 

Thomas (2010), saying that governance indicators are created in the context of the 

existing international policies. This can be interpreted as a way to justify global power 

and legitimize their interventionist measures in sovereign countries. And it is interesting 

that the concept of good governance is mentioned more often in the context of 

developing countries and non-developed countries and much less in the context of 

developed countries. All this would not be a problem except the clear evidence that 

sustainable development is at risk due to lack of attention to social and environmental 

components of development.  

 

High risk also occurs due to a lack of engagement and responsibility of global 

institutions to achieve the goals of sustainable development. The need to strengthen 

global governance is highlighted by very extreme natural disasters and various 

emergencies. In addition to the crisis caused by human activity Weiss and Thakur 

(2010) warn on those crises and emergencies caused by natural that require a global 

response. Scott (1995) states even more extreme examples of possible meteor impacts 

that can destroy human civilization or sea level rise with the consequences in coastal 

areas on a global level. For this reason, development policy in the future must find 

answers, not only economic ones, which will enable the survival and further 

development of the human population. 

 

Conclusion   
 

Regardless of certain evidence that at first glance may indicate a connection between 

good governance and sustainable development, the existing literature also shows the 

different points of view about the real effects of good governance. The reason for the 

need for a critical analysis of the impact of good governance on sustainable 

development can be found in over-generalization of these ties without taking into 

consideration the specific characteristics of a particular country or region. By accessing 

the "one size fits all" approach many significant problems have occurred in the 

implementation of reform efforts leading to the ineffectiveness of development aid and 

spending limited financial resources without adequate economic results, or results that 

contribute to achieving the objectives of sustainable development. In this sense, it is not 

recognized multi-dimensional nature of the model of good governance or the 

heterogeneity of different goals of sustainable development. 

 

Although our findings confirm on existence of the effects of good governance on 

selected indicators of sustainable development, in-depth analysis of these relationships 

shows more colored picture. Analysis of the effects of individual dimensions of good 

governance on the selected indicators of sustainable development, based on cross-

sectional research from the perspective of different categories of countries, shows 

different statistical significance, intensity and direction of impact. Therefore, we cannot 

confirm the general hypotheses taking into consideration the part that says “regardless 

of the achieved level of economic development”. This methodological approach has 

enabled a better recognition of the specifics of the relationship of certain dimensions of 

good governance and sustainable development in a different context. The findings 

indicate that the specific character of certain dimensions of good governance does not 

contribute to achieving some of the goals of sustainable development in a given socio-
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economic context; therefore it takes a significant review of the reform agenda of public 

governance. With this study we disputed claims of the model of good governance as a 

panacea for solving the issue of sustainable development. The empirical findings are 

very challenging for the principles of post-Washington consensus aimed at promoting 

model of good governance as a universal remedy for development in countries with 

different characteristics. 
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Abstract 
 

During the regional economic development certain rural settlement become attractive for 

immigration and have a important place in the network of rural communities. Its has been 

formed like rural centers, due to near urban agglomeration and traffic facility. Those rural 

centers which are able to generate respectable economic impact in the region become pole of 

the rural development in the certain regional rural community. Its play the main role in future 

regional rural development in the country. 
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Introduction 

 

Perroux defined growth poles in terms of what he called abstract economic space. 

According to him “growth does not appear everywhere at the same time; it becomes 

manifest at points or poles of growth with variable intensity and spreads through 

different channels with variable terminal effects on the whole of the economy”174. 

Perroux and other writers on Growth Pole tried to base the concept on the notion of 

external economies, agglomeration and linkages. It was believed that beneficial “spread 

effects” from growth poles would eventually induce development in the remaining 

peripheral areas, and that they would have a significant relay function in the process of 

innovation diffusion through the urban hierarchy. 

 

The neoclassical regional growth model primarily focuses on the long-run potential 

growth path of the economies. Further to this is the ‘Circular and Cumulative Growth 

Model’ enunciated by Gunnar Myrdal and expanded by Allen Prede. This model 

advocates a regional growth approach, which is sought to be “selfe uilibrating”. It is 

assumed that the expansion of a business or industry would create a multiplier effect, 

which would lead to more jobs and business as money flows through the economy. This 

growth would increase the likelihood of new inventions or innovations, thus creating 

another round of expansion. However, this model, although generates ample 

opportunities for technical advancements, creates disparities in production and 

competition (Meardon 2001). 

 

So, in the polycentric model articulated on the only urban poles, the dynamic principles 

of social, economic and territorial cohesion are imperfectly implemented whereas one 

of the initial characteristics common to the European States is to have rural areas with 

strong cultural and social expression, and inhabited everywhere.  

 

Results with discussion 

 

Without mobilizing the building capacities of rural territories, one misses a genuine 

social, economic and territorial engine for sustainable development. The right thing to 

do is thus to organize social, economic, territorial exchanges balanced between rural 

territories and urban poles.  

 

The recognition of the rural territories as development poles, and neither only as natural 

and agricultural spaces, is a precondition to stimulate advantageous and balanced 

exchanges between the urban and rural poles and to motivate the convergent 

mobilization of the urban and rural actors.  

 

                                                           
174

 Perroux conceived of abstract economic space to be of three types: an economic plan; a field of force or 

influences; a homogeneous aggregate. Perroux specifically denied that abstract economic space could 

correspond to a geographic area such as a city or region. For Perroux the aspect of dominance was important for 

Growth Poles. A firm or industry A is said to be dominant over B if the flow of goods and services from A to B 

is a greater proportion of A's output than the flow from B to A is of B's output. A large firm or industry that has 

a high degree of interaction with others and is dominant in that interaction is said to be propulsive. The process 

of development of a propulsive firm or industry is called polarization. 
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The rural territories become development poles are able to meet, as partners, the great 

urban and societal questions, but according to programmed and prospective steps. They 

can in this context accommodate new populations and offer to them a real statute of 

inhabitant. They can offer new activities linked with the territory project and the local 

resources or integrated in the relationships with the urban poles of proximity and their 

own  sector of development.  

 

In term of regional planning, this multipolar approach is also a response to the 

continuous extension of the urban centres; it allows, through land planning perspective 

shared between urban and rural poles, to preserve green and open spaces between high-

density areas. 

 

The rural pole of development is an inhabited territory where the social, economic and 

residential evolutions are led within the framework of an integrated and prospective 

project of development. The rural pole is not a small town, an agglomeration, but a 

rural territory as a whole and guided by an integrated project of territory. 

 

The emergence and the animation of these rural poles of development must be based on 

the principal following methodological elements:  

- a territory with a project built on a common political ambition and on shared 

economic and social interests;  

- an integrated project of sustainable development, including means and 

measures within the scope of a multiannual programming;  

- a participative and integrated development, based on a shared ex-ante analysis 

and an interdisciplinary reflexion leading to a common representation of the 

future territory;  

- collective implementation and local partnership based on a co-operation 

between public and private institutions;  

- co-operation between rural territories and between rural and urban territories, 

with a networking approach which favours a process of continuous training ; 

- a framework of evaluation, to enhance the effectiveness and the efficiency of 

the territorial project of development and its sustainability  

- a support for the innovation, engineering and building capacity. 

 

As for measures to be implemented within the regional development policies:  

-  to recognize the rural territories as poles of competitiveness based on their 

endogenous potentialities: agri-activities, products and techniques with high 

environmental quality, wood-cluster,...;  

-  to constitute and animate multi-actors networks associating research institutes, 

engineering societies, local producers, academics offer;  

-  to support the cultural development and creation in order to develop cultural 

activities rooted in the rural territories;  

-  to support integrated tourism, which is vector of town-countryside exchanges 

and promoter of products and services;  

-  to support the access to broadband in all points of the rural territories for an 

equitable diffusion to the inhabitants and the economic and cultural actors;  

-  to support the offer in housing by restoring rural buildings with preserved 

character;  

-  to support collective and innovating experiment of public transport;  
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-  to accompany the programs in favour of local services.  

In the R. Macedonia., the concept of growth poles has usually emphasised geographic 

locations, which are called Growth Centres. Growth centres are related to the concept 

of agglomeration. Altogether, the concept of Growth Poles has been of only marginal 

importance in analysing regional economic problems. Nevertheless, the idea of Growth 

Pole had a major role in formulating regional policy.  

 

Troughout the country the concept of Growth center has had a major role in the 

formulation of a regional economic development policy. The Growth Centers 

strategies, proposed and implemented in widely diverse ways in various settings, have a 

set of general characteristics among them and:   

 Involve increasing the growth of employment and population within a region 

at particular locations or planned poles over some specified period.  

 Require a limitation on the number of locations or centres which are 

designated as planned poles.  

 Necessarily require spatial discrimination or selectivity among locations.  

 Inevitably involve modifications of spatial structure of employment and 

population within a region. 

 

A growth pole strategy for Macedonian economic growth is what a country pursues 

unconsciously in practice. Capital citiy Skopje have some form of a leading sector, not 

only the industries, but also the tertiary sectors. In the early stages of economic growth, 

governments tend to invest first in its capital city. This rationale can be quite right from 

an economic point of view, since the capital has more of the population and potential to 

bring about rapid economic growth, and it is easier to invest in infrastructure in the 

growing capital city. In addition to investment in the capital city, the industrialised 

region, which has already grown by itself, can also be attractive for the government to 

invest in infrastructure or new projects for the reasons stated above and thus promote 

the objective of national economic growth. Actually, this case can be observed in most 

countries in the early stages of development. Where the government concentrates its 

investment only on the growing area, it can be argued that the government has 

implemented a growth pole policy for national economic growth, whether or not they 

conceived the idea of growth pole. In order to achieve this objective, the growth pole 

strategy must involve investment in infrastructure (housing, hospitals, water supply, 

transportation within the area, etc.) in the growing area, surrounding such area with 

some power stations, enabling an adequate supply of food to the growth poles by 

setting up nearby regions for agriculture or by importing agricultural products, 

providing new and efficient transport linkages and so on. 

 

Each eight regions in the country are to be developed with a regional policy, have a 

leading sector or a propulsive industry to boost the economic growth in it. Basically, 

the strategy to develop a region seems to be similar to the one for national economic 

growth as mentioned above, since the proposed policy is to choose the leading sector to 

be intensively invested in. It is, however, a critical point as to whether this development 

has a purely economic objective or contains some egalitarian objectives within the 

region. If the strategy attempts to pursue egalitarian objectives for the whole population 

within the region, an investment concentrated on the growth pole will lead to the 

reverse result. Even with the construction of a transport system linking the growth poles 



477 

 

and other hinterlands, it is common that migration tends to be from rural to urban, 

rather than leading to a spread effect of the population, as a response to the 

establishment of new transportation linkages with urban growth centres.  Thus, in order 

to achieve intraregional equality, it is necessary to consider comprehensive regional 

planning with multiple growth poles in backward areas co-operating well with the 

leading sector in the growth centre. 

 

Rural areas have tended to be forgotten in Macedonian development strategies in the 

past. However, their development has now become the main objective and this has also 

been linked to growth pole strategies. 

 

For administrative purposes, the differentiation between rural and urban areas in the 

country is based on the local territorial divisions according to the Law on Territorial 

Organization of the Local Self-Government (OG 55/2004, 12/2005) i.e. Article 6: The 

Definition of the Populated Areas (settlements) of the Territory of the country 

providing definitions of towns and villages as presented below: - The towns are 

compactly built up residential areas with a population exceeding 3000, has a developed 

structure of various economic activities, above 51% of the employees are working in 

the secondary and tertiary sector, has an urban physiognomy of zones for residence, 

recreation and green area (parks), town square, street infrastructure, communal services 

and acts as a functional centre for the surrounding populated places. - Villages are 

defined as mono-functional populated areas, in which one business activity is prevalent 

and whereas the area has agricultural physiognomy and function. According to the Law 

all Municipalities being with headquaters settled in villages 

 

The rural territory of the country (hereafter referred as “Rural areas”) includes all 

territory of the country, except towns, which have no rural territories or characteristics 

of villages pursuant to the Law on Territorial Organization of the Local Self-

Government (OG 55/2004, 12/2005) and Determination of a Status of Populated Areas 

in Article 6. 

 

The common method, which will be applied for the purpose of implementing Rural 

policy programme is defining rural areas as being located outside of urban area and 

characterised by three main characteristics: 

 settlements placed in municipalities based in rural centers (rural 

Municipalities), 

 settlements placed in municipalities based in town centers with predominantly 

agricultural and forests land use systems (urban versus agriculture land (incl. 

forests, pastures, marshland, fishponds) and 

 towns with population of less than 30,000 inhabitants with predominantly 

agricultural and forests land use systems (urban versus agriculture land (incl. 

forests, pastures, marshland, fishponds) and has rural identity of the 

community 

 

In Macedonia rural areas with their centers abundance of high quality natural 

environment (lakes, mountains, protected areas), attractions (landscapes, traditional 

villages, hunting, fishing, SPA resorts, etc) and of rich historical/cultural heritage for 

the development of rural, cultural, religious and agri-tourism. Also, availability of raw 

materials (timber, region-specific products, local traditional agricultural and livestock 
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products) as and existence of traditional skills, crafts and food production with 

geographic diversity in culture, customs, traditional events available to identified some 

attractive points of development in each regions. 

 

The measures of the LFA policy are implemented through the Bureau for less 

developed areas175 under the Ministry of Local Self Government while the eligible areas 

are set by a Government decision. In this respect, the Decision of eligibility for the 

2004 - 2007 periods encompasses a total number of 1,092 settlements, out of which 500 

in mountainous areas, 319 in mostly deprived areas and 116 settlements established as 

rural centres. 

 

According to the Law the eligible measures and areas of development support 

include: 

 

1. Implementation of the economic infrastructure projects 

 Construction, modernization and reconstruction of local roads; 

 Construction and reconstruction of local water pipelines; 

 Construction and reconstruction of electrification network; 

 Construction of sewage network system (excluding user by user 

network). This measure allows functional completion of the already 

constructed local water pipelines, thus enabling full utilisation of the 

installations. 

 Construction of water holes; 

 Construction of micro-accumulations; 

 Construction of anti-hail stations, which will provide more security and 

safety regarding the impact of hail damage on the agricultural 

production; 

 Building and adaptation of roads, electrification, water and water holes 

supply for sheep farms, goat farms, cow farms and fish ponds. 

2. Implementation of non-economic infrastructure projects 

 Construction and reconstruction of elementary schools premises and 

facilities; 

 Construction of new and modernization of the existing health and 

veterinary stations; 

 Construction and reconstruction of the cultural objects (libraries, 

cinemas, cultural facilities in the rural centres); 

 Construction of TV transceivers necessary for following the public 

broadcasting companies programmes, which will improve quality of life 

of the rural population, especially in cultural and educational sense. 

 Transportation of schoolchildren, to the nearest inhabited place with 

elementary school. 

                                                           
175

 Continues to work as a Bureau for regional development 
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The average number of businesses per thousand inhabitants in rural municipalities 

(municipalities with a seat in a village) is 36.8 compared to 99 in urban municipalities 

(with a headquater in town). The national average is 86.8 businesses per thousand 

inhabitants. In 2005, according to the State Statistical Office 10% of total number of 

business entities’ head uarters was located in rural municipalities and 2.9% of the total 

number of registered enterprises is in the area of agriculture, hunting, forestry and 

fishery (5,024) – of which 21.4% are based in the rural municipalities.176 

 

Here some economic sector which develops some formatic driving forces in 

predominantly rural regions: 

 Craft activities in rural areas. The major areas of home manufacture in the 

craft sector in rural areas in the country are: 

 Weaving (Eastern Part of the country, in villages around Delcevo, 

Berovo, Pehcevo, Kocani Vinica, Western part of the country, in villages 

around Tetovo); 

 Embroidery, knitting and sewing (Central area of the country, villages 

around Krusevo, Bitola, Resen); 

 Pottery, (villages around Kicevo, Veles, Strumica); 

 Woodwork, woodcarving and wood processing (Eastern Part of the 

country, in villages around Delcevo, Berovo, Pehcevo, Western part of 

the country, in villages around Tetovo and Gostivar); 

 Blacksmiths (South of the country, villages around Strumica); 

 Felt production (Eastern Part of the country, in villages around Delcevo, 

Berovo, Pehcevo, Kocani, Vinica, Probistip); 

 In the medical/oil herbs and wild mushrooms sub sector, the Chamber of 

Commerce Registry includes 17 micro and small fruit and enterprises for 

production, collecting and processing of medical and aromatic plant and 

wild mushrooms. 18% (3 enterprises) of them are registered in villages 

and 100% (17 enterprises) of them have collecting points in different 

villages in the country. The challenges related to development of this 

sector are high because of the complexity of this sector and short time of 

existence (lack of analyses about the sector, no developed strategies, no 

data of lessons learned etc). This sector needs to establish basic 

technology level, so the possible investments should be focused on 

investments in buildings and equipment. 

 

Farm-Tourism and Village tourism. Currently information on the state of development 

of rural tourism activities in single farms/properties is unavailable, whereas some 

indications are provided at village level. A number of rural villages have been 

interested, in the last 5/7 years, by pilot research works/projects mostly funded by 

foreign donors (e.g. USAID, GTZ, Swiss Aid, Dutch Aid, UNDP, World Bank, SIDA, 

etc).(elaborated in Annex 13) These projects have addressed mainly the Southern 

                                                           
176 The dates used here is taken from study:  National plan for agriculture and rural development 

2007-2013 under the “Operational programme under the EU instrument for pre-accession for rural 

development (IPARD) for R. Macedonia “, Skopje, 2007  

 



480 

 

(Ohrid and Prespa lakes) and Eastern (Berovo) parts of the country. The majority of 

these projects was focused on institution-building and on the definition of 

strategies/plans, and did not include monitoring of the actual development of new 

business activities (including rural tourism ones). Moreover, some villages have already 

been included in tour operators programs, and others are displayed on the official 

Exploring Macedonia and Go Macedonia web sites. In addition, the Tourism 

Department of the MoE 

 

Generally, rural areas are not attractive to businesses for several reasons: lack of 

concentration of population, poorer educational levels, lesser flexibility of the potential 

workforce, and distances from potential markets (for both inputs and outputs), all 

putting businesses in rural areas at a cost disadvantage. Poorly developed and 

diversified economic infrastructure and the consequent lack of quality jobs are common 

features of rural areas in the country. These are also the main causes of development 

lag typical of these areas. 

 

The competent Government authority is the Ministry of Culture and special 

professional service – Directorate for Protection of the Cultural Heritage, as an 

independent legal agency within the Ministry of Culture. The Directorate for Protection 

of the Cultural Heritage is responsible for managing the National Register of Cultural 

Heritage following the national classification that represents a standard form of 

typological definition or identification and systematization of various cultural heritage 

of the country. This classification was adopted as Book of Rules (OG 37/06) to ensure a 

single approach to identification of the cultural heritage and development of an 

information system for cultural heritage with good comparability and usage of data.  

 

Also, the following challenges for supporting rural centers have been identified that 

needs to be seriously addressed in the soon future; 

 Improvement of the low competitiveness of key rural sectors, including 

agriculture, food processing, etc; agriculture, food processing, etc; 

 Strengthening horizontal institutional linkages and between ministries and 

other public bodies; 

 Overcome the lack of coordination between different authorities concerning 

policy and strategy development and enforcement as well as the 

implementation of activities in the agricultural and rural sector; 

 Enhanced development of rural infrastructure; 

 Improved access of rural population to public goods and natural resources 

including rural credits; 

 Improving the level of education of rural population, organization of rural 

population in professional associations, and strengthening their linkages with 

rural support services; 
 

Conclusion 

 

Development of rual area in R. Macedonia trough the model of rural grouth poles 

(center ) show certain apreciated effects. Up to now the role of government in this 

support process is insufficient.  
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In the R. Macedonia., the concept of growth poles has usually emphasised geographic 

locations, which are called Growth Centres. Troughout the country the concept of 

Growth center has had a major role in the formulation of regional economic 

development policy which is realised trough 116 settlements established as rural 

centres. 

 

A growth pole strategy for Macedonian economic growth is what a country pursues 

unconsciously in practice. Capital city Skopje have some form of a leading sector, not 

only the industries, but also the tertiary sectors. 

The eligible measures and areas of development support include implementation of the 

economic infrastructure projects and implementation of non-economic infrastructure 

projects. 
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TRANSPARENT PRIVATISATIONS – A CASE STUDY OF CROATIAN TELECOM 

Dr. Mihaela Grubišić Šeba
177

 

Abstract 
 

Mid-1990s in the SEE region have been marked with the transformation of once social 

ownership to state ownership in enterprises and real estate. While the former either stayed in 

state ownership or have been waiting for a strategic investor to come and buy the state's 

ownership stake, the latter have been faced with a number of unresolved ownership issues 

which in many cases ended up in their bestowal to the local authorities or targeted social 

groups of citizens.  

This paper aims to analyse whether transparent privatisations can solve for the problem of 

state’s inefficiency in managing public companies and revive domestic capital market. The 

research is based on a case study of the well-known privatisation of Croatian 

telecommunications by public share offering to retail and institutional investors in September-

early October 2007. The financial impact of this privatisation has been analysed almost a 

decade ahead by taking into account company’s market and operating performance, in order to 

confirm or reject some common attitudes over pros and cons of former monopolies’ 

privatisations. The results of the research may be compared well to other telecoms 

privatisations. 

 

Key words: share issue privatisations, telecom, operating performance, market performance 

restructuring, 
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Introduction 

 

Many laws and by-laws and plenty of institutional solutions for managing state asset 

portfolio have been created, adopted and changed, but the problem of state ownership 

and consequent inefficiency still remains. The state ownership has been decreasing 

substantially over the last two decades, but it is still respectable. The question of all 

questions that is present 20 years after many bad experiences with the privatisations is 

still: “should the state own anything at all?!” The pro and con arguments both have 

sense, but the public opinion over privatisations has been split. On one hand each ruling 

political option chooses privatisation as the only solution for piled public deficit and 

attracting foreign investors, while on the other hand the social partners and other 

stakeholders are mostly against privatisations. “Transparent privatisations” is the 

mostly used term to reconcile the two opposite opinions. 

 

Privatisation goals vary from fostering the development of capital market, sending a 

clear signal to investors over the governments’ readiness to back private sector 

development, broadening shares ownership, improving the economic performance of 

privatised companies, raising revenue to the state budget. Privatisations are also used as 

an excuse for painful restructurings followed by severance pays to excess employees 

and for the lack of political will to stop interfering into companies’ operations, i.e. to 

separate management and control. Sometimes, they are also used as a tool for managing 

pre-election campaigns (Biais and Perotti, 2002). The relative importance of 

privatisation goals depends on the unique circumstances of governments and to-be-

privatised companies in question.  

 

The sale of state-owned companies could be carried out by three methods: fixed-price 

share sales (privatisation IPOs – PIPOs / public offerings of shares / share issued 

privatisations – SIPs)178, public tender (under open or restricted public procedure) and 

private placement (direct sale, usually to a strategic partner). Any combination of these 

methods can also be applied in practice. The sale of shares to the general public is also 

considered as a transparent privatisation. In privatisation IPOs the shares are commonly 

sold sequentially to all interested investors or certain target groups of investors 

(national citizens, employees including managers, institutional investors). Governments 

(by means of financial advisors) set the initial price range and maximum quantity of 

shares, i.e. maximum amount of proceeds retail investors can pay in advance when 

expressing their interest for shares subscription. Governments have a discretion right to 

determine the final price of the offering and to allocate the shares after the order book 

closure, subject to the rules set in the prospectus for shares offering that has been 

publicly disclosed. Many big domestic privatisations are accompanied with dual listing 

of shares on the international market for the sake of price formation and additional 

liquidity provision by experienced institutional investors, and better country reputation 

for attracting foreign investments. Jones et al. (1999) researched 630 share issue 

privatisations in 59 countries from 1977-1997 with 446 billion USD proceeds and 

concluded that governments constantly underprice SIPs, favour domestic investors, 

impose control restrictions on privatised firms, and typically use fixed-price offers. In 

                                                           
178

 It is in most cases secondary equity offering (SEO) because the companies have already distributed the 

shares to the government or a few governmental institutions in private placement, and by conducting the public 

offering their owners are applying the exit strategy by cashing in their shares. However, the term privatization 

IPO has become very common in practice as well as in the literature and for this reason it is used here as well.  
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addition, PIPOs are the largest type of privatisations. Jones et al. (1999) report a mean 

value of the SIPs size of 708 million USD, with initial SIPs collecting 556 million USD 

on average and seasoned SIPs collecting 1069 million USD in the 1977-1997 period. 

Hereby, the privatisations of telecoms brought the highest proceeds of 1891 million 

USD in initial SIPs and 3511 million USD in seasoned SIPs on average. Governments 

rarely sell the whole company at once. Rather they are prone to sequential 

privatisations. Jones et al. (1999) demonstrate that 43,9% of the company’s shareholder 

equity is sold on average in initial SIPs while 22,7% on average is sold in seasoned 

SIPs. Telecom industry holds for 33% average equity stake sale in initial SIPs and 19% 

stake sale in seasoned SIPs (ibid., 1999). In this very extensive study Jones et al. also 

documented the presence of significant underpricing on the first day of trading of 

34,1% on average in initial SIPs and of 9,4% in seasoned SIPs which they explain as 

governments’ tendency to trade off the collected proceeds to preferential share 

allocations and control restrictions.  

 

Poland is a Central European country that significantly applied the model of transparent 

privatisations. Aussenegg (2000) reports higher underpricing, and higher initial market-

adjusted return in Polish privatisations in which shares are allocated to the domestic 

citizens. However, Polish PIPOs performed in line with the market benchmarks in the 

first three years of trading and their long-run abnormal performance has not been 

significantly different from private sector IPOs. Opposite results are provided by 

Megginson et al. (2000) who demonstrate long-run market outperformance of PIPO 

firms. The evidence based on the privatisation literature shows that PIPOs initial returns 

are higher for firms in regulated than for firms in unregulated industries (Dewenter and 

Malatesta, 1997). The initial returns also tend to be higher in undeveloped capital 

markets (ibid., 1997). 

 

Operating performance ratios for post-privatised firms should generally be better. Both 

unadjusted and market-adjusted ratios showed significant increases in profitability, 

operating efficiency, capital investments, employment level, and dividend payout, and 

the decrease in leverage of privatised firms in Boubakri and Cosset’s (1998) study 

conducted on the sample of 79 privatisations in 21 developing countries from 1980-

1992. The study by Mathur and Banchuenvijit (2007), done on the sample of 103 

privatised firms worldwide from 1993-2003, showed higher efficiency, capital 

investments decline, decrease in leverage, and increase in dividend payouts. However, 

Aussenegg and Jelic (2007) showed that an average firm, privatised from 1990-1998 in 

Hungary, Poland and Czechia, did not manage to increase profitability, capital 

investments, efficiency, and output, that it significantly reduced employment and 

significantly increased leverage and dividends in the six-year post-privatisation period.  

 

The privatisation pros and cons vary across the countries and industries. Telecoms have 

widely been privatised ever since the privatisation of the British telecom in the 1980s 

amid the market liberalisation in telecommunication services provision. Based on the 

sample of ten European countries (Germany, Austria, Slovakia, Slovenia, Italy, Greece, 

Cyprus, Belgium, Netherlands, and Finland) Karagiannakis et al. (2014) argue that 

private ownership yields the best productivity and competitiveness performance in 

telecommunications over 1996-2011 period at short-run cost of employment reduction. 

The research in this paper concerns the partial privatisation of Croatian telecom through 

public offering of its shares. Bortoletti et al. (2002) examined the financial and 
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operating performance of 31 national telecoms in 25 countries from 1981 to 1998 

following their public share offerings. They found positive post-privatisation impact on 

profitability, efficiency and leverage, but negative competition impact on profitability, 

employment and efficiency bringing the overall positive post-privatisation impact. Case 

studies of European telecoms privatisations are available from Spain (Bel and Trillas, 

2005), Greece (Dimas, 2010), and Italy (Scalera, 2012). There are also some studies on 

privatisation in Great Britain and Germany, primarily during the 1990s.  

 

This paper aims to explain the privatisation process and post-privatisation market and 

operating performance of Croatian telecom (HT), the largest transparent telecom 

privatisation in the Western Balkan region almost a decade after its privatisation 

through the public share offering. It aims to check whether privatisation has been 

justified and what was its impact on the performance of the company. The research 

would primarily be focused on the financial and operating indicators of the company as 

well as on the financial return to its shareholders. In particular, the following 

hypotheses are investigated: 

H1: The HT share outperformed the market index both on the first day of trading and in 

the long run. 

H2: The company has applied stable dividend policy. 

H3: The profitability of HT increased following the IPO. 

H4: Efficiency was increased as a result of higher sales following the privatisation. 

 

The paper is organised in five parts. After the introductory part, the second section 

deals with the privatisation process. The third section analyses market, while the fourth 

part of the paper analyses the operating performance of the company. Last section 

concludes. 

 

   Sequential privatisation of Croatian telecom 

 

Croatian telecom was incorporated on 28 December 1998, according to the provisions 

of the Act on the Separation of Croatian Post and Telecommunications into Croatian 

Post and Croatian Telecommunications, by which the business operation of the former 

HPT – Hrvatska pošta i telekomunikacije (HPT) was separated and transferred into two 

new joint stock companies, HT - Hrvatske telekomunikacije d.d. (HT) and HP - 

Hrvatska pošta d.d. (HP). Both companies continued its business operations as separate 

legal entities on 1 January 1999. 

 

Amid the planned partial liberalisation of the domestic telecommunication market, 

Croatian government brought the decision to privatise up to 70% of the stake in 

Croatian telecom based on the Law on Privatisation of Hrvatske telekomunikacije 

(1999). The company should have been privatised sequentially by transferring 7% of 

stake to the Croatian homeland war veterans fund free of charge, and by selling: 7% of 

stake to its current and former employees as well as to the employees of the Croatian 

post operator, up to 25% shares to a strategic partner, and up to 20% in initial public 

offering. The dividend yield achieved from the remaining 30% government’s stake in 

the company should have been used as the revenue to the pension system. Besides the 

need for collecting the proceeds to the state budget, the prime motive for HT 

privatisation was the need to restructure and modernise the company and adapt it to 

competitive market environment.  
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In many countries the liberalisation of the telecommunications sector included market 

opening to competition in fixed and cellular segments of the industry, coupled with the 

privatisation of the, usually monopolistic, fixed-line operator. The market became 

regulated by an agency, independent of the political influence. Its current name is 

HAKOM, which is the acronym for the Croatian regulatory authority for network 

industries. 

 

Amid the growing threats and unavoidable telecom market liberalisation for which the 

state monopoly had not been prepared, 35% of shares in Croatian telecom were sold to 

Deutsche Telekom AG in October 1999 for 850 million USD. HT was the only 

provider of telecommunication services in Croatia at the time, with 1,6 million of fixed 

lines on June 30, 1999. The second stage of the privatisation process concerned the sale 

of the rest of 16% stake up to control stake in 2001, for 500 million euro. After these 

two transactions Deutsche Telekom has become the owner of 41.763.153 shares of 

Croatian telecom, while the rest of 40.125.382 belonged to the Government of Croatia. 

Croatian state has obliged itself to limit the number of concessions for mobile 

telephony to maximum four, whereby the second entrant (operator) could not start 

providing the services before October 1, 2003. The concession for mobile services has 

been awarded to HT automatically for the period of 20 years at the lower price than it 

was charged to the second operator in the market. In return, Deutsche Telekom AG 

obliged itself to invest 748 million euro from 2002-2004 in development of 

telecommunication services, organise professional trainings for 3000 employees and do 

not reduce the number of employees before 31 July 2003. Up to the contract in 2001, 

30-60% of annual net earnings could have been distributed to the shareholders, while 

from 2001 until the initial public offering the annual dividend yield had to be minimum 

10%. As long as the government of Croatia possesses at least one share in HT, the 

majority owner cannot discontinue the business, abandon any of its concessions and 

core business operations, change the legal name of the company or move the 

head uarters abroad. In case of li uidation or resale intention of the control owner’s 

stake, the Republic of Croatia has a right of first refusal on the company at the market 

value. 

 

The early stages of telecom privatisation have been controversial in terms of price, 

ownership over duct infrastructure, public ownership of German strategic partner. 

While it is common to value material assets only, telecoms’ value lies in the 

concessions to provide telecommunication services at the national level. Ownership 

over duct infrastructure has been one of the most controversial issues of the majority 

stake sale of HT. While such infrastructure has been disclosed in book value of the 

company at the time of its sale, the ownership rights over duct infrastructure have been 

unresolved on many areas and as such they have been not recorded in the land registry. 

The most disputable fact over duct infrastructure was that the Law on communal 

services granted the right to local authorities over all communal infrastructures on their 

areas of authority.  

 

In 2004 HT was rebranded as T-HT, which means that is has become a part of the 

global “T” family of Deutsche Telekom. At the moment of the sale announcement, 

Croatian telecom has been divided into two companies – one for fixed telephony and 

internet (T-com) and the other for mobile telephony (T-mobile). HT was a pure 
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monopoly in rendering telecom services until 2005. As such it owned the whole 

telecom infrastructure in the country and had a governmental concession to provide: 

public voice services over a fixed public telecommunications network, international 

telecommunications services, data transmission services, domestic and international 

leased line services, and telecommunications services open to competition in a fixed 

network on the territory of Croatia. 

 

In April 2007, HAKOM granted HT d.d. the licences for: provision of public voice 

services in the fixed network, provision of leased lines, leasing of telecommunications 

network and its parts, and for the provision of telecommunication services with usage 

of a free radio-frequency spectrum. In addition, HT was given a notification for the 

provision of transmission of voice, sound, data, documents, images without the use of 

the radio-frequency spectrum, and decision granting approval to establish connections 

with telecommunication network of other countries (HT Annual report, 2008, p. 113).  

Such licences should have been valid for the period of 30 years.179 The exclusive right 

on the fixed network expired on January 1, 2003. The Group’s UMTS licence should 

expire in 2024, while the GSM licence needed to be renewed in 2009 according to 

general authorisation rules.180  

 

The share offering has been planned as offering of shares and global depository receipts 

(GDRs). Before public share offering, there has been no public market for any class of 

the HT's securities or the global depository receipts.181 Share offering was planned as 

a partial exit of the state, without any proceeds to the company. All of the net proceeds, 

after the expenses amounting in aggregate to 2 million euro or approximately HRK 

14,6 million, should be revenue of the selling shareholder, i.e. the state budget. Before 

the shares offering the Croatian homeland war veterans fund and Deutsche Telekom 

had agreed a lock-up period of six months after the pricing of the shares, in which they 

should not dispose of any share in the company. A month prior to the public share 

offering, i. e. on 6 September 2007, the General Assembly of HT authorised the 

payment of a special (irregular) dividend of HRK 2410 million to its existing 

shareholders. The further dividend policy has been agreed, allowing HT to declare and 

distribute an annual dividend of between 50% and 100% of its annual distributable 

profit relating to the immediately preceding year following the public share offering. 

Shareholders structure change has been disclosed in Table 1. The central Depository 

and Clearing Company discloses only the data for the first ten shareholders, thus the 

term unspecified investors rely on both retail and institutional investors. 

 

 

 

 

 

                                                           
179

 However, after the adoption of the new Law on Electronic Communications, harmonised with the EU acquis 

in mid-2008, general authorization for all electronic communications services and networks has been 

introduced, while individual licences are granted for certain modalities of usage of radio-frequencies. 
180

 According to the authorisation valid from 1999-2009, HT, i.e. T-mobile was obliged to ensure 95% 

population and 75% territory coverage with the GSM network under pre-agreed quality standards.  
181

 Each GDR represents one share on deposit with the Custodian - Privredna banka Zagreb, issued by the 

Depositary – JP Morgan Chase Bank, N.A., New York, pursuant to a deposit agreement, among HT and the 

Depositary. 
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Table 1. Shareholders structure of HT on chosen dates 

Date / 

Investor 

type 

Deutsche 

Telecom 

Republic 

of 

Croatia 

Croatian 

homeland 

war 

veterans 

fund 

Retail 

investo

rs 

Institutional 

investors 

Unspecified 

investors 
Total 

Oct 5, 

1999 
35% 65%         100% 

Oct 25, 

2001 
51% 49%         100% 

Feb 17, 

2005 
51% 42% 7%       100% 

Oct 5, 

2007 
51% 9,50% 7% 25% 7,50%   100% 

Oct 3, 

2008 
51% 5,24% 7%   6,66% 30% 100% 

Oct 5, 

2010 
51% 3,49% 7%   10,85% 27,66% 100% 

Oct 5, 

2012 
51% 3,49% 7%   12,66% 25,85% 100% 

Oct 5, 

2014 
51% 3,49% 7%   14,43% 24,08% 100% 

Oct 5, 

2016 
51% 1,71% 6,66%   16,42% 24,21% 100% 

Source: Data on first 10 shareholders from the Central Depository and Clearing 

Company 

 

The Republic of Croatia’s stake has been decreasing gradually with most significant 

change after the IPO and following privatisation to employees and bonus shares award. 

Allocation of the shares to employees caused 4,36% reduction in state’s stake in HT, 

while bonus shares award further decreased it to 3,49%. Currently, the state has a 

minority stake in HT with ownership rights exercised through the Centre for 

restructuring and sale that is in charge of selling the minority stakes in direct deals or 

via the capital market. The role of this institution has been disputable as it sells the 

public shares according to this plans without taking the valuation of the companies or 

the current sentiment of the capital market into account.  

 

The summary of the public shares' offering is disclosed in Table 2. State budget 

collected 7 billion HRK from the sale of 32,5% of state's stake in HT through public 

offering. The achieved the higher price than in direct sale of the stake to Deutsche 

Telekom in 1999. The latter paid slightly above 6 billion HRK for 35% stake in the first 

stage of the privatisation process. However, one of the clauses in the privatisation 

agreement set the minimum selling price of no less than 85% of the price paid by 

Deutsche Telekom. Despite the exceptionally strong demand for the shares exceeding 

the quantity of shares offered by 5,6 times, the state decided to sell the shares for 265 

HRK, i.e. at the lower part of the estimated price range of between 245 and 320 HRK.  

 

The maximum amount of shares a citizen could subscribe was HRK 38.000,00. 

Encouraged with the earnings of citizens participating in oil and gas share offering, 

people of all generations were standing in queues waiting to subscribe HT shares. 

Unremembered interest of the citizens provoked the government to increase the 

percentage of HT shares offered from 20% to 23% on September 20, 2007, while 
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repeating that his Government would not levy capital gain tax, which was one of the 

pre-goals of the opponent left-wing party (Grubišić, 2008). Many citizens considered 

HT shares a Government’s gift encountering the Parliamentary elections scheduled for 

November 25, 2007 (ibid., 2008). By the end of the subscription period, there were 

356.720 citizens wanting to subscribe HT shares (Grubišić, 2008). According to the 

data of central Depositary and Clearing Company, 307 thousand kept the shares until 

the first dividend date in 2008. 

 

The government encouraged citizens’ participation in share offering by offering ten 

bonus shares to investors that keep their shares for one year after the public offering, 

which caused it to further reduce its ownership stake free of charge on October 2008. A 

contribution to further reduction of government’s stake has been the sale of the shares 

to HT’s current and former employees in spring 2008, whose characteristics are 

disclosed in table 3. 

 

Table 2. Public share offering features of HT 
Public offering characteristics Description 

Total number of shares issued 81.888.535 (100% stake in the company) 

Total number of shares offered to the 

investors 

20.472.133 (25% stake in the company in form of a 

preferential offering to Croatian citizens 

6.141.640 (7,5% stake in the company in form of non-

preferential offering to all interested investors; this 

proportion includes over-allotment option of 3.471.361 

shares granted to the lead underwriter (JP Morgan) and 

exercisable within 30 days after the pricing date.  

Price range 245,00-320,00 HRK 

USD 46,43-60,64 

Subscription period for citizens Sept 17, 2007 (8 a.m.) – Sept 27, 2007 (8 p.m.) 

Subscription period for institutional 

investors 

Sept 17, 2007 (8 a.m.) – Oct 1, 2007 (2 p.m.) 

Demand : supply ratio 5,6 : 1, i.e. 37,5 bn HRK; 

370 thousand citizens paid in 13 bn HRK under 

preferential conditions; 

Domestic institutional investors paid in 4,9 bn HRK 

Foreign institutional investors paid in 20,2 bn HRK 

Final allocation of shares 25% of stake was awarded to Croatian citizens 

7,5% was awarded to institutional investors (35% to 

domestic and 65% to foreign) 

Final offer price 265 HRK per share 

51,76 USD per GDR 

Proceeds collected for the HT None 

Proceeds collected to the state budget 7 bn HRK 

Listing date on the ZSE and on the 

Alternative investment market (AIM) in 

London 

Oct 5, 2007 

Financial advisors JP Morgan Securities Ltd with Erste & Steiermärkische 

Bank d.d. and Hrvatska poštanska banka d.d. 

 

Table 3. HT share offering to the employees 
Offering characteristics Description 

Subscription period for current 

and former employees 

May 27, 2008 (8 a.m.) – June 16, 2008 (23h 59min) 

Number of shares offered (sold) 5.732.197 (3.703.788) 
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to employees 

Guaranteed quantity up to 1000 shares, with some exemptions
182

 

Expected target group of 

investors 

About 55 thousand 

Price of offer Varies, basic discount of 5% applied to the price of 265 HRK + 

additional discount for each year of work in the firm 

Lock-up period From 6-12 months depending on the years spent within the firm; 

employees with more than 30 years of work track record had the 

shortest lock-up period 

Number of employees that 

subscribed the shares 

14.942 

Proceeds collected by the 

budget from employees 

689.039.259,75 HRK 

Source: Listing prospectus of HT; (Grubišić, 2008); Croatian government (2008) 

 

Return to investors 

 

From the moment of their listing on the ZSE, the shares of HT have been market 

movers. They have been included into the market index composition soon after the 

listing and stayed market index compounding part as one of the top shares in terms of 

market capitalisation ever since. Just after the listing, HT has become the most traded 

share on the ZSE. It accounted for 13,5% of total traded value of shares in 2008. This 

section examines the first two hypotheses on return on shares to their investors.  

Return to investors is measured as: buy-and-hold return on shares, total buy-and-hold 

return on shares, market adjusted buy-and-hold return on shares, and wealth ratio. 

Buy-and-hold return on share i on day t ( itr
) is calculated as: 

1
)1(


ti

it
it

P

P
r  

 whereby:  

itP  - price of share i on day t 

)1( tiP - price of share i on day t-1 

Total buy-and-hold return on share i on day t ( itR ) is calculated as: 

1
)1(





ti

iTit
it

P

DP
R  

whereby: 

itD  - dividend received per share i during the period T in shich the shares are held by 

the investor 

Market adjusted buy-and-hold return on share i ( iBHAR ) is calculated as a differential 

between return on share i ( )itr and market return (return on market index )tI  ) in the 

certain period T. 

)1()1(
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t

T

t

it

T

t

i IrBHAR  


 

Wealth ratio on share i  iWR is calculated as:  

                                                           
182

 The exemption relies on the employees with less than one year of work track record in Croatian telecom , 

Croatian post operator and former Croatian post and telecom operator and the staff employed following the 

corporate split of Croatian post and Croatian telecom.  
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If WR > 1. the share performed better return than the market index. 

If WR < 1, the share performed worse than the market index. 

 

The results of the applied formulas are shown in Table 4. The initial return is measured 

on the first day of trading where it rose to 43,4%. However, the unadjusted return has 

been decreasing, realising its through on Sept 30, 2016, almost nine years after the 

public shares offering and 17 years after the first stage of privatisation. The long-run 

return to investors shown in Table 4 has been calculated for the period of 1, 3, 5, 7, and 

9 years. In all these years, except in 2010, the capital gain to the investors has been 

negative, while the (un)realised capital loss has been recorded on GDRs as well. 

However, after adjusting the share return for domestic market index movements, the 

share outperformed market index on all analysed dates. Even without adjustment, but 

calculating gross dividend yield to investors, the share brought positive cumulative 

return to its investors applying buy-and-hold policy. In addition, wealth ratio exceeded 

the threshold value of 1 in all analysed years. The trading with GDRs has been rather 

illiquid, hence the company delisted these share equivalents in the beginning of autumn 

2014. The HT’s dividend policy has been shown in table 5. HT follows the policy of 

paying a dividend at least once a year, but it often announces advance payment of 

dividend in current year for the current year, unlike common practice of declaring 

dividend when the business year has ended. In almost all years, but 2002, HT declared 

and paid dividends to its shareholders, whose size varied. In four disclosed years 

dividends have been even higher than earnings. Cash in policy has been present ever 

from HT privatisation. Deutsche Telekom has collected the invested funds in the sale of 

HT’s stake from the state. The state has also been awarded with abundant dividends in 

prior to the shares offering. However, in all analysed years, it collected higher 

cumulative amount of income tax than dividends. 

 

Table 4. Return on HT shares 

Return description/ 

Date 

Listing 

date, Oct 5, 

2007 

Oct, 6, 

2008 

Oct, 5, 

2010 

Oct 5, 

2012 

Oct 3, 

2014 
Sept 30, 2016 

(Listing) / close price (265) / 380 243,05 272,75 205,5 165,55 163,98 

Price return to 

investors 
43,40% -8,28% 2,92% -22,45% -37,53% -38,12% 

Total buy-and-hold 

return to investors 
43,40% 2,87% 38,24% 29,81% 25,87% 27,54% 

Market index close 

value (prior listing 

date) / close date 

(5179,88) / 

5175,94 
2777,08 1906,67 1810,89 1927,23 1914,32 

Market index return -0,08% -46,39% -63,19% -65,04% -62,79% -63,04% 

Market adjusted price 

return (BHAR) 
43,73% 34,63% 66,24% 43,78% 25,39% 24,53% 

WR 1,5587 1,7109 2,796 2,2211 1,6847 1,3177 

GDR (listing) / close 

price in USD 
51,76 48 49,95 32 28 - 

Return on GDRs 39,10% -7,26% -3,50% -38,18% -45,90% - 
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Source. Author’s calculation based on ZSE and Bloomberg data 

 

Table 5. Gross dividend distribution to the shareholders, 1999-2015, in million HEK 

Year 

Declared 

dividend sin 

HRK 

Dividend 

per share 

in HRK 

Earnings 

per share 

in HRK 

Paid 

dividends 

in 

million 

HRK 

Dividends 

distributed 

to DT in 

million 

HRK 

Dividends 

distributed 

to the 

state in 

million 

HRK 

Income 

tax in 

million 

HRK 

2015 491.307.624,00 6 11,49 573 505 18 227 

2014 573.192.228,00 7 13,90 737 479 17 47 

2013 736.961.436,00 9 17,60 1.679 577 41 188 

2012 1.679.533.852,85 20,51 20,71 1.813 602 42 396 

2011 1.813.012.164,90 22,14 22,12 1.863 478 17 444 

2010 1.863.783.056,60 22,76 22,36 2.788 588 46 444 

2009 2.788.304.616,75 34,05 24,72 2.456 792 56 542 

2008 2.455.837.164,65 29,99 28,21 2.421 1.235 230 632 

2007 2.420.625.094,60 29,56 30,18 2.617 1.335 1.099 616 

2006 206.942.298,21 2,53 27,04 813 415 342 573 

2005 1.830.208.757,25 22,35 25,64 3.628 2.731 897 502 

2004 3.673.519.680,10 44,86 25,41 1.878   1.878 482 

2003 186.705.859,80 2,28 9,82 187 95 92 426 

2002 370136178,2 4,52 22,76 0     493 

2001 310.357.547,65 3,79 3,79 51 18 33 359 

2000 358.999.337,44 4,38 11,23 359 108 200 183 

1999 555.204.267,30 6,78 8,76 555 194 361 123 

Distributed dividends 2001-2015 in million HRK 24.418 9.958 5.007 6.554 

Source: Author's compilation from HT annual reports 

 
Total dividends paid out to HT shareholders from the date of listing until Sept 30, 2016 

reached 174,01 HRK, realising the approximate annual dividend yield of 7,3% to their 

investors. The highest dividend of 34,05 HRK was paid out in 2010, followed by 29,99 

HRK and 29,56 HRK recorded in 2009 and 2008, respectively. From 2011-2013 HT 

distributed 22,76 HRK, 22,14 HRK and 20,51 HRK per share, while the distributed 

earnings in 2014 and 2015 were only 9 and 6 HRK per share, respectively. A generous 

dividend policy has been a continuation of the traditional (regular and irregular) 

dividend distributions from the beginning of the third millennium thereon and subject 

to the Memorandum of Understanding agreed on August 13, 2007 among key 

shareholders prior to the IPO. According to this agreement, the distributed amount of 

dividends should be between 50-100% of net earnings, subject to the overall financial 

and liquidity condition of the HT. 

 

From the first day of listing on the Zagreb stock exchange, Croatian telecom has been 

marked as one of the most transparent Croatian companies. It is one of rare companies 

whose track record could be followed for the last 15 years. The company regularly 

discloses its financial statements, annual reports, corporate governance filled in 

questionnaire, and calendar of important events in line with regular meetings for 

institutional investors. Value of transactions and close prices of HT shares have been 
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disclosed. Figure 1 demonstrates the gradually diminishing interest in HT shares amid 

the same price range in the last 2,5 years. 

 

Figure 1. Value of transactions and prices of HT, 2007-2016 
Source: Author’s collection from ZSE and Central Despository and Clearing Company. 

 

Operating results 

 

The post-privatisation years have been marked by fierce competition of the remaining 

telecom operators (primarily VIPnet and Tele2), the acquisitions of other companies, 

new services, and entrance into new business segments. In May 2006 the group 

acquired Iskon Internet d.d., one of the leading alternative internet providers in Croatia. 

Four years later the group acquired an ICT provider Combis. In September 2006, 

Croatian telecom was the first company in Croatia, and within the Deutsche Telekom 

Group, to introduce an IPTV service with a national reach (Prospectus 2007, p.1). 

Besides offering double play and triple play packages, i.e. packages of voice/broadband 

and voice/broadband/IPTV services. HT group also entered tour operator market and 

began selling electrical energy from 2014. 

 

As illustrated in Figure 2, there are five main sources of revenues to HT (and other 

telecoms): fixed and mobile telephony, Internet data including TV and 

telecommunications infrastructure lease. It is clearly seen that internet services are most 

growing segment of operations in absolute numbers, while fixed and mobile telephony 

revenues are on decrease. Fixed telephony experiences the most significant decline in 

revenues by losing 34% of the market in 2004-2015 period. This decline was partly 

matched by revenues from mobile telephony which rose 17% (from 48% in 2004 to 
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65% in 2015). Internet services had their peak soon after the IPO of the shares in 2008 

when they had as much as 80% of total market share to reduce it to only 36% in 2015. 

Market share for data links lease cannot be exactly determined due to the separation of 

wholesale and broadband services in HT’s revenues, while HAKOM reports data link 

services only. 

Figure 2. Revenues type and structure of HT group, 2004-2015, in million HRK 
Source: Author’s collection from annual reports of HT, 2004-2015. 

 

In March 2008, Croatian regulatory authority for network industries (HAKOM) 

published the Terms of Joint use of distributive telecommunications infrastructure to 

clear up the present state of affairs and to eliminate further doubts arising from the joint 

use of such infrastructure.183 Until the court resolves the case, HT is considered an 

infrastructural operator of telecommunication infrastructure and equipment that has to 

grant the access to the infrastructure to other parties (its competitors) in return for a fee 

determined in the contract on infrastructure lease. In a closely regulated 

telecommunications market, HAKOM determines general licencing fees. The share of 

HT group in market has been constantly decreasing for fixed lines, stable and slightly 

growing for mobile telephony, and slightly decreasing for internet services as shown on 

Figure 3. From 2010 thereon T-mobile merged with HT to divide their business 

segments to business and residential. In 2014, HT acquired a smaller indebted telecom 

company – Optima telecom. 

 

                                                           
183

 An interesting text on the right on the distributive telecommunications infrastructure favouring public 

ownership is available at: http://www.digitalnigrad.hr/default.aspx?id=191 (in Croatian only).  

http://www.digitalnigrad.hr/default.aspx?id=191
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Figure 3. Share of HT group in market revenues, 2004-2015 

Source: Author’s calculation from annual consolidated reports of HT, 2004-2015. 

 

Figure 4 shows that the customers have been returning to HT which has been 

recovering its market stake in mobile telephony (MT), while fixed telephony customers 

(FT) are on decrease. Despite being the market lead in providing internet services (IS), 

the competitors stake grows exponentially.  
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Figure 4. Number of customers in fixed and mobile telephony in HT and other 

operators 

Source: Author’s calculation from annual reports of HT and HAKOM data, 2004-2015. 
 

While total consolidated revenues fell from 8,295 billion HRK in 2004 to 7,017 billion 

HRK in 2015, concerns arise over 2,081 billion HRK net income in 2004 compared to 

0,941 billion in 2015. Profitability is commonly measured by ROA, ROE and ROS, i.e. 

return on assets, return on equity and return on sales, respectively. Figure 5 illustrates 

significant decrease in all profitability ratios (ROA, ROE and ROS) rejecting the 

hypothesis on post-privatisation profitability rise. According to earnings per share and 

price per book value, 2007 appeared to be a good year for exit of the state, especially 

compared to significant decline in dividend payout thereafter. Even though price-

earnings ratio has not been maximised in the privatisation sale (around 9,80), it has 

never reached 13, suggesting that the offering price has been determined slightly lower 

than it should had been to signal the committment of the government to sell the shares 

to the citizens. In the end, the right-wing party was re-elected after the public offering. 
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Figure 5. HT's profitability pre- and post-privatisation 

Source: Author’s calculation from annual reports of HT, 2004-2015. 

 

Despite the fact that HT has been disclosing the investments in CAPEX as of 2010, 

these are not comparable with the data from the financial statements. Sales efficiency is 

commonly measured as sales per employee, while net income efficiency is measured by 

net income per employee. Efficiency numbers per employee has been depicted in figure 

6. Number of employees was reduced significantly from 8,8 thousand in pre-

privatisation period to 4,7 thousand with further declining trend. However, the gross 

salary per employee has been kept quite stable ranging from 190-215 thousand HRK 

per employee after its through of 165 thousand HRK in 2006. Consolidated sales per 

employee has been exercised an U shape curve form 2008-2015, while an average 

employee lost almost 170 thousand HRK net earnings from 2007-2015. 

 



498 

 

 
Figure 6. Number of employees and efficiency per employee, 2004-2015 

Source: Author’s calculation from annual reports of HT, 2004-2015. 

 

Conclusion 

 

The privatisation of Croatian telecom run quite smoothly in sequential stages. After 

selling the control stake to Deutsche Telekom AG in 2001, the government transferred 

7% stake to the Croatian homeland war veterans fund, and opted to sell 25% stake 

through the public share offering and additional 7% stake to current and former 

employees thereafter. Privatisation through shares subscription took place in September 

2007 and May-June 2008, causing the government stake to decrease below 3,5%. 

 

Privatisation by shares offering was the largest in the country and in the region, 

increasing the number of shareholders for 44%. Over 350 thousand of citizens 

subscribed the shares, making the ruling right-wing political party to be re-elected 

thereafter. 

 

The post-privatisation phase has been marked with constant reduction in market share 

from other telecom operators emerging after 2004. Despite the initial protection of the 

former monopoly, especially over the disputable ownership over telecommunication 

infrastructure the company failed to keep pace with the competitors in fixed telephony, 

while after the starting decline, it became recovering lost customers in mobile 

telephony. Market liberalisation and competition as well as HAKOM regulation 

striving to equal the regulatory treatment of all competitors forced Croatian telecom to 

constantly introduce new services. Apart from the broadband services, the company has 

been exploring new business segments such as ICT and electricity trading. However, 

the revenue and net income slump in nine years (from 2004-2015) has been 15,4% and 
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54,8%, respectively. According to the profitability and efficiency ratio, though at 

somewhat lower price than it could have get, the state chose a good timing to cash in its 

ownership stake. The control owner has been constantly restructuring the company 

amid the stagnating mature market for telephony services. Restructuring in mostly 

evident in 48,7% reduction in the number of employees in parent company and 46,5% 

employee reduction on the consolidated level. All profitability ratios have fallen 

causing the dividend to gradually decline. The market got one of the most liquid shares, 

that outperformed the market index, especially when gross dividends have been taken 

into account. However, since the IPO the levels of traded shares in the company are on 

decline.  

 

Post-privatisation evidence shows decline in all operating ratios of HT with stable 

dividend policy and declining dividends. The market performance was better as HT 

shares are among the most liquid ones on the Zagreb stock exchange, especially when 

dividend is taken into account. The control owner has managed to recover its 

investment by constant dividend payoff. Even though the results of this privatisation are 

below expectations in terms of operating performance, it is clear that the state 

monopoly could not survive the market liberalisation in telecom services as it rapidly 

lost its market share in the first years of the competition.  
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Abstract 
 

This paper analyzes the relationship of Knowledge Management (KM), as applied in Croatian 

enterprises, and its non-financial, as well as financial performance. It follows the previous 

research of Information Technology (IT) application, which explored the return on investment 

and performance effects of different forms of IT. The empirical research is based on a sample 

of Croatian enterprises, belonging to different groups, according to size and the lifecycle stage, 

as to ensure the validity of obtained results. Based on the common classification of KM 

processes, authors hypothesize that the KM 

development is positively associated both with non-financial, as well as financial performance 

of the enterprise implementing this new managerial tool/approach. The previously validated 

models of KM process(es) development and the non-financial performance, related to KM 

application, have been used in the research. The financial performance has been measured, by 

using the traditional financial indicators, including the revenues, return on assets (ROA) and 

return on equity (ROE) for the analyzed companies. The obtained results demonstrate the lack 

of significant statistical differences in financial performance, among companies with different 

levels of KM development. At the other hand, relevant non-financial indicators of KM 

performance (including: KM influence on employee co-operation, organizational 

communication, skill improvement and productivity of staff, as well as quality of decision-

making) demonstrate the significant statistical differences, when enterprise groups with 

different levels of KM are compared. The obtained results and the lack of the preconceived 

relationship between the non-financial and the supposed financial KM performance are 

discussed, by taking into account the previous research results, especially in the field of IT and 

managerial tools/approaches application. Additional control variables, which should be 

included into future research, are also introduced, since this study has been conducted in the 

specific economic environment, i.e. during the recession in the Croatian economy. Some other 

limitations of research are discussed, such as the composition of the research sample, 

characteristics of some groups of Croatian enterprises and entrepreneurs, etc. 

 

Keywords: knowledge management, performance and success indicators, Croatian  

enterprises 
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          Knowledge, knowledge management (km) and km performance effects 

 
Knowledge is a multidimensional construct, with the definition depending on the 

methodological approach. It may be considered in terms of personal intellectual 

capacity, or as a precondition for collecting and processing data, creation and exploiting 

information (Alavi and Leidner, 2001), or, even. the final „truth“ that includes values 

and experience of the participants in process (Nonaka, Konn, Toyama, 2001). At the 

other hand, knowledge is inseparable from the business processes, which make use of it 

and create knowledge-based value (Davenport and Prusak, 2000). 

 

There are also many definitions of Knowledge Management (KM), but we accept that 

KM is the art of creating value out of organizational intangible assets, a dynamic 

approach to the optimal management of the key business knowledge at aim of creating 

value (Sveiby, 2001). In order to transform the knowledge into a valuable 

organizational asset, knowledge, experience and skills must be formalized, distributed, 

exchanged and applied. KM is considered as key part of the strategy of using expertise 

in creating sustainable competitive advantage in contemporary business environment. 

 

Although varying depending on author cited, it is possible to identify four generic 

processes or phases of elements of KM as foundation of creating new value for the 

organization. Those are (cf. Wiig, 1993; Ruggles, 1997; Probst et al, 2002): 

 generating, 

 storing – codification and structuring of the data for easier access, 

 distributing – transferring and 

 using knowledge for business purpose(s). 

 

Although KM is a complex and dynamic process, regardless of the organizational 

goals, the generic goals of KM can be cited in terms of keeping the balance between 

implicit and explicit knowledge, as well as directing them to achieving better 

organizational performance, which can 

be achieved by (Zaied, Hussein and Hassan, 2012): 

 enabling faster information flow, 

 improving process of knowledge distribution, 

 enabling better networking of employeesm 

 using synergy among various locations, 

 enabling more effective business processes, or 

 enabling better communication in complex and global networking. 

 

Contemporary oganizations understand that they must manage their intellectual assets 

in order to achieve and keep competitive advantages. Benefits of well KM can be 

direct, or indirect, as mediated by business process improvements (Davenport and 

Prusak, 2000). 

 

Many organizations regularly use some of the KM elements, without regard of 

performance effects those may bring, which can be explained by the insufficient 

knowledge of KM processes, as well as unexplored relations between KM and 

organizational performance. 
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Understanding these relations helps to valuate investment into KM and clarify how to 

manage knowledge within the organization, in order to improve performance. However, 

KM is not the only influencing factor, relevant for performance improvement and 

initiatives, based on KM strategies, should be able to prove their value and benefis, as 

to ensure continuous support from all stakeholders. These benefits must be measurable 

(Carlucci and Schiuma, 2006) since project costs may be very high. Although there is 

no generally accepted framework for measuring KM benefits, the most frequently used 

are ROI (Haugh, 2002), BSC approach (Kaplan and Norton, 1992), qualitative case 

studies (Teruya, 2004) and success cases method (SCM) (Brinkerhoff, 2005). 

Significant effort in creating set of criteria for evaluation of the effectiveness of the KM 

was achieved by Anantatmula and Kanungo (2005), who systematized the research on 

indirect (non-financial) performance effects of KM, by using the following 

categories: 

 

 improved cooperation within an organization, 

 improved communication, 

 improved employee skills, 

 higher productivity, 

 better decision-making. 

 

In this study, the previously mentioned framework for measurement of non-financial 

KM effects will be adopted, while the potential direct (financial) performance effects 

of KM will be measured by traditional financial indicators, such as Return on Assets 

(ROA), Return on Equity (ROE), profit rate and Value Added (VA). 

 

Research model and methodology 

 

Based on the previous conceptualization of KM activities, based on the fundamental 

model of generic process/stages, but further extended, according to the Fraunhofer 

reference model (cf. Mertins et al, 2003), the KM elements have been modeled (see 

Figure 1). The four stages of KM (labeled KM S1-S4) represent the generic stages of 

knowledge generation (S1), codification/structuring/storing (S2), distribution (S3) and 

usage/application (S4). The potential financial and non-financial KM perfomance 

measures have been already discussed in the theoretical section of the paper. 
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Figure 1. Integrated research model of KM elements and the potential resulting performance 

 

The initial hypothesis is based on a simple and logical presupposition about the KM 

development, leading to the improved business results, as implied by the majority of 

previous research. It is formally stated in the following manner: 

 

Hypothesis. Level of KM development positively influences business performance. 

 
The development of KM elements has been measured by using the managerial 

perception and measured by a series of questionnaire items, detecting the existence of 

each of the KM elements/stages. All items were measured on the 5-level Likert scale 

and were subsequently transformed to represent the approximation of KM 

development. The financial performance data were retrieved from the financial reports 

databases (Kompass Croatia 2014 and Poslovna Hrvatska), while the non-finacial 

performance data were assessed by managers, using the described framework of 

Anantatmula and Kanungo (2005). 

Data was collected by using a specially developed questionnaire, which has been 

administered on a random sample of Croatian companies, which regularly publish their 

financial reports. The population consisted of 926 Croatian companies, in all stages of 

company development, which have been identified in the Kompass Croatia database (in 

February 2015). The criteria for inclusion into the population included at least one 

permanent employee and the annual profit of at least 10.000 HRK (approximately 

1.500 EUR), in order to include the startup companies into the population. Namely, the 

fundamental idea of the empirical research has been to achieve a balanced sample, with 

companies in all stages of their lifecycle. This was deemed important, due to a 

potentially large number of technological start-up companies, which could have a well 

developed KM process, even as they were new and small companies. 
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Questionnaires were sent to the registered company CEOs, with multiple rounds of data 

collection, with 78 valid questionnaires being returned. 

 
Results of the empirical research 

 

The following table illustrates the distribution of responding companies, according to 

their industry. 

 

Table 1. Distribution of sample according to industry (according to national NACE 

classification) 

 
 

Industry Frequency Valid % Industry Frequency Valid % 

B - Mining and quarrying 
1 1,3 

J - Information and 

communication 
9 11,5 

C - Manufacturing 
14 17,9 

K - Financial and 

insurance activities 
4 5,1 

F - Construction 

7 9,0 

M - Professional, 

scientific and technical 

activities 

13 16,7 

G - Wholesale and retail 

trade; repair of motor 

vehicles and motorcycles 

24 30,8 

N - Administrative and 

support service activities 1 1,3 

H - Transportation and 

storage 
1 1,3 

S - Other service 

activities 
1 1,3 

I - Accommodation and food services 3 3,8 

Total 78 100,0 

Source: empirical research 
 

There is a large proportion of companies, from the trade industry (30.8%), which is 

acceptable, as the de-industrialization trends have been present in the Croatian 

economy, since the beginning of transition toward market economy. In addition, many 

companies from the information & communication, as well as financial industries have 

responded to the questionnaire, which creates a somewhat skewed sample, which might 

over-represent companies with the high level of KM development in Croatia. 

Nevertheless, comparison with the population of all Croatian companies (see following 

table) indicates that the sample is acceptable for the initial empirical research. 
 

Table 2. Population of Croatian companies according to industry 
 

ACTIVITY 
Legal entities (%) Companies (%) 

Registered Active Registered Active 

A - Agriculture, forestry and fishing 2,0 2,1 1,9 1,9 

B - Mining and quarrying 0,1 0,2 0,2 0,2 

C – Manufacturing 8,2 9,8 11,4 11,5 

D - Electricity, gas, steam and air conditioning supply 0,4 0,7 0,8 0,8 

E - Water supply; sewerage, waste management and 

remediation activities 

0,4 0,6 0,6 0,7 

F – Construction 8,3 10,8 12,8 12,9 

G - Wholesale and retail trade; repair of motor vehicles and 

motorcycles 

28,7 23,1 29,2 27,4 

H - Transportation and storage 2,8 3,0 3,6 3,6 
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I - Accommodation and food service activities 4,8 6,4 7,4 7,6 

J - Information and communication 2,7 3,9 4,4 4,6 

K - Financial and insurance activities 0,7 0,8 0,8 0,7 

L - Real estate activities 2,4 3,8 4,5 4,6 

M - Professional, scientific c and technical activities 8,9 12,0 13,7 14,2 

N - Administrative and support service activities 2,6 3,5 4,1 4,2 

P - Education 1,3 2,0 0,6 0,6 

R - Arts, entertainment and recreation 7,5 4,4 1,0 1,0 

S - Other service activities 15,7 10,7 2,9 3,0 

 

Adapted from: Statistical Yearbook of the Republic of Croatia 2014 (Table 4-4, p. 86.), 

http://www.dzs.hr/Hrv_Eng/ljetopis/2014/sljh2014.pdf 
 
 

As already described, the non-financial dimension of potential, KM-related 

performance improvement has been estimated by the responding managers. There are 

multiple limitations to this measurement approach, which might include respondents’ 

bias, as well as their vested interests to present their KM investments as successful. 

Results are presented in the following table. 
 

                     Table 3. Influence of the KM elements to nonfinancial performance 

 
 

 Mean St. dev. 

KM contribution to co-operation 3.6851 .97113 

KM contribution to communication improvement 3.6948 1.02407 

KM contribution to employee skill improvement  3.9805 .77350 

KM contribution to employee productivity increase 3.8474 .83622 

KM contribution to decision-making improvement 3.8279 .82941 

   

                                                     Source: empirical research  
 

As presented in the previous table, the means and standard deviations were calculated, 

which can be methodologically accepted, due to the equidistance of items on the 

measurement scales for the items considered. It can be easily seen that all items, 

representing KM nonfinancial performance dimensions, has been assessed as positive 

(with 3 representing the neutral point on the 5-point Likert scale), with the KM 

contribution to the employee skill improvement and improved decision-making being 

the most significant. However, due to the described limitations of the perception-based 

measurement for the non-financial KM performance, it is also important to analyze the 

financial performance. 

 

Financial performance indicators for each enterprise were identified in the financial 

database Poslovna Hrvatska, for the three year period, preceding the data collection (i.e. 

2012 – 2014). From the methodological point of view, a formal check of the normality 

of financial data distribution is required, before continuing any further analysis. This 

has been done by using the Kolmogorov-Smirnov test (K-S), as presented by the 

following table. 
 

 

 

http://www.dzs.hr/Hrv_Eng/ljetopis/2014/sljh2014.pdf
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Table 4. Results of the distribution normality test (financial indicators, Kolmogorov-Smirnov 

test) 

 

                                          Source: empirical research 

 

Since all empirical p-values are lower than the minimum value of 0.05, normality of 

distribution cannot be confirmed and the nonparametric Kruskall-Wallis test is used to 

confirm whether there are significant differences in business success indicators among 

enterprises with different level of KM elements development. These five groups were 

identified according to the previous scores on the KM development scale, based on the 

five-level Likert measurement scale. Results of nonparametric statistical testing for 

significant differences of financial performance are presented in the following table. 
 

Table 5. Significance of financial performance difference among groups with different KM development 
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There are no significant differences among medians of financial performance indicators 

among companies with different levels of KM development. Nevertheless, it is difficult 

to estimate the influence of a particular factor, such as the KM development, to the 

financial performance of an entire company, due to variety of influencing varianles and 

the comparability of accounting procedures. In addition, the three-year period may not 

be long enough to reflect the potential benefits of KM, since the Croatian economy has 

been in recession, during the years being analyzed. This leaves the potential for futher 

analysis to the non-financial KM performance indicators only, which will be presented 

in the following section of the paper. 

 

Once again, the existing five groups of companies were compared, according to the 

differences in the value of non-financial KM performance. Parametric variance analysis 
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(Oneway ANOVA) was used for this analysis, with the previous testing of variance 

homogeneity, by using the Levene's test (see following table). 
 

Table 6. Variance homogeneity test results of nonfinancial indicators (Levene's test) 

 Levene 

Statistic df1 df2 Sig. 

KM contribution to co-operation 2.997 4 72 .024 

KM contribution to communication improvement 3.414 4 72 .013 

KM contribution to employee skill improvement  1.719 4 72 .155 

KM contribution to employee productivity increase 1.143 4 72 .343 

KM contribution to decision-making improvement 1.507 4 72 .209 

Source: empirical research 

 

The existence of significant difference for non-financial performance among groups of 

companies, with different levels of KM development has been confirmed by low 

empirical levels of significance in the following table (p < 0.05). 

 

         Table 7. Significance of non-financial performance difference among groups with 

different KM development 

(One-way ANOVA) 
 

  F Sig. 

KM contribution to employee skill improvement   8.523 .000 

KM contribution to employee productivity increase 7.591 .000 

KM contribution to decision-making improvement 7.845 .000 

Source: empirical research 

 

Due to the results of previous tests of variance homogeneity tests, the analysis has been 

repeated for two variables, by using the nonparametric Kruskall-Wallis test (see 

following table). Results of statistical testing for these two variables (KM contribution 

to the cooperation and communication improvement) also confirmed the significant 

differences among companies with different levels of KM development. 
 

       Table 8. Significance of non-financial performance difference among groups with 

different KM development 
 

 
Contribution of 

KM to co-

operation  

Contribution of 

KM to 

communication 

improvement 

Chi-Square 28,032 26,355 

Df 4 4 

Asymp. Sig. .000 .000 

Source: empirical research 
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Since the previous testing cannot show the direction of the observed differnces, visual 

inspection of the relationship among the KM development and the different indicators 

of KM non-financial performance is required. For that purpose, relevant graphs have 

been produced(see following figure). 

 

       Figure 1. Relationship of non-financial performance indicators and KM development 
 

Visual inpection clearly confirms the presupposed positive relationship among all 

indicators of KM non-financial performance and the level of KM development. 

 
Discussion 

 

In the analyzed sample, there were no significant differences among the indicators of 

financial performance among the companies with different levels of KM development. 

The analysis of KM non-financial performance of KM shows the existence of 

significant differences, for all observed indicators. 
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The initial hypothesis is partially accepted, with the lack of financial bottom line of KM 

being, once again, subject to discussion. There could be an explanation that longer 

period of time and consolidated economic situation are needed to convert nonfinancial 

into financial performance for KM initiatives, although this needs to be confirmed by 

future research. 
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PERSONAL VALUES OF INTERNET USERS: A CLUSTER ANALYTIC 

APPROACH 
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188
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189

 

Abstract 
 

Values are an important academic topic that received significant scholarly attention from 

various academic disciplines. They are multifaceted constructs that guide thought and action of 

individuals. In literature, values are employed to explain and characterize individuals, groups, 

and societies, as well as to explain and characterize motivational bases behind various 

attitudes and behavior. Although there are different theoretical and methodological approaches 

to values, the theoretical framework used for individual values research is Schwartz’s value 

theory (Schwartz, 1992; Schwartz, 2012), with corresponding methodological approach of 

Schwartz’s Value Survey. Schwartz’s value theory defines 10 basic, distinct values: Power, 

Achievement, Hedonism, Stimulation, Self-Direction, Universalism, Benevolence, Tradition, 

Conformity, and Security. In order to better understand the motivational background of 

attitudes and behavior of Internet users we have explored the structure of their personal values. 

We have conducted a large telephone survey in the Republicof Croatia in 2016 on a nationally 

representative sample of more than 2,000 Internet users. Values were measured with the Short 

Schwartz’s Value Survey instrument (Lindeman and Verkasalo, 2005). Internet users are 

grouped in different value-related groups with K-means cluster analysis. Furthermore, 

differences among those value-related groups of Internet users are examined with regard to 

their levels of social trust, computer anxiety, need for privacy online, online privacy concern 

and demographics. We have found three mutually exclusive groups of Internet users, namely: 

Power-oriented group, Self-centered group and Self-transcendent group. Significant differences 

were found among those groups regarding to analyzed variables.   

 

Social trust measured as trust in institutions and trust in strangers showed to be a distinctive 

variable between three clusters. Groups differ as well in expressed computer anxiety and need 

for privacy online. As expected, demographic characteristics in terms of gender, age, 

education, income, and occupation explain observed differences among three value-related 

groups of Internet users.  

 

The findings of this research provide better understanding of personal values among Internet 

users and their interrelationships with attitudes and demographics. The findings also provide 

an important prerequisite for better understanding of online behavior, since values represent 

motivational bases behind behavior. Theoretical implications of research findings are 

discussed in the paper, as well as lines of future research. 

 

Keywords: values, trust, online privacy, Internet users, Croatia 
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Introduction 

 

Context matters and culture explains much of the human behavior and social and 

economic processes in transforming societies (Zmerli and Hooghe (Eds), 2013; Boettke 

and Coyne, 2009). In post-transition this heritage or path dependency (North, 2000) 

might be even more important. Values are multifaceted constructs that guide thought 

and action of individuals and have received significant scholarly attention from various 

academic disciplines. In literature, values are employed to explain and characterize 

individuals, groups, and societies, as well as to explain and characterize motivational 

bases behind various attitudes and behavior. 

 

Therefore, we were intrigued to find out whether, and how well, a set of values of an 

individual in the post-transition country explains his/her actions, attitudes and behavior. 

Everyday life in the digital environment shifted our focus to Internet users, who make 

up about two thirds of the adult population in Croatia. Croatia is in terms of the Digital 

Economy and Society Index (DESI) considered to be a catching-up country relative to 

the European Union (EU) average. Regarding the propensity of individuals to use 

Internet services, Croatia in 2016 scores 0.39
190

 and ranks 23
rd

 in the EU because the 

percentage of regular Internet users in Croatia is 66 percent, while the EU average is 76 

percent (DESI, 2015). 

 

We have conducted a large telephone survey in the Republic of Croatia in 2016 on a 

nationally representative sample of 2,060 Internet users and applied the Schwartz value 

theory to offer some plausible answers to our research questions: What personal values 

do Internet users prefer and which ones do they have in common? Could people using 

the Internet be clustered on the basis of their values, and if so, what explains the 

differences among groups? Is it all about trust in institutions or in other people? Internet 

users sharing similar values might have similar computer skills or technological 

anxiety. On the other hand, they might share the same need for privacy and privacy 

concerns when online. Finally, demographic characteristics such as gender, age, 

education, income, and occupation usually stand as explanatory variables in attitudinal 

studies. 

 

According to our best knowledge, this is the only research on the value sets of 

individuals that applies the Short Schwartz’s Value Survey (SSVS) to a large sample of 

Internet users in a post-transition country. 

 

The paper is structured as follows. First we provide a literature overview of existing 

studies on personal values and privacy, with special focus on the differences between 

values for the society as a whole and values at the individual level. The third section 

explains the Schwartz’s Value Survey (SVS) applied and other variables employed to 

explain the differences in the model. The survey methodology and data are described in 

section four and results presented in section five. The last section concludes and 

discusses lines of future research. 

 

                                                           
190 DESI scores range from 0 to 1; the higher the score, the better the country performance. 
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Literature review 

 

The body of literature investigating the impact of personal values, aggregated in 

culture, uses Hofstede’s (1980) dimensions of national culture. The model of national 

culture in its initial version consists of four dimensions – Power Distance Index (PDI), 

Individualism vs. Collectivism (IDV), Masculinity vs. Femininity (MAS) and 

Uncertainty Avoidance Index (UAI). 

 

Power distance shows the degree to which less powerful members of the society accept 

and expect unequal distribution of power. In societies with a relatively high score, such 

as Malaysia and Slovak Republic, the members accept hierarchical distribution of 

power as a given and do not strive to equalize it among all members of the society. 

 

Individualism indicates the extent to which people’s self-image is in terms of  

“I” rather than “we”. Higher values are attributed to societies where it is expected for 

an individual to take care solely of himself and his closest family (e.g. United States 

and Australia), while in collectivist cultures a broader group of individuals is inter-

connected in exchange for unquestioning loyalty (e.g. Ecuador and Venezuela).  

 

The masculinity dimension represents societal preference towards either material 

rewards, achievement, heroism and assertiveness or tendency to cooperate with 

emphasis on care for the weakest members of the society and quality of life in general. 

Societies with higher score in this dimension (e.g. Slovak Republic and Japan) are 

characterized as “tougher” with respect to “tender” cultures (e.g. Sweden and Norway). 

 

The uncertainty avoidance dimension expresses the degree to which the members of a 

society deal with the fact that the future can never be known. As a response, countries 

exhibiting strong UAI (e.g. Portugal, Greece and Uruguay) tend to preserve 

conservative and traditional codes of behavior and exhibit intolerance towards 

unorthodox ideas.  

 

In Hofstede’s later work, the fifth dimension of national culture was added. Long-term 

orientation (LTO) stands for the fostering of virtues for future rewards, in particular, 

perseverance and thrift. It is believed that LTO prevails in Asian societies, and that 

Western-type societies are more short-term oriented in relation to the past and present 

(Hofstede, Hofstede, and Minkov, 2010). 

The relationship between culture and privacy concern is a rather new and 

underexplored area, and it has been in the center of our particular research interest 

(Budak, Rajh, Recher, 2016; Recher, Budak, Rajh, 2016). It is a widely recognized fact 

in the literature that there are differences between the cultures with regards to privacy 

concern (Dinev et al. 2005; Chiou, Chen and Bisset, 2009; Ur and Wang, 2013) and 

here we build on the previous studies on privacy concern and Hofstede’s cultural 

dimensions. 

 

Milberg, Smith and Burke (2000) argue that cultural values are strongly correlated with 

privacy concerns of the population. Power distance, individualism and masculinity are 

positively connected with privacy concern, while uncertainty avoidance shows negative 

relationship. Bellman et al. (2004) confirm a statistically significant connection 

between cultural values and privacy concern. However, they identify influence of 
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cultural values only in two dimensions of information privacy concerns, rather than in 

overall concern for information privacy, and the impact is completely mediated by the 

regulatory structure. Furthermore, three dimensions of culture (power distance, 

individualism and masculinity) had opposite direction of impact on privacy concern 

with respect to the results in Milberg, Smith and Burke (2000), while uncertainty 

avoidance was not significant. In their study, Brashear, Milne and Kashyap (2006) 

estimate regression models using primary survey data collected from 18-30 year old 

users from Brazil, Romania and China. Among Hofstede’s four cultural indices, they 

include uncertainty avoidance and collectivism. Results indicate positive correlation 

between degree of uncertainty avoidance and collectivism, and information privacy 

concern. In China, collectivism is the strongest predictor of privacy concern, while 

uncertainty avoidance is the most significant determinant of privacy concern in 

Romania and Brazil. Cullen (2009) examines privacy concern on the sample of citizens 

in Japan and New Zealand, with the latter including ethnic minorities (Polynesian 

natives) to account for different cultural background. The data are obtained through 

interviews in focus groups. Her results validate the hypothesis that hierarchical-

collectivistic cultures, characterized by high power distance attributes within the 

collectivistic culture, display higher degree of mistrust and privacy concern. Lili and 

Min (2014) report that power distance, individualism, uncertainty avoidance, and long-

term orientation are positively related to privacy concern, while masculinity is 

negatively related to privacy concern. Furthermore, individualism and uncertainty 

avoidance significantly affect privacy concern in both Korea and China, with 

individualism having stronger effect in South Korea than in China. Also, long-term 

orientation has a significant effect only in Korea, while power distance is significant 

only in China. 

 

Privacy concern in general differs from privacy concern when online (see more in 

Gellman and Dixon, 2011). In the last decade, online privacy became the hot topic of 

information privacy studies. Cho, Rivera and Lim (2009) surveyed 1,261 Internet users 

from five cities – Bangalore, Singapore, Seoul, New York and Sydney. Due to the 

higher relevance in explaining online privacy concern, as well as multicollinearity 

among indices, only IDV and UAI were employed in the research. Their findings 

corroborate evidence of a positive relationship between degree of individualism and 

online privacy concern. However, negative correlation between UAI and privacy 

concern is in contrast with previous research; thus, the initial hypothesis is only 

partially supported. Reay et al. (2013) analyze adoption of Platform for Privacy 

Preferences (P3P) in a sample of 100,000 websites. In line with previous literature, 

adoption of P3P varies across cultures. Higher individualism is positively connected 

with P3P adoption, while the correlation is negative for the power distance measure. A 

statistically significant connection was not identified for the indices measuring 

masculinity and uncertainty avoidance. Cecere, Le Guel and Soulie (2015) investigate 

individuals’ Internet privacy concerns with respect to social networking sites on a 

sample of 22,253 individuals in 26 EU countries. Individualism is negatively related 

with privacy concerns, which goes in line with findings in Bellman et al. (2004). On the 

other hand, countries with high levels of masculinity (e.g. Italy and Slovak Republic), 

power distance (e.g. Bulgaria and Romania) and uncertainty avoidance (e.g. Spain, 

Portugal and Romania) report relatively higher levels of privacy concern. For PDI and 

UAI, findings confirm the results of Milberg, Smith and Burke (2000). Miltgen and 

Peyrat-Guillard (2014) conduct qualitative research on 14 focus groups from 7 EU 
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member states with different socio-economic characteristics. Their research confirms 

differences regarding online privacy concern with respect to cultural values. 

 

As regards post-transition countries, research on interrelations between cultural 

characteristics or values and privacy – in particular online privacy concern – is even 

more rare. In their forthcoming work, Budak, Rajh and Recher (2016) argue that 

cultural characteristics of a society determine the level of privacy concerns. They 

employ data for Croatia from two surveys to explore how Hofstede’s indices relate to 

the privacy concern of Croatian citizens and conclude that data on the individual level 

might explain interrelations between national cultural dimensions and the level of 

online privacy concerns better than Hofstede’s indices. 

 

Despite being the dominant framework in investigating the connection of cultural 

values and privacy concern, Hofstede’s dimensions of national culture have not escaped 

criticism. Some researchers argue that they are outdated in the world of rapid changes 

and globalization. Others reproach over-simplification of culture by reducing it to a few 

dimensions. In line with this argument, Ess and Sudweeks (2005) claim that “having 

only five or six dimensions for the analysis of culture seems like attempting brain 

surgery with a bulldozer”. Dorfman and Howell (1988) stress the problem of cultural 

homogeneity, since Hofstede assesses the individual and applies the findings to the 

overall community. A comprehensive review of criticism of Hofstede’s classification 

can be found in Shaiq et al. (2011). In order to introduce novelty in the research of 

cultural values and online privacy concern, as well as to overcome the shortcomings of 

Hofstede’s approach, we will employ Schwartz’s Value Survey (Schwartz, 1992). A 

thorough presentation of the SVS framework is the topic of the next section. 

 

Schwartz’s Value Survey and model applied 

 

According to Schwartz’s value theory (Schwartz, 1992; 2012), there are ten 

motivationally distinct values driven by universal requirements of human life. These 

values are, namely, power, achievement, hedonism, stimulation, self-direction, 

universalism, benevolence, tradition, conformity, and security. By asking respondents 

to what extent the listed ideas represent a life-guiding principle for them personally, 57 

value items of Schwartz’s Value Survey enable the positioning of an individual in a 

cultural group. Furthermore, the values form a quasi- circular structure because of the 

different spacing they occupy, as well as the relations among them. Values close to 

each other are compatible, while diametrically opposite values are unrelated and 

incompatible. 

 

Also, the quasi-circular structure indicates existence of two-dimensional space, where 

the dimensions represent basic human problems. On one hand, there is a trade-off 

between conservation and openness to change. Higher motivation for conservation 

indicates preference towards maintaining current norms and behavior, while motivation 

to pursue one’s own emotional and intellectual interests is the feature of the openness to 

change dimension. The second dimension is self-transcendence versus self-

enhancement, which concerns the conflict between pursuing the welfare of other people 

and the individual’s personal interests.  
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Lindeman and Verkasalo (2005) developed a shorter version of the original SVS called 

the Short Schwartz’s Value Survey by attributing 10 value items to 10 values, unlike in 

Schwarz’s original survey where 57 value items were corresponding to 10 values. For 

example, the respondents were asked to grade the importance as a life-guiding principle 

of “power, that is, social power, authority, wealth”. Their answers were measured on a 

Likert scale ranging from 0 (opposed to my principles) to 8 (of supreme importance). In 

their series of studies, they confirmed the validity and reliability of the new scale as 

well as the quasi-circular structure of the original theoretical framework. 

 

Figure 1. The two-dimensional structure of values 

Self-transcendence 

 

 

 

 

 

 

  

 

                                             (Lindeman and Verkasalo 2005) 

Figure 1 is a graphical depiction of the two-dimensional structure of values. On the far 

ends of the horizontal axis are two opposite motivations – openness to change and 

conservation, while the vertical axis separates the inclination between self-

transcendence and self-enhancement. Depending on the weight that the individual 

attributes to a specific value item, he/she can be positioned in a broader group of 

individuals with similar motivation and cultural values.  

 

The Short Schwartz’s Value Survey has been widely used in different scientific fields, 

such as environmental economics (Poortinga et al., 2011), medicine (Saher and 

Lindeman, 2005), theology (Aarnio and Lindeman, 2015), sociology (Gaunt, 2006), 

and others. However, to the best of the authors’ knowledge, this is the first attempt of 

examining the correlation between privacy concern and personal values using the SVSS 

methodology.  

 

We were interested in exploring whether there were differences in these values among 

groups of citizens in Croatia and, if so, what explained the differences between clusters. 

We assume that socio-demographic characteristics of respondents play the major role 

here. It seems rational that younger people and/or more educated ones are more driven 

by wealth, power, ambition and hedonistic style than the rest of the population, with 

gradual decline with years of age. On the other hand, older people have a relatively 

higher tendency towards “conservative” values, such as obedience, tradition and 

politeness. Regarding education attainment level, hedonism and challenging life are the 
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most dominant for people with secondary and tertiary education, while self-

enhancement and conservation, with their respective values, gradually decline with 

years of education. The difference between men and women, and the values they assess 

as life-guiding, is almost negligible. However, men are more prone to a hedonistic style 

of life, while women attribute more importance to honesty, equality and politeness. 

 

Within the same demographic group, respondents might share various personal values. 

We posit that for personal values in post-transition countries, the level of trust in 

institutions and in other people might be crucial. Social trust is a composite variable 

indicating the degree of confidence towards strangers and institutions. In order to 

measure it, two sets of questions were employed: one designed to estimate the extent of 

confidence in institutions and another measuring general trust in people (Naef and 

Schupp, 2009). 

 

For Internet users surveyed, common personal values might be attributed to the similar 

computer anxiety and need for privacy online standing as a good proxy for privacy 

concern shared within the group. In our model, therefore, we include survey questions 

assessing these attitudes as well. Factors affecting computer anxiety refer to the extent 

of fear or aversion to computerization and/or interactions with computers that is 

manifested in people (Parasuraman and Igbaria, 1990) and previous research has found 

that computer anxiety affects users’ performance with software (Thomas, 1994). 

Computer anxiety, in terms of an unpleasant sense, aversion or fear of using computer 

technology, or frustration about the computerization going on in the digital society, is 

measured using the adapted items of Parasuraman and Igbaria (1990). 

 

Need for privacy is strongly opposed with the “nothing to hide” argument. As regards 

the need for privacy when online, three statements were used to explore people’s 

general opinion on preserving anonymity when using the Internet, and about retaining 

the control and deliberate consent on gathering personal information when online (Yao, 

Rice and Wallis, 2007). 

 

Data and methodology 

 

The survey data employed originate from the large survey we conducted in Croatia at 

the beginning of 2016. Data were collected by telephone survey. An online phone book 

was used as a sampling frame. The sample was created based on a one-way 

stratification by 21 counties. The sample allocated to each stratum was proportional to 

the assessed number of Internet users in each stratum. Within each stratum a 

combination of random and systematic sampling was applied. Pages from the phone 

book were selected using simple random sampling procedure. Sample units within each 

page were selected applying systematic sampling procedure. The final sample consists 

of 2,060 Internet users aged 18 or older. The summary statistics of sampled respondents 

is presented in Table 1.  

 

The measurement instrument included ten questions on values, and ten questions on 

social trust, need for privacy online and computer anxiety. Each item in the 

questionnaire was measured by a five-point scale, ranging from 1 (strongly disagree, 

absolutely no) to 5 (strongly agree, absolutely yes). The demographic variables 
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included gender, age, education, household income, and occupation (see Appendix: 

Questionnaire).  

 

Table 1. Summary statistics of sampled respondents, n = 2,060 

 % 

Gender  

   Male 49.7 

   Female 50.3 

Age  

   18-29 27.2 

   30-39 26.8 

   40-49 22.8 

   50-59 16.8 

   60+ 6.4 

Education  

   Primary school 0.8 

   Secondary school 50.2 

   University and higher education 45.9 

   Master’s degree/doctoral title 3.1 

Income  

   Up to 2,500 HRK 2.5 

   2,501-5,000 HRK 14.8 

   5,001-7,500 HRK 21.9 

   7,501-10,000 HRK 29.2 

   10,001-12,500 HRK 13.3 

   12,501-15,000 HRK 9.6 

   More than 15,000 HRK 8.8 

Occupation  

   Owner of the company/craft  2.0 

   Manager/official 2.1 

   Professional  29.9 

   Technician/clerk  18.1 

   Worker 24.7 

   Retired 8.7 

   Student 8.7 

   Unemployed 5.0 

   Other 0.7 

 

Source: Survey and authors’ calculations. 

The collected data were first analyzed in a descriptive manner to determine the public 

opinion on values, trust and privacy when online. Cronbach’s alpha coefficients were 

calculated to quantify the scale reliabilities. For the second step, exploratory factor 

analysis was used to identify the factors of personal sets of values. Then, K-means 

cluster analysis was employed to determine the segments of population with similar 
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values, while differences in respondents’ values between the groups were analyzed 

using chi-square test. 

 

Results and discussion 

 

The first step in the analysis was the assessment of construct validity and reliability of 

scales. The initial measurement instrument with 18 items was tested by using 

exploratory factor analysis. Principal components analysis was employed to extract the 

factors. The Kaiser-Guttman rule was used to determine the number of factors to 

extract. After excluding 8 items with loadings greater than 0.5 on more than one factor 

and items with loadings lower than 0.5 on their primary factor, the exploratory factor 

analysis indicated four distinct factors, explaining 68.4 percent of the total variance. 

The factor loadings were greater than 0.50, which is considered sufficient (Bagozzi and 

Yi, 1988).  

 

Factors were labelled according to the dominant variables in the factor as follows: 

factor 1 (P3.2, P3.3, P3.4): social trust in institutions; factor 2 (P4.4, P4.5, P4.6): 

computer anxiety; factor 3 (P4.2, P4.3): need for privacy online; factor 4 (P3.1, P4.1): 

social trust in strangers (Table 2). 

 

Table 2. Exploratory factor analysis results, factor loadings 

Items 

Factor 1: 

social trust 

in 

institutions 

Factor 2: 

computer 

anxiety 

 

Factor 3: 

need for 

privacy 

online 

Factor 4: 

social trust 

in 

strangers 

P3.1    0.82 

P3.2 0.74    

P3.3 0.84    

P3.4 0.85    

P4.1    0.78 

P4.2   0.85  

P4.3   0.86  

P4.4  0.86   

P4.5  0.75   

P4.6  0.78   

Source: Survey and authors’ calculations. 

 

Confirmatory factor analysis (CFA) was performed to test the convergent and 

discriminant validity of measures and to detect the unidimensionality of each construct. 

Unidimensionality is evidence that a single trait or construct underlies a set of measures 

(Gerbing and Anderson, 1988). The specified measurement model included six 

uncorrelated factors with uncorrelated measurement errors. The goodness-of-fit index 

(GFI) and adjusted goodness-of-fit index (AGFI) were 0.98 and 0.95, respectively. The 

normed fit index (NFI), non-normed fit index (NNFI), comparative fit index (CFI), and 

RMSEA were 0.94, 0.91, 0.95, and 0.061, respectively. Although the chi-square test 

was significant, it is important to note that it is sensitive to the sample size. Other 

model fit indices indicate a reasonable level of fit of the model (Hu and Bentler, 1999). 

The values of fit indices obtained from the four-factor model represent a substantial 

improvement over the values obtained from the one-factor model. The results of 
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confirmatory factor analysis indicate an acceptable level of convergent and 

discriminant validity, and unidimensionality (Table 3). 

 

Table 3. Confirmatory factor analysis results and Cronbach’s alpha coefficients (α) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: CFA fit indices: GFI = 0.98; AGFI = 0.95; NFI = 0.94; NNFI = 0.91; CFI = 

0.95; RMSEA = 0.061. 

* Factor loadings significant at p < 0.01 level. 

 

Source: Survey and authors’ calculations. 

K-means cluster analysis was employed to classify Internet users in Croatia according 

to their personal values. The Hartigan index was used as a criterion for determining the 

number of clusters in a data set. Mean values were calculated for each factor using only 

the items that remained after the reliability and construct validity assessment. These 

mean values were taken as an input in the K-means cluster analysis. The K-means 

cluster analysis indicated three homogeneous segments of citizens (Table 4). 

 

The average mean values for the total sample show that Croatian Internet users have 

very little esteem for social power (mean = 1.99) and prefer to reach their life goals by 

being independent, creative, curious, that is, self-directed. Croats strongly believe in the 

benevolence of being helpful, honest, responsible and loyal. They respect tradition, 

self-discipline, security and conformity (all mean values above 4).  

 

Table 4. Results of K-means cluster analysis, mean values 

Values 

Sample 

total 

(n = 2060) 

Cluster 1: 

power-

oriented 

group 

(n = 701) 

Cluster 2: 

self-

centered 

group 

(n = 749) 

Cluster 3: 

self-

transcendent 

group 

(n = 610) 

ANOVA 

P2.1 

Power 
1.99 2.45 2.09 1.35 

F = 189.35; 

p = 0.000 

P2.2 3.47 3.48 4.02 2.78 F = 219.65; 

Items Factor loadings 

Social trust – strangers; α = 0.53 

P3.1 0.52* 

P4.1 0.85* 

Social trust – institutions; α = 0.75 

P3.2 0.70* 

P3.3 0.85* 

P3.4 0.92* 

Need for privacy online; α = 0.63 

P4.2 0.49* 

P4.3 0.47* 

Computer anxiety; α = 0.72 

P4.4 0.81* 

P4.5 1.21* 

P4.6 0.73* 
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Achievement p = 0.000 

P2.3 

Hedonism 
3.72 3.74 4.29 2.99 

F = 302.91; 

p = 0.000 

P2.4 

Stimulation 
3.36 3.62 4.21 2.01 

F = 1073.57; 

p = 0.000 

P2.5 

Self-direction 
4.22 3.99 4.70 3.91 

F = 175.24; 

p = 0.000 

P2.6 

Universalism 
4.40 3.85 4.78 4.58 

F = 307.93; 

p = 0.000 

P2.7 

Benevolence 
4.65 4.19 4.90 4.85 

F = 445.77; 

p = 0.000 

P2.8 

Tradition 
4.02 3.14 4.41 4.54 

F = 579.06; 

p = 0.000 

P2.9 

Conformity 
4.50 3.85 4.85 4.82 

F = 705.03; 

p = 0.000 

P2.10 

Security 
4.30 3.57 4.70 4.64 

F = 534.67; 

p = 0.000 

Note: Items were measured on a scale ranging from 1 (absolutely no) to 5 (absolutely 

yes). 

 

Source: Survey and authors’ calculations. 

 

However, three groups of people with different values have been identified as 

distinguished clusters. Cluster 1 as a power-oriented group has the highest aspiration 

for achievements, wealth, authority and social power over other people. They do not 

care much about tradition and may not be described as valuing humbleness, modesty 

and devotion that go hand in hand with accepting one’s role in life. This group has in 

comparison with the other two clusters the lowest mean value of universalism, 

benevolence, conformity and security. Members of cluster 1 do not value as much the 

virtues of helpfulness, forgiveness, showing respect for elderly people, obedience, 

social justice, equality. Nature, arts, environmental protection and other universalistic 

concepts do not stand as life-guiding principles for them.  

 

Cluster 2 is a self-centered group because its members are driven by achievement, 

hedonism, stimulation and self-direction more than people in the other groups (see 

Figure 1.) They, however, share the similar high level of universalism as members of 

cluster 3, i.e., the self-transcendent group. This means people of both clusters 2 and 3 

are driven by universal values in terms of beauty of nature and arts, environment, 

wisdom and social justice, as well as world peace and equality. Clusters 2 and 3 have 

similar appreciation for the values of benevolence, conformity and security, but differ 

significantly in, for example, stimulation that is not a life-guiding principle for the 

members of self-transcendent cluster 3, while the self-centered members of cluster 2 

appreciate the idea of an exciting life very much. 

 

Cluster 3 is a self-transcendent group whose values are tradition, conformity, 

benevolence and security, contrasted to low stimulation and hedonism values. Members 

of this cluster do not strive for power and achievements (Figure 2).  
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Figure 2. Personal-value clusters of Internet users in Croatia 

 

Source: Survey and authors’ calculations. 

In the core of this research lies the explanation of the differences among clusters. In 

looking for the attributes of the different value groups of Internet users in Croatia, we 

first analyzed the demographic characteristics of clusters (Table 5).  

 

In power-oriented cluster 1 there is, as expected, a slight prevalence of male 

respondents (56 percent of cluster 1 members), while female respondents make up 57 

percent of self-transcendent cluster 3. Older people also tend to share the same values 

of cluster 3, while younger people are more prone to be power-oriented members of 

cluster 1. Besides these stereotypes, other demographic characteristics are not so 

evident.  
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Table 5. Differences in demographics among clusters, chi-square test results 

Source: Survey and authors’ calculations. 

Power-oriented cluster 1 is composed of more educated people (almost 60 percent have 

university degree or higher), earning an above-average household income (10,000 kuna 

 
Sample 

total 

(n = 2060) 

Cluster 1: 

power-

oriented 

(n = 701) 

Cluster 2: 

self-

centered 

(n = 749) 

Cluster 3: 

self-

transcendent 

(n = 610) 

Chi-square 

test 

Gender  % 

  Male 49.7 55.8 46.4 43.1 Pearson 

chi-

square: 

20.97; 

p = 0.000 

  Female 

50.3 

44.2 50.6 56.9 

Age % 

  18-29 27.2 36.8 31.2 11.3 Pearson 

chi-

square: 

161.71; 

p = 0.000 

  30-39 26.8 27.3 27.2 25.7 

  40-49 22.8 19.3 22.6 27.2 

  50-59 16.8 13.0 14.6 23.9 

  60+ 6.4 3.7 4.4 11.8 

Education % 

  Primary school 0.8 0.7 0.1 1.8 
Pearson 

chi-

square: 

68.55; 

p = 0.000 

  Secondary school 50.2 39.9 53.3 58.4 

  University and higher 

education 
45.9 54.4 44.5 37.9 

Master’s 

degree/doctoral title 
3.1 5.0 2.1 2.0 

Income % 

  Up to 2,500 HRK 2.5 2.6 1.3 3.8 

Pearson 

chi-

square: 

105.74; 

p = 0.000 

  2,501-5,000 HRK 14.8 9.3 14.4 21.6 

  5,001-7,500 HRK 21.9 20.1 23.6 21.8 

  7,501-10,000 HRK 29.2 26.3 30.7 30.7 

  10,001-12,500 HRK 13.3 15.8 13.2 10.5 

  12,501-15,000 HRK 9.6 11.1 9.9 7.4 

  More than 15,000 HRK 8.8 14.8 6.8 4.3 

Occupation % 

  Owner of the 

company/craft  
2.0 3.7 1.9 0.3 

Pearson 

chi-

square: 

172.30; 

p = 0.000 

  Manager/official 2.1 3.9 1.3 1.2 

  Professional  29.9 31.4 32.6 24.9 

  Technician/clerk  18.1 17.3 18.7 18.4 

  Worker 24.7 20.4 24.8 29.3 

  Retired 8.7 4.7 6.4 16.2 

  Student 8.7 14.3 9.1 2.0 

  Unemployed 5.0 3.7 4.7 6.9 

  Other 0.7 0.7 0.5 0.8 
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and more). Striving for success and power is a driving value for company owners, 

managers, and professionals as well as for students.  

Self-centered cluster 2 is a kind of moderate value cluster, with slightly prevalent 

female members. It attracts Internet population in Croatia aged less than 40 years who 

in 53 percent of cases have secondary education. The distribution of income subgroups 

within cluster 2 corresponds perfectly to the average income groups in the whole 

sample. The largest portion of surveyed professionals and technicians belong to cluster  

 

When it comes to the distinctive characteristics of cluster 3, middle-aged and elderly 

people are above national average members of self-transcendent cluster 3, as well as 

Internet users with primary and secondary education and lower household incomes. 

Workers, as well as unemployed and retired people are predominantly members of this 

particular cluster. 

Next we proceed with the differences in attitudes observed among clusters (Table 6).  

 

Power-oriented cluster 1 has the lowest recorded social trust in institutions, opposed to 

the highest social trust in strangers. They do not care much about privacy, as expressed 

in no need for privacy online and lack of computer anxiety. Self-centered cluster 2 

leads in the level of social trust in institutions and seems to be concerned about privacy 

online given the highest mean value of need for privacy online score. They demonstrate 

nearly the average computer anxiety. Self-transcendent members of cluster 3, in line 

with their demographic characteristics, are predominantly reserved towards strangers 

and more trustful towards judiciary, political and other institutions. When compared to 

other groups of Internet users, they express the highest computer anxiety and 

technology aversion.   

 

Table 6. Differences in attitudes among clusters, ANOVA results 

Values 
Sample total 

(n = 2060) 

Cluster 1 

(n = 701) 

Cluster 2 

(n = 749) 

Cluster 3 

(n = 610) 
ANOVA 

Social trust – strangers  2.48 2.60 2.47 2.34 
F = 12.94; 

p = 0.000 

Social trust – institutions  2.75 2.65 2.82 2.77 
F = 5.77; 

p = 0.003 

Need for privacy online 4.59 4.41 4.71 4.65 
F = 51.14; 

p = 0.000 

Computer anxiety 2.94 2.82 2.95 3.06 
F = 8.65; 

p = 0.000 

Source: Survey and authors’ calculations. 

Conclusion 

 

This study explores differences in individuals’ set of values among Internet users in 

Croatia. In our first research (Budak, Rajh and Recher, 2016) we employed Hofstede’s 

scores and observed that cultural dimensions explain privacy concern of the Croatian 

general population. In this research we employ Schwartz’s Value Survey which is more 

appropriate for individuals, and focus our research on Internet users. Our results, in line 

with the previous ones (Budak, Rajh and Recher, 2016), show that online privacy 

concerns, measured by the expressed need for privacy when online and by computer 



526 

 

anxiety, are related to the set of values of groups of Internet users in Croatia. Trust in 

institutions and in other people explains the differences between clusters as well. 

Among demographic characteristics, the most pronounced differences between clusters 

are found in Internet users’ age, level of education and income that is connected with 

respondents’ employment status and occupation. This study, however, does not provide 

findings on the direction and strength of causal relations. If, for example, older Internet 

users share more traditional values, does it make them more anxious about 

computerization, or concerned about privacy protection? Do individual values, 

demographic characteristics and social trust stand as antecedents of privacy concerns of 

Internet users in Croatia? All these interesting questions remain to be further explored 

in an extended model of online privacy concern. 
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Appendix: Questionnaire 

 

1. Are you an Internet user? (on any device e.g. smartphone, computer, etc.) 

 Yes        No   If YES, continue   If NO, stop the interview 

 

2. To what extent do the following ideas represent a life-guiding principle for you 

personally? 

1 = Absolutely no, 2 = No, 3 = Neither yes nor no, 4 = Yes, 5 = Absolutely yes 

 

2.1.  Power, that is, social power, authority, wealth 1 2 3 4 5 

2.2.  Achievement, that is, success, capability, ambition, and influence 

on people and events 
1 2 3 4 5 

2.3.  Hedonism, that is, gratification of desires, enjoyment in life, self-

indulgence 
1 2 3 4 5 

2.4.  Stimulation, that is, daring, a varied and challenging life, an 

exciting life 
1 2 3 4 5 

2.5.  Self-direction, that is, creativity, freedom, curiosity, independence, 

choosing one’s own goals 
1 2 3 4 5 

2.6.  Universalism, that is, broadmindedness, beauty of nature and arts, 1 2 3 4 5 
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social justice, a world at peace, equality, wisdom, unity with nature, 

environmental protection 

2.7.  Benevolence, that is, helpfulness, honesty, forgiveness, loyalty, 

responsibility 
1 2 3 4 5 

2.8.  Tradition, that is, respect for tradition, humbleness, accepting 

one’s portion in life, devotion, modesty 
1 2 3 4 5 

2.9.  Conformity, that is, obedience, honoring parents and elders, self-

discipline, politeness 
1 2 3 4 5 

2.10. Security, that is, national security, family security, social order, 

cleanliness, reciprocation of favors 
1 2 3 4 5 

 

3. How much do you trust… 

1 = Absolutely no, 2 = No, 3 = Neither yes nor no, 4 = Yes, 5 = Absolutely yes 

 

3.1.  …strangers you meet for the first time 1 2 3 4 5 

3.2.  …public authorities 1 2 3 4 5 

3.3.  …police 1 2 3 4 5 

3.4.  …courts 1 2 3 4 5 

 

4. To what extent do you agree with the following statements? 

1 = Strongly disagree, 2 = Disagree, 3 = Neither agree nor disagree, 4 = Agree, 5 = 

Strongly agree 

4.1.  In general, you can trust people. 1 2 3 4 5 

4.2.  People have the right to control personal information about 

themselves when online. 
1 2 3 4 5 

4.3.  There should be no personal information gathering on the Internet 

without consent.  
1 2 3 4 5 

4.4.  Computers are a real threat to privacy in this country. 1 2 3 4 5 

4.5.  I am anxious and concerned about the pace of automation in the 

world. 
1 2 3 4 5 

4.6.  I am easily frustrated by increased computerization in my life. 1 2 3 4 5 

 

5. Gender     M        F 

 

6. Age: ________ 

 

7. Education 

 Primary school or less 

 Secondary education  

 Tertiary education/high school, college, university  

 Master’s degree/doctoral title 
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8.  How many people (including yourself) live in your household 

____________________. 

 

9. Occupation 

 Owner of the company/craft (own-account worker) 

 Manager/official 

 Professional (highly educated e.g. medical doctor, lawyer, bookkeeper, etc.). 

 Technician/clerk  

 Worker 

 Retired 

 Student 

 Unemployed 

 Other, please specify: _____________________ 

 

10. Total net average monthly income of your household 

 Up to 2,500 kn    10,001-12,500 kn 

 2,501-5,000 kn    12,501-15,000 kn 

 5,001-7,500 kn    More than 15,000 kn 

 7,501-10,000 kn 
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THE COST OF LINGUISTIC IGNORANCE OF SMES 

Assist. prof. dr. Igor Riznar 

Abstract 
 

Export success of SMEs can be significantly improved if enterprises were aware of the 

importance of foreign language skills of their employees. According to the ELAN study, a 

significant amount of business is being lost in the EU as a result of the lack of language skills, 

i.e. due to communication barriers. Adopting a language management strategy (LMS) has been 

linked to a substantial increase in companies’ export sales. For Slovenian as well as transition 

economies, the ELAN findings are of utmost importance due to the relatively high importance 

of SMEs in providing employment in Slovenia. In the article, we investigate, by means of a 

questionnaire sent to 150 Slovenian small and medium-sized enterprises, how aware are they of 

ELAN findings, which language strategies they have adopted and if the knowledge of English is 

sufficient for their successful business operations on global markets in the future. The findings 

revealed a high level of linguistic ignorance of Slovenian exporting SMEs, which are not 

completely aware of the benefits a language management strategy could bring to their business 

operations on foreign markets. 

 

Keywords: ELAN study, foreign language skills, innovation, language management strategy, 

SMEs 
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Introduction 

 

In 2005 the European Commission published the ELAN study in which the link 

between foreign language skills and exporting success of European SMEs was 

uncovered (European Commission 2005). Despite the fact that the research 

commissioned by the Directorate General for Education and Culture of the European 

Commission made a number of recommendations for action at local, regional, national 

and European level it appears that not enough have been done in order to improve the 

situation in European SMEs with regard to language skills, cultural competences and 

exporting performance. In 2004, the research carried out by the UK Subject Centre for 

Languages (Gallagher-Brett, 2004) has identified more than 700 reasons to study 

languages, which were arranged into a set of the following categories: citizenship, 

communication, economic, social and political dimension, democracy, diversity, 

employability, environmental sustainability, equal opportunities, globalization, identity, 

intercultural competence, international dimension and foreign policy, key skills, 

language awareness, mobility/travel, multilingualism, personal and social development 

of the individual and values. Our research directly addresses only some economic 

issues related to foreign language skills in exporting enterprises. 

 

The Global Entrepreneurship Monitor, the world’s foremost study of entrepreneurship 

never mentions linguistic obstacles in their annual global reports. During the last ten 

years only the 2012 Global Report reported that “language and cultural barriers may 

limit employment opportunities…” (GEM: 2012). The world’s foremost study of 

entrepreneurship that strives to understand the entrepreneurial phenomenon seems to 

have overlooked the problem of foreign language skills in global entrepreneurial 

endeavours. Similarly, in the period from 2010 to 2014, Slovenia GEM reports never 

mentioned the importance of language skills for enterprises, let alone the connection 

between language skills and higher profits, revenues and market share of companies on 

the one side and the lack of them that may lead to failed transactions and lost business 

opportunities on the other hand. 

 

A language management strategy is a package of measures and techniques used to 

prevent linguistic barriers from occurring in new foreign markets. The strategy 

addresses specific communication issues relevant to the particular market, many of 

which can be transferred to other markets. Companies entering new markets should 

adapt their strategy to new linguistic and cultural needs. Among the many elements, the 

following seven language strategies can bring benefits to exporting enterprises: 

recruiting native speakers from your target markets; appointing company employees 

who already possess language skills; using professional translators and/or interpreters; 

developing a language plan or strategy for handling communication barriers before you 

start exporting to a particular country; language training for staff; cooperation with 

universities; and multilingual websites. The Report on language management strategies 

and best practice in European SMEs: The PIMLICO Project (2011:4) states the 

following language management strategies (LMS): use of local agents to solve 

language problems; creation of websites with special cultural and/or linguistic 

adaptations; use of linguistic audits; use of professional translators/interpreters; 

translation of promotional, sales and/or technical materials; language training and 

cultural briefing schemes; online language learning; employee selection and 

recruitment policy; staff mobility; ‘buddying’ with foreign colleagues and cross-border 
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secondment schemes; forging links with local universities; taking on foreign students 

on placement; native-speaker recruitment; e-commerce involving multilingual 

operations and product or packaging adaptation in line with local tastes and customs. 

 

Methods 

 

In order to find out how Slovenian small and medium-sized enterprises, which are 

active in some form of international activity, tackle language barriers, a questionnaire 

was sent to 150 Slovenian small and medium-sized enterprises through electronic mail, 

of which about two thirds were involved in export. The closed-ended questionnaire sent 

to the surveyed companies comprised of only thirteen questions. All except one 

question were in the form of multiple choices with three to five provided answers. One 

question was in the check-all-that-apply format. Considering the fact that people are 

often reluctant towards taking surveys we wanted to make our questionnaire as short as 

possible and still gather enough valuable data for our research. Our first question was 

about the percentage of company’s sales turnover that was exported. If a responding 

company answered 0 % it was excluded from the survey. We were interested if the 

surveyed companies had a management strategy, if this strategy is available in a written 

document, and if the company believed that there was a link between the use of foreign 

languages and export performance. In addition, we inquired if the companies surveyed 

believed that their investments in language skills have a significant return, if they 

employed native speakers, use local agents and/or professional translators and 

interpreters for their language needs and if they hired staff with language skills to 

match their foreign markets. We also wanted to know if companies had lost a contract 

due to the lack of foreign language skills, because we wanted to see if our findings are 

in any way similar to the findings of the ELAN study (ELAN, 2006), where nearly half 

of the surveyed companies said they had a language management strategy, and only one 

in ten enterprises stated they had lost a contract due to the lack of foreign languages. 

 

Results and discussion 

 

The questionnaire was sent to selected companies at the beginning of May 2015. We 

received 92 questionnaires in due time (by the end of May 2015). Six companies 

answered that they did not export and were excluded from the surveyed sample, seven 

respondents answered only some of the provided questions and were also excluded 

from the survey. Our sample comprised respondents from 79 companies. The majority 

of companies surveyed belonged to the group of companies, which export between 21 

and 40 % of their turnover (39 %). This group was followed by companies, which 

belonged to the group that exported between 1 % and 10 % of their turnover (28 %). 

The third group of companies exported more than 40 % of their turnover (20 %). Only 

13 % of surveyed companies exported between 11 % and 20 % of their turnover. 
 

The analysis of the answers provided by surveyed companies brought us to the 

following results presented on Picture 1: 

- 58 % of Slovenian exporting companies believe there is a link between the use 

of foreign languages and export performance; 10 % of the companies do not 

share the same opinion and 17 % of companies do not know if such a link 

exists. 
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- 53 % of Slovenian exporting companies believe that their investment in 

laguage skills have a significant return; 14 % of the companies do not believe 

so and almost a third of surveyed enterprises do not know if this is the case. 

- Only 20 % of surveyed companies have a formal language management 

strategy. 62 % of enterprises stated that they did not have such a strategy and 

slightly less than one fifth (18 %) of the companies do not know if such a 

strategy exists in their company. 

- 15 % of companies employ native speakers; 76 % of companies do not employ 

native speakers and 9 % of companies do not know if they have employed 

native speakers. 

- One fifth (19 %) of companies use local agents for their language needs; 70 % 

of companies do not use local agents and 11 % of companies do not know if 

they use local agents. 

- Professional translators and interpreters are used by only 10 % of surveyed 

companies; 79 % do not use services of professional translatots and 

interpreters and 11 % of companies do not know if they use such services. 

- Slightly more than one third of companies (34 %) hire staff with language 

skills to match their foreign markets; slihhtly more than a half of them (52 %) 

do not hire such staff and 14 % of companies do not know if such staff is being 

hired. 

- As for the lost contracts due to the lack of foreign language skills only 8 % of 

companies believe that they have lost contracts due to language barriers; 

slightly less than a third of companies believe that they have not lost contracts 

due to the lack of language skills, with almost 62 % of companies who do not 

know if they have ever lost contracts because of the lack of language skills. 

 

Figure 1: Language management strategies and Slovenian enterprises 

On Picture 2, we present various language management strategies employed by 16 

enterprises that employ LMS. In the surveyed sample, only 16 (20 %) of enterprises 

had a formal language management strategy. 39 companies (or a half of them) clearly 

stated that they did not have such a strategy and 31 % (24 companies) of them were not 

sure if their company have such a strategy. Twelve out of 16 companies believed that 

there is a correlation between having a language strategy and company’s performance, 
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four companies did not know if that was the case. Of the 16 companies with a language 

management strategy only two had a formal language strategy contained in a written 

document, two did not know if such a document existed and 12 enterprises answered 

that they did not posses such a document. The majority of enterprises have a 

multilingual website (94 %). Second most important strategy is appointing people who 

already posses language skills (87 %), followed by the use of professional translators 

and interpreters (56 %). The recruitment of native speakers from company’s target 

markets and the development of language plan or strategy prior to export activities to 

new markets is an activity shared by 37 % of enterprises. Language training for staff is 

provided by 31 % of companies. Only one company (6 %) mentioned cooperation with 

universities. 

 
Figure 2: Elements of language management strategy 

On the other hand, 65 % of surveyed Slovenian enterprises believed that English is not 

enough for their export activities. A rather high share of companies (35 %) still believes 

that English as a foreign language meets all their communication needs related to 

exporting. 

 

    Main research contribution, research limitations and further research 

 

The main contribution of our research into language management strategies for small 

and medium sized enterprises can be described in the following way: 

- adopting a language management strategy (LMS) has been linked to a 

substantial increase in companies’ export sales; 

- the awareness of the ELAN study, according to which a significant amount of 

business is being lost in the EU as a result of the lack of language skills, is 

important for SMEs; 

- the knowledge of English is rarely sufficient for successful business operations 

on global markets therefore the range of languages taught in tertiary and 

vocational education should be increased; 
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- among the most important elements of language management are: appointing 

native speakers, recruiting staff with appropriate language skills, using 

translators and interpreters, and website adaptation; 

- given the fact that SMEs account for more than a half of employment in the 

EU, improved language skills of employees could significantly benefit 

national economies; 

- businesses should be encouraged to exploit and develop language skills 

available within their company, provide language training and work 

experience opportunities for foreign students and/or employees, and – last 

but not least – support education and training programmes linking languages 

and companies; 

- business education related to language learning should be improved and 

successful collaboration between businesses and education institutions 

should be encouraged. 

 

Our research was limited to a sample of randomly chosen Slovenian exporting SMEs 

operating in a number of industries with headquarters in different locations. Future 

research could focus on one industry in a certain area. If the majority of companies 

chosen were located in the Štajerska region (bordering to Austria) or in the Primorska 

region (bordering to Italy) the research results would probably be different. Similarly, if 

companies from only one industry were chosen, the research results may also differ 

from our results. Further research could thus concentrate either on one region or a 

single industry. 

 

In summary, our recommendations for Slovenian enterprises and their managers are the 

following: review your language needs in particular markets against the checklist 

provided above; take action to implement a LMS appropriate to your markets; evaluate 

cost-effectiveness of the various language management techniques; network with other 

SMEs and share resources and good practices. Last but not least, educational 

institutions should also be aware of the importance of their role as support service 

providers in the area of language training. HEI should seek opportunities to make 

contacts with local international SMEs for knowledge exchange purposes and for the 

development of relevant services for local businesses. Both improved communication 

between HEI and businesses and transfer of good practices can improve the situation 

and has been emphasized by other authors (Babnik and Trunk Širca, 2014; Distanont, 

Haapasalo and Vaananen, 2014; Feria and Hidalgo, 2011). 

 

Our research confirmed that 65 % of Slovenian exporting enterprises believe that 

English is not enough for satisfying every communication need. If individuals want to 

remain employable and companies open new markets and new business opportunities, 

they should embrace multilingualism. Despite the fact that English is the most studied 

language in the world with about two billion learners in the next decade and a preferred 

language for intra-company communication in many global companies as well as in 

medium-sized ones, not everyone speaks or wants to speak English. The Austrian 

Institut für Bildungsforschung der Wirtshaft (2006) published a report projecting future 

language needs in Austria stating that companies will need Italian, Czech, Slovak and 

Hungarian. Our research also showed that only a small percentage of Slovenian 

exporting enterprises employ LMS (20 %) and that even fewer have their language 

strategy contained in a written document (only two of the 16 which stated that they 
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have a formal language strategy). Despite the fact that 73 % of companies believed that 

there was a link between the use of languages and export performance they did not 

employ such a strategy. 

 

The contribution of foreign languages to competitiveness is too obvious to be doubted. 

Even the British are increasingly becoming aware of this simple fact. Graham (2012) 

reports that where English is the language of customers, the UK is able to export more 

than it imports, yet, where the first language of a market is a language other than 

English, the UK buys more than it sells. According to the same study, a body of 

research has shown the importance of language skills in facilitating international trade. 

English is losing its prominence as the online language, with just 29 % of all language 

use on the Internet in 2009, as well as missing out on a wealth of business opportunities 

in international trade. According to recent research carried out by University Council of 

Modern Languages (UCML, 2011) the current cost of the UK’s underinvestment in 

language skills is in the range of £7.3 billion and £17 billion, or 0.5 to 1.2 per cent of 

GDP. According to The Guardian Another study, led by James Foreman-Peck of 

Cardiff Business School has estimated that lack of foreign-language proficiency in 

Britain costs the economy £48 billion ($80 billion), or 3.5 % of GDP, each year. In the 

next decades, foreign language skills are going to become more important than ever, 

even for people whose mother tongue is English. We are thus likely to consider 

learning Mandarin, Arabic, Russian, Spanish, Portuguese or Turkish or any other 

language spoken in the territory that is now considered to be an emerging market. Not 

only will this help businesses, it might also help enhance our ability to simply 

understand one another better, to increase our awareness of different cultures, ways of 

thinking (Kohonen et al 2014), or even increase creativity and enhance our overall 

mental ability (Adesope et al 2010). In addition to the above mentioned, it is important 

– because of the impact of LMSs on a company’s bottom-line – to raise awareness 

among SMEs of the commercial value of using language strategies and to promote 

ideas leading to the increase in the volume of European SMEs implementing an LMS in 

trade. Companies unwilling to enhance their repertoire of foreign languages are at risk 

of becoming less competitive and incapable of operating in today’s globalised world, 

the more so if the companies have their headquarters in the environment where the 

native language is spoken by two million people. 
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Abstract 
 

Patent is the oldest and most effective way for protecting inventions. Patent protection 

encourage R&D and commercialization of inventions. So, through patent protection, the 

invention gets its economical value which means direct economical effects such as stimulating 

entrepreneurship, competitiveness and creating new jobs. From that viewpoint it is private as 

well as public interest. Commercialization of patented inventions is a complex process and very 

often needs different kinds of institutional supports. The object of this article is analyzing 

legislation and institutional measures for financial support for protection and 

commercialization patents intented for domestic inventors and entrepreneurs. The purpose of 

this article is to share findings related to effects of legislation and using institutional measures 

in patent protection and patent commercialization by Macedonian inventors-entrepreneurs. 

Data collection is provided by the State Office of Industrial Property, Ministry of Economy 

Republic of Macedonia and Fund for innovations and technology development.  

 

Key words: patent, commercialization, legislation, financial support   
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Introduction 

  

Patent is the oldest and most effective way for protecting inventions. Patent protection 

encourage R&D and commercialization of inventions. So, through patent protection, 

the invention gets its economical value (Dabovic-Anastasovska & Pepeljugoski, 2012). 

 

There are two main reasons with the same motivation because of countries have laws to 

protect intellectual property including rights related to inventions. The first reason is to 

give statutory expression to the moral and economic rights of inventors in their 

inventions and the rights of the public in access to those inventions. The second reason 

is to promote, as a deliberate act of Government policy, creativity and the dissemination 

and application of its results and to encourage fair trading, entreprenurship, generating 

new jobs which would contribute to economic and social development (Polenak-

Akimovska et al., 2005).  

  

The main aim of patent protection is patent commercialization. Commercialization of 

inventions is a complex process and in a highly competitive market it needs a 

professional approach and a lot professional expertise in order to have chances of 

success. It depends on various factors and sometimes needs institutional and other kinds 

of supports. So, most countries pass on laws and measures for institutional support for 

patent protection and patent commercialization (WIPO 1996; Meyer, 2004; Svensson, 

2011). 

  

The purpose of this article is to provide effects of legislation and using institutional 

measures in patent protection and patent commercialization by Macedonian inventors-

entrepreneurs. The paper is structured as follows: in section one is presented the 

literature review where are presented definitions related to inventions, patent 

protection, patent commercialization and institutional support measures, in section two 

there is an analyzing of the Macedonian legislation and institutional support measures 

and effects; section three with further study recommendations and finally conclusions.  

 

Literature review 

Invention-definition 

 

The invention is an object of patent protection (Dabovic-Anastasovska & Pepeljugoski, 

2012). Inventions may be defined in a non-legal sense as new solutions to technical 

problems. Those solutions are ideas and are protected as such; protection of inventions 

under patent law does not require that the invention be represented in a physical 

embodiment (WIPO, 2005). International conventions (The Paris Convention for the 

Protection of Industrial Property), and agreements (The Agreement on Trade-Related 

Aspects of Intellectual Property Rights) including European Patent Convention as well 

as most national laws dealing with the protection of inventions do not actually define 

the notion of an invention (Dabovic-Anastasovska & Pepeljugoski, 2012; WIPO, 2005).  

  

In Macedonian law, patent protection of inventions is regulated by the Law on 

Industrial Property (Official Gazette of the Republic of Macedonia No.21/09, 24/11, 

12/2014 and 41/2014). According to Article 3 of the Law on Industrial Property,  

invention shall be a solution to a technical problem related to a product, a procedure or 

a material which is the result of a certain procedure.  
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But, not all inventions are patentable. Laws generally require that an invention fulfill 

conditions, known as the conditions of patentability:  

 

 a) Patentable subject matter. The invention must fall within the scope of patentable 

subject matter as defined by national law, so this varies from one country to another 

(WIPO, 2005). In Macedonian law, Article 2, paragraph (3) of the Law on Industrial 

Property provides what kind of inventions shall not be considered as invention within 

the meaning of law and article 26 of the same law provides exceptions to 

patentability. 

 b) Industrial Applicability. The invention must be of practical use, or capable of some 

kind of industrial application (WIPO, 2005). In Macedonian law, according to Article 

30 of the Law on Industrial Property “an invention shall be considered as susceptible 

of industrial application if it can be made or used in any kind of industry, including 

agriculture”. 

 c) Novelty.The invention must show some new characteristic that is not known in the 

body of existing knowledge (referred to as prior art ) in its technical field (WIPO, 

2005). In Macedonian law, according to Article 27 “the invention shall be new if it is 

not covered with the state of the art”. 

 d) Inventive step. The invention must show an inventive step that could not be 

deduced by a person with average knowledge of the technical field (WIPO, 2005). In 

Macedonian law, according to Article 29 “the invention shall have inventive step if 

for the expert in the field the subject of the invention is not apparently arising from 

the state of the art”. 

 

     Patent- definition, granting procedure 

  

Patent is the right granted to an inventor or patent holder by a state, or by a regional 

office acting for several states, in a specific form of administrative procedure, which 

allows the inventor or patent holder to exclude anyone else from commercially 

exploiting his invention covered by the patent and as specified in the claims. Protection 

offered by a patent is territorial, covering only the jurisdiction in which the patent has 

been granted in a certain country or region in which the patent was granted and for a 

specific period of time, generally not exceeding 20 years from the filing date (WIPO, 

2013; Davitkovski et al., 2012; Dabovic-Anastasovska & Pepeljugoski, 2012).  

  

In Macedonian law, Article 3, paragraph (2) defines that patent shall be industrial 

property right protecting the invention in procedure pursuant to the Law on Industrial 

Property. According to Article 31 “patent granting procedure may be initiated by the 

inventor and his legal successor”. According to Article 32, paragraph (1) “an inventor 

shall be a natural person that has created the invention in the course of his creative 

work”. So, the inventor not necessarily is a patent holder. An inventor always is a 

natural person but patent holder may be a natural or a legal person. 

  

In different countries the steps taken by a patent office to grant patent vary but, broadly 

speaking, follow a similar pattern (WIPO 2006). 
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Figure 1. Patent granting procedure 

Source: WIPO, 2006 

 

In Republic of Macedonia, according to Article 9 of the Law on Industrial Property, the 

works related to the aquiring and safeguarding of the industrial property rights shall be 

performed by the State Office of Industrial Property.The procedure for obtaining, 

achieving, maintaing and protecting a patent is a specific form of administrative 

procedure and the State Office of Industrial Property as a competent institution, decides 

on claims by decision (Davitkovski et al., 2012). The exclusive right applies from the 

date of filing the patent application onwards for up to 10 years or 20 years depends on 

the way of examination. 

 

           Patent commercialization-definition 

 

Commercialization is the main aim of patent protection. While the patent protection is a 

specific form of administrative procedure there is no procedure or rules for patent 

commercialization. Commercialization means that patent holder has either sold the 

patent, licensed the patent, introduced a new product based on the patent on the market 

in his own, existing firm or introduced a new product on the market in his own, new 

firm, or any combination of the above. Only requirement is that the patent has 

generated some income to the patent holder  (WIPO, 1996; Wilkins et al., 2008; 

Svensson, 2011).  

  

When invention is translated into a marketable product or process it refers to an 

innovations (WIPO, 2006). Nowadays, enterprises are under pressure to continuously 

introduce innovations in order to improve manufacturing process, introduce new 

products that meet customer needs, remain ahead of the competition, expand market 

share, prevent technological dependence on other entreprises’s technology and other 

reasons (WIPO, 2006; Ramadani & Gerguri, 2010).  

  

In the innovation process a patent on its own is no guarantee of commercial success. 

But, it is a power business tool that enhances a patent holder’s capacity to benefit from 

its inventions (WIPO, 1996; WIPO, 2006). This because a patent gives the exclusive 
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right to prevent or stop others from making, using, offering for sale, selling or 

importing a product or a process, based on the patented invention, without the patent 

holder’s prior permission. The exclusive rights provided by a patent may be crucial for 

innovative enterprises to prosper in a challenging, risky and dynamic business climate 

(WIPO, 1996; WIPO 2006; Dabovic-Anastasovska & Pepeljugoski, 2012). 

 

    Institutional measures for support patents 

 

Independent inventors and small and medium enterprises as patent holders faces to 

many challenges through patent granting procedure as well as commercialization of 

their inventions. Because of patent is as public as private interest, most countries have 

support measures for patent protection and patent commercialization. 

 

The Finnish system for the promotion of inventions and innovations consists of public 

and private actors, covering broadly all stages of the innovation process from idea 

conception over evaluation, patenting and product development to the 

commercialization of an invention (Meyer, 2004). In Japan there are different kinds of 

institutional support for small and medium enterprises, beginning from consulting 

services for patent protection through financial support as subventions and grace period 

for paying fees and charges (Sathirakul, 2006). In France, the French government and 

the Caisse des Depots create a joint venture fund named France Brevets focused on 

patent monetization. France Brevets commits long-term human and financial resources 

along with enterprises and research centres to grow and monetize innovation. (OECD, 

2012). The Swedish government provides soft loans to an enterprise or an inventor in the 

R&D phase of the invention. Process (Svensson, 2007).   

 

       Analysis of Macedonian legislation and institutional measures for financial support 

for patent protection and patent commercialization and its effect 

 

The government of the Republic of Macedonia has already embarked the country on a 

path of reforms to facilitate growth and innovation. As patents are playing a significant 

role, the government offer financial support for inventors and entrepreneurs through 

following policy: 

 

        Addition of the Tariff of the State Office of Industrial Property of the Republic of 

Macedonia 

 

During the procedure for granting and maintenance of industrial property rights in 

effect it is required to pay administrative fees and special charges as well as charges for 

information services. According to Article 24 of the Law on Industrial property, fees 

shall be paid for acquiring and maintaining industrial property rights, in compliance 

with the Law on Administrative Fees, as well as special charges for the procedure of 

right recognition. The amount of special charges for the procedure and the charges for 

providing information services  are determined by the director of the State Office of 

Industrial Property of the Republic of Macedonia by a Tariff of the State Office of 

Industrial Property for which the Government of the Republic of Macedonia provides a 

consent. 
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According to statistical data of patent applications by years published in the Report on 

the operation of the State Office of Industrial Property for 2015, the number of 

domestic patent applications oscillates despite increasing number of foreign patent 

applications. 

 

Year Domestic 

Foreign, national phase 
Total 

SOIP CCP 
EPO 

ext. 
SOIP 

2003 48 23 363 386 434 

2004 44 9 399 408 452 

2005 53 15 368 383 436 

2006 55 4 403 407 462 

2007 150 13 365 378 528 

2008 34 5 401 406 440 

2009 39 11 372 383 422 

2010 27 1 336 337 364 

2011 37 3 365 368 405 

2012 50 3 440 443 493 

2013 42 4 495 499 541 

2014 29 0 544 544 573 

2015 31 1 687 719 884 
Figure 2. Patent applications by years 

Source: the State Office of Industrial Property of the Republic of Macedonia 

 

In order to support domestic inventors and foster patent protection, the State Office of 

Industrial Property of the Republic of Macedonia adopt Addition of the Tariff of the 

State Office of Industrial Property of the Republic of Macedonia for which the 

Government of the Republic of Macedonia provides a consent (Official Gazette 90/15). 

The Addition of the Tariff provides fees and charges exemptions for those inventors 

who are at the same time patent holders for their first patent application for the 

following: 

1. Correction of defects of the application in formal examination procedure  

2. Correction of the application in substantive examination procedure 

3. Publication of a granted patent for 10 years 

4. Issuing of patent certificate 

5. Printing of patent specification  

 

This measure is only for inventors who are at the same time patent holders which 

means that it could be used by independent inventors and inventors in existing 

enterprises wherein a patent holder would be an inventor, not an enterprise. So, with 

this measure small and medium enterprises as a vulnerable category are excluded.   

 

There is still no officilal report by the State Office of Industrial Property of the 

Republic of Macedonia about the effect on patent protection of this addition of the 

tariff. 



545 

 

Implemention on the Industrial Policy 

 

The Government of the Republic of Macedonia, according to the Article 36 paragraph 

(5) on the Law on the Government of the Republic of Macedonia adopts measures for 

Implementation of Industrial Policy in Macedonia within the Programme for 

Competitiveness, Innovation and Entreneurship. The responsible institution is Ministry 

of Economy of the Republic of Macedonia. 

In 2014 year and 2015 year the measures were subventions for support patents in total 

fund of 300.000 denars for the following activities: 

 

1. Costs for market research 

2. Costs for participations in domestic and international exhibitions for 

innovations 

3. Costs for substantive examination of the patent applications in international 

institutions  

4. Administrative costs related to patent granting procedure, maintaing the 

patents and costs for informational services 

 

For the first measure, the applicant should submit a proof by the State Office of 

Industrial Property of the Republic of Macedonia that he have made patent application 

or granted patent, a contract between the applicant and the consultant for market 

research, invoice and bank statement from the current year that the payment was made. 

It means that the inventor first should pay market research by his own and then he 

could applicate for the subvention.  

 

For the second measure, the applicant should submit a proof by the State Office of 

Industrial Property of the Republic of Macedonia that he have made patent application 

or granted patent, cost specification and proof that he really had exhibited the invention. 

It means that the applicant first should successfully exhibited the invention  and after 

that could applicate for the subvention.  

 

For the third measure the applicant should submit a proof by the State Office of 

Industrial Property of the Republic of Macedonia that he have made patent application 

or granted patent and a proof for paid costs for substantive examination of the patent 

application in an international institution. 

 

For the fourth measure the applicant should submit a proof by the State Office of 

Industrial Property of the Republic of Macedonia that he have made patent application 

or granted patent and a proof for paid fees and charges related to patent granting 

procedure, maintaing the patents and costs for informational services. 

   

The measures are intented only for inventors no matter who is a patent holder and the 

amount for one applicant in 2014 year can not exceed 60.000 denars and not exceed 

75% of the total costs. Ministry of Economy announce a public call and allotte 

subventions to the applicants by principle “first come - first served”. Applicants should 

submit proofs that they really have made costs for which they applicate. In 2016 year 

the public call was only for the first, second and third measure. The amount for one 

applicant can not exceed 75.000 denars and not exceed 75% of the total costs. In 2014 
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and 2015 year there were 7 applicants, 2 applicants for the second measure,3 applicants 

for the third measure and 2 applicants did not appoint for which measure they are 

interested for. The public call in 2016 year has been prolonged.  

 

One of the applicants used two measures and three inventions have a commercial 

success. Government in 2015 year increased the amount for each applicant from 60.000 

denars to 75.000 denars and in 2016 year cancelled the fourth measure in order to find 

out which measures fit inventors need, but it is obviously that the inventors are not too 

much interested for these measures. 

   

Law on innovation activity 

  

Article 1 on the Law on Innovation Activity regulates the innovation activity, the 

principles, goals and organization of application of the innovation activity results, 

scientific and research activity, technical and technological knowledge, inventions and 

innovations, as well as the establishment, status, competences, management and 

governance, funding, supervision of operations, and other issues related to the Fund for 

Innovation and Technological Development. 

 

The Fund for Innovation and Technological Development is formed with an aim of 

providing additional sources for financing of the small and medium enterprises, with a 

special emphasis on innovation.  According to the Article 3, paragraph (3) “innovation” 

shall mean an application of a new or a significantly improved product, technology, 

process or service, including significant improvements of technical characteristics, 

components and materials, built-in software, user orientation or other functional 

characteristics, or marketing methods or new organizational methods in operations, 

organization of work relations or relationships between a legal entity and environment. 

This means that could be funded inventions nevertheless are patentable. 

 

There are four funding instruments: 

 

1) Co-financed grants for newly established enterprises “Start-up” and “Spin-off” 

 

The instrument supports projects with clear commercial ambition which are anywhere 

in the proof of concept to pre-market phases. A micro, small and medium-size 

enterprises (MSMEs) from all business sectors are eligible to apply for funds under this 

instrument. The instrument shall provide financing of up to 85% of the total budget of 

the project, in maximum amount of 30,000 euro. The remaining 15% of the total 

project budget should be provided by the applicant. Projects under this instrument will 

have a 12 month duration with the possibility of extension for up to 6 months. 

  

2) Co-financed grants and conditional loans for commercialization of innovations 

  

The support provided through this instrument will be granted to projects with clear 

commercial purpose, which are already in a prototype phase (or appropriate stage 

depending on the type of innovative product, service, process) until pre-commercial 

(pre-market) phase. The instrument is open to micro, small and medium-size enterprises 

(from all sectors) which seek to develop innovative product, service or process, alone or 
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in cooperation with another enterprise or institution providing higher education or 

scientific research.The instrument shall provide financing of up to 70% of the total 

budget of the project and the maximum amount is 100,000 (one hundred thousand) 

euro.The remaining 30% of the total project budget should be provided by the 

applicant. The duration of the projects funded through this instrument can be up to 24 

months. Under justified circumstances, projects may be extended for additional 12 

months, with prior approval by the Fund. 

 

3) Co-financed grants for technology transfer 

 

The instrument is open to project proposals from: individual applicants (micro, small 

and medium-size enterprises from all sectors); partnerships between micro, small and 

medium-size enterprises, institutions in research and/or higher education, clusters, 

business associations, chambers of commerce and others; consortia consisting of micro, 

small and medium-size enterprises, institutions in research and/or higher education, 

clusters, business associations, chambers of commerce and others. The instrument shall 

provide financing of up to 50% of the total budget of the project. The maximum 

amount is 200.000 (two hundred thousands) euro. The remaining 50% of the total 

project budget should be provided by the applicant. The duration of the projects funded 

through this instrument can be up to 24 months. In justified circumstances, projects 

may be extended for an additional 12 months after the prior approval by the Fund. 

 

4)Technical assistance through business technology accelerators 

 

The maximum amount which will be financed by the Fund for establishemt, operating 

costs, management fees, and for funding the accelerated businesses is 500 000,00 Euros 

per set accelerator. This amount will be used for setting the accelerator, as well as for 

the phase of funding or financial support to accelerated enterprises. The Fund shall 

finance up to 75% of the total project budget. Minimum of 25% should be provided 

by the Applicant for an accelerator. 

 

 The selection procedure is the same for all instruments (figure 3). 

 

 

 

 

 

 

 

 

Figure 3. Selection procedure 

Source: Fund for Innovation and Technological Development 

  

The first call of the Fund for innovation and technology development for the instrument 

co-financing grants for start-ups, spin-off enterprises and innovations was opened from 

February  unil April 2015. The call resulted in 78 applications of which 34 have passed 
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the pre-selection stage and 16 were selected for funding. 7 of them are in the IT sector, 

3 in electronics, 1 in education, 1 in food industry, 1 in the video games industry and 3 

in the production of machines. The Fund will contribute with just over 450 000 euros. 

  

The second call of the Fund for innovation and technology development for the three 

instruments was opened from September 2015 until October 2015. The call resulted in 

95 applications of which 39 have passed the pre-selection stage and 17 were selected 

for funding. 10 of them are start-ups and spin-off, from which 7 are in the IT sector, 2 

in art and design and 1 sport technology. The Fund will contribute with 277 000 euros. 

7 of them are through instrument co-financed grants and conditional loans for 

commercialization of innovations and the Fund will contribute with 600 000 euros. 

  

Because of the duration period of the projects has not finished yet, the Fund provided 

information that the most of the enterprises financed by the Fund already have finished 

product ready for the market. There are 2 enterprises that applied for a patent which 

means commercialization opportunity influenced in positive direction of patent 

protection. Considering that Fund finance enterprises with patentable and non 

patentable inventions, can be concluded that its work has a positive effect both on 

patent protection and patent commercialization. 

 

Recommendations for further research 

 

In this paper the focus was on analyzing legislation, institutional measures and effects 

of them according to the informations provided from the relevant institutions. In the 

future, it should be made a research viewed from the perspective of inventors and 

entrepreneurs in order to find out their needs and weather current policy should be 

changed and expanded.   

 

Conclusion 

 

Patent protection of inventions gives to inventors-entrepreneurs who are at the same 

time patent holders  and to enterprises which are patent holders an exclusive right 

prevent or stop others from making, using, offering for sale, selling or importing a 

product or a process, based on the patented invention, without the holder’s prior 

permission. A patent is a powerful business tool for enterprises to gain exclusivity over 

a new product or process, develop a strong market position. 

 

The main aim of patent protection is patent commercialization. Patent 

commercialization is a complex process so inventors are advised to seek as much as 

possible professional expert assistance when they are involved in that process. They 

should be well informed about legislation and government measures in order to use 

them on time.  

 

On the other hand, the government should expand current measures provided by the 

State Office of Industrial Property and Ministry of Economy and include small and 

medium enterprises as well as inventors.  
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Аbstract 
 

In order to ensure long-term sustainability and growth of the company entrepreneurial activity 

involves a series of changes in the set of business activities in order to create a more efficient 

organizational structure and configuration operations. Contemporary processes of business 

restructuring companies through the concept of intrapreneurship imply entrepreneurial activity 

directed towards divisions organizational structure. In this paper we will try to look at 

contemporary theoretical approaches covering a given topic, and possible directions for 

improving the results of business restructuring through greater entrepreneurial activity. Also, 

the paper presents the results of research conducted in the Republic of Srpska, the attitudes of 

managers and business owners. Also in this paper we analyze the views of experts on the topic 

of work. Improving entrepreneurial activity and innovation can greatly influence better 

business restructuring. The scientific objective of this work is to connect the econometric 

analysis, modeled and quantitatively evaluates the impact of entrepreneurial activity on the 

corporate restructuring of companies in the Republic of Srpska. 

 

Keywords: Entrepreneurial activity, business restructuring, modeling, management. 
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Introduction 

 

In this study, we sought to systematically demonstrate the role and importance that 

entrepreneurial activity is in the process of business restructuring. Also, the basic idea 

of the study is to test the theoretical basis in our market, and thereby obtain a more 

complete picture of the situation, possibilities and perspectives of entrepreneurship and 

management to work with us. In this regard, the work we have tried to promote 

entrepreneurship and strategic approach to the given issue. The main problems adjoined 

work related to degree development of entrepreneurial activities in the Republic of 

Srpska. Also, one of the fundamental questions that we seek the answer, is the question 

of the role and importance, possibilities and chances of modeling the role of 

entrepreneurial activity in the business restructuring of companies in the Republic of 

Srpska. Step forward, in line with best international practice, developed in economic 

theory and in practice widely applied concept of entrepreneurial restructuring. Given 

that in a time of great economic crisis many companies found in business difficulties, to 

exit the same and growth, it is necessary to apply some of the strategies of the business 

restructuring. According to the research center ED (Entrepreneurship Development 

Center), the level of entrepreneurial activity in the Republic of Srpska and Bosnia and 

Herzegovina is insufficient. Taking into focus all the essence of entrepreneurial 

activity, it is necessary to point out that it is now important to opt success of the 

restructuring process of the company. As an independent variable in a research study, 

we set up entrepreneurial activity, and as the dependent variable research business 

decisions on the restructuring of the business. The aim is to highlight the possibilities of 

improving entrepreneurial activity on the one hand, and the possibility of improving the 

impact of the decision on restructuring of business on the other. In this connection, it 

follows the basic research hypothesis Ho: ,, Entrepreneurial activity contributes to 

better results of business restructuring of the company ". The interpretation of the 

results should serve as a basis for professional and scientific discussion about the role 

of entrepreneurial activity in the management decision-making on business 

restructuring companies, and the basis for the affirmation of an entrepreneurial and 

strategic approach in a given area. After the introductory part, the second part of the 

research analyzes the issues from the perspective of research through the scientific 

literature and the results of relevant scientific research. the third part of the work bears 

the name research methodology and analysis, which raises the basic methodological 

concept research, conducted sampling and applied scientific research methods. The 

fourth part presents the results of research and discussion of the results is carried out. In 

the concluding part of this paper the concluding observations on the basis of scientific 

research. 

 

Review of the literature through the past research 

 

Entrepreneurship and Management in the modern business world are in constant 

interaction and mutual conjunction. This is not about separation process management 

into two groups of tasks, but about specific symbiosis entrepreneurial spirit, managerial 

skills and leadership abilities and powers that are necessary for successful management 

of organizations in today's globalized world. Entrepreneurship and entrepreneurial 

competence requires management different from classical, to whom, as well as 

entrepreneurship, the main instrument of innovation and constant change, which is seen 

as desirable and healthy. However a small number of research papers deals with this 



553 

 

issue in a systematic way, which will be one of the objectives that we strive for in this 

work. The concept of restructuring as a business philosophy, appears in the 80's. of the 

last century. The very notion of restructuring is most often taken as a synonym for 

undertaking various changes in the organization and its operations. Willingness to 

change and adjustment of business is one of the main characteristics of entrepreneurial 

concept date problem (Audretsch, Thurik, 2004). Focused on new opportunities, not to 

existing problems. Entrepreneurial Management, according to Drucker, requires a 

different policy or practice in the four main areas (Drucker, 1995): 
 

 The organization has to become receptive to innovation, ready to change is 

perceived as an opportunity, not a threat; 

 It is mandatory systematic measurement or at least an estimate results of the 

company as "entrepreneurs and innovators" and also continuous learning 

("learning organization") in order to improve performance; 

 Requires specific procedures, and practices related to organizational structure, 

personnel selection and management, compensation systems, incentives and 

rewards; 

 There are some things you should not do (mix of entrepreneurial and 

managerial unit, enter into innovative business ventures outside the existing 

areas; must not "raise" Entrepreneurship purchase of small entrepreneurial 

units, but should build entrepreneurial management in its own system). 
 

Research in the field of restructuring the company conducts consulting firm Ronald 

Berger (eng. Roland Berger Strategy Consultants) was registered in 36 countries 

worldwide, and was founded way back in 1967. Consulting firm Ronald Berger ranked 

as the first and the best consulting firm in the world in the field of enterprise 

restructuring in 2014, in front of the consulting firms McKinsey, KPMG, BCG (Boston 

Consulting Group), PwC (PricewaterhouseCoopers), Accenture, Oliver Wyman, A. T. 

Kearney. Analyzing restructure the company's history, provide segmentation types of 

enterprise restructuring, depending on the time period. Interpretation given in the 

following charts. 
 

Grapf 1. Types of enterprise restructuring dominant in certain periods of time according to a 

study by Roland Berger Strategy Consultants 

 

 (Source: Roland Berger Strategy Consultants, 2014) 
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Based on the research of the dominant form of enterprise restructuring, results are 

obtained that during the 1990s the focus was directed to the operational restructuring of 

the 2000s the financial restructuring, and from 2005 to 2010 -2012 special importance 

was given to the strategic restructuring in order to subsequently forus next strategic 

aims and entrepreneurial activity in the process of restructuring. 

 

The results of the process of restructuring of companies in the European Union, the 

European monitoring center for change is published in the publication entitled 

Overview of the European restructuring (European Restructuring Monitor (ERM)), 

which is published quarterly. In the following of you are given information about the 

date of restructuring, company name, open / lost jobs, country, sector and type of 

restructuring. In response to the negative effects of the global economic crisis, many 

companies took over the restructuring activities, which in some cases resulted in 

downsizing. The following graph shows trends in job losses and job creation through 

the processes of restructuring the company during the period from 2008 to 2015. 

 

Graph 2. The movement of jobs and job losses through restructuring of companies in Europe 

(2008 to 2015). 

 

(Source: ERM ANNUAL REPORT 2015) 

According to a survey conducted by the Deloitte Center for restructuring (Restructuring 

Services - Deloitte) in Europe, most of the restructuring implemented in the retail sector 

in 2013, 11% in 2014 and 13% in the transport, telecommunications and media. The 

following is an overview of the Deloitte - by sector restructuring. 
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Graph 3. Deloitte Restructuring by sector 2013 - 2014. 

 

(Source: European Restructuring Outlook 2014, 2014) 

In addition to the previous analysis, it is important to point out trends that characterize 

modern business enterprises, which are directly or indirectly associated with business 

restructuring of enterprises, particularly in times of economic crisis. 

 

In defining the goals, directions, measures and activities of a business enterprise 

restructuring is extremely important to take account of the stages of the life cycle of the 

company. The concept of the life cycle of companies is based on the analogy between 

the company and biological organisms, or the view according to which companies go 

through similar stages of growth as living beings. The origins of the concept 

development lifecycle companies linked to the US economic theorists Lawerence 

Greiner who in his later turned out the historic work ,, Evolution and Revolution as 

Organizations Grow 'published in the scientific journal Harvard Business Review July 

1972, laid the foundations of the theory of life cycle businesses. Griner create a model 

that company growth takes place through phases or cycles and each transition to the 

next stage followed by the crisis and the need for restructuring. Recognizing that 

companies that grow tend passing through identical phases, Griner has developed a 

model of growth that consists of five basic phase (Greiner, 1972): 

 

 phase of growth through creativity, accompanied by crisis management, 

 phase of growth through directing, accompanied by a crisis of autonomy, 

 phase of growth through delegation, accompanied by a crisis of control, 

  phase of growth through coordination, accompanied by crisis and bureaucracy 

  phase of growth through cooperation, followed by the crisis of internal 

constraints on growth. 

 

Contemporary processes of business restructuring companies through the concept of 

intrapreneurship imply entrepreneurial activity directed towards divisions 

organizational structure. For entrepreneurial company in the restructuring process is 

extremely important to its organizational structure encourages creativity and 
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entrepreneurial spirit. Side by side with the concept of entrepreneurial activity going 

and the concept of innovation. Where is the Republic of Srpska in terms of innovative 

activity of enterprises? The answer to this question we will try to give based on the 

results of research conducted in the period 2012-2014. year by the Institute of Statistics 

on a sample of 1271 companies. The remainder of this paper presents the results of 

research. 

 

Graph 4. Enterprises by size of enterprise аnd by innovation activity, 2012 – 2014 Republika 

Srpska 

 

(Source: Statistics of innovative enterprises, 2012.-2014., 2014) 

The remainder of this paper presents the results of research to the structure of innovative 

active enterprises, enterprise size and type of innovation. 
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Graph 5. Enterprises with technological innovations by type of innovation,  

2012 - 2014 Republika Srpska 

 

 

(Source: Statistics of innovative enterprises, 2012.-2014., 2014) 

Companies that in the period 2012 - 2014 was the most innovative active are purchased 

machinery, equipment, software and buildings (83.8%), and at least benefit from 

external research and development services (24.6%). The total number of enterprises, 

4.4% of companies have introduced a technological innovation, 6.8% of companies 

have introduced a non-technological innovation, while 10.3% of companies have 

introduced technological and non-technological innovation at the same time. 

 
Business restructuring within the concept of corporate entrepreneurship involves the 

introduction of entrepreneurial principles of organizational structure. Extremely large 

contribution to the development of the concept gave Isak Adizes in his famous book ,, 

lifecycle management of the company ". The impact of entrepreneurial activity in the 

process of restructuring companies through more divisions segmentation may be 

present based on the concept ,, PAEI system" through certain business functions on the 

basis of the following graphic interpretation. Orientation of each of these sectors can 

best be described if used four roles of management: achieving (P), administration (A), 

entrepreneurship (E) and integration (I) (Vukmirovic, 2012). Sales department is 
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closely oriented to meet the needs of the customer, ie. achievement, and to meet the 

need to be effective - as a function of administration, and will be Paei style. The same 

selection of style, and there will be in the sectors of production and personnel 

departments. 

 

Graph 5. The life cycle of entrepreneurial companies through restructuring as a variable Isaac 

Adizes 

 

 

 

(Source: Vukmirovic, 2012) 

 

In order to grow, develop and avoid the downward phase of the life cycle curve of 

enterprises, enterprises must carry out the restructuring process (Vukmirovic, 2012). 

Marketing sector is oriented to customer needs, ie. to achieve, or as part of creative 

solutions and entrepreneurship. That is a style that will suit marketing sector - Paei 

style, which also corresponds to the design department, sector research and 

development, financial department and sector development specialist. The sector 

accounting applied functions of administration, but it is necessary and entrepreneurship. 

The same style, Paei, which applies in accounting should be applied in the legal 

services sector and for computer data processing. 

 

Research methodology and analysis 

 

At the outset it must be noted that on the territory of the Republic of Srpska and Bosnia 

and Herzegovina and neighboring countries there is scarce empirical research in the 

field of enterprise restructuring, and also there is not a lot of scientific papers that dealt 

with this issue. The basic research work was conducted in 2014 in the Republic of 

Srpska in a sample of 81 companies. On that basis, the collected data are research base. 

In this regard, the analysis is based on a methodological concept of Roland Berger 

Strategy Consultants. The intention of the research was to highlight the level of and 

trends in the analysis of the nature and content sources of financing in the restructuring 

process in the function recovery of enterprises in the Republic of Srpska and Bosnia 
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and Herzegovina and other countries in transition. The results are collected on the basis 

of a questionnaire, which were raised thinking of managers and owners of companies in 

the Republic of Srpska. 

 

Looking at the legal form of company organization, the structure of the research sample 

consisted of a limited liability company (d.o.o) in the amount of 65.43% and joint stock 

companies (JSC) in the amount of 34.57%. The structure of the sample by activities, the 

largest share of 20.99% have trade activities. In addition, a significant share of 18.52%, 

and 16.05% are wood and metal industry. Also, 16.05% of the research sample 

consisted of companies from other activities. The survey was conducted by submitting 

a questionnaire-based electronic mail (e-mail), personal (in writing) and phone through 

contact manager / owner of the company. 

 

Research  results and discussion 

 

The remainder of this paper presents the results of research, which is presented in the 

following table display. In addition, we performed a statistical analysis software 

necessary parameters to test the hypothesis. 

 

Table 1. Distribution of answers to the question: "Do you think that entrepreneurial activity 

may improve the results and success of business restructuring companies?" 

(Source: Research by the author) 

According to the survey, 57.14% of the company date research Peer Group has 

responded affirmatively to a given research question. 24.49% of companies believe that 

entrepreneurial activity may improve the results and success of the business 

restructuring of enterprises, depending on the development policy of the company, 

while 1.02% of the company date research Peer Group negative answer to a given 

research question. The following graph presents the results of the distribution of 

answers to the question: "Are your company's business plans, predictions and 

innovation influence the selection of strategies for business restructuring companies?" 

 

 

Answers 
Number 

answers 

  Frequency  

answers (%) 

а)     Yes  56 57,14% 

б)     No 1 1,02% 

в)      Yes, depending on the development policy 

        of the company 
24 24,49% 

        Total 81 100,00% 
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Graph 6. Distribution of the manager / owner to the question: "Are your company's business 

plans, predictions and innovation influence the selection of strategies for business 

restructuring companies?" 

 

(Source: Research by the author) 

According to the survey statistically speaking 59,26% (48) of domestic companies 

surveyed confirmed that business forecasting, prediction and innovation influence the 

selection of strategies for business restructuring. On the other hand, statistically 

speaking 40,74% (33) of the surveyed companies, a negative answer to a given research 

question. 

 

The remainder of this paper will conduct testing hypotheses concerning the proportion 

of the basic set based on large samples. Statistical testing requires the application of the 

normal schedule and statistics Z - test. Below we provide our budget parameters, testing 

hypotheses concerning the proportion of the basic set based on large samples with a 

coefficient of reliability (1-α)=95%, ie. the risk of error α=0,05 on the basis of 

statistical software. We will test the hypothesis that business forecasting, prediction and 

innovation influence the selection of strategies for business restructuring of companies 

in the Republic of Srpska. Testing will be performed by a factor of influence on the 

decision-making level to 0.07
194

. In this regard, the zero and alternative hypotheses are 

as follows: 
Ho: π ≤ π0  (= 0,07) 

H1: π > π0  (= 0,07) 

The remainder of this paper will conduct testing of the sample size. Criterion large 

samples related to the fulfillment of the conditions that nπ0 ≥ 5 and n(1-π0) ≥ 5. 

 

                                                           
194

 Testing was carried out by a factor of influence in decision-making than 0.07. 
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Statistical testing 1. Testing hypotheses about the proportion of the basic set based on large 

samples 

 

 Value 

n 81 

n1 48 

(1-α) 0,95 

α 0,05 

π0 0,07 

p value 0,592593 

nπ0 ≥ 5 5,670000 

n(1-π0) ≥ 5 75,330000 

sp 0,028350 

Zα 1,64 

Z value   18,433817 

(Source: Author - analysis software) 

Taking into account that Z> Zα reject Ho: π ≤ π0 (= 0.07) hypothesis, we accept the 

alternative hypothesis H1: π>π0  (=0,07), and we conclude that business forecasting, 

prediction and innovation influence the choice of strategies business restructuring in the 

Republic of Srpska companies at the level of impact factor in the overall decision-

making greater than 0.07. Based on the foregoing analysis of the research results, we 

can confirm the premise that business forecasting and innovation influence the choice 

of strategy of business restructuring. 

 

Conclusion 

 

It is difficult to explain in a work role and importance of entrepreneurial activity in the 

processes of business restructuring. In parallel with the development of the concept of 

entrepreneurship, first slowly and timidly, then all the more powerful and louder 

affirms the role of entrepreneurial activity in the processes of business restructuring. In 

the context of contemporary economics, problems of enterprise restructuring in recent 

years is gaining special importance. The modern world, the economic environment and 

the company are in constant change and turbulence. Restructuring, reorganization and 

other major changes are very common in the company's efforts to grow and / or 

survive. Directions restructuring activities largely depend on the nature and severity of 

the problems that companies face in their business. For successful implementation of 

the restructuring program of the program, one of the most important stages is certainly 

the implementation phase of the restructuring program of the company. As an 
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innovative element suggest the formation of specialized teams to implement a program 

of business restructuring companies (STIR). The teams would be composed of owners, 

key company managers and external experts in the field of business restructuring. Each 

team member should be assigned to critical path activities faithful implementation of 

the restructuring program of the company. After the implementation of the strategy, it is 

necessary constant monitoring and monitoring the effects of implementation strategies, 

and thus the effects of the success of restructuring. In recent years, more and more is 

given to the importance of entrepreneurial activity and innovation in the process of 

business restructuring companies, as confirmed by the results of the research of leading 

economic faculties, institutes and consulting firms in the world. 

 

Given that 57.14% of the company date research Peer groups responded positively to a 

given research question. 24.49% of companies believe that entrepreneurial activity may 

improve the results and success of the business restructuring of enterprises depending 

on the company's development policy in the Republic of Srpska, while 1.02% of the 

company date research Peer Group negative answer to a given research question. Based 

on the results of this study confirm the research hypothesis Ho of work to 

entrepreneurial activity contributes to better performance of business restructuring. 

Also, given that Z> Zα reject Ho: π ≤ π0 (= 0.07) hypothesis, we accept the alternative 

hypothesis H1: π> π0 (= 0.07), and we conclude that a number of factors and 

innovation influence the choice of strategies business restructuring of companies in the 

Republic of Srpska. Given that this is a procedural way of activities, necessary and very 

important to point out the concept of implementation of the restructuring program of 

the company. 
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EFFECTIVE HUMAN RESOURCES MANAGEMENT AND PERFORMANCE OF 

ENTREPRENEURIAL BUSINESSES IN TRANSITION COUNTRIES: THE 

CONTEXT OF MACEDONIA 

Selajdin Abduli
195

 

Abstract 
 

Human resources management functions, practices and procedures nowadays are very 

important and their role is continuously increasing if we consider an economy which relies ever 

more on knowledge. In this way, necessarily arises the need for careful management in the 

allocation and use of this labor force, not only in fulfilling the vacancy, but it is even more 

important to achieve and ensure increased efficiency of its use in the production process of 

goods and services that guarantee the growth of welfare or the level of living standard of 

society members. Human resources play an important role in achieving the goals of the 

enterprises. The careful management of labor force creates good opportunities in ensuring its 

efficiency in the process of production of goods and services that guarantees the welfare of the 

society. The survival of every enterprise is dependent on the effective management of human 

resources. The evaluation and performance management of employees has impact on the 

increase of the effectiveness of the enterprise. The effective management of an enterprise needs 

to focus on reforms of educational system and professional development of its workers. Things 

like that need to make designs of programs and effective policies on the labor market creating 

of an efficient system of information in the labor market and overtaking steps of growing and 

development of an enterprise. The literature review on this topic in this article is supported by 

the empirical analysis, in which 150 businesses in the Republic of Macedonia are surveyed. 

 

Keywords: Human resource management, effectiveness, entrepreneurial businesses, 

performance, Macedonia 
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Introduction 

 

Human resource management constitutes an important area in achieving strategic goals 

for the country's European integration. Such a perception, in an imperative way raises 

the necessity of managing or effective use of them. In addition, human resources 

currently constitute one of the main sources of production, which will enable the 

growth of firm performance, respectively increasing the efficiency of human resources 

usage. What is difficult for such an enterprise is creating challenges in the field of 

management in general HRM is concerned with all aspects of employment and 

management of people in organizations. HRM covers the following activities: strategic 

human resource management, human capital management, corporate social 

responsibility, knowledge management, organizational development, securing resources 

(human resource planning, recruitment and selection, and talent management), 

management performance, learning and development, compensation management, 

employee relations, employee welfare, health and safety and the provision of services 

for employees (Abduli, 2013a). 

 

HRM practice has a strong conceptual basis borrowed and based on the science of 

organizational behavior and strategic management, human capital and theories of 

industrial relations. This database was built with the help of a large number of research 

projects by different researchers in the field of management. 

Among others, Sims (2002, p.1) says "The key to a continued survival and successful 

organization is not rational or quantitative approaches, but differs significantly in 

activities of employees and managers that are based on the support and mutual loyalty. 

The success of the organization today and tomorrow is being seen more and more 

dependent on the effectiveness of human resource management". 

 

HRM is a strategic, integrated and coherent approach to recruitment, development and 

welfare of the people working in organizations. To create better insight about what 

actually represents human resource management, some aspects of the definition 

include: Aspect  ratios of the company with the workers. Human resource management 

involves all management decisions and actions that affect the nature of the relationship 

between the organization and its employees its human resources. HRM also has to do 

with the management of the workforce in organizations (Abduli, 2013b; Wright and 

Snell, 1997). 

 

HRM includes a set of policies designed to maximize organizational integration, 

employee commitment, flexibility and quality of work, or working and people 

management in achieving desired goals.Strategic aspect of the action. According to this 

aspect of HRM has to do with human resources policies, which should be integrated 

with strategic business planning and used to reinforce an appropriate organizational 

culture (or to change an inappropriate one). Human resources are the source of 

competitive advantage, because they can relate more effectively by mutually consistent 

policies that promote commitment and, therefore, are able to feed to the employees a 

willingness to act in a more flexible way in the interest of pursuit of excellence 

"appropriate for the organization." Moreover, the management of human resources is a 

particular method of employment management which seeks to achieve competitive 

advantage through the strategic development of a workforce more dedicated and 
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capable, using a variety of techniques integrated cultural, structural and personnel 

(Boxall et al., 2008; Legge, 1989). 

 

The overall goal of human resource management is to ensure that the company will be 

able to achieve success through people. HRM aims to increase the effectiveness and 

organizational skills, which means the ability of an organization to achieve its goals 

using the available resources in the best way possible. Some authors in their studies 

have found that HRM systems can be the source of firms' organizational capabilities 

that allow one to learn and benefit from new opportunities. But HRM has an ethical 

dimension, which also means that one should be concerned for the rights and needs of 

people in organizations through the exercise of social responsibility (see: Beer et al., 

1984; Grimshaw and Rubery, 2008; Guest, 2008; Storey, 2007; Ulrich and Lake, 1990). 

 

Dyer and Holder (1988) analyzed the objectives of human resource management from a 

different perspective, taking into consideration the given input concept (what kind of  

behavior is expected of employees?), the composition (what is the percentage of staff 

and skills mixture ratio?), the competence (what is the overall level of desired 

capacity?) and the commitment (what is the level of engagement and identification of 

employees?). 

 

The role of human resources professional 

 

For small and medium size enterprises for which are impossible to have a special 

department of human resources management, a specific role can play professional or 

human resource specialist. Human resource professional necessarily should be a person 

who possesses strong will. What exactly he should do for the company to compete in 

the market? Ironically, today, more than ever, the company needs the presence of such 

a professional.Why? Because, in today's market companies compete not only by 

increasing production, but also by increasing services and quick responding to the 

demand of the territory. The company should be fast, flexible, focused and friendly. 

One such company can be possible through the creation of organizational culture, 

which highlights the above stated qualities and the best of  its employees. 

 

Today, a modern human resource professional should have the knowledge necessary for 

the organization. Professional knowledge and skills of human resource professional 

assist the organization in creating a culture of performance, which influences the 

competitive advantage of the company - human resources. It is impossible to ensure 

quality service, quick response to changes in market demand and encouraging progress 

with a completely unmotivated workforce. Human resource professional’s role 

precisely consists the following: help top- managers to identify management practices 

that are consistent with human nature in order to achieve their best. Also enables 

harmonization of individual goals with the goals of the organization. 

 

       Efficiency and effectiveness of human resources and the ratio between them 

 

Although the literature in the field of human resources and in general management 

concisely describe the content and meaning of words efficiently and effectively in 

everyday life are often referred to as synonymous, respectively made use of their 
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right blend. This reflects the need for clarification of the terms efficiently and 

effectively. 

 

Efficiency means qualitatively high results achievement, with minimal use of 

resources and in the least time possible. Efficiency means to act in such a way that 

does not misuse resources. Managers are efficient in their work when they invest 

funds and do not leave their jobs or when receiving monetary funds with a small 

interest in the bank; when there is almost always plans to put people to work in every 

situation, or to use it information rationally which has certain resources spent. 

 

 

Fig. 1 Effectiveness and Efficiency 

Source: http://www.entrepreneurshipinabox.com/394/efficiency-and-effectiveness-matrix/ 

 

Effectiveness is the ability to select appropriate goals and means for their 

achievements. Effectiveness means doing things that should done properly at the right 

time. For effectiveness, Drucker noted that "The point is not to make things right, but 

how to find the right things to do and then concentrate forces and tools to them" 

(http://tsg3.us/tnsg_lib/pldc_school/off_basic/st_ 7000_ materials/ lesson_3.pdf ). 

 

In Fig. 2 we have shown graphically the relationship to efficiency and effectiveness or 

their possible exchange. As shown in the figure there are four logical results that take 

into account effectiveness and efficiency. In quadrant I, we see high effectiveness and 

low efficiency, in quadrant II we see high effectiveness, and high efficiency, in 

quadrant III we see low effectiveness and low efficiency, in quadrant IV we see low 

effectiveness, and low efficiency. The  logical interpretation of these possibilities, 

depends on the relative importance given to efficiency and effectiveness. 

 

http://www.entrepreneurshipinabox.com/394/efficiency-and-effectiveness-matrix/
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There is no doubt that effectiveness is much more important than efficiency, despite the 

fact that both of these are desirable. If it is accepted, it is seen that quadrant I 

(effective, but inefficient) in the figure is a better place than pane IV (efficient but 

ineffective). The more efficient use of available resources that the business enterprises, 

in an effort to be effective, the more profitable it will be. In the ratio of efficiency-

effectiveness, undoubtedly the dominant is effectiveness. 

 

Thus, an enterprise can be very efficient in producing a product, but the market has low 

demand and high demand for another product that another company produces, but its 

production is not very effecient. In this situation, the first company managers are not 

effective in their work and this will be reflected in the balance of its sales will 

provide a range of other negative consequences. As Drucker has said, "although 

efficiency is important, effectivness is vital," is the final comment that may be the 

issue (http://www.dailyblogtips.com/effective-vs- efficient-difference/). 

There are a number of factors that increases the effectivness in work, among which the 

most important is to identify talent within the company. There is a very large financial 

and time cost to recruit young people. There is also a need to develop talent within the 

company and put the right people in positions where they can do their best. 

 

There should be a defined career program for company employees who serve to 

enhance their performance at work, for higher motivation, a greater responsibility 

in their assignment and duty to serve as an external impetus to the fulfillment of their 

aspirations. 

 

Another important factor is to improve the conditions of employees and being updated 

with new technological changes. Also ensuring financial sustainability is a very big 

boost to the effectivity of the employees. Moreover, another important factor to raise 

effectivity is by providing premiums and various awards in relation to the performance 

of the data or promotions in the form of increased duty to motivate more employees. 

Other  strategies include increased employee self evaluation for himself and for the 

company where he works and allow to development of social ties within the enterprise. 

 

Satisfaction in the workplace has a correlation to effectiveness of employees, and thus 

the more satisfied employees are in the workplace, the more effective they will be as 

employees. Training will be offered to employees in the workplace or outside it are 

also key factors for increasing work efficiency. Training in the workplace is more 

pleasurable after employee adoption of the work process, becoming simple, and thus 

will not encounter major problems. 

 

In the Republic of Macedonia as in many other places, communication plays a major 

role and is definitely one of the key elements in increasing work efficiency 

(Ramadani et al., 2013). When guidelines and instructions of communication are 

clear, understandable and specialized, employees have a better notion of behavior. 

Work efficiency and employee motivation will increase depending on how democratic 

and liberal leaders of companies will be. The leader must be simoultaneously a 

visionary and not just think about the present or the near future but for the longterm, 

since this effects employee safety and conformity. 

 

http://www.dailyblogtips.com/effective-vs-
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It is worth mentioning that the practices, procedures, processes and human resource 

management functions in most SMEs are not applicable, although it is known that 

individuals within the company are the most important source of production in the 

enterprise. Like all other resources an employee in the enterprise: 1)is an asset, 2) 

is limited in supply, 3) can increase its value over time, and 4) can make 

competitive differentiation between different enterprises. 

 

    Performance Management and Evaluation 

 

In this issue is described the nature, purposes, characteristics, problems and principles 

of performance management. Also, differences between performance appraisal and its 

management are reviewed, referring to the views of an intern focus group. 

 

Work performance management can be defined as a systematic process of improving 

company’s performance through a better labor organization with individuals and work 

groups. It is a way by which companies, labor groups and individuals achieve higher 

results at work by understanding and managing them within a clear purposes platform 

of standards and competencies. 

 

Processes that work performance management includes require a comprehensive 

understanding on what the company should achieve. These processes also require 

commitment and motivation of employees in order to reach short and long-term 

objectives. Performance management is implemented and managed by line managers. 

Following, we will give some other definitions for performance management such as: 

 

 Performance management implies transformation of individuals into skillful 

employees, committed to achieving common objectives within a company, 

which supports and encourages these achievements (Lockett, 1992). 

 To manage performance, means to manage the business (Lockett, 1992). 

 Performance Management is the process of “managing and  supporting 

workers who are committed to meet the needs of the company” (Walters, 

2009). 

 Performance management is a strategic and comprehensive tool, which brings 

achievement to companies, improves employee’s outcomes and develops the 

skills of working groups or individuals (Armstrong, 2009). 

 

The main purpose of performance management is fostering high culture on work, so 

that individuals and special working groups take responsibilities to improve business 

processes, as well as develop skills and contributions of everyone within the clearly 

defined platform by the governing group. The main purpose of this management is to 

perform the actions necessary to achieve the objectives. 

 

The purpose of this management is to increase the contribution at work in order to 

reach and exceed targets, at the same time it aims to ensure maximum efficiency of 

each individual, a factor that would serve him and the company. Following are some of 

the goals of performance management in several companies (IRS Employment Trends, 

2003): 

 

 Authorisation, motivation and remuneration of employees to do their best. 
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 Concentration of employees in proper activities and necessary guidance to 

implement them successfully. Approximation of every employee goals with 

company goals. 

 Active administration and development of work performance against the 

responsibilities and objectives taken. 

 Liaison of performance with the results achieved by the company's medium-

term strategies and customer service. 

 Approximation of individual goals with plans of the working group, 

department and company. Presentation of objectives with clearly defined 

goals, using numerical methods or other methods. Monitoring performance 

and continuous determination of tasks. 

 Everyone is aware of what it needs to be achieved and the expected standards. 

At the same time knowing how these standards help in the company's 

achievements, they regularly receive accurate feedback; receive training and 

motivation to work as better as they can, in order to achieve their goals. 

 Systematic intervention of leaders in performance planning approximates 

individual liabilities with their goals and activities. 

 The process and the way how managers manage their employees' 

performance, affects the company in achieving higher results. 

 Increasing the performance of each employee and labor groups, always 

focusing on their objectives. 

 

Research methods 

 

In order to measure the above stated objectives, specific research methods have been 

utilized. The paper focuses on a theoretical and descriptive analysis, comparative and 

synthetic methods for the purpose of identifying and analyzing the factors that 

determine the need for changes in human resource management. Moreover, the 

paper uses the following methods: the method of induction and deduction, surveys 

through interviews and questionnaires, and comparative methods to illustrate the 

above mentioned analysis. 

 

The paper will be based on the results of the survey conducted in human resources in 

all regions of Macedonia. The survey includes 150 SMEs that operate in the whole 

territory of Macedonia. Methods that are used for data processing include cross-

tabulation of variables. By using the statistical program SPSS, cross-tabulation allows 

gathering information of the relationship of multiple variables. In addition, a regression 

analysis is conducted, allowing the identification of relationships between variables. A 

correlation method will be used to determine how and to what extent the two 

variables are related in a linear fashion. Also, in the framework of statistical techniques 

will be used ANOVA test to distinguish between different groups within the population, 

as well as T-test, which is the same ANOVA test, but there are only differences in the 

method of calculation. 

 

Research results 

 

The survey included 150 SMEs and was conducted during the period 15 May to 22 

July 2011 by utilizing a team of colleagues, friends and students of the Faculty of 

Business and Economics within the South East European University. The research 
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was carried out using the technique of direct contact with respondents, by mail and 

email. Direct interviews polled 96% of companies, while 3% (5 companies) of the 

respondents were contacted via postal mail and only 1% (2 companies) via email. 

 

H1. There is a link between employee involvement in developing the strategy and 

effectiveness in the enterprise. 

 

Table 1 Involvement of employees in the development of the strategy and effectiveness of enterprise 

 2006 2007 2008 2009 2010 

Effectivity Yes No Yes No Yes No Yes No Yes No 

Decrease 50 50 80 20 0 100 26.3 73.7 35.7 64.3 

1.5 1.5 3 0.7 0 5 3.6 10 6.9 12.5 

Constant 50 50 48.8 51.2 52.4 47.6 60.3 39.7 64.4 36.6 

19.2 19.2 15.7 16.4 23.7 21.6 27.1 19.9 20.1 11.1 

Increase 51.3 48.7 51.2 48.8 56.5 43.5 51.7 48.3 49.3 50.7 

30 28.5 32.8 31.3 28.1 21.6 21.4 20 24.3 25.0 

Total 50.8 49.2 51.5 48.5 51.8 48.2 52.1 47.9 51.4 48.6 

 

H2. Increased employee performance increases the effectiveness of the enterprise. 

 

Table 2 Employee performance and affectivity of the enterprise 

 2010 2009 2008 2007 2006 

 Have labor force skills increased in your enterprise during the last 2 years? 

Efficiency Yes No Yes No Yes No Yes No Yes No 

Decrease 85,2% 14,8% 85,0% 15,0% 71,4% 28,6% 80,0% 20,0% 100,0% ,0% 

17,0% 40,0% 13,0% 30,0% 3,8% 20,0% 3,2% 10,0% 3,3% ,0% 

Constant 95,7% 4,3% 93,7% 6,3% 95,2% 4,8% 95,2% 4,8% 94,1% 5,9% 

33,3% 20,0% 45,0% 40,0% 45,4% 30,0% 32,0% 20,0% 39,7% 30,0% 

Increase 94,4% 5,6% 94,8% 5,2% 93,0% 7,0% 92,0% 8,0% 90,8% 9,2% 

49,6% 40,0% 42,0% 30,0% 50,8% 50,0% 64,8% 70,0% 57,0% 70,0% 

 

During research conducted in order to see the link between growth performance and 

effectiveness of enterprise employees, the results show that, on average in the past five 

years only 8% of companies that had improved skills of their employees have had 

reduction in their effectiveness, compared to 20% (average of five years) of companies 

which had not improved skills of their employees, have marked reduction in 

effectiveness. As far as increasing the effectiveness, the results have shown that, on 

average, 93% of enterprises which have seen an increase in the performance of 

employees, have noticed an increase in effectivity, compared with only 7% of 

companies that have not increased performance, but have noticed an increase in their 

effectiveness. By analyzing the results we can conclude that we can accept the 

hypothesis above that there is a strong positive relationship between performance and 

effectivity of the enterprise. 
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During research conducted in order to test the hypothesis that a relationship exists 

between undertakings having special sector HRM and enterprise efficiency, the results 

show that companies that had a particular sector of the HRM, in five yearshave recently 

increased the average efficiency of 73.8%, while companies that had no sector specific 

HRM was observed to have increased an average of 26.2%. 

 

H3. There is a connection between having a particular sector HRM and effectivity 

 

Table 3 HR Sector and Effectivity in the Enterprise. 

       2010  2009  2008        2007         2006 

Effectivity A B A B A B A B A B 

 

Decrease 

25,9% 74,1% 31,6% 68,4% ,0 % 100,0% 20,0% 80,0% ,0 % 100,0% 

18,4% 18,7% 16,7% 12,4% ,0 % 6,7 % 3,0 % 3,9 % ,0 % 4,0 % 

 

Constant 

68,1% 31,9% 78,1% 21,9% 75,8% 24,2 % 79,1% 20,9% 19,6% 80,4 % 

29,9% 39,5 

% 

47,6% 38,9% 44,8% 42,9 % 33,3% 27,3% 33,3% 40,6 % 

 

Increase 

77,5% 22,5% 72,4% 27,6% 71,8% 28,2 % 73,6% 26,4% 26,3% 73,7 % 

51,4% 42,1% 40 % 44,4% 48,6% 57,1 % 62,7% 69,7% 66,7% 55,4 % 

a. There is a special person and / or unit responsible for the human resources sector 

b. The task performed by the owner / manager of the company 

Meanwhile, the decline in the effectiveness had 15.5% of the enterprises that particular 

sector HRM compared to companies that do not have specific sector HRM, where 

84.5% of the enterprises have reduced the effectiveness of them. From the above data 

we can conclude that there is a positive correlation between the possession of a special 

department of human resources and effectiveness in the enterprise, where we can 

conclude that the hypothesis is accepted. 

 

Conclusions 

 

By examining the data, we can conclude that there is strong correlation between the 

involvement of employees in the development of the strategy and effectiveness of the 

enterprise, which, from the outset presented a dilemma. When analyzing the data on 

empirical research carried out in the enterprise, it is observed that there is a connection 

between an increased employee performance and effectiveness of the company. While, 

in terms of increased effectivity, the results have shown that on average 93% of the 

enterprises which have increased employee performance, also, have noticed and 

increase in effectivity compared to only 7% of companies that have not had 

performance increase observed increase in their effectivity. 
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According to the survey, we also conclude that there is a connection between those 

enterprises that have an HR sector and effectiveness of enterprise. From the above data 

we conclude that there is a positive correlation between having sector specific human 

resources and effectiveness in the enterprise. 
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ENTREPRENEURIAL ORIENTATION AND MANAGERIAL ACTIVITIES OF 

SCHOOL PRINCIPALS IN CROATIA AND BOSNIA & HERZEGOVINA 
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Abstract  
 

In this paper, authors explore the relationship between the entrepreneurial orientation of 

school and their principals to the practices of educational management/administration. This 

line of inquiry, which differentiates entrepreneurship from management, has been well 

established in the profit sector. In the research of entrepreneurial personalities and practices, 

innovation is emphasized as a distinguishing feature, as compared to more conventional 

solution and approaches. At the other hand, managerial effectiveness does not need to be 

associated with innovativeness, or even adaptation to the environment, as it can be restricted to 

maintaining the status quo, as defined by the consensus of governing bodies and other powerful 

stakeholders. In this study, entrepreneurial orientation will be also analyzed and compared to 

other constructs, which are commonly found in the study of innovation in the nonprofit and 

public sector(s). A more general one includes the social innovation, while the more sector-

specific discussion of educational leadership vs. educational management/administration will 

be also honored. The described theoretical approach is related to the first objective of the 

paper, i.e. to identify the common elements from different theoretical traditions, which could 

help to develop a generic theoretical approach to entrepreneurship in educational 

organizations and environments. The other objective of the paper is to provide preliminary 

empirical evidence for such a framework, by linking the entrepreneurial orientation of schools 

and school principals to the patterns of educational management/administration. The empirical 

part of the paper is based on primary data, collected in primary and secondary schools in 

Croatia and both entities of Bosnia and Herzegovina, as a first step toward comprehensive 

empirical research of entrepreneurial schools and principals in different regions and contexts. 

 

Keywords: school principals, educational management, educational leadership, 

entrepreneurship 
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      Entrepreneurial schools and educational management, leadership practices 

 

Since 1980s, the ‘enterprise culture’, reflected in the enterprising attitude of 

individuals and oriented toward addressing not only the business opportunities, but also 

toward solving social problems, has entered the research interests of social science. 

With entrepreneurial attributes being sought after in all aspects of the society, the 

educational and human resource training policies should be also oriented toward the 

creation of new entrepreneurs and entrepreneurial ventures (Gibb, 1987). Although the 

entrepreneurial orientation became one of the central social topics during the age of 

‘Reaganism’ and ‘Thatcherism’ in the 1980s, it continues to be relevant throughout the 

period of more than 35 years, due to the economic and social trends of neoliberalism 

and globalisation.  

 

The easiest venue of analysing entrepreneurship in schools is related to preparation of 

future business owners and enterprise leaders by the school system, through raising 

awareness of the entrepreneurship, teaching entrepreneurial topics, developing 

entrepreneurial skills – usually by means of experiential learning, through projects and 

other forms of hands-on experience (Leffler, 2009). Nevertheless, it would be also 

important to discuss the enterprising characteristics of the schools and the school 

system, as well as the educational staff. 

 

It is difficult to conceptualize entrepreneurial behaviour and/or orientation toward 

social issues and processes, without resorting to analogies with business science.  In 

business, entrepreneurship could be equated to developing a new business venture, 

while entrepreneurial orientation boils down to the “processes, practices and decision-

making activities” (Lumpkin and Dess, 1996, 121) leading to the new enterprise 

creation. When considering the entrepreneurial personalities, the same study identifies 

them in terms of five dimensions: personal autonomy, innovativeness, risk propensity, 

proactive behaviour and, even, a certain level of aggressiveness toward competition 

(ibid).  

 

A similar conceptualization of an ‘entrepreneurial’ school principal, could be used, and 

hypothesized as leading to the entrepreneurial attitude of the school, institutionalized in 

the educational environment. The institutionalization perspective is, once again, 

‘borrowed’ from business research, since entrepreneurship can be conceptualized in 

terms of: (a) entrepreneurial individuals, who engage in (b) entrepreneurial processes, 

related to discovering new opportunities, selecting the best ones and, eventually, 

starting new ventures, or practices to take advantage of them (Shane and 

Venkataraman, 2000). In this context, the new venture creation is, still, central, but not 

an undisputable feature of entrepreneurship, since new practices and ways of 

conducting organizational processes can be labelled in entrepreneurial terms, as well. 

 

Entrepreneurial features of school principals and the institutionalization of 

entrepreneurship have not been studied beyond the multiple case study research design, 

trying to build upon the themes from business research and apply them to 

entrepreneurial personalities in educational management. Borasi and Finnigan (2010) 

used this approach in the US, Xaba and Malindi (2010) in South Africa, Yemini, Addi-

Raccah and Katarivas (2015) in Israel. Building upon these qualitative studies, 

Alfirević, Pavičić and Petković (2016) introduced and demonstrated that quantitative 
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measures of school and principal entrepreneurial orientation are useful in producing 

empirically relevant groupings of school principals in Bosnia and Herzegovina and 

Croatia. As another step toward empirical validation of these measures in the South-

East European (SEE) context, it should be examined if the proposed constructs make a 

difference in terms of principals’ practices. 

 

Different methodological approaches might be used for that purpose, starting with an 

initial motivation to equate the entrepreneurial orientation with innovation and 

innovative practices of schools and principals. This would be, once again, an attempt to 

mirror the explanation of the social role of entrepreneurship, often described in terms of 

providing social change leadership and promoting evolution of social systems toward 

the requirements of the environment (Etzioni, 1987). Equating entrepreneurship with 

innovation could link this topic with the stream of literature, concerned with social 

innovation, i.e. institutional, technological and other forms of changes, service the 

public good in some form (Pol & Ville, 2009).  

 

The business sector research often takes the ‘entrepreneur as innovator’ presumption 

for granted, especially when contrasting entrepreneurs and managers, which could be 

grounded in different patterns of personal motivation (Miner, 1990) and values 

(Fagenson, 1993), when comparing entrepreneurs to other social actors. The most 

common comparison is related to those of managers, as highly skilled professionals, 

who are expected to achieve efficiency in running the existing organizations, instead of 

serving as innovators and founders of new ventures. 

 

A range of personal characteristics has been examined in the business sector, as to show 

if those two groups of actors are really different (Schere, 1982; Chen, Greene and 

Crick, 1998; Stewart and Roth, 2001, etc.). Results of this line of research could be 

used to argue upon the difference of educational leaders and administrators, which has 

been adequately reproduced in the specialized research of educational/school leadership 

vs. administration (management). For instance, Hallinger (2003) discusses the 

evolution of traditional approach to school administration toward the models of 

instructional and transformational (school) leadership, becoming popular in the 1990s. 

While instructional leaders influence the curriculum and teaching processes, by 

aligning the curriculum with the school’s mission and curriculum, transformational 

leaders are viewed as change leaders, culture builders and performance enhancers. Both 

groups could be interpreted as some sort of entrepreneurs, when compared to the 

traditional principals, who are restricted to implementation of state-imposed 

educational policy. 

 

Additional analogies could be drawn to research of non-profit and public sector 

organizations, where managers are expected to create organizational effectiveness by 

means of aligning expectations from a wide range of stakeholders (Herman & Renz, 

1997). It could be easily argued that entrepreneurial orientation, in these settings, equals 

innovation, which is especially tempting for educational research in SEE, where the 

majority of schools belongs to the public sector.  

 

Nevertheless, in this study, the exact processes of entrepreneurial orientation influence 

to leadership and management practices of school principals will not be further 

analysed, as this makes a significant topic for future research. In this study, the research 
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design is based on a simple presumption of entrepreneurial orientation of principals 

and schools influencing the quantity of leadership and managerial practices (see Figure 

1), described in educational literature. With many problems of public sector functioning 

in the SEE region (see, e.g. Bieber, 2006 and Petak and Petek, 2010, for some aspects, 

related to Bosnia and Herzegovina and Croatia), this is not an unreasonable starting 

point for initial empirical research.  

 

 

Entrepreneurial 

orientation of 

school/principal 

Quantity of educational 

management/administration 

practices 

Quantity of educational 

leadership practices 

 

Figure 1. Research model 

 

Constructs, measures and methods 

Population and sample 

 

Population for this study consists of all primary and secondary schools in Bosnia and 

Herzegovina and Croatia, with an official sampling frame being available from the 

Ministry of Science, Education and Sports (MSES) in Croatia
198

. In B&H, due to the 

lack of official data, an unofficial source has been used as a sampling frame, specifying 

the majority of schools in Federation B&H (FB&H)
199

 and Republic of Srpska (RS). 

The 20% of each sampling frame were randomly selected and asked for participation in 

research. Due to the more complex administrative procedures, 123 schools, i.e. 15.22% 

of schools listed in the B&H sampling frame responded, which is somewhat lower than 

in Croatia. Selected Croatian school principals were approached in two waves, by using 

the infrastructure of the Scientific centre for school effectiveness and educational 

management
200

, which resulted with the total number of 293 Croatian schools (22.67% 

of the officially defined population), responding with a valid questionnaire. 

Questionnaires were distributed electronically (by using the Google Forms service) and 

the obtained dataset was transferred into IBM SPSS/PASW for statistical analysis and 

manually checked for errors. 

 

Representing one of a handful of similar, regional comparative studies of educational 

management and leadership
201

, its research question addresses the general issue of 

constructs and themes, which should be included into this line of social science 

                                                           
198

 Lists of 887 primary (http://www.mzos.hr/datoteke/Ustanove/USTANOVE_OS.xls) and 406 secondary 

schools (http://www.mzos.hr/datoteke/Ustanove/USTANOVE_SS.xls) in Croatia are the official documents, 

placed on the Web server of MSES.  
199

 The sampling frame includes 623 primary (http://skolegijum.ba/static/pdf/5204c52864f20.pdf) and 185 

secondary schools (http://skolegijum.ba/static/pdf/5208e83558b90.pdf), in both B&H entities (FB&H, RS). 
200
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201
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research in the SEE context. After the initial application of entrepreneurial orientation 

constructs (related to schools and principals), the research question of this study is 

formulated as follows: 

 Is there preliminary evidence for a relationship between the entrepreneurial 

orientation of the school and/or principal and the practices of educational 

management and leadership in educational research in South-East Europe? 

  

 Based on this research question, two hypotheses have been developed: 

 

Hypothesis 1 (H1): Entrepreneurial orientation of the school and principal are 

statistically significant predictors of  educational management and leadership practices. 

 

Hypothesis 2 (H2): There are statistically significant differences of educational 

management and leadership practices across schools and principals with different levels 

of entrepreneurial orientation. 

 

The hypotheses will be further discussed in the remaining paragraphs, related to the 

obtained results of the statistical analysis. 

 

Key empirical constructs and measures 

 

The concept of entrepreneurial orientation, as applied to schools and school principals, 

emerges from the study of principals’ autonomy in reaching educational objective, i.e. 

the desired level of school effectiveness, by applying proactive and innovative 

approaches (Yemini, Addi-Raccah and Katarivas, 2015). A previous study (Alfirević, 

Pavičić and Petković, 2016) summarized different research streams, related to 

entrepreneurial schools and proposed two new measures of school and principal 

entrepreneurial orientation(s). It is acknowledged that such schools/principals attain 

the educational goals, prescribed by the educational policy, with critical thinking, 

adaptability and creativity being encouraged (Inbar, 2009; Schoen and Fusarelli, 2008), 

while, simultaneously, addressing and implementing requirements of school 

stakeholders and governing bodies (Brčić Kuljiš and Lunić, 2016). 

 

The school entrepreneurial orientation construct consists of items, related to staff 

support and proactive behaviour/risk acceptance encouragement, as well as active co-

operation with entrepreneurial institutions. The principal entrepreneurial orientation 

construct encompasses a range of items, based on self-assessed characteristics of an 

entrepreneurial personality, as reported by classical studies (de Vries 1977; Brockhaus 

and Horwitz, 1986; Lumpkin and Dess, 1996). 

 

Development of measures for educational leadership and management dimensions of 

school principal jobs, has been also based on previous research in Croatian schools. A 

study of Croatian primary school principals, involving the analysis of principals’ 

managerial practices (Alfirević, Pavičić and Relja, 2016) used factor analysis to 

develop an empirical classification of those into five groups: project management 

activities, fundraising, marketing, ‘micro-management’ and administrative practices. 

Since this study focused on the role of school principal in traditional vs. constructivist 

pedagogical environments, the re-classification of the questionnaire items, used by 

Alfirević, Pavičić and Relja (ibid.), has been conducted. Items, empirically grouped 
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into the administrative practice dimension were accepted as school operations, which 

do not, actually, need to be performed by the principal him-/herself. Marketing-related 

activities (public and media relations) were disregarded, as they hinted of potential 

professionalization and, even, outsourcing of school marketing. This does not imply 

that the market and stakeholder orientation(s) of the school are neglected, since they are 

incorporated into the remaining practices of principals, related to communication and 

stakeholder management (Reić Ercegovac, Alfirević and Koludrović, 2016). All other 

principal activities (as represented by the remaining items) were re-classified into the 

groups of educational management and leadership, using the general description of 

leadership as being directed toward goal attainment by means of communication, 

motivation, creating organizational climate/culture and adjusting other ‘soft’ 

organizational features, as to affect the staff behaviour. The individual dimensions of 

educational leadership have been addressed by items, which have been developed from 

a recent, structured theoretical review by Vican, Relja and Popović (2016). According 

to their view, in favour of incorporating all activities, related to stakeholder analysis, 

communication and relationship management, into the leadership domain, the adopted 

theoretical approach to educational leadership is quite inclusive. The proposed 

constructs show a high level of internal consistency, with the Cronbach alpha scores 

being equal to: (a) for the educational leadership scale – 0.852, (b) for the educational 

management scale – 0.839, (c) for the operations scale – 0.689.  

 

Empirical results 

 Empirical values of research constructs 

 

The research sample has been already discussed, with the detailed structure presented in 

Table 1. In the SEE region, the field(s) of educational management and leadership are, 

clearly, tied to the public sector, as evidenced by a very small number of responding, 

secondary private schools (B&H only). This is why the entrepreneurial orientation, still, 

does not refer to the market dimension of education, which is already the case with 

higher education in the region, which has been responding to new market and social 

realities (cf. Slantcheva, 2007).  

  

With a complex and volatile institutional environment, entrepreneurial orientation 

should be oriented toward problem-solving, acquiring resources for school activities 

and finding innovative ways to achieve school effectiveness. Empirical values of the 

entrepreneurial orientation constructs are relatively high (see Table 2), which seems to 

confirm the previously described patterns of B&H and Croatian principals’ behaviour, 

which has been already discussed for the relationship between entrepreneurs and the 

institutional environment in Croatian business sector (Alfirević, Gonan Božac & 

Krneta, 2013).  

Table 1. Sample structure (according to country/entity) 
Country Frequency Valid Percent 

Croatia  Elementary school 236 81,4 

Secondary. state-owned 54 18,6 

Missing 3  

Total 293 100 

B&H- 

FB&H 

 Elementary school 45 83,3 

Secondary. state-owned 6 11,1 

Secondary. private school 3 5,6 

Missing 1  
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Total 55 100 

B&H – 

RS 

 Elementary school 45 67,2 

Secondary. state-owned 22 32,8 

Missing 1  

Total 68 100 

 

Practices of educational leadership and management seem to be comparable in FB&H 

and Croatia and, only to a very small degree, less developed in RS. Nevertheless, 

schools principals in RS are somewhat more successful in delegating the school 

operations, i.e. administrative activities and other activities, which cannot be considered 

as a part of a managerial job
202

.  

 

Table 2. Empirical values of research constructs 

Country Min. Max. Mean Std. Dev. 

Croatia School entrepreneurial orientation 13.00 30.00 21.4629 3.32643 

Principal entrepreneurial orientation 33.00 60.00 47.9607 5.40230 

Educational leadership practice index 24.00 55.00 40.3507 5.40215 

Educational management practice index 28.00 55.00 42.0346 4.86257 

School operations practice index 5.00 20.00 13.6034 2.92667 

B&H- 

F B&H 

School entrepreneurial orientation 14.00 27.00 20.9231 2.89588 

Principal entrepreneurial orientation 36.00 60.00 49.2264 5.20222 

Educational leadership practice index 19.00 55.00 41.4909 6.81739 

Educational management practice index 24.00 55.00 42.5000 5.95502 

School operations practice index 5.00 20.00 13.9630 2.87450 

B&H - 

RS 

School entrepreneurial orientation 13.00 29.00 21.9531 3.29709 

Principal entrepreneurial orientation 33.00 60.00 47.8571 5.70472 

Educational leadership practice index 27.00 53.00 41.5224 5.45605 

Educational management practice index 30.00 54.00 41.2031 4.82118 

School operations practice index 7.00 18.00 13.6567 2.59692 

  

Although the topic of factors influencing the entrepreneurial orientation is somewhat 

outside of the scope of this paper, it is interesting to note that the school entrepreneurial 

orientation depends on its size and location in an urban environment. Principal 

entrepreneurial orientation has been linked to the length of experience in education and 

serving in an urban school
203

. No significant national differences have been found for 

both constructs, related to entrepreneurial orientation. The same venue of statistical 

analysis for the educational leadership and management practices shows that the length 

of educational experience significantly decreases the effectiveness of educational 

leadership (with a sudden drop of the indicators for principals, approaching the 

retirement age)
204

. Once again, there were no national differences, or any other 

statistically significant patterns of difference across Croatia and B&H. 

 

Relationships among research constructs 

 

Analysis of correlation shows highly significant dependencies within both groups of 

indicators (for constructs of entrepreneurial orientations and principal practices), as 

well as their mutual dependencies, which confirms the relevance of the proposed 

research question (see Table 3).  

                                                           
202

 Segments of empirical results, which are not directly related to the research question, have not been 

extensively covered in the paper. All empirical results are available from authors.  
203

 For all listed factors, statistical significance of 5% is implied. Detailed results are available from authors. 
204

 Ibidem. 
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Table 3. Correlations of research constructs (Pearson) 

 
School 

entrepreneurial 

orientation 

Principal 

entrepreneurial 

orientation 

Educational 

leadership 

practice 

index 

Educational 

management 

practice index 

School 

operations 

practice 

index 

School 

entrepreneurial 

orientation 

1 .588** .528** .499** .245** 

Principal 

entrepreneurial 

orientation 

 1 .460** .487** .310** 

Educational 

leadership 

practice index 

  1 .737** .424** 

Educational 

management 

practice index 

   1 .438** 

School 

operations 

practice index 

    1 

**
 Significant at 1%. 

 

When both indicators of entrepreneurial orientation are considered as potential sources 

of the achieved educational leadership and management level, which is analysed by 

using the multiple linear stepwise regression, strong evidence emerges. Table 4 presents 

linear models of educational leadership, obtained by stepwise regression, with the two 

indicators of entrepreneurial orientation as statistically significant predictors (p<0.01).  

 

The entire model is also statistically significant (p<0.01), without any detected 

problems of multicollinearity (tolerance of 1.0 and VIF = 1.0 for Model 1, tolerance of 

0.654 and VIF = 1.529 for Model 2), or the assumption of independent errors (Durbin-

Watson/DW value of 1.755). The assumptions of linearity and homoscedasticity have 

been checked by the visual inspection of the P-P plot of regression standardized 

residuals. With the R
2
=0.288 for the model, in which educational leadership is 

explained by the school entrepreneurial orientation, this indicator proves to be 

especially valuable. 

 

Table 5 presents linear models of educational management, with the two previously 

described significant predictors (p<0.01). Once again, the statistical significance of the 

entire model (p<0.01) and the absence of deviations from statistical assumptions 

(tolerance and VIF equal to 1 for Model 1 and tolerance of .651 and VIF = 1.536 for 

model 2; DW indicator = 1.903), confirm the validity of predictors used. 
 

Table 4. Linear model of predictors of educational leadership 

Model B 
Std. 

Error 
Beta Sig. 

1 (Constant) 21.743 1.552  .000 

School 

entrepreneurial 

orientation 

.889 .071 .537 .000 

2 (Constant) 15.551 2.084  .000 

School .669 .086 .404 .000 
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entrepreneurial 

orientation 

Principal 

entrepreneurial 

orientation 

.227 .052 .226 .000 

Note. R
2
=.288 for Step 1; ∆R

2
=.033 (p<0.01) 

 

The values of R
2
 also show a rather high predictive power. With approximately 30% of 

variance being explained, entrepreneurial orientation of the school and entrepreneurial 

behaviour of the principal prove to be significant predictors of success in educational 

leadership and management. 

 

Table 5. Linear model of predictors of educational management 

Model B 
Std. 

Error 
Beta Sig. 

1 (Constant) 25.979 1.458  .000 

School 

entrepreneurial 

orientation 

.748 .067 .496 .000 

2 (Constant) 18.572 1.911  .000 

School 

entrepreneurial 

orientation 

.479 .080 .317 .000 

Principal 

entrepreneurial 

orientation 

.274 .048 .301 .000 

Note. R
2
=.246 for Step 1; ∆R

2
=.059 (p<0.01) 

  

In addition, to test for the differences between the groups of schools/principals, scoring 

low vs. high on the entrepreneurial orientation, exploratory clustering has been 

performed (by using the K-means clustering option in SPSS). As expected, two clusters 

were obtained, with high
205

 and low orientation to entrepreneurship
206

, with the cluster 

membership variable being used to obtain the cluster means of educational leadership 

and management, as well as school operations indexes (see Table 6). Differences of 

mean values for the two clusters are also confirmed as statistically significant by the t-

test for equality of means (p<0.01). 
 

Table 6. Differences of educational practices across clusters defined by entrepreneurship 

Cluster membership Min. Max. Mean Std. Deviation 

Unclassified Educational leadership 

practice index 

19.00 50.00 39.1379 7.46766 

Educational management 

practice index 

30.00 51.00 40.6923 5.57688 

School operations practice 

index 

9.00 19.00 13.1071 2.61533 

Cluster 1 (low 

entrepreneurial 

orientation) 

Educational leadership 

practice index 

24.00 54.00 38.6524 4.81057 

Educational management 

practice index 

24.00 52.00 40.1915 4.38937 

School operations practice 

index 

5.00 20.00 13.0890 2.55920 

                                                           
205

 N=241; mean school entrepreneurial orientation = 19.68; mean principal entrepreneurial orientation = 45.07. 
206

 N=150; mean school entrepreneurial orientation = 24.39; mean principal entrepreneurial orientation = 52.99. 
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Cluster 2 (high 

entrepreneurial 

orientation) 

Educational leadership 

practice index 

29.00 55.00 44.2162 4.63430 

Educational management 

practice index 

30.00 55.00 45.0479 4.35705 

School operations practice 

index 

6.00 20.00 14.6803 3.09880 

 

Conclusion and future research tasks 

 

Based on the results of empirical research, with highly significant and moderate to 

strong levels of bivariate correlation (see Table 3), as well as statistically significant 

linear regression models of entrepreneurial orientation indicators, serving as predictors 

of educational leadership and management (see Tables 4 and 5), hypothesis H1 should 

be accepted. The same applies to hypothesis H2, as levels of educational leadership and 

management practices vary significantly across clusters of schools and principals, 

characterized by high, versus low levels of entrepreneurial orientation (see Table 6). 

 

In this paper, the constructs of school and principal entrepreneurial orientation have 

been successfully placed in the context of educational leadership and management 

research, by using a simple research model. After two empirical studies (Alfirević, 

Pavičić and Petković, 2016 and the current study), it could be argued that the initial 

empirical validation of the proposed constructs has been completed, with the multiple 

future research tasks to be completed. One of those includes analysis of the dynamics of 

established empirical relationships, as outlined in the theoretical part of this study. The 

other major field of future includes empirical research in different countries/regions and 

contexts. 
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ON STUDENT ENTREPRENEURIAL ATTITUDE – CASE OF CROATIA 
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Abstract 
 

According to Eurostat, the EU’s  agency for statistical services, at the beginning 2014, the 

youth unemployment rate for the 28 EU member states equalled 23%, as compared to the 

overall unemployment rate of 11%.  Croatia’s youth unemployment rate is currently one of the 

highest in Europe, at 42%. In recent years, at EU 28 and the national levels, the growing youth 

unemployment is increasingly associated with the stimulation of entrepreneurial activity. The 

student population is potentially oriented to business start-up and self-employment. There are 

numerous studies, analysing  the students’ entrepreneurial intentions and behaviour, but much 

less attention is paid to the impact of personal and family entrepreneurial experience. In this 

context, this study focuses on the entrepreneurial experience and family background to explain 

the entrepreneurial attitude of the selected student population at the Faculty of Economics 

Split. In the research, based on the theory of planned behaviour, prior entrepreneurial 

experience is defined by the comprehensive set of perceptual variables: respondents’ work 

experience before or during the studies, family entrepreneurial background and family business 

ownership. The empirical results are relevant in the context of stimulating the entrepreneurial 

activity as a solution to the problem of youth unemployment, as well as to strengthen and 

support the attractiveness of student entrepreneurship.  

 

Key words: Croatia, student entrepreneurship, entrepreneurial intent, youth unemployment, 

business start-up. 
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The oretical determinants of the study 

 

According to the latest GEM (Global Entrepreneurship Monitor) report for 2015-2016, 

the level of accepting entrepreneurship as a career choice, on a sample of working 

adults, shows interesting results for Croatia. Only 42% of respondents believe that 

entrepreneurs have a high status in Croatian society, while 82% approves 

entrepreneurship as a career choice. This might be linked to the inadequate social 

perception of entrepreneurs and entrepreneurship, while its economic significance 

could be explained by the economic situation and the high unemployment, especially as 

related to young people. At the other hand, the European youth has a decreasing interest 

for family entrepreneurship (Alpeza, 2014), which is the topic of this paper.  

 

Alfirević, Peronja & Borovac Zekan (2015) have analyzed the student population of 

three higher education institutions in Croatia and B&H. In this study, the relationships 

among the students’ acceptance of entrepreneurship as a career choice and their 

perceptions of self-efficacy have been analyzed, as potential predictors of 

entrepreneurial intention. This intention has been measured in three time periods, i.e. 

for the intent of staring a new venture right after finishing the academic degree, in five 

years after graduation, and at an undefined point in the future. The relationships among 

these variables have been established, with the strongest relationship established for the 

intent of starting a new venture within five years. 

 

Acceptance of entrepreneurship as a career choice has been linked with the previous 

entrepreneurial experience of the family, or the influence of role models, either from 

the closer social environment, or the family. Miljković Krečar (2010) discussed the role 

models’ influence to entrepreneurial orientation of children and found that the influence 

of parents, as role models, influences the children’s attitudes toward entrepreneurship. 

The fathers’ influence seems to be stronger than influence, exerted by mothers 

(Kirkwood, 2007).  

 

At the other hand, Van Auken et al. (2006) describe the role models’ influence in terms 

of young person’s involvement into professional activities, employment, or discussions 

about business, which might imply a higher level of entrepreneurial intent. A similar 

study has been conducted by Wang and Wong (2004), who identify two models of 

influence toward entrepreneurial intent. The first model is related to the role models’ 

impact and the second one about the family financial and social support to potential 

young entrepreneurs. In their discussion of a range of studies, from 1980s and 1990s, 

mixed results, regarding these factors as contributing to entrepreneurial intent, have 

been found. The empirical results of this study have fully support the influence of role 

models and partially supported the family support model. 

 

Influence of previous entrepreneurial experience has been analyzed by Fa Tong, Yoon 

Kin Tong and Chen Loy (2011) on a sample of 196 undergraduate students of 4 

university from Malaysia and found that the family business background is one of the 

statistically significant predictors of students’ entrepreneurial intent.  

 

An extensive study, by Zellweger, Sieger and Halter (2010), conducted on 87 

universities in 8 countries and based on the International Survey on Collegiate 

Entrepreneurship, indicates both positive and negative influences of entrepreneurial 
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families to the entrepreneurial intent of children. This influence is exerted by means of 

how the entrepreneurial self-efficacy and control are perceived.  

 

A different approach to the research of entrepreneurial intent’s predictors was used by 

Altinay et. al (2012), who analyzed the family traditions and psychological 

characteristics as potential predictors of new venture creation, on a sample of UK 

students. They emphasize both the entrepreneurial family members as role models, as 

well as opportunities for family transfer of knowledge and skills, relevant for 

entrepreneurship. This has been especially highlighted for tourist industry, which has a 

significant tradition of family business. The empirical analysis has been conducted by 

structural equations modelling, which has established a relationship between family 

tradition and entrepreneurial intent.  

 

The previous studies have demonstrated the relationship between the previous 

entrepreneurial experience and the intent to start new ventures, but have not tested the 

entrepreneurial family background, by including a variable, related to actual family 

business ownership. This has been done in the empirical part of this paper, which could 

represent a new step in analyzing the described problem. Results of this study should be 

viewed in the context of encouraging the youth entrepreneurship, as one of the potential 

solutions to the actual problem of youth unemployment. 

  

Analysis and research results 

Respondents' demographics  

 

This study has been conducted on a sample of students from Faculty of Economics 

Split, studying at different academic years of both undergraduate and graduate studies. 

They have filled in the on-line questionnaire, which was made available on the intranet. 

The total number of 213 students have responded to the questionnaire, with the 

resulting, non-probabilistic (convenience) sample, which is appropriate for this study. 

Majority of respondents are female (73.8%), with 97.5% being among 20 and 25 years 

old, which could be expected from student population. Most of respondents are 

studying the 2nd (87.9%) and 3rd year of first cycle studies (9.7%), with the 1st year of 

first cycle studies (1.5%) and graduate (second cycle) studies (1%) being marginally 

represented. The sample of students for this study consists of  73.3% of respondents, 

studying the undergraduate (first cycle) program 25.7% from the professional (first 

cycle) and the graduate (second cylce) program (1.00%). The sample structure shows 

that the majority of respondents have been already exposed to the fundamental concepts 

from business and economics, which makes it realistic to propose that, along with 

personal and other relevant characteristics, their education might have influenced the 

potential entrepreneurial intent.  

 

A range of relevant characteristics has been analyzed, including previous work 

experience in real economy (with 61.2% of respondents, who have previous work 

experience, or are still being employed, simultaneously with their studies). As much as 

86.6% of students have been acquainted with an entrepreneur, but only 19.2% have a 

personal entrepreneurial experience (through self-employment). This study especially 

emphasizes the family business background, with 58.2% of respondents, whose family 

background is stricly non-entrepreneurial (i.e. who have no self-employment history in 

their family) and 39.4% of self-employed, i.e. owners of small businesses in their 
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families. This study focuses on the analysis of potential students' entrepreneurial 

profiles and analysis of differences among the respondents, regarding their family 

business background. The groups will be defined in the simplest way, i.e. in terms of 

small business ownership and self-employment of, at least, one of the parents. 

 

Family business demographics  

 

In this part of the paper, potential entrepreneurial profiles for respondent groups, 

created according to their family business background, are analyzed. There is no gender 

bias in the structure of these groups (see Table 1), which, approximately, follows the 

general gender structure of students at Faculty of Economics Split (in which the female 

students represent the majority).  
 

Table 1. Gender structure of student groups with different family business background 
 

Family business background present Frequency Percent Valid Percent 

No Valid Male 31 25.0 25,0 

Female 93 75.0 75,0 

Total 124 100.0 100,0 

Yes Valid Male 22 26.2 27,2 

Female 59 70.2 72,8 

Total 81 96.4 100,0 

Missing System 3 3.6  

Total 84 100.0  

Source: empirical research 
 

It could be expected that respondents with family business background have a higher 

level of previous work experience (67.9%), compared to those without such a 

background (57.3%), which applies to the personal entrepreneurial (self-employment) 

experience, as well, with  the amounts of 31.0%, as compared to 11.4% (see Tables 2 

and 3).  
 

Table 2. Previous work experience of student groups with different family business 

background 

Family business background present Frequency Percent Valid Percent 

No Valid No 53 42.7 42.7 

Yes 71 57.3 57.3 

Total 124 100.0 100.0 

Yes Valid No 27 32.1 32.1 

Yes 57 67.9 67.9 

Total 84 100.0 100.0 

Source: empirical research 
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Table 3. Previous self-employment experience of student groups with different family 

business background 
 

Family business background present Frequency Percent Valid Percent 

No Valid No 109 87,9 88,6 

Yes 14 11,3 11,4 

Total 123 99,2 100,0 

Missing System 1 ,8  

Total 124 100,0  

Yes Valid No 58 69,0 69,0 

Yes 26 31,0 31,0 

Total 84 100,0 100,0 

Source: empirical research 

 
It is implied that the proactive approach to employment is influenced by the family 

business experience, this topic is not within the scope of this paper and will not be 

analyzed in detail.  

 

Students’ entrepreneurial intentions 

 

Once again, the entrepreneurial intentions have been analyzed in terms of family 

business background, by using six different items, which take into account the time 

period, in which the entrepreneurial intention is to be realized: (a) right after finishing 

the studies; (b) within the 5-year period; (c) without defining the period for realization 

of entrepreneurial intent. The remaining three items are related to perceptual 

preferences for: (d) ‘being one’s own boss’, (e) holding the employer (as opposed to the 

employee) status and (f) achieving one of major life goals by becoming an 

entrepreneur. Analysis of measurement scale reliability (by using the Cronbach Alpha 

indicator) shows the adequate reliability for both respondent groups (see Table 4), as 

well as for the entire sample (with the  Cronbach Alpha value of 0.857).  
 

Table 4. Internal reliability analysis for the entrepreneurial intent scale 

 
Family business background 

present 

Cronbach's 

Alpha N of Items 

dime0 

No .831 6 

Yes .880 6 

Source: empirical research 
 

Items, related to analysis of entrepreneurial intent, could be useful in designing the 

employment policies, which is especially important for the young people, whose 

unemployment rates have been especially high, during the economic recession and the 

post-recession period in Croatia. The role of family business background might be 

important in this context, as related to different options of employment and 

entrepreneurial support policies.  
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Fre uency distribution for previously defined items, related to students’ entrepreneurial 

intent, are presented by Table 5. They are measured on the standard Likert scale, with 

five levels of agreement with the predefined statement (coded by using the scale, 

ranging from 1 – do not agree at all, to 5 – agree completely).  

 

Table 5. Fre uency distribution of students’ entrepreneurial intent items 
 

Item (a) Item (b) Item (c) Item (d) Item (e) Item (f) 

Family business 

background present Freq. 

Valid 

Percent Freq. 

Valid 

Percent Freq. 

Valid 

Percent Freq. 

Valid 

Percent Freq. 

Valid 

Percent Freq. 

Valid 

Percent 

No   1 31 25.0 14 11.3 5 4.0 3 2.5 4 3.2 7 5.6 

  2 25 20.2 12 9.7 8 6.5 3 2.5 10 8.1 12 9.7 

 3 49 39.5 58 46.8 37 29.8 27 22.1 50 40.3 41 33.1 

 4 17 13.7 26 21.0 43 34.7 36 29.5 32 25.8 39 31.5 

 5 2 1.6 14 11.3 31 25.0 53 43.4 28 22.6 25 20.2 

Total 124 100.0 124 100.0 124 100.0 122 100.0 124 100.0 124 100.0 

Yes   1 13 15.5 7 8.3 2 2.4 1 1.2     5 6.0 

  2 13 15.5 5 6.0 3 3.6 5 6.0 7 8.3 5 6.0 

 3 31 36.9 24 28.6 18 21.4 11 13.1 18 21.4 15 17.9 

 4 21 25.0 29 34.5 24 28.6 21 25.0 30 35.7 27 32.1 

 5 6 7.1 19 22.6 37 44.0 46 54.8 29 34.5 32 38.1 

Total 84 100.0 84 100.0 84 100.0 84 100.0 84 100.0 84 100.0 

Source: empirical research 

 

Students with family business background have a higher level of entrepreneurial intent, 

measured by all six previously defined items. With item (c), related to realization of 

entrepreneurial intent, without the time limitations, the differences between groups are 

not especially high, for the lower levels of agreement. However, for the highest level of 

agreement, the difference between the groups is the largest, for all six items (44% for 

the respondents with, vs. 25% for those without family business background). The 

lowest difference can be found for the item, measuring the intent to start the own 

business, right after finishing the studies. With 1.6% of respondents from the group 

without family business background, planning to realize their entrepreneurial intent 

after their studies, it could be argued that the potential for quick employment of young 

people, through start-ups and similar entrepreneurial options, is only marginal. In the 

group of students with family business background, this option is small (7.1%), but 

somewhat realistic. Although the obtained results are not representative, they could be 

interesting from the viewpoint of creating employment support policies. In addition, it 

is very alarming that the competences, knowledge and skills, acquired during the 

education, do not manner very much for entrepreneurial intent of young people, as their 

family background.  
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An additional argument for such a situation, which might be caused by the uncertainty 

in the environment and the overall economic climate, can be found in the results of 

empirical research. Namely, large groups of students, belonging to both analyzed 

groups, either do not agree completely, or do not agree (by choosing the values of 1 or 

2 on the proposed scale), with the intention to start their own business right after 

finishing their studies (45.2% in the group without, and 31% in the group with family 

business background).  

At the other hand, both groups either agree, or agree completely that they would like to 

be ‘their own boss’ (with 72,9% in the group without, and 79.8% in the group with 

family business background), which indicates the existence of personally influenced 

motives for entrepreneurship. Students would like to manager their own time and work 

responsibilities, but a certain level of caution is exercised by young people, when 

considering starting their own business.  

 

Although the frequency distribution shows differences among analyzed groups, their 

statistical significance can be established by creating adequate contingency tables and 

conducting the Chi-squate tests. For all six items, measuring the entrepreneurial intent 

of the two groups, defined by the presence of family business background, the 

normality of distribution has been tested (see Table 6), in order to establish which 

statistical procedures can be further used. The obtained results show the normality of 

distribution for all items, related to entrepreneurial intent. 

 

Table 6. Tests of distribution normality for items of entrepreneurial intention 
 

 
Kolmogorov-Smirnova Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Item (a) .224 207 .000 .894 207 .000 

Item (b) .213 207 .000 .892 207 .000 

Item (c) .204 207 .000 .858 207 .000 

Item (d) .282 207 .000 .792 207 .000 

Item (e) .188 207 .000 .880 207 .000 

Item (f) .202 207 .000 .866 207 .000 

a. Lilliefors Significance Correction 

Source: empirical research 

 

The Chi-square test show, if the family business background significantly influences 

the observed items, related to the entrepreneurial intent. According to empirical results, 

there is a statistically significant relationship between the family business background 

and the following items, measuring the entrepreneurial intent: 

 intention to start the own business, right after finishing higher education (χ
2
 

(4) = 10,313, p= 0.000), which has been additionally confirmed by Fisher’s 

exact test  (p=0.38), due to frequency lower than five in 20% of contingency 

table cells; 

 intention to start the own busines, within the five-year period (χ
2
 (4) = 13,024, 

p= 0.010); 
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 preference of the employer over the employee status (χ
2
 (4) = 12,438, p = 

0.012), which has, also, been confirmed by the Fisher’s exact test value 

(p=0.012), due to the same methodological reasons as with the first item (as 

related to 20% of the contingency table cells) and 

 achieving one of major life goals by becoming an entrepreneur  (χ
2
 (4) = 

12,438 p= 0.012), with the value of Fisher’s exact test (p=0.012) supporting 

the conclusion, with the calculcation of this test, due to the same 

methodological reasons as previously. 

 

When the entrepreneurial intent is not defined by a certain period of time, there is no 

statistically significant relationship with the family business background (χ2 (4) = 8,668 

p= 0.067), which has been confirmed by the value of Fisher’s exact test (p=0.074), due 

to 30% of the contingency table cells with the frequency lower than five. The lack of 

statistically significant relationship has been also confirmed for the respondents’ 

preference to be ‘their own boss’ (χ2 (4) = 5,869, p= 0,.211; Fisher’s exact test 

p=0.206).  

 

Based on the empirical results, it is possible to conclude that family business 

background influences the attitudes and entrerpreneurial intent of students. The lack of 

relationship with the preference for being ‘one’s own boss’ is interesting, since more 

than 70% of respondents (in both groups) do agree with such an item. This might 

indicate that young people from both groups have equal personal incentives for 

entrepreneurship, but the families, without entrepreneurial experience, are not 

providing adequate support.  

 

Previous empirical results show that, in Croatia, perception of entrepreneurial self-

efficacy significantly influences the entrepreneurial intent of students (Alfirević, 

Peronja & Borovac Zekan, 2015). Another paper shows that, on the sample of students 

from Croatia and Bosnia & Herzegovina, support from family and friends significantly 

influences students’ preference for opening their own business (Kneta, Alfirević & 

Đonlagić, 2015). It is still not clear if family business experience is the specific factor, 

which makes it possible for entrepreneurial families to deliver the efficient support to 

their children in starting their own companies. This was the reason for further analysis 

of differences between the groups, defined according to their family business 

background, as related to the two previously described variables. Those variables are 

obtained by the mean value of multiple items, measured on the standard (five-level) 

Likert scales and have been validated empirically by the two previously cited papers.   

 

Mean value of entrepreneurial self-efficacy for the entire sample equals 3.25 and the 

mean for support from friends and families to entrepreneurial intent equals 3.27. The 

differences among the two groups (Table 7) show interesting results, as the 

entrepreneurial parents seem to be able to influence their childrens’ perception of self-

efficacy (with the value of 3.099 for the group without and 3.365 for the group with 

family business background). The actual level of support is also different, with values 

of 3.191 vs. 3.367.  
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Table 7. Differences in entrepreneurial self-efficacy and social support from friends and 

family according to family business background 

 
Family business background present Entrepreneurial self-

efficacy 

Support from friends 

and family 

dimension0  

No N Valid 124 124 

Missing 0 0 

Mean 3.0993 3.1909 

Std. Deviation .57157 .78143 

Yes N Valid 84 84 

Missing 0 0 

Mean 3.4649 3.3671 

Std. Deviation .55786 .73531 

Source: empirical research 

 

The differences for perception of entrepreneurial self-efficacy amounts to 0.3656, while 

the difference in social support for starting the own business by friends and family 

amounts to 0.1762. In order to analyze the statistical significance of those differences, 

the normality of distribution has been checked firstly (Table 8), as a precondition for 

further statistical analysis. 

 

Table 8. Tests of normality for distribution of self-efficacy and friends/family support variables 

 

 
Kolmogorov-Smirnova Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Entrepreneurial self-efficacy .071 210 .012 .989 210 .116 

Support of friends and 

family to entrepreneurial 

intent 

.084 210 .001 .985 210 .026 

a. Lilliefors Significance Correction 

Source: empirical research 

 

Since the normality for distribution of both variables has been established, the t-test has 

been used to test the statistical significance of the differences (Table 9). The 

assumption of variance homogeneity has been checked by using the Levene’s test for 

equality of variances. As shown by the empirical t-test, family business background 

significantly influences the entrepreneurial self-efficacy, with the group without such 

background scoring lower on the self-efficacy scale for the amount of -0.366 (t (206)= -

4.570, p=0.000). There is no significant difference between the groups in friends and 

families' support (t (206)= -1.634, p=0.104). 

 

The signficant differences in perceived entrepreneurial self-efficacy and the lack of 

significant differences in the level of support from friends and families, paints an 

interesting picture. It could be argued that both groups of parents try to support their 

children in their efforts to start their businesses in the best way,  available to them. 

However, the families (including the groups of friends) with family business experience 

are significantly more efficient in providing such support. Since the established results 

are based on a non-probabilistic sample of students, studying at a single institution of 
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higher education in Croatia, they should be treated as limited, but they strongly indicate 

the existence of mechanisms, supporting the forming of entrepreneurial personalities in 

families with entrepreneurial background. This could becme one of the significant 

findings for explaining the students' entrepreneurial intent, as well as for supporting 

entrepreneurship and employment of young people, in an environment, which does not 

provide adequate institutional support to entrepreneurs.  

 
Table 9. T-test of differences in entrepreneurial self-efficacy and social support from friends and family 

 

 

Levene's Test 

for Equality of 

Variances t-test for Equality of Means 

F Sig. t df 

Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

95% Confidence 

Interval of the 

Difference 

Lower Upper 

Entrepreneurial 

self-efficacy 

Equal 

variances 

assumed 

.075 .784 -4.570 206 .000 -.36558 .08000 -.52330 -.20787 

Equal 

variances not 

assumed 
  

-4.592 181.190 .000 -.36558 .07962 -.52269 -.20848 

Support of friends 

and family to 

entrepreneurial 

intent 

Equal 

variances 

assumed 

.753 .386 -1.634 206 .104 -.17620 .10785 -.38883 .03642 

Equal 

variances not 

assumed 
  

-1.653 185.367 .100 -.17620 .10659 -.38649 .03408 

Source: empirical research 
 

Discussion 

 

In this paper, different students' profiles have been established, as related to their work 

experience and family business background, i.e. ownership of a family business. Both 

groups of students (without regard of the family entrepreneurial background) have a 

relatively low level of entrepreneurial intent, which is, probably, due to the economic 

situation and relevant social trends. It is also interesting that personal motives (the wish 

to be independent, 'one's own boss') are not significantly related to the students' intent 

to start new ventures, which could be attributed to the form and level of support 

received by students from non-entrepreneurial families. Nevertheless, according to all 

indicators used, students from entrepreneurial families have a higher level of 

entrepreneurial intent than those without family business background. The statistically 

significant relationship between the belonging to entrepreneurial family and the 

entrepreneurial intent has been established for the actual intention to start a new venture 

(right after the studies, as well as within the five-year period after graduation), the 

students' wish to achieve the social status of employers (rather than being employees) 

and to become an entrepreneur, in terms of achieving one of their major objectives in 

life. Based on the issue of family support to developing entrepreneurial intent, 

previously validated indicators of entrepreneurial self-efficacy and friends'/family 

support to entrepreneurship have been compared for the two groups. For both variables, 

students for entrepreneurial families score higher than the group without family 

business background. The difference in perception of self-efficacy is statistically 

significant. The results obtained are based on a small and limited sample, which calls 

for a careful interpretaion, but they do clearly indicate the existence of inadequately 
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analyzed mechanisms of entrepreneurial personality formation in families with business 

background. Based on the results obtained, further research should, definitely, include 

the self-efficacy, with other potential variables, into further analysis. Results of 

research should be useful, in the context of developing educational programs and 

programs of life-long learning, related to entrepreneurship, as well as defining public 

policies for supporting entrepreneurial activities. 
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Abstract 
 

One’s first job is not likely to be a leadership position. We all start somewhere and that is 

typically in the production of an institution or company. During the course of life/career some 

touch upon leadership – either because they possess the competencies required to perform 

leadership or because they are top performers in production. Is it given that being the best 

specialist entails one will naturally perform as a leader? 

Although a widely researcher area, leadership has not received the deserved place among 

entrepreneurs in the Republic of Macedonia in general and the Pollog region in particular. 

Therefore this paper strives at providing insights regarding leadership and leadership skills 

among entrepreneurs in the Pollog region. 
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Introduction 

 

The topic of leadership as a study only appeared in the early 20
th

 century, and today the 

whole business world is obsessed with, as researchers continuously seek a simple yet 

ideal definition of it. On the other hand, organizations worldwide invest greatly in 

trying to attract and develop leadership, because undeniably all our lives are dependent 

on leadership, whether it is political, individual wellbeing or family treasures. 

Leadership as a phenomenon, is unarguably the most discussed and studied topics in 

the world today. A simple keyword search in the Expanded Academic Index for 

occurrences of the word "leadership" reveals over 1,200 citations in the year 2000 

alone. On Amazon, a subject search of the study of leadership prompts us to more than 

6,300 books, and over 1,400 hardcover books with leadership in the title. (Krohe, 

2000). While leadership is not easily defined, leaders are often characterized as those 

who socialize and orient members in the way of institutional needs (Richard A. Barker, 

2001). Alternatively, there are many ways of observing and interpreting its meaning, 

but what really matters, is realizing that it is really difficult to attempt a definition of 

what leadership really is. Likewise, defining what makes one person a leader is a 

challenge that leadership scholars have been discussing for over a century, and the 

many approaches to describing what distinguishes great leaders from merely good ones 

have not done justice to the subject. In fact, any earlier and recent endeavors in finding 

patterns of qualities that portray a leader have failed, and as a result the attributes the 

leadership scholars are looking to identify in a leader are exactly those personality 

features that in any particular situation make it possible for that certain person to 

achieve the group goal together with the group members. Hence, we may as well argue 

that through this approach we regard leaders as individuals who come up with answers 

in difficult situations, and that leadership is very comprehensive and, specific to a 

specific situation. Basically, a leader in one business unit may not be a real leader in a 

different business unit, and although we consider leadership as behavior specific to a 

problem encountered, yet it does not mean that there is no general idea of traits that a 

rated leader should possess. When we define leadership, we aim at addressing the 

nature of a leader, primarily the personal character of an individual, and not the nature 

of leadership itself. For instance, Wills (1994), after a broad study of what leadership is 

mostly concerned with, why leadership is important and what it is all about, confidently 

reached a conclusion that it is time for a definition and so he stated:  ‘the leader is one 

who mobilizes others toward a goal shared by leaders and followers. 

 

By this, we derive to an assumption that the leader is the source of the leadership. 

Furthermore, forms of descriptive terms such as charismatic leadership, servant 

leadership and strategic leadership in the language used to discuss leadership are 

designed and give a meaning to the nature of a leader.  

 

On the subject of the nature of the leader, Kirkpatrick and Locke identify six qualities 

that according to them differentiate leaders from other individuals: honesty and 

integrity, motivation, drive, self-confidence, knowledge of business and cognitive 

ability. Their main assumption from the research is that people aspiring to become great 

leaders will adjust their personalities and views to adopt these traits. However, the 

question I ask is: how can we be sure that these six aforementioned qualities are the 

right traits? Do these traits and abilities identify all effective leaders? Can you not name 

other proven leaders who are not identified by these six qualities?  
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Indeed, many famous academics have come up with different qualities and practices 

that effective executives should possess, but arguably, leadership is not always about 

personality or talent. In fact, some of the best leaders display diverse strengths and 

attitudes, however, getting the right things done in the right way matters the most. 

Leadership, according to many scholars, must be understood as a process of unfolding, 

or in other words, a process of interlacing activities which lead in to the structuration of 

the hierarchical levels. What we experience as leadership, is discontinuous cycles of 

values of individuals which influence the values of the collective as a group – and in 

turn, ethics create behaviors and then they reciprocate. As a result, these collective 

values create the management and institutions which are in fact thought to meet the 

individuals’ needs.  

 

Without overstating the points made above about the quality and values in the process 

of the interlacing activities, there are some key concepts that help us define the nature 

of leadership as a process. Primarily, we must apprehend that leadership is not 

necessarily a job of the person in charge – meaning, it is a function of the collective 

will and needs of individuals organized to meet those various necessities. Second, the 

process of leadership is an exchange of the individual qualities, and adaptation and 

development. Third, leadership is a process of energy, not structure (Barker, 1997) – 

which further proves the argument of leadership as a process of unfolding of the 

activities which lead to the creation of hierarchical levels. We may as well conclude 

that leadership is different from management. The nature of leadership in its essence is 

deviation from convention – leadership is change, while management is all about 

pursuing stability.  Leadership is when individuals understand what their own needs 

are, and pursuing them by joining a mutual group, motivates them to adapt their self-

interest to shared goals. It is important to grasp the idea that there would be no 

leadership without a need for change, and although a leader symbolizes governance, it 

may not always be the source of it. In addition, the commitment to certain goals as well 

as the hierarchical structure can only be derived from the individual, not the chief in 

charge. The chief may without a doubt become an extra stimulus, however, no one 

works around the clock to make someone else rich. 

 

Leadership can only be seen as a process, and researchers have identified three 

elements that we observe when we see leadership. Among the first things we see are the 

leadership actions. These actions are the leader’s attempt to exercise influence. A team 

manager gives instructions to an employee or a general prepares soldiers for battles 

through orders. All of these actions contain a process of influence and undeniably they 

are carried through leadership structures. These structures in other words can be 

considered as guide behavior. The general preparing soldiers for a battle is entrenched 

in form of a structure – during a war, such structures may include peace treaties, or the 

Geneva Convention, which in practice eliminates some war tactics to defend the human 

rights ground. Generally, it can be concluded that leadership structures restrict 

leadership actions. Leadership through this example becomes guiding and that can only 

happen through rigid leadership actions. 

 

Gary Yukl (2006) defines leadership as “the process of influencing others to 

understand and agree about what needs to be done and how to do it, and the process of 

facilitating individual and collective efforts to accomplish shared objectives”). Another 
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leadership scholar Peter Northouse (2010), has come up with a similar concept of the 

leadership process – defining it as “a process whereby an individual influences a group 

of individuals to achieve a common goal”. 

 

Daft (2005) considers two kinds of powers in organizations, position power and 

personal power. Personal power derives from the interactive relationships leaders 

develop with the coworkers. It comes more as a result of being perceived as likable and 

knowledgeable by followers. I would argue that when and if a leader appears to boast 

both position and personal power, then he/she should use personal power a vast 

majority of the time. This impression arises from the fact that most leaders tend to 

overuse position power, and as a result the capacity to influence people slowly but 

desperately erodes. Unfortunately, position power can be very dangerous at times, and 

that is in cases where position power is used for the leader’s personal interest to the 

disadvantage of other honest followers in the organization.  
 

    Leadership among entrepreneurs in the Pollog region 

 

Generally speaking the Pollog region is known for its private initiatives and business 

achievements which have contributed in economic development and social welfare in 

the country, especially after the conflict of 2001. I can rightfully conclude that in this 

part of the country there is an all-encompassing economic sectors, primary, secondary 

and tertiary. However I may pityingly conclude that the traditional business agricultural 

activity which also symbolizes the Pollog region, nowadays shows a downward slope 

and low level of business attractiveness in this region and the country as a whole. The 

below table presents business activity of the 33 surveyed firms for this study.  

 

Graph 1 Business activity of the surveyed companies in the Pollog Region 

 
The greatest number of economic entities in the Pollog region show an upward trend in 

the direction of realization and management of commercial businesses in the country 

and abroad. This economic activity is most commonly expressed and in order to start a 

thin trade of business, not a large amount of money is required. As a result these 

businesses are rapidly developed, however, at the same time also extinguished quickly 

due to bad managing and leadership. Below data illustrate the business startup of each 

company. 
 



602 

 

Graph 2 Starting initiatives of the businesses among companies in the Pollog Region 

 
 

As mentioned above, the Pollog region is comprised mostly of small and medium size 

enterprises where the tertiary sector of services is mostly developed and thus brings 

most profitable transactions. Activities that belong to this sector are insurance 

companies, banking services, tourism and social services. In fact, many insurance 

agencies and banks are present in this region which contribute greatly in maintenance 

of the economic activities. In fact, the factors that boost the establishment of new firms 

is closely related with the willingness of the society to boast a higher profit. The data 

collected from my surveys don’t necessarily suggest any conclusion about the reasons 

behind the motivational factors that convince the owners of starting a business, 

however, knowing that new established businesses in the Pollog region experience an 

increasing trend, only further indicates that the initiative about being a leader and 

managing an enterprise in this part of the country is not lacking. This estimation, is de 

facto as a result of the traditional inherited family business which keeps developing 

new managers and leaders yearly. 
 

Graph 3 Motivations behind private business managing 

 
 

The following table is an illustration of the legal form of surveyed businesses in the 

Pollog region. Needless to say, a strong correlation can be seen between the individual 

traders and the number of retail shopping facilities both in Tetovo and Gostivar. 
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Graph 4 Legal form of surveyed businesses 

 
 

In a nutshell, we may conclude that during 2008 there have been an exact 3053 active 

retail shopping facilities.  We might as well predict that most of these active retail 

facilities usually experience a slow start to their business, with very low turnovers. In 

this respect, the number of people employed in the startup does not exceed 10, and in 

most cases the number of employees hardly increases for the following years. The table 

below shows the data gathered from the 30 companies that I had the opportunity to 

question.  

 

Table 4.3: Number of employees during company establishment 

1-10 11-50 51-250 251 Other 

22 2 7 0 2 

 

Table 4.4: Number of employees from startup until 2008 

Unchanged Increased with 1-

3 employees 

Increased with 4-

7 employees 

Increasing with 

more than 7 

Decreased 

6 8 10 8 1 

 

Considering all of the listed tables that describe the state of small and medium size 

businesses in the region, attention should be also given to the fact that the surveyed 

companies are quite satisfied with the position their respective firm is nowadays 

holding. As you would observe from the below given table, none of the executives gave 

a negative answer to describe the accomplishment of their own company to date. 
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Graph 5 Company achievement from startup to date 

 
 

It is only important to know that individual trade in the region of Pollog is the most 

common economic activity, especially after the conflict of 2001 which saw the 

foundation of many businesses in all sectors. As such, nowadays the northwest part of 

Macedonia is known for successful construction companies which contains the creation 

of countless homes, apartments and business buildings as well as roads, bridges and 

many other forms of objects. It is worth mentioning that the owners, managers and 

leaders of the Pollog region are excellent managers of many other economic activities 

such as catering activities, restaurants and sweet shops which prove the old tradition of 

this area.  

The beginning part of the survey, inquires to identify the understanding of 

contemporary leadership for each surveyed leader. These chosen questions on this table 

are highly based on the assumption that contemporary leadership practices are lacking. 

Unsurprisingly, the answered questions partially support my supposition.  

 

Questions Never Sometimes Always 

When assigning tasks, I consider the skills and interests of 

workers 

0 12 21 

When working with teams, I encourage everyone to work towards 

the same objectives. 

0 7 25 

I make exceptions in my own rules – it’s better than being 

obtrusive all the time.  

6 22 5 

I create forums to celebrate organizational success. 7 17 9 

I allow freedom to employees. 1 14 18 

I inform my employees on the company’s development strategy 2 15 16 

If needed I arrange ad-hoc meetings  0 23 10 

 

From the illustrated data in the table above, it can be concluded that:  

 

 The executives in the Pollog region honor the interests and skills of their 

employees. The majority of the surveyed leaders support this idea.  

 Working towards the same goal is regarded as highly important. 75.76% 

always practice this method of modern leadership. 

 Leaders in the Pollog region only sometimes make exceptions in their rules. 6 

of them openly admitted they don’t like to make omissions.  
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 Allowing freedom to employees is not really a preferred practice in this region. 

With 42.42% showing a conjecture towards this practice.  

 Leaders in this region don’t always inform their employees on the company’s 

development strategies.  

 Arranging ad hoc meetings is not a common practice amongst leaders in the 

Pollog region.  

 

The evolution of leadership theories has been described thoroughly in this paper, and 

the above table offers data that allow us to acquire a short understanding of how 

contemporary leadership practices are appreciated by leaders in the Pollog region. The 

first impression from the answers above signifies a region where a more traditional 

approach to leadership is mostly preferred, and that good leadership practices are 

lacking. Executives in this part of the country appear to be highly formal in their 

relationship with their employees, where a hierarchical status is easily recognized 

within the companies, and it is something that must be respected.  

Based on the previously listed facts, the table below provides further specifics which 

suggest a strong directive approach to leadership in the Pollog region. 

  

Questions Never Sometimes Always 

I give orders and expect employees to obey them 1 8 24 

I believe that only the manager should make decisions 3 18 12 

I do not believe that superior treatment of employees increases 

productivity 

11 14 18 

Employees have the right to express their views 1 8 24 

Employees have the right to express their views on decision 

making situations 

4 14 15 

Employees at any moment may question the implemented 

approaches to solving problems 

2 18 13 

 

The transformation of leadership in the recent decades has altered the attributes and the 

perception of leaders towards complex problem solving. As such, this change has 

introduced some big changes in the way executives organize their employees around 

them, and the rapport that becomes less official daily. This change however has not 

been recognized nor practiced by leaders in the Pollog region. It can be concluded from 

the table above that:  

 The directive approach to leadership prevails in the Pollog region. 24 of the 

surveyed executives supported the idea that orders must be obeyed without any 

further explanation.  

 The leaders in the Pollog region strongly support their employees in sharing 

their views during their working process. Almost 73% showed respect in 

listening to the views of their employees. 

 However, the opinions of employees in decision making situations are not 

always valued. As can be seen, 18 have expressed their doubt towards this 

attitude.  

As expected, we may easily derive to a conclusion that executives in the Pollog region 

strongly prefer the autocratic style of leadership, an unchanged attitude for reasons that 

should be explained into details in the next section.  
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Interestingly enough, apart from the several traditional leadership practices that were 

recognized in the Pollog region, this does by no means suggest that leaders in this area 

are not mindful of the newly developed leadership theories in place. This speaks 

volumes when considering the fact that, despite following the latest trends in the 

industry and leadership as a practice, the majority of the companies in the Pollog region 

still prefer the more traditional approach to managing.  

 

Questions Never Sometimes Always 

I believe that by improving my leadership skills, the company will 

drastically evolve. 

0 9 24 

I think the organization can progress faster by developing younger 

leaders. 

2 17 14 

The leader should deal with managerial and functional objectives 3 10 20 

I believe the leader should be open minded 2 6 24 

 
From the table above we may identify that:  

 Managers in the Pollog region are conscious of the fact that proper leadership 

brings the company to a new level. Around 73% of the executives agreed that 

by improving leadership skills the company will advance.  

 According to managers in the Pollog region, only sometimes will the 

organization progress by investing time and effort in new leaders.  

 Executives in the Pollog region show skepticism towards the younger leaders 

in the company.  

 61% of the surveyed companies are in accordance with the modern practice of 

leadership which believes the leader apart from the leadership duties, should 

perform on functional objectives as well.  

 The majority of the surveyed companies strongly believe the leader should be 

open minded.  
 

Conclusions  

 

Without a doubt leadership is of immense importance for contemporary business 

organizations, a must in providing a competitive advantage in the modern “business 

jungle”. As has been noted throughout the dissertation, leadership has been studied 

quite a lot at the international level and in most cases it has been analyzed as an 

inseparable part of each and every management situation, although leadership itself has 

much more to offer in terms of managing people and business organizations.  

 

This paper is based on the research question whether managers in the Pollog region are 

practicing leadership in accordance with the contemporary leadership theories. From 

the analysis, it can be said that managers in this part of the country do not follow the 

contemporary leadership styles. If anything, executives in the Pollog region strongly 

prefer the traditional autocratic type of leadership. However, business managers show 

some signs of being aware of the modern leadership practices.  

 

Leadership in the Pollog region is unique. With all due respect to our business 

managers and their respected companies, this study has left me into a state of confusion 

during my attempt to identify the preferred leadership techniques.. The leadership 
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practices found in business organizations in the Pollog region, based on the data 

analysis discussed in the previous section, it was understood that managers agree to that 

by improving their leadership skills, organizational performance will enhance.  
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Abstract 
 

Entrepreneurship has an increasingly important role in economic growth and development in 

both developed and underdeveloped countries. Also, various forms of entrepreneurial behavior 

are important in promoting economic and social development. Thus, it is not surprising that 

entrepreneurship and entrepreneurial activity have received a significant attention from both 

academics and policy makers. It is important for both groups to better understand the various 

factors that affect and stimulate entrepreneurial behavior.  

 

Previous research has shown that entrepreneurial intentions of individuals represent effective 

and strong explanatory factor that predicts quite well their future entrepreneurial behavior. 

Also, entrepreneurial intentions are crucial to the entrepreneurial process as an important first 

step in a series of actions that leads to the creation of entrepreneurial project. Although there 

are different theoretical models of entrepreneurial intentions in the extant literature, they 

actually contain conceptually related elements and offer quite comparable interpretations of 

entrepreneurial intentions. 

 

In order to explore entrepreneurial intentions and their antecedents in South-East European 

context we have conducted a paper-and-pencil self-administered survey among students of 

economics and business in four South-East European countries, namely: Bosnia and 

Herzegovina, Croatia, Macedonia and Serbia. The sample consisted of 1200 respondents, 300 

of respondents from each country included in study. The highly structured questionnaire with 

set of items derived from the literature and Likert-type scale were used as data collection 

instrument. The following scales were included in the questionnaire: locus of control, risk 
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taking propensity, perceived barriers, perceived support factors, personal attitude towards 

entrepreneurship, perceived behavioral control, subjective norm and entrepreneurial intention 

(Lumpkin, 1985; Luthje, Franke, 2003; Linan, Chen, 2009). Collected data were analyzed with 

multiple regression technique in order to explore the effects of various antecedents on 

entrepreneurial intention in the context of South-East European countries. 

 

The results indicate that personal attitude towards entrepreneurship, perceived behavioral 

control and subjective norm positively and significantly affect entrepreneurial intent. 

Respondents from Bosnia and Herzegovina exhibit higher levels of entrepreneurial intent 

compared to other observed countries. 

 

The findings of our research provide better understanding of entrepreneurial intentions and 

their antecedents in the specific post-transition context of South-East European countries. 

Theoretical and policy implications of research findings are discussed in the paper. 

 

Keywords: entrepreneurship, entrepreneurial intentions, survey, post-transition, South-East 

Europe 
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Introduction 

 

Entrepreneurial activities have increasingly important roles in various aspects of 

economic and social development around the world. Therefore, it is not surprising that 

entrepreneurial behavior has received significant scholarly attention from various 

academic disciplines (e.g. Shane and Venkataraman, 2000; Busenitz et al, 2003; van 

Praag and Versloot, 2007; Shepherd and Williams, 2015).  

 

Entrepreneurial intention is one of the rapidly evolving sub-fields within the broader 

field of entrepreneurship research (Linan and Fayolle, 2015). Pioneering works in this 

area were published by Shapero (1984) and Shapero and Sokol (1982). Since then, 

entrepreneurial intention framework was tested, refined and employed by a number of 

studies (e.g. Krueger, Reilly and Carsrud, 2000; Luthje and Franke, 2003; Veciana, 

Aponte and Urbano, 2005; de Pillis and Reardon, 2007; Lee et al., 2011; Linan and 

Fayolle, 2015). Also, initial theoretical framework has been integrated with theories 

from the field of social psychology (Ajzen 1991; Bandura 1982).  

 

Many of previous studies explore the effects of various personal-level variables on 

entrepreneurial intention (e.g. Lee and Wong, 2004; Segal, Borgia and Schoenfeld, 

2005; Linan and Santos, 2007). Numerous variables are analyzed in these studies as 

antecedents of entrepreneurial intention, such as demographics, personal traits and 

psychological variables, as well as prior entrepreneurial exposure and social capital. 

Another major stream of research includes studies that analyze various contextual 

variables (e.g. national, regional or cultural variables) as antecedents of entrepreneurial 

intention (e.g. Veciana, Aponte and Urbano, 2005; Engle et al., 2010). Also, some 

studies are more focused on various theoretical and methodological issues of the 

entrepreneurial intention model (e.g. Linan and Chen, 2009; Schlaegel and Koenig, 

2014). 

 

Our paper contributes to the entrepreneurial intention literature making the following 

advances. Our research combines three streams of research into one study. We explore 

the effects of personal-level and contextual variables on entrepreneurial intention. Basic 

model of planned behavior is extended with locus of control, risk taking propensity, 

perceived barriers and perceived support factors. Conducting our research in four 

South-East European countries we are using them as an empirical testing ground to 

explore the effects of national environments of these specific countries on 

entrepreneurial intent. And finally, we will conduct empirical test of Ajzen’s Theory of 

Planned Behavior and explore how well it explains the situation found in the post-

transition setting. 

 

Literature review is presented in the next section. Conceptual framework is presented 

and hypotheses are developed in the third section. The methodology is described in the 

fourth section and it is followed by results and discussion section. The final section 

includes conclusions with theoretical and policy implications, limitations and the lines 

for future research. 
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Literature Review 

 

Entrepreneurial intention may be defined as the intention of an individual to start a new 

business (Krueger, 2009). It represents a mental orientation such as desire, wish and 

hope influencing individual’s choice of entrepreneurship (Peng, Lu and Kang, 2012). 

Intentions are considered the single best indicator of actual behavior (Ajzen, 1991) and 

entrepreneurial intentions are therefore central to better understanding entrepreneurial 

behavior in the process of discovering, creating, and exploiting opportunities (Gartner, 

et al., 1994). 

 

There are two main theoretical models of entrepreneurial intention. One of the earliest 

models of entrepreneurial intention is the Entrepreneurial Event Model (Shapero, 1975; 

Shapero and Sokol, 1982; Krueger, 1993). Based on this model, entrepreneurial 

intention depends on three main antecedents: perceived desirability, propensity to act, 

and perceived feasibility. Another important theoretical model of entrepreneurial 

intention is adopted from the field of social psychology. It is known as the Theory of 

Planned Behavior. This theory was developed by Ajzen (1991) as a framework that 

might be applied to different behavioral contexts, and it was introduced to 

entrepreneurial intention context by Krueger and Carsrud (1993). According to this 

model, the following variables affect entrepreneurial intention: attitude toward the 

entrepreneurship, subjective norm, and perceived behavioral control. Additionally, 

there were also efforts to extend the existing and develop new theoretical models of 

entrepreneurial intention (Davidsson, 1995; Krueger, Reilly and Carsrud, 2000; 

Elfving, Brannback and Carsrud, 2009) and to integrate them into single, coherent 

model (Linan, Rodriguez-Cohard and Rueda-Cantuche, 2005; Shook and Bratianu, 

2010; Schlaegel and Koenig, 2014; Langer et al., 2016). Nevertheless, the Theory of 

Planned Behavior has been shown as more consistent in predicting entrepreneurial 

intentions and it is based on more coherent theoretical framework (Krueger, Reilly and 

Carsrud, 2000; Engle et al., 2010; Iakovleva, Kolvereid and Stephan, 2011). 

 

The entire stream of research within entrepreneurial intention field seeks to identify 

additional antecedents of entrepreneurial intention. Additional antecedents range from 

various personal-level variables to specific contextual variables. Indeed, the context 

matters and this might be more important for post-transition countries. Luthje and 

Franke (2003) added risk taking propensity and locus of control as additional 

personality variables to the model. Also, they included support and barriers as specific 

contextual variables. De Pillis and Reardon (2007) explored the effects of achievement 

motivation, tolerance for ambiguity and personal efficacy on entrepreneurial intention 

as well as the effects of cultural contextual variables operationalized as face-to-face and 

mass media persuasion about entrepreneurship. Crant (1996) explored the effects of 

proactive personality and demographics on entrepreneurial intention. Segal, Borgia and 

Schoenfeld (2005) included risk perception into their analysis of entrepreneurial 

intentions, while Carr and Sequeira (2007) and Peng, Lu and Kang (2012) included 

prior entrepreneurial experience (personal and/or family). 

Since the entrepreneurial intention can be strongly influenced by the contextual 

environment numerous studies explored the differences in entrepreneurial intention 

among different countries, regions and cultural groups. Veciana, Aponte and Urbano 

(2005) compared entrepreneurial intentions between Catalonia and Puerto Rico, which 

might have shared cultural tradition but different economic models. Kristiansen and 
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Indarti (2004) conducted comparison between Norway and Indonesia, which have 

different both cultural tradition and economic models. Engle et al. (2010) conducted 

analysis of entrepreneurial intention among 12 countries representing 10 regional 

cultural clusters, while Iakovleva, Kolvereid and Stephan (2011) conducted comparison 

among 13 countries and focusing on the differences among developed and developing 

countries.  

 

The importance of entrepreneurial intentions has been recognized in the observed 

South-East European countries in the region
218

 but this issue has not been tackled 

comparatively or using the advanced theory of planned behavior. We fill the gap by 

providing theoretically plausible and empirically evidenced comparative study of 

entrepreneurial intent in the selected post-transition countries. According to our best 

knowledge this is the first exploratory study of for the set of South-East European 

countries. The observed countries share as well the same path-dependency of ex-

Yugoslav republics and belong to the same Western Balkan region so many similarities 

might be found in the attitudes and behavior of neighboring citizens. However, since 

our study is conducted at the young population, these inherited effects might be 

mitigated ever since the dissolution of the former state. 

 

Conceptual Framework and Hypotheses 

 

The basic model of our research is based on the Theory of Planned Behavior with 

additional personality variables (locus of control and risk taking propensity) and 

contextual variables (perceived barriers and perceived support factors). Also, we 

explore the effects of specific national environments of four South-East European 

countries on entrepreneurial intention. Our conceptual model is presented in Figure 1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
218

 See for example Pašić Mesihović & Šestić (2016) and  Macura, Konda, & Končar (2015) for 

Bosnia and Herzegovina, Langer et al.(2016) for Croatia, and Stanković, Dedjanski & Vojteški-

Kljenak (2015) for Serbia. 
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Figure 1. Conceptual framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Personal Attitude towards Entrepreneurship, Subjective Norm and Perceived 

Behavioral Control are basic antecedent variables of entrepreneurial intention and they 

represent original elements of the Theory of Planned Behavior (Ajzen, 1991). Personal 

Attitude towards Entrepreneurship refers to the degree to which the individual holds a 

positive or negative personal valuation about being an entrepreneur (Ajzen, 2001; 

Linan and Chen, 2009). Subjective Norm represents the perceived social pressure to 

carry out, or not to carry out entrepreneurial behavior. It refers to the perception that 

“reference people” would approve of the decision to become an entrepreneur, or not 

(Ajzen, 2001; Linan and Chen, 2009). Perceived Behavioral Control is defined as the 

perception of the ease or difficulty of becoming an entrepreneur (Linan and Chen, 

2009). 

 

These three variables are theoretically considered as key predictors of intention in any 

behavioral context, not just entrepreneurial (Ajzen, 1991; Krueger and Carsrud, 1993). 

There are numerous studies that empirically tested this model in various settings, and 

with somewhat conflicting results. Krueger, Reilly and Carsrud (2000) found empirical 

evidence for positive relationship between Personal Attitude towards Entrepreneurship 

and Perceived Behavioral Control on one side and Entrepreneurial Intention on the 

other, but they could not find empirical evidence for relationship between Subjective 

Norm and Entrepreneurial Intention. Autio et al. (2001) also could not empirically 

confirm the positive relationship between Subjective Norm and Entrepreneurial 
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Intention. On the other hand, several studies found empirical evidence for positive 

relationship between all three basic antecedent variables and Entrepreneurial Intention 

(Kolvereid, 1996; Tkachev and Kolvereid, 1999; Kolvereid and Isaksen, 2006). 

Therefore, the following hypotheses were proposed: 

 

H1: Entrepreneurial Intention should be positively affected by Personal Attitude 

towards Entrepreneurship; 

 

H2: Entrepreneurial Intention should be positively affected by Subjective Norm; 

 

H3: Entrepreneurial Intention should be positively affected by Perceived Behavioral 

Control. 

Locus of Control and Risk Taking Propensity represent two additional variables that we 

added to our model. They represent personality variables and might allow exploring 

how personality differences affect entrepreneurial intention. Locus of Control 

represents the degree to which individuals believe that they have control over the 

outcome of events in their lives (Rotter, 1966; Lumpkin, 1985). Risk Taking Propensity 

refers to the individual’s tendency to engage in activities that are perceived as risky 

(Brockhaus, 1980; Luthje and Franke, 2003). There are some previous studies that 

provide empirical evidence about the existence of positive relationship between these 

two variables and entrepreneurship and entrepreneurial intention (e.g. Brockhaus, 1980; 

Brockhaus, 1987; Bonnett and Furnham, 1991; Hisrich and Peters, 1995; Luthje and 

Franke, 2003). Therefore, we propose the following hypotheses: 

 

H4: Entrepreneurial Intention should be positively affected by Locus of Control 

 

H5: Entrepreneurial Intention should be positively affected by Risk Taking Propensity. 

 

Another set of variables added to the basic model represent contextual variables. We 

included two contextual variables that well cover various contextual factors and can be 

regarded as proxy variables for specific economic, social and cultural context. They are 

Perceived Support Factors and Perceived Barriers and they have been initially 

developed by Luthje and Franke (2003). The extant literature recognizes the importance 

of various social, cultural, institutional and economic contextual variables for 

entrepreneurial intention formation process at individual level. Previous studies 

explored the effects of contextual variables such as attitudes towards entrepreneurship 

in society, availability of business incubators, funding, content of mass-media and face-

to-face communication about entrepreneurship (e.g. Shapero, 1984; Hisrich and Peters, 

1995; Pennings and Kimberly, 1997; Luthje and Franke, 2003; De Pillis and Reardon, 

2007). These factors have been found to have strong relationships with entrepreneurial 

activities. Therefore, the following hypotheses are proposed: 

 

H6: Entrepreneurial Intention should be positively affected by Perceived Support 

Factors 

 

H7: Entrepreneurial Intention should be negatively affected by Perceived Barriers. 

 

The entire stream of research is focused on cross-country comparisons of 

entrepreneurial intentions and their antecedents. The studies range from two-country 
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comparisons (e.g. Kristiansen and Indarti, 2004; Veciana, Aponte and Urbano; 2005) to 

large multi-country comparisons (e.g. Engle et al., 2010; Iakovleva, Kolvereid and 

Stephan, 2011). There is strong empirical evidence that entrepreneurial intention 

significantly differs between various countries and these differences are might be 

explained by differences in economic, social and cultural environments. Therefore, we 

propose the following hypothesis: 

 

H8: There will be differences in Entrepreneurial Intention among analyzed countries. 

 

Methodology 

 

Data were collected during 2016 by using a paper-and-pencil self-administered survey. 

Survey was conducted in four South-East European countries: Bosnia and Herzegovina, 

Croatia, Macedonia and Serbia. The sample consisted of 1200 university students of 

economics and business, with 300 of respondents from each country included in the 

study. The sample is constructed with convenience sampling technique and it includes 

university students that were present at the lecture when survey was conducted. The 

summary statistics of sampled respondents is presented in Table 1. 

 

Table 1. Summary statistics of sampled respondents, n = 1200 

 % 

Gender  

   Male 27.6 

   Female 72.4 

Age  

   19-21 43.4 

   22-24 49.8 

   25-27 3.9 

   28+ 3.1 

Year of study  

   1
st
 0.2 

   2
nd

 20.8 

   3
rd

 51.4 

   4
th

 27.7 

Country  

   Bosnia and Herzegovina 25.0 

   Croatia 25.0 

   Macedonia 25.0 

   Serbia 25.0 

Source: Authors 

Data were collected with the highly structured questionnaire that included set of items 

derived from the literature and  uestions about respondent’s gender, age and year of 

study (Appendix). Items were measured on a five-point Likert-type scale, anchored at 1 

(strongly disagree) and 5 (strongly agree). The following scales were included in the 

questionnaire: locus of control, risk taking propensity, perceived barriers, perceived 

support factors, personal attitude towards entrepreneurship, perceived behavioral 

control, subjective norm and entrepreneurial intention. Items for locus of control were 

taken from Lumpkin (1985), items for risk taking propensity, perceived barriers and 
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perceived support factors were taken from Luthje and Franke (2003), and items for 

personal attitude towards entrepreneurship, perceived behavioral control, subjective 

norm and entrepreneurial intention were taken from Linan and Chen (2009). 

 

Collected data were first analyzed with exploratory and confirmatory factor analysis in 

order to assess validity of applied measurement scales. Initial exploratory analysis with 

varimax raw rotation of factors was performed on the entire pool of 35 items. From 

further analysis were removed 9 items - items with low factor loadings on their primary 

factor and items with high factor loadings on more than one factor. The remaining 

items were again factor analyzed and they loaded on 8 factors as hypothesized in the 

literature. Principal components analysis was employed to extract the factors. The 

Kaiser-Guttman rule was used to determine the number of factors to extract. 

 

After exploratory factor analysis, 26 items were subjected to confirmatory factor 

analysis to conduct more rigorous evaluation of underlying factor structure and the 

validity of measurement scales. 

 

Multiple regression analysis was conducted to test hypotheses. Entrepreneurial 

intention is specified as dependent variable and locus of control, risk taking propensity, 

perceived barriers, perceived support factors, personal attitude towards 

entrepreneurship, perceived behavioral control, subjective norm and country as 

independent variables. The tolerance measures were checked to detect possible 

multicollinearity. Since the values of tolerance were between 0.74 and 0.99, it was safe 

to conclude that multicollinearity did not exist (Kutner, Nachtsheim and Neter, 2004). 

Data analysis was conducted with software package Statistica 12. 

 

Results and discussion 

 

Initial exploratory factor analysis resulted in removal of 9 items with low factor 

loadings on their primary factor and high cross-loadings. Final exploratory factor 

analysis resulted in factor solution with 8 factors where each item had high factor 

loading on their primary factor (Table 2). The eight-factor solution explained 39.2% of 

the variance. The eight-factor solution was additionally tested with confirmatory factor 

analysis. Fit indices indicate an acceptable level of fit for specified measurement model 

and all factor loadings were significant at p < 0.01 level (Table 2). The results of 

exploratory and confirmatory factor analyses indicate that applied measurement scales 

exhibit acceptable level of validity. 

 

Table 2. Exploratory and confirmatory factor analysis results 

Items EFA factor loadings CFA factor loadings 

Locus of Control 

i2 0.77 0.41* 

i3 0.73 0.45* 

Risk Taking Propensity 

i7 0.76 0.64* 

i8 0.78 0.77* 

i9 0.52 0.41* 

Perceived Barriers 

i10 0.82 0.28* 
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i11 0.74 0.98* 

Perceived Support Factors 

i14 0.80 0.33* 

i15 0.73 0.80* 

Personal Attitude toward Entrepreneurship 

i16 0.67 0.54* 

i17 0.77 0.89* 

i18 0.78 0.86* 

i19 0.80 0.92* 

Perceived Behavioral Control 

i23 0.65 0.68* 

i24 0.78 0.75* 

i25 0.79 0.77* 

i26 0.54 0.53* 

Entrepreneurial Intention 

i27 0.73 0.82* 

i28 0.81 0.89* 

i29 0.86 0.93* 

i30 0.88 0.99* 

i31 0.85 1.04* 

i32 0.87 1.03* 

Subjective Norm 

i33 0.78 0.68* 

i34 0.91 0.86* 

i35 0.85 0.74* 

Note: CFA fit indices: GFI = 0.91, AGFI = 0.88; NFI = 0.90; NNFI = 0.90; CFI = 0.92; 

RMSEA = 0.065 

* Factor loadings significant at p < 0.01 level 

 

The results of multiple regression analysis (Table 3) indicate that Entrepreneurial 

Intention was significantly and positively affected by Personal Attitude towards 

Entrepreneurship (β=0.44), Perceived Behavioral Control (β=0.36), and Subjective 

Norm (β=0.05). Results also indicate that specific country environment also affects 

entrepreneurial intention. Respondents from Croatia, Serbia and Macedonia exhibit 

significantly lower levels of entrepreneurial intention when compared to Bosnia and 

Herzegovina as reference country in this regression model. This result is contrary to the 

ease of doing business in these countries, as documented in the Doing Business Report 

(World Bank, 2016) where for example, Macedonia (rank 12) as the leader in the 

Balkans in reforming the business regulation, Croatia (rank 40) and Serbia (rank 59) are 

all better ranked than Bosnia and Herzegovina (rank 79), which shows a great delay in 

the reformation process. However, the number of days to register a business, or the 

regulation of paying taxes or getting construction permits, does not picture the entire 

business environment of one country. When reporting on a country’s business 

regulation and environment, many additional factors of influence for investment should 

be taken into consideration: market size, security of the region, macroeconomic 

stability, cost and availability of credit, skills and training of the work force, state of the 

financial system, levels of corruption, etc. An example of the best-performing country 

Macedonia, showed an increase in the promotion of entrepreneurial opportunities in 
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recent years, but this has not attributed to an increase in the number of startups and 

some of the reasons for this situation are relatively small market in respect to number of 

consumers, limited geographic markets; general preference for employment in the 

public sector or in large companies (GEM Report, 2013).  

The results support hypotheses H1, H2, H3 and H8. However, hypotheses H4, H5, H6 

and H7 are rejected. 

 

Table 3. Regression analysis –dependent variable: Entrepreneurial Intention 

Independent 

variables 

Standardized 

coefficients () 

Standar

d error 

Unstandardized 

coefficients (B) 

Standard 

error 

t-

value 

p-value 

Intercept   -0.47 0.18 -2,53 0.01 

Locus of Control 0.00 0.02 0.00 0.03 0.02 0.98 

Risk Taking 

Propensity 

0.01 0.02 0.01 0.03 0.43 0.67 

Perceived 

Barriers 

0.02 0.02 0.03 0.03 1.01 0.31 

Perceived 

Support Factors 

-0.01 0.02 -0.01 0.03 -0.44 0.66 

Personal 

Attitude towards 

Entrepreneurship 

0.44 0.02 0.51 0.03 18.78 0.00 

Perceived 

Behavioral 

Control 

0.36 0.02 0.47 0.03 15.68 0.00 

Subjective Norm 0.05 0.03 0.07 0.03 2.48 0.01 

Croatia -0.15 0.03 -0.34 0.06 -5.88 0.00 

Serbia -0.13 0.03 -0.30 0.06 -5.30 0.00 

Macedonia -0.10 0.03 -0.22 0.06 -3.74 0.00 

Model fit: R2 = 0.51; adjusted R2 = 0.51; F-value = 126.09; p = 0.00 

Significant and positive impact of Personal Attitudes and Perceived Behavioral Control 

to the entrepreneurial intentions are in line with the past research in other countries (e.g. 

Krueger, Reilly and Carsrud, 2000; Kolvereid and Isaksen, 2006). Perceptions are an 

important determinant of behavior that influences the outcome whether an individual is 

a potential entrepreneur. Becoming an entrepreneur is perceived to be rather easy, but 

this may be due to the fact that the respondents are students of business and economics, 

and many of them in their third and fourth year of studies with previously acquired 

knowledge on the topic. Nevertheless, these findings are supported by other research on 

national level. For example, according to the national GEM Report for Macedonia 

(2013) people tend to have mainly positive perceptions for entrepreneurial activity, and 

50% of the respondents (population of 18-64 years of age) believe that they have the 

necessary knowledge and skills to start and manage a business. Furthermore, 37% 

(population of 18-64 years of age) think that there are good opportunities to start a 

business in the next 6 months in the area where they live, and 29% consider themselves 

a latent entrepreneur who intends to start a business within three years. This percentage 

of entrepreneurial intent among the population (18-64 years of age) in Macedonia is 

higher than in the other Balkan countries, opposing our research which suggests, that in 

regards to young people (18-29 years), Bosnia and Herzegovina has taken the 

leadership in the region. Still, when we analyze further, we can see that more than the 
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half of the entrepreneurs from Macedonia (60,98%) are entrepreneurs from necessity, a 

number that is higher than in any other Balkan country (GEM Report, 2013). This 

situation is determined by low economic development and high unemployment rate. 

Additionally, Bosnia and Herzegovina is the only Balkan country where the number of 

entrepreneurs from necessity is lower than entrepreneurs motivated by opportunity. In 

the European context, for instance, the number of those who started their businesses 

due to opportunity is almost the half of the total number of respondents who at some 

point run a business, while those who became entrepreneurs from necessity form less 

than 1/3 of all the respondents (European Commission, 2013).  Although methodology 

and scope of the indicators are different, it is worth putting our results of 

entrepreneurial intentions in the GEM context that for Croatia shows 20% of an adult 

population is considered latent entrepreneurs i.e. have expressed their intent to become 

an entrepreneur in the next three years
219

.  

 

In the observed South-East European social setting, the variable Social Norm plays and 

important role in forming individual entrepreneurial intention. Contrary to the findings 

of Autio et al. (2001) close friends and family support matters in future business 

undertaking. This may be a consequence of the fact that most of these young people 

still live with their families and are financially dependent on their parents. Eurostat data 

for 2013 provide evidence that in the EU28 only 39 percent of young population aged 

25-29 lived with their parents, while in the observed countries this percentage was 

much higher: 71 percent in Macedonia
220

, 70 percent in Croatia and 66 percent in 

Serbia. Further it seems that countries where high share of the population aged 20-29 

still lives with their parents have higher youth unemployment rate. Some of these 

young people are in the education process, but others might be even unwilling to look 

for a job (Tomić, 2016). 

 

On the other side, Perceived Support factors referring to the institutional support and 

positive general image of entrepreneurs in the society is not important for 

entrepreneurial intention. Aligned with this finding, legislation and bank support do not 

stand as significant obstacles to entrepreneurial intention This result is interesting 

because business climate in Western Balkans is poor
221

, however, perceived barriers 

seem not to hamper entrepreneurial intention in the surveyed countries and this is in 

line with previous findings for Croatia that anti-entrepreneurial climate does not seem 

to be influencing students’ entrepreneurial aspirations (Langer et al., 2016). Young 

entrepreneurs-to-be might have the courage, although risk-taking propensity is not 

significant determinant of their entrepreneurial intention in the region.  

 

The rate of unemployment among young population is considerably higher than among 

the adults in all surveyed countries (Tomić, 2016). Those young, educated people who 

have strong commitment to the realization of the idea of starting their own business 

consider this as their own responsibility, especially if they think they would have 

support of their families or close friends. It can be further elaborated and explained 

through the institutional support to the development of entrepreneurship in the observed 

South-East European countries. For instance, the support to young entrepreneurs in 
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 GEM Croatia, 2014 http://www.gemconsortium.org/country-profile/54 
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 Data for Macedonia are for 2012. 
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 See SEE-6 Economic Outlook, 2015, Švaljek (Ed), 2015. 
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Serbia is rather sporadic in spite of a big plan to put the development of small and 

medium sized enterprises and entrepreneurship at the top of the agenda of economic 

policy reforms for this decade (Government of Serbia, 2015). Those plans are 

continuation of the previous economic reforms that did not result in a significant 

growth of the entrepreneurial sector. Maybe this is why young people do not yet 

perceive the institutional support as strong and continuous. In Serbia, young people 

rather opt for employment in organizations, in the informal sector or to stay 

unemployed instead of choosing self-employment as an option.
222

  In the after-crisis 

period in Croatia the necessity self-employment is dominant for both young and 

especially so for the old unemployed people, whereas opportunity self-employment is 

slightly more pronounced in the case of the young population (Botrić & Tomić, 2016). 

 

Conclusions 

 

This research on entrepreneurial intentions in the set of post-transition countries 

provided pioneering insight into the attitudes and behavior of young entrepreneurs-to-

be in Balkans region. Personal Attitude towards entrepreneurship is mostly positive and 

it has a significant influence on the entrepreneurial intent.  

 

Contrasted to other studies for other countries, in the observed countries Social Norm 

plays an important determinant of entrepreneurial intentions. It seems that in the case of 

South-East European countries, the opinion of a third party (friends or family), i.e. 

Social Norm is of great importance for the decision to start a business. This could mean 

that in order to boost entrepreneurial intention, the promotion of entrepreneurship 

should be aimed at a more general public.     

 

One of the most intriguing finding is that entrepreneurial intentions in Bosnia and 

Herzegovina are higher than in other countries in the region. This finding goes hand in 

hand with Bosnia and Herzegovina standing as the only Balkan country where the 

number of entrepreneurs from opportunity rather than from necessity prevails, yet 

requires more in-depth study of the reasons standing behind national specifics. In our 

discussion, the lack of comparable statistical data restricted the analysis of Bosnia and 

Herzegovina in the international context.  

 

The results on Perceived Behavioral Control positive and significant impact to 

entrepreneurial intention is in line with the past research (Krueger, Reilly and Carsrud, 

2000). Young people have in general more self-confidence, and it seems to be decisive 

for entrepreneurial intention, in particular since our sample is students of business and 

economics that have gathered certain knowledge on developing entrepreneurial project 

and management. Given the scope of our research, focus on the business students limits 

the extension of conclusions to the general population.  

 

Future research can include young people with different educational background in 

order to expand the characteristics of the sample, use other measures in addition to the 

self-administered survey and include a longitudinal study for better understanding of 

the causality between the tested factors of influence and Entrepreneurial Intention. In 
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 Among those seeking for a first job only about 11 percent opt for self-employment (Government of 

Serbia, 2015). 
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addition to this, it would be interesting to ask young entrepreneurs who already 

established their businesses what were the main factors which they followed while 

developing their entrepreneurial projects. We also recommend a further exploration of 

the role of economic and environmental variables in these countries, which may affect 

the relationship between the above-mentioned factors and Entrepreneurial Intention. 

This research showed that in the selected South-East European countries there is a clear 

entrepreneurial intent and that the idea of entrepreneurship and entrepreneurial mindset 

is familiar to young population. However, there are number of obstacles for this intent 

to be effectively launched and realized. This probably stands as a reason for young 

entrepreneurs-to-be in the post-transition economies in the Western Balkans region to 

consider locus of control, risk, barriers and supporting factors less important for their 

entrepreneurial projects to become true. Finally, more studies on the entrepreneurial 

intent and youth unemployment problem in the post-transition should be undertaken. 

Higher levels of entrepreneurial intent might induce self-employment of youth and job 

creation for young people and thus contribute in alleviating this burden to the national 

economies in the region. 
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Appendix: Questionnaire 
 

To which extend you agree or do not agree with each of the following statements? Please circle only 

one answer for every statement on the scale from 1 to 5. 

1 = Strongly disagree, 2 = Disagree, 3 = Neither agree nor disagree, 4 = Agree, 5 = Strongly agree. 
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i1 When I make plans, I am almost certain that I can make them work 1    2    3    4    5 

i2 
Getting people to do the right things depends upon ability; luck 

has nothing to do with it. 
1    2    3    4    5 

i3 What happens to me is my own doing. 1    2    3    4    5 

i4 
Many of the unhappy things in people's lives are partly due to bad 

luck. 
1    2    3    4    5 

i5 
Getting a good job depends mainly on being in the right place at 

the right time. 
1    2    3    4    5 

i6 
Many times I feel that I have little influence over the things that 

happen to me. 
1    2    3    4    5 

i7 When I travel I tend to use new routes. 1    2    3    4    5 

i8 I like to try new things (e.g. exotic food or going to new places). 1    2    3    4    5 

i9 I have taken a risk in the last six months. 1    2    3    4    5 

i10 
Banks in >My Country< do not readily give credit to start up 

companies. 
1    2    3    4    5 

i11 
State laws (rules and regulations) are adverse to running a 

company. 
1    2    3    4    5 

i12 
It is hard to find a business idea for a business that hasn’t been 

realized before. 
1    2    3    4    5 

i13 Entrepreneurs have a positive image with >Country< society. 1    2    3    4    5 

i14 
Qualified consultant and service support for new companies is 

available in >Country<. 
1    2    3    4    5 

i15 
The creative atmosphere in the society inspires to develop ideas 

for new businesses. 
1    2    3    4    5 

i16 
Being an entrepreneur implies more advantages than 

disadvantages. 
1    2    3    4    5 

i17 A career as entrepreneur is attractive for me. 1    2    3    4    5 

i18 If I had the opportunity and resources, I’d like to start a firm. 1    2    3    4    5 

i19 Being an entrepreneur would entail great satisfactions for me. 1    2    3    4    5 

i20 Among various options, I would rather be an entrepreneur. 1    2    3    4    5 

i21 To start a firm and keep it working would be easy for me. 1    2    3    4    5 

i22 I am prepared to start a viable firm. 1    2    3    4    5 

i23 I can control the creation process of a new firm. 1    2    3    4    5 

i24 I know the necessary practical details to start a firm. 1    2    3    4    5 

i25 I know how to develop an entrepreneurial project. 1    2    3    4    5 

i26 If I tried to start a firm, I would have a high probability of 1    2    3    4    5 
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succeeding. 

i27 I am ready to do anything to be an entrepreneur. 1    2    3    4    5 

i28 My professional goal is to become an entrepreneur. 1    2    3    4    5 

i29 I will make every effort to start and run my own firm. 1    2    3    4    5 

i30 I am determined to create a firm in the future. 1    2    3    4    5 

i31 I have very seriously thought of starting a firm. 1    2    3    4    5 

i32 I have the firm intention to start a firm some day. 1    2    3    4    5 

i33 If I decided to create a firm, my close family would approve it. 1    2    3    4    5 

i34 If I decided to create a firm, my friends would approve it. 1    2    3    4    5 

i35 If I decided to create a firm, my colleagues would approve it. 1    2    3    4    5 

 

Please note your gender, age and the year of study you are enrolled to. 

 

D1 Gender                                   M            F 

D2 Age 

D3 Study year            1      2       3      4  
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Abstract  

 
Young people today are introduced to a number of informations on the functions of economy 

and industry within a country. The state can have multiple uses of this demographic, especially 

by affirming creative culture necessary in an entrepreneurial society that wishes to increase 

employment. Beside the economic benefits that an entrepreneurial ability can bring to a young 

individual, promoting entrepreneurship in the education system also profits the community. 

 

Education and training for entrepreneurship is connected to the development of individual 

skills and qualities in the younger population, aimed to educate and understand the economy 

and its reaction to the force of the market. In the program of introducing youth to 

entrepreneurship through a system of education, the focus is on the development of creativity 

through problem-solving teamwork, communication skills, management, decision making, time 

management, accepting responsibility and other abilities that can aid an individual in their 

work. The methodology of such a program would be “studying through practice”. 

 

Educational and training standards for entrepreneurship should be developed according to 

national needs and criteria. As countries in the region pursue full membership in the EU, it is 

necessary to adapt those standards to the European ones. 

 

Key words: entrepreneurship, education, system, private sector 
 

 

 

 

 

 

 

 

 

 

 

 



628 

 

Introduction 

 

For a long period of years, one of the burning issues of countries in the region has been 

a high unemployment rate of young citizens. Transition, economic changes and the 

process of privatization have had a substantial impact on the job market. This is most 

obvious throught the unemployment rate. The odds of employed, retired and 

unemployed are almost 1:1:1. The countries in the region see the resolution of this 

situation in the membership in the European Union, whose development capacity 

serves as a magnet for underdeveloped countries and countries in transition.  

 

The problems of underdeveloped entrepeneurship are closely tied to the afformentioned 

issues. Entrepreneurship from young people is especially underdeveloped. There have 

been individual cases to affect the entrepreneurial culture through some projects and 

initiatives, bud young people still prefer employment to self-emloyment. The public 

sector represents “the promised land” for most young people, while entrepreneurship is 

viewed as a risk rather than a chance. 

 

As potential caniddates for full membership in the European Union, the countries of the 

west Balkans have adopted plans for development as a basis of reaching European 

standards. Entrepreneurship is one of the most important segments of those plans. 

Countries are increasingly focused in the importance of entrepreneurship, with the goal 

of creating wealth on a local and national level. The innovation skills represent an 

important factor of development for a local community in the country. The 

development of entrepreneurship has a goal to create better business ambient, 

conditions for innovation implementation and creativity.  

 

In order to realize this goal, the focus of the country falls to the young population. The 

youth within the educational system today will create social changes in country 

tomorrow. The organization of education, the parents, system institutions, business 

sector and civil society we have today will shape how the young generation affects 

social currents in the future. The government should encourage children and young 

people to use their creative abilities to gain insight into the use of local resources as a 

foundation for business and employment. The young should be given opportunities to 

see and experience creativity, gain confidence, wake the energy withing themselves and 

achieve the capability to cooperate as an important basis for entrepreneurship, which 

represents grounds for constructivity and creativity at school, at home, at work, etc. 

 

All countries in the region are vying for a large number of students and adults to be 

allowed a practical and theoretical insight into entrepreneurship, which has not been the 

case so far; we have only had a small number of students and young people with the 

opportunity for an education and training in entrepreneurship. In accordance to the 

Lisbon Strategy, countries of the West Balkan Region are attempting to improve policy 

and levels of education in entrepreneurship. That relates, before all else, to the 

improvement of entrepreneurial education as a secondary education level and 

supporting the development of professional competencies of entrepreneurship through 

effective offers of training. In a long-term period, it is necessary to secure the 

participation of all students into the process of learning about entrepreneurship for the 

development of an entrepreneurial way of work and thought process. This can be 

realized through a curricular approach. In order to reach the goal, it is necessary to 
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develop standardized teaching materials, planning and implementing educational 

training and supporting educational management. 

 

Entrepreneurship 

 

In order to appropriately consider the young population, its education and 

entrepreneurship, it is necessary to first define the content of the term entrepreneurship 

– in order to avoid methodological mistakes. With no meaningful goal, we risk going in 

the wrong direction with every step we take. 

Entrepreneurship is, above all things, the work of individuales. Alone or gathered in 

certain interest groups, constant and continuous, creating new value by converting any 

type of asset (gained, such as real estate, financial assets, products; innate, such as 

talent) into capital that is then put on the market with the goal of bettering lives – this 

work eventually improves personal, professional, familial and social spheres of 

existence.  

 

From this definition, the following properties of entrepreneurship are derived:  

 It presumes an active approach to life, based on action as much as property: 

new value is created by merging property with its active engagement 

 It is an individual activity, created from an individualistic approach to 

economy and lifestyle; it is smothered in a collective system and cannot 

develop, and collective action cannot make up for it. Collective systems, such 

as government or any type of institutional grouping need to uphold 

entrepreneurship without imposing on it, but simply easing individual 

activities of entrepreneurs 

 It relies on a capital relationship, not work or rent. Both work and rent 

relationships deaden property and strive to keep the status quo, gaining from 

rent and being imminently static. This slows down the progress of both the 

economics and society as a whole 

 Its meaning lies in a personal and familial betterment, not earning for the sake 

of earning- Even though it requires an active approach and constant turnover 

of property into capital, separating such activities from their meaning 

dehumanizes them and turns them into an instrument of domination and 

fruitless censorship of material wealth 

 Its meaning is developed and reaches full capacity in a free environment that 

makes a better quality of life viable, which necessitates as large a society as 

possible: it is only through constant improvement of society that the constant 

necessity for non-stop active approach to life and economy can be followed. 

This is why a developed entrepreneurship does not recognize discrimination or 

lack of freedom, but is friendly towards society and responsible towards nature 

and natural resources. 

 

Seen in this manner, entrepreneurship is oriented as an industry and movement even 

toward other institutions and processes. In order to establish, upkeep and develop it, all 

aspects of its core must be respected. That is why every system should rest upon the 
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foundations of entrepreneurial spirit, building relations within the country, market and 

society. 

Entrepreneurship is industrious, like capital. It only appears from activity, and is 

developed within it. This is the reason why it does not endure any type of limitations in 

its work – limitations, direct or not, can bring about its dissolution and destruction. 

 

Government needs to be minimalistically and efficiently organized compared to 

economy. Government institutions needs to be partners and abetors of entrepreneurial 

development and spirit. All processes in public institutions need to be clear and simple, 

reasonably and openly carried out in a short period. Clerks must be educated and ready 

to participate in such a task. 

 

Entrepreneurship creates new value, allowing work in all institutions that a government 

consists of. Without it, both government and society collapse. This is why public 

institutions, fiscus in particular, need to pay attention not to endanger creation of new 

value, or to extract it all from economy. Entrepreneurial activities should fund only that 

part of the process that is within its function and represents its service. Fiscal and 

parafiscal contributions need to be in the function of creating new value. 

 

Entrepreneurship does not need financial encouragement from means that have been 

previously denied by tax policies. What it needs is relief from excess impositions that 

block its means for development. Public budget should be formed in a way that allows 

this. 

 

We live in an age of development characterized by domination by financial capital. 

There is significant danger that the use of this capital will turn into a brake for 

entrepreneurial development. For that reason, the relationship of banks with 

netrepreneurs must be carefully invented and built upon. The bank, like the 

government, needs to become a parter with the entrepreneur and build its business 

politics on this activity. For that reason, interest need to become what it used to be: a 

function of value creation, with a direct connection to profit from the credited activity. 

Otehrwise, interest turns into positional rent and threatens to endanger 

entrepreneurship.  

 

Bank centrality, once established, damages entrepreneurship and society as a whole. 

For the development of all economy, other methods of financing must also be created – 

more democtratic and transparent. A regulated capital market creates a basis for all this. 

Societies that developed market capital, with all its insturments and participants, have 

shown themselves to be sustainable and development-oriented. Collecting means in an 

open market, from the smallest crowding-funded projects to the largest structural IPOs 

allows entrepreneurship to be alternatively financed and banks to regain their 

productive function in society. 

 

Capital markets spread the profitability of industries that entrepreneurs can partake in. 

The market of financial derivates, as a part of capital markets, allows profitability of 

entrepreneurship in economy. Capital markets also allows a sustainability of 

entrepreneurship as it creates conditions for private pension and health funds, taking 

away the obligations of financing the first pillar of society from the government. This 

market’s additional investment profitability is secured by insurance companies, which 
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makes business safer, simultaneously allowing non-market risks, such as those in 

agrochemicals. 

Open market roads, without barriers and benefits, are a condition of efficient business 

and its high profitability. Free market of products and services as well as capital and 

workforce allow a take-off of entrepreneurship: the bigger the market, the higher the 

chances that entrepreneurship will develop and spread positive effects around itself. 

 

Every industry that builds free market and economy flow helps sustain 

entrepreneurship. Once created, free terms of exchange should be constantly and 

increasingly used, encouraging contact and exchange of entrepreneurs from different 

markets and from different surroundings. A large part of this belongs to fairs, as places 

of encounter and exchange of experiences and business. Besides them, it is also 

necessary to encourage and use all other instruments of regional and international 

market, as well as institutions that encourage them.  

Access to public goods must be equal to everybody, unlimited and unconditional. Cases 

of commercionalization of public goods must also pay attention to these conditions. 

Monopolisation should be limited and reduced, either by direct government rulings or 

by encouraging competition between those that distribute them. The country itself, with 

an efficient government, must be treated as a public good with all the entailing 

freedoms. 

 

Non-respect of these rules necessarily limits the freedom of entrepreneurial action and 

reduces its industry. Entrepreneurship does not suffer limitations of any type. 

 

Entrepreneurship that spreads to exploitation, creation or distribution of these goods 

must respect the core ideals of equal access to all. By its nature, tendency to create 

profit in as long a period as possible makes entrepreneurship lean towards reasonable 

business and protection of renewable and non-renewable natural resources and 

surroundings. 

 

Entrepreneurship with freedom of action is complimented by an organized and stable 

environment that helps it develop. Social peace and justice and knowledge of fair 

divison that does not impede on basic relations in a primary industry are goals that 

every entrepreneur tends to. Equally, an entrepreneur will also tend towards the 

creation of organized and mutually encouraging relationships with the community they 

develop their industry in. The profitability of economic activities for a longer time 

period is possible only in an organized environment, where all participants have the 

opportunity to satisfy their basic interests.  

For this reason, entrepreneurship is sensitive towards the issues of a society it works in, 

and attempts to foster their resolution according to the standards of social 

responsibility.  

 

For the same reason, entrepreneurship does not suffer discrimination on any basis, but 

attempts to involve everybody capable of contributing to its profitability, no matter the 

dfferences in age, sex or policy. Entrepreneurship is tolerant and can only develop in a 

tolerant environment. This is why entrepreneurship is key to creating an open, free and 

reliable society, guiding it to develop and improve. 
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From all of the above, it is now possible to establish education that fosters development 

of entrepreneurshp, as well as relations between specific demographis groups: 

specifically, youth, as subject of this article. Quality education has become pne of the 

conditions without which it is impossible to develop any economic industry. Education 

that fits the needs of economy in a society is an investment in its development. It must 

be adapted to the level of development and the industries that its economy consists of. 

A system of dual education, that is education with work and improvement that makes 

no difference between the entrepreneur and their industry is another of the necessary 

conditions or entrepreneurial development in all branches of economy. It is especially 

important to perfect the education of entrepreners in those skills and techniques that are 

of general importance to all business. 

Apart from education that leads to perfecting of industry, it is necessary to develop 

education that leads to better management in the market and following economic 

trends. Constant research, assessments and prognoses and all information gained from 

these actions must be publically available to all entrepreneurs.  

 

      Importance of entrepreneurship for the younger generations 

 

Entrepreneurship represents, as we mentioned, a means of active involvement of not 

just the economy, but other political and social processes of a country. Without active 

participation in economic and social processes, both the economy and society are 

condemned to stagnation. This is where the importance of entrepreneurship in a society 

comes from, and why its promotion and encouragement can never be highlighted 

enough. It is especially important that the basic postulates of entrepreneurial activism 

get adopted through socialization in which the key process is education. 

 

Entrepreneurship is inseparable from civil duties and a civil society. This was clearly 

proved by John Dewy, who stated in his work “Public and its problems” that 

democracy – a civil arrangement par excellence – must be based upon “accepting 

responsibility,,, in a stable and balanced development of mind and character”(Dewey, 

1925). This way, education  becomes a social function and a social environment 

becomes an educatoional factor. In order ro keep the social environment democratic, 

education within it must have a dual goal: social and civil efficiencies.  

 

The first Dewey connects professionalism and technical education, while the second is 

connected to culture and, according to heim, means that “showing the ability to wisely 

judge people and actions and that the right role is played both during the creation of 

legislation and when we obey it”. 

 

A second way to actively include as many people as possible in the solution of public 

works and strengthen entrepreneurial spirit can also be special encouragements, whose 

inevitability was explained by Menkar Olson in “The rise and fall of nations”, where he 

claims that “… the paradox of a large group, especially one consisting of rational 

individuals, will NOT work in the group’s interest”. 

 

The same conclusion was earlier reached by Hayek, though he elaborated in a more 

general manner. “The problem is”, states Hayek, “That in this world people are not 

willing to give their best for a longer period of time, unless it is for their own personal 

interests” (Hayek,  1975). According to him, this is why a certain encouragement is 
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necessary, in order for members of a certain social group or society to take actions of 

general impact.  

 

Hayek also believes that it is erroneous to summatize this problem to a simple matter of 

whether or not people are willing to stand by something. The issue with interest for a 

certain action must take into consideration the inevitability of drive to action: “The 

problem of drive is very real…” he concludes (Hayek,  1975). 

 

This opinion is completely in line with Olson’s, who developes the details. Therefore, it 

is not enough to have constructed institutions of civil systems in a society, with 

developed and regulated procedures, but also certain encouragements to use them. 

Olson speciefies that “the chosen drive can be negative or positive… loss or 

punishment is put upon those that do not assist in the securing of a civil good” (Hayek,  

1975). 

 

In order to actively join the processes we have mentioned and better ourselves and our 

society, it is necessary to form and implement education programmes in a way that 

represents a gradual introduction of younger generations into economic and social 

events. Today, the young are privy to many informations on the functioning of 

economy and industry of a country. He country can have multiple uses from this social 

group, affirming creative culure necessary for the increase of employment in an 

entrepreneurial society. Besides economic gain that an entrepreneurial skill can provide 

for a young individual, the promotion of entrepreneurship in education can also better 

society as a whole. 

 

Entrepreneurial education and training is connected to individual skills and quality with 

the young population, with the goal of reaching knowledge and possibilities of 

economic functions and their reaction to the market. Through a program of introducing 

the young to entrepreneurship through a system of education, the focus is on the 

development of creativity through teamwork on the solution of certain problems, 

communication skills, management, decision-making, time management, taking 

responsibility and other individual abilities that can help one work. The methodology of 

sucha an educational system is “learning through practice”. 

 

A need for extending the development of education and training in entrepreneurship is 

noticeable outside the frame of the school system. This also takes into account the need 

for supporting development of founding busineses and initiatives as incubators of 

business. Supporting the sectors of small and medium corporations, as well as the 

development of craft professions (especially in rural areas) is key to development. 

 

In order to reach the required development in entrepreneurial education, it is necessary 

to significantly increase the participation of all institutions, from local to government 

levels. The installment of courses for teachers and instructors and inclusion of 

entrepreneurship into the system of education is an important step in the development 

of this area of business.  

 

The standards for education and training need to be developed on the national needs 

and criteria. As countries in the region tend toward full membership in the EU, it is 
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necessary to adapt those standards to the European ones to allow the country to keep in 

step with the member states of the EU. 

 

       Status of entrepreneurship in education 

        Primary, secondary and higher education 

 

It is very hard, today, to define the situation and position of entrepreneurship in the 

system of education. There are multiple cases of good practice, such as projects of 

student companies in Serbia
223

, but most of them are presented as extracurricular 

activities. Therefore, it is clear that there is a need to create something bigger and more 

lasting in education when it comes to entrepreneurship. The curriculum of primary 

schools is too full, but there are possibilities to explain basic modalities and factor of a 

society’s economy to children. Entrepreneurial education is usually a part of secondary 

studies. Up until now, entrepreneurship has been supported only in economic and craft 

schools, while general high schools (gymnasiums) have marginalized entrepreneurial 

education. 

 

“Introducing Entrepreneurship as a subject into programs of professional education 

allows students in secondary schools to discover basic economic principles of 

entrepreneurship, necessary legal regulation but also basic skills of business plan 

creation that realizes certain business ideas” (Business Innovation Programs, 2014). 

Active studies, syllabus and extracurricular activities would create the possibility to 

develop creativity, innovation, initiative and information-communication competencies 

in students.  

It appears that the area of higher education has been given very little room to include 

for entrepreneurship. Although there are courses at economic faculties, the overall 

impression is that this is not enough for further development. Establishment of 

extracurricular training for the support of industry and market development as segments 

that are connected to the development of business would be the foundation for further 

development of entrepreneurial education. A big question is how high is the interest of 

students for entrepreneurship, considering that they “negatively grade the 

entrepreneurial atmosphere” (Markov and Stanković, 2008). 

 

        Connecting schools and companies with the goal of practical education and 

training 

 

There are multiple examples of students getting experience through company 

internships. This gave room to economic and craft schools that had significant success 

in informing the local industry about school activities. Additionally, these schools 

helped out young people that had finished their schooling to find work.  

 

The business world of the future will consist of the current young generation, which 

increases the importance of them receiving the knowledge and competencies for 

successful employment. “The suitable cooperation between the academic and 

                                                           
223

 This project was conducted by the Business Innovation Program Srbija, with the financial help of the 

Embassy of the Kingdom of Norway in Belgrade. A general goal of the project was the development of long-

term increase of self-employment and youth employment. A specific goal of the project was the further 

development of a system of entrepreneurial education in Serbia through the strengthening of human capacity.  
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professional spheres supplements the practicality and reality of the syllabus, as well as 

fostering the ability and willingness of students to develop their knowledge and skills. 

Organized cooperation should allow students an insight into different professional and 

business processes, practical work experience and an understanding of the constant 

changes that occur in the market. This way, students can understand the value of active 

participation in entrepreneurship and become better prepared to reach the right 

decisions during their choice of future education and employment” (Business 

Innovation Programs, 2014). 

 

Multiple internship programs are supported by private companies, most often 

informally, through financial donations or mentorship, allowing the use of machinery 

and technology, and many other favors. Non-financial support of the private sector 

contains the cooperation with educational institutions that implement educational 

programs. This type of support is developed in Eastern-European countries, but is yet to 

be fully integrated into the educational systems. The use of the private sector given to 

students is seen through the possibility of using business consultants. They give 

professional opinions, which increases the interest of students in the entrepreneurial 

world and frees them to participate in the training as professionals. 

 

Training of teachers and instructors 

 

Without trained teachers and instructors, entrepreneurial education and training cannot 

be taken to the next level. There is a necessity for the development of short modalities 

for teachers and the inclusion of a program for the education and training of teachers 

and instructors. 

Teachers and mentors are the most important element of the success of a educational 

system, since it is through them that students are introduced and connected to the 

business world. “A typical teacher/mentor is interested in improving his teaching 

methods, joining the processes of lifelong study and perfection, and contributing to the 

development of his local community” (Business Innovation Programs, 2014). 

 

The relationship between the theoretical and practical contents is the core of the 

concept of entrepreneurial education, since “learning through doing” is the most 

important link in the concept. If the education of the teachers for the adaptation of 

practical work methods in entrepreneurial education is not up to par, there is a danger 

of moving the focus from practice onto pure theory, which would defeat the entire 

concept of entrepreneurial education. This is why it is important for future teachers to 

have the necessary preparation for entrepreneurial education even during their own 

academic years. Faculties of education provide the widest formal training for teachers, 

but they do not teach future secondary school teachers. “Study programs that prepare 

future secondary school teachers do not feature enough methods of entrepreneurial 

teaching and new interactive approaches in the work with students” (Business 

Innovation Programs, 2014). For all of those reasons, the countries of the region do not 

have higher schooling institutions that adequately prepare their students for an 

education in entrepreneurship.  

 

On the other hand, teachers in secondary schools need to continuously develop their 

knowledge and abilities for entrepreneurial education. This is possible with systematic 
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assistance from the public sector and a planned specialization of teachers, but also 

through the founding of mentor groups that could spread examples of good practice.  

 

Additionally, entrepreneurial education also requires extra-curricular engagement, even 

outside the educational institutions. This additional work usually is not well paid or 

recognized, which negatively affects the enthusiasm of the teachers and decreases their 

willingness to approach this segment, especially on their own volition. 

 

     Informal studies 

 

Informal studies include, before all else, the multiple NGOs that attempt to give young 

people professional education for multiple careers. The problem in their work is a lack 

of support from the state, lack of interest from banks and a lack of credit system that 

could help finance their work. There is a need to include NGOs in professional training 

that currently holds no interest, while education for sought-after professions does not 

seem to be able to garner enough interest. NGOs and other organizations from the 

private sector offer professional education, but in most cases a lack of licensing makes 

it impossible to assess the number of clients. 

 

Smaller local and outside initiatives, such as mobile education centers, can be very 

useful for the improvement of training and education levels for entrepreneurs.  

 

           Entrepreneurship in education and the EU perspective 

 

Every full member of the EU has a national access to the development of 

entrepreneurial education. Although there are clear differences in the syllabus and the 

implementation in different EU countries, their goal is nearly identical: a continuation 

of the further efficient entrepreneurship trend. The core of entrepreneurial education in 

EU countries is a higher level of knowledge and business acumen as a useful aspect for 

both individuals and society as a whole. The educational system in developed European 

countries allows individuals to observe the business world and self-employ. This 

system develops people that have a wide understanding of the role of private business.  

 

The construction of the entrepreneurship culture and spirit in the EU is recognizable 

through the education and training of young people. This state is a result of intensive 

work in this area.  

 

The concept of developing entrepreneurial education in the EU was established through 

the Lisbon strategy of 2000. The goal of the Lisbon Strategy is the construction of the 

EU as the most competitive and dynamic economy in the world, „based upon 

knowledge , capable of sustainable economic growth, providing more quality 

employment and a better social cohesion (European Council, 2000). The Lisbon 

Strategy was followed by documents precisely defining the development of 

entrepreneurial education. 

 

This was how, in 2001, The Concrete Future Objectives of Education Systems were 

adopted, in which the need for creating a favorable environment for the development of 

innovative business was pointed out.  
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“The foundation of developing entrepreneurial education in the EU (and countries 

currently attempting to join it) is laid through the recommendations of the European 

Parliament and of the Council on key competences for lifelong learning(2006), in 

which it is stated that key competencies necessary for personal development, social 

inclusion, active civility and employment are:  

1. Communication in the mother tongue 

2. Communication in foreign languages 

3. Knowledge of mathematics and basic knowledge of natural sciences and 

technology 

4. IT competencies 

5. Learning ability 

6. Social and civil competencies 

7. Initiative end entrepreneurship 

8. Awareness of culture and cultural expression“ (Čekić-Marković, 2015). 

 

Entrepreneurial education was the subject of the Oslo Agenda for Entrepreneurship 

Education in Europe. The Oslo Agenda gave a framework for further development of 

entrepreneurial education; recommendations for supporting educational institutions to 

integrate entrepreneurship as a key competency; support for teachers and instructors, 

activities in schools and higher education institutions; recommendations for the opening 

of schools to the “outside world” and creating partnerships; communication activities 

(European Commission, 2006). 

 

      Challenges 

 

The greatest challenge for the development of entrepreneurial education is the limited 

human and financial sources, necessary for the implementation of any type of plan and 

strategy of development of this sector of education, in order to reach optimal results in 

entrepreneurial education, maximization of limited sources is necessary, which 

represents an additional challenge that will require cooperation from all participants. 

With this approach to entrepreneurial education, a harmonious development would 

form, which would ease the individual identification of career choice. The main 

challenge, when it comes to the practical part, is the creation of educational programs 

for teachers and instructors that would offer professional training for teachers already 

using available materials and approaches. 

 

The second challenge, when it comes to practice, is allowing educational programs in 

primary and secondary education enough time to adapt to entrepreneurial education. 

There is a need for connection and comparison between educational and training 

organizations and local industry and economy, with a goal of internship and training 

through employment. Legalizing activities in this area necessitates the support of public 

institutions. 

 

As key challenges for the development of entrepreneurial education in the countries of 

the region we find a lack of legal framework related to this subject, an under-developed 

entrepreneurial culture in schools and society and an under-developed partnership 

between public institutions and schools and the business sector on a local level. The 

vague status of teachers/mentors which represent the foundation of education and the 
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lack of research in educational systems only imposes on entrepreneurial education 

further. 

 

Research represents an important factor in any work, as it showcases the amount of 

progress made in a certain area. Research on the impact of entrepreneurial education on 

employment and self-employment is almost non-existent, since entrepreneurial 

education is marginalized. The lack of quality business training restricts young people 

from capitalizing their theoretical and practical knowledge after receiving an education. 

 

      Task, implementation plans and goal 

 

The main task is the creation of an entrepreneurial education and training system that 

would allow for the affirmation of knowledge ans skills of young people with the goal 

of stimulation of business and cultural activities in entrepreneurship. The awareness of 

the need to educate and train entrepreneurs should be promoted by the main users, but 

also “concretely define the support to entrepreneurship in strategic documents and 

apostrophic models of entrepreneurial education that are efficient. It is necessary to 

encourage the exchange of experiences in the area of entrepreneurial education and 

disseminate good practice through conferences, councils and tribunes” (Business 

Innovation Programs, 2014). The promotion of entrepreneurship as a career option that 

yould give a young person the framework for personal and professional development is 

of key importance. The support for projects that affirm entrepreneurial education, 

through systematic approaches and cooperation with young people and established 

entrepreneurs is of great importance, since it would break down existing stereotypes on 

entrepreneurship as a risky are of business. Public institutions that carry out fiscal 

policies need to reduce the resistance of the public towards entrepreneurship, since it is 

viewed as a high-risk business venture. 

 

The first task in taking entrepreneurial education to a higher level would be a complete 

analysis of the existing situation, which would show the state and place of 

entrepreneurship in the system of education. The next task would be the observation of 

good practice and experience in developed EU countries that have dealt with this issue 

in the best possible manner. Making simultaneous comparisons with the work done in 

those countries would identify the challenges on local ground, whose resolution would 

necessitate the recommendations of the public sector to educational institutions. 

 

When it comes to framework for the observation of entrepreneurial education, it is key 

to standardize the use of indicators and the logic of using them as monitors. The 

monitoring system should follow a long-term strategic approach. This can only be 

feasibly done through the agreement of the main actors. The monitoring and evaluation 

system must encompass all the forms of entrepreneurial education and training as well 

as all the activities connected to entrepreneurial studies, whether as part of the 

educational system or outside it. This requires the development and collection of data in 

such a way that allows the evaluation and comparison of information through a certain 

time difference. The monitoring system itself should encompass the results of  the 

education, that is evaluate the results and their connection  to the entrepreneurial 

educational activities. A careful and precise organization of the entire monitoring 

system is the foundation of this. 
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The main goal of entrepreneurial education improvement is the encouragement of the 

entrepreneurial spirit and business literacy, in the role of increasing self-employment 

and employment of younger generations after their education is done through the 

practical use of theoretical knowledge. The development of entrepreneurial 

environments would motivate young people to build their own future. 

“Findings show that students that had entrepreneurial experiences during their 

schooling differ from their generation-group in the following ways: 

- They develop more intense relationships with their school and year-mates 

- They show greater self-esteem, greater motivation to study and more 

professional ambitions 

- They are more often employed and show less risk of unemployment 

- They have better-paid jobs 

- They are more likely to begin their own business 

- Their companies have a tendency toward innovation and success more than 

those led by individuals with no entrepreneurial experiences during schooling” 

(Čekić-Marković, 2015). 

 

Conclusion 

 

The system of formal education, such as the one we currently use, is still not 

systematically engineered to encourage the development of entrepreneurial spirit and 

competencies. Apart from informal education systems, entrepreneurial abilities are not 

the goal of regular subjects in primary and secondary educational institutions. All this 

leads to the conclusion that young people are still leaving their formal education 

without being ready for the job market. They finish their education with very little 

educational experience, knowledge and abilities necessary for entrepreneurship, and 

often with non-competitive skills and knowledge that has been outdated. Public 

institutions do not promote entrepreneurship as a career choice enough during 

schooling. On the other hand, schools do not foster practical education, based primarily 

on experience and learning through doing. 

 

Entrepreneurial education is a subject often discussed in public policy in all Easter-

European countries. Entrepreneurship is recognized in its modern form as one of the 

levers of economic progress in a country. Entrepreneurship is a means to develop 

human capital. An important step would be defining entrepreneurial education at a 

national level, solving the question of whether it refers only to the formal educational 

system, the class activities in school or the realization of the extra-curricular system. 

This is a vital question of core importance for a monitoring and evaluation system. In 

other words, it brings about long-term transparency, compatibility and result 

comparison that can foster valid results for future development and specialization of 

entrepreneurial education. 

 

Setting up a clear legal framework for the development of entrepreneurial education as 

a model for a successful business career, lasting and dedicated care for entrepreneurial 

culture in the educational system and the creation of strong partnership between the 

educational and business sectors is the means of creating a firm base for the 

development of business ambient in which entrepreneurship would be a key factor of 



640 

 

social growth. The support and coordination of all relevant subjects on a national level 

is crucial for that goal.  

All future activities, projects and programs planned by public institutions need to be 

pointed towards functional and practical knowledge. It is important to emphasize that 

only entrepreneurial education, no matter the modality of integration into the official 

education system, must include learning and developing motivation, creativity and 

innovation of young people. All these factors contribute to the foundation of successful 

entrepreneurial activity. Entrepreneurship represents continuous changes, which is why 

it is so imperative to partake in activities that lead to the increase of visibility of 

educational system changes. 
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THE IMPACT OF PROXIMATE ENVIRONMENT ON EXPORT PERFORMANCE 

Dr. Melih Astarlioglu
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Abstract 

 
The essence of formulating a competitive strategy is relating a company to its environment 

(Porter, 1985) and while coping with these forces in an industry and to gain “competitive 

advantage” in the market through value creation, firms should pursue either “cost leadership” 

or “differentiation” strategies (Porter, 1980). These strategies are valid both in national and 

international contexts and firms that fail to choose one of these strategies are called “stuck in 

the middle” companies and they are unlikely to secure sustainable profitability. Competitive 

Advantage of Nations framework is used to measure the competitiveness level of countries in 

certain industries and outlines four broad attributes of a nation that shape the environment in 

which local firms compete: “factor conditions”, “demand conditions”, “related and supporting 

industries”, and “firm strategy, structure and rivalry”. There are two additional factors that 

can affect the model indirectly: “chance” and “government”. According to Porter (1990), the 

collective strength of these attributes for a country promotes or impedes the creation of 

“competitive advantage” for that particular nation. In this study, Competitive Advantage of 

Nations Framework is treated as a proximate environment for firms that are competing 

internationally and a moderating effect of this framework on the relationship between generic 

firm strategies and firms` export performances is proposed and tested. The empirical 

component of the study includes a survey of 154 Turkish exporting firms. Overall, results 

provide some, though limited support for the proposed relationships. 

 

Keywords: International Business, International Trade, Competitive Advantage of Nations 

Framework 
 

 

 

 

 

 

 

 

 

 

 

 

                                                           
224

 Faculty of Economics and Management, University of Groningen. Netherlands, m.astarlioglu@rug.nl 



643 

 

Competitive strategy 

 

Competitive strategy is “the search for a favorable competitive position in an industry” 

(Porter, 1985) and the state of competition in an industry depends on five competitive 

forces: threat of new entrants, bargaining power of suppliers, bargaining power of 

buyers, threat of substitute products and rivalry among existing firms. According to this 

framework, there are five forces affecting the state of competition in an industry. Every 

industry has a different combination in terms of these forces and thus has different 

levels of profitability. “The goal of a competitive strategy for a business unit in an 

industry is to find a position in the industry where the company can best defend itself 

against these competitive forces or can influence them in its favor” (Porter, 1985). In 

coping with the five competitive forces, there are three generic competitive strategies 

that firms can pursue: (1) overall cost leadership, (2) differentiation, and (3) focus 

(Porter, 1980). Cost leadership strategy is dealing with cost reduction through efficient 

production and experience, tight cost and overhead control, cost minimization in areas 

like R&D, service, sales force, advertising, and so on (Porter, 1980). Low cost position 

protects the firm against all five competitive forces. Differentiation, on the other hand, 

which decreases the price sensitivity of customers by establishing brand loyalty, creates 

a unique service or product in an industry. By so doing, a firm can distinguish itself 

from the rest of the players and their products/services. The focus strategy takes its 

roots from the argument that some segments are poorly served by broad based players. 

In this generic strategy a firm can either focus on a particular buyer group, segment of 

the product line, or geographic market. Porter (1980, 1985), emphasizes that businesses 

should commit to one and only one generic strategy. Failing to do so, firms are “stuck 

in the middle”. 

 

Competitive advantage of nations framework 

 

In addition to firm level “competitive advantage” analyses, there is also a research area 

where international “competitive advantage” at the industry level takes place. With the 

help of this research, it is aimed to understand why a nation succeeds in particular 

industries but not in others. The original Competitive Advantage of Nations Framework 

(Diamond Framework) outlines four broad attributes of a nation that shape the 

environment in which local firms compete that promote or impede the creation of 

“competitive advantage”: “factor conditions”, “demand conditions”, “related and 

supporting industries”, “firm strategy, structure and rivalry”. There are also two 

additional factors that can affect the model: “chance” and “government”. In the model, 

all factors act individually and as a mutually reinforcing system. Thus, countries should 

try to attain advantages in all aspects of the Diamond and sustain them in the long run. 

Factor conditions comprise natural resources, climate, location, labor, skilled 

employees, debt capital, technological infrastructure, and university research institutes. 

Factors most important to “competitive advantage” are advanced and specialized 

factors. Demand conditions are related to the home demand. According to Porter 

(1990), due to its proximity, home demand is much more important for the 

“competitive advantage” compared to foreign demand. Moreover,  uality, size, and 

pattern of growth also reinforce the “competitive advantage” of a nation. Three broad 

attributes of the demand conditions are significant: Nature of buyer needs, size and 

pattern of growth of the home demand, and internationalization of domestic demand 

(Porter, 1990). For an industry “related and supporting industries” are also vital during 
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“competitive advantage” analyses. If there are industries that are sharing the same 

technology, inputs, distribution channels, skills, customers, or that are providing 

complementary products, this particular industry has more “competitive advantage” 

(Öz, 1999). “Firm strategy, structure and rivalry” is the last attribute of the framework. 

The conditions in the nation governing how companies are created, organized, and 

managed, and the nature of domestic rivalry are all important, such that there are 

distinguishable national patterns of goals, typical strategies and ways of organizing 

firms and the fit between these patterns with the needs of the industry play crucial role 

in attaining “competitive advantage”. Later on, this factor is re-named by Porter as the 

“context for firm strategy and rivalry”. The reason was mainly the criticisms on the 

factor being a “rest of all” determinant. 
 

 

Figure 9: The Diamond Framework (Porter, 1998) 

“Government” and “chance” factors are indirectly effecting the functioning of the 

abovementioned four major determinants. Government has a role of reinforcing the 

determinants of national advantage rather than trying to create one itself (Öz, 1999). 

Government is taken as a fashioner of the market by Porter and said to have the power 

to improve or detract from national advantage. According to Porter “government is a 

pusher and challenger” and only companies themselves can gain “competitive 

advantage”. They do that by perceiving industry change, through pressures for 

innovation and also by influencing the government policy (Porter, 1990). Chance 

factor, on the other hand, is a catch-all for all forces that are outside the control of 

firms. Examples for this factor might be inventions, oil shocks, wars, external political 

developments and major shifts in foreign market demand. These developments create 

discontinuities that unfreeze or reshape industry structure and provide opportunities to 

gain advantages over others. 

 

Conceptual model and hypotheses 

 

Research question of this study is whether the generic competitive strategies have any 

influence on the export performance of firms, and whether this relationship is affected 

from a favorable or unfavorable national environment. Diamond Framework and its 

internal determinants, constitute an “atmosphere” for an exporting firm, wherein it 
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breathes and prepares itself for the international competition (Astarlioglu, 2012).  The 

constructive or destructive influences of its home diamond are asserted to have an 

influence on firm strategies and their effects on the export performance. Regarding the 

environmental context that firms enter while dealing with international competition, 

Competitive Advantage of Nations Framework is a helpful model cause, despite of 

criticisms, it is proved in the literature for the last two decades as the most 

comprehensive and compact model for the international competitiveness of national 

industries (Grant, 1991; Oz, 1999). In this regard, the conceptual model of this study is 

created as follows:  
 

 

Figure 10: Proposed Model 

There are four direct and two indirect factors in the diamond; however, “chance” factor 

is eliminated from the moderator list because it is, by definition, comprised of 

uncontrolled and spontaneous events. Moreover, at the end of a factor analysis, 

“government” factor items are loaded to other factors so it is also eliminated from the 

model. There are two sets of hypotheses in this model that are on the relationship 

between two different competitive strategies and export performance through the 

moderating effect of the Diamond Framework: 
 

H1a: The positive effect of the cost leadership strategy on export performance increases 

with favorable factor conditions 

H1b: The positive effect of the cost leadership strategy on export performance increases 

with favorable demand conditions 

H1c: The positive effect of the cost leadership strategy on export performance increases 

with favorable related and supporting industries 

H1d: The positive effect of the cost leadership strategy on export performance increases 

with a favorable context for firm strategy and rivalry 

 

H2a: The positive effect of the differentiation strategy on export performance increases 

with favorable factor conditions 

H2b: The positive effect of the differentiation strategy on export performance increases 

with favorable demand conditions 

H2c: The positive effect of the differentiation strategy on export performance increases 

with favorable related and supporting industries 
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H2d: The positive effect of the differentiation strategy on export performance increases 

with a favorable context for firm strategy and rivalry 

 

In terms of operationalization of the variables in the model, previous literature was used 

in terms of competitive strategies and items were captured from those studies. 

Regarding the items used for the Diamond Framework, studies of Global 

Competitiveness Report (2002) items are used. However, there are no items for the 

government construct in this set. To overcome this deficiency, items for the 

government construct in the study are captured with the help of a qualitative study. For 

this reason a focus group study was conducted and regarding the “government” 

variable, the study resulted with the following items: “favorable government 

incentives”, “favorable currency regime” and “political stability in the country”. These 

three items are added to the list of items to be used in the questionnaire. According to 

Brouthers, et.al (2009) most of the time, perceptual and self reported measures are used 

in the analysis of export performance as secondary information on export activities of 

individual firms is not publicly available. For that reason subjective measures are 

chosen for this study. Shoham (1998) listed down the frequencies of the objective and 

subjective items in the literature on export performance. By taking this list and the 

fre uencies into consideration, “satisfaction with export intensity”, “satisfaction with 

export profitability” and “satisfaction with the export market share growth” are picked 

from the list to take their places in the questionnaire.  After preparing the item list, 

items were translated into Turkish as the data would be collected in Turkey. For this 

step, translation and back translation techniques (Chapman and Carter, 1979) are used 

to prepare the Turkish version of the questionnaire.  

 

The questionnaire in this study was conducted face to face (n=56/154) and also through 

internet (n=98/154) via its online version. Possible respondent bias with respect to 

different versions of the questionnaire was tested with the help a t-test and no 

statistically significant difference was found between variable means with respect to 

survey types. The sample consisted of Turkish firms that are exporting to foreign 

countries. Turkish Exporters’ Assembly (Türkiye İhracatçılar Birliği – TIM) was 

contacted as a starting point to obtain the details of the exporting firms. Later on, 

associations under TIM were reached via their internet sites and email addresses. 

Multivariate statistical techniques were used to analyze the collected data. Initially 

sample characteristics were analyzed and coefficient (Cronbach’s) alpha was used in 

assessing the internal consistency of each construct. Data were analyzed by using SPSS 

20. In order to capture the relationship between dependent and independent variables, 

hierarchical multiple regression analysis was employed.  

 

Findings 

 

Table 1 shows the descriptive statistics for the independent and dependent variables 

under corresponding groups. All values are measured by using multi-item five point 

Likert scales.  
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Table 1: Descriptive Statistics of Variables 

  N Min. Max. Mean Std. Dev. 

X1 Cost Leadership 154 1.00 5.00 2.93 1.08 

X2 Differentiation 154 1.50 5.00 3.32 1.06 

M1 Factor Conditions 154 1.60 4.80 3.32 0.72 

M2 Demand Conditions 154 1.67 5.00 3.38 0.79 

M3 
Related and Supporting 

Industries 
154 1.33 5.00 3.41 0.79 

M4 
Context for Firm Strategy and 

Rivalry 
154 1.75 4.75 3.30 0.71 

Y1 Export Performance 154 1.00 4.67 2.79 0.91 

Valid N (listwise) 154  

 

According to Table 2, the highest coefficient in the table is 0.694 and this is between 

“factor conditions” (M1) and “context for firm strategy and rivalry” (M4). We would 

expect a correlation between Diamond Framework variables as they are all trying to 

capture the suitableness of the country for the business environment. Similar to the 

statistically significant correlation between “factor conditions” (M1) and “context for 

firm strategy and rivalry” (M4), there are statistically significant correlations between 

other Diamond variables as well. Another important information from Table 3 is the 

negative correlation found between Cost Leadership (X1) and Differentiation (X2) 

which is also statistically significant. This makes sense as well, cause cost leadership 

and differentiation strategies are usually mutually exclusive strategies, meaning that, a 

firm employing one of them would disregard the other one.  
 

Table 2: Correlations among Constructs 

 X1 X2 M1 M2 M3 M4 
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X1  Cost Leadership        

X2  Differentiation  -.672**       

M1  Factor Conditions  -.001  -.086      

M2  Demand Conditions  -.004  -.152  .621**     
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M3  
Related and Supporting 

Industries  
.016  -.153  .649**  .578**    

M4  
Context for Firm Strategy 

and Rivalry  
.009  -.114  .694**  .677**  .562**   

Y1  Export Performance  -.073  .088  .627**  .585**  .534**  .576**  

**. Correlation is significant at the 0.01 level (2-tailed). 

Regression analysis and hypotheses testing 

 

The objective of this research is to analyze the relationship between firms’ export 

performances and their competitive strategies, such that we try to explain the amount of 

variance in the dependent variable (export performance) due to the changes in the 

independent variable(s) (competitive strategies). Another objective of the study, which 

is the one makes it unique and a contributor to the literature, is its inquiry of the 

moderating effect of the Diamond Framework on the relationship between competitive 

strategies and export performance. In statistical terms, the regression equation in the 

analysis is as follows: 
 

Y = a + (b1M1 + b2M2 + b3M3 + b4M4) + (b5X1 + b6X2) + (b8X1M1 + b9X1M2 + b10X1M3 + 

b11X1M4) + (b12X2M1 + b13X2M2 + b14X2M3 + b15X2M4)  

 

where Y = export performance, a = constant term and b = beta coefficients of each 

variable. In hierarchical regression analysis, variables are entered into the equation with 

respect to their order in the conceptual model. For this purpose, the first set of variables 

entered into the equation is the moderator variables (M1: factor conditions, M2: 

demand conditions, M3: related and supporting industries and M4: context for firm 

strategy & rivalry). In the second model, in addition to moderator variables, 

independent variables (X1: cost leadership, X2: differentiation) are entered into the 

equation. In the final model, on top of these two blocks of variables, interaction 

variables between moderators and dependent variables are entered into the model 

(X1M1: FactCond x CostLeadStrat; X1M2: DemCond x CostLeadStrat; X1M3: 

RelSupInd x CostLeadStrat; X1M4: FirmStrRiv x CostLeadStrat; X2M1: FactCond x 

DiffStrat; X2M2: DemCond x DiffStrat; X2M3: RelSupInd x DiffStrat; X2M4: 

FirmStrRiv x DiffStrat). Table 3 shows the summary of these three steps. 
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Table 3: Findings of the Hierarchical Regression Analysis 

  

Model 1 Model 2 Model 3 

Regression 

Coefficient 

Standard 

Error 

Standard 

Coefficient 

Regression 

Coefficient 

Standard 

Error 

Standard 

Coefficient 

Regression 

Coefficient 

Standard 

Error 

Standard 

Coefficient 

Moderator Variables           

Factor Conditions 0.278 0.126 0.218* 0.276 0.126 0.216* 1.702 0.819 1.334* 

Demand Conditions 0.137 0.106 0.119 0.183 0.109 0.159 -0.52 0.934 -0.452 

Related and Supporting 

Industries 
0.166 0.091 0.243* 0.204 0.092 0.176* 0.123 0.615 0.106 

Context for Firm Strategy and 

Rivalry 
0.19 0.113 0.148 0.205 0.112 0.159 1.602 1.066 1.246 

Competitive Strategies          

Cost Leadership    0.117 0.068 0.138 0.926 0.361 1.098* 

Differentiation    0.108 0.085 0.124 0.082 0.449 0.095 

Interaction Effects          

FactCond x CostLeadStrat        -0.175 0.145 -0.811* 

FactCond x DiffStrat        -0.275 0.15 -1.284* 

DemCond x CostLeadStrat        0.173 0.159 0.845 

DemCond x DiffStrat        0.185 0.17 0.849 

RelSupInd x CostLeadStrat        0.123 0.094 0.604** 

RelSupInd x DiffStrat        0.066 0.125 0.316** 

FirmStrRiv x CostLeadStrat        -0.328 0.171 -1.518* 

FirmStrRiv x DiffStrat        0.092 0.172 0.417* 

Adjusted R square 

R square 

∆ in R square 

F for ∆ in R square 

F for ANOVA 

0.484 

0.501 

0.501 

29.699** 

29.699** 

0.494 

0.521 

0.02 

2.003 

19.69** 

0.567 

0.63 

0.209 

2.753** 

10.124** 

The table provides three sequential regression runs. Model 1 regresses “export performance” against the moderators only, and the following models 

include “firm strategies”, and interaction effects sequentially in an hierarchical sense.  

* p < 0.05; ** p < 0.01 
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In the final model, where we entered the “interaction effects” into the model, the R 

square change is around 11% and statistically significant. Table 3 also presents the 

analysis of variance for all three models. Models in the study have statistically 

significant F values of 29.699, 19.690 and 10.124 respectively. Analyses of individual 

coefficients in the table are important while discussing each moderation effect. 

Significant ones (with respect to p < 0.05) are depicted with asterisks on the table. 

According to that, in the first model “factor conditions” (M1) and “related and 

supporting industries” (M3) are the significant ones, with coefficients of 0.218 and 

0.243 respectively. So, both of those variables are found to be positively affecting our 

dependent variable. In the second model, where “cost leadership” (X1), 

“differentiation” (X2) and “focus” (X3) are entered into the model, “factor conditions” 

(M1) and “related and supporting industries” (M3) are found to be significant with 

coefficients of 0.216 and 0.176 respectively. However, in this second model none of the 

competitive strategies are found to be significant. According to Baron and Kenny 

(1986), in order to prove the interaction effect, in the final model, where interaction 

terms are inserted, betas of interactions (moderation) and the R square change between 

second and third model should be statistically significant. If we check Table 3, we see 

that the R square change in-between Model 2 and Model 3 is significant with a 20.9 % 

change. Moreover, betas of moderations are also statistically significant. By looking at 

these results, we can reach the conclusion that H1c, H2c and H2d are supported, 

whereas H1a, H1d, and H2a are not supported in our model.   

 

Discussion 

 

At the end of the quantitative analyses in this study, the interaction effect of the 

“context for firm strategy and rivalry” factor between “cost leadership” and “export 

performance” is found to be negative. This finding is in line with the arguments against 

Porter, where there are counter arguments regarding the effects of the internal rivalry 

for the industry success. There are some scholars (Grant, 1991) asserting that the higher 

the level of internal rivalry situation in a country, the worse it is for this industry in 

terms of global competition, whereas Porter (1990) argues the opposite way and claims 

that the higher the internal rivalry in a country, the higher the international success of 

firms in that industry. Findings of this study support the criticisms and by looking at 

these findings, we can argue that although there are unfavorable conditions with respect 

to “context for firm strategy and rivalry” factors in a country, firms enjoy higher levels 

of export success. Secondly, the “factor conditions” construct in the Diamond 

Framework is found to be negatively moderating relationship between “cost leadership 

strategy” and “export performance”, as well as the relationship between “differentiation 

strategy” and “export performance”. Porter (1990) defines two basic distinctions for 

factors of production: basic vs. advanced factors and generalized vs. specialized factors 

and believes that not basic and generalized factors but advanced and specialized factors 

are important in creating “competitive advantage” in the global arena. Factor conditions 

of a country that have effects on national “competitive advantage” are infrastructure 

quality (including air, railroad, port), quality of electricity and telephone services, 

reliability of police services, judicial independence, efficiency of legal framework, 

quality of the education system (including the quality of management schools), quality 

of scientific research institutions and the collaboration between university and industry 

research units. At the end of the quantitative analyses in this study, these conditions are 
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found to be affecting the relationship between firm strategies and export performance in 

a significant but negative way. This finding is in line with Porter’s (1990; 1998) 

“selective factor disadvantages study”, according to which the presence of a few 

negative factor disadvantages could pave the way for international success, given that 

all other determinants in the Diamond Framework are favorable. The reason for that is 

associated with the players’ passionate search for creating better conditions with respect 

to other Diamond Framework determinants in the absence of favorable “factor 

conditions”. Firms that lack favorable “factor conditions”, as in the case of the Dutch 

cut-flower market, might try harder to benefit from the other determinants in the 

Diamond Framework and compensate their deficiency in “factor conditions” through 

that way. In other words, this deficiency gives an impetus to upgrade for these firms 

and hence might ironically contribute towards their success in international 

competition. Thirdly, the “related and supporting industries” factor in the Diamond 

Framework is found to be positively and significantly affecting the relationship 

between competitive firm strategies and export performance. Porter (2002), listed down 

the sub items of this construct as local supplier quality, state of cluster development, 

extent of collaboration among clusters, local availability of machinery, components, 

parts and specialized research and training services and local supplier quality.  

According to Crocombe, et.al. (1991), related industries, sharing common technologies, 

inputs, distribution channels, skills, customers or activities, or providing products that 

are complementary are beneficial for the firms in the same industry. This effect is due 

to technological spillovers, interchange and joint research projects (Öz, 1999).  These 

findings in the literature are supported by the findings in this study. 

 

One important finding of this study is regarding the “government” construct. According 

to the Diamond Framework, this construct has an indirect effect on the national 

competitiveness level of a country. Findings of this study support this claim because 

during the factor analyses, all items under the “government” construct are loaded under 

different constructs and five determinants in the initial model are changed to four 

determinants after these analyses. From that point, we can conclude that the findings of 

this study rejects the claims of certain authors (i.e. Van den Bosch and de Man, 1994; 

Stopford and Strange, 1991) who propose adding the “government” factor as a fifth 

determinant to the Diamond Framework. Although items for the “government” 

construct are distributed among other determinants, this does not show that the 

government is an unimportant player. During the interviews in the qualitative research 

of this study, most of the managers stated the importance of the government on their 

strategies. Especially the managers following cost leadership strategy underlined the 

importance of the currency regime in the country, as favorable currency regime is vital 

for them due to their narrow profit margins. This finding is supportive of criticisms of 

some authors (i.e. Gray, 1991) who claim that Porter underestimates the 

macroeconomic policy played by the government.    

 

According to the findings of the study, moderation effect of the “demand condition” 

factor between both firm strategies and export performance is found to be statistically 

insignificant. This finding is also meaningful and needs attention. Porter (1990) 

believes that home demand has a considerable influence on “competitive advantage” 

and lists three broad attributes of it in his study: “the composition”, “the size and 

pattern of growth”, and “the internationalization” of home demand. If favorable 

circumstances with respect to these attributes exist in a country, home country demand 
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conditions are said to be positively affecting the “competitive advantage” of a nation. 

However, Öz (1999) states that the relationship between the size of home demand and 

international competitiveness is one of the issues that is open to discussion as there are 

two perfectly justifiable arguments regarding this relationship. According to the first 

argument, if home demand is large, firms may feel more secure in terms of economies 

of scale and might be inclined towards internationalization easily. According to the 

second view, however, if the home market is large enough, firms would not bother 

trying to export and focus on the local market instead. Similarly, in case of low levels 

of home demand, they might be more active in terms of internationalization as there is 

no chance for them in the local market. Findings of this study are supporting this 

opposing argument because favorable home demand conditions are found to be 

ineffective in terms of the international success of firms. In other words, findings of this 

study are in contrast with the Diamond Framework where favorable home demand is 

depicted as a prerequisite for international success.  

  

Conclusion and implications 

 

In this study, the Diamond Framework is used in a conceptual model as a moderator to 

the relationship between competitive firm strategies and export performance. Although 

there are some studies in the literature analyzing the relationship between firm 

strategies and export performance (i.e. Baldauf, et.al, 2000), there is no study treating 

the Diamond Framework as a moderator in between this relationship. Moreover, the 

Diamond Framework is mostly used in qualitative studies in the literature and using it 

in a quantitative setting, besides the theoretical findings discussed in the previous part, 

is one of the main contributions of this study to the literature.   

 

By looking at the results of this study, we might assert that managers taking part in the 

export business, whichever competitive strategy they are following, should try to 

contribute to the favorable context for firm strategy and rivalry environment in their 

country, should also pay attention to the “factor conditions” and the “related and 

supporting industries” in their home market. These factors are found to be contributing 

to their export performances, so they should try to influence the macroeconomic 

environment to alter these conditions to their advantage (i.e. through lobbying). The 

governments should benefit from the findings of this study by paying more attention to 

“related and supporting industry environment”, and “context for firm strategy and 

rivalry” conditions, as these conditions are found to be significantly moderating the 

relationship between firm strategies and their export performances.  

 

As a final note, we should underline that future research regarding the government 

effects on industries would be a valuable source to see this relationship in more detail. 

Moreover, replications of the analyses provided in this study in other contexts (i.e. 

different geographical areas) are needed to validate the usefulness of the proposed 

model.  
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IMPACT OF INSTITUTIONAL REFORMS FOR ATTRACTING FDI 
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Abstract 
 

For many years, African countries were not able to attract Foreign Direct Investment (FDI) 

due to poor institutions, high inflation, poor international trade performance, higher external 

debts, poor savings and poor investment were characteristics of African economies. States 

owned economies was the main problem. When the World Bank, IMF and some western 

countries started to invest in institutional reforms rather than in projects; African economies 

took another forms. 

 

The goal of this paper is to investigate the impact of ongoing institutional reforms started from 

the middle of 1980s in Tanzania. The main aim of the reforms is to attract FDI, by creating 

friendly environment to domestic and foreign investors. Institutions as created assets should 

have good quality to be able to attract foreigners to invest in a host country. 

 

This paper reveals that corruption has negative impact on FDI in Tanzania. This means that 

corruption is seen as additional cost for investors. Domestic investment and voice & 

accountability have positive impact to attract FDI in Tanzania. Regulatory quality has a 

positive signs but has no impact on FDI. 

 

This paper makes two contributions to the study of FDI in Tanzania. First of all it fills the 

existing gape of information about FDI inflows in Tanzania. Previous researchers like Naudè 

and Krugel (2007) address lack of research in Africa about FDI. Also Asiedu (2006) mentions 

scant research on FDI inflows in Africa as a continent. 

 

The second contribution is that the study encourages the present and future government of 

Tanzania to keep on reforms and to fight on corruption with its forms in order to have internal 

and external credibility. The study shows linkage between FDI on one side, institutional quality 

and economic growth on the other side. 

 

Key words: FDI, institutions, Privatization, corruption and Structural Adjustment Program. 
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Introduction 

 

During 1970s many African countries faced serious socioeconomic difficulties; these 

problems including fiscal deficits, trade imbalances, GDP growth ratios below 

increasing rate of population and higher inflation rate, Gauthier et. al. (1999) and 

Chachage et. al. (1993). To support their weakening economies most of the African 

countries decided to increase their external loans from International Monetary Fund 

(IMF), World Bank (WB) and from individual European countries, as a result these 

loans triggered off debt crisis in the 1980s, Ibhawoh (1999). This poor economic 

performance was blamed on the failure of African governments to adopt the right 

policies to both investment and trade diversification, Mkandawire (2005). Low 

institutional quality was therefore one of the leading explanations for the lack of foreign 

capital inflows from rich countries to many of African countries, Alfaro et al. (2008) 

and Wilhelms, et al. (1998). 

 

To respond socioeconomic crisis many African governments adopted reforms under 

specific program called, Structural Adjustment Programmes (SAPs). According to the 

World Bank, defines Structural Adjustment as a package of reform of measures which 

is adopted by a country in order to decrease economic imbalances and improve 

economic incentives, which are necessary for sustainable growth and development and 

for poverty alleviation, Ibhawoh (1999). The World Bank and the IMF supported the 

Structural Adjustment Programmes together with other European donor countries such 

as: Sweden, Denmark, the UK, Germany and other International Institutes such as the 

United Nations Development Programme (UNDP). Dollar & Svensson (2000) 

explained the reforms as a shift from development assistance in financing investment 

(roads and dams) to promoting institutional reforms. This decision arose from a 

growing attention that developing countries were held back more due to the poor 

policies than by not having of finance for investment. 

 

Harrigan & Mosley (1991) define Structural Adjustment Programs as a shift from 

project to programme aid that means from the financial support of specific development 

projects to injections of funds designed to strengthen programmes of policy and 

institutional reform by governments of developing countries. Reforms introduced by 

Structural Adjustment Programme were; the devaluation and unification of exchange 

rate and elimination of exchange controls; restriction of expenditure to alleviate budget 

deficits; cuts in public wage bill and social sector programs; market liberalization 

within price controls; compression of real earnings and liberalization of the labour 

market. The Programme prescribes the withdrawal of state control and interference in 

the economy in order to free up capital and impersonal forces of demand and supply. 

The elimination of government subsidies and the liberalization of trade are intended to 

open up national economies, strengthen the operation of market mechanisms and 

reintegrate the nations of Africa into the international economy. 

 

From 1980s onwards, Tanzania initiated the process of Structural Adjustment 

Programmes. The reforms redefined the role of the government in the economy and 

enhanced the role of private sectors in economy; imports were liberalized, restrictive 

monetary policy was introduced and active exchange rate was opened to foreign banks 

Ferreira, (1996). From 1993, the government of Tanzania underwent civil service and 

parastatal reforms, privatising state monopolies, Therkildsen, (2000). As Ferreira 
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(1996) says, the first institutional reforms contributed to sound economic growth in 

recent years. 

 

The National Investment Promotion Policy of 1996 opened all sectors to foreign and 

domestic investors and other private participation. The Tanzania Investment Act of 

1997 provides the pillar of the legal investment regime by making proposition related 

to: establishment of enterprises; investment benefits and guarantees; transfer of capital 

profits; guarantees against expropriation; dispute settlement; and employment of 

foreign staff. Separate legislation for investment in mining and petroleum and Export 

Processing and Economic Zones (EPZs and SEZs) has been introduced. The 1997 Act 

established the Tanzania Investment Centre (TIC) as a “one – stop” office for investors, 

The Tanzania Investment Act (1997). 

 

The rest of the paper is divided as follows; section two is a literature review about the 

role of institutions to attract FDI. While section three deals with data and variables. 

Section four is a model. Section six is a conclusion. 

 

Literature review 

 

Foreign Direct Investment (FDI) occurs when a firm invests directly in production or 

facilities in a foreign country over which it has effective control, usually more than 10 

percent of the firm, Jensen (2003). 

 

Most of the traditional research of FDI put emphasis on; market size, labour cost, trade 

barrier, growth rate, openness, natural resources, trade deficit, exchange rate and tax 

policy as the main factors which attract investors to a host country, Chakrabarti (2001) 

and Bevan et al. (2004). Researchers recently years have developed interest in the role 

of institutions as determinant factors to attract and locate FDI, Busse & Hefeker (2007), 

Keefer & Knack (1997), Banerjee & Ranganathan (2006), Li & Resnick, A. (2003), 

Wernick, Haar & Singh (2009), Bénassy‐Quéré, Coupet, & Mayer (2007). Nevertheless 

there is little agreement about which institutions matter and why. 

 

North (1999) carefully defines institutions as the rules of the game in a society or, are 

the humanly devised constraints that shape human interaction. Foreign investors 

observe institutions as a vital aspect of the positional benefits of a potential host 

country. Institutions are parts of the created assets of the countries; have become 

progressively significant relative to natural resources like raw materials and low wage, 

Bevan et al. (2004) and Mudambi & Navarra (2002). Institutional variables like 

government policy, intellectual property right protection, political risk and tax, 

influence foreign investors to decide entry mode choice. Smarzynska & Wei (2000) 

study the effect of corruption on a firm-level in decision making of entry mode. They 

show that corruption reduces FDI inflow and shift the ownership structure towards joint 

venture from wholly owned form. But when corruption is sufficiently high, no 

investment will take place in that host country. Developing economies are a fascinating 

context to investigate the impact of institution building because the whole set of formal 

institutions has been reformed in the 1980s from centralized to market economies. In 

their research paper, Globerman & Shapiro (2003) examine statistical importance of 

governance infrastructures as a determinant of USA foreign direct investment.  
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Governance infrastructure represents; legislations, regulations, and legal systems that 

condition freedom of transacting, security of property rights and transparency of 

government and legal processes. Governance infrastructure includes both institutions 

and policies. The results show that governance infrastructure is an imperative 

determinant of location choice by USA investors. Countries that receive no USA FDI 

are typically countries that have fragile governance structures, and are often countries 

whose legal systems are not rooted in English Common Law. Therefore, investments in 

better governance infrastructure will also increase FDI inflow. Once foreign capital is 

invested in a host country, the firm is a subject to policy change (political risks) or 

reversal by the central government. These political risks come in different forms; 

governments can renegotiate tax rates, depreciations schedules, tariff rates and others 

that can directly affect multinational operations, Jensen (2003) and Li & Resnick, 

(2003). Multinationals may not encounter the risk of outright nationalizations that they 

faced during the 1960s – 1970s but recent experiences in Bolivia, Russia and 

Venezuela highlight that political risks still affect multinationals in developing 

countries, Jensen (2008).  

 

Bénassy‐Quéré, Coupet & Mayer (2007), put stress on the quality of the institutions in 

developing countries to attract FDI. They give three reasons; one is from growth 

literature, by increasing productivity prospects, good governance infrastructures 

mayattract foreign investors. A second reason is that poor institutions can bring 

additional cost to FDI in terms of corruption. A third reason is that FDI yields sunk 

costs, put it as a vulnerable to any form of uncertainty, including weak enforcement of 

property rights and of the legal system in general. In their research on the quality of 

institutions and FDI, Daude & Stein (2007) examine 34 developed countries as source 

countries of FDI and 152 as host countries of FDI. They show that the impact of 

institutions on investment, local or foreign can be linked to either bad institutions might 

operate as a tax by raising the cost of doing business or imperfect enforcement of 

contracts might raise uncertainty regarding future incomes and therefore have a 

negative impact on the level of investment. By using institutional variables; voice and 

accountability, political stability and lack of violence, government effectiveness, 

regulatory quality, rule of law and control of corruption they have found that the quality 

of inst itution has positive effects on FDI. 

 

Data and variables 

 

The analysis comprises time series data from 1995 to 2014 for investigating FDI, as 

dependent variable. This is due to the absence of the institutional data of the previous 

years. But the available time series data (20 - years) are sufficient to investigate the 

behaviour of FDI in Tanzania after ongoing reforms started in 1980s. Before reforms 

there were no clear policies about FDI in Tanzania. One thing which should be clear in 

our mind is that; in this study we use real variables which are FDI and Gross Fixed 

Capital Formation (GFCF) with qualitative data that are institutional indexes. 

 

The variables which have been included in the model are: 

 Foreign Direct Investment inflows (FDI): are the net inflows of investment. It 

is the sum of equity capital, reinvestment of earnings, other long-term capital, 

and short term capital as shown in the balance of payments. This series shows 

net inflows (new investment inflows less disinvestment) in the reporting 
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economy from foreign investors. Data are in current U.S. dollars. Data are 

taken from the website of the United Nations Conference on Trade and 

Development (UNCTAD), which is governed by its 194 member States, is the 

United Nations body responsible for dealing with development issues, mainly 

international trade the main driver of development. (Source: UNCTAD 

website). 

 Corruption Perception Index (CORRUPT): is an index which reports how 

business people, political analysts and the general public around the globe 

perceive levels of orruption in different countries. International Transparency 

gives voice to the victims and witnesses of corruption. This organization 

works together with governments, businesses and citizens to stop the abuse of 

power, bribery and secret deals. The index starts from 0 (highly corrupt) to 100 

(highly clean). In some years the scale is from 0 (high corrupt) to 10 (very 

clean). No country scores neither zero nor hundred. (Source: International 

Transparency website). 

 Regulatory Quality (REGULAT) captures perceptions of the ability of the 

government to formulate and implement sound policies and regulations that 

consent and encourage domestic and foreigner private sector in a host country. 

The Worldwide Indicators constructs aggregate indicators of six broad 

measurements of governance which are; Voice and Accountability, Political 

Stability and Absence of Violence and Terrorism, Government Effectiveness, 

Regulatory Quality, Rule of Laws and Control of Corruption. These aggregate 

indicators combine the views of a large number of enterprise, citizen and 

expert survey respondents in industrial and developing countries. 

They are based on over 30 individual data sources produced by a variety of 

survey institutes, think tanks, non-governmental organizations, international 

organizations, and private sector firms. The index’s score start from 0 (poor 

quality) to 100 (high quality) or 0 (poor quality) and 10 score (very clean). 

(Source: Worldwide Governance Indicators’ website). 

 Voice and Accountability captures perceptions of the extent to which 

citizensof a country can participate in selecting their government, as well as 

freedom of expression, association and free media. The index’s score starts 

from 0 (poor quality) to 10 score (very clean) or score start from 0 (poor 

quality) to 100 (high quality). (Source: website of Worldwide Governance 

Indicators). 

 Gross Fixed Capital Formation (GFCF), formerly gross domestic fixed 

investment, includes land improvements (fences, ditches, drains and so on); 

plants, machinery, and equipment purchases; and the construction of roads, 

railways and the like including schools, offices, hospitals, private residential 

dwellings, and commercial and industrial buildings. According to the System 

of National Account, 1993 (SNA), net acquisitions of valuables are also 

considered capital formation. (Source: UNCTAD website). 

 

The model has been constructed by using data from 1995 to 2014. This is due to lack of 

institutional data (corruption, regulatory quality and voice &accountability) in Tanzania 

before institutional reforms. Analysis of FDI and GFCF have been done by means of 

graphs from 1980 to 2014 to observe the behaviour of the two variables, {see figure 1 

(a) and (b) and figure 2}, at the appendix A. 
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There are four hypotheses which have been formulated and these hypotheses should be 

tested to prove their validity. These hypotheses are: 

H1: Gross Fixed Capital Formation in Tanzania has no any impact on FDI inflows. It is 

not domestic investment which contributes to attract FDI inflows. 

H1: It follows that corruption in Tanzania has no any negative impact. That means 

investors do not consider it as an obstacle for their decision making and corruption is 

not considered as an additional cost. 

H3: Regulatory quality is not important for investors. Investors are risk lovers. 

Government policies and implementations do not attract foreign investors. 

H4: Voice and Accountability is not important variable for the investors. Democracy or 

democracy process does not matter for their investment. 

 

All these four should be tested to prove their validity. In testing these assumptions we 

compare student distribution (t - distribution) and test statistic. 

 

The model 

 

(FDI/CPI)t = β0+ β1(GFCF/CPI)t + β2(CORRUPT INDEX)t + β3 (REQULAT 

INDEX)t + β4(VOICE&ACCOUNTABILITY INDEX)t + ɛt 

The model is expressed in terms of original variables. To simplify notation we rewrite 

this in terms of the transformed variables. FDI and GFCF have been divided by 

consumer’s price index (CPI) to get real terms then FDI and GFCF have been changed 

to logarithm. 

(LnReal FDI)t = β0 + β1 (LnRealGFCF)t + β2 (Corrupt index)t + β3 (Regul index)t + 

β4 (Voice&Accountability)t + ɛt 

 

The model is semi logarithm as it is noted above. FDI and Gross Fixed Capital 

Formation are in logarithm while Corruption, Regulatory and Voice & Accountability 

are percentage and they are not necessary to be transformed into logarithm. 

 

Results and discussion 

 

LnRealFDI = -13,72 + 0,7307LnGFCF – 0,0199Corrupt + 0,033Regul&Quality + 

0,0495 Voice&Account + ɛt 

 

Details have been presented in table 1 and 2 at appendix B and C  

 

As we expected we obtained a negative coefficient on corruption and positive 

coefficients on Gross Fixed Capital Formation, Regulatory Quality and Voice and 

Accountability. The coefficients should be judged in two ways: in terms of their size 

and significance. 

 

We calculate elasticity of FDI with respect to, Gross Fixed capital Formation, 

Corruption, Regulatory Quality and Voice and Accountability to get the size, how big 

are the coefficients. 

 

Let us measure the size of the coefficients of the model and interpreting their meanings. 

Since the variable GFCF is in logarithm the coefficient gives direct estimation of the 
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elasticity, there is no need to multiply by the ratio of the means, as we will do for other 

coefficients. So in case of GFCF we say; GFCF elasticity is estimated as 0.7307. 

 

This result should be read as follows: a 1% increase in Gross Fixed Capital Information 

(GFCF) would lead to a 7.3% increase in FDI inflows in Tanzania. This is also equal to 

a 10% increase in GFCF would lead to a 73% in FDI inflows in Tanzania. 

 

Therefore the size of Corruption is: 

 
 

This result is interpreted as follows; a 1% increase in corruption rate would lead to a 

0.319% decrease in FDI inflows in Tanzania. We can say also that a 10% increase in 

corruption rate would lead to a 3.19% decline in FDI inflows in Tanzania. For this 

variable to increase corruption means the score is reduced for example from 57% to 

49% (or from 8.9 to 6.5 scores). It depends on which scale has been used to. 

 

The size of Regulatory Quality is: 

 

 
 

That is to say a 1% increase in Regulatory Quality would lead to a 0.718% increase in 

FDI inflows in Tanzania. Also it can be interpreted as: a 10% increase in Regulatory-

Quality would lead to a 71.8% increase in FDI inflows in Tanzania. 

 

The coefficient size of Voice & Accountability is: 

 

 
 

This means that a 1% increase in Voice & Accountability rate would lead to a 1.08% 

increase in FDI inflows in Tanzania. It can be also interpreted as: a 10% increase in 

Voice-Accountability would lead to a 10.8% increase in FDI inflows in the country. 

 

Let us test the four hypotheses above to see their validity. 

 

Decision rule: we have to compare t * and t values at 5% of significance level 
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1.3746<2.131  We cannot reject null hypothesis. That means Regulatory Quality has no 

effect on FDI inflows even if has positive value. 

 

 
That means Voice and Accountability has effects on FDI inflows. 
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Testing the significance of the R
2 

 

The quality of regression equation can be tested to see whether is significant. This is a 

test of the hypothesis that all the slope coefficients are simultaneously zero (the same as 

R
2
=0) 

 

 
 

We use the F test in this case: 

 
 

The result of the F test proves the regression is worthwhile. Nevertheless it is perhaps 

surprising to find no effect from the Regulatory Quality, we might as well drop it from 

the model and just regress FDI inflows on GFCF, Corruption and Voice & 

Accountability variables. 

 

There are various ways in which we might improve the model. 

 

We might try to find additional variables to improve the fit (since we have R
2
= 0.70 

this might be a good possibility). Other way is to try lagged variables (for instance the 

previous years of gross fixed capital formation) as explanatory variables on the ground 

that the effects do not work through instantaneously. We might try a different variables 

functional form for the equation. 

 

    Durbin-Watson Statistic 

 

We test autocorrelation of the statistic test is called Durbin-Watson. Autocorrelation 

occurs when one error observation is correlated with an early, often the previous one. It 

only occurs with time series data because the ordering of the observation does matter. 

But in cross section the ordering does not matter so autocorrelation cannot happen. This 

characteristic has not incorporated in the above model. 

 

The errors to be examined are obtained by subtracting the fitted values from the actual 

observations. 
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The test statistic always lies in the range 0-4 and is compared to critical values dL = 

0.894; dU = 1.828. The value around 2 indicates the absence of autocorrelation. The 

result suggests no autocorrelation. 

 

Conclusion 

 

Many early studies about FDI mention market size, resources, wage, tax and trade as 

the main determinant factors which attract FDI in a host country. Researchers now are 

concentrating on institutions as created assets which have a great role in attracting FDI. 

This paper tries to show the importance of institutional reforms in Tanzania. Institutions 

can play a great role in creating friendly environment to attract FDI inflows. By 

improving the quality of institutions through fighting corruption and increase 

democracy can increase FDI inflows. Variables are significant except the Regulatory 

Quality which shows not significant statistically. But model which has presented is 

good can explain well the considerable variables. Durbin Watson is significant 

statistically. However further study is needed in order to improve the model. As we 

know that time series data have a problem of multicollinearity that is correlation among 

the explanatory variables. This can lead to a flaw model. We intended to carry on this 

work in future in order to improving the model. 
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Figure 1: (b) 
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Figure: 2 
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Appendix: C 

 

Table: 2 Data and Correlation matrix 
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THE ROLE OF THE FDI IN THE ECONOMIC DEVELOPMENT OF BORDER 

REGIONS, IN CASE OF THE RUSSIAN-CHINESE BORDER 

Anasztazia Kerekes
226

  

Abstract  
 

This article analyzes the investment relations of the border regions on the Chinese-Russian 

border, especially in the Khabarovsk territory with a focus on the effectiveness of regional 

investment policy towards attracting FDI to the local economy.  

 

To attract FDI to Russia is the one of the main tasks of the governments, especially after the 

Ukrainian crises and the implementation of European sanctions. The effective investment 

incentive must take place within the framework of cooperation at all levels of governance, and 

special role should belong to the regional level of government. Regionalism over the past few 

years became one of the key moment in the national economic development strategy, and 

especially the regionalism in the investment policies, which is quite new in Russia. The main 

tasks in the last five years were the convergence of the Far Eastern federal district, and on the 

other hand strengthen relations with China. Despite the proximity of the border and the high 

trade turnover in the early 2000s, the share of cross-border territories in attracting Chinese 

investment did not reach 5% (for comparison, in this period, the share of foreign trade turnover 

was about 15%). At the end of the decade, the trend has changed dramatically, the proportion 

of cross-border regions has increased by 32% (then when the foreign trade turnover has 

remained at about the same level), and in 2013, the trend has intensified, and reached 58%. 

Despite the positive trend these statistics don’t show us the structure and the type of 

investments. So raise the question, how could the Chinese investments affect the regional 

economic development? How can the regional governments influence it? And what specifics 

characterize these territories and how can the proximity of the border effect on the FDI 

relations? Therefore, this study aims to point out the peculiarities, opportunities and 

constraints of these relations. 

 

Keywords: foreign direct investments, Russia, Chinese investments, border regions, regional 

investment policy 
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In the past few years, one of the main tasks of the Russian governments was to attract 

FDI to the Russian economy, especially after the Ukrainian crises and the 

implementation of European sanctions. Due to the implementation of European 

sanctions against Russia, and as a result the devaluation of the ruble, the inflow of 

foreign capital in Russia decreased. 2015 was the first year since the 1998 default, 

when the investment risks for investors are increasing for two consecutive years, and 

their growth rates are continuing to rise. Therefore, special attention should be given to 

improving the investment climate, and the measures in this area should take place 

within the framework of effective cooperation at all levels of government, and a special 

role should belong to the regional/local level of government (Levkova, Shhepilova, 

2014). 

 

Regionalism as an economic development strategy over the past few years became one 

of driving force of the national economic growth, and especially the regionalism in the 

investment policies, which is quite new approach in Russia. The main tasks in the last 

five years were the convergence of the Far Eastern Federal District (FEFD), the largest 

one of the eight federal districts of Russia and on the other hand strengthen relations 

with China. In recent years, to improving the investment attractiveness of the separate 

regions in Russia is get special attention and became one of the most important tasks of 

the state authorities. Investments in fixed assets, and especially the attraction of the 

foreign direct investments is one of the key indicators of the social and economic 

development of the regions. 

 

At the present time, in the regional processes particular attention is paid to cross-border 

cooperation of the Far Eastern Federal District. The current decade is devoted to the 

development of the Far Eastern Federal District and the international integration of 

border areas with the countries of Northeast Asia. Specifically, the border, regional 

investment relationship could intensify the economic development of these territories. 

The basis for the long-term economic development of Far Eastern Federal District 

should be the efficient use of its natural resources and the transit potential of the 

territory. Far Eastern Federal District plays the role of key element in the integration of 

Russia and the Asia-Pacific region, and an important tool for socio-economic recovery 

of the eastern Russian regions is the cross-border cooperation with neighboring 

countries, including China (Ishaev, 2012). 

 

According to the statistics we can say that in the beginning of 2000, cross-border 

economic relations with China are defined as trade relations while investment activity 

was practically absent. Despite the proximity of the border and the high turnover in the 

early 2000s, the share of cross-border territories in attracting Chinese investment did 

not reach 5% (for comparison, in this period, the share of foreign trade turnover was 

about 15%) (Novopashina, 2013). However, the revival of the FEFD’s investment 

policy is contributed to the emergence of state programs, such as the:   

- Socio-economic development of the Far East and the Baikal Region until 

2025; 

https://en.wikipedia.org/wiki/Federal_districts_of_Russia
https://en.wikipedia.org/wiki/Russia
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- Program of cooperation between Eastern Siberia, regions of the Russian Far 

East and the Northeast of the People's Republic of China (2009-2018). 

 

Due to this, at the end of the decade the trend has changed dramatically, the proportion 

of cross-border regions has increased by 32%, then when the foreign trade turnover has 

remained at about the same level (Novopashina, 2013), than in 2013, the trend has 

intensified, and reached 58%, which means 147.7 million US dollars (Table1). 

 

Table 1. Inflow of FDI from China to Russia 
* thousand dollars 

  2007 2008 2009 2010 2011 2012 2013 

The share of the border 

regions% 5,55% 15,01% 8,74% 31,99% 24,17% 48,13% 58,22% 

Russian Federation 228 553,89 109 628,90 300 390,37 120 640,73 591 104,11 212 236,15 253 764,58 

Siberian Federal District: 18 817,19 9 609,62 84 745,20 33 821,54 109 208,25 124 462,94 97 578,53 

Transbaikal region 6 130,00 7 361,81 16 612,14 19 454,05 97 065,68 78 827,81 77 977,84 

Far Eastern Federal District: 18 670,69 13 126,84 24 808,04 28 318,37 54 620,84 26 600,05 70 179,53 

Amur region 775,94 3 982,85 7 277,09 10 149,82 20 115,42 7 159,96 31 215,29 

Primorsky Krai 1 696,64 2 279,13 1 627,41 5 152,13 20 294,29 12 281,27 15 027,67 

Jewish Autonomous Region 1 060,39 1 414,31 724,59 3 832,84 4 727,01 2 890,07 12 547,07 

Khabarovsk region 3 016,91 1 412,60 0,63 0,84 657,74 981,79 10 974,69 

Central Federal District 2 828,45 16 236,32 17 774,21 52 901,35 68 817,25 32 490,39 50 678,29 

Volga Federal District 374,27 5 313,29 1,74 17,29 12 744,62 27 774,37 34 444,82 

Ural Federal district       5 526,80   291,48 475,89 

Northwestern Federal District 187 858,99 65 342,82 173 053,66 0,33 345 660,50 376,97 325,78 

Southern Federal District 4,30   7,51 55,06 52,64 239,94 81,74 

Source: Federal State Statistics Service 

 

Nevertheless, the increase in the attracted Chinese capital itself is not enough for the 

effective development of border areas (Fig. 1). If we take into account the allocation of 

capital on economic sectors we are faced with a clearly defined raw material oriented 

investment structure, when the main task for the medium and long term level in the 

regions of the Russian Far East is to increase the share of the manufacturing sector with 

a high added value. However, to date there is insignificant interest of Chinese investors 

in projects with collaborative manufacturing and then selling finished products in the 

domestic market of China (Praviteljstvo Habarovskogo kraja, 2014b). 
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Figure 1. The rate of growth of FDI from China and the GRP in the border regions 

Source: authors calculation based on Federal State Statistics Service data 

 

Based on the geographical proximity to the Asia-Pacific region (APR), the regions of 

the Russian Far East - including Khabarovsk Krai - are aimed at co-operation, above 

all, with the Northeast Asian countries. The southern regions of the FEFD as the 

neighboring territories focused on cooperation with China. For the further analysis I 

choose the Khabarovsk Krai (and Khabarovsk city) as a case study. Khabarovsk is the 

administrative center of the Khabarovsk Krai,  located 30 kilometers from the Chinese 

border, and also became the administrative center of the Far Eastern Federal District of 

Russia in 2002. It is the largest city in the Russian Far East. 

 

The largest economic partner of the Khabarovsk Territory is the People's Republic 

of China. The economic cooperation between the border regions and China is 

developing on the basis of the expansion of foreign trade relations, the investment 

activity is lagging behind in volume. China's foreign trade turnover with the region is 

consistently about 40%, but the share of the Chinese capital in the volume of foreign 

investments in the region according to the data of 2013, amounted to only 8.18%, and 

the share of the Khabarovsk region in the received Chinese investments in the Far 

Eastern Federal District was only 4.3%. However, if you look at the trend, then there is 

a positive progress, in contrast to the dynamics of foreign trade turnover, the Chinese 

capital attraction increases though totally it is still means not a huge amount (10 974 

690 USD, when the region's GRP is 14,354,400 thousand USD) Despite the fact that 

China is the one of the biggest economic - strategic partner of Russia the border 

relations is still based on low level of cooperation (Fig. 2). 
 

 

https://en.wikipedia.org/wiki/Administrative_center
https://en.wikipedia.org/wiki/Khabarovsk_Krai
https://en.wikipedia.org/wiki/China%E2%80%93Russia_border
https://en.wikipedia.org/wiki/China%E2%80%93Russia_border
https://en.wikipedia.org/wiki/Far_Eastern_Federal_District
https://en.wikipedia.org/wiki/Russian_Far_East
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Figure 2. The growth rate of indicators of the economic activity  

Khabarovsk Krai - China 

Source: authors calculation based on Federal State Statistics Service data 

 

If we take into account the structure and characteristics of the enterprises with Chinese 

capital in the region, we can see that the situation is more problematic. In 2014 in 

comparison with 2013 the number of enterprises with Chinese capital has decreased by 

almost half. Given this rapid exchange, and taking into account the fact that, despite the 

low share of the Chinese capital in the attracted FDI (8%), in number of enterprises 

with foreign capital - excluding enterprises with capital from Cyprus, which is probably 

just reinvested Russian capital - China is the leader. It indicates that these companies 

tend to be small businesses with short-term activities, it is assumed that firstly in the 

sphere of trade and services (Table 2). 

 

Table 2. Organizations with the participation of foreign capital in the Khabarovsk Territory 

Number of organizations with foreign capital by countries 

  The number 

of 

organizations 

- Total 

The number of organizations - with the participation of foreign capital 

  Belarus Germany Kazakhstan Cyprus China 

Great 

Britain USA Ukraine Finland 

2012 

Far Eastern 

Federal District 1043 12 13 5 177 457 24 60 26 4 

Khabarovsk Krai 103 1 - - 31 29 3 6 7 2 
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2013 

Far Eastern 

Federal District 1126 16 12 7 180 520 21 53 34 4 

Khabarovsk Krai 105 2 1 1 29 26 3 8 8 3 

2014 

Far Eastern 

Federal District 1019 12 12 5 186 410 19 53 25 5 

Khabarovsk Krai 88 2 2 1 33 15 4 7 3 2 

Source: Federal State Statistics Service 

According to the Council of Federation of the Federal Assembly of the Russian 

Federation Member of the Legislative Assembly of the Khabarovsk Territory Viktor 

Ozerov Alekseevicha "Khabarovsk Territory Government pursues a systematic and 

effective work on formation on their territory a favorable investment climate in order to 

attract both Russian and foreign investors, in particular from China" (Ozerov, 2012). 

The results of this work, certainly reflected in the improvement of statistical data and 

the improvement of the Khabarovsk Krai in the rating for investment attractiveness. 

According to the agency Expert RA in 2015 Khabarovsk region continued to hold its 

position in the most common rating group - 3B1 (reduced potential - moderate risk) - of 

the investment climate and increase the rank of the investment potential in comparison 

with the year 2014 for 2 places and took 32nd place among all the subjects of the 

Russian Federation (Ekspert RA, 2015).  But the fact of increasing statistical data do 

not mean directly proportional improvement of the socio-economic environment of the 

territory. 

 

All the above mentioned data in addition to the undoubted positive trends indicate the 

directions of further development of the regional investment policy, which at the 

moment needs to be improved. These points of development are characterized as 

follows. 

 

Firstly, for the efficient use of foreign capital, should be a clearly developed, full-scale 

investment policy, and despite the fact that in recent years in the improvement of the 

legal framework of investment activities actually observed a positive trend - since 2011 

the legislative regulation of investment processes has been going through significant 

changes in the region- he effectiveness of the regulatory framework is ambiguous. 

In 2011 was adopted the regional law "On the state investment policy in the 

Khabarovsk Territory", and also adopted a number of regulations, including: 

 regional target program "Increase of investment attractiveness and improving 

the investment climate in the Khabarovsk Territory for the period 2012-

2015."; 

 in 2012 was set a State target program of the Khabarovsk Territory "Promoting 

economic development, competition, investment and foreign trade in the 

Khabarovsk Territory"; 
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 and in 2014 was adopted the investment strategy of the Khabarovsk territory 

for the period up to 2020. 

 

The purpose of this acts is to create favorable conditions for increasing the rate of the 

regional economy growth and diversification of its structure via stimulation of 

investment processes, improving the activities of the executive authorities to ensure a 

favorable investment climate in the region (Praviteljstvo Habarovskogo kraja, 2014a).    

But at this time there are significant drawbacks which inhibit the development of 

investment relations Such a problem is that there are held just territorially limited, 

isolated measures to improve the investment climate, and missing a comprehensive 

strategy, a network system that integrate all levels of government - local government, 

inter-regional level, and including public-private cooperation. And also there is still no 

coherent concept of cross-border cooperation in Russia. 

 

Secondly, the problem is the imperfection of the institutionalization of the investment 

activity in the region, the formation of the investment institutions is at an early stage of 

creation, Khabarovsk region in this observed to lag behind from the competing regions, 

and only now goes the "test run" of the following institutions (Praviteljstvo 

Habarovskogo kraja, 2014a): 

 in 2011 under the order of the Governor was defined an investment authorized 

in the Khabarovsk Territory; 

 establishment of the Investment Fund of the Khabarovsk Territory (2015);  

 establishment of the Agency investment and development of the Khabarovsk 

Territory (2014); 

 development of forms of public-private partnership (2015); 

 creation of a specialized organization for attracting investments (2015); 

 creation of an operator for the preparation of investment platforms (2014-

2020); 

 creation of business incubators and technology parks (2014-2020). 

 

Thirdly, the infrastructure is not sufficiently developed in the Khabarovsk Territory. 

First of all, the bulk of investments should be allocated for the creation of a modern 

infrastructure - namely the construction and modernization of roads, railways and air 

ports – to establishing an investment-friendly environment and just after that could flow 

the capital to other sectors. The region needs the initial state capital investments to 

improve infrastructure and du the first steps (Ishaev, 2012).  

"As soon as the transport connections will be normalized, the growth of trade and 

investment and the development processes will automatically start ... it is impossible to 

develop any projects, being in the transport isolation ..."(Interview with the Authority 

of Khabarovsk city) 

 

Fourthly, the imperfection of inter-regional cooperation. In general, the issue of 

regionalization and interregional cooperation for Russia is a very hot topic. There is a 

significant development inequality among the Russian regions, and at the same time 

there is a low level of inter-regional cooperation and lack of joint projects. Especially 

noticeable the lack of the inter-regional cooperation in the investment policy of the 

regions. At the current stage of regional policy instruments insufficiently varied and 
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effective. The relations between the Center and the peripheral regions in the sphere of 

integration and investment activities are not properly regulated. For the effective 

attraction of investments, and management of foreign capital should be clearly defined 

the powers and possibilities and should be provided the necessary resources at all levels 

of authorities (Namchak, 2012). 

"The regions need to complement each other in areas where there is a clear advantage, 

and not to compete ..., for example, Vladivostok as a port city of Vladivostok and 

Khabarovsk which is, the intersection of all the available transport links on the far east 

..." (Interview with the Authority of Khabarovsk city) 

 

Fifthly, the lack of coordination of interests at various levels of government. Russian 

legislation poorly motivates local authorities to participate in international investment 

cooperation. An additional mechanism to accelerate the implementation of projects 

should be cooperation with local authorities on support of investment projects. In order 

to improve the investment projects planned to enter into agreements with 

municipalities, aimed at reducing the coordination time of licensing documents, and 

thus providing more efficient implementation of key investment projects (Praviteljstvo 

Habarovskogo kraja, 2014b).  

 

"Our position is that we are ready to open all the sources available to us, to inspire 

foreign capital inflow and to develop the city ...China aims to open a transport corridor 

between China and Khabarovsk on the Bolshoi Ussuriisky Island, which is a mixed 

jurisdiction area on the border, until the decision is not accepted by the Russian state 

government, it couldn’t be opened while in the interests of the city would stand to open 

a passage for the movement of capital, labor, goods, tourists, etc. as soon as possible. " 

(Interview with the Authority of Khabarovsk city) 

 

In conclusion, we can say that the development of the cross-border relations between 

China and Russia and the economic development of the border regions show progress, 

but the government is still standing in front of a lot of work to improve the region’s 

investment climate and increasing the share of the foreign capital in sectors with a high 

added value.  
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Abstract 
 

The expansion of markets and globalization is not, as expected, went hand in hand with the 

growth of the role of large companies. More recent data on small enterprises experience 

substantial and expansive role for this type of business and the global economy, which differs 

by sectors depending on the method of providing a competitive advantage. Increasing 

globalization creates a new and dynamic business environment, while the process of 

internationalization of business is not designed exclusively for large, heavily participants and 

small enterprises (Gjellerup, 2000). For the global economy is of great importance to the 

process of liberalization and privatization that took place in the former centralized - planned 

economies (tranzitional countries) which improved international competitiveness due to the 

growth of companies like side effects inclusion of the aforementioned market in the global 

framework (Meyer, 2001; Jansson, 2007). 

 

Does the larger markets favor larger companies? Will new or small enterprises play a role in 

some global economy? If we take the experiences from the past, the answer would be yes, large 

markets favor large companies, and not be limited to the role of small businesses in the future 

global economy. However, a significant number of these analyzes and developments, suggest 

that a big market in constant development not only represents an opportunity for small 

businesses, but to a dynamic small business sector is a critical, essential foundation for the 

growth and development of these markets. Before the current weakened and vulnerable sector 

requires subsidies, the sector of small enterprises can not only move forward, but can become a 

necessary component of improved economic welfare. Many researchers highlight the growing 

importance of the former indoor market in the context of the global economy as the main 

causes of changes in the existing mosaic of business internationalization (Axinn and 

Matthyssens, 2002 Ruzzier et al., 2006). 

 

Healthy and flexible economic structure of entrepreneurial ventures and small enterprises is 

treated as indispensable parts of the economic mosaic and significant elements of international 

competitiveness. 

 

The above – mentioned aspect of entrepreneurial ventures will be analyzed through the degree 

of involvement in the process of internationalization in the context of regional and global 

integration processes as the last stage of the economic aspects of the globalization process by 

observing the level achieved in the context of transition countries in comparison with other 

groups. 

 

The main objective of the work is focused on the analysis of the involvement of the entrepreneur 

in the process of internationalization of operations depending on the stage of economic 

development of the group of countries and the stage reached in the development of the 

entrepreneurial process. 
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Based on analysis of available data make the GEM project by selected variables that make up 

the basic concept of this work while the sample size and the nature of the data to enable the use 

of parametric statistical techniques (ANOVA) in order to realize the set objectives of the 

research. 

 

The results of research will directly set goals in terms of the degree of involvement of the 

entrepreneur in the process of internationalization of operations depending on the achieved 

level of economic development and the stages in the development of the entrepreneurial 

process, singling out specific countries in transition. In an indirect way, the research results 

will point to the importance of entrepreneurial ventures in global integration processes that 

become inevitable in conditions of limited national markets and high competitiveness. 

 

Key words: small business, entrepreneurial venture, internationalisation, transition 
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Introduction 

 

Do larger markets favour larger businesses? Will new or small businesses have their 

role in a certain global economy? If we guide ourselves with experiences from the past, 

the answer would be yes, large markets favour larger business, and no, the role of small 

businesses will be limited in the future global economy. However, a substantial number 

of the above mentioned analyses and occurrences suggest that large markets in constant 

development not only represent an opportunity for small businesses, but also that the 

dynamic sector of small businesses represents a critical, essential basis for development 

and growth of such markets. Rather than the waning and vulnerable existent sector 

requiring subsidies, the sector of small business can not only progress, but can also 

become the inevitable component of the increased economic prosperity. 

 

Undoubtedly, many of the studies written so far in this area highlight entrepreneurship 

and entrepreneurial sector as the most efficient instrument for transformation of former 

socialist countries from centralised and planned towards market-oriented economies 

(Smallbone & Welter, 2001). However, neither do highly developed countries give up 

this development leverage, even formally opting for them in the strategic documents. 

As it could be seen from the above mentioned opinion, entrepreneurship as a type of 

activity plays the same role in all economies regardless of the degree of development, 

but also, the quality of entrepreneurial activities in the form of contribution to economic 

growth and development differs depending on the level of development of the country 

where the quality of environment is one of the key criteria of distinguishing, but also a 

direct factor of development of entrepreneurship. 

 

A lot is being said on the growth of large businesses on large markets over the past 

centuries. The history of large successful economies is a story of the advantages of size 

that consolidates certain segments of economic structure by forming oligopolies or 

monopolies. In most cases, such trends required the intervention of official policies so 

as to ensure competitiveness. In the same way, interventions can be directed to the 

sector of small business in order to supply the necessary support, so as to create 

favourable conditions for the establishment and survival of small businesses thwarted 

by the already existing large business. 

 

Changes widening economic markets can be considered as two types of changes 

(Reynolds, 1997): 

 

1. technological advances in communication and sports; 

2. harmonization of the regulatory environment in which economic activity is 

taking place. 

 

The period after World War II saw a growth in international trade and foreign direct 

investment. Goods, money, information, labour and services surpass national 

boundaries, so that businesses that enjoyed the luxury of protection of domestic market 

now must face competition. All these trends contribute to interdependence on the global 

level: technological progress and diffusion, integration of markets, diminishing the cost 

of information of transport, and liberalization of market barriers. All of these 

phenomena are viewed as the advantage of the global market, especially for large 

businesses, diminishing or even questioning the role and possibilities of small 
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businesses. Based on what we have said above, we pose the question as to what are the 

opportunities for small businesses on the global market. 

 

            Theoretical Backgound – basic attitudes 

        Entrepreneurship and Small Business Ventures in Transitional Countries 

 

The development potential of small businesses and entrepreneurial ventures represents 

a significant source of competitive advantage of highly developed countries. The 

competitive contribution of this segment of economy is reflected in the high economic 

value based on innovativeness. In countries with transition experience, the significance 

of entrepreneurial sector is not diminished. In transition countries, the entrepreneurial 

sector is not only responsible for the development of innovative capacities, and 

especially, due to transition recession what comes to the front is its significant role in 

the form of new employment (Johnson and Loveman, 1995). The process of economic 

transformation, that is, liberalization and privatization that took place in former 

centralized planned economies has resulted in enhancement of international 

competitiveness based on the growth of enterprise whose source were the consequence 

of including these markets into global framework, primarily based on the basis of the 

process of business internationalization (Meyer, 2001; Jansson, 2007a). Thus, the 

capacities of the entrepreneurial sectors are a vital component of the very process of 

transformation and building new economic structure. In most cases, the entrepreneurial 

sector of transition countries, taking into account all specific features, is not necessarily 

different in comparison with developed market economies. In this sense, it can be 

concluded that the nature of the environment is identical, whereas the intensity of 

relationships is different, which is absolutely the consequence of the degree of 

development of national economy and business stability of an environment. In other 

words, all barriers that are present and affect the entrepreneurial sector of developed 

countries are also present in transition countries, but for the above mentioned reason, in 

the latter case, they are at a far higher level. 

 

Numerous studies conducted to the topic of entrepreneurship have contributed to 

grouping of barriers in the following several categories. The most significant group of 

barriers are referred to as formal obstacles reflected in the high tax obligations and 

unfavourable general regulatory environment (Bartlett and Bukvič, 2001; Hashi, 2001). 

The following category mentioned is named informal barriers, including 

implementation of law, corruption and unfair competition of a large section of shadow 

economy (Muent et al., 2001). Another group of significant barriers to the functioning 

of small business are the barriers of environment, in the form of lack of funds and low 

purchasing power (Pissarides et al., 2000). It is necessary to point to the group of 

barriers related to the lack of business skill due to lack of business experience in 

transition countries (Roberts and Tholen, 1998). Thus classified barriers found on the 

path to development of small businesses and entrepreneurial ventures at the same time 

represent a factor of international competitiveness and affect the degree of inclusion 

into the process of internationalization of business. Thus we can say, in the context of 

the above claims, the strength or development of the entrepreneurial sector is reversely 

proportionate to the significance of the listed barriers. 

 

In the circumstances characteristic of transition economies, there is a very weak 

entrepreneurial sector, where the barriers of any kind represent a significant limitation 
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in the development of both individual entrepreneurial ventures and the sector as a 

whole. These limitations aggravate the development path of entrepreneurship in all the 

phases of entrepreneurial process from initiating an entrepreneurial venture to more 

mature phases of business reflected in the form of internationalization, development of 

new products and application of new technology. Thus, in the economic environment of 

transitional countries, taking into account all the listed specific features, government 

and its institution have a key role in the formation and regulation of entrepreneurial 

environment. Governments are responsible for the creation and implementation of the 

institutional context that predominantly enables or limits the development of 

entrepreneurship. Nowadays, after a considerable time period that has passed since the 

beginning of economic transformation, the countries of Central and Eastern Europe and 

former Soviet republics can be divided into two categories: countries where the process 

of market reforms has been realized at a high level, and countries where the economic 

reform process was partially or unsuccessfully realized (Smallbone et al., 2010). 

 

As regards endeavours towards overcoming the above mentioned barriers and 

encouraging the development of the entrepreneurial sector, the transition environment 

exhibits significant specific features and differences in comparison with the usual 

economic environment of mature market economies, in the form of close connection 

between entrepreneurial behaviour and business environment (Manolova et al., 2008; 

Peng, 2003). This refers to the government policies and activities as the key elements of 

external environment for the development of entrepreneurship. Thus institutions feature 

as limiting and stimulating forces for the development of entrepreneurship by creating 

positive or negative perception of entrepreneurial possibilities whether at collective or 

individual level. So, changes of technological nature, political relations, legal 

framework and macroeconomic elements, but also the development of social trends can 

be a basis for the existence or emergence of new business opportunities (Shane, 2003). 

These and similar changes are especially present in the case of transition countries, 

where the entrepreneurial environment has undergone fundamental changes with the 

beginning of reform processes and transition from centralized planned to market based 

system of business operations. In the transition process, the government is the key actor 

of institutional changes and creator of business environment, i.e. entrepreneurial 

opportunities, because instability and uncertainty of the business environment can limit 

the development of entrepreneurship, as it affects the high level of uncertainty in the 

perception of potential entrepreneurs. 

 

Successful business operations in the changing environment can be hoped for only by 

flexible businesses, both in terms of organizational structure and of business policies, 

management system etc. On the path to attaining their objectives, businesses encounter 

a whole range of limitations, including decline of market needs, intensity of 

competition, legal limitations, inadequate economic policies of the country and many 

others. One of the most significant limitations are the existing markets, which can be in 

stagnation or decline, for the following reasons: 

 

1. Increasingly advanced technology is able to produce an increasing amount of 

products; 

2. The national income rate on the existing market is declining, resulting in the 

declining purchasing power of consumers. 
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It is these reasons that tell us that the existing (national) markets are becoming too 

narrow and insufficient, so that businesses are forced to search for new one. Thus, 

lately, there are more and more factors directing businesses to foreign market and 

expansion of operations outside national borders, that is, the processes of 

internationalization and globalization of business are becoming inevitable. The global 

market implies equal conditions of operation for all participants, offers great 

opportunities for development, especially when it comes to increasing the capacity o 

sale, providing new market resources and improving the competitive advantage. The 

process of business internationalization itself starts from closer and more secure 

markets and simpler forms of entry, towards further, riskier markets and more complex 

forms of entry. 

 

In most cases, the first entry to the international market is achieved by export, as the 

simplest form of internationalization characterized by minimum investment and low 

degree of risk. The current issue of entry to international market is much more 

complex. For this reason the globalization process requires a strategic approach, which 

means that entry to a foreign market cannot be random, without thinking, for we can 

say in advance for these attempts of entry that they will result in failure. Entry to a 

foreign market requires a planned approach, which means that every step to be made to 

this end must previously be well considered. Business thinking of joining the 

international market must recognize the opportunities, way of realizing competitive 

advantages, assess their own possibilities, all with the aim of minimizing the potential 

risk of entering a foreign market. 

 

One of the strategies of small business in relation to global competition is avoidance. 

One of predominant opinions as regards the business strategy of small business is that 

small businesses should avoid competition with giants, for which there are several ways 

(Agmon, 1994): 

 focussing on certain activities; 

 focussing on certain market segments that are not the target of large 

businesses; 

 taking on risks based on specific managerial attributes; 

 using the advantage of flexibility and adaptation to changes in the 

environment; 

 cooperation relationships with large businesses; 

 permanent innovation aimed at becoming large. 

 

          Internationalization Activities of Entrepreneurial Venturies: Comparation 

Tranzitional Countries with Others 

 

The revolution in transport and transfer of information in mid 19
th

 century marked the 

beginning of multinational competition. Revolution in information and communication 

created global comparison as we know it today. The reason for internationalization 

(globalization) is often sought in the reduction of fixed costs. According to Axinn and 

Matthyssens (2002), the development of almost unlimited global economy is based on 

the growth of low cost technology, reduction of trade barriers and opening of the 

previously closed markets. Given that survival and progress on the global market 

requires infrastructure, adequate marketing endeavour on the market, many deem that 

this is an opportunity for large businesses and neglect the role and position of small 
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enterprises. Contrary to this, there are small businesses that are not protected by special 

measures of government policy, but are also present on the global market. 

 

Market expansion and globalization did not go in parallel with the growth of the role of 

large businesses as it was expected. The latest data on small businesses show a 

substantial and expansive role of this type of businesses in the global economy as well, 

which is different across sectors depending on the ways of providing competitive 

advantage. The growing globalization creates a new and more dynamic business 

environment, whereas the process of business internationalization is not intended only 

for the large ones, the participants to a high extent are small business as well (Gjellerup, 

2000). What is of great importance for global economy is the process of liberalization 

and privatization that took place in former centralized planned economies, which 

enhanced international competitiveness due to growth of businesses as a result of 

inclusion of these markets into global framework (Meyer, 2001; Jansson, 2007a). 

 

Numerous researchers highlight the growing importance of former closed markets 

within the global economy as the main reason for change in the existing mosaic of 

business internationalization (Axinn and Matthyssens, 2002; Ruzzier et al., 2006). A 

number of authors advocates this viewpoint, with the exception of Jansson (2007b), 

who views the opening of growing markets over the past decade as the main driver of 

the above mentioned third wave of business internationalization (Soderman et al., 

2008). The first wave of internationalization was initiated by the industrialization of 

Western countries. The second wave of internationalization was initiated after World 

War II with the expansion of international corporations from East Asia. Crucial events 

for the process of internationalization of business are related to the liberalization and 

reforms of centralized planned economies within the third wave of internationalization, 

where a significant role and participation was taken by small businesses, far more than 

until now, equally from growing and mature markets. One of possible reasons for these 

processes is that business opportunities contribute to high economic growth within new 

markets, with a reduced risk and removed barrier on the global market. What is very 

important, the above mentioned markets enable entry to foreign markets in already 

known, traditional ways (Child and Rodrigues, 2005; Meyer and Gelbuda, 2006; Salmi, 

2000). The significance of growing markets is reflected in the opinion of Peng and 

Meyer (2011), where their share in the world amounts to about 84% of global 

population, 26% of the world’s GDP and, very importantly, growing markets in general 

have a very high economic growth rate. Likewise, growing markets are a magnet for 

investment, providing great growth opportunity in the future period (Cavusgill et al., 

2002). However, barriers still exist (Meyer, 2001), in the sense of drastic difference in 

the market context in comparison with mature markets (Ghauri and Holstius, 1996). 

 

The general trend that has encouraged international activities of small businesses is 

related to the globalization process, which had a far greater impact on small businesses 

compared to large ones, regardless of their significant international experience 

(UNCTAD, 2011; Gjellerup, 2000). The share of small businesses in export to EU-27 

in 2009 was 25% (European Commission, 2010b). In East Asia, export was contributed 

by small businesses by more than 30% in 2002 (Harvie and Lee, 2005). 

 

Based on the above presented information, we can say that there is solid evidence that 

small businesses are direct participants in international business operations, with a 
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tendency of growth. Small businesses have recognized the influence and challenge of 

globalization process and new business environment, far better than large businesses, 

although the latter have international experience (Cabusgil et al., 2002; Eriksson et al., 

2000; Gjellerup, 2000; Meyer and Gelbuda, 2006). 

 

Methodology 

Data and variables 

 

The main source of data analyzed factors (variables) activities of the entrepreneurial 

process in this paper are the results of research on the GEM project in 2014. According 

to a feature of the criterion of GDP per capita in US $ and methodologists WEF there 

are three different stages of economic development as well as three groups of countries: 

"factor driven economies" - for countries with GDP up to 3000 $ per capita, "efficiency 

driven economies" - for countries with a GDP up to $ 17,000 per capita and "innovation 

driven economies" - for countries with GDP more than 17,000 $ per capita. Under the 

group within the second group of countries called efficiency driven economies was 

formed with the authors titled efficiency transitional driven economies consisting of 

seven transition countries mainly in Central and Eastern Europe plus China in order to 

perform the analysis according to the selected bookmark in relation to other groups. As 

a source of information for the variable GDP per capita in US $, the International 

Monetary Fund, World Economic Outlook Database, October 2010. 

 

The level of economic development is represented by GDP per capita in US $ (GDP per 

Capita in US $ on PPP Basis), which is also the basis for the classification of countries 

by stages of economic development. 

 

Variable marked suboan (Nascent entrepreneur: Involved in setting up a business) 

entrepreneurial activity in the phase of the entrepreneurial process in which 

entrepreneurs exhibit emerging as individuals who are currently owners or managers of 

new businesses who are engaged resources and achieve a certain type of revenue less 

than three month. 

 

Variable babyb (Owner-manager of young business - up to 3.5 years old) represents 

individuals’ bearers of entrepreneurial activity in the form of the owner or manager of 

the business from a certain type of revenue in less than 3.5 years 

Variable marked TEA (Total Early-Stage Entrepreneurial Activity) index is the main 

indicator of the volume of entrepreneurial activity in this study and contains the 

previous two indicators. 

 

Variable estabbu (Owner - manager of an established business more then 3.5 years old) 

is an indicator of entrepreneurial activity the last phase of the entrepreneurial process, 

includes individuals who fit the owner or entrepreneur named realize certain income 

more than 3.5 years of operation. 

 

Variable anybus (Overall Entrepreneurial Activity), which involves entrepreneurial 

activity from the previous three phases. 

 

Variables scope of business internationalization in all phases of the entrepreneurial 

process delimited as follows: % entrepreneurial ventures without a business 
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internationalization, entrepreneurial ventures% to 25% of business internationalization, 

entrepreneurial ventures% of 25 - 70%% of business internationalization and 

entrepreneurial ventures with the internationalization of business more than 75%. 
 

            Hypothesis and methodology 

 

As already presented in the introductory remarks, the key problem, as well as the entire 

problem orientation of this research is related to the analysis of the scope and structure 

of entrepreneurial activities and their involvement in the process of internationalization 

of the business, and the potential association with the degree of economic development 

of countries in transition (mainly Central and Eastern Europe), as well as the specific 

economic conditions in relation to a selected group of countries smaller and greater 

development. 

 

Central research intention is related to the determination of the degree of 

interdependence of economic growth, the volume of business internationalization and 

phase of the entrepreneurial process. Available data of selected characteristics enable it 

to undertake an analysis in the form of determining the difference between groups with 

different level of development of the country, in all phases of the entrepreneurial 

process, as well as the interconnections and relationships observed phenomena degree 

of economic development, the process of internationalization of operations and phases 

of the entrepreneurial process. 

 

Selected characteristics - variables have the parametric space exploration properties 

therefore be analyzed parametric methods. This paper will show the descriptive 

parameters, mean, standard deviation (SD), minimum and maximum of the value of the 

coefficient of variation (Cv) confidence interval, a measure of the asymmetry Skjunis, 

extent and value spoljoštenosti Kurtozis Kolmogorov-Smirnov test. It will be used 

multivariate methods MANOVA. From univariate ANOVA procedures will apply. 

Application procedures on the basis of which receives a rate adds a new dimension to 

this study. By calculating the coefficient of discrimination aside, the characteristics that 

determine the specificity of the subsamples and characteristics that need to be excluded 

from further processing, that is performed by reduction of the observed area. Also see 

the assessment of the homogeneity of subsamples, the distance between them is 

intended to be as close as possible to better learn the observed phenomena. 

 

The purpose of the application of mathematical and statistical analysis aims to 

determine the characteristics of each subsample, the homogeneity and the distance 

between them in relation to derivative features that would be able to draw conclusions 

with a certain degree of reliability. 

 

Methods of proving the existence of similarities or differences between subsamples 

confirm the hypothesis about the similarity or reject it (the alternative hypothesis is 

confirmed), that indicate the existence of differences. In testing the hypotheses used to 

the critical value of p, which poses a risk deduction. If p> 0.100 is no reason not to 

accept the initial hypothesis. To reject the initial hypothesis will use two thresholds of 

significance. In the event that is 0.10> P> 0.05 accepts the alternative hypothesis of an 

increased risk of concluding, when p <0.05 accepts the alternative hypothesis and 

shows that there are substantial (significant) differences. 
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In the final analysis of the data obtained, with equal care will be discussed and any 

other issues which were subsequently found to be of significance for a fuller 

illumination of the problem that is being investigated. 
 

In accordance with the objectives of the research within a defined research area and 

observed phenomena, data and methodology selected, set the following research 

assumptions: 

MANOVA procedure to test the hypothesis H1, which reads as follows: 

H1: There are significant differences between some subsamples, defined groups of 

countries for the observed thematic unity and depending on the volume of business 

internationalization of total entrepreneurial activity. 

 

Method of discriminant analysis to test the hypothesis H2: 

H2: There is a clearly defined boundaries between some subsamples defined groups of 

countries for the observed thematic unity and depending on the volume of business 

internationalization of total entrepreneurial activity. 

 

ANOVA procedure H3: 

H3: There is a significant difference between some subsamples according to individual 

characteristics of the total volume of business internationalization of entrepreneurial 

activity. 

 

       Resulsts Analysis and Dicussion 

 

The central focus of this research is focused on determining the specificity particularly 

the groups of countries in transition, as defined by the criteria of the author. The main 

intention is reflected in the establishment of important differences and specific 

demarcation in relation to other groups of countries, posted on the basis of 

internationally recognized methodologies. Achievement of this objective is achieved 

and the scientific contribution of this paper in the form of interpretation, analysis and 

presentation of the observed phenomena, and the volume of business 

internationalization of total entrepreneurial activity transition countries mentioned 

geographical area. In this way, the observed group of countries deserves special 

characteristics of the research area in terms of the observed phenomena. 

 

As open questions should be the subject of the next analysis, it is necessary to test 

hypotheses and establish the existence of differences, their significance and limits as 

illustrated in Table 1. Differences between the groups of countries and clearly defined 

limits are done by MANOVA procedures. Based on the value p = .000 (MANOVA 

analysis) and p = .000 (discriminative analysis), hypothesis H1 and hypothesis H2 are 

accepted. It means that there is a difference and clearly defined limit between the 

groups of countries.  
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Table 1 

MANOVA and discriminative analysis between groups of countries relating to observed 

characteristics 

Analysis n F p 

MANOVA 4 7,599 .000 

discriminative 4 16979, .000 

Source: Autors’ Calculation 

Anova analysis tested the third hypothesis but also a statistically significant difference 

between the groups of countries according to the presented.  Identified a statistically 

significant difference between the groups of countries defined by different degrees 

economic development according to the percentage entrepreneurial ventures without a 

business internationalization (% within ANY: No customers outside country) at the 

level F (3, 26564.410) = 6.343, p = .001 . A subsequent comparison of using the Tukey 

HSD test, significant distinction mean values only the first and third groups, and the 

first and fourth groups of countries, ie a significantly higher percentage of total 

entrepreneurial activity without internationalization poslovnanja is present in factor-

driven countries. 

 

In another variables, identified a statistically significant difference between the groups 

of countries defined by different degrees development according to the percentage of 

business internationalization of the total entrepreneurial activities (% within ANY: 

Export: 1-25% of customers outside country) at the level F (3, 12706,544) = 6.573, p = 

.001 . A subsequent comparison of using the Tukey HSD test, significant distinction 

mean values only the first and third groups of countries, ie a significantly higher 

percentage of total entrepreneurial activity with business internationalization is present 

in innovation-driven countries. 

 

Table 2 

ANOVA analysis for observed characteristics/variables 

 Sum of Squares df Mean Square F Sig. 

% within ANY: No 

customers outside country 

Between Groups 8023,357 3 2674,452 6,343 ,001 

Within Groups 26564,410 63 421,657   

Total 34587,767 66    

% within ANY: Export: 1-

25% of customers outside 

country 

Between Groups 3977,377 3 1325,792 6,573 ,001 

Within Groups 12706,544 63 201,691   

Total 16683,921 66    

% within ANY: Export: 25-

75% of customers outside 

country 

Between Groups 398,703 3 132,901 3,855 ,013 

Within Groups 2172,124 63 34,478   

Total 2570,828 66    

% within ANY: Export: 75-

100% of customers outside 

country 

Between Groups 148,360 3 49,453 2,126 ,106 

Within Groups 1465,780 63 23,266   

Total 1614,140 66    

Source: Autors’ Calculation 
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Next variables, identified a statistically significant difference between the groups of 

countries defined by different degrees development according to the percentage of 

business internationalization of the total entrepreneurial activities (% within ANY: 

Export: 25-75% of customers outside country) at the level F (3, 2172,124) = 3,855, p = 

.013 . A subsequent comparison of using the Tukey HSD test, significant distinction 

mean values only the second and forth groups of countries, ie a significantly higher 

percentage of total entrepreneurial activity with business internationalization at this 

level, exeptional in efficiency driven (transition countries). 

 

In the last variable that represents the highest level of internationalization of business 

(% within MISSING: Export: 25-75% of customers outside country), there is no 

statistically significant difference between the groups of countries. 

 

Table 3 

Multiple Comparisons for observed characteristics/variables 

Tukey HSD 

Dependent 

Variable 

(I) COUNTRY 

GROUP GCR 

REPORT 2012-2013 

- 4 CAT 

(J) COUNTRY GROUP 

GCR REPORT 2012-2013 

- 4 CAT 

Mean 

Difference 

(I-J) 

Std. 

Error 

Sig. 95% Confidence 

Interval 

Lower 

Bound 

Upper 

Bound 

% within ANY: 

No customers 

outside country 

Stage 1: factor driven  

Stage 2: efficiency driven  2,17840 7,125 ,990 -16,62 20,98 

Stage 3: innovation driven 21,77731* 7,183 ,018 2,82 40,73 

Stage 4: efficiency driven 

(transition countries) 
26,34043* 8,904 ,022 2,84 49,83 

Stage 2: efficiency 

driven  

Stage 1: factor driven  -2,17840 7,125 ,990 -20,98 16,62 

Stage 3: innovation driven 19,59891* 6,123 ,011 3,43 35,75 

Stage 4: efficiency driven 

(transition countries) 
24,16203* 8,073 ,020 2,85 45,46 

Stage 3: innovation 

driven 

Stage 1: factor driven  -21,77731* 7,183 ,018 -40,73 -2,82 

Stage 2: efficiency driven  -19,59891* 6,123 ,011 -35,75 -3,43 

Stage 4: efficiency driven 

(transition countries) 
4,56312 8,125 ,943 -16,87 26,00 

Stage 4: efficiency 

driven (transition 

countries) 

Stage 1: factor driven  -26,34043* 8,904 ,022 -49,83 -2,84 

Stage 2: efficiency driven  -24,16203* 8,073 ,020 -45,46 -2,85 

Stage 3: innovation driven -4,56312 8,125 ,943 -26,00 16,87 

% within ANY: 

Export: 1-25% of 

customers outside 

country 

Stage 1: factor driven  

Stage 2: efficiency driven  -3,05420 4,927 ,925 -16,05 9,95 

Stage 3: innovation driven -17,82395* 4,968 ,004 -30,93 -4,71 

Stage 4: efficiency driven 

(transition countries) 
-15,65252 6,158 ,063 -31,90 ,59 

Stage 2: efficiency 

driven  

Stage 1: factor driven  3,05420 4,927 ,925 -9,95 16,05 

Stage 3: innovation driven -14,76975* 4,235 ,005 -25,94 -3,59 

Stage 4: efficiency driven 

(transition countries) 
-12,59832 5,583 ,120 -27,33 2,13 

Stage 3: innovation 

driven 

Stage 1: factor driven  17,82395* 4,968 ,004 4,71 30,93 

Stage 2: efficiency driven  14,76975* 4,235 ,005 3,59 25,94 

Stage 4: efficiency driven 

(transition countries) 
2,17143 5,619 ,980 -12,65 17,00 

Stage 4: efficiency 

driven (transition 

countries) 

Stage 1: factor driven  15,65252 6,158 ,063 -,59 31,90 

Stage 2: efficiency driven  12,59832 5,583 ,120 -2,13 27,33 

Stage 3: innovation driven -2,17143 5,619 ,980 -17,00 12,65 

% within ANY: 

Export: 25-75% 

of customers 

outside country 

Stage 1: factor driven  

Stage 2: efficiency driven  1,07568 2,037 ,952 -4,30 6,45 

Stage 3: innovation driven -1,50522 2,054 ,884 -6,92 3,91 

Stage 4: efficiency driven 

(transition countries) 
-6,58769 2,546 ,057 -13,30 ,13 

Stage 2: efficiency 

driven  

Stage 1: factor driven  -1,07568 2,037 ,952 -6,45 4,30 

Stage 3: innovation driven -2,58090 1,751 ,459 -7,20 2,04 
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Stage 4: efficiency driven 

(transition countries) 
-7,66337* 2,308 ,008 -13,75 -1,57 

Stage 3: innovation 

driven 

Stage 1: factor driven  1,50522 2,054 ,884 -3,91 6,92 

Stage 2: efficiency driven  2,58090 1,751 ,459 -2,04 7,20 

Stage 4: efficiency driven 

(transition countries) 
-5,08247 2,323 ,138 -11,21 1,04 

Stage 4: efficiency 

driven (transition 

countries) 

Stage 1: factor driven  6,58769 2,546 ,057 -,13 13,30 

Stage 2: efficiency driven  7,66337* 2,308 ,008 1,57 13,75 

Stage 3: innovation driven 5,08247 2,323 ,138 -1,04 11,21 

% within ANY: 

Export: 75-100% 

of customers 

outside country 

Stage 1: factor driven  

Stage 2: efficiency driven  -,19988 1,67371 ,999 -4,61 4,21 

Stage 3: innovation driven -2,44814 1,68739 ,473 -6,90 2,00 

Stage 4: efficiency driven 

(transition countries) 
-4,10022 2,09162 ,214 -9,61 1,41 

Stage 2: efficiency 

driven  

Stage 1: factor driven  ,19988 1,67371 ,999 -4,21 4,61 

Stage 3: innovation driven -2,24826 1,43845 ,407 -6,04 1,54 

Stage 4: efficiency driven 

(transition countries) 
-3,90034 1,89650 ,179 -8,90 1,10 

Stage 3: innovation 

driven 

Stage 1: factor driven  2,44814 1,68739 ,473 -2,00 6,90 

Stage 2: efficiency driven  2,24826 1,43845 ,407 -1,54 6,04 

Stage 4: efficiency driven 

(transition countries) 
-1,65208 1,90859 ,822 -6,68 3,38 

Stage 4: efficiency 

driven (transition 

countries) 

Stage 1: factor driven  4,10022 2,09162 ,214 -1,41 9,61 

Stage 2: efficiency driven  3,90034 1,89650 ,179 -1,10 8,90 

Stage 3: innovation driven 1,65208 1,90859 ,822 -3,38 6,68 

*. The mean difference is significant at the 0.05 level. 

Source: Autors’ Calculation 

 

In the final part of the analysis, all these differences between the groups of countries 

will be also illustrated by calculating the Mahalanobis distance, by which another 

indicator of similarities and differences is obtained, for the purpose validation and 

analysis from a different angle identified the difference between the observed 

subsamples. 

 

Table 4 

Distance (Mahalanobis) between the groups of countries in relation to observed variables 

 Factor driven 

economies 

(1) 

Efficiency driven 

other economies 

(2) 

Innovation driven 

economies 

(3) 

Efficiency driven 

transitional economies 

(4) 

Factor driven economies   .000 2,121 1,775 0.689 

Efficiency driven other economies 2,121 .000  0,346  1,432 
Innovation driven economies  1,775 0,346 .000 1.086 

Efficiency driven transitional econs 0.689  1,432 1.086 .000 

Source: Autors’ Calculation 

 

Looking from the point of business internationalization at the level of total 

entrepreneurial activity (anybus) observed a group of countries, the distances in this 

table point to the fact that the least distance is between efficiency-driven other 

economies and innovation-driven (0,346). Efficiency-driven other economies and 

factor-driven economies are the farthest groups of economies (2.121). Since the 

distance of all major subsamples, present distance driven efficiency transitional 

economies compared to other groups of countries, which according to Mahalanobis 

calculation is in the range of 0.689 to 1.432, justifies the separation and analysis of the 
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group of transition countries of Central and Eastern Europe, according to the observed 

variables since are largely manifested specifics that make them different research areas. 

 

Conclusion 

 

Set the conceptual framework that is focused on the analysis of the total volume of 

business internationalization of entrepreneurial activities of various degrees with 

separate transition countries, justify the efforts made. Identified differences between 

groups of countries on the level of statistical significance, with the confirmed specifics 

of transition countries in relation to the phenomena under examination is the basic 

result of the research. 

 

The research results in this paper can be represented by the following conclusions: 

 

 by using MANOVA analysis confirm the hypothesis H1 and conclude that 

there is a statistically significant difference between the examined groups of 

countries. Since all countries are grouped as a specific stage of economic 

development through the group of transition countries stand out as a distinct 

economic space; 

 By using discriminant analysis the hypothesis H2 and conclude there clearly 

defined borders were compared between groups of countries. Thus, the 

observed groups of countries are separate entities; 

 In the ANOVA analysis hypothesis H3 is accepted. It means that there is a 

significant difference between the groups of countries to all observed 

characteristics. Also in the analysis of the characteristics of each group and the 

degree of homogeneity, we conclude that the observed characteristics 

contribute significantly to the characteristics of the group and that each group 

exhibits a high level of homogeneity as confirmed by the analysis of 

Mahalanobis Distance between the groups of countries in relation to observed 

variables. 

 

Based on the information stated previously, we can say that there is solid evidence that 

small companies are directly involved in international business with a tendency to rise, 

to a separate group of transition countries justify the special place within the area of 

research, since it can absolutely say that the level of economic development of the 

country (groups of countries) is an important factor in the process of 

internationalization. 
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ARE FOREIGN DIRECT INVESTMENTS ENOUGH FOR ECONOMIC GROWTH – 

CASE OF MONTENEGRO 

Nina Vujosevic
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Dragana Radevic
230

 

Abstract 
 

Development model of Montenegro in years following immediately upon its independence 2006 

was based on the strong domestic consumption, enabled by high inflow of foreign direct 

investments. Inflow of foreign capital has an impact on accelerated economic growth and 

increased number of employees. In last ten years, net foreign direct investments accounted for 

around 19% of GDP in average per year, while an average annual real growth of GDP was 

3.2% However, it is clear that previous development model could not produce any longer the 

economic growth rates Montenegro recorded in the period before the economic crisis, which is 

striving to reach in the forthcoming period as well. Key challenge, like in other transition 

countries, is the issue of removing crucial obstacles hampering further strengthening of the 

macroeconomic stability as well as enhancement of the country’s competitiveness. 

 

One of responses to remove obstacles to competitiveness enhancement of the economy as well 

as competitiveness of enterprises and to continue to attract FDI is related to structural reforms. 

Structural reforms are essential for the attraction of investments, which influence systemic 

expansion of the production and export base of the economy in order to take a long-term stable 

economic growth. Positive impact of foreign direct investments in tourism as one of crucial 

developing sectors of the country is reflected in the strong growth of services exports, which 

contributed to current account deficit reduction and GDP growth. Foreign direct investments 

related to other services as well as investments in processing industry, energy, agriculture also 

contributed to the economic growth of the country in last decade.  

 

However, continuation of structural reforms in areas of business environment including 

physical infrastructure, education, healthcare system, labor market as well as public finance 

management in parallel with the process of trade integration and EU accession are crucial for 

competitiveness enhancement and further investments growth in Montenegro. This would 

expand production and exports base of the economy in the future and contribute to the further 

current account deficit reduction, higher growth rates of GDP as well as employment growth. 

 

Key words: FDI, economic freedom and openness, competitiveness, exports, structural 

reforms 
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Introduction 

 

Montenegro development model is dominantly based on high inflow of foreign 

accumulation in the form of foreign direct investments. The trends in international 

environment concurrently indicate that this development model is not a sufficient 

condition for Montenegro to accelerate its economic growth in the medium term period 

or gradually approximate average EU per capita income. According to the EUROSTAT 

data, Montenegro is today at the level of 41% EU-28 average (measured by GDP PPP 

per capita). 

 

In last ten years, net foreign direct investments accounted for around 19% of GDP in 

average per year, while an average annual real growth of GDP was 3.2% In 2008 global 

financial crisis interrupted capital inflows and private investments. GDP contracted by 

5.7 percent in 2009, and again in 2012 by 2.7%, and remained at 2.8 percent on average 

in the period till the end of 2015. The subsequent tightening of external financing, 

increase of non-performing loans in banking sector and decline of credit acitivites, 

caused a contraction of domestic consumption and a reduction in investment and 

decelerated imports. The Government implemented a fiscal stimulus to support 

recovery, including a large public investment package and increased social transfers. 

These efforts paid off and economy recovered from 2013 on. It became evident that 

further fostering of economic growth shall be based on: improvement of 

macroeconomic stability and enhancement of competitiveness. 

 

Competitiveness enhancement should be consequence of the specialisation in producing 

those goods and services in which the country has comparative advantage. 

Competitiveness enhancement would bring to exports diversification, sustainable 

economic growth, employment and redistribution of income, as well as a satisfactory 

balance of payments situation.  

 

This paper is focused on several essential questions, which are relevant for the 

sustainable long term economic growth of Montenegro. First, do direct investments 

(foreign and domestic) affect long run economic growth and are direct investments 

enough for the accelerated and sustainable economic growth of the country? Secondly, 

does competitiveness enhancement as a consequence of structural reforms contribute to 

exports diversification, which affects long run economic growth? Thirdly: can a 

country boost its economic growth by extension of exports base especially by 

production of higher –value- added products which entails investments in modernizing 

the technology base for these exports.  

 

          Net FDI and the GDP growth in Montenegro since its independence 

 

One of questions we tackled in this paper is related to the correlation of direct 

investments (foreign and domestic) and long run economic growth. In other words, are 

direct investments enough for the accelerated and sustainable economic growth of the 

country? In our research, we have analysed net FDI in Montenegro and its share in 

GDP in last ten years period. Since Montenegrin independence (in 2006), net FDI 

amounted EUR 5.4 billion and accounted for 19% of GDP on average annually. 
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Figure 1: FDI and GDP  in Montenegro since 2006 (in EUR 000) 

 

Sources: Monstat and Central Bank of Montenegro 

Figure 1 presents that changes in FDI inflow in last ten years strongly affected changes 

in nominal GDP, especially in T+1 period. In real terms average annual GDP growth 

was 3.2% in last ten years, which confirms that Montenegrin development model is 

strongly based on foreign direct investments. Every change in FDI net inflow trend 

affects GDP growth, in particular in next year. In order to achieve sustainable growth 

rates of the economy above 4% (in real terms), Montenegro needs to remove crucial 

obstacles hampering further strengthening of the macroeconomic stability as well as 

enhance the country’s competitiveness. This conse uently will contribute to the 

expansion of exports base and entire development model of the country. Accordingly, 

Montenegro’s future growth needs to rely on the private sector, with a focus on 

productive investments and improved competitiveness that would allow Montenegrin 

companies to export. At the same time, it will be important to attract investments in 

labour intensive sectors such as tourism services and agriculture, which will have a 

significant impact on employment growth. 

 

     Structural reforms for competitiveness and export diversification of Montenegro 

    General overview on correlation between exports diversification and economic 

growth 

 

A number of empirical studies have shown that competitiveness enhancement directly 

affects FDI inflow, exports diversification and contribute to the sustainable economic 

growth. According to UNDP study, “economic openness explains the fact that an 

economy may be vulnerable to external economic shocks, but the scale of impact 

depends largely on the degree of concentration of a country’s export portfolio.” UNDP 

Study (2011) argues that higher degrees of exports concentration are strongly correlated 

with greater volatility in export earnings and economic growth rates. Similar studies 

conclude that due to the absence of export diversification in developing countries, 

decline and fluctuations in export earnings have negatively influenced income, 
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investments and employment. Accordingly, there are many views, which confirm that 

investments and exports are vital for economic growth. However, this is not enough. 

The structure of investments and the structure of export matters as well. Balaguer and 

Cantavella-Jorda (2004) in their study for Spain found that there was a positive 

interplay between export diversification and economic growth. Similar conclusions 

come from studies done for Latin America Countries. Sannassee, Seetanah and 

Lamport from the World Trade Organisation in their study for Mauritius have shown 

that exports diversification leads to increase in GDP in the short as well as in the long 

run and that the GDP per capita in Mauritius has been positively correlated with exports 

diversification. 

 

          Development of montengrin goods and services in last decade  

 

Montenegrin export over last decades was heavily concentrated on aluminium, and to a 

lesser extent on other goods. However, an economic crisis since 2008 had a negative 

impact on exports prices of aluminium, and negatively contributed to the growth of 

Montenegrin exports of goods. On the other hand, thanks to the successive direct 

investments in services sector, especially in tourism in the pre-crisis period and later, 

Montenegrin value added in tourism sector has been increased, contributing to the 

growth of goods and services exports and real economic growth. Nominally, export of 

Montenegrin goods and services increased by 74.5% in 2015, compared to 2006. Over 

the same period, the structure of exports has been modified in favour of services (see 

the table 1). Accordingly, exports of services accounted for 78.9% of total Montenegrin 

exports in 2015 or 31.4 percentage point more than in 2006.  The growth of services 

exports contributed to the reduction of the current account deficit of Montenegro from 

31% of GDP in 2006 to 13.4% of GDP in 2015. 

 

Table 1: The structure of export of goods and services of Montenegro, 2006-2015 

            
Year/ 

Structure of exports 

2006 2007 2008 2009 2010 2011 2012 2013  2014 2015  

Goods 52.5 41.8 36.7 28.8 30.8 34.5 28.2 28.5  25.8 21.1  

Services 47.5 58.2 63.3 71.2 69.2 65.5 71,8 71.5  74.2 78.9  

Total  100 100 100 100 100 100 100 100  100 100  

Export of goods and 

services (in EUR 

million) 

880 1.156 1.226 1.027 1.158 1.382 1.239 1.390  1.388 1.539  

Export of goods and 

services (as % of 

GDP) 

41 43 39.7 24.5 37 42.3 39 41.3  40.1 42.8  

            

Sources: Monstat and the Central Bank of Montenegro 

 

Despite the fact that Montenegrin export of goods and services has increased, the share 

of total exports in GDP in last decade remained almost unchanged, at the level of 
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around 40-43% of GDP (with the exemption of the sharp decline in 2009 as the year of 

economic recession) (see the figure 2). 

Figure 2: Exports of goods and services as the share of Montenegrin GDP 

 

Sources: Monstat and the Central Bank of Montenegro 

 

         Structural reforms and comeptitiveness enhancement towards expansion of 

exports base and long term economic growth in montenegro 

 

Bearing in mind the fact that significant change in the structure of Montenegrin exports 

did not increase its share in GDP, its is obvious that additional policy measures should 

be developed and implemented in order to enhance competitiveness and foster 

diversification of country’s export base. Consequently, export of goods and services 

will have stronger effect on development country's progress. In other words, 

Montenegro shall benefit from its openness and the diversification of its export as the 

consequence of structural reforms for competitiveness enhancement. 

 

Structural reforms related to restructuring of the existing traditional export base like 

aluminium and steel with measures for the modernisation and technology improvement 

in production process, which are already applied are important steps for the value added 

growth and diversification process of Montenegrin goods export base. In addition, over 

the last three years, Montenegro's policies geared, besides tourism as the key 

contributor for services exports, towards the promotion agriculture and food production 

and energy. These would serve to diversify and expand the export base.  

 

One of questions we raised in the introduction of this paper  is  related to the ability of 

the country to boost its economic growth by diversifying its exports especially by 

production of higher –value- added products. 

 

According to the EC Progress Report of Montenegro 2015, Montenegrin economy is 

“moderately ready to face the competitive pressure within the Union. Some progress 

has been achieved through commencement of several infrastructure projects in the 

areas of infrastructure and tourism, as well as business environment enhancement... 
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The problem of Montenegrin economy is reflected in low competitiveness, particularly 

industrial and agricultural products“.  

Key obstacles to increase competitiveness of Montenegrin economy recognized in 

Doing Business Report, Global Competitiveness Report, as well as country’s Economic 

Reforms Program are following: (i) relatively high share of informal economy, (ii) non-

resilience and high costs of labour market, (iii) insufficient harmonization of education 

and skills with the labour market needs; (iv) insufficiently developed physical 

infrastructure; (v) insufficiently efficient state administration; (vi) limited access to 

finances by small and medium-sized enterprises and insufficient education and 

knowledge of entrepreneurs; (vii) low level of added value in production and 

insufficiently diversified export; (viii) incomplete application of international business 

standards; (ix) insufficiently efficient enforcement of contracts, then necessity for 

further improvement of the overall business environment, etc. Accordingly, it will be 

particularly significant for Montenegro in terms of increasing its competitiveness to 

make progress in the following areas: (i) institutions, (ii) infrastructure, (iii) health and 

primary education, (iv) high education and training, (v) labour market efficiency, (vi) 

commodity market efficiency, (vii) technological capabilities, and (viii) business and 

innovation sophistication.  

 

Based on its Economic Reform Program 2016-2018, the Government of Montenegro 

implements structural reforms measures in the following areas: 

 

Area 1: Public finance management  

Area 2: Infrastructure 

Area 3: Development of economic sectors  

1. Support to investments in primary agricultural production and processing 

facilities  

2. Promotion of investments in priority industrial sectors  

3. Improvement of tourism  

Area 4: Business environment, corporate governance and reduction of informal 

economy  

Area 5: Absorption of technology and innovation  

Area 6: Trade integration  

Area 7: Employment, labour market   and education 

Area 8: Fostering social inclusion, fighting poverty and promoting equal 

opportunities  

 

Despite the fact that the implementation of above mentioned structural reforms 

measures are expected to contribute to competitiveness enhancement and economic 

growth, analysis of the current obstacles to growth confirms that there is still a room for 

strengthening of several reform measures or introduction of new measures important 

for further competitiveness enhancement and fostering of economic growth. These 

measures are in particular related to the banking sector and further recovery of bank 

lending in order to strength the growth potential of the economy. The fiscal framework 

should offer a set of measures related to appropriate policy response to compensate for 

recent ad-hoc increases in current spending on pensions and social transfers and budget 

deficit and public debt reduction. In addition, new structural reforms measures are 

relevant in order to remove major structural obstacles to private sector development, 

especially related to its limited access to finance. Further efforts are needed to build up 
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high quality business support services, reduce the informal economy and strengthen the 

rule of law.  Additional obstacles for competiveness enhancement, which shall be 

reduced or removed trough adequate structural reform measures are, labour market 

inflexibility, high long-term unemployment and low labour market participation of 

youth and women. Continuation of reforms in education and healthcare systems are 

vital as well. Underdeveloped infrastructure is also one of constraints for 

competitiveness enhancement and structural reforms in this regard must be completed. 

All above mentioned reform measures are supposed to increase diversification of the 

production and exports base and strengthening of trade integration process of the 

country, which is part of CEFTA region and WTO member.  

 

In general, in order to achieve sustainable and inclusive growth of at least 4% annually, 

Montenegro needs to develop and implement a set of structural reform measures 

towards competitiveness enhancement and benefiting from trade integration and more 

diversified export of goods coming from the private sector. Only productive 

investments and improved competitiveness would allow Montenegrin companies to 

export and access much broader markets and economies of scale. 

 

Conclusions 

 

The goal of economic policy of Montenegro is more intense and sustainable economic 

growth along with job creation. In order to enhance competitiveness and achieve 

sustainable economic growth in the future, structural reform measures should be 

applied. 

 

Currently, model of economic growth in Montenegro is largely based on foreign direct 

investments. The Government of Montenegro recognizes the potential for growth of 

Montenegrin economy in tourism, energy, agriculture and industry, but it also sees 

room for improvement in the investment environment. This is in particular important as 

the negative impact of economic crisis witnessed that inflow of foreign accumulation 

reflected in FDI is not enough for accelerated economic growth.  

 

In other words, in order to achieve sustainable growth rates at the level of at least 4%, 

Montenegro should expand its development model with exports. 

 

Our research in this paper generally responded to three key questions we raised in its 

introduction. As far as the first question is concerned, we can confirm that direct 

investments, especially FDI, affect long run economic growth, but due to the 

vulnerability of the economy, as the small and open one, foreign investments are not 

enough in order to achieve real GDP growth rates over 4% in a long run. With respect 

to the second question we raised in the paper, we have proven in our research that 

Montenegrin export structure, also due to the strong inflow of FDI, was significantly 

changed in last decade, since the independence of the country. The paper has shown, 

that the change in the export structure in favour of services, contributed to the GDP 

growth, but still, the share of total exports in GDP did not significantly increase in last 

ten years. This is due to the fact that goods export because of its high concentration on 

aluminium, was sharply reduced in years of economic crisis and, at the same time, 

exports of services came on its place in the total exports structure.  Accordingly, in our 

response on the third question, we concluded that Montenegro obviously needs to apply 
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significant structural reforms measures in order to enhance competitiveness of its goods 

production and diversify its exports. Only expanded exports base could affect growth of 

exports and further reduction of trade balance deficit. In other words, it can affect 

further expansion of the development model of the country. 
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EXPORTS? 

Nataša Vrh, MA
231

 

Abstract 
 

The main feature of today’s production chains is that different stages of production are divided 

between different participating countries in a way that each country adds value at certain stage 

of production. Consequently, a large part of today’s export is not fully or originally produced 

in the exporting country but includes certain share of imported intermediates. Research 

emphasises the fact that trading countries can face an important concern regarding the part of 

exports created in the country and their position in global value chains (GVCs). Beside 

participation in GVCs, the significant importance lies in the amount of the value which is 

created in export-related industries, since it actually affects domestic employment (job 

creation) and growth (Banga, 2014).  

 

Focusing on EU, share of domestic value added in exports (DVA) is in almost all industries in 

EU countries from Central and Eastern Europe (NMS-10) lower compared to core EU 

countries (EU-15). The paper looks at main drivers of the differences in DVA between these 

two groups of countries and it focuses on determinants of DVA. To decompose each country’s 

exports into domestic and foreign content I use the methodology provided by Koopman et al. 

(2010) and industry-level data from the World Input-Output Database (WIOD). I show that 

there are many cases where the determinants have different effects on domestic content of 

export (exposure to foreign investment, capital endowment, intermediates from China etc.). 

Among the most evident are intangible capital investments in high knowledge intensive sectors, 

especially investments in economic competencies, suggesting that specific level of investments 

in intangible capital is required in order to even integrate in GVC. 

 

Keywords: Global value chains, Value-added in exports, International trade 
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Introduction 

 

With the emergence of global value chains (henceforth GVCs) different countries in the 

production chain add value before final consumption. Consequently most of today’s 

export is not fully or originally produced in the exporting country since it incorporates 

certain share of imported intermediates (Cheng & Fukumoto, 2010). Therefore around 

one fifth of country’s export represents other countries’ value added in imported 

intermediates.  

 

Research emphasises the fact that trading countries can face an important concern 

regarding the part of exports created in the country and their position in GVCs. The 

integration into GVCs is related with favourable employment situation, improved 

working conditions and workers’ income gains which depend on the firm’s position in 

value chain (Shingal, 2015). However, beside participation in GVCs, the significant 

importance lies in the amount of the value which is created in export-related industries, 

since it actually affects domestic employment (job creation) and growth (Banga, 2014). 

Thus, countries are increasingly focusing on improving value added earned per exports 

and are not solely concentrating on increasing their export market share (OECD, 2013). 

 

Domestic value added in country's exports indeed represents an important measure of 

income from trade and thus an important development policy's guideline (Caraballo & 

Jiang, 2016). Namely, the high country’s volume of exports is not necessarily reflected 

in its economic growth as it was in the past, since only domestic part of country’s total 

exports contributes to its GDP.  

 

When DVA in exports is closely observed, some features of DVA in exports dynamics 

can be identified (Figure 1). First, in the period 1995-2011, DVA in exports declined in 

all sectors which is observable using different types of DVA in exports measures 

(Koopman et al, 2010, Koopman, Wang & Wei, 2014; Hummels, Ishii, & Yi, 2001; 

Dean, Fung, & Wang, 2007; Daudin, Rifflart & Schweisguth, 2011; Johnson & 

Noguera, 2012).  
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Figure 11: Share (%) of the domestic value added in exports for core EU countries (EU-15) 

and EU countries from Central and Eastern Europe (NMS-10), period 1995-2011, by sector 

groups 
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Source: WIOD tables, own calculations. 

Second, manufacturing sector has the lowest DVA in exports shares compared to 

services and natural resources, what could indicate higher degree of cross-border 

production fragmentation (Johnson & Noguera, 2012). Third, DVA in exports increased 

in crisis year 2009.  Regarding this increase, Stehrer and Stöllinger (2013) argue that 

crisis could have caused firms to start re-shoring before offshored activities, which lead 

to higher DVA in exports, especially if re-shoring activities were present in sectors with 

relatively high foreign VA in exports. 

 

The last observed feature on which my research is focused on represents the fact that 

NMS-10 have lower shares of DVA in exports than EU-15 countries. The paper’s main 

research question is what are the main  drivers of the differences in DVA share between 

EU-15 and NMS-10, by exploring the role of FDI, intangible investments, capital 

endowment and financial development on DVA share in total exports. To decompose 

each country’s exports into domestic and foreign content I use the methodology 

provided by Koopman et al. (2010) and data from the World Input-Output Database 

(WIOD) (Timmer et al., 2015). 

 

The paper goes beyond the analysis of Koopman et al. (2010), since it explores the 

determinants that influence DVA in exports in EU countries and explains the 

heterogeneity among two groups of EU countries in terms of DVA in exports using 

industry-level data. Furthermore, the existing empirical studies mainly focus 

on evaluating the determinants that could facilitate the establishment of supply links i.e. 

the determinants that influence foreign value added in exports (Stehrer & Stöllinger, 

2015; Rahman & Zhao, 2013), determinants of participation in GVCs (Van der Marel, 

2015; Stehrer & Stöllinger, 2015; Kowalski et al., 2015) and determinants of trade in 

value added (Baldwin & Taglioni, 2011; Brooks & Ferrarini, 2012; Cheng & 

Fukumoto, 2010; Noguera, 2012; Choi, 2013).   
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The rest of the paper is structured as follows. Section 2 presents the evidence of the 

existing empirical research findings regarding the determinants of DVA (FVA) in 

exports. Section 3 describes regression specification and presents results and section 4 

concludes. 

 

          Potential factors of the value added in exports 

 

Although there is certain GVC related theoretical literature emerging (Milberg, 2004; 

Heintz, 2005; Li & Liu, 2014), GVC literature is mainly empirical. 

 

Stehrer and Stöllinger (2015) research potential factors that foster and factors that 

hinder further economic integration for manufacturing sector. With Germany assumed 

to be, as described, an “anchor” of the Central European supply chain, this enables 

them to use the classical gravity model (country-level version) and thus to introduce the 

“distance to Germany” and “relative GDP to Germany” as controlled variables. They 

find that greater inward FDI is associated with higher foreign content in gross exports 

and that larger countries tend to have, ceteris paribus, a lower FVA. Similarly Kowalski 

et al. (2015) find, using TiVA data for 57 countries, positive and significant correlation 

between FVA and revealed openness to FDI (measured as a share of inward FDI stock 

as percent of GDP). As they explain in their analysis, in the observed countries inward 

FDI is likely to be more related with imports of foreign intermediates for exports 

processing. 

 

Regarding the skill structure of the workforce Stehrer and Stöllinger (2015) find a 

negative coefficient for the medium-skilled labour which suggests that more medium-

skilled labour (including an important group of skilled production workers), reduces 

FVA. They also find a negative correlation for the export sophistication since, as they 

explain, the more sophisticated a country’s export base is the greater are country’s 

skills and capacities. Thus the country uses less imported inputs and consequently 

decreases the share of FVA in exports. 

 

OECD (2013) studies the role of knowledge based capital in GVC upgrading. Using 

data from Intan-invest database for 14 European countries (in which only two countries 

in the sample belong to NMS-10 group), they find that larger stock of knowledge based 

capital stimulates larger value-added in exports (measured in VAX terms). They find 

noticeable differences in size and significance when they observe estimated coefficients 

among three subgroups of intangible capital (computerized information, innovative 

property and economic competencies). By all of subgroups, the coefficient on economic 

competencies appears to be the largest and most significant, while for computerized 

information it is considerably smaller and not significant. 

 

Caraballo and Jiang (2016) focus on the determinants which could explain the “value-

added erosion” and find that increase of foreign high-skilled labour share embodied in 

country’s imports has a negative impact on the share of value-added generated by 

exports. Additionally they find a positive correlation between the tariffs imposed on 

manufactured products and DVA share, suggesting that countries which practice 

limited protectionism or lack strong industrial policies are likely to face decrease in 

DVA share. 
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Kee and Tang (2016) perform a more detailed analysis, using customs transaction-level 

data and firm-survey data for Chinese firms in the period 2000-2007. Since China has, 

despite of the majority of other countries, increasing trend in DVA share, they research 

what led to China’s resistance to falling DVA in exports to gross exports despite that 

China is strongly involved in GVCs. They find that rising DVA share can be related 

with firms’ substitution of domestic for imported materials, both in terms of volume 

and varieties. Additionally they find that trade and FDI liberalization since 2000 

promotes country’s DVA through input-output linkages and spillover effects.  

 

However, for firms that pursue the path of upgrading in GVCs based on formation of 

knowledge-based capital, the access to finance is crucial in this process. As noted by 

Manova and Yu (2016) strengthening capital markets represents an important 

precondition since, as presented in their study, the credit-constrained exporting firms 

from China are likely to conduct pure assembly with low value added (earn low profits) 

compared to less financially constrained firms which conduct import and assembly or 

even normal trade. However, as explained by OECD (2013) financial development 

might have a more significant contribution to DVA (in VAX terms) in emerging 

economies. Namely, their study sample includes European economies that have 

relatively developed (advanced) financial institutions which could explain the 

insignificant coefficient on the measure of financial development when DVA is 

regressed on financial development indicator. 

 

The following section analyses the possible determinants of DVA in exports and their 

impact on DVA in each group of EU countries. 

 

Empirical strategy 

Regression specification 

 

Motivated by the differences in DVA shares between EU-15 and NMS-10 countries, 

the paper attempts to explain these differences. For this purpose a dummy variable 

(NMS) is introduced in order to compare the partial elasticities of two groups of EU 

countries (NMS-10 and EU-15). The indicator variable is interacted with each of 

selected variables and thus the following empirical specification is estimated: 
 

 

(1) 

where DVA represents estimated measure of DVA in exports
232

 as a share of total 

exports relating to country i, industry
233

 j and time t.  is random error term, the μ’s 

are country-, industry- and time-fixed effects. Xijt-1 represent matrix of explanatory 

variables, Xijt-1NMS represent interaction terms between the explanatory variable and 

NMS dummy variable, where  NMS = 1 if the observation belongs to NMS-10 and  

NMS = 0 for EU-15.  

                                                           
232

 Methodology of measuring value added in exports used in this paper represents conceptual framework 

developed by Koopman, Powers, Wang, & Wei (2010, p. 5-21). Complete decomposition of gross exports into 

its value added exports is illustrated in Figure A1 (Appendix 1). 
233

 Two industries are excluded from the analysis: Coke, Refined Petroleum and Nuclear Fuel (since EU 

countries (except UK) do not have their own production) and Private Households with Employed Persons (since 

the estimated DVA in the majority of countries has extreme values 0 or 1). 
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Based on the empirical evidences from the literature and theoretical predictions of the 

upgrading within GVCs, the main explanatory variables (X) included in equation 7 are 

hourly wage (WAGE), openness to FDI as a share of inward FDI stock in GDP (IFDI), 

physical capital endowment measured as capital stock per hours worked (CAPend), 

import of intermediates from China as a share of total intermediates consumption 

(IMintCHN), financial development (FD) and investments in intangible capital per hour 

worked (INTAN). All variables are transformed using natural logarithm. To reduce 

potential concerns of endogeneity
234

  and to allow for a deferred reaction of DVA, all 

explanatory variables are      1-year lagged.  

 

Since data for intangible capital and financial development are not available at industry 

level, I rely on the methodology of OECD (2013) and Klasinc (2016). In this form (first 

used by Rajan and Zingales, 1998 and followed by Romalis, 2004, Nunn, 2007 and 

Barone and Cingano, 2011) the dependent variable is explained by interactions of a 

country characteristic with an industry characteristic (Nunn, 2007; OECD, 2013). 

 

Thus, following OECD (2013) and Klasinc (2016), industry level estimates of 

intangible capital are proxied by the industry knowledge intensity: 
 

 

where k is the interaction term of the industry knowledge intensity in each country 

(high skill labour compensation as a share of total labour compensation) and IK is the 

investment in intangible capital of country j in time t. IK separately stands for all 

intangible investments, and three subsets (computerized information, innovative 

property, economic competencies)
235

 as well as R&D investments. As they point out, 

the use of  proxies is reasonable since sophisticated knowledge, in order to be created 

and managed, requires advanced educational attainment. Following the explanation by 

Nunn (2007), a positive coefficient indicates that countries with higher intangible 

capital investment (IK) have relatively higher DVA in industries for which knowledge 

intensity (k) is more relevant. Positive coefficient thus suggests that correlation between 

DVA and investments in intangible capital is higher for knowledge intensive industries. 

Data for intangible capital investments
236

 are obtained from Intan-invest database
237

.  

 

In a similar way, following OECD (2013) and Klasinc (2016), financial development 

on industry level is proxied by an interaction with industry financial dependency: 

 

                                                           
234

 However,  when considering the effect of selected determinants on a DVA in exports, the fact that the 

causality can also operate in the other direction has to be taken into account. Thus, it is difficult to determine the 

existence of a direct causal relationship between selected determinants and DVA, but nonetheless correlations 

are informative in many aspects. 
235

 Computerized information includes investments in software and databases. Innovative property includes 

expenses for R&D, design, new products and financial services, mineral exploration. Economic competencies 

include investments in brand equity (advertising and market research) and firm-specific resources (training, 

firm-specific skills, organizational structure) (Corrado et al, 2012). 
236

 OECD (2013) and Klasinc (2016) use data for intangible capital stock which is available only for                  

14 (especially EU-15) countries. Data for intangible capital investments are available for all EU countries. 
237 

For the methods and data sources for estimates see Corrado et al. (2012). 
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, 

where f presents financial dependency on industry level measured as input share of 

financial intermediation in each industry, provided from WIOD database. CREDIT 

represents country level measure of private credit by banks and other financial 

institutions as a share of GDP, provided by World’s Bank Global Financial 

Development Database. A positive coefficient indicates that countries with better 

financial development (CREDIT) have relatively higher DVA in industries with higher 

financial dependency (f). 

 

All regression specifications are estimated with fixed effects model, which allows 

correlation between the vectors of industry and country-specific time-invariant effects 

(μij) and the independent variable. Sargan-Hansen test statistic confirms the fixed 

effects as more appropriate than random effects model, which means that unobservable 

factors (i.e. shocks in business cycles, difference between industries, culture and 

history, participation in GVCs) are important in determining DVA in exports. In all 

regressions, standard errors are calculated using White's heteroscedasticity robust 

standard errors. 

 

Results 

 

The main coefficients of the explanatory variables, indicate the effect on the DVA in 

exports for the average EU-15 country. For the NMS-10 countries the correlations are 

computed by summing main coefficient plus the coefficient of the interaction term 

(significance is verified by F test). Results for manufacturing sector
238

 are presented in 

Table 4. Columns (1) to (5) include time and industry fixed effects, while in columns 

(5)-(9) also country fixed effects are included. In columns (2)-(5) and (4)-(9) intangible 

capital investments are replaced by the subgroups. 

 

Estimated results show that hourly wage is positively correlated with DVA in exports in 

EU-15 countries. For NMS-10 countries the correlation is lower but still positive 

(columns 1-5). However, when country fixed effects are included (column 5-9) there 

are no statistically different results for NMS-10. The results indeed mean that lower 

wages are correlated with higher FVA share, what is in line with the theory of 

offshoring which assumes that countries offshore tasks in countries with lower wages. 

 

IFDI has a negative sign in all specifications, as expected. Inward FDI can be associated 

(particularly at the beginning) with higher volume of destination country’s imports from 

country of FDI's origin, due to increased imports of intermediates and capital goods related 

with production offshoring (Aminian, Fung, & Iizaka, 2007) and is in manufacturing, as 

already found by Stehrer & Stöllinger (2015), positively correlated with FVA. However, 

the difference for NMS-10 is not statistically different from zero. 

 

                                                           
238

 Estimation results of the baseline specification using services data show negative and significant elasticities 

with DVA for IFDI and imports of intermediates from China for EU-15 countries, while these results are not 

significantly different in NMS-10. In the group of intangible investments the investments in economic 

competencies, investments in innovative property and investments in computerized information are positively 

correlated with DVA in exports, but coefficients are significant only for EU-15       (F-tests are not significantly 

different from 0). 
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Capital endowment has a negative correlation with DVA in EU-15 and the difference 

for NMS-10 is not significant. However, when controlled with F-test the coefficients 

for NMS-10 are significant in specifications (5) to (9). Anyhow, the results are not in 

line with my expectations, since OECD (2013) finds a positive correlation with 

physical capital stock per hour worked and VAX ratio.  
 

In specifications (1)-(5) financial development is positively correlated with DVA share, 

which means that countries with better financial development have relatively higher 

DVA in industries with higher financial dependency. Positive coefficient is in line with 

the results of Manova & Yu (2016) and expected results of OECD (2013). The 

difference for NMS-10 is statistically different from 0. 

 

Higher imported intermediate shares from China are, as expected, negatively correlated 

with DVA share, with no statistical difference in NMS-10 in specifications (1) to (5). 

When country fixed effects are included in (5)-(9), results show statistically significant 

negative correlation for NMS-10 (significant F-test). As (Amador, Cappariello, and 

Stehrer, 2013) show, using WIOD tables for period 2000-2011, China represents an 

increasingly important source of imported value added for euro area member 

economies. These are also strongly integrated with Eastern European countries that 

have become their significant trade partners, especially for Germany. 
 

Other estimates confirm that investments in intangible capital are positively correlated 

with DVA. The estimated correlation between DVA and all intangible investments in 

high knowledge intensive sectors for EU-15 is 0.04 per cent and significant with 1 

percent level of significance. The coefficient for NMS-10 is 0.017 percent lower and 

statistically significant. However when controlled for country specific unobservable 

factors (column (6)), coefficient for EU-15 is not significant, while the difference and 

coefficient for NMS-10 is significant and negative (-0.03). 

 

The largest and most significant coefficient between different subgroups of intangible 

investments is observed for investments in economic competencies. Correlation 

coefficient between DVA and investment in economic competencies in sectors which 

are high knowledge intensive is positive for both EU-15 and NMS-10 countries, but 

significant 40% lower for the latter. However, when controlling for countries 

unobservables as well, the coefficient for NMS-10 becomes slightly negative (-0.02) 

and F-test confirms that it is statistically different from 0. 

Investment in innovative property in sectors which are high knowledge intensive seems 

to be important as well. Results in column (4) suggest positive and significant 

correlation with DVA in exports in both groups of countries, although the coefficient is 

for -0.011 percent lower for NMS-10, but still positive. Also R&D has significant 

positive correlation with DVA in both groups of countries, with higher magnitude in 

EU-15. Similarly as before, when controlled for country specific unobservable factors 

(column (9 and 10)), coefficient for EU-15 is not significant, while the difference and 

coefficient for NMS-10 is significant and negative. 
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Table 4: Determinants of domestic value added in exports in manufacturing sector – 

comparison between NMS-10 and EU-15 countries 

 

Note: Robust standard errors in parentheses: *** p<0.001 **p<0.05 *p<0.1. All variables are 

in natural logarithm. Explanatory variables are lagged for 1 year. NMS=1 if the observation 

belongs to NMS-10. NMS=0 if the observation belongs to EU-15. Data included in 

regression cover period 2000-2010. All regressions include a constant term. 

The results suggest that the size of DVA between NMS-10 and EU-15 countries varies 

with respect to intangible capital investments in sectors which are high knowledge 

intensive, especially investments in economic competencies. Similarly OECD (2013) 

finds that economic competencies stock has the largest correlation between all 

intangible capital stock subgroups with VAX ratio. However when controlled for 

country specific unobservable factors (column (6-10)), the correlation between DVA 
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and intangible assets is slightly negative for NMS-10. A possible explanation could be 

that higher investments in intangible capital decreases the need for imported inputs in 

EU-15 but however in NMS-10 a specific level of investments
239

 in intangible capital is 

required in order to integrate in GVC
240

. 
 

To check the robustness of the results I reestimate the basic specification. In first 

robustness check the industry-level data of business enterprise research and 

developments expenditure per hour worked (BERD) are used. These are the only 

available data of intangible capital investments on industry level. Coefficients remain 

robust in terms of sign (Table 5), although they lose its significance. However negative 

correlation between IFDI and DVA for EU-15 remains highly significant. Coefficient 

of intangible capital investments (BERD) remains positive for EU-15 and is slightly 

negative for NMS-10, as in basic specification. However it has to be noted that there 

are many missing data for BERD and consequently number of observations is reduced 

for almost one third. 

Table 5: Determinants of domestic value added in exports in manufacturing sector – 

comparison between NMS-10 and EU-15 countries (Robustness check I) 

 

Note: Robust standard errors in parentheses: *** p<0.001 **p<0.05 *p<0.1. All 

variables are in natural logarithm. Explanatory variables are lagged for 1 year. NMS=1 

if the observation belongs to NMS-10, NMS=0 if the observation belongs to EU-15. 

                                                           
239

 Similar to relationship-specific investments. These represent the investments realized by suppliers in the 

value chain in order to obtain a certain required level of compatibility of their components with components of 

other suppliers (Alfaro, Antràs, Chor, & Conconi, 2015). 
240

 Explanation is based on findings of Stehrer & Stöllinger (2015) for export sophistication. 
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Data included in regression cover period 2000-2010. All regressions include a constant 

term. 

Conclusion 

 

In this paper I rely on a recent methodology for the decomposition of gross export into 

value added export provided by Koopman et. al (2010) and recent research findings 

regarding the potential factors of value added in exports (Stehrer & Stöllinger, 2015; 

Kowalski et al., 2015; Caraballo & Jiang, 2016; OECD, 2013). I am focused 

particularly on (1) DVA in exports, which represents an important measure of income 

from trade and thus it can be recognized as a crucial guideline of development policy 

(Caraballo & Jiang, 2016) and (2) on EU countries. The main contribution of my 

research compared to previous work is the distinction between NMS-10 and EU-15 

countries in order to explain what are the main  drivers of the differences in DVA in 

exports share between EU-15 and NMS-10 countries. 
 

The results suggest that the size of DVA between NMS-10 and EU-15 countries varies 

with respect to intangible capital investments in sectors which are high knowledge 

intensive, especially investments in economic competencies. Elasticities between DVA 

and investments in intangible capital are positive for EU-15, but not for NMS-10 when 

controlled for country specific unobservable factors. A possible explanation for this 

could be that higher investment in intangible capital decreases the need for imported 

inputs in EU-15 but however in NMS-10 a specific level of investments in intangible 

capital is required in order to even integrate in GVC. By observing the elasticities of 

these determinants in two groups of countries, it can be concluded that they have 

differentiated effects on DVA in exports for core EU countries and NMS-10 countries. 

 

Considering some limitations (construction of I-O tables, quality of data), the results 

presented in the paper offer an insight into possible determinants of EU countries’ 

domestic content of exports from value added perspective. Most of all, one could 

improve methodology of export decomposition to value added terms and use different 

source of input-output tables to compare the estimated results. Moreover, instead of 

using industry-level data one could extend this research and use firm-level data.  
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THE IMPACT OF MARKET ORIENTATION ON PERFORMANCE OF THEATRES 
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241

 

Abstract 
 

Research is focused on the exploration of market-orientation and its effect on the performance 

of theatres in Slovenia. If the theatres want to increase their revenues, they must reinforce their 

market orientation. Of course, it is necessary to point out that they must maintain the 

performances of artistic value.The main purpose of this research is to explore the market 

orientation of theatres, which represent in addition to innovation, learning and perceived value 

a crucial challenge how to redirect such organizations.  

 

Keywords: market orientation, theatres, performance 
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Description of the narrow scientific field and the problem 

 

Our research is focused on the exploration of market-orientation and its effect on the 

performance of theatres in Slovenia.  

 

Constantly changing environment causes changes in artistic organizations. Differences 

that occur in such organizations are derived from their mission, which also causes 

differences in the marketing, in the measurement of performance and in the funding 

characteristics.  Constant reducing budgetary resources over the past years has required 

from theatres to raise its own revenues. In other words means to increase 

commercialization of theatres. If the theatres want to increase their revenues, they must 

reinforce their market orientation. Of course, it is necessary to point out that they must 

maintain the performances of artistic value. 

 

Market-oriented organization is focusing on the needs of customers, knows their 

competitors and interfunctionally uses and processes the information about the market. 

Different concepts, in which the organization can carry out its marketing activities, 

varying according to the degree of market orientation. The older they are less are they 

oriented on customer needs.  In theatre is common concept of the production, where 

everything is subjected to the production of performance. Wishes and needs of 

customers are not taken into account, because everything is subordinated to the artistic 

message. Consequently it comes down to the lack of audience and reducing the 

revenues from ticket sales. Activities associated with marketing of the performances are 

often made in last minute, for the marketing are available only limited sources and the 

artistic directors usually interfere with marketing activities. For empty performances is 

always guilty marketing department. This kind of understanding is derived from the 

lack of understanding of the role of marketing in organizations. Many times the 

marketing departments are labeled as propaganda. All mentioned above leads us to the 

fact that if these organizations want to increase revenues, they must reinforce their 

market orientation. Of course, it is necessary to point out that they must maintain the 

performances of artistic value. 

 

The fact is that the main objective of businesses is a profit, which can be used as a 

financial measure. The peculiarity of non-profit organisations is not profiting, but to 

meet the needs of the community and, therefore, the profit appears to be completely 

wrong objective and indicator for performance of the non-profits. The most important 

objective for them is to meet the needs of the community, customers and stakeholders, 

which are associated with such organization. 

 

Market orientation is one of the fundamental concepts of marketing science. The 

origins of this concept dates back to 50 years (Drucker, 1954; Levitt, 1960; McNamara, 

1972; Drucker, 1954; Kohli/unfortunately Clottey went back, 1990). Back in 1954, 

Drucker wrote that companies need to deal with the activities of the company from the 

perspective of the customer. As the cornerstone is considered an article of Shapiro 

(1988) issued in Harvard Business Review, where for the first time arises the need for 

the conceptualizing of market orientation. 

 

Serious research and defining the concept of market orientation started in the early 90s, 

when almost simultaneously two articles appeared; one from Kohli and Jaworski and 
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another from Narver and Slater. Kohli and Jaworski(1990) define marketing orientation 

as organizational behavior or set of activities that are related to the business. They 

understand market orientation as: (1) creating the knowledge about the present and 

future needs of the customer, (2) data transmission about market to other sections of the 

organization and (3) the responsiveness of the organization on this information. Narver 

and Slater (1990) have regarded market orientation as organizational culture, marketing 

orientation which forms the patterns of behaviour in organization. Under the concept of 

market-orientation they understand one- dimensional “construct”, which consists of 

three behavioural components: (1) orientation on customers, (2) orientation on 

competitors and (3) the inter-functional coordination and two criteria in decision-

making: a long-term orientation and focus on profit. 

 

On the basis of these two approaches two measurement scale for measuring market 

orientation were formed : MKTOR (Narver, and Slater, 1990) and MARKOR (Kohli, 

Jaworski and Kumar, 1993). Both of them are also the basis for many other scales 

which were developed then for the measurement of market-orientation (Ruekert, 1992; 

Deng and Dart, 1994; Narver, Slater and MacLachan, 2004).  Among them is also 

MORTN scale (Depandhé and Farley, 1998). 

 

Many other authors have researched the concept of market orientation  more or less 

represented by the both above mentioned approaches (Day, 1993; Deshpandé, and 

Farley, 1998; Deshpandé, and Webster, 1989).Lafferty and Hult (1999) have found in 

their research the four characteristics that are the same regardless of the approach: (1) 

orientation on the buyer, (2) the importance of the intervention of knowledge 

(information), (3) interfunctional coordination of marketing activities and  (4) reaction 

to the marketing activities through the implementation of appropriate actions.  

 

There are numerous studies which have explored the relationship of market orientation 

and business performance.  Almost all found a positive relationship between market 

orientation and business performance (Narver and  Slater, 1990; Pitt, Caruana and 

Berthon, 1996; Chang and Chen, 1998; Doyle and Wong, 1998; Hunt and Lambe, 

2000; Lonial, Gupta, Raju and Ziegler, 2000; Slater and Narver, 2000; Harris and 

Ogbonna, 2001, Pulendran, Widing and Speed, 2003; Qu and Ennew, 2003; Cano et al., 

2004; Kirca et al., 2005; Shoham et al., 2005; Santos-Vijande et al. 2005; Haugland, 

Myrtveit, and Nygaard, 2007; Martin-Consuegra and Esteban, 2007; Panigyrakis and 

Theodoridis, 2007; Farrell, Oczkowski and Kharabsheh, 2008; Grinstein, 2008;  

Megicks and Warnaby, 2008; Singh, 2009).  None of them revealed the negative 

impact. 

 

Some researchers have also explored the impact of market orientation on business 

performance  in the field of culture Voss, G.B and Z.G. Voss (2000), ( Camarero, C. 

and M.J. Garrido (2008), Fillis, I. (2006), Hausmann, A. (2007) Hsieh, J. (2010). 

 

The market orientation can be a proactive –“market driving” or reactive- “market 

driven”. Reactive market orientation is understood as a straight adaptation of the 

organization to the changing requirements of the customers, the environment and 

market conditions (Kohli et al., 1993; Slater and Narver, 1998; Jaworski et al., 2000). 

Proactive oriented organization dictates its own rules of the game on the market that are 

changed to her advantage. In this way, the organization shapes  changes in customer 
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requirements e.g. the behavior of customers or market structure (Carrillat et al., 2004; 

Jaworski et al., 2000; Kumar, 2004).  The primary mean to achieve this goal are the 

radical innovation of products, processes, marketing or business level systems. Despite 

the different characteristics of the reactive or proactive marketing orientation, examples 

from practice suggest that organizations can use both approaches at the same time. In 

this case, we are talking about complementary market-orientation approaches ( 

Jaworski et al., 2000; Kumar, 2004). 

 

It is well known that innovations are the driving force behind the development of the 

organization .The innovation also improves effectiveness of the organization. So the 

question is: What is the relationship between the market orientation and the innovation 

and their impact on business success. Researchers who are engaged in areas affected by 

the innovation and market orientation do not have a single opinion on this issue. Some 

research demonstrated the positive impact of market orientation on the ability of 

innovation (Kohli and Jaworsky, 1990; Ruekert, 1992; Deshpandé, Farley, and 

Webster, 1993; Slater and Narver, 1994; Atuahene-Gima, 1996; Gatignon and Xuereb, 

1997; Sandvik and Sandvik, 2003). Others suggest that high market orientation limits 

innovation and leads only to incremental innovation (Christensen and Bower, 1996; 

Berthon et al., 1999). These researchers argue such results with the facts that the 

orientation on the existing customer's wishes limits the willingness to risk, which in 

turn leads to development of the innovation with limited level of novelty. Companies 

also are not able to recognize opportunities in existing and new markets (Slater and 

Narver, 1995; Johnston et al., 2003). 

 

Learning orientation can be conceptualised as “a set of values that affect the tendency 

of enterprises in the creation and use of knowledge” (Sinkula, Baker, and 1997, p. 

Noordewier 309). Learning orientation is a dynamic process of accumulation of 

knowledge. Organizations with a high degree of learning orientation appreciate the 

knowledge in two areas: (1) response to environment changes and (2) the ability to 

continuously check their relationship with the environment (Baker and Sinkula, 1999). 

Organizations that show a high orientation recognize the importance of learning from 

their environment (Santos-Vijande et al., 2005; Weerawardena of Cass and Julian, 

2006) and recognize that innovation does not come only from the radical changes in the 

environment (Baker and Sinkula, 1999). Learning orientation positively affects 

business performance (Santos-Vijande et al., 2005) and innovation (Cavusgil and 

Calantone, Zhao, 2002). Baker and Sinkula (1999) and Baker, Sinkula and  Noordewier 

(1997) have developed a scale for measuring attitudes to learning. Their construct 

consists of three dimensions: commitment to learning, open the attachment and sharing 

the vision. Wang and Wei (2005) in his study noticed that the learning orientation and 

orientation on the quality could be very critical when transmitting the effects of market 

orientation on the performance of the business. A strong learning orientation is a 

prerequisite for superior market-oriented processes to create and sustain competitive 

advantages Baker and Sinkula (1999). 

 

Research, focusing on a variety of strategic orientation and the interactions between 

them are rare. (Grinstein 2008) explores the relationship between the market, 

technological, entrepreneurial and learning orientation. There are also other 

interdependent constructs such as product orientation, innovation orientation, 
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orientation on customers and market orientation, spreading the field research and 

develop the need for synthesis in the relations between these constructs. 

 

Research shows that only a single orientation is insufficient ( Atuahene-Gima in Ko, 

2001; Baker and Sinkula, 1999; Bhuian et al., 2005) as interconnection and relations 

between different orientations enable organizations a competitive advantage in the long 

term (Hult et al., 2004) and better business results Grinstein (2008). Research should, 

therefore, focus on the interaction between strategic orientations Salavou et al. (2004).  

 

The purpose, objectives and expected contribution 

 

The main purpose of this research is to examine the impact of market orientation on the 

business performance in theatres. According to the purpose the research objectives are: 

(1) to explore the perception, what the managers, artists, employees in theatres 

understand, what they think about market orientation, (2) to explore what is the impact 

of market orientation on performance (3) to explore what is the impact of innovativeness, 

learning and perceived value for consumer on market orientation and business 

performance (4) to propose improvements for theory and praxis. The market orientation 

represents the business culture, and the adoption of such culture leads to the positive 

effects of business (Narver and Slater 1990). This approach will be used in the study. 

This will at the same time provide the basis for further work in this area. 

 

The estimated contribution of the doctoral thesis is a theoretical and practical. 

Theoretical contribution refers to: (1) the study of the performance of the theatres,  

where the market orientation is one of the key levers that with the other three concepts, 

innovation, learning, perceived value,  based on the challenges shows, how  to redirect 

such organizations. That gives us an insight into the deeper understanding of the 

problem, (2) understanding the necessity of transformation of influencing the mindset 

in relation to the marketing and its impact on the performance of the business, and (3) 

design of appropriate market-based activities that improve the performance. 

 

The practical contribution of the doctoral thesis is in particular, in the creation of a 

general model of market orientation on the organizational level and the development of 

appropriate indicators for measuring performance, which gives the practical 

contribution of the doctoral thesis, strategic nature.  
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The Research Model 
 

 

Fig. 1 – Research model 

Hypothesis H1-H8 and the links between the fundamental constructs.  

H1 assumes a positive linkage MO and innovation  

H2 assumes a positive linkage MO and perceived value for the consumer  

H3 assumes a positive linkage MO and learning  

H4 assumes a positive linkage of innovation and the perceived value for the consumer  

H5 assumed a positive linkage of learning and the perceived value for the consumer  

H6 assumes a positive impact of innovation on business performance  

H7 assumes a positive impact of perceived value for the consumer on the business 

performance  

H8 assumes a positive impact of learning on business performance 

The equation of the model  

BP = f{MO, I, L, PV, F}  

BP = business performance  

MO = market orientation  
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I = innovation  

L = learning  

PV = perceived value for the consumer  

F= other factors 

 

Methodology 

 

 The main purpose of this research is to explore the market orientation of theatres, 

which represent in addition to innovation, learning and perceived value a crucial 

challenge how to redirect such organizations. 

 

Research is divided into two parts, theoretical and empirical. The theoretical part is 

conceptual and is based on systematic literature rewiev. In regard with theory will be 

carried out the conceptualization, operationalizaton of variables, the structure of the 

questionnaire and scales for the measurement of marketing concepts. In marketing 

research, we have to take into account the theory, because only in this way can the 

findings be interpreted and integrated in the existing research (Malhotra, Peterson, 

Bardi, Kleiser, 1999).In the study, we will take into account the guidelines of marketing 

research, in the preparation of the questions we will rely on the existing literature, 

which examines in more detail the specifics of the activities of the organizations of the 

performing arts (Gatignon and Xuereb 1997; Holbrook and Zirlin 1985; Narver and 

Slater 1990; Slater and Narver 1994).  

 

In the dissertation it will be used the existing and verified scale for the market 

orientation measurement: MKTOR (Narver, Slater, 1990) and MORTN (Depandhé and 

Farley 1998).  The scale will be adapted for the theatres. 

 

In practical part, the qualitative and quantitative methods will be used. Qualitative 

research method refers to the in-depth interviews with directors, managers and artists 

about their understanding of the concept of market orientation and its impact on 

business success. In this way, we gain insight into the breadth and depth of the area in 

the survey, so we can focus on the subjective meanings, definitions, symbols, and 

descriptions of specific cases.   

 

Quantitative empirical research will be carried out with the help of the questionnaire, 

which will be divided among managers, artists and employees in theatres in Slovenia. 

The questionnaire will be preliminary tested before the implementation on a small 

sample employees.  The reliability of the questionnaire will be checked to ensure the 

quality of the measurement and use of the instrument. The expected pattern is a 

population of 250 respondents. The empirical analysis of the conceptual model will be 

carried out with  modeling linear structural equations. Constructs will be checked with 

faktor analysis with SPSS and Lisrel. Here we will take into account the instructions of 

Hair, Black, Babin, and Anderson (2010). In this way it will be possible to test the 

consistency of the theoretically well-founded conceptual model with empirical data. 
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Abstract 
 

As in the past as well as today political events have played a role in different spheres of 

economy. This also affects the trade relations between countries, but also it impacts the final 

consumer himself. In fact the consumer himself is impacted starting from purchase decision 

process where he takes into account the fact that the country of origin of the product. If the 

product is from a country with which the customer's home country is in conflict or this country 

is hostile, the tendency is that he will not buy that product. This is evident also in the Balkan 

countries where there have been many conflicts during the last decades. In addition, many 

people associate the origin of the product with its quality so if a product is from a developing 

or undeveloped country the consumers might have negative perceptions towards those products 

and vice versa. The purpose of this paper is to analyze the impact of the country of origin of the 

product in the consumer's purchasing decision for that product. Data’s for this paper were 

taken through a structured questionnaire where ordinary people were surveyed. A total of 325 

surveys were received from 400 that we distributed online and through direct survey. The 

findings and results were that the country of origin of the product has an impact on the final 

decision to purchase a product. 

 
Key words: Product, purchase decision, country of origin, consumer. 
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Introduction 

 

People consume different kinds of products to meet the needs and desire every day. The 

fact that most of the countries of the region have signed agreements on free trade with 

the countries of the region and wider, gives the customer a large range of products from 

which he can choose the ones that fulfills his wishes and needs. But in the modern era 

where the world is transformed into a "global village", in the market we encounter a lot 

of products even different countries and different continents which are often cheaper 

than local or regional ones. In fact, a major role here has the specialization of labor and 

mass production which makes a product to be cheaper if imported rather than produced. 

 

But in how much does the origin of the product i.e. the place where the product is 

produced affects consumer behavior remains an issue which consistently debated in the 

scientific circles. Very often a consumer his decision to purchase a product bases on the 

fact that from which country or region a certain product comes. In this decision many 

factors can affect. In this paper we will try to shed light on the question how consumers 

decision to purchase a product is based on the country where product comes from. 

 

This paper is structured in several sections where the second section is dedicated 

namely to the literature review done so far in this regard. In the third section of the 

paper is dedicated to the methodology, the forth section analysis of survey results. In 

the forth section we present the results obtained from the survey. The fifth section of 

the paper is dedicated to conclusions arising from the paper. 

 

Literature Review 

 

The question of where the product comes existed even earlier. Various authors have 

dealt with this issue. Ahmed et al., 2004 and other authors, defines the country where 

the product comes i.e. the origin of the product as the place where the company 

manufactures the product or the place where the product is completed as a whole. 

 

In the research of Hester and Yuen (1987) it results that a higher percentage of men 

knew the origin or the country where the product was manufactured of the product that 

they purchased compared to women where the percentage was lower. In the same 

survey it turned out that only 19% of Canadian citizens surveyed and 39% of 

Americans have been carefully about the fact if the product was manufactured locally 

or abroad. A part of those who responded said that they care if the product is local, have 

declared that they have done this because to support the local economy. 

 

According to Lin and Chen (2006) the image of the country of origin has significant 

positive impact on consumer purchase decision. On the other hand Etteson & Klien and 

Akram, Akram & Merunka (2011) emphasize that the image of the country from which 

the product comes may influence the decision of the consumer to purchase that product 

regardless of the characteristics of the product in question, be it price good, or better 

quality.  

Country of origin of a product, according to authors Agarwal & Teas (2000), directly 

impacts the customer perception regarding the quality of that product, behavioral and 

purchase intent. This conclusion is given also by the authors Baker & Ballington 

(2002). 
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Lim, Darley & Summers (1994) and Thakor & Katsanis (1997) point out that the origin 

of the product it is regarded by the consumers themselves as an attribute of the product 

itself, affecting the quality of their perception. This finding is supported by Cordell 

(1991) which concluded that the majority of consumers the product's country of origin 

use as an attribute when deciding on alternative and competitive products. According 

Leclere et al. (1994), the country of origin of the product is a prominent attribute that 

has significant influence on consumer perception when they are informed that the 

product which they wish to purchase is produced in a country which produces high 

quality products. 

 

The research conducted by Ghazali et al. (2008) shows that consumers are prone to 

attribute higher quality to the products produced in developed countries. According to 

them, for consumers in Malaysia country of origin of the product does not have any 

role in their decision to buy the product. While Cateora & Graham (1999) define the 

product's country of origin as an impact that the manufacturing country has on 

consumers perceptions on the product, whether that is negative or positive. According 

Bilkez & Nes (1982) having available many foreign products has brought many 

opportunities and today consumers have available many products from countries other 

than the their country and this has made that the country of origin of products to have 

an important role since customers appreciate differently the local products and 

differently those imported. 

 

Shimp & Sharma (1987) conclude that the country of origin of the product is influenced 

by the demographics and particularly in parameters such as mature age, less educated 

consumers and conservative political groups. While Scheafer (1997) among others, 

adds that the above-mentioned effects are associated with the knowledge that customer 

has, proximity and experience with the product category or a specific brand. 

 

According to Johansson et al. (1985), Hong & Wyer (1990) the country of origin can 

affect consumer behavior during the purchase process in several forms such as: the 

buyer may use the country of origin of the product only as one of the many attributes 

during the evaluation process of the product; country of origin can create so-called 

"hallo effect", it affects the attention and appreciation of the consumer for other product 

dimensions (Erickson, Johansson, & Chao, 1984; Han, 1989). 

 

Methodology 

 

In this paper we have used primary and secondary data. Primary data are taken from 

books, scientific papers, statistical data published in various magazines and other 

information in the form of reports, articles and the like of the relevant fields. Also in 

this paper we use the questionnaire through where we surveyed a total of 325 people. 

The questionnaire was distributed to a total of 400 people and we had a response rate of 

81.25%. The questionnaire was composed of two parts where the first part has been 

general one and in the second part is composed of questions regarding issues raised in 

the paper. So the methods that were used are: the method of analysis, deductive and 

surveying. The results obtained were processed through the SPSS statistical program 

where why analyzed the results and draw the conclusions. 
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Analysis of Survey Results  

 

As mentioned above, surveyed a total of 10 questions were posed and their results are 

as follows: 

 The first question was regarding the gender of the respondents, were from total 

of 325 respondents. 52% of them were females and 48% males. 

 

 

Figure 12 - Gender of respondents 

 

 The second question of the survey was regarding the assessment or preferences 

of product during the process of purchase. The results shows that more than 

40% of respondents prefer imported products, 26.1% domestic products and 

around 33% had neutral opinion about this issue.  

 

Figure 13 - Product preference 
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 The third question was related to the above question and was required to 

mention the reasons for their decision in the second question. So from the 

result we can see that more than 60% of respondents highlighted the quality as 

main reason, 11.7% the trust, 15% stimulating the domestic economy, 8.6% 

had personal preferences and 3.8% mentioned other reasons. 

 

 

Figure 14 - Factors influencing above mentioned choice 

 The forth question of the questionnaire was regarding the statement that 

country of origin has significant impact on the final decision to purchase that 

product. The results of this question were as follow where: 102 respondents or 

31.4% said that they agree, 63 ore 19.3% strongly agree, 73 or 22.5% were 

neutral or undecided, 63 or 19.4% said that they disagree and 24 respondents 

or 7.4% strongly disagree with this statement (Table 1). 

 

Table 1 - The impact of country origin of product 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 24 7.4 7.4 

Disagree 63 19.4 26.8 

Neutral 73 22.5 49.3 

Agree 102 31.4 80.7 

Strongly agree 63 19.3 100.0 

Total 325 100.0  

 

 The fifth question of the questionnaire was regarding the brand origin vs. 

country origin, where the respondents were asked if they think that the brand 

of the product is more important than the country where this product was 

manufactured and according to the results we have this situation: 5.8% 
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strongly agree with this statement, 19% of respondents agree with it, 26.2% 

have neutral or undecided opinion for this issue, 32% disagree with it and 17% 

strongly disagree with the statement (Table 2). 

 

Table 2 - Brand origin vs. country origin 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 55 17.0 17.0 

Disagree 104 32.0 49.0 

Neutral 85 26.2 75.2 

Agree 62 19.0 94.2 

Strongly agree 19 5.8 100.0 

Total 325 100.0  

 

 The following sixth question was about the importance of country of origin in 

purchasing products for daily consumption and if country of origin is one of 

the most important factors in purchasing products for daily consumption, 

where we gained the following results:  18.2% of respondents strongly agree 

with the statement, 28% agree with it, 25.2% were neutral, 21.8% disagree 

with this statement and 6.8% of the respondents totally disagree with it (Table 

3). 

 

Table 3 - The importance of country origin in purchasing products for daily consumption  

  Frequency Valid Percent Cumulative Percent 

Valid Strongly disagree 22 6.8 6.8 

Disagree 71 21.8 28.6 

Neutral 82 25.2 53.8 

Agree 91 28.0 81.8 

Strongly agree 59 18.2 100.0 

Total 146 100.0  

 

 The seventh question was about the importance of country of origin in 

purchasing so called luxury products (products that we purchase occasionally 

such as TV and others) and if country of origin is one of the most important 

factors in purchasing these products, where we gained the following results: 

34.2% of respondents or 111 of them strongly agree with the statement, 41.9% 

or 136 agree with it, 8.9% or 29 of them were neutral, 9.5% or 31 disagree and 

5.5% or 18 of them strongly disagree (Table 4).  
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Table 4 -The importance of country origin in purchasing luxury products 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 18 5.5 5.5 

Disagree 31 9.5 15.0 

Neutral 29 8.9 23.9 

Agree 136 41.9 65.8 

Strongly agree 111 34.2 100.0 

Total 325 100.0  

 

 The eighth question of the survey was regarding the fact that if country of 

origin was important in purchasing a product for the first time, we gained the 

following results: 5.5% or 18 respondents strongly disagree with the statement, 

20.6% or 67 disagree with it, 23.4% or 76 respondents had a neutral point of 

view, 36.9% or 120 agree with it and 13.6% or 44 respondents strongly agree 

with it (Table 5). 

 

Table 5 - Purchasing the product for the first time vs. origin of product 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 18 5.5 5.5 

Disagree 67 20.6 26.1 

Neutral 76 23.4 49.5 

Agree 120 36.9 86.4 

Strongly agree 44 13.6 100.0 

Total 325 100.0  

 

 The ninth  uestion of the  uestionnaire was regarding the statement “I 

wouldn’t buy products from a country that has hostile approach toward my 

country” and the results were as follow: 5.6 % or 18 respondents strongly 

disagree with it, 8.3% or 27 disagree, 16.9% or 55 were neutral, 33.5% or 109 

agree with it and 35.7% or 116 respondents strongly agree with this statement 

(Table 6). 
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Table 6 - Purchasing product from hostile country 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 18 5.6 35.7 

Disagree 27 8.3 69.2 

Neutral 55 16.9 86.1 

Agree 109 33.5 94.4 

Strongly agree 116 35.7 100.0 

Total 325 100.0  

 

 In the last tenth question was regarding the statement “I prefer to purchase 

products from countries that have friendly relationship with my country”, from 

we gained the following results: 9% or 29 respondents strongly disagree with 

the statement, 12.9% or 42 disagree with it, 25.2% or 82 were neutral in their 

opinion, 20.6% or 67 agree with it and 32.3% or 105 respondents strongly 

agree with this statement (Table 7). 

 

Table 7 - Purchasing products from friendly country 

  

Frequency Valid Percent 

Cumulative 

Percent 

Valid Strongly disagree 29 9.0 32.3 

Disagree 42 12.9 52.9 

Neutral 82 25.2 78.1 

Agree 67 20.6 91.0 

Strongly agree 105 32.3 100.0 

Total 325 100.0  

 

Conclusions 

 

Finally, we can conclude that the country of origin of the product has an impact on 

consumer purchase decision. Among other things when consumers purchase a product 

for the first time, they refer to the country of origin of that product, and it affects the 

final decision to purchase the product. Also it was concluded that surveyed consumers 

pay attention if the product origin when purchasing products for daily consumption but 

also luxurious products such as TV, phones, and other household appliances. For the 

respondents an important factor was also the fact in the country of origin of the product 

has good relationship with his country and that had positive impact and contrary if the 

country of origin has hostile approach and relationship with his country has negative 

impact on purchasing that product. 

 

 

 



734 

 

References 

 

1. Ahmed, Z. U., Johnson, J. P., Yang, X., Fatt, C. K., Teng, H. S., & Boon, L. C. (2004). 

Does country of origin matter for low‐ involvement products? International 

Marketing Review, 21(1), 102-120. 

2. Akram, A. A. (2011). Perceived brand globalness in emerging markets and the 

moderating role of consumer ethnocentrism. International Journal of Emerging 

Markets, 6, 291-303. 

3. Baker, M., & Ballington, L. (2002). Country of origin as a source of competitive 

advantage. Journal of Strategic Marketing, 10(2), 157-168. 

4. Bilkey, W. J., & Nes, E. (1982). Country-of-Origin Effects on Product Evaluations. 

Journal of International Business Studies, 89-100. 

5. Cateora, P. R., & Graham, J. L. (1999). International Marketing, 10th. Edition. Irwin 

McGraw-Hill. 

6. Cordell, V. V. (1991). Competitive context and price as moderators of country of origin 

preferences. Journal of the Academy of Marketing Science, 19(2), 123-128. 

7. Erickson, G. M., Johansson, J. K., & Chao, P. (1984). Image Variables in Multi-

Attribute Product Evaluations: Country-of-Origin Effects. Journal of Consumer 

Research, 11(2), 694-699. 

8. Ettenson, R., Klein, J. G., & Morris, M. D. (1998). The Animosity Model of Foreign 

Product Purchase: An Empirical Test in the People's Republic of China. Journal of 

Marketing, 62(1), 89-100. 

9. Ghazali, M., Othman, M. S., Yahya, A. Z., & Ibrahim, M. S. (2008). Products and 

Country of Origin Effects: The Malaysian Consumers’ Perception. International 

Review of Business Research Papers, 4(2), 91-102. 

10. Han, C. M. (1989). Country Image: Halo or Summary Construct? Journal of Marketing 

Research, 26(2), 222-229. 

11. Hester, S. B., & Yuen, M. (1987). The Influence of Country of Origin on Consumer 

Attitude and Buying Behavior in the United States and Canada. Advances in 

Consumer Research, 538-542. 

12. Hong, S.-T., & Wyer, J. R. (1990). Determinants of Product Evaluation: Effects of the 

Time Interval between Knowledge of a Product's Country of Origin and Information 

about Its Specific Attributes. Journal of Consumer Research, 17(3), 277-288. 

13. Johansson, J. K., Douglas, S. P., & Nonaka, I. (1985). Assessing the Impact of Country 

of Origin on Product Evaluations: A New Methodological Perspective. Journal of 

Marketing Research, 22(4), 388-396. 

14. Leclere, F., Schmitt, B. H., & Dubé, L. (1994). Foreign branding and its effects on 

product perceptions and attitudes. Journal of Marketing Research, 31(2), 263-270. 

15. Lim, J.-S., Darley, W. K., & Summers, J. O. (1994). An assessment of country of origin 

effects under alternative presentation formats. Journal of the Academy of Marketing 

Science, 22(3), 274-282. 

16. Lin, L.-Y., & Chen, C.-S. (2006). The influence of the country-of-origin image, product 

knowledge and product involvement on consumer purchase decisions: an empirical 

study of insurance and catering services in Taiwan. Journal of Consumer Marketing, 

248-265. 

17. Schaefer, A. (1997). Consumer knowledge and country of origin effects. European 

Journal of Marketing, 31(1), 56-72. 

18. Shimp, T. A., & Sharma, S. (1987). Consumer Ethnocentrism: Construction and 

Validation of the CETSCALE. Journal of Marketing Research, 24(3), 280-289. 



735 

 

19. Teas, R. K., & Agarwal, S. (2000). The effects of extrinsic product cues on consumers’ 

perceptions of quality, sacrifice, and value. Journal of the Academy of Marketing 

Science, 28(2), 278-290. 

20. Thakor, M. V., & Katsanis, L. P. (1997). A Model of Brand and Country Effects on 

Quality Dimensions. JOURNAL OF INTERNATIONAL CONSUMER MARKETING, 

9(3), 79-100. 

 

 



736 

 

REGULATORY FRAMEWORK OF THE EMPLOYEE REWARDING 

Dragana Došenović
245

 

Abstract 
 

When it comes to employee salaries and compensations, the question is what the external 

factors that can influence their definition are. For this reason, the basic theme of this paper is 

the regulatory framework in relation to salaries and compensations, with particular focus on 

the existing regulatory framework in the Republic of Srpska. The main purpose of this paper is 

to describe the way that the minimum wage, the basic salary, its increase, timing and method of 

payment, other earnings and protection of wages is determined, as well as to highlight the 

importance of the regulatory framework for the activity of employees rewarding, and therefore 

for human resource management. 

 

Considering the importance and role of employees rewarding system for the function of 

employment, as one of the basic functions of management, this paper will present the 

importance of the regulatory framework as the basis for determination of the employee 

salaries. Data on regulation of employee salaries and compensations in the Republic of Srpska 

indicate that there is no significant difference in the regulatory framework of the Republic of 

Srpska and neighboring countries. On the other hand, data on average salaries show that the 

lowest average net salaries are paid in the Republic of Srpska. 

 

Based on the analysis and research, a number of conclusions have been made in the paper on 

the basis of which has been proved that the regulatory framework has a direct impact on the 

employee rewarding system, which emphasizes its importance for the definition of salaries and 

compensations in different business systems. 

 

Keywords: human resource management, business system, rewarding system, salary, the 

regulatory framework. 
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Introduction 

 

Human resources management as part of the management process and one of the basic 

functions of management is of a great importance today. When it comes to human 

resource management, we can say that it represents a part of the organization science 

that deals with the study of all aspects of employment in the organization (Bogićević 

Milikić, 2006, str. 1). Although different classifications of activities which belong to 

human resources management can be found in the literature, the majority of these 

definitions in the field of human resources include these activities: human resource 

planning, recruitment of potential candidates, selection, training and employee 

development, performance appraisal, employee rewarding, as well as promotion, 

transfer, demotion and dismissal of employees (Babić and Lukić, 2008, str. 207).  

 

The base of rewarding system consists of awards (remuneration, compensation, salary 

or wages) of employees that apply to all forms of pay or remuneration that are paid to 

employees, which derive from their work (Dessler, 2007, str. 213). There are numerous 

factors that can affect the employee rewarding system. In addition to internal factors 

which are located in the organization, various external factors that come from the 

external environment have very important role. One of them is certainly the regulatory 

framework related to different laws, regulations and policies governing the method of 

determining salaries. 

 

This paper will consider the analysis of the significance of the regulatory framework 

regarding the employee salaries and compensations for business system and the 

rewarding system. Thus, the basic research problem in this paper can be defined as 

follows: If and how the regulatory framework affects the rewarding system and the 

method of determining employee salaries and compensations? Since the defined 

research problem is economic in nature, an area of the economy, especially in relation 

to human resource management, as well as the area of law related to statutory 

regulation of salaries and wages in different countries can be indicated as the research 

subject. 

 

Based on the previously defined problem and research subject, the basic aim of this 

paper can be also defined. The basic aim is to establish and explain the impact of the 

regulatory framework on determination of employee salaries and compensations. In 

order to achieve a defined objective, it is necessary to set a main hypothesis. The main 

hypothesis argues that the regulatory framework has a direct impact on employee 

rewarding system and on the manner of determining the employee salaries and 

compensations. In order to properly investigate the defined hypothesis, analysis of 

domestic and foreign literature and previously conducted research in this field will be 

made. The regulatory framework and empirical data on employee salaries and 

compensations in the Republic of Srpska and neighboring countries will also be 

analyzed. 

 

In addition to the summary, introduction, conclusion and literature, the paper consists 

of two main parts. The first part refers to the regulatory framework related to the 

determination of salaries and compensations, where special attention is paid to the 

regulatory framework in the Republic of Srpska. The comparison is also made with the 

regulatory framework of the neighboring countries. The second part presents the 
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empirical data on employee salaries in the Republic of Srpska. This part of the paper 

also includes the comparison of mentioned data with the data on employee salaries in 

other countries in the region. 

 

The regulatory framework of the employee rewarding 

The regulatory framework in the Republic of Srpska 

 

Employee rewarding and the determination of worker salary or wages is governed by 

different regulations in one country. When it comes to the Republic of Srpska, it can be 

certainly said that the area of labor is entirely normatively regulated. Regulation of the 

right to salary that the employee shall receive based on the work done in different 

business systems is also arranged. The issue of salaries and other employee 

compensations belongs to the field of labor and employment, and the employee right to 

salary is guaranteed by the Constitution of the Republic of Srpska, which prescribes 

that everyone shall have the right to salary in accordance with the law and collective 

agreements. 

 

The regulatory framework in relation to the payment of workers includes a number of 

laws and regulations in the Republic of Srpska. Since these regulations the most 

important certainly are: Labor Law (Official Gazette of Republika Srpska, 55/07), 

General Collective Agreement (Official Gazette of Republika Srpska, 40/10), specific 

collective agreements, employment rules, labor contracts and different laws on salaries 

defined for different types of businesses, such as: Law on salaries of employees in the 

public service of the Republic of Srpska (Official Gazette of Republika Srpska, 31/14), 

Law on salaries of employees in the judicial institutions of the Republic of Srpska 

(Official Gazette of Republika Srpska, 31/14), Law on salaries of employees in the field 

of Education and Culture of the Republic of Srpska (Official Gazette of Republika 

Srpska 31/14), Law on salaries and compensations of judges and prosecutors in the 

Republic of Srpska (Official Gazette of Republika Srpska, 66/14, 60/15), Law on 

salaries of the employees in the Ministry of Internal Affairs of the Republic of Srpska 

(Official Gazette of Republika Srpska, 31/14), Law on salaries of employees in the 

Administrative Bodies of the Republic of Srpska (Official Gazette of Republika Srpska, 

31/14) and the Law on salaries of employees in public institutions in the health sector 

of the Republic of Srpska (Official Gazette of Republika Srpska, 11/09). 

 

Of the above mentioned regulations the subject of this paper will be the analysis of the 

basic provisions relating to the regulation of employee salaries and compensations, 

which are defined by the Labor Law and General Collective Agreement. 

 

When it comes to the Labor Law (Official Gazette of the Republika Srpska, 55/07), in 

addition to salaries and compensations based on labor it also regulates the method and 

procedure of concluding a labor contracts between employees and employers, working 

hours, vacations and leave, protection of employment rights, trade union 

representativeness, conclusion and application of collective agreements, dispute 

resolution, termination of contracts, supervision over the implementation of law, as 

well as other rights and obligations arising from labor relation in the territory of the 

Republic of Srpska. All rights and obligations arising from employment relations are 

related to employee or a person who is employed under employment contract, and are 
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generated from the day when the worker comes to work with the employer. In doing so, 

the employer is defined as a company, institution, bank, insurance, associations, 

agencies, organizations and any other physical or legal person who gives employment 

to a worker under a contract of employment. 

 

To make it easier to comprehend the impact of the observed Labor Law on employee 

salaries, only those parts referring to the salaries will be analyzed. They include the 

regulation of the following categories: basic salary, lowest salary, increase of the basic 

salary, terms and method of payment, salary compensation, other earnings and 

protection of salary. For easier analysis, the basic provisions relating to the regulation 

of employee salaries and wages are shown by the following table. 

 

Table 1. Basic provisions of the Labor Law in the Republic of Srpska 

 
 

Labor Law 

Basic salary 

 The right to salary is paid in accordance with the collective 

agreement, rulebook on labor and employment contract. 

 Equal salary for equal work or work of equal value with the 

employer (work which requires the same level of qualifications, 

the same ability, responsibility and physical and intellectual 

work). 

Lowest salary 

 Is governed by the collective agreement. 

 In the case of bankruptcy, as a basis for an employee claim, the 

minimum salary is determined in the amount of 45% of the 

average salary in the Republic of Srpska, during the month prior 

to the realization of the bankruptcy. 

Increase of the basic 

salary 

 The right to salary increase is carried out in accordance with the 

collective agreement, rulebook on labor and employment 

contract. 

 Increase of salary is provided on the basis of difficult working 

conditions, years of experience, overtime, night work and work 

on holidays and other days in which an employee should not 

work by law. 

Terms and method 

of payment 
 The period for salary payment cannot be longer than 30 days. 

Salary compensation 

 The right to salary compensation during absence from work is 

carried out in accordance with the collective agreement, rulebook 

and employment contract. 

 The amount of salary compensation cannot be lower than 50% of 

average salary the employee earned in the previous period or the 

salary he would have received if he had been working. 

 The amount of salary compensation is 100% of average salary for 

the period of annual holidays, national holidays, temporary 

inability to work due to injury or professional illness, as well as 

during downtimes due to failure of the employer to take 

appropriate safety measures. 

Other earnings -  
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Protection of salary 

 Claims against an employee cannot be charged by withholding 

salary without the employee agreement or a final decision of a 

competent court. 

 Based on the final decision of the competent court up to 50% of 

salary may be deducted (in the case of legal support) or up to 1/3 

of salary (for other obligations). 

Source: Official Gazette of the Republika Srpska, 55/07 

From the previous analysis we can see that the Labor Law establishes only a framework 

of employee rights, while the collective agreement governs the basis of importance for 

the economic and social policy, rights, obligations and responsibilities of employees 

and employers based on the labor that are not in complete and holistic manner regulated 

by the Labor Law. Thus, labor rights, the scope of rights, as well as the method and 

procedure of their implementation are closely regulated by collective agreement that is 

binding on all employers and employees in the Republic of Srpska, regardless of the 

number of employees and the employer way of organization. Although the collective 

agreement is obligatory for all those who are directly involved in its conclusion, as well 

as those who subsequently accessed the contract, the ministry responsible for labor may 

decide to extend the application of collective agreements to all legal entities. 

 

There are several subjects that need to be involved in the conclusion of a collective 

agreement: the Government of the Republic of Srpska, majority trade union or 

association of trade unions organized at the national level that brings together the 

largest number of union members (at least 10% of union members), as well as the 

majority employers association or association of employers at the national level whose 

employers employ the largest number of employees (at least 10% of employees). 

Collective Agreement in the Republic of Srpska can be concluded for the whole 

territory (general), for a particular group or industry (branch) and for one or more 

employers (individual). It should be noted that the collective agreement cannot stipulate 

a less scope of rights than the scope defined by Labor Law, but it is possible to 

determine more favorable rights for employees. Also, the scope of employee rights in 

branch agreements cannot be lower than the scope of rights in the general collective 

agreement, such as the scope of rights in individual collective agreements cannot be 

lower than the scope of rights determined by the branch collective agreement. 

 

The analysis of parts of the General collective agreement affecting the regulation of 

employee salaries is also carried out on the basis of defined criteria and is presented in 

the following table. 
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Table 2. Basic provisions of the General Collective Agreement in the Republic of Srpska 

 
 

General collective agreement 

Basic salary 

 Basic salary for full-time is determined in such a way that the 

price of labor (as an expression of the values for the simplest 

operation) is multiplied by corresponding coefficient (which is 

determined by branch or individual collective agreements). 

 The increase on the basis of work experience - minimum of 0.50% 

for each year of work experience. 

 For working less than full time - the basic salary shall be 

determined in proportion to working hours. 

Lowest salary 

 Is determined by the participants of the general collective 

agreement. 

 Is determined in the last quarter of current for the next year. 

 The trend of salaries, production growth and living standards in 

the Republic of Srpska are taken into account. 

 Is paid for full-time and average achieved results. 

 Is paid in the case when the amount of the basic salary, calculated 

in accordance with the branch and individual collective 

agreements, is lower than lowest guaranteed salary. 

Increase of the basic 

salary 

 Method and amount of increase are determined in the branch and 

individual collective agreements. 

 The increase is done on the basis of: 

- Performing highly complex, the most complex and extremely 

important tasks, 

- Performing activities under special more difficult working 

conditions, 

- Special work results. 

 The increase of the basic salary can be based on: 

- Night work - at least for 35%, 

- Overtime work - at least for 30%  

- Work on public holidays and other days in which an 

employee should not work by law - at least for 50%. 

Terms and method of 

payment 

 The period for calculation and payment of salary cannot be longer 

than 30 days. 

 Shorter deadlines for payment can be identified by branch and 

individual collective agreements. 

Salary compensation 

  The right to compensation in the amount of 100%, in different 

cases determined by the collective agreement 

 The right to compensation during temporary disability in 

accordance with the regulations on health insurance. 

 Payment of compensation may be kept if the worker: 

- perform other tasks during temporary inability (if it is proved 

by the disciplinary action), 

- does not inform the employer of temporary inability to work 

due to illness within two days. 
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Other earnings 

Other compensations include the right to: 

- a daily allowance for a business trip (as determined by a 

special act of the Government of Republic of Srpska) 

- compensation for the costs of transport upon arrival to work 

(full price tickets for transportation in public transport), 

- compensation to cover the costs of stay - field work (up to 

10% per day of the labor cost determined by branch collective 

agreement), 

- the cost of a hot meal during the working day, 

- bonus for yearly vacation (at least in the amount of three 

labor cost determined by branch collective agreement), 

- severance payment (at least equal to triple salary), 

- compensation for use of own vehicle when performing 

official business (up to 20% of the price per liter of fuel per 

kilometer), 

- winter food and fuel (three labor cost determined by branch 

collective agreement). 

The right to assistance in case of: 

- the death of a worker (at least three average salaries in 

Republic of Srpska), 

- the death of close family member (at least two average 

salaries in Republic of Srpska), 

- serious disability and long-term illness (at least one average 

salary in RS). 

The jubilee awards for employment service can be paid to an employee for: 

- 20 years (at least in the amount of one average salary of the 

employer) 

- - 30 years (at least in the amount of two average salaries of 

the employer). 

Protection of salary - 

Source: Official Gazette of Republika Srpska, 40/10 

In addition to various laws and collective agreements, rulebook on labor and the 

employment contract also have an important role. Rulebook on labor is made by the 

employer who employs more than 15 workers, after considering the opinion of trade 

unions and employees' council on proposed rules. Employment contract is a contract on 

which a labor relation between employees and the employer is based on. Among other 

things it contains information about pay, monetary compensations and other employee 

earning based on labor. It is important to note that the rulebook and employment 

contract cannot determine the lower scope of employee rights than the scope defined by 

Labor Law. 

 

It should be noted that the analyzed Labor Law expired on 01.20.2016., which is the 

date of entry into force of the new Labor Law, adopted by the National Assembly of the 

Republic of Srpska on 29.12.2015., which was published in the Official Gazette of the 

Republic of Srpska on 12.01.2016. However, if we look at parts of the new Labor Law 

relating to salaries, wages and other employee compensations it can be concluded that 

there are no significant differences compared to the previous Labor Law. The change is 

made in the part referring to the increase of basic salary based on the work experience 

where the increase is reduced from 0.50% to 0.30% for each year of work experience. 
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A comparative analysis of regulatory frameworks 

 

In order to compare the method of regulation of employee salaries and compensations 

in the Republic of Srpska with the method in other countries a comparative analysis of 

the existing regulatory frameworks can be made. This paper will analyze the regulatory 

framework of the Republic of Srpska, the Federation of Bosnia and Herzegovina and 

the Republic of Serbia in order to perform their comparison and determine the existing 

similarities and differences in the regulation of employee salaries. When it comes to the 

Federation of Bosnia and Herzegovina, currently valid Labor Law (Official Gazette of 

the Federation of Bosnia and Herzegovina, 62/15) was adopted by the Parliament of the 

Federation of Bosnia and Herzegovina at the session of the House of Representatives 

(31.07.2015.) and the House of Peoples (30.07. 2015). The Labor Law came into force 

on 20.08.2015., on the basis of which General Collective Agreement for the territory of 

the Federation of BiH has been approved, concluded between the Association of the 

Federation of BiH (the employer side) and the Confederation of Independent Trade 

Unions (on the side of workers). On the other hand, in the Republic of Serbia the Labor 

Law is currently valid (Official Gazette of RS, 24/05, 61/05, 54/09, 32/13 and 75/14), 

on the basis of which the General Collective Agreement has been approved (Official 

Gazette of RS, 50/2008, 104/08 and 8/09). 

 

Based on the comparative analysis of the above regulatory frameworks, certain 

similarities and differences have been established. They are shown by the following 

table. 

 

Table 3. Comparative analysis of the regulatory frameworks 

 

 

Federation of BiH  

 

Republic of Serbia  

Basic salary  - - 

Lowest salary 

Is determined by multiplying the 

minimum hourly rate (determined by 

the Economic and Social Council of 

the Federation of BiH, no later than 

1.12. of the current for the next year) 

and the number of working hours in 

the fund for a single month. 

Contributions from salaries in 

accordance with the law are added to 

the determined amount. 

The minimum labor price is determined by 

the decision of the Social and Economic 

Council founded for the territory of the 

Republic of Serbia. 

Determination is based on: existential and 

social needs of the employee and his family 

towards the value of the minimum consumer 

basket, trends in the employment rate in the 

labor market, the growth rate of gross 

domestic product, consumer price trends, 

trends in productivity and average salary in 

the Republic. 
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Increase of the 

basic salary 

The right to a salary increase for: 

- Overtime - at least 25% of 

the net hourly wage, 

- Night work - at least 25% of 

the net hourly wage, 

- Work on the day of weekly 

rest - at least 15% of the net 

hourly wage, 

- Work on holidays, which are 

public holidays by law - at 

least 40% of the hourly 

wage. 

The increase on the basis of total 

work experience - minimum of 

0.40% for each year of work 

experience. 

The right to increased salary for: 

- work on holidays - at least 110% of 

the base, 

- night work - at least 26% of the 

base, 

- overtime - at least 26% of the base 

- each year of work achieved in the 

workplace by the employer - at 

least - 0.4% of the base. 

Terms and 

method of 

payment 

Salary is paid in cash. 

The employer is obliged to deliver a 

written calculation of pay to an 

employee. 

Individual payments of salaries are 

not public. 

Salaries are paid in cash. 

Salary 

compensation 
- 

The right to salary compensation during 

absence from work due to temporary 

inability to work up to 30 days: 

- a minimum of 65% of average 

salaries in the previous 12 months 

if the work inability is caused by 

illness or injury outside of work, 

- in the amount of 100% of the 

average salary in the previous 12 

months if the work inability is 

caused by injury at work or 

professional disease, 

- a minimum of 60% of average 

salary in the previous 12 months of 

downtime or the reduction in 

workload which occurred without 

the fault of the employee, no longer 

than 45 working days per calendar 

year. 

Other earnings 
Are not defined by General 

Collective Agreement (other than 

compensation for food expenses). 

The right to severance pays in case of 

retirement - a minimum of two average 

salaries. 

Protection of 

salary 
- - 

Source: author 

Based on the above table, in which the differences in the labor laws and general 

collective agreements of the Federation of BiH and the Republic of Serbia compared 

with the Republic of Srpska are listed, it can be seen that there are no significant 

discrepancies in the way of regulation of employee salaries and compensations. 
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Employee salaries in the Republic of Srpska 

 

When it comes to different empirical data related to events in the labor market, they can 

be collected from several different sources. The most important sources include a 

number of competent institutions, institutes and employment departments, but estimates 

of various international institutions can also be found. For the analysis of statistical 

data, official data of the Republic Institute for Statistics is commonly used. It represents 

the administrative organization of the Republic of Srpska. The main task of this 

organization is to produce and provide official statistics and publications without 

charges. For this reason, the data of the Republic Institute for Statistics are the main 

source of data for a large number of different users, the government and other 

authorities, as well as for many business systems, academic institutions, media and 

individuals. 

 

Regarding the methodology and sources of data collection, Republic Institute for 

Statistics collects data about employees and their salaries using the Monthly Report on 

employment and salaries, Half-year statistical report on employment and salaries in 

businesses, as well as the Report on entrepreneurs and employees at their place. Data 

on employment and salaries are obtained on the basis of these reports and collected 

from various business entities (and their constituent units) registered in the Register of 

Companies by their activities, which is conducted in the Republic Institute of Statistics 

of the Republic of Srpska. These organizations are reporting units regardless of the 

form of organization and the form of ownership. In the above reports there are also data 

about employees who are employed in units of business entities whose seat is not on the 

territory of the Republic of Srpska, while data on employees who are employed on 

family farms, in defense, international organizations, business units outside the 

Republic of Srpska and representative offices abroad are not included. Data from 

reporting units are collected from the existing financial and accounting documents, 

personnel files, but also from the Tax Administration of RS (when it comes to data on 

entrepreneurs). 

 

For the data collection on paid salaries a sample of about 70% of the total population is 

used. The basic set consists of all employees in business enterprises, where the 

following criteria are used for the selection of units in the sample: the municipality, the 

area of activity classification and the size of the business entity (based on the number of 

employees). 

 

All data related to employees and salaries are published in the Monthly announcement, 

the Semi-annual announcement and the various annual publications. They are publicly 

available and can be found on the website of the Republic Institute for Statistics. 

Before analyzing the data on employee salaries and compensations, it is necessary to 

analyze the number and structure of employees and the basic characteristics of the 

population in the Republic of Srpska. 
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Table 4. Number and structure of employees in the Republic of Srpska 

 2010 2011 2012 2013 2014 

Number of employees 244453 238956 238178 238640 241544 

Activity rate (%) 47,9 47,8 47,4 47,4 47,0 

Employment rate (%) 36,6 36,1 35,3 34,6 34,9 

Unemployment rate (%) 23,6 24,5 25,6 27,0 25,7 

Source: Republic Institute for Statistics 

The above table shows that the total number of employees in the Republic of Srpska in 

2014 was 241 544, while the activity rate, which is calculated as the ratio of the labor 

force (employed and unemployed) and working population (all persons aged 15 years 

and over) was 47%. The employment rate is calculated as the ratio of the number of 

employees and the working population. This rate was 34.9% in 2014, while the 

unemployment rate, calculated as the ratio of the number of unemployed persons and 

the labor force, was 25.7%. 

 

The above data on the number of employed and unemployed workers and the 

unemployment rate can be compared with data from neighboring countries, as shown in 

the following table. 

 

Table 5. Comparative overview of economic indicators for 2014 

 
Republic of 

Srpska  

Federation 

of BiH  
BiH  Serbia  Croatia  EU 

Number of 

employees 
241544 443541 684501 1697686 1332841 212866400 

Number of 

unemployed  
145919 391436 549607 767435 328187 24550000 

Unemployment rate 

(%) 
25,70 28,40 27,50 19,70 17,50 10,20 

Source: Republic of Srpska Investment-Development Bank 

 

From the previous table where a comparative overview of economic indicators of the 

Republic of Srpska, the Federation of Bosnia and Herzegovina, BiH, Serbia, Croatia 

and the European Union is presented, it can be seen that the European Union had the 

lowest unemployment rate in 2014 (10.20%), while the highest unemployment rate was 

in the Federation of BiH (28.40%). 

 

According to official data of the Republic Institute for Statistics trends related to the 

employee salaries in the Republic of Srpska can also be analyzed. Data on trends in 

average net and gross salaries, as well as the nominal and real indices of average net 

wages for the past 10 years is presented in the following table. 
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Table 6. Average paid salaries 

 Net   Gross 

Nominal indices of 

average net 

salaries 

Real indices of 

average net 

salaries 

2005 465 707 - - 

2006 521 793 112,0 102,3 

2007 585 875 112,3 110,2 

2008 755 1132 129,1 120,4 

2009 788 1204 104,4 104,8 

2010 784 1199 99,5 97,1 

2011 809 1326 103,2 99,3 

2012 818 1349 101,1 99,0 

2013 808 1333 98,9 98,9 

2014 825 1334 102,1 103,3 

AVERAGE 714,9 1125,2 - - 

Source: Republic Institute for Statistics 

From the table above it can be seen that the average net and gross salary increased 

every year in the period from 2005 to 2014, except in 2010 and 2013 when there was a 

small decrease. The nominal index of average net salaries, which is calculated as the 

ratio between nominal net amount at certain periods of observation (in the present case 

the previous year is the base) shows the same. The table shows the real index of 

average net salaries, which is calculated as the ratio between the nominal index and 

consumer price index in a given period. When looking at the year 2014 we can see that 

the average net salaries per employee was 825 KM, while the average gross salary was 

1334 KM. 

 

The following table shows the movement of average net salary per month for the period 

from 2010 to 2014. 

 

Table 7. Average net salaries per month 

 2010 2011 2012 2013 2014 

January 778 798 819 811 810 

February 772 804 821 811 822 

March 771 807 814 799 815 

April  786 803 817 798 821 

May 774 816 826 796 818 

June 789 817 818 816 837 

July 786 811 823 803 830 

August  785 813 818 811 825 
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September  794 807 804 813 831 

October 779 802 817 808 826 

November 791 813 819 811 827 

December  798 815 818 820 836 

ANNUAL 

AVERAGE 
784 809 818 808 825 

Source: Republic Institute for Statistics 

If we analyze the data from the previous table it can be seen that the employee average 

net salary is usually the highest in June and December, and the lowest in January. The 

lowest average net salary in 2014 was 810 KM in January, while the highest average 

net salary was paid in June, when it reached 837 KM. 

 

The average paid net salaries can also be observed in relation to the activity 

classification. Data on average net salaries in the period from 2010 to 2014 are shown 

in the following table. 
 

Table 8. Average net salaries by activity classification 

 2010 2011 2012 2013 2014 

Agriculture, forestry and fishing 604 638 645 650 675 

Mining and quarrying 947 990 1015 1044 1072 

Manufacturing 544 565 579 587 601 

Electricity, gas, steam and air-

conditioning production and 

supply 

1008 1022 1017 1039 1060 

Water supply; sewerage, waste 

management and remediation 

activities 

611 625 631 637 666 

Construction 552 587 578 549 531 

Wholesale and retail trade; repair 

of motor vehicles and 

motorcycles 

586 601 601 603 610 

Transportation and storage 632 645 624 621 618 

Accommodation and food 

service activities 
525 541 546 534 555 

Information and communication 1026 1053 1068 1107 1182 

Financial and insurance activities 1212 1252 1280 1293 1268 

Real estate activities 689 836 784 712 723 

Professional, scientific and 

technical activities 
712 789 824 771 817 

Administrative and support 

service activities 
571 575 532 542 483 

Public administration and 

defence; compulsory social 

security 

1048 1063 1081 1027 1083 

Education 885 883 875 819 843 

Human health and social work 

activities 
1024 1038 1045 1037 1045 
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Arts, entertainment and 

recreation 
594 579 585 554 566 

Other service activities 812 891 829 808 703 

ANNUAL AVERAGE 784 809 818 808 825 

Source: Republic Institute for Statistics 

 

The above table shows that the employees who perform tasks from financial and 

insurance activities, tasks related to information and communications, as well as jobs in 

public administration, defense and compulsory social security had the highest average 

net salaries. On the other hand, minimum average net salaries were paid to employees 

who were performing construction jobs, jobs from accommodation and food services, 

as well as the tasks from administrative and support service activities. If we look at 

2014, the amount of the highest average net salary was 1,268 KM, and was received by 

employees who performed tasks from financial and insurance activities. The lowest 

average net salaries in the amount of 483 KM were paid to employees who performed 

tasks in administrative and support service activities. 

 

Analysis of the average net salaries can also be made by municipalities in the Republic 

of Srpska. According to official data of the Republic Institute for Statistics the highest 

average net salaries were paid in the municipalities of East Drvar, Ugljevik, Gacko and 

Banja Luka, while the lowest average net salaries were paid in the municipalities of 

Kupres, Kostajnica, Donji Zabar and Vukosavlje. If we look at 2014, the highest 

average net salaries in the amount of 1017 KM were paid in the municipality of East 

Drvar, while the lowest average net salary of 412 KM was paid in the municipality of 

Kupres. 

 

The above data on employee average net earnings can also be compared with data from 

neighboring countries, as shown in the following table. 
 

Table 9. Comparative overview of average net salaries for 2014 

 
Republic of 

Srpska  

Federation of 

BiH  
BiH Serbia  Croatia 

Average net 

salaries 
825 832 830 719,5 1411,5 

Source: Republic of Srpska Investment-Development Bank 

 

From the previous table where a comparative overview of average paid net salaries in 

the Republic of Srpska, the Federation of Bosnia and Herzegovina, BiH, Serbia and 

Croatia was presented, it can be seen that, the lowest average net salaries in 2014 were 

paid in the Republic of Srpska (it was 825 KM), while the highest average net salaries 

in the amount of 1,411.5 KM were paid in Croatia. 

 

Conclusion 

 

Nowadays, the activities of human resource management as one of the basic functions 

of management have a very important role for the successful operation of different 
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business systems. Given that a trade relationship between the employer and employees 

exists in organization, an appropriate reward system which awards employees for their 

work and successful performance with different prizes should be created in each 

organization. As the employees rewarding system is of great importance for the 

workers, it is necessary to look at various internal and external factors that may affect 

the design of this system. 

 

This paper starts from the problem of the role and importance that the regulatory 

framework, as one of the external factor, has on rewarding system and from the 

influence of the regulatory framework regarding the employee salaries and 

compensation on the manner of determining salaries employees. Results of the analysis 

showed that a number of laws, regulations and ordinances govern the way in which the 

minimum wage, the basic salary, its increase, timing and method of payment, other 

earnings and the protection of salary is determined. On the basis of the obtained results 

the main hypothesis which argues that the existing regulatory framework has a direct 

impact on employee rewarding system and on manner of determining the employee 

salaries and compensations is proved. 

 

Comparative analysis has shown that the regulatory framework regarding the employee 

salaries and compensation in the Republic of Srpska is not significantly different from 

the existing regulatory frameworks in the Federation of BiH and Serbia. 

 

Reference list 

 

1. Babić, Manojlo and Lukić, Zoran. 2008. Management - theory, functions, institutional 

aspects and corporate governance. Banja Luka: Faculty of Economics. 

2. Bogićević Milikić, Biljana. 2008. Human Resource Management. Belgrade: Publishing 

Center of Faculty of Economics.  

3. Dessler, Gary. 2007. Fundamentals of Human Resource Management. Belgrade: Data 

Status.  

4. General Collective Agreement has been approved, Official Gazette of RS, 50/2008, 

104/08 and 8/09, 

5. General Collective Agreement, Official Gazette of Republika Srpska, 40/10,  

6. Republic Institute for Statistics. 2015. "Wages, employment and unemployment" 

7. Labor Law is currently valid, Official Gazette of RS, 24/05, 61/05, 54/09, 32/13 and 

75/14,  

8. Labor Law, Official Gazette of Republika Srpska, 55/07,  

9. Labor Law, Official Gazette of the Federation of Bosnia and Herzegovina, 62/15, 

10. Law on salaries and compensations of judges and prosecutors in the Republic of Srpska, 

Official Gazette of Republika Srpska, 66/14, 60/15,  

11. Law on salaries of employees in public institutions in the health sector of the Republic of 

Srpska, Official Gazette of Republika Srpska, 11/09. 

12. Law on salaries of employees in the Administrative Bodies of the Republic of Srpska, 

Official Gazette of Republika Srpska, 31/14,  

13. Law on salaries of employees in the field of Education and Culture of the Republic of 

Srpska, Official Gazette of Republika Srpska 31/14,  

14. Law on salaries of employees in the judicial institutions of the Republic of Srpska, 

Official Gazette of Republika Srpska, 31/14,  



751 

 

15. Law on salaries of employees in the public service of the Republic of Srpska, Official 

Gazette of Republika Srpska, 31/14,  

16. Law on salaries of the employees in the Ministry of Internal Affairs of the Republic of 

Srpska, Official Gazette of Republika Srpska, 31/14. 



752 

 

DATA DRIVEN MARKETING AS CHALLENGE FOR ENTREPRENEURSHIP 

Prof.dr.sc.Brano Markić
246

 

Prof.dr.sc. Sanja Bijakšić
247

 

Prof.dr.sc.Arnela Bevanda
248

  

Abstract 
 

Entrepreneurship is the economic activity of an individual or several people willing to take 

risks, to act proactively and innovatively. Fundamental three determinants of entrepreneur are 

accepting risk, generate innovation and vision that enables proactive response to events and 

processes. Entrepreneurship is related to the individual, his vision, knowledge, motives, 

experience, communication and courage to embrace the unknown and creating a sustainable 

system that generates income, meets the needs of customers and the interests of owners, 

employees and the state. A successful entrepreneur, therefore, must at all times and parallel to 

perceive three models of reality: model of reality as it is, the model of reality as can be and a 

model of reality as entrepreneur wants. All three models are interrelated. Data driven 

marketing reveals the reality as it is, it collects and analyzes data on attitudes, opinions, 

preferences and behavior of customerss. This model is the "true" picture of reality and accurate 

perception of the opinions and behaviors of customers is essential for the initiation and 

implementation of entrepreneurial ideas for improving existing or creating entirely new 

business processes and entrepreneurial ventures. The basic hypothesis in the paper is that data 

driven marketing today is one of the most important sources of information for the design 

model of reality as it is. Data driven marketing requires new thinking, new software tools and 

applications that usually collect vast amounts of data and transform them into usable 

information for entrepreneurs. An entrepreneur is a user of marketing information necessary 

for the realization of his business ideas and visions. This paper presents a software application 

that collects and analyzes data from various sources and transform them into information 

usable in entrepreneurship. 

 

Keywords: customer behaviour, entrepreneurship,data driven marketing, knowledge 

discovery, marketing analytics, clustering. 
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Introduction 

 

This paper suggests that data driven marketing directly influence three most important 

characteristics, which are present in every type of successful entrepreneurship. They are 

fostering innovation, undertaking risks for business results, and proactive acting 

towards market, customers, and competition.  

 

Perceiving an entrepreneur as an innovator is a consequence of his/her capability to 

recognise business opportunities that are offered in his/her environment and he/she 

transforms them into real business processes and organisational system that achieves 

successful business results (Buble, 2011). Proactive action is key characteristic of an 

entrepreneur related to data driven marketing (Bijakšić, at al., 2015). The proactivity is 

inclination of an entrepreneur to influence changes in the environment. Persons that 

have such characteristics have bigger possibility to become entrepreneurs. Data driven 

marketing enables an entrepreneur to get deep insight into micro and macro 

environment and therefore the second hypothesis (H1 in Figure 1) that data driven 

marketing positively influence entrepreneur’s proactive engagement is set (Bijakšić, at 

al., 2015).  

 

With proactivity is related the third dimension of the entrepreneur: taking the risk. 

Business actions and set targets are associated with risk and uncertainty [H2]. Data 

driven marketing and marketing analytics help the entrepreneur to set realistic goals 

and choose alternatives that are more likely to succeed. 
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Figure 1: Connection and interplay between data driven marketing and core dimensiones of 

entrepreneurship 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Authors 

 

An entrepreneur can create new concepts (intervention) and convert those new concepts 

(interventions) into business venture that is acceptable for the market. In this paper the 

hypothesis that data driven marketing assists an entrepreneur in generation of ideas, 

innovations, and then in their practical verification is set. That hypothesis is visualised 

and identified as H2.  
 

Data sources for data driven marketing in supporting entrepreneurship 
 

Data driven marketing is a systematic approach to organizing, modeling and data 

collection, their analysis and use the results of analysis for decision-making. The 

complexity of the processes in organizational systems, the complexity of the market 

and more sophisticated customer demands are huge obstacles marketer face. 

Entrepreneurs expect timely, concise and accurate information so they can make the 

right decisions about products, pricing, promotion, distribution channels and customers 

to deliver perceived value of the product or service. All transactions are stored in 

corporate databases. Therefore, the corporate database is first and indispensable source 

which for the purposes of specific analysis should be complementary with other data 

sources. Thus, the views and opinions of the customers can be analyzed by using a 

questionnaire as an instrument of data collection or data stored in social networks. 

However, transactional database hiding most information about customers, their 

behavior, correctness ways of pricing, the results of promotional campaigns. They are 
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therefore the primary source of data for data driven marketing. Semantically rich data 

model implemented in the form of a database enables marketing experts analysis and 

this analysis ends with information for better decision making. 

 

Transaction databases show some weakness because they are too detailed and therefore 

for analytical purposes is often necessary to create a new database that contains 

aggregate data. So the nineties in the last century shaped the concept of a data 

warehouse.  

 

Data warehouse is an attempt to integrate data from different and disintegrated sources  

inside as well as outside organization. The main goal of such data consolidation is 

better understanding, coordination and evaluation resources of organization. 

Foundation of the data warehouse concept is a separation of day-to-day transactions 

from operation of analyzing and reporting that make marketing analysts or 

entrepreneurs. 

 

According to Inmon (Inmon, 1997) there are four key objectives that data warehouse 

should satisfy: 

 Maintain appropriate and responsible care of corporate data resources 

 Provide better, faster ways for users to discover answers to complex, unpredictable 

questions 

 Place end users directly  in touch with the data they need to make better decisions 

 Enable users to become responsible for the specification, creation and regeneration of 

the reports and analysis they require. 

Kimball (Kimball, 1998) states data staging process called ETT (Extraction, 

Transformation, and Transportation) as the key part of the data warehouse project 

which includes  set of processes that clean, transform, combine, de-duplicate, 

household, archive and prepare source data for use in the data warehouse.  

 

Today, in addition to a data warehouse for the whole company are forming data mart 

for certain business functions. Thus, the marketing business function builds a data mart 

that unless data may include key indicators of marketing metrics (Bijakšić at al., 2014). 

Data source can be questionnaires that in the form of a series of structured questions 

and answers reveal eg. customer satisfaction with product, service, tourist destination, 

reveal customer preferences and their attitudes and opinions. 

 

In addition to operational databases, data warehouses, data marts, questionnaires today 

is a social network particularly important marketing source of data. 

The user (customer) develops a web site, blog, becomes part of different social 

networks (Twitter, Facebook, YouTube, Instagram, LinkedIn and others) and using 

these forms of web technology 'leaves' worth of data for marketing analysts of events, 

their own impressions of products, services, quality or defects of the product, the needs 

and desires. 

 

Collecting data about customers, their profile, opinions and attitudes and methods of 

analysis of these data are study objects of marketing business function, qualitative and 

quantitative research methods, especially methods of data mining and text mining 

(Kubat, 2015). As a rule, it is necessary to collect and analyse vast amounts of 

unstructured data. 



756 

 

Qualitative marketing analysis endeavour, using non numeric data, to discover the 

behaviour of customers and service users, their satisfaction or complaints on price, 

product quality, service, tourist destination or other object analysis. Social networks are 

objective, unbiased source of information for marketing analysis because they reflect 

the actual, real and genuine customer reviews. Therefore, the social network is for 

marketing analysis indispensable data source. Facebook is one of the most used social 

networks in Bosnia and Herzegovina. Therefore, access to potential customers, to 

inform them about promotions, prices, changing assortment is "simplest" via Facebook. 

The company can create your own facebook page and use it to inform customers. 

Customer will provide feedback via posts. On the facebook page the customer can 

respond by supporting promotional activities and expressed satisfaction but also the 

opposite of that. Number of access to the site and the number of positive responses is a 

clear indicator of the acceptance or rejection of the marketing efforts to increase the 

number of customers, sales and hence the total financial performances. 

 

However, the data is not the ultimate goal in data driven marketing even entrepreneurs 

can only on the basis of information to make good decisions. It takes another step 

between marketing expert and entrepreneur who established a chain of information: 

data  information (knowledge) decision. Therefore, data driven marketing is 

developing a marketing analytics that uses quantitative and qualitative methods of data 

analysis. Knowledge discovery in data developed a number of different data mining 

algorithms among which are especially interesting market basket analysis, induction 

rules, Bayes analysis, neural networks, cluster analysis, support vector machines, self 

organising maps, decision trees, conjoint analysis, structural equation modeling, factor 

analysis, principal component analysis etc. Some of these methods enables the software 

to discover hidden relationships among data and belongs to machine learning (Kubat, 

2015). Neural networks are example of machine learning algorithms and may detect the 

behaviour of the system by adopting the weights among the layers of neural network. 

All of these algorithms help entrepreneurs to gain deeper understending of the 

customers, markets in which they realise the business plan. 
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Figure 2. Interplay between enterpreneurship and data driven marketing 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Authors 
 

This paper analyzes the customers in the business market. Specifically, customers 

expect that the entrepreneur knows who they are and what they are interested. The 

entrepreneur must therefore learn about customer preferences, their needs but also the 

distribution channels that suit them. In other words, the entrepreneur is directly related 

to the marketing expert who knows how to use data and algorithms of their analysis. 

Marketing business function delivers information entrepreneur who makes decisions 

and directs the operation of the company to set goals. 

 

A special research tasks in the paper is to build data models  from which will be created 

a data set for clustering. Clustering of customers in the business market allows 

quantitative assessment of the potential increase in revenue for each customer 

associated in the cluster. Potential incremental revenue becomes a new task, objective 

and challenge to an entrepreneur who will work together with marketing experts in 

shaping marketing mix and activities in order to realize the potential increase in 

revenue. 
 

Data model in data driven marketing 
 

The model is a simplification of reality in which it retains all its dimensions, essential 

for analysis. In terms of informatics data model is a collection of entities, their 

properties and relationships that can be established between the entities and their 

properties (attributes). Informatics and computer science are developing a special 

software called database management systems (DBMS) and it allows to add, delete, 
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update data in the database. Graphical display of connection is called entity relationship 

model (ER) and it shows entities, attributes and mappings between entities.  

 

Appropriate data base development is an important step in designing application to 

keep records regarding product or service sales. Its development can be broken down 

into following five steps:  
1. Clear defining of data base’s main goal. 

2. Conceptual data base model - defining tables necessary for relation base (normalized 

tables up to the third normal form). 

3. Logical data base model - attaching attributes to their tables (relations) in data base. 

4. Physical data base model - attaching data types to attributes in some system for data 

bases management. Primary (attribute or set of attributes which values are different in 

every row of a table) and external keys are determined.  

5. Analysis and identification of copying (type of link) between tables in a data base.  

 

In our example data base has six tables (entity types). Applying this principle we come 

up with following data model which includes necessary tables to develop an data driven 

marketing application:  
1. Customers 

2. Products 

3. Order 

4. OrderDetails 

5. Calculation 

6. CalculationDetails 

 

The principle of database decomposition into tables is implemented in logical data base 

design procedure. That principle allows neither repetition of same data in different 

tables nor possibility that two rows can contain same data. Relation tables have to be 

carried through special procedure known as data normalization. Normalization is a 

procedure that eliminates necessity for multiple recording of same data in a data base. 

The aim is to design a data base in which one piece of information is recorded only 

once. Vertical normalization consists of relation scheme separation (set of attributes) on 

smaller relation schemes (relation scheme with lower number of attributes). It is not 

allowed to lose information from lossless join scheme (relation scheme that is 

normalized) using normalization (Bijakšić at al., 2014). The following figure shows 

logical data model. 
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Figure 3. Logical data model for data driven marketing 

 

 

Source: Authors 

Everyday transactions fill the tables rows of logical data models implemented in data 

driven marketing. But the entrepreneur wants to know what potential incremental 

revenue is for each one of customers on business to business market (B2B). Therefore 

marketing expert has to implement adequate model to determine potential incremental 

revenue (Peck, 1997). Peck identifies three factors in customer grading: 

 

 Factor Example 

Actual revenue $7,200 

Potential incremental revenue $4,400 

Probability of achieving the 

increment 

15% 

 

 

The potential incremental revenue is calculated by determining the "best in class" 

revenue performance. If a customer has 400 employees, and your best customer of that 

type with approximately 400 employees has annual revenue of $29 per employee, then 

the incremental revenue for that customer is computed like this: 

 
Total employees 400 

Best in class performance $29 

Total potential $11,600 

Actual revenue $7,200 

Potential incremental revenue $4,400 
 

 

Our approach is also based on this idea of potential incremental revenue following the 

best customer in the class. To determine the best in the class as first step is necessary to 

divide the whole set of customers into clusters.  
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Extracting data from database into data set for customer clustering 
 

Using the data in database (Figure  3.) first will be created the data set as base for 

clustering. Data are extracted from operational database using SQL query and is 

creating the new table: 

INSERT INTO DataKlaster (Customer_ID,TotalRevenue, 

TotalProfit,EmployeesNumber) 

SELECT Customer.Customer_ID, Customer.Number_of_Employees AS 

EmployeesNumber, Sum(OrderDetails.Quantity*OrderDetails.Price) AS TotalRevenue, 

Sum((OrderDetails.Quantity*OrderDetails.Price)-

(OrderDetails.Quantity*CalculationDetails.PurchasePrice)) AS TotalProfit 

FROM Calculation INNER JOIN ((Product INNER JOIN ((Customer INNER JOIN 

[Order] ON Customer.[Customer_ID] = Order.[Customer_ID]) INNER JOIN 

OrderDetails ON Order.[Order_ID] = OrderDetails.[Order_ID]) ON 

Product.[Product_ID] = OrderDetails.[Product_ID]) INNER JOIN CalculationDetails 

ON Product.[Product_ID] = CalculationDetails.[Product_ID]) ON 

Calculation.Calculation_ID = CalculationDetails.Calculatio_ID 

GROUP BY Customer.Customer_ID, Customer.Number_of_Employees; 

The result of SQL implementation is data set DataKlaster (table) of following shape:  
 

Table 1. Data set for customer clustering 

Data set 

Customer_ID TotalRevenue TotalProfit EmployeesNumber 

1 234 24 30 

2 23456 3451 45 

3 1341 45 56 

...... ....... ...... ..... 

102 35233 4512 45 

103 56234 6456 45 

104 73455 8126 45 

Source: Authors 
 

Marketing expert must offer an entrepreneur information in a different form. 

Entrepreneurs do not meet the data set because it can not directly from data set identify 

potential incremental revenue. Marketing expert therefore selects the appropriate 

algorithms for transforming data from the data set to a new directly usable entrepreneur 

form. This new form offers information about the potential increase in revenue for each 

customer. 

 

The solution is a data driven marketing that implements the clustering algorithm of 

customers. Clustering may be performed on many criteria. The clustering for marketing 

analytics in this application on B2B market is based on three criteria (attributes in the 

data set): total annual income of the customer, the total annual profit and the number of 

employees. 

 

For the implementation of clustering algorithm can be used R language packages and 

features or any other object oriented programming language (C#, Java). 
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Data clustering in data driven marketing 
 

Clustering is the process of grouping the data into classes (clusters) so that the data 

objects (examples) are  similar to one another within the same cluster and  dissimilar to 

the objects in other clusters. A good clustering method will produce high quality 

clusters with  high intra-class similarity and  low inter-class similarity (Bijakšić at al., 

2014). 
 

Figure 4. The flowchart of k-means clustering algorithm 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Authors 
 

The first step in k-means clustering is random generating of k clusters. Number of 

clusters k is less then the number of objects n (number of tuples in fact table-

DataKlaster). After creating k clusters each one customer will be clustered calculating 

the minimum Euclidian distance from the center of clusters.  

Generally, the distance between x and y is calculating using formula: 

      2
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The next step is calculating new centroids and finding out is any of customers (tuples in 

DataKlaster table) leaving cluster. If  there is moving a customer among the clusters 

then the process of calcualting centroids and minimum distance has to continue. The 

end of algorithms is reached when there is no moving a customer among the clusters. 
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Experimental results of contribution the data driven marketing to entrepreneurship 

 

After building the data model and extracting the new data set (DataKlaster) the 

entrepreneur does not have the right information. He wants to now what could be the 

real potential incremental revenue for each customer and total potential incremental 

revenue for the firm. In other words, the entrepreneur needs the information what is his 

quatititaive goal regarding the revenues. 

For calculating potential incremental revenue in the paper is implemented R language. 

Therfore is necessary to install and load the packet RODBC, and then connect R 

language with data source. The data source is transactional database  

DataDrivenMarketing. From database is selected the data set DataKlaster. 
library(RODBC) 

channel <- odbcConnectAccess("C:/Users/Brano/Documents/DataDrivenMarketing") 

data <- sqlQuery( channel , paste ("select *  from DataKlaster")) 

The function kmeans() implements all steps of k-means algorithm: 

cluster <-  kmeans(model.matrix(~TotalRevenue + TotalProfit+EmployeesNumber, 

data), centers = 10)  

For calculating the potential incremental revenue is recommnded to use more clusters 

(for example 10% from the customers number in database). The results are more 

accurate withe the greater numbers of clusters. In the paper is the total number of 

customers clustered into ten clusters. 

For illustration the power and simplicity od clustering the clusters are visualised in two 

dimensional system regardin TotalRevenue and TotalProfi. The R language has 

excellent graphical properties and the next statement visualised ten clusters: 

>plot(data$TotalRevenue, data$TotalProfit,col=cluster$cluster) 

>points(cluster$centers, pch=16) 

 

Figure 5. Customer clustering into ten clusters  

 
Source: Authors 
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The assessment of the potential increase in revenues requires calculation centres all ten 

clusters (ten centroids) and attribute values: total annual revenue, total annual profit and 

number of employees. R language commands and the results shown in the following 

table: 

>library(dplyr) 

>library(broom) 

>tidy(cluster) 

 
 x1 x2 x3 x4 size withinss cluster 

1 1 80.471,06 8.782,76 46,82 17 673187226 1 

2 1 807,55     72,45 49,45 11 1625028 2 

3 1 22257,87 3076,62 46,88     8 37945460 3 

4 1 8820,17 807,59 55,35 17 17621094 4 

5 1 36503,07 4721,07 69,35 14 405510319 5 

6 1 63476,18 6667,64 46,55 11 379640653 6 

7 1 108419,60 11980,60 54,80 5 685546139 7 

8 1 2962,63 476,13 30,62 8 3112691 8 

9 1 12997,66 1776,33 48,33 3 3234138 9 

10 1 5502,44 662,22 51,66 9 5884594 10 

 

Tidy() method describes the centre and size of each cluster and returns one row per 

cluster, with one column for each dimension. Variable x2, x3, x4 are centroids for total 

annual revenues, total annual profit and the number of employees in each cluster. Size 

describes the number of customers in cluster, withinss is sume of squeres within the 

cluster and the last column is the cluster assigned by k-means algorithm. For example, 

the cluster four has the centroid for total annual revenues 8.820,17; centroid for total 

annual profit 807,59; centroid for number of employees 55,35 (rounded to integer value 

55) and the size of cluster is 17 customers. 

 

The understanding the results of  k-means algorithm is with the augment() function 

more acceptable and easier compared to the method tidy(). 

By convention the first argument is almost always data, which specifies the original 

data object (original data objects is data frame cluster). The second argument data is 

original data onto which columns should be added. The next two statements show the 

results of augment() function: 

>dfC=augment(cluster, data) 

>dfC 
Customer_ID TotalRevenue TotalProfit EmployeesNumber .cluster 

1 234 24 30 2 

2 23456 3451 45 3 

3 1341 45 56 2 

4 1245 89 23 2 

......... ........... .......... ........... ........ 

103 56234 6456 45 6 

104 73455 8126 45 1 

 

The result of augment function is new data frame with five columns: Customer_ID, 

total annual revenue (TotalRevenue), total annual profit (TotalProfit), number of 

employees (EmployeesNumber), cluster (.cluster) and 104 rows. Each row is related to 

one customer of the firm on business to business market (B2B). For example, the 
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customer wit Customer_ID=103 belongs to the sixth cluster, has 45 employees, annual 

revenue from this customer is 56.234,00 and profit 6.456,00. 

 

The key issue and demand that sets the entrepreneur is how and how much to increase 

revenue from customers who belong to the same cluster. Marketing experts are 

convinced that every customer within cluster with appropriate methods of sales 

promotion, price level and implementing forms of integrated marketing 

communications can be closer to the customer who buys the most per employee. 

 

After joining each customer to only one cluster is necessary analyze each cluster and 

within the cluster determine a potentially incremental increase in revenue. This amount 

becomes the new quantified objective for entrepreneur. It is at the same time challenge 

to marketing strategy and all forms of communication with the market. Logic and 

analysis steps are identical for each cluster, and the paper is limited to determining the 

potential incremental revenue for a single cluster, cluster fourth. 

 

Using the function subset() from data frame dfC are selected rows for which the 

column value .cluster equals four: 

> cl4=subset(dfC, .cluster==4) 

> cl4 
        

Customer_ID  TotalRevenue   TotalProfit     EmployeesNumber  .cluster 

          10           7777            698                  45              4 

          24           9494         1000                45                  4 

          27        8393           967                55                  4 

          28           9213            678                 55                  4 

          29                   10234         1324                             66                  4 

          30           7282                  867                 75                  4 

          31           9852          675                 75                  4 

          32           7438            789                 45                  4 

          33           8494              978                   45                  4 

          34           9997                  894                 66                  4 

          35                   10234                  839                 75                  4 

          36           8849                  453                            35                  4 

          38           7484                  546                            45                  4 

          42           8484                  456                            45                  4 

          44           7865                  564                            77                  4 

          61           8977                  789                            45                  4 

          72           9876                1212                            47                  4 

 

Fourth cluster joins seventeen customers. To determine the potential incremental 

revenue first has to calculate the highest revenue per employee for customers in each 

cluster and it distance from the value of the average revenue per employee for each 

customer in this cluster. In other words, calculate the distance of each of the average 

revenue per employee of each customer in a cluster from the largest average revenue 

per employee in the same cluster.  

 

The result is assigned to pir vector that has the same length (number of dimensions) as 

the number of customers in the cluster: 
> pir=max(cl4$TotalRevenue/cl4$EmployeesNumber) - 
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+                  cl4$TotalRevenue/cl4$EmployeesNumber 

>  pir 

 [1]  80.00635  41.85079 100.22857  85.31948  97.76797 155.73524 121.46857 

 [8]  87.53968  64.07302 101.35887 116.37524   0.00000  86.51746  64.29524 

[15] 150.68571  53.33968  42.70091 

  

For example, revenue per employee of the customer whose CUSTOMER_ID = 72 is 

less than the highest revenue per employee in the fourth cluster of 42.70091 currency 

units. Total potential increase in revenue from this customer's product just that amount 

and the number of employees at the customer whose CUSTOMER_ID = 72:42.70091 

*47=42248,502 

 

Ukupan total incremental revenue za kupca Customer_ID=103 je 42248,502 currency 

units. 

> solution_pir=cbind(cl4,pir) 

> solution_pir 

 
  Customer_ID  TotalRevenue   TotalProfit     EmployeesNumber      .cluster        pir 

          10           7777            698                  45                4        80,00 

          24           9494         1000                45                  4         41,85 

          27        8393           967                55                  4        100,22 

          28           9213            678                 55                  4          85,31 

          29                   10234         1324                              66                  4          97,76 

          30           7282                  867                 75                  4        155,73 

          31           9852          675                 75                  4        121,46 

          32           7438            789                 45                  4          87,53 

          33           8494              978                   45                  4          64,07 

          34           9997                  894                 66                  4        101,35 

          35                   10234                  839                 75                  4        116,37  

          36           8849                    453                                35                  4            0,00 

          38           7484                    546                                45                  4          86,51 

          42           8484                    456                                45                  4          64,29 

          44           7865                    564                                77                  4         150,68 

          61           8977                    789                                45                  4           53,33 

          72           9876                  1212                                47                  4           42,70 

  

In the column pir are distances of revenues per customer for each one customer in 

cluster four from the highest revenues per customer in the same cluster. Incremental 

potential revenue for customer is the product of the last column pir and the column 

EmployeesNumber. In R language is enough to write the next statement: 

> total_incremental_revenue=solution_pir[,7]*solution_pir[,4] 

> total_incremental_revenue 

 [1]  3600.286  1883.286  5512.571  4692.571  6452.686 11680.143  9110.143  

3939.286 

 [9]  2883.286  6689.686  8728.143     0.000  3893.286  2893.286 11602.800  2400.286 

[17]  2006.943 

For example for the customer with Customer_ID=72 (the last in cluster 4) total 

potential incremental revenue is 2006.943 currency units. Now is very simple to 

calculate the total incremental revenue for cluster four: 

> sum(total_incremental_revenue) 
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[1] 87968.69 

Finally, the total potential incremental revenue for fourth cluster is 87.968,69 currency 

units. 

Using the same algorithm is possible to calculate the total potential incremental revenue 

for all ten clusters. 

 

The entrepreneur applying data-driven marketing can assess market opportunities and 

revenue that missed by existing customers. He gets a new knowledge of market 

conditions and opportunities to increase revenue. It can act proactively to customers 

and improve its market position. 

 

However, there are certain constrains on the use of this methodology. First of all is the 

lack of human resources which know how to build data driven marketing application 

that discovers hidden information in the data stored in the operational database. 

Another limitation is the entrepreneur who often makes routine decisions and in his 

focus is not data driven marketing or marketing analytics oriented customers. 

Certain constrains can be found in the steps of this algorithm because it is assumed that 

each customer can approach the best in the cluster. So any potential incremental 

revenue could join a certain probability of this increase followed a marketing strategy 

focused on customers with the highest probability. Customers clustering may 

implement fuzzy c-means clustering algorithm where each customer is assigned 

different membership grades between 0 and 1 such that a customer can belong to all 

clusters.  Thus, this paper is open to new extensions and improvements. 
 

Conclusion  
 

Data driven marketing is a concept supported by information technology and its goal is 

to generate information for entrepreneurs and management levels of the organizational 

system in order to make reliable, accurate and timely decisions. In this system there are 

different sources of data in the form of formatted database, the data collected by the 

questionnaire as well as unstructured data in text format stored on the social networks, 

websites or blogs. After a theoretical introduction, setting the hypothesis, model the 

impact of data driven marketing on entrepreneurship follows experimental results. They 

developed and presented a concrete model of support data driven marketing to 

entrepreneurship.  A special research tasks is to build a logical data model, data set for 

implementation data mining algorithm k-means clustering. Marketing analysis is 

supported by the commands of R language and it in each cluster estimates potential 

increase of annual revenue from customers in the business market (B2B). This data 

driven marketing system enables the entrepreneur act proactively to customers, directs 

and encourages him towards innovation and ultimately reduces the risk of a successful 

financial results of enterprises. This has directly confirmed the hypothesis that the data 

driven marketing affects the three core dimensions of entrepreneurs: proactive acting, 

reducing the risk and encouraging innovation. R programming language has 

demonstrated the ease of connecting to data sources (databases) and its software 

packages a strong development and application power. 
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DESTINATION BRANDING WITH THE AIM OF UPGRADING SERBIAN 

TOURISTIC OFFER  

MSc Valentina Vukmirović
249

 

Abstract 

 

Due to the fact that countries, regions and individual destinations compete with one 

another to attract investment and tourists, destination branding has become an 

important strategic activity for local, but also state authorities in order to achieve 

economic and cultural development of certain theritories. Nowadays, most governments 

are developing strategies for creating specifically-designed place identity and 

promoting it to targeted external or internal markets, with the aim of attracting visitors 

or investors. The aim of this paper is to observe the importance of branding destination 

in order to create favorable image of certain localities which will increase their 

opportunity for overall development, economic, political or social. Due to the fact that 

Republic of Serbia has diverse natural resources, historic sites and cultural contents in 

its disposition which are not adequately exploited, this paper will make an attempt to 

provide answers for these issues and suggest possible solutions on concrete location 

brand strategy proposal.  

 

Key words: Destination branding, branding strategies, destination image, domestic tourists' 

attitudes and preferences, branding strategy proposals.  
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Introduction 

 

Since economic, social and political competition amongst theritories has become a 

growing process, destinations have discovered the need to differentiate among 

themselves. (Dumbrăveanua, 2010) In order to achieve favourable competitive position, 

places (in following text countries, nations, regions, cities) must create clear and visible 

identity by identifying and highlighting their remarkable features. By creating an 

outstanding destination identity, which is then communicated to target audinces, people 

are becoming aware of one location. According to United Nations World Tourism 

Organization, destination marketing is defined as a pillar of the future growth and 

sustainability of tourism destinations in an increasingly globalised and competitive 

market for tourists. (UNWTO, 2011) Therefore, destination branding is used for 

making people aware of destination and creating an emotional connection between 

destination and target groups with the aim of attracting investments and visits.  

 

Republic of Serbia has in its disposition numerous natural resources which are not 

adequately exploited. Infrastructure of most resorts is in unsatisfactory condition, 

visitors are not provided with high quality services and investors are faced with 

complicated bureaucratic procedures.  

 

Alltogther with rather unflattering image of country in foreign media and amongst 

general public of foreign countries, destinations in Republic of Serbia do not receive 

desired attention in sense of being perceived as attractive tourist or business 

environment. Despite these obstacles, Republic of Serbia has significant resources for 

tourism development which require immplementation of creativity, knowledge and 

innovation. (Rakić, Gligorijević, 2009) Furthermore, these authors claim that natural 

resources in Serbia have to branded, i.e. need to be turned into successful and attractive 

touristic products which values will be communicated towards domestic and foreign 

tourists and investors.  

 

The aim of this paper is to gain an insight in possibilities and obstacles for branding 

destinations in Republic of Serbia with the aim of making them competitive in 

comparison with foreign destinations among domestic and foreign turists and investors. 

In order to illustrate the subject of research in this paper, author will provide a study 

about attitudes, preferences and habits of Serbian tourists towards domestic tourist 

destinations. This analysis is followed by author's observations and attitudes on this 

topic and recommendations about the ways in which awareness towards developing 

national and regional brands could be raised. Despite the fact that this research is of 

explorative kind, it can be used as a starting point for further researches or a baseline 

for creating branding strategies.  

 

Theoretical background  

 

Due to the fact that tourist opportunities and travel locations have been broaden, lack of 

differentiation amongst destination and increasing substitutability have occured. (Pike, 

2005) Dinnie states that there are several reasons for nations to manage and control 

their branding, which include „the need to attract tourists, factories, companies and 

talented people and to find markets for their exports.“ (Dinnie, 2003) Therefore, 

destination branding became activity of strategic significance for achieving place 
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differentiation, since brand provides visitors with assurance of quality experience, 

reduces visitor research time and costs which leads to establishing unique selling 

propositions for destinations. (Blain et al., 2005) According to Wason, branding can be 

defined as a strategic discipline which, at first place, seeks to create a sense of purpose 

in specific country through a holistic process of aligning agendas regarding its 

population, policy, cultural relations, tourism and investment promotion into a long-

term development strategy of a specific nation. (Wason in Gertner et al., 2004)  

 

According to Kotler and Keller, there are two basic impulses which lead to place 

marketing and branding. (Kotler, Keller, 2012) First impuls is connected with citizens 

of a place which have the need to feel „pride of place“ and create opportunities for 

expressing and developing their own interests and skills. Therefore, citizens of a place 

feel the need to improve their environment and contribute to development of their local 

community. On the other hand, due to mobility of people and resources, troubled 

environments can be easily abandoned and substituted with ones that offer growing 

opportunities. In accordance with above mentioned states, authors indicate that places 

must observe themselves as competitives with other places which are enhancing their 

resources in order to provide better living conditions, attract investors and visitors. 

Furthermore, authors claim that branding places is much more complicated than 

brading products, due to the fact that every place has its specific history and heritage 

which have already created their specific image. Therefore, place marketing can be 

seen as a set of systematic answers for creating and improving image of a place.  

 

Destination image is of utmost importance in process of destination brand creation. 

Echter and Ritchie claim that destination image is sum of „ ualities, attributes, holistic, 

functional, psychological, common and uni ue components“. (Echtner, Ritchie, 1991) 

Rakić and Gligorijević state that several studies have clearly proved that destination 

image influences peoples' behaviour which results in the fact that destinations with 

clearly positive image are likely to be chosen in proces of customer decision making. 

(Rakić, Gligorijević, 2009) 

 

According to Tapachai and Waryszak, the research of a place image is a process which 

contains five stages: selecting a destination to be studied, detecting advantages of a 

destination, classification and selection of final advantage attributes, developing main 

values and grouping them into five main value consumerism dimensions and 

developing open ending questions with the aim of evaluating advantageous image of a 

destination. (Tapachai, Waryszak, 2000) In addition, Van Ham claims that unbranded 

states find it difficult to attract economic and political attention, which implies that 

country's image and reputation are becoming essential parts of its strategic equity. 

Furthermore, author suggests that governments worldwide have to establish brand niche 

for their state, enagage in competitive marketing and create brand loyality. (Van Ham, 

2007) According to Morgan et al., nation branding is highly political activity which can 

result in nation’s economy enhancement, as well as upgrade of national self-image and 

identity. (Morgan et al., 2004) Olimpia states that branding of a nation includes several 

factors and associations such as: „place – geographical, tourist attraction, natural 

resources, local products, people – race, ethnic groups, history, culture, language, 

economic and political system, social institutions, infrastructure, well-known people, 

images and photos“. (Olimpia, 2008) Furthermore, author states that place branding is a 
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component of tourism marketing which promotes a place in sense of attracting 

investments and visitors.  

 

Serbian touristic potenital and key possibilities for its enhancement  

 

According to Republic of Serbia tourism development strategy for the period of 2005-

2015 conducted by Faculty of Economics in Belgrade and Horwath Consulting Zagreb, 

Serbia posseses diversified structure of basic tourist attractions, long history and 

general recognizability, well preserved natural resources and human resources. Despite 

this, Serbia is not adequately positioned in regional and global turistic market, due to 

the fact that its touristic products are not properly developed, presented nor 

commercialized in international touristic market. Therefore Serbia must significantly 

increase level of competitiveness and attractiveness of its touristic products by 

developing those products and tourism business sectors which have global perspective 

and which represent possibility for building global competence. According to Stanković 

et al., destinations which manage to create superior value by providing high quality 

level of services, unique experiences and various amusment contents posses better 

chances in attracting and retaining customers. (Stanković et al., 2012)  

 

Within above mentioned strategy, benchmarking analysis of potentially interesting 

touristic products in Serbia, which could be internationally commericialized, was 

displayed. Results of the analysis indicated that „City break“, business tourism, 

mountain and lake holidays, rural tourism and spa&wellness tourism could be 

developed and branded as sucessful Serbian touristic products. Bearing in mind the fact 

that global trends in touristic market indicate further growth of health toursim, mostly 

due to lifestyle changes, and the fact that there are over 50 spa complexes in Serbia 

with high quality mineral waters, in can be concluded that this touristic product is 

significant development potential for Serbia.  

 

In this paper, business tourism and spa&wellness tourism will be observed from the 

aspect of branding Serbian spa destination Prolom Banja. Author of this paper assumes 

that by developing this type of touristic offer, mentioned locality could develop specific 

image and unique touristic offer which would provide bigger interest of tourist and 

investors. Main motifs for business tourism could be education, corporate meetings, 

presentations/new product or service launching, sales activities, etc. and are specific for 

financial, transport and sector of electronics. On the other hand, spa&wellness tourism 

could be an interesting tourist product since it became a regular component of modern 

lifestyle.  

 

Justification for developing these two touristic products as strategic ones for chosen 

destination could be given by observing profiles of average business and spa&wellness 

guests as well as these products growth dynamics in turism market. Average business 

guest is male from urban area, aged between 25 and 55, mostly top and middle 

managers. Based on "Frequent Business Travellers Survey" research from 2016, 

spending from business travel around the world edged past $1.2 trillion in 2015 and in 

2016 it is predicted a 5.2 percent growth in spending globally, bringing the total to $1.3 

trillion. (source: https://skift.com/2016/07/13/global-business-travel-outlook-is-

cautious-optimism-with-a-1-2-trillion-year-on-the-books/)  
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Spa&wellness tourist are mostly female, even though it rising interest of male guests 

can be noticed. Female tourist are aged between 36 and 55, mostly highly educated and 

from urban areas. These guests mainly reason for visitinig spa destinations are health 

programs for weight reduction and healthy nutrition, beauty treatments and educational 

programs. Likewise, these guests are interested in additional programs such as sport 

activities, i.e. cycling and hiking, exploring historical and cultural heritage of the area, 

taking short trips and participating in local events and festivals. Furthermore, European 

demographics indicate that population is globaly aging and that number of spa/wellness 

products is increasing. Based on International Spa Association, largest growth 

dynamics in expected in segment of medically based programs, mainly water 

treatments and therapies. (http://experienceispa.com/) Furthermore, this association 

states that average lighter surgical procedure and postoperative recovery is 50-70% 

more expensive in Western Europe and America than South and Eastern Europe.  

 

Case study - Destination branding strategy proposal Prolom banja 

 

So far, Serbia was oriented mainly towards domestic tourist market, mainly 

highlighting quality of medical services and, to a small extent, the quality of 

accomodation and leisure activities. Therefore, this product, currently can not respond 

to quality standards and demands of international guests. In accordance with this 

statements, Serbian touristic market has to provide and implement differentiation 

strategy in creating touristic offers which will be affordable and of high quality. Due to 

the fact that customer orientation is present in tourism as well as in business 

organizations, tourists must be provided with superiour value which, at the same time,  

exceeds their expectations and is not provided by market competitors. (Soldić-Aleksić, 

Rakić, 2012) In following text, author will provide ideas useful ideas and suggestions 

for developing brand strategy of spa destionation Prolom Banja in order to attract more 

domestic and foreign tourists.  

 

Bearing in mind above mentioned claims, author of this paper observed a research on 

attitudes, behaviour and satisfaction of domestic tourist towards tourist destinations in 

Serbia which was conducted by National Tourism Organization of Serbia. According to 

Stanković and Đukić, customer satisfaction concept has a significant place in marketing 

literature due to the fact that customer satisfaction shapes their future behaviour and 

contributes to generating loyal customers. Furthermore, authors claim that total 

customer satisfaction implies that customer expectations were satisified, superior 

performances where accomplished and long-term competitive advantage was achieved 

through attracting and retaining customers. (Stanković, Đukić, 2004)  

 

Likewise, author gave her opinion on how enhancement of a specific tourist destination 

could attract more visitors. The aim of mentioned research was to establish facts about 

demographic and economic characteristics of domestic tourists in sense of their 

vacations in Republic of Serbia in 2015, which includes towns, spa complexes, 

mountain resorts, rural households and other touristic destinations. Research task was to 

collect basic information about domestic tourists which spent their holidays in Republic 

of Serbia in 2015. These information included demographic status (gender, age, 

income, education, residence), motifs for choosing certain destination and methods in 

which information about destination were gathered, general satisfaction/dissatisfaction 

with chosen destination as well as awareness about state government and National 
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Tourism Organization activities for increasing interest in Serbian holiday destinations. 

Research was conducted between January and March of 2016, with a sample of 2005 

interviewees from 51 Serbian municipalities which have visited some of Serbian 

touristic destinations in 2015.  

 

Research has shown that 72% of domestic tourists have only once visited some 

destination in Serbia. Amongst visited destinations spa localities are dominating with 

more than 50% of overall travels. Amongst most visited localities in Serbia, spa locality 

Vrnjačka banja has 15% of overall destinations and is followed by Sokobanja with 

12%. Destination of specific interest in this paper Prolom Banja has only 2% of overall 

travels of domestic tourists in 2015.  

 

 

 
Figure 1. Display of frequency of visiting Serbian touristic destinations by domestic 

tourists 

 

Figure 2. Display of most visited Serbian touristic destination by domestic tourists 

 

Branding of spa complex Prolom Banja as a destination which is interesting for 

investments and tourism is very significant task for local community but also state 

authorities, due to the fact that local development influences regional and state 

development as well. Developing its touristic potential as key element of economic 

growth strategy will lead to attracting investments, which influences employment 

growth and consequently improvement of living standard in the community and 

beyond. Therefore, branding of this destination has to be treated from a marketing 

perspective, i.e. strategy of integrated marketing communication should be developed 

in order to achieve mind positioning of this destination as an attractive one amongst 

domestic and foreign visitors and investors. (Rakić, Gligorijević, 2009)  

 

So far, not much has been done in sense of turning this touristic gem into a well known 

touristic brand. First of all, this locality does not posses a slogan which would 
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communicate specific values of this destination. Branded destinations use slogans such 

as „Discover & feel“ the case of Spanish province Castilla-La Mancha, or „Smile, you 

are in Spain“ which is the national slogan of Spain, that are used to provoke peoples' 

feelings and senses and create pleasantness amongst target groups. These slogans are 

using emotional branding strategy, which implies that brands should make a connection 

with target groups on emotional level, but also encourage plesant human activities such 

as smiling, discovering and feeling. Therefore, these destinations will be perceived and 

remembered as friendly, adventurous and exciting. It can be concluded that touristic 

organization and local community of Prolom Banja should create specific slogan, 

which would clearly point out its main advantages and draw attention of domestic and 

foreign target groups. Furthermore, attention should be given to establishing set of 

unique visual characteristics which would be easily noticed, recognized and 

remembered by general public. Visual identity represents significant element in process 

of destination branding, since specific colors, shapes and fonts can be suitable means 

for communicating specific values of a place. Existing logo of Prolom Banja is written 

partially in Cyrillic script, which is hardly understandable for foreign tourist. The rest 

of logo, indicates the nature of this locality only by blue font color which refers to 

waters with a high balneological value. This rare natural resource should be 

emphasized and pointed out in a far more visible manner. Vicinity of other natural 

wonders, such as the Devil's town, and historic artefacts such as XII century churches 

should be highlighted already through destination logotype.  

 

Due to the fact that today most of information are collected via web presentations, 

social media, blogs and on-line forums where users have the possibility to exchange 

experiences and rate destinations, it should be interesting to increase the presence of 

this destination in online community. Advantages of online communication should be 

used to reach large number of possible visitors and investors without spending 

significant amounts of money on advertising and publicity. Therefore, development of 

central information system which would enable all interested parties to directly meet 

specific spa destination, i.e. its unique offer. Complete spa offer should be available via 

different on-line sources with specific information about accomodation, treatements 

and therapies, nutrition programs, medical personnel as well as beauty programs and 

leisure time activities, with the possibility of on-line booking. The necessity for 

introducing and developing this kind of communication with customers can be 

observed from the aspect of research results. On the following graph, it can be seen that 

amongst mostly used web sites for collecting information about touristic destionations 

that interviewees visited, they did not include destination official web sites. Visitors 

usually searched for information on local touristic organizations web sites possibly due 

to the fact that they trust in reliability of information provided by these organizations. 

Therefore, by designing interactive destination web site, which would not only provide 

all the necessary information but also create pleasant experience for its users and 

potenital visitors, awareness of this destination could be raised and improved. It would 

be advisable to use benefits of on-line advertising, and therefore create short, 

informative and interesting video clips which could be inserted on „Youtube“ and 

„Facebook“. By organizing giveaways, valuable contact information could be collected 

and later used for sending e-mail or text message proposals to possibly interested 

visitors.  
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Figure 3. Display of most commonly used web sites for collecting information 

 

Source: National Tourism Organization of Serbia 

 

Management should also consider the possibility of introducing loyalty programs and 

developing collaboration with specialized tour operators as well as launching joint 

venutre marketing programs with producers from health and beauty industry.  

 

Health tourism in Serbia is mainly focused on treatment and rehabilitation services 

which can be observed as its most significant development potential, due to the 

increasing global demand for specialized health treatments. On the other hand, this type 

of services are rather expensive and exclusive, therefore significant investments have to 

be made towards touristic offer of Serbian spa resorts in order to make them 

competitive in global touristic market. Experts in this field suggest that strategy of 

focusing on several country's markets should be implemented, such Germany, Italy, 

France, Austria and Scandinavian countries, due to the fact that expensive health 

treatments in stated countries will make people consider other countries' offers with 

affordable prices. Case of Hungary can be observed as a good example for developing 

spa tourism. This country branded itself as a destination with more than a thousand hot 

springs, offering unique combination of cultural experience with medical, health and 

wellness treatments. They are pointing out that flying to Hungary, undergoing a 

treatment, enjoying sights, cultural and shopping offer in Budapest still results in saving 

up to 40-70% of the amount that has to be payed for medical procedures in UK, 

Scandinavian countries or USA. Therefore, it is advisable for Serbian medical and spa 

destinations to apply the strategy of offering high-quality services for affordable prices, 

which could rather soon result in growing interest for these offers among foreign 

tourist.  
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 Conclusion 

  

Authors indicate that marketing orientation in tourism can significantly assist business 

organization in process of responding to market challenges. In sense of providing added 

value to customers in tourism industry, destination branding could be observed as a 

strategic solution, since it points out authenticity of a place which results in its 

recognition amongst foreign and domestic tourists. Due to the fact that Serbia has in its 

dispoistion significant natural resources and historic and cultural heritage, author's aim 

was to research which touristic products could contribute to improvement of domestic 

touristic destinations in very demanding international market. In this paper, author 

researched possibilities for branding specific locality in Serbia, spa complex Prolom 

Banja. Author gave its opinion on this subject bearing in mind results of researches 

conducted by competent institutions and examples of countries which sucessfully 

implemented branding strategies. It was concluded that strategic opportunity for 

observed touristic destination should be development of business tourism as well as 

health&spa tourism, since these two products show constant growth in generated 

revenues and interest. Author's assumption is that by branding this destintion in 

previously elaborated manner, this spa complex as well as local community could 

improve its tourism potential and benefit from it in economic and cultural aspect.  
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Abstract 
 

This paper will analyze the public administration in terms of organizational planning of human 

resources, since the study was conducted based on the organizational - institutional segment as 

the most important in human resource management. The area, which includes the study of 

public administration in the Republic of Srpska, in the previous period. Public administration 

reform is a complex process of reforms in the country, and the success of the reform depends on 

the speed of adjustment of the system of public administration. Two decades of public 

administration reform in the European Union, the same time period that corresponds to the 

existence of public administration in the Republic of Serbian, and due to the elapsed time can 

ask the question whether there is an adequate planning approach in hiring civil servants in the 

Republic, and that it is achieved level planning of human resources in public administration 

meet their needs, or it is necessary to reform. Public administration includes three entities: 

government authorities, entities with public authorities and bodies of local self-government, a 

particular object of our interest are the bodies of state administration in terms of planned needs 

for filling in their own workplaces, as well as filling, ie, the recruitment of civil servants on the 

jobs. From the foregoing, it is necessary to give an answer to the question whether the planning 

and employment in the Republic of  Srpska correspond to "the traditional way" of human 

resource management in public administration or in accordance with the application of modern 

concept of individualization of human resource management. The „traditional human 

resources management“ leads to the numerous problems in the functioning of the public 

authorities, since the HR planning is not carried out adequately enough. The aim of this report 

is point out the importance of adequate human resources planning for the effective functioning 

of the public authorities in Republic of Srpska. The main hypothesis is as follows: Planning and 

employment processes in Republic of Srpska, do not match the contemporary concept of human 

resources management, which is based on individualization. The methods used for the purposes 

of writing this paper are researching, case study analysis and comparative analysis.  

 

Key words: public administration; human resources planning; traditional HR planning; 

public administratives 
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Introduction 

 

In relation to employment in the public administration of the Republic of Serbian, there 

is the poor planning approach of administrative bodies in expressing the need for 

continuous recruitment of officials. One of the main problems, in line with that, is the 

fact that the recruitment procedures are often compounded by political influence on the 

Employment of staff. Namely, the modern planning concept, which involves combining 

the needs of workspace and employment of competent person is not applied at all. In 

this paper, main hypothesis are as follows: 

1. Planning and employment processes in Republic of Srpska, do not match the 

contemporary concept of human resources management, which is based on 

individualization 

2. Planning and employment processes in Republic of Srpska, are based on 

“traditional concept” of human resources management 

3. Planning process in Republic of Srpska, does meet the needs of administrative 

bodies in the existing procedure of recruitment of civil servants 

 

     Public administration and public authorities 

 

Public administration is a significant segment in the social and even the personal life of 

every individual. Interaction among an individual and the public administration is 

inevitable at birth, marriage and death.  The state forms its own government and 

determines its activities not only with the purpose of managing the affairs of state 

political character, but also to meet the vital needs of citizens. As acting administrative 

activities, as part of various entities (administrative bodies and organizations), an 

inevitable factor in people-public officials. The public (administrative) officials are 

personification of the administration and the inevitable link between citizens and the 

administration, and administrative organizations. In this regard, it is clear that the 

management system can not be better than the people who run it. (Pusic, 1993) 

Public servants at different levels of administration and management ranks of the civil 

service system as a subsystem of the administrative system. Establishing the civil 

service system, which should guarantee the existence of the rule of law and which 

should be easily accessible to citizens in practice, is demanding and complex task. The 

realization of such a task is carried out over a longer period. The civil service system 

needs to live up to its values, principles and rights, a process whose viability is 

achieved permanent construction. (Schmitz and Marcetic, 2005) 

 

There are important theoretical disagreement and divergence about the definition of 

public authority.  (Kunic, 2001) 

 

For the purposes of this paper, will be accepted the stand of the concept by which the  

public authorities involve three entities: government authorities, entities with public 

authorities and organs of local self-government, a particular object of our interest are 

the staff of the public administration. A public servant is a person who performs a 

public service. In theory, the concept of public servant is related to the public service, 

especially the civil service.  

 

However, in regard to previously mentioned concept of public authorities which 

involve three entities, by public servants will be considered the persons who carry out 
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certain tasks in the state administration, local self-government and territorial autonomy 

and institutions of public services and public companies. (Lilic, Milenkobiv, 2003) 

 

Civil service system, in the narrow sense, means the total system of categories in which 

public servants are classified according to predetermined criteria and which is the basis 

for their promotion, rewards and career development. (Vlatkovic, 2005). 

 

Financial competence of legislative power over administrative bodies is expressed 

through the adoption of the budget, when the administrative bodies allocate budget 

funds necessary for their completely or partial functioning.  

 

In fact, each year, the legislature returns in a complex procedure Budget Law that the 

elaborate budget items specified financing activities of all budget users including 

administrative bodies. Also, on the revenue side of the budget, some administrative 

bodies gives the obligation to collect certain financial assets. In line with that, 

administrative bodies are not only consumers but also the budgetary entities that collect 

funds, and the authorities that contribute to the revenue side of the budget as tax payers. 

(Vlatkovic, 2014) 

 

Personal (personal) jurisdiction of legislative authority over the administrative bodies is 

reflected in the fact that the legislature through the formation of the government and 

appointment of ministers as well as individual households authority directly affects the 

management of administrative bodies through the determination of strategic (top) 

management. (Vlatkovic, 2014) 

 

Civil service system is tied to the system of public administration. Most of the public 

administration system seems to be guided by a model or rule of law or the Anglo-Saxon 

notion of public interest. Very few system falls between these two models of synthesis 

that naturally seem inconsistent and irreconcilable. (Vlatkovic, 2014) 

 

Therefore, the function of the human resources required for developing new policies to 

recruit and retaining the necessary skills to provide a public service with high 

efficiency. In order to adapt resources to the needs of the public service human 

resources function adapts its organization and processes in three areas: recruitment, 

individual approach and competence development. Recruitment methods adapted to the 

required profiles and their availability on the market. 

 

It is often mentioned the number of key principles which make the structure of public 

service, which are there only to justify the specificity of human resources in this sector. 

These specifications are reflected in the following:  

 the need for ensuring the continuity and variability of public service 

 the need for employees in the public sector to be impartial and neutral in the 

performance of public 

services 

 the need for equal access to the status of public sector employee. 

 

There is a reliance on the structural principles to justify a specialty of protected status 

and guarantees enjoyed by public sector employees. All these principles are a key 

factor of attracting in terms of recruitment. However, these specific features have an 
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impact on all HR processes, as, for example, confirmed with the use of competitive 

examinations for entering the civil services. (Vlatkovic, 2014) 

 

Partial or full identification of characteristics specific for public administration, would 

in that way, justify maintaining certain processes. This idea is contrary to the idea of the 

"new public management" and the principle of harmonization of public administration 

with private management. However, although the mere existence of the civil service 

and its structural principles are not fundamentally called into question the extent, the 

level to which these principles are applied has changed. That is shown in several studies 

(IGPDE, 2008), that indicate the development of mixed recruitment method, which 

combines the qualifying exam and other models (this is partly associated with the 

difference between the civil service based on career and civil service based in the 

workplace). (OECD, 2004) 

 

There is one point that seems unquestionable and that is the key role played by 

recruitment in the quality of human resources. Although the entrance exam may still be 

the most commonly used method of recruitment, the way it is organized is changing 

and new recruitment methods have been developed to attracting the required 

competences. Moreover, recruitment has been partially decentralized to optimize the 

performance of these functions. 

 

   Human resources planning in public sector 

 

Criticism of the traditional way of managing human resources of public administration 

are related to its shortcomings in terms of creating the conditions for high performance, 

summed up the US Columbia University professor Sejr Wallace (Wallace S. Sayre) in 

saying that the old strategy contributed to the "victory of technology over the purpose". 

(Carnevale and Ham, 2005) 

 

The introduction of the new public management and attribution of greater importance 

of effectiveness in public services, achieving the higher levels of the quantitatively 

measurable effect, made it necessary to adjust the human resources policy.  

 

The ultimate effect of any organization, including public administration, directly 

depends on the quality of employees - from executives to the so-called “tellers” (street-

level bureaucrats). Therefore, the academic community ever since the eighties 

emphasized that adequately designed human resource management policies aimed, 

among other things, by setting the right person in the right place, managers can save a 

lot of time and energy and prevent the adverse situations. (Mosher, 1982) 

 

It is a modern application of the concept of individualization, conceived in the forties of 

the twentieth century in the context of the movement of humanistic management. The 

concept is advocated to proper connection of the professional qualifications and skills 

for the workplace, increases productivity and employee satisfaction, as well as reduces 

absence from work and violating the working atmosphere. (Leagreid and Wise) 

 

Assumption of the managing methods from the corporate sector has brought a more 

innovation in the practice of human resources management in public administration 

postindustrial democratic regimes that have caused the change of model employment.  
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The most advanced novelties refer to the decentralization of authority for recruitment of 

new employees, replacing the special legal status of public servants in terms of the 

sustainability of employment general regulations governing the employment 

relationship at the national level, through the engagement of temporary contracts with 

no guarantee that it will be extended, performance-related pay and partial deviation 

from collective bargaining on the price of labor.  

 

However, the decision by governments of developed countries to the eighties and 

nineties of the twentieth century was to reduce the number of employees in the public 

sector can be attributed to political demands for balancing the budget policy, caused by 

dramatically growing volume of public debt, rather than the visionary creators of the 

national strategy for the reform of human resources management. (OECD, 2005) 

 

Comparative review of data on the reduction of the number of public servants by 

countries and in relation to the share in the total labor force shows that layoffs have not 

been drastical. (OECD, 2005) 

 

Only in the United Kingdom in the period from 1979 to 1999, the number of the labor 

force in the public sector decreased by as much as approximately one-fifth (23 percent) 

– which means from 6.5 to about 5 million of employees. (Hughes) 

 

The reduction in the number of employees in some countries, like the United States, 

and continued in the first decade of the twenty-first century. George W. Bush was 

motivated by reducing dissatisfaction with elected officials and citizens with public 

officials continued Regan strategy of reorganization of the public administration 

through the privatization of numerous public affairs, supposedly to improve efficiency 

by reducing the number of public servants - although the core issues were in human 

resource management and not in the number. (Carter and Kitts) 

 

Reducing the number of public servants and greater powers of leaders regarding the 

release of opened box of constant conflict between the politically appointed managers 

of the Bush administration and the trade unions of public servants who work 

environment makes it uncomfortable to achieve good results and to some extent 

discourages employees.(Thompson)
  

 

The successful human resources management in public administration, as well as any 

other type of organization, must have a strategic dimension in the form of a conceptual 

and planning framework as a management support the organization's goals, vision for 

the future, the central values etc. Achieving the purpose of the existence of public 

administration and the specific targets in terms of implementation of public policies 

viewed through the plane of human resources management should include investment 

in public officials in order to improve the overall ultimate effect on long and short term.  

(McNabb, 2009)
 

 

Investing in people, includes a set of measures to improve managerial skills, assessment 

and forecasting capabilities of each employee individually and as part of a team, and 

creating better systems and tools for successful activation and recruitment of potential 

employees to achieve the goals of the organization. Ethics is one of the cornerstones of 

successful strategic thinking human resources policy in the public administration. 
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Theorists of the public administration and valid international standards in the field of 

ethics of public service point and the role of high-quality human resources management 

- especially in the field of personnel policies, opportunities for advancement and reward 

- to ensure an environment conducive to morally correct behavior. (Dresang) 

 

During the last three decades there have emerged numerous calls from academia to 

reform the existing national policies of human resources management. One 

recommendation was that the management of human resources to the ethical 

component, were it was pointed out that it must be installed, and that managers of 

services that deal with this issue must begin to think and make decisions as moral 

activists. (Facer and Bradbury) 

 

Application of ethics in management is the best way to ensure that the work tasks to be 

undertaken in a spirit of public interest and that the behavior in the workplace to be 

morally right. (Menzel) 

 

The entire system of human resources management in public administration - hiring 

new employees, promotion, remuneration and social rights, training and performance 

evaluation - should be guided by the principle of merit. Despite the different 

interpretations, there is the agreement that the principle of merit in the basic meaning of 

the practice includes employment and promotion in the public service in accordance 

with the standards of education, expertise, skills, performance and with equal treatment 

of all applicants or employees in terms of gender, age, marital status and political 

orientation, and ethnic, racial and religious affiliation. (Schultz) 

 

Conclusion 

 

Civil service system of the European Union pays special attention to the selection 

procedure officials, and in this office procedure for the selection of officials of the 

European Union, as well as professional institutions carried out a selection procedure 

based on highly sophisticated methods and techniques, only a knowledge and skills-

based principles that allow entry into service of only the highest quality candidates. The 

selection process is time-consuming and exhausting but totally objective, depoliticized 

and impartial and can be a model in building a national system of selection of civil 

servants. Also, the selection committee to make the selection of candidates, the 

majority are formed by the head of the body of their work have undoubtedly influence. 

Admission of candidates in the Republican public administration in accordance with the 

standards of merit generally accepted in developed democracies, and applied the 

centralized model with a unique method of delivery for the whole public administration 

at the state level. The procedure of admission of new civil servants is organized so that 

professional competence, knowledge and skills are taken as the basic criteria, and then 

their elements are checked to determine whether the candidate's ability appropriate to 

the post for which he applied. In the process of receiving test the knowledge of public 

administration and to some extent the expertise associated with the post. As for the 

professional examinations of candidates in the Civil Service Agency, the analysis 

showed the existence of a permanent tendency of citizens for verification of the 

appropriate level of qualification for work in state administration.  
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Based on data analyzed in this paper, it can be concludde that there is a significant 

market workforce in Republic of Srpska, including the people with the high level of 

motivation for eorking in the public sector. Also, it can be concluded that by a number 

of candidates who participated in the tender procedure, there is a tendency to be 

employed at any job that is offered in the competition, because they filed several 

applications for different jobs. The foregoing indicates that it is necessary to introduce 

specialized testing in the process of selection of candidates for admission to 

employment of the state administration. 

 

Based on the results of the reporting period can be determined that the needs of the 

administrative bodies in the Republika Srpska been variable, and did not represent the 

continuity of total demand, and on the contrary are evidence that administrative bodies 

sporadically delivered staffing requirements. Based on the data of the observed period 

from 2010 to 2015, the year it can be concluded that the real increased the number of 

candidates participating in the competition procedure (6.75, compared to the maximum 

value of the observed period of 5.53 candidates who participated in the tender 

procedures in relation to the needs of the administrative bodies for staff recruitment), 

and it can be concluded that each year more and more growing interest of candidates 

for employment in public administration. Compared to the reference period in 2015.- 

that year there was a significant decrease in the number of employees in relation to the 

number of participants in the contest procedures (7.62% compared to the minimum 

value of the period under review from 9.53%). 

 

This trend does not accept the modern concept of "individualization of human resources 

management", because in public administration visibly there is no continuity in the 

planning of human resources. Results of this study support the results that the situation 

in public administration, similar to "the traditional way of managing resources", which 

shows a positive trend in terms of technical development and management of a central 

register of staff in 2015-the year. Otherwise, the traditional concept of development 

support in terms of technical management staff, which confirmed the claims of the US 

Columbia University professor Wallace S. Sayre, that the old strategy contributed to the 

"triumph of technology over the purpose." 

 

To be in the system of public administration, there has been progress in the area of 

human resource management, in addition to the existing technical training central 

registry of personnel and parts of records that individually lead institutions, it is 

necessary to make a reform in terms of the introduction of the new public management 

and attribution effectiveness of work and services public services in terms of, 

quantitatively measurable effect of the work or services, and this effect certainly 

depends on the quality of employees, from executives down to tellers in the public 

administration of the Republic Srpska. 
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Abstract 
 

The interest in innovation spans from the firm level to the national level. It is argued that 

countries can achieve higher rates of growth and favorable terms of trade by specializing in 

knowledge intensive products with higher value added. For this reason policy makers have 

been struggling to develop policies which would stimulate spending on R&D activities and 

increase the efficiency of the innovation process. Inability to stimulate R&D spending and 

enhance the innovation activities of the firms can be traced as one of the most important factors 

to increase competitiveness and economic growth. 

 

The paper compares the role of innovation in productivity growth in two Central and Eastern 

European countries - Bulgaria and Romania, with the role of innovation in productivity growth 

in Germany. We use firm level data from the Eurostat’s Community Innovation Survey (CIS 

2008). In this regard, we apply CDM model in order to estimate the links between the R&D 

engagement, R&D intensity, innovation output, and productivity in each country observed. In 

order to measure the role that innovation has over productivity growth we use the so-called 

CDM model based on Crepon et al. (1998). It is a structural model that directly links R&D 

engagement and intensity to innovation outcomes measured either as process or product 

innovation, and then estimates the effectiveness of the innovative effort leading to productivity 

gains. 

 

The main findings from our study are: first, different processes drive firms’ decision to engage 

in R&D in Bulgaria and Romania in comparison to Germany; second, R&D intensity is not 

important factor of product innovation in observed CEE countries; third, information from 

customers for product innovation and setting high environmental standards for both process 

and product innovation appear to be very important factors in all three observed countries; 

fourth, product innovation leads to higher productivity in both Bulgaria and Romania, while 

process innovation leads to higher productivity only in Bulgaria, but not in Romania. 

 

Key words: innovation, productivity, CDM model, Community Innovation Survey 2008, 

Central and Eastern European countries. 
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Introduction 

 
The purpose of this paper is to access the role of innovation in the productivity of three 

EU countries. In the literature, it is argued that countries can achieve higher rates of 

growth and favorable terms of trade by specializing in knowledge intensive products 

with higher value added. For this reason policy makers have been struggling to develop 

policies which would stimulate spending on R&D activities and increase the efficiency 

of the innovation process. Inability to stimulate R&D spending and enhance the 

innovation activities of the firms can be traced as one of the most important factors to 

increase productivity, competitiveness and therefore economic growth. 

 

Expenditure for research & development or number of patents by country are one of 

commonly used measures of innovation. Although they are good measures of 

innovation they possess a lot of weaknesses. R&D expenditure is a measure of inputs 

and takes no account of the productivity and the effectiveness of the research effort. 

The number of patents, on the other side, is very crude measure of inputs, there are very 

different values between countries and the measure captures only some sorts of 

intervention (Griliches 1979,1994 and Griliches and Mairesse, 1998). 

 

We use so-called CDM model, in order to measure the role that innovation has over 

productivity growth based on Crepon et al. (1998). It is a structural model that directly 

links R&D engagement and intensity to innovation outcomes measured either as 

process or product innovation, and then estimates the effectiveness of the innovative 

effort leading to productivity gains. This model has been widely used in the empirical 

literature dealing with developed countries (for example, Loof and Heshmarti 2002, 

2006; Klomp and Van Leeuwen 2001; Van Leewen and Klomp 2006; Criscoulo and 

Haskell, 2003; Janz et al. 2004; Parisi et al. 2006; Benavente 2006; Mohen et al. 2006; 

Jefferson et al. 2006; Griffits et al. 2006; Bessler and Bittelmeyer 2008).  The empirical 

literature dealing with post-transitional economies from Central and Eastern Europe 

(CEE) is rather scarce. The authors Hashi and Stojcic, published two papers in  2013 

and 2014 that estimate the impact of innovation activities on European firm 

performance, including firms from some CEE countries, using data from Community 

Innovation Surveys in 2004 (CIS4) and 2006 (CIS6). Both papers presents the results 

on European level, without specifics on CEE level or country level. 

 

The great bulk of economic growth in EU is due to the replication of existing 

technologies through investment and expansion of the labor force. Also, between EU 

countries there is a significant difference in the systems driving innovation and 

productivity. Therefore, we selected two countries of CEE, Bulgaria and Romania, and 

try to find the reasons for their lower level of productivity and their lagging behind the 

productivity of the ‘old’ EU member countries which are highly developed and highly 

productive, represented by Germany. So, the present paper contributes to the literature 

in three ways. First, it presents the finding for the role of innovation and productivity 

growth in two CEE countries, using CDM model. Second, it points out the innovation 

deficits in CEE countries in comparison with productive Germans’ firms. Third, the 

empirical analysis is based on data from Community Innovation Surveys 2008 (CIS 

2008). 
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The paper is organized as follows. Section 2, explains some historical and theoretical 

aspects for the analyzed topic. In section 3 we present overview of the literature dealing 

with related aspects.  Section 4, explains the econometric model and presents the data 

used in the analysis. In section 5 we present and interpret the results obtained from the 

analysis, followed by conclusion.  

 

Historical and Theoretical Framework 

  

For thirty years, between 1950 and 1973 Europe enjoyed a ‘Golden age’ of growth, 

stability and social cohesion. The average GDP growth rates during this period reached 

the highest value of 4.84 percent. Since then, the average GDP growth rate is declining 

and in the period 1973-1995 it was 2,61 percent and for the period 1995-2013- 2,03 

percent.  

 

In addition, there are also larger differences across European countries in labor 

productivity development. Table 1 presents the most common indicators of labor 

productivity for selected years for the EU countries: GDP per person employed and 

GDP per hour worked. These indicators are converted from national prices to Euros in 

Purchasing Power Standards (PPS) values, which help to eliminate price level 

differences between countries. The data show the labor productivity levels in EU 

member countries, with respect to EU average (EU 27=100). 

 

Table 1. Labor productivity indicators and R&D intensity across EU countries 

  Labor productivity indicators     

  

GDP in PPS per person 

employed Index 

(EU27=100) 

GDP in PPS per hour 

worked (EU27=100) 

R&D 

(average  

2002-2014, 

as 

percentage 

of GDP 

  2002 2008 2013 2002 2008 2013   

EU28 99,8 99,8 99,9 99,8 99,9 99,9 1,880 

CEE 

average 55,4 65,4 69,8 48,4 57,3 62,4 0,918 

Germany 106 108 107 124 126 126 2,617 

Bulgaria 34 39,7 43,4 34,6 39 43,2 0,525 

Romania 29,4 49,1 51,7 26,5 43,5 45,1 0,442 

Source: Eurostat database 

Note: CEE countries: Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia, 

Lithuania, Poland, Romania, Slovakia and Slovenia. 

   

From the data in Table 1 we can see that Central and Eastern European countries have 

wide productivity gap with the strongest members states of the European Union and 

most of them perform relatively poorly on productivity and innovation. The average 

productivity level of the CEE countries is around 60 percent of the EU average.  

Bulgaria and Romania have the lowest labor productivity levels of all EU counties 

during the whole analyzed period.  
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European Union is also lagging behind in the investment in research and development 

(R&D). According to the objectives set out by the European Commission (2010), 

‘Europe 2020’, each EU member state should consider costs for R&D to be amounted 3 

percent of its national GDP (same as in the Lisbon strategy). In the period 2002 - 2013, 

the cost of R&D calculated as a percentage of GDP in the European Union are 

relatively fixed, and moving with an average value of 1.88 percent of GDP, which is 

below the set limit. The average value for the CEE countries is 0.92 percent of GDP 

which is extremely low percentage.  

 

The post war growth in Europe was largely based on imitations and driven by capital 

accumulation. A system built around the assimilation of existing technologies, mass 

production generating economies of scale, and an industrial structure dominated by 

large firms with stable markets and long term employment patterns no longer delivers 

in the world of today, characterized by economic globalization and strong external 

competition. What is needed now is more opportunity for new entrants, greater mobility 

of employees within and across firms, more retraining, greater reliance on market 

financing, and higher investment in both R&D and higher education which requires a 

massive and urgent change in economic policies in Europe (European Union, 2003).   

 

In order to preserve its role as a leading exporter, the Union needs to continue making 

the transition to knowledge-based economy and creating economic growth that is based 

on innovations. The latest Community Innovation Survey (CIS)
255

 2012 shows that the 

proportion of innovative enterprises fell below 50 percent in the EU in 2010-2012, 

compared to previous periods: 2006-2008 and 2008-2010, and the pattern is observed in 

the majority of Member States (Eurostat, 2015).  The highest proportion of enterprises 

with innovation activity were recorded in Germany (66,9 percent), Luxemburg (66,1 

percent) and Ireland (58,7 percent), and the lowest proportion in Romania (20,7 

percent), Poland (23 percent) and Bulgaria (27,4 percent). Also, the summary 

innovation index, reported by the European Union confirms the statement that Germany 

is among the innovation leaders, together with Sweden, Denmark, Finland and 

Netherland. On contrary, Bulgaria and Romania are the modest innovators.  

 

In this paper, we use comparative data for Bulgaria, Romania and Germany at firm 

level from the CIS data which provide indicators of innovation input and outcomes. 

This allows us to disentangle the contribution of R&D intensity from the effectiveness 

of innovation effort in leading to productivity gains. We chose to compare the worst 

performers, Bulgaria and Romania as advanced transition economies from Central and 

Eastern Europe, that joined the European Union in 2007 and Germany, the innovation 

leader, one of the oldest member states. We try to assess the main drivers of the 

innovation process in two different institutional settings, associated with process or 

product innovation activity. Long-term expectations should move in direction by 

undertaking comprehensive structural changes, such as improving innovation systems 

in Central and Eastern European countries, to overcome structural differences between 

individual member states and increase the overall productivity and competitiveness of 

the Union.   

                                                           
255

 Community Innovation Surveys are designed to provide information on the innovativeness of sectors by type of 

enterprises, on the different types of innovation and on various aspects of development of an innovation, such as the 

objectives, the sources of information, the public funding, the innovation and expenditures. 
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Literature review 

 

In today’s scientific literature the relationship between innovation and productivity is 

not well established. Scientific studies still have not conclusively determined whether 

innovation is a mean of improving the productivity and therefore, competitiveness of 

the firms and their performance. At micro level, the role of innovative firms in modern 

economies has been emphasized. Such firms which develop specific capabilities and 

are often included into corporate production networks and are characterized by higher 

rates of employment and output growth. At the macroeconomic level, innovation tends 

to contribute to the accumulation of capital, and growth of employment and multifactor 

productivity (OECD, 2001). However, the relationship between research and 

development (R&D) expenditures, innovation and productivity is not straightforward. 

 

The role that innovation has on productivity is analyzed by using individual firm data in 

the studies of Lööf and Heshmati, 2006; Janz et al., 2004; Parisi et al., 2006, Johansson 

and Lööf, 2009 and Griffith et al. 2006.  The used methodology is based on the study of 

Crépon et al. (1998) who first used a structural model including the allocation of 

resources to R&D activities, the innovation output and the productivity of firms which 

constitute the three stages of the whole process of innovation. This model (called CDM 

model) points to the concept of ‘knowledge production function’ (Griliches, 1986) 

recognizing that knowledge created through R&D capital stock is an important 

production factor of firm innovation output, and thus assumed to determine the level of 

productivity indirectly via its impact on innovation output. In our study we also use the 

CDM model which takes the following form: firms decide how much to invest into 

R&D and as a result of the investment, knowledge is produced, that can result in 

innovation outcomes. The innovation outcomes can take two forms - product and 

process innovation.  

 

In the study of Griffith et al. 2006, the analysis confirms the link between R&D and 

knowledge but process innovation is only associated with higher productivity in France. 

Product innovation is associated with higher productivity in France, Spain and the UK, 

but not in Germany.  On contrary, the study of Parisi et al., 2006 implies that process 

innovation has a large impact on productivity. Furthermore, R&D spending is strongly 

positively associated with the probability of introducing a new product, whereas fixed 

capital spending increases the likelihood of introducing a process innovation. This 

implies that R&D can affect productivity growth by facilitating the absorption of new 

technologies. The study of Nguyen-Thi and Martin, 2015 with special aspects on ICT 

use in the firms in Luxemburg, also confirms that labor productivity is positively 

associated to technological innovation conditional to R&D expenditures and ICT use 

and indirectly via the impact of innovative performance on productivity.  

 

In the study of Lööf and Heshmati, 2006 the positive relationship between innovation 

and productivity growth for service firms is independent of the degree of novelty of the 

innovations. On contrary, the results of the study of Janz et al.2004, based on Estonian 

service sectors reveals that all linkages between innovation and productivity or its 

components are positive.   

 

A multi-stage approach to innovation, based on CDM model, is applied to the European 

firms from the fourth Community Innovation Survey (CIS4) in the study of Hashi, I., & 
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Stojčić, N. (2013). Their findings reveal a positive relationship between innovation 

activities and productivity. In making innovation decisions firms rely on the knowledge 

accumulated from previously abandoned innovations and cooperation with other firms 

and institutions and other members of their group. Larger firms are more likely to 

embark on innovation activities and invest more in innovation but innovation output 

decreases with firm size. 

 

Regarding the CEE countries, there are only few published studies, as the best 

knowledge of authors. The study of EBRD (2014), as well as Friesenbichler and 

Peneder, 2016, focus on the impact that different forms of innovation and the quality of 

management practices have on firms’ labor productivity in transitional countries using 

the EBRD and World Bank’s fifth Business Environment and Enterprise Performance 

Survey (BEEPS V) conducted by the EBRD, the World Bank and the European 

Investment Bank. Friesenbichler and Peneder, 2016 focus on Eastern Europe and 

Central Asia, and their finding confirm that both competition and innovation have a 

simultaneous positive effect on labour productivity in terms of either sales or value 

added per employee, as does a high share of university graduates and foreign 

ownership. Further positive impacts come from firm size, exports or population density.  

Kolasa, 2008 provides evidence on factors driving productivity growth in the new EU 

member states, focusing on Polish manufacturing industries. The results obtained 

indicate that companies in Poland benefit significantly from transfer of technologies 

accumulated in more developed economies and by supporting innovation or other 

activities increasing their absorptive capacity, particularly in high-tech industries, 

relatively privatized industries and industries initially further from the technological 

frontier. Moreover, since the econometric analysis focuses on the case of Poland, the 

findings may not necessarily be relevant for all other new EU member states. 

 

Stojčić, N. & Hashi, I. (2014)  investigate the impact of innovation on firms’ 

productivity across a number of East and West European countries, using a firm-level 

dataset from the 2006 round of the Community Innovation Survey (CIS6). Their results 

provide support for the relationship between different stages of the innovation process 

and confirm the impact of innovation output on productivity. Also, they found 

differences in the productivity associated with the type of innovation activities 

undertaken. 

 

Very interesting comparison between West and East is made by Kornai, 2010, in 

particular, whether the difference in technological progress can be explained by the 

basic attributes of the capitalism and central socialist economies. In capitalism if a very 

promising innovation is rejected by the first company, another may be willing to 

embrace it, while in the centralized socialist economies, the innovative idea follows the 

official pathways, and in case of a declared negative decision no appeal can be made. 

The author claims that besides the quite strong system-specific effect, other numerous 

other factors play significant roles: the country’s state of economic development, the 

level of education, including the training of researchers, the level and the institutional 

framework of financing academic research and industrial R&D activity, research 

financed by the military and so on.  
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Model specification 

 

The analysis in this paper is based on the standard CDM model (Crépon et al. 1998). 

The model has structural form consisting of four equations. The first two equations 

depict the firm research behavior, where the first one presents the firm’s decision to 

engage in R&D activity, and the second one presents the intensity of R&D activity. The 

third equation is knowledge or innovation production function, where knowledge takes 

two different forms: process and product innovation. The fourth equation deals with the 

impact of innovation output on productivity. 

The first two equations are based on a generalized Tobit model (Heckman, 1976, 1979). 

The first equation is defined as follows: 

                                                                                                                     (1) 

where  is an unobserved latent variable which accounts for firms’ engagement in 

innovative activity,  is a vector of determinants of engagement in innovation activity, 

 is a associated coefficient vector,  is random error, and  index firms. 

The firms’ innovation activity presents some decision criterion, such as the expected 

present value of the firm profit accruing to research investment. It can be proxy by the 

firms’ R&D expenditure. However, only a small proportion of firms’ engage in formal 

R&D activities, though many have some form of innovative activities. Therefore the 

following observable binary variable   is used of whether or not a firm is engaged in 

innovation or not: 

 

So,  is dummy variable which takes the value 1 if the firm reports continuous 

engagement in intramural R&D activities during the observed period and value 0 if not.  

The second equation is conditional on firm  engagement in innovation activity. It 

accounts for the intensity of R&D activities: 

                                                                                         (2) 

where  is actual R&D intensity per employee of firm  when the firm does 

research (both  and  are expressed in logarithms),  is a vector of determinants of 

innovation intensity,  is a associated coefficient vector, and  is random error that 

summarizes omitted determinants and other sources of unobserved heterogeneity. 

 

The explanatory variables in the equations (1) and (2) are international competition, 

cooperation, public support, firm’s size, sources for innovation and type of industry. 

International cooperation is dummy variable which takes value 1 if the firm’s most 

significant market is international in order to capture the exposure of international 

competition. Cooperation is dummy variable which takes value 1 if the firms have 

some cooperative arrangements on innovative activities during observed period. Public 

support is measured by the three dummy variables which indicate whether firm 

received local funding, national funding or EU funding for innovation projects during 

observed period. Firm’s size is categorical variable with three groups: less than 50, 

between 50 and 249, and 250 and more employees. Sources of innovation are measured 
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by different dummy variables which present internal sources within firms, internal 

sources within groups of firms, and external sources of information (universities, 

government, suppliers, competitors and customers). Type of industry consists of set of 

dummy variables which present the main business activities.  

 

The third equation in the model is the knowledge or innovation production function 

(innovation outcome): 

                                                                                           (3) 

where  is knowledge proxied by product or process innovation indicators,  is latent 

innovation intensity from equation (2),  is a vector of other determinants of 

knowledge or innovation function,  is a associated coefficient vector,  and  are 

associated coefficient vectors, and  is random error. The two different types of 

innovations in the firms – the product and the process innovation, are measured as 

indicator (dummy) variables. So product innovation takes the value 1 if the firm reports 

having introduced new or significantly improved products. And similarly, process 

innovation takes the value 1 if the firm reports having introduced new or significantly 

improved production processes. 

 

Finally, the last equation of the model is the productivity equation. It relates the 

innovation output with the firm’s performance, as an augmented Cobb-Douglas 

production function with labor, capital and knowledge input: 

                                                                                            (4) 

where  is labor productivity (log of output per worker),  is estimation of predicted 

values of knowledge production function (3),  is a vector of other determinants of 

labor productivity,  is a associated coefficient vector,  and  are associated 

coefficient vectors, and  is random error. 

 

Following Griffits et al. (2006), in the present paper the four equations are estimated 

using STATA. The estimation is consisted of three steps. In the first step, the system of 

equations (1) and (2) are estimated using Heckman procedure, as a generalized Tobit 

model by maximum likelihood, assuming that the random errors  and  are 

bivariate normal with variances  and , and correlation coefficient between 

them . In the second step, the equation (3) is estimated by maximum likelihood 

as two separate probit equations for the process and product innovation indicators. The 

, which represent the firms’ innovation intensity, is taken from the estimated 

equations (1) and (2). So, the estimate of equation (3) is done for the sample of all 

firms, not only the sub-sample of those reporting R&D expenditures.  In the third step, 

the productivity equation (4) is estimated using the predicted values from the second 

step in order to take care of endogeneity of . 

 

Data 

 

In our analysis we used the data provided by Eurostat in their Community Innovation 

Survey (CIS 2008). The CIS08 represents a harmonized survey which aims to collect 

microdata on innovation activities conducted between 2006 and 2008 in enterprises 

from EU member states. We focus on cross-sectional samples for three countries: 
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Bulgaria, Romania and Germany. Bulgaria and Romania represent two Eastern 

European countries who were recently admitted to EU, whereas Germany was included 

in the analysis for the purpose of comparing the innovation behavior of Eastern 

European firms and firms from more productive European country. The total number of 

firms included in sample for each country is as follows: 3817 (Bulgaria), 2489 

(Romania) and 5270 (Germany). 

 

We apply the same estimation strategy as Griffith et al. (2006). However, we use a 

newer version of CIS (the aforementioned paper used the CIS3) which excludes several 

questions that were addressed in the previous questionnaires, and thus end up with a 

slightly different set of variables. In particular, the CIS08 excludes the appropriability 

conditions data and the demand factors of regulation and standards. Moreover, the 

CIS08 dataset does not provide exact data on the number of employees in the firms, 

instead the firms are grouped into three categories depending on whether they have less 

than 50, between 50 and 249, or 250 and more employees. The missing of the exact 

values of this variable creates an obstacle to our analysis since some of the other 

variables have to be scaled down to their ‘per employee’ counterparts in order for 

adequate comparison between the firms. To circumvent this problem we approximate 

the number of employees in a firm by recoding the CIS08 employee variable as the 

average value of the interval in which the firm was stationed (25, 150, 275). 

 

The summary statistics of the variables used in the analysis is presented in table 2. The 

highest proportions of firms reporting that they have engaged in R&D and have process 

and product innovations are in Germany, smaller in Romania and the least in Bulgaria. 

This is in line with the indicators of labor productivity presented in table 1. But 

contrary to this fact, Bulgarian firms that carry out R&D do it more intensively that 

their Romanian counterparts. R&D intensity in Bulgaria is higher than for the 

Romanian firms and investment per employee is higher in Bulgaria than in Romania 

that can be explained as a fact that in Bulgaria, the proportion of small firms (less than 

50 employees) to other firms is by far bigger than in Romania. Nevertheless, both 

countries are still nowhere near the German level of innovation and productivity. 

 

Table 2. Summary Statistics (Mean value of the variables) 

Variable Bulgaria Romania Germany 

Observations 3817 2489 5270 

Knowledge/Innovation    

R&D engagement 0.089 0.289 0.460 

R&D intensity 6.673 5.632 8.195 

process innovation 0.104 0.162 0.270 

product innovation 0.113 0.170 0.417 

labour productivity 9.687 10.308 12.047 
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Investment intensity 6.112 5.935 7.461 

Public support    

Local funding 0.005 0.039 0.098 

National funding 0.059 0.077 0.114 

EU funding 0.051 0.078 0.034 

Health and Safety Aspects    

High 0.234 0.305 0.123 

Medium 0.298 0.341 0.168 

Low 0.157 0.175 0.167 

Not relevant 0.311 0.179 0.541 

Sources of information    

Internal 0.248 0.474 0.382 

University 0.029 0.058 0.056 

Government 0.020 0.061 0.024 

Suppliers 0.209 0.343 0.090 

Competitors 0.129 0.168 0.114 

Customers 0.224 0.280 0.313 

Other    

Cooperation 0.167 0.193 0.225 

International competition 0.129 0.196 0.170 

Size    

250+ 0.035 0.134 0.261 

50-249 0.196 0.427 0.321 

0-49 0.769 0.438 0.418 

Note: Data are from the CIS08 in each country. 
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Further observations reveal that these differences between the Eastern European 

countries and Germany may appear as a consequence of the contrasting structure of 

public support. Bulgarian and Romanian firms rely mainly on national and EU funding, 

and the local funding is neglected, whilst the local funds represent a source of public 

support for most German firms. Another reason may be the differing health and safety 

aspects, as they are significantly more important for Eastern European firms. On the 

other hand, the sources of information and the presence of cooperation and international 

competition are of similar relevance for innovation across all countries. Altogether, the 

summary statistics signal that innovation plays a slightly different role in the growth of 

productivity in the countries we examine, and that this difference is even bigger when 

comparing Eastern Europe to Germany. 

 

  Interpretation of results 

 

The results of the estimation procedure will be presented in this section along with the 

appropriate explanations. The analysis was conducted in parallel for the samples of 

firms from the three countries: Bulgaria, Romania and Germany.  For expositional 

convenience the results for each stage of the innovation process will be presented in 

separate sub-sections. 

 

    R&D Engagement and R&D Intensity 

 

We start by considering estimates from the generalized Tobit model for the firm 

research behavior.  The first three columns (left-hand panel) in Table 3 shows estimates 

of the determinants of whether a firm engages in R&D continuously over the period 

2006-2008, with one column for each country. As already discussed we consider all 

firms as engaging in innovative activity, but only some engaging in a sufficient amount 

for it to be reported as ‘continuous R&D’. The second four columns (right-hand panel) 

in Table 3 show the corresponding estimates of the determinants of how much firms 

invest in R&D, conditional on doing R&D. 

 

The numbres reported in the tables are marginal effects. All of the explanatory 

variables are dummy variables, so the marginal effect is that of changing the dummy 

variable from 0 to 1. Overall we find that some marginal effects are similar, but since 

the analysis is conducted in different economic environments the results indicate some 

specifities. Specifically what we see is the following. 

 Although it may be expected that firms that operate mainly in international 

markets are more likely to engage in R&D it is only evident for the firms in 

Germany. For the firms in Bulgaria operating mainly in international markets 

is significant for continous engagemnet in R&D but only at 5 percent level. 

For the Romanian firms operating in international markets is not an important 

factor for continously engaging in R&D. 

 Moreover, the results are even worse when we observe the importance of the 

international market cooperation over the R&D intensity. It is only slightly 

significant for Germany (on 10 percent), for Bulgaria it is not important, and 

for Romania is even negatively statisticaly significant on 5 percent level. This 

means that for firms operating on international markets  in Romania the R&D 

expenditure per employee diminishes. This fact may be explained as transfers 

from the TNC affiliates operating in Romania to their mother firms.  
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 Cooperation arrangements on innovation activities are statistically significant 

only for German companies. For the firms operating in Bulagaria or Romania 

the cooperation arrangements within enterprise group, with suppliers, with 

clients or customers, with competitors, with consultants, commercial labs, 

private R&D institutes, universities or governement or public research 

institutes don’t have important influence over their R&D intensity. This 

indicates that in Bulgaria and Romania there is insufficient cooperation in the 

field of R&D between firms and other firms, between firms and suppliers, 

customers,  competitors, consultants, commercial labs, private R&D institutes, 

universities or governement or public research institutes.  

 Receiving national or EU funding has very significant impact on the firms to 

engage in R&D continously in all three countries. For all of them national 

funding has greatest impact  on the R&D continous engagement. For Germany 

local funding is also important, but for Bulgaria and Romania it is not and 

even bears negative sign. 

 Funding has mixed results over the intensity in R&D. For German firms EU 

funding is very important but national or local funding have no impact on 

R&D intensity. For Romanian firms, receiving any kind of funding doesn’t 

have impact over their R&D intensity. For Bulgaria, there is very little impact 

from national funding over R&D intensity, but EU funding has no impact with 

negative sign and local funding has even slightly important negative influence 

over the R&D intensity.   

 Larger firms are more likely to engage in R&D continously in all three 

countries. Medium firms also engage in R&D in Bulgaria and Germany but 

with smaller amount than larger firms. In Romania meduim firms don’t engage 

in R&D continously. 

 

Table 3. R&D Intensity equation 

 

R&D Engagement R&D Intensity 

Dep. Var.  Engage in R&D continuously R&D intensity 

Sample Bulgaria Romania Germany Bulgaria Romania Germany 

Observations 3817 2489 5270 3654 2460 4690 

International 0.026** 0.019 0.170*** 0.337 -0.428** 0.205* 

Competition [0.011] [0.022] [0.015] [0.308] [0.209] [0.117] 

Cooperation    0.145 0.197 0.475*** 

    [0.276] [0.181] [0.093] 

Funding 

  

    

Local -0.010 -0.080 0.221*** -0.822* -0.209 0.061 

 

[0.051] [0.053] [0.024] [0.471] [0.414] [0.131] 

National 0.172*** 0.236*** 0.373*** 1.459* 0.332 -0.006 

 

[0.012] [0.033] [0.023] [0.770] [0.336] [0.149] 

EU 0.048*** 0.120*** 0.172*** -0.540 0.036 1.164*** 

 

[0.015] [0.035] [0.051] [0.419] [0.286] [0.210] 

Size 

  

    

Medium 0.045*** 0.021 0.074***    

 

[0.011] [0.019] [0.013]    
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Large 0.069*** 0.153*** 0.219***    

 

[0.018] [0.025] [0.017]    

W-demand 

pull  

 

 

0.702 0.040 

0.129 

W_sources  

 

 0.998 0.147 0.000 

W_industry 0.000 0.000 0.000 0.000 0.000 0.000 

   

    

Rho 

  

 0.530 0.008 -0.666*** 

   

 [0.262] [0.262] [0.068] 

Log-

likelihood -870.78 -1269.946 

-2580.48 

-794.574 -2675.416 

-5389.552 

 

 

                       Knowledge production function: Process and Product Innovation 

 

We next consider the estimates of the knowledge production functions in Table 4.  The 

first three columns show the production function as process innovation (left-hand 

panel) and the three last columns (right-hand panel) shows the production function as 

product innovation. The numbers reported are marginal effects evaluated at the sample 

means. All variables except the first two are dummy variables and they take the value 1 

when the factor is important to the firm and the value 0 when it is unimportant.  

 

The production function: process innovation measures the introduction of new or 

significantly improved methods of production, logistic, delivery or distribution systems 

or any supporting activities. The new or significantly improved process may be 

developed by the enterprise or enterprise group, in cooperation with other enterprises or 

institutions, or by other enterprises or institutions. The production function: product 

innovation measures whether the enterprise has introduced new or significantly 

improved good or service, whether the product is new to the market or new to the firm, 

whether it was developed by the enterprise or enterprise group, or in cooperation with 

other enterprises or institutions, or by other enterprises or institutions. There are also 

variables which measure the percent of turnover of the firm due to new or improved 

products that were new to the market, or new to the firm and the percent of turnover of 

the firm due to unchanged or marginally modified products in the analyzed period 

(2006-2008).   

 

The marginal effects for R&D intensity are statistically and economically very 

significant for product innovation in all three countries. This shows that greater R&D 

effort per employee leads to a higher probability of having at least one product 

innovation. The impact is highest in Germany, lower in Romania and lowest in 

Bulgaria. 

 

As far as the process innovation is concerned R&D intensity is very significant for the 

firms operating in Germany. For Bulgarian companies R&D expenses per employee 

don’t have an effect over any process innovation. In Romania the impact is also 

unimportant but bears negative sign meaning that more R&D expenses per employee 

may lead to less process innovation. 
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Furthermore, the marginal effects for physical investment on process innovation are 

very significant for all three countries, with the impact being highest again in Germany, 

and being lower and similar for both Bulgaria and Romania. 

 

The effects from suppliers over process innovation are mixed. They are statistically 

significant on a 5 percent level for the firms in Bulgaria; for the Romanian companies 

they aren’t statistically significant; and unexpectedly they are slightly significant for 

German firms but with a negative sign. As expected customers have a considerable 

influence in stimulating product innovation in all three countries. Their influence is the 

same in Bulgaria and Romania and is higher than the influence customers have on 

process innovation in Germany. 

 

As far as the effects from competitors are concerned the results are mixed.  Their 

influence may be expected in Germany as not significant for process innovation but 

highly significant for product innovation.  But the results for the other two countries are 

rather confusing. For Bulgarian firms, sources of information of competitors have 

significant but negative influence over process innovation meaning that information 

obtained from competition has negative influence over providing any process 

innovation. Their information is also negative but not significant for product 

innovation. For the firms in Romania information obtained from competitors is very 

significant for process innovation but is less significant and with negative sign for 

product innovation. 

 

As expected, Information obtained from customers appears to be important for product 

innovation in all three countries.  

Setting high environmental regulations shows to be very important driver of both 

process and product innovation in all three countries. High environmental regulations 

have boost process innovation with highest level in Romania, than in Germany and at 

the least in Bulgaria.  They show to be very important for product innovation in 

Germany and Bulgaria, but slightly less important for Romania. 

 

Table 4. Knowledge Production Function: Process and Product Innovation 

 Process Innovation Product Innovation 

Sample Bulgaria Romania Germany Bulgaria Romania Germany 

Observations 1426 2097 1937 3817 2487 4918 

R&D  

Intensity 

0.047 -0.037 0.085*** 0.057*** 0.143*** 0.286*** 

[0.034] [0.034] [0.024] [0.018] [0.030] [0.021] 

Investment 

Intensity 

0.028*** 0.022*** 0.044***    

[0.006] [0.005] [0.006]    

Sources       

Suppliers 0.059** 0.019 -0.053*    



800 

 

 [0.029] [0.022] [0.032]    

Competitors -0.115*** 0.128*** 0.017 -0.013 -0.047** 0.053*** 

[0.037] [0.027] [0.029] [0.026] [0.030] [0.020] 

Customers    0.124*** 0.124*** 0.099*** 

   [0.021] [0.022] [0.020] 

Demand pull       

Health high 0.107*** 0.277*** 0.111*** 0.082*** 0.093** 0.088*** 

[0.033] [0.042] [0.036] [0.024] [0.038] [0.024] 

Health 

medium 

-0.113*** 0.211*** 0.080* 0.106*** 0.082*** 0.158*** 

[0.033] [0.034] [0.031] [0.020] [0.031] [0.019] 

Health low -0.036 0.088** 0.037 0.038 0.093** 0.201*** 

[0.042] [0.036] [0.031] [0.025] [0.038] [0.019] 

Size       

Medium 0.085*** 0.010 0.132*** -0.019 0.025 0.032*** 

 [0.028] [0.024] [0.026] [0.018] [0.022] [0.012] 

Large 0.010** 0.063** 0.153*** 0.014 0.084*** 0.076*** 

 [0.028] [0.028] [0.030] [0.029] [0.026] [0.016] 

W_industry 0.000 0.000 0.000 0.000 0.000 0.000 

Log-

likelihood 

-819.341 -

1211.992 

-

1224.861 

-

2366.046 

-

1501.456 

-

2099.294 

 

Larger firms are more likely to be process and product innovators in Germany. In 

Bulgaria, medium firms are more inclined to process innovation, and for product 

innovation the size doesn’t appear to be important. In Romania larger firms appear to 

be more likely product innovators and process innovators with slightly smaller 

significance. 

 

    Output Production Function 

   

Finally, we consider our estimates of the productivity equation shown in Table 5. The 

coefficients reported in this table are elasticities or semielasticities, since the dependent 

variable is the log of sales per employee.  
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In contrast to the results for R&D equations and the knowledge production equations, 

the results for labor productivity are quite similar across all three countries. Elasticity of 

output with respect to investment is highest in Romania (almost 0.19), lower in 

Germany (0.13) and lowest in Bulgaria (0.12). 

 

The estimated coefficient of process innovation is statistically significant for both 

Germany and Bulgaria. The results suggest that process innovation is on average 

associated with 350 percent increase in productivity in Germany and 90 percent 

increase in productivity in Bulgaria. For Romanian firms process innovation doesn’t 

appear to be important for increasing labor productivity.  

 

The estimated coefficients of product innovation are significant for Bulgaria and 

Romania and not for Germany. These coefficients estimate that product innovation may 

lead to 97 percent increase in productivity in Bulgaria and 146 percent increase of 

productivity in Romania.   

 

Table 5. Output Production Function 

Dep. Var Labour Productivity 

Sample 

Observations 

Bulgaria Romania Germany 

1426 2097 1999 

Investment 

Intensity 

0.116*** 0.186*** 0.127*** 

[0.021] [0.016] [0.023] 

Process 

Innovation 

0.905*** 0.307 3.497*** 

[0.284] [0.345] [0.339] 

Product 

Innovation 

0.968*** 1.461*** 0.228 

[0.355] [0.362] [0.146] 

Constant 

 

9.309*** 8.397*** 9.333*** 

[0.422] [0.504] [0.247] 

R^2 0.334 0.310 0.387 

 

Conclusion 

 

The productivity and innovation performance of European countries has lagged behind 

their global competitors over past decades and this has raised numerous questions. Can 

the failure to meet the goals set in the strategy ‘Europe 2020’ be attributed to the 

inabilities of firms to exploit their innovations optimally or should the roots of this 

failure be looked for in low investment in R&D? Does financial support stimulate 

innovation efforts and increases returns to innovation? Where is the difference between 

the drivers of innovations between ‘old’ EU members and ‘new’ EU members? These 

questions are particularly interesting for the new EU members which are seriously 

lagging behind.  

 

The empirical results surveyed, which cover three countries from the EU - Bulgaria and 

Romania as ‘new’ EU member countries and Germany as ‘old’ EU member country, 

show the drivers of innovation and how they feed through into productivity at the firm-

level. This paper presents one of the beginner’s attempts to assess and compare the 

individual determinants of the innovation process in mature market economies of the 



802 

 

European Union and transition economies from Central and Eastern Europe which 

recently joined the EU.  For the analysis we use data from the internationally 

harmonized Community Innovation Surveys (CIS 2008) which takes account for the 

period 2006-2008. We estimate a structural model that describes the link between R&D 

expenditure, innovation output and productivity. This model allows for the fact that 

some firms may undertake innovation efforts but do not report them as R&D. 

Additional, we should clear up that the results show correlations which are not 

necessary causal relationships. We are taking account of these facts when we are 

interpreting the results. 

 

Our econometric results show some interesting regularities and some differences 

between countries. In terms of firm’s decision over whether or not to engage in R&D, 

the determinants are remarkably different across the countries observed. This suggests 

that different processes drive firms’ decision to engage in R&D in these three European 

countries. Operating in international markets and developing different types of 

cooperation arrangements appears to be important only for German firms, and not for 

Bulgarian or Romanian. Factors that are the same drivers to continuous engagement in 

R&D in all three countries are receiving national or EU funding and being a large firm. 

Unsurprisingly, firms’ greater R&D effort per employee in all three countries makes 

them more likely to be product innovators. As far as process innovation is concerned it 

is only attributable to firms operating in Germany with higher investment per 

employee. Physical investment is very important driver of process innovation in all 

three countries. The effects from suppliers and competitors over process and product 

innovation are mixed across all three countries. Information from customers for product 

innovation and setting high environmental standards for both process and product 

innovation appear to be very important factors. 

 

In contrast to the large differences found for R&D equations and the knowledge 

production equations, the econometric investigation highlight the similarity across all 

three European countries` models of labor productivity growth. Process innovation is 

associated with higher productivity in both Germany and Bulgaria. For Romania there 

is not such connection. On the other hand, product innovation is associated with higher 

productivity in Bulgaria and Romania, but not in Germany.        
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Abstract 
 

There is no doubt that human resources planning represents one of the core functions of each 

contemporary enterprise. It is not only case in the profit organizations, but those non-profit as 

well. Human resources management  (HRM) comprises of several activities, starting from HR 

planning, then recruiting, selection, socialization, training and development, evaluation and 

rewarding to the promotion, transfer, demotion and dismissal. Planning is not only the initial 

activity, but also the basis for each following activity.  Therefore, each subsequent activity 

needs to be covered with the initial HR planning. The actual outputs of HR planning process 

are various HR plans. Those plans are at the same time, inputs for the following activities of 

hiring process. Regardless to the nature and type of the process, inputs determine the outputs in 

a large extent. The aim of this report is stressing the importance of planning process for the 

whole hiring process. The importance of this problem is reflected in the fact that hiring 

influences the quality of staff, and the quality of staff determine (the quality of) the business 

results. That leads to the conclusion that HR planning has a multiplicative effect on the 

performance of the whole organization. However, in many organizations, planning is being 

completely omitted and ignored. What is more, HR plans are each year being simply copied 

from the previous years. As a consequence, each following activity is being carried out 

inefficiently and inadequately what, by multiplication, bring to the poor results. The aim of this 

report is explaining how HR planning influences the whole HRM process and how it determines 

the efficiency of hiring process. The significance of this problem is reflected in the fact that 

inefficient hiring process bring to the inadequate labor force in enterprises, what further brings 

to the inefficient business process, having in mind that labor represent the enterprises most 

valuable and important asset . The main hypothesis in this paper is as follows: Detailed and 

efficient HR planning improves the efficiency of hiring process. For the purposes of proving the 

hypothesis is mainly used the method of researching, causal analysis and comparative analysis. 

 

Key words: HRM, HR planning, hiring efficiency, staff 
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Introduction 

 

Human resources represent the most valuable and important asset. Since they manage 

all the other assets in the production process, the whole outcome, and the final result of 

business process, is detemnied by them and their activities. An organization „оbtains“ 

the human resoursec by hiring process. That means that the „ uality“ of human 

resources hired in the organization directly depends on the quality of hiring porcess. It 

is assumend that the contemporary labor market consists of enough invididuals with 

varius skills and knowledges, which means that each organization should be able to 

find „the perfect“ employee. Hiring process consists of three basic and core activities, 

which are: planning, recruitment and selection. Those acitivies, at the same time, 

represent the first three activities in HRM. Plannin is the first and basic activity, since 

each following activity decends on it. No following activity can not be initiated as long 

as all the previous activities are not implemented and carried out. That means that HR 

plan, as the output of the HR planning is input in each following activity, either directly 

or indirectly. Since ach outcome adn output depends on the quality of its inputs, that 

leads to the conclusion that the efectiveness of hiring process depends on the quality of 

the HR planning efectiveness. In that line, hypotheses of this paper, are as follows: 

1. Detailed and efficient HR planning improves the efficiency of hiring process 

2. Ineffective HR planning restrains the hiring process 

3. HR planning affects he quality of human resources as most important and 

valuable asset of an organization 

 

   Human resources planning 

 

Human resource management represents, on the one hand, the scientific discipline and 

at the same time, a separate business function in the organization, which is commonly 

called the human resources (HR) function. This function is commonly organized and 

managed by the experts for human resources. Providing services professionals, and 

managers who are constantly solving staffing problems in the organization, as well as 

the general performance of the activities of human resources management is a 

continuous process of continuous supply organizations say properly selected group of 

people in the right places (positions) whenever the need arises. It is a process that 

regularly covers the following seven activities in the field of employment: (Babic and 

Lukic, 2009) 

1. Human Resource Planning - It comes to predicting the need for these 

resources, and so the need for staff meet continuously and adequately. These 

prerequisites are provided by analyzing: 

 internal factors, such as current and expected needs of a particular 

profession, job vacancies and expansion or reduction of departments, 

and  

  environmental factors, such as labor market. 

The use of computers for collection and data preservation of the workers enabled 

organizations to be more efficient in the planning of the human resources. 

2. Recruitment of the potential candidates. - It is aimed to ensuring the 

appropriate selection of candidates for the job, according to the field of human 

resources. Candidates usually provide via newspaper ads and through 

professional journals, employment agencies, recommendations and visit 
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universities and colleges. 

3. The selection and choice of the candidates. – It is about filling out the form for 

submitting an application and a short biography, interviews, tests, ie. 

assessment tests, as well as the reference check to assess potential candidates 

before they begin the process of their selection by the manager who will make 

a final decision. 

4. Socialization (introduction into the working environment). - Implemented to 

the selected candidates with the aim to help them as quickly and successfully 

to integrate into the working environment. New employees are introduced to 

their colleagues, responsibilities and the culture of the organization, its 

policies, rules and behavior that are expected of them. 

5. Training & Development. - They are directed at increasing the ability of 

workers to be able to make a greater contribution to the productivity of the 

organization. Training is conducted to improve the skills of performing the 

current job; Training envisages preparation for a new job, or a promotion. 

6. Evaluation and rewarding. - Within the framework of these activities of human 

resource management, it is compared the effect that an individual achieves in 

their workplace with standard or activities provided for that position. Little 

effect may require creative measures, such as additional training, demotion or 

dismissal, while high performance deserves the prize, such as a raise, 

stimulation or enhancement. These awards should be precisely developed, 

making the task of the Department for human resources management in the 

organization. 

7. Promotion, transfer, demotion and dismissal. - Implemented as a reflection of 

the value of a worker for the organization. Persons who achieve high 

performance can be improved or moved to another position where they can 

improve their qualifications, while persons who exercise little effect may be 

degraded, moved to a less demanding job, and even relieved of duty. Each of 

these choices directly affect the planning of human resources. 

Since the subject of this paper refers to analyzing the importance and impact of HR 

planning on the hiring process, further will be analyzed the planning process in more 

detail. 

 

Human resource planning is the first step in the personnel process of an organization, 

and represents a management process in which based on the analysis of future changes 

in the internal and external environments factors are determined the needs for personnel 

in the organization. Human resource planning process includes four phases:  

1. Collecting the data from the external and internal environment;  

2. prediction supply and demand for human resources;  

3. matching supply and demand; and  

4. monitoring, evaluation and correction plan. 

 

In the first step, HR managers should collect as many date as possible from internal and 

external environment. The reason for that is the fact than any hiring process can be 

carried out from the external and internal environment. In first case, the future 

candidates will be  recruited for the external environment, which means that there are 

not a part of the organization yet. Further, that means that those candidates are, at the 

moment of HR planning, unemployed (often reported to the Bureau for the 

unemployed) or working at the another organization. In the other case, when the future 
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candidates are recruited for the internal environment, current employees are being 

transferred on the other jobs.  

According to some authors, in the case of internal recruiting and planning, the actual 

hiring process is not being carries out. Those authors claim, that the employees who are 

already engaged in a working process with the organization, cannot be hired again. 

However, in this paper, it it supported the statement that hiring process is connected to 

the job, rather than the individual, which means that hiring process is being carried out 

in each case 

 

Explaining the two following activities of HRM, can better point to the arguments for 

this point of view. 

 

      Hiring process 

 

Recruitment of potential candidates, represents the process of searching for the 

respective staff for their organization and persuasion to apply for vacancies in it. 

Recruitment is a process that follows the process of planning and work analysis, which 

aims to the following: 

 defining the current and future needs for recruitment in line with the policy of 

human resource planning and analyzing the tasks in the organization, 

 attracting the highest possible number of qualified candidates with the least 

cost 

 increasing the rate of successful selection of candidates throughout a reduction 

in the number of inadequate candidates 

 reducing the likelihood that a potential candidate after the employment quickly 

leave the organization, 

 evaluation of the effectiveness of various programs of recruitment and sources 

of potential candidates. 

 

Selection is the process by which is done the actual selection of the candidates who 

largely meet the requirements of the job, and by which, is brought the final decision 

whether the potential candidate meets the criteria or not. By selection, manager also try 

to predict the future behavior of the candidate. Decision on employment (optional) shall 

be made after the applicant passes successive stages of testing. The most commonly 

used methods of selection are as follows: (Lukic and Babic, 2009) 

 The application form and CV (curriculum) - provides information on the 

education and experience of the applicant, also provides information on 

previous work and progress of the work of the applicant and its business 

continuity. Gives and other relevant information on the applicant, such as: 

name, date and place of birth, marital status, nationality, address and telephone 

number, etc. 

 Interview - the second part of the process of the election officials. Preliminary 

interview immediately follows the application form. It shows whether the 

candidate has the necessary qualifications for the job. The aim of this 

performance is to determine whether there is a reason for not hiring the 

canidate, that is not observed in the application form. 

 Test - testing is the next phase in the process of selection of new staff, and the 

aim is to collect information on current capabilities and characteristics of the 

candidates. There are many types of tests, and make them the following: tests 
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of success; intelligence tests; aptitudes; tests the skills and personality tests. 

To sum up, the hiring process starts with the start of the planning process, it continues 

with recruiting and ends together with the selection process. Since the planning process 

determines each following activity, the importance of successful HR planning lies in 

the fact that it acts as a multiplier, since each following activity and its effectiveness 

comes depends from the quality of its previous activity. Then, those three activities, as 

parts of hiring process, interact together and create the synergy effect. 

 

      How the HR planning determines the effectiveness of hiring process? 

 

In this part, based on the case study analysis of the hiring process, will be explained 

how the HR planning efficiency determines the hiring process efficiency.  

 

Recruitment of new employees represents a set of procedures which includes planning,  

advertising, testing and final selection of candidates for the purpose of filling jobs in the 

public administration. Admission may be unique for the whole public administration at 

the state level and it usually conducts a separate body within the public administration; 

such a solution is accepted in the United States, Britain and France. For example, in the 

United States each candidate for a job in the federal administration must pass a 

standardized test Administrative Careers with America. Test in 1990 replaced the 

former exam for professional and administrative career (Professional and 

Administrative Career Examination - PACE), because it was observed that the applied 

system of indicators of knowledge indirectly discriminate against candidates from 

minority communities (citizens of African-American and the Hispanic origin). 

Germany, Austria and the Nordic countries are examples of democratic systems that 

implement a decentralized system, in which each state authority, body or public 

company individually organized hire new administratives. 

 

Decentralization is the result of the intention of the new model of public management 

to the heads of organizational units of public administration or specialized agencies in 

the public sector, leaving the freedom to assess the extent and quality of the necessary 

human resources. (Modernising Government) 

 

Although there is no firm evidence of widespread abuse of discretion by the manager, 

which is enabled by decentralized reception, mandatory unified laying a standardized 

test in one place seems to dispel the slightest doubt about the possibility of adapting the 

entrance examination knowledge and skills desired candidates. Unified taking the test 

and publish uniform national rankings with which heads of organizational units can 

choose a future colleague would contribute to greater transparency of the recruitment 

procedure. Regardless of centralization or Fragmentation reception system, a common 

feature of post-industrial democracy is that candidates must meet pre-established and 

well known formal requirements in terms of health status, acquired the level of 

education, professional qualifications and specializations, and professional experience 

and skills. There are differences regarding the professional profile required of higher 

education and there are two widespread access.  (Peters) 

 

First approach, of the so called „general education profile”, which is in force in the UK 

and other countries of the Westminster heritage, represents the assumption that, for the 

jobs in public authorities, primarily necessary things are general intellectual ability and 
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a good result in the acquisition of university education in the broad field of humanities 

and social sciences. It is the so-called. tradition of hiring "talented amateurs". In 

developed countries, continental Europe applied the same approach, but with the 

difference that the requirements in terms of educational profile largely restricted to 

graduates of law schools. For example, in Germany due to the legalistic rigidity as one 

of the structural features of the model of organization of the local public administration 

by far the largest number of public officials are lawyers by training, but it is a kind of 

monopoly of the profession (Juristenmonopol). (Richard and Roeber, 2020) 

 

In contrast, the other approach considers the specialized educational profile public 

officials. It is represented in the United States and France, and by this approach requires 

the candidate to possess a university degree in the specific technical areas related to the 

future workplace.  

 

Neither of the two approaches has no explicit influence on the formation of the 

(un)favorable ethical climate in the work environment. Employment of university-

educated persons, regardless of the immediate expertise is more in keeping with the 

right of citizens to access to employment in the public service of access to specialized 

educational profile, because it includes a larger number of potential candidates. On the 

other hand, the second approach more supports the realization of the principle of merit 

than the first approach, because such a measure is taken possession of expertise with 

the terms of future employee needs to perform in the workplace. 

 

Selection process begins by determining whether and to what extent do the applicants 

meet the formal criteria set out in the open competition. The application is primarily 

related to the determination of the authenticity of the documents on the acquired 

educational and professional qualifications and the previous work experience. For 

example, in Finland, during the interview and determines whether the candidate 

understands what the public interest and how it protects. Of course, always remains a 

trace of doubt in the level of honesty of candidates who, once and at all costs, they want 

a job in the public service. 

 

Predetermined criteria in conjunction with verification of knowledge and skills are the 

concrete application of the principle of merit as the backbone of the normative 

framework that governs admission to the public service. Therefore, all candidates who 

meet the formal requirements point to test their knowledge and skills which are 

assumed to be of predominant importance for the vacant position. The purpose of the 

test as a mean of verification is to review and assess the quality of the candidates in 

relation to the workplace, but not in a general sense. Therefore tests must be designed 

to accurately measures set criteria required knowledge and skills. Then the candidates 

ranked according to the results achieved on the entrance exam. A certain percentage of 

the highest ranking goes to the next round, which goes to talk with direct line manager 

or officer in charge of the reception. In the event that candidates can also apply for 

many different jobs, usually a higher position in the rankings in the next round of the 

admission procedure creates employment opportunities in the workplace, which means 

a higher position in the hierarchy, or greater power and income. At the end of the 

process, the superior manager decides which of the candidates who have been short-

listed best describes the ideal profile of employees needed for the vacancy. 
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  Conclusion 

 

Modern approach to the human resources management planning transferred the risk of 

becoming unemployed due to the arbitrariness of managers and fluctuations in the labor 

market with employers on their own civil servants, which they are at the position 

became equal to employees in the private sector. Although job insecurity in the public 

service can be somewhat indirectly to be encouraged to increase performance, it is 

unlikely to contribute to the integrity of officials. On the contrary, introduced 

approaches put civil servants in a position greater depending on the immediate superior 

manager, since it is within its competence is assessment of their work and, ultimately, 

the decision to remain in their place of work and progress. Struggling to preserve the 

standard of living in the circumstances perennial recession could easily overcome the 

ethical considerations of protection of the public interest, as soon as the officer found in 

the border situation in which the choice between the public good and personal 

existence. However, detailed and effective HR planning, which includes detailed 

planning and human resource predictions would indubitably lead to the increase in 

efficiency of the hiring process. In domestic organizations and business systems, the 

HR planning is reduced to simply copying the projections of human resources from 

previous years. That sort of plan includes only quantitative projections which are done 

in a way that the number of employees is calculated by correcting the current number of 

workers by the number of workers whose retirement is expected in the coming year and 

the number of those who will be replaced. Those plans, lack the qualitative aspect 

which is the main problem. The effectiveness of HR plan it determined both by its 

quantitative and qualitative aspect. Since the following activities in hiring process, 

depend on all the previous, that means that whole hiring process, as well as its each 

individual activity depends on the planning process. Further, that brings to the 

conclusion that the planning process affects the hiring process in a multiplicative way, 

and at the end, the whole hiring process and its effectiveness depends on the 

effectiveness of the primary activity – HR planning. 

 

     Case study analysis – HR planning and hiring in public sector 

 

When it comes to public administration, specially the segment of state and local 

government, in this area, the government applies the principles of self-regulation for 

internal organization and systematization of jobs in the Civil Service and the 

Regulation on categories, titles and conditions for the conduct of officials in the local 

governments. Mentioned by-laws gives the principled legal framework for planning 

personnel in these segments of the public administration. The selection and recruitment 

of public officials is a special process by which one exactly prescribed (mostly 

complex) mode performs filling of staff in the public service. This procedure is usually 

quite different than the procedure of employment in the private sector. (Hayes and 

Plagens, 2002) 

 

Civil Service Agency of the Republic of Srpska (hereinafter: the Agency) in accordance 

with the Law on Republic Administration, submit a report on its work to the 

Government of the Republic of Serbian. According to this Act, the Agency is an 

independent administrative body, or an independent and expert body, which reports to 

the Government of the Republic of Serbian. Report on the work of the Agency made in 

accordance with the current practice with regard to the fact that there is no uniform 
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methodology for the preparation of reports on the work of carrying out the tasks of the 

Republican Administration, and provides basic information about the Agency's work. 

The Agency was established by the Law on Civil Service in the Republic of Serbian. 

The agency has begun work 01.09.2002. with the task to implement the Law on 

Administrative Service in the RS and the other participants in the reform ensure 

efficient and quality Republican Administration, based on international practice, which 

is also a condition of the Council of Europe for joining the European Union. 

 

Table 1 - Review of the purposes of the administrative bodies, registration and staffing 

Nr. Needs analysis of administrative bodies 

for jobs 

2010 2011 2012 2013 2014 

(est.) 

2015 

1 Number of jobs 171 99 150 205 156 138 

2 Total number of employees 173 100 151 236 165 138 

3 Number of candidates who participated in 

the procedure 

801 430 650 1331 803 932 

4 Number of applications 2409 951 1511 3761 2158 2096 

5 Number of employed candidates 122 41 106 142 103 71 

6 Ratio: number of candidates/number of 

jobs % 

4,63 4,30 4,30 5,63 4,72 6,75 

7 Ratio: number of applications/number of 

candidates % 

3,01 2,21 2,32 2,83 2,59 2,25 

8 Ratio: number of applicatios/number of 

jobs % 

13,9

2 

9,51 10,01 15,94 12,35 15,1

9 

9 Ratio: number of employees/candidates 

% 

15,2

3 

9,53 16,31 10,67 12,93 7,62 

 (The report of the Agency for Civil Services for years 2010, 2011, 2012, 2013 and 2015) 

 

Based on the results shown in Table 1 it can be determined that the needs of the 

administrative Table 1 shows how the public authority bodies were variable and did not 

represent the continuity of total demand, and on the contrary are evidence that 

administrative bodies sporadically delivered staffing requirements. This trend does not 

accept the concept of individualization of human resource management because there is 

no continuity in the planning of human resources, or approximates the traditional way 

of resource management. In connection with the foregoing it must be concluded that the 

conduct of the administrative bodies, is not contrary to the current Law on Civil 

Servants in the Republic of Srpska. 

 

Table 2 - Review of the professional examination by the Agency for Civil Services of the 

Republic of Srpska 

Nr. Professional 

examination 

2010 % 2011 % 2012 % 2013 % 2015 % 

1 Nr. of 

candidates 

who took the 

test 

408 100 325 100 372 100 595 100 659 100 

2 Nr.r of 

candidates 

who passed 

295 72,30 249 76,62 263 70,70 531 89,24 580 88,01 
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to test 

3 Nr. of re-

examinations 

taken 

80 19,61 64 19,69 89 23,92 52 8,74 72 10,93 

4 Nr. of 

candidates 

who did not 

pass the test 

33 8,09 12 3,69 20 5,38 12 2,02 7 1,06 

 (The report of the Agency for Civil Services for years 2010, 2011, 2012, 2013 and 2015) 

 

Based on the data in Table 2 it can be determined that the number of candidates who 

have passed the professional exam is always above 70%, which means that it can be 

concluded that each year increases the number of persons on average by 81.31% 

compared to the average period, that meet the requirements for applications in public 

administration bodies in the coming period. 
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Abstract  

 
There is no country in the world which is not facing the problem of unemployment, regardless 

its level of economic development. Sometimes the level of unemployment (the unemployment 

rate) is higher, sometimes lower, but always followed by various structures. Moreover, the 

problem does not stop there, in fact that the number of people, or specific social groups is 

unemployed, without incomes and socially endangered. Moreover, there are numerous other 

socioeconomic issues evoked by the previous one. In transitioning countries, such as Republic 

of Srpska (Bosnia and Herzegovina), most common social consequences are long-term 

unemployment among youth, unemployment among women and unemployment among disabled 

person.  It is not the case of total unemployment mention, but the relatively very low 

employment rates. The experts are suggesting a number of different solutions for the current 

issues. One of those is the adequate, strategic human resources management, which, combined 

with a set of models and measures, and by a proper combination, would contribute to solving 

the problem of unemployment and its socioeconomic issues. The hypothesis set in this work is 

as follows: Planned and adequate implementation of HRM activities contributes to solving the 

problem of unemployment and its socio-economic consequences. In order to prove the 

hypothesis, was used a method of analysis, synthesis, case study and induction. It is concluded 

that the main reason why human resources management should take care of socio-economic 

issues, such as employment, is the simple fact that those are factors of their environment, and 

since they take their inputs from there, therefore their outputs and the whole business process 

depends on the quality of resources.  

 

Key words: human resources management; socio-economic issues; unemployment; 
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Introduction 

 

The problem of unemployment is one of the main issues of todays economies 

regardless to the level of development obtained. Even though the low unemployment 

rates affect positively the countries economy, having in mind the trade off  between 

inflation and unemployment, the countries with such unemployment rates are rareness.  

It is believed that the recession evokes the creative Human Resources Management. In 

recession, the function of HRM becomes bringing new ideas, changing the processes 

and developing procedures in order to cut the cost in the organization and to enable 

further employment, or to prevent the layoffs. Most commonly, it is strongly believed 

that only the government has the power and influence to impose the measures for 

solving the problem of unemployment and its socio-economical issues. What is more, 

the majority sees this issues as the concern of the sole state and its institutions. 

Nonetheless, the practice of developed countries witnesses that the private sector can be 

a strong driving force for the above mentioned issues.  Actually, the best results are 

achieved where there was a strong coordination and communication among both public 

and private sectors. 

 

In the praxis of developed country, especially in big companies it was proved that HRM 

can be an initiator as well as the accelerator of solving the unemployment, together with 

its socio-economic consequences. However, this set of activities is not simple nor can 

be implemented promptly. They demand a significant planning, strategic thinking and 

the use of  various innovative methods. The complexity of the problem is reflected in 

the fact that macroeconomic issues are not the main concern of the HRM function. 

Rather, they “come” as a conse uence of their actions on micro level. The topic of this 

study is exactly analysing how HRM activities can be converted into a concrete 

solutions for unemployment and following issues.  

 

The hypothesis set in this work is as follows: Planned and adequate implementation of 

HRM activities contributes to solving the problem of unemployment and its socio-

economic consequences. In order to prove the hypothesis, was used a method of 

analysis, synthesis, case study and induction. 

 

   Unemployment and its socio-economic consequences 

 

Possibly the most important facet of a society and its well-being is the phenomenon of 

productive employment, and the size-distribution of unemployment among different 

sections of the society. Government austerity and public spending policies need to take 

into consideration the societal background with reference to problems of 

unemployment, pre-existing factors affecting poverty, and inequalities in socio- 

economic, wage and non-wage income and other structural factors. (Rao, P.K. 2015) 

The main reason for that lays in the fact that “environmental” and “historical” factors 

which influence the different groups, often determine their well-being and the chances 

for being employed. 

 

As mentioned in the previous section, unemployment is the result, as well as the cause 

of many other socio-economical issues.  Merely because some of the social costs may 

not be quantifiable it does not imply these are minor or can be ignored to the point of 

becoming counterproductive with reference to the initial objectives of debt and fiscal 
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sustainability. Some of these issues such as health (physical and mental), child 

development and human capital formation tend to be adversely affected if due 

consideration is made in the policies and programs aimed at budget deficit reduction via 

public spending reduction. (Rao, P.K.; 2015) 

 

Unemployment has a very strong bond with social exclusion and poverty. By observing 

the unemployment in transitioning countries such as Bosnia and Herzegovina (Republic 

of Srpska) there is an evident interdependence between poverty, unemployment and 

social exclusion. These concepts are related but should not be equated. In debates about 

Social Europe, the terms poverty and social exclusion have on occasion been used 

interchangeably.  Poverty and social exclusion are not, however, the same. By 

“poverty”, it is usually implied the dictionary definition of “lack of money or material 

possessions”. This may go together with being “shut out from society, but it does not 

necessarily do so. People may be poor without being socially excluded. People may be 

socially excluded without being poor. Confusion of the two concepts is one reason for 

differences of view about the role of social security benefits. Unemployment may lead 

to poverty, but it does not necessarily do so. 

 

Social exclusion is a multidimensional social process characterizing inability of society 

to provide equal opportunities for each member to benefit from the economical 

development, to enjoy social and cultural life. On one hand, social exclusion is related 

with unemployment and lack of material resources. On the other hand, low income 

often excludes people from participation in important social, political and cultural 

activities. This aspect of social exclusion is a basis of isolation and alienation. 

 

Unemployment is an essential cause of social exclusion, especially in the group of 

long-term unemployed. At the same time issue of labour force reserve become more 

topical. In this context it is important to forecast the proportion of voluntary long term 

unemployed who could be integrated into the labour market and what are the necessary 

preconditions for that integration. Therefore this study puts particular emphasis on the 

causes unemployment and economical inactivity and factors, influencing length of 

unemployment. 

 

On the other side, a substantial part of the employed are suffering job uncertainty. They 

have the feeling of potentially jobless people. According to the recent psychological 

researches long-term unemployment turns into psychological and behavioral 

deformations. This is know as “three-way relationship between unemployment, social 

exclusion and poverty” and often, it is hard or even impossible to determine which one 

is the cause and which one the consequence. Due to that, each government needs to 

carefully create the plans and policies, which would contribute to solving the problem 

of unemployment, rather than deepen it and moving it to another socio-economical 

issue. 

 

    Socio-economic measures for solving the unemployment 

 

In the practice of modern countries, there are usually recognized two main types of 

socio-economical measures for solving the unemployment problem: active and passive 

ones. These imply all the activities which encourage demand for labor. These are being 

implemented by opening new jobs, qualification and training of the employees. In that 
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way, the aggregate demand is being increased, which, as a consequence has the 

increases in production, and finally increase in production is being achieved by increase 

in employment. On the other hand, there are passive measures which are based on the 

provision of the social and material assistance to the unemployed. In fact, their goal is 

to decrease the supply of labor. One of the significant differences between these two 

groups of measures is their action timeframe. While active ones are focuses on solving 

the unemployment in long turn, the passive measures only manage to solve it in the 

short turn. That leads to the further distribution of the active measures into direct and 

indirect. Indirect measures are those which are based on supporting the productions. In 

that way, appears the need for opening new jobs. Some of those are privatization of the 

state-owned capital, SME supports, tax incentives to the employers etc.  By direct 

active measure, are usually considered those which increase the purchasing power of 

the population. Some of those are opening the new jobs by public work, supporting the 

self-employment, co-financing the employment etc. 

 

When it comes to the passive solutions to the unemployment, it is evident that only the 

government can use them. However, the active measures should be led by government, 

but followed both by the private and public sector. Moreover, in transitioning countries, 

government’s need for the support of the private sector is even more evident. Those 

countries, with the number of socio-economic issues, are at the risk of converting the 

government into social institution, in order to implement the principles of equality, 

which then leads to decreasing the efficiency, and the prosperity can only be achieved 

by both.  

 

People may be excluded from participation in society by the operations of the state, by 

companies reluctant to invest in job creation or by the pricing decisions of suppliers of 

key goods and services. Since they do not have enough of power, nor the impact to 

influence it, the government need to put the effort into “making” the companies to 

contribute to solving the unemployment problem. There are several arguments for 

countries to run that kind of politics. Some of them are the following: 

 The government’s benefit system itself may be exclusionary if social security 

programs privilege certain groups of workers or generate stigma. 

 In terms of exclusion from the labor market, more attention needs to be paid to 

firms’ influence on job creation and destruction. If, for instance, employers 

expect jobs to be short-lived, job creation is less attractive. 

 People are excluded from consumption if they are unable to participate in the 

customary consumption activities of the society in which they live. 

 Linking benefits to the general price index may be insufficient to prevent 

people from being excluded from the consumption of key goods and services. 

This is because as the bulk of the population becomes richer, prices rise and 

the poor need more income to keep up. 

 

Labor market policy measures mostly support the transition from unemployment or 

inactivity into employment, either by improving employability through training or work 

experience; by providing incentives for employers to take on people from selected 

target groups; or by encouraging individuals to become self-employed. The latter is in 

the view of promoting entrepreneurship the most important measure. (Juznik Rotar, L; 

2012; pg. 275) 
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The damages of long-term unemployment to the economic, political, and cultural life in 

the country are not the sole factors eroding social integration in the long run. The 

awareness of society as to the harmful effects of this phenomenon and the means for 

putting it under control should be developed. Economic reforms should be accelerated 

but also better coordinated in order to render broader possibilities for preventing long-

term unemployment. The difficult problems of unemployment are a consequence of 

unclearly defined objectives of the economic transition and of improperly chosen 

means to achieve them. The dramatic delay of the structural adjustment of economy, 

with the purpose to avoid mass unemployment, in effect led to a higher registered and 

to a large hidden unemployment. At the same time, employment paid at the level of 

social assistance does not stimulate labor and social activity in favor of reforms. 

Keeping the level of employment stable without introducing serious structural and 

technological changes is only possible by reducing the remuneration of labor. In this 

way, the policies pursued converted the prevailing part of employment in the budget 

sector in hidden unemployment. 

 

        HRM as a factor of solving the unemployment and its socio-economic consquences 

 

Human resources are in contemporary economic, considered as holders of the work 

force, one of the crucial factors of production. Since they appear as production, they 

appear on market and participate in market exchange. As supply of the labor force, on 

market appears all workforce registered within the territory of a given market. In that 

context, workforce  includes all working-age population, which also happens to be 

willing and ready to work or to the market share their ability to work for pay and other 

benefits.  

 

Employees provide an organization’s human capital. Your human capital is the set of 

skills that you have acquired on the job, through training and experience, and which 

increase your value in the marketplace. The Society of Human Resource Management’s 

Research Quarterly defined an organization’s human capital as follows: “A company’s 

human capital asset is the collective sum of the attributes, life experience, knowledge, 

inventiveness, energy and enthusiasm that its people choose to invest in their work. 

(Weatherly, L; 2003) 

 

In the past, HRM was usually related to the solely hiring process and organization in 

term of different job positions. Law of diminishing returns is present in case of all the 

factor of production, but the work force. It is only the case with work force, that, by 

using it more, the returns per investment unit is constantly increasing. This is mainly 

due to the process of knowledge accumulation and knowledge and learning curve. 

When this phenomenon was discovered, the managers started taking more care of HRM 

and investing more in it. As a result, many different trends in contemporary HRM have 

arisen. 

 

When it comes to the linkage between HRM and its linkage with employment, two 

parallels can be noticed. First of all, if the unemployment is observed as one of the 

governments constant issues, in each country, the government uses its force by labor 

and hiring law. In order to fulfill their legal obligations, companies tend to form the 

special organizational unit for human resources. On the other hand, if the employment 

is being observed as an activity of the company, then it is also, one of the core activities 
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of human resources management. Therefore, it can be concluded that each HRM 

function is necessarily directed to the employment and unemployment issues.  

Since the government remains the main driver of the unemployment solutions, it is not 

surprising that each government has provided certain benefits to those who are 

contributing to the increasing the employment. But the government’s pressure should 

not be the main motivator for companies (HRM) to make a positive influence on the 

employment. There, the linkage between companies, government and population, 

comes to the fore.  

 

The population “serves” both as the supplier and customer to the companies. While 

they are offering their “labor force”, they are also buying and consuming products and 

services which appear as the result of business processes. So, the companies serve to 

the population like main suppliers of goods, but also as the employers who will finance 

them and provide them the incomes. Whereas government takes taxes from both of 

them, but also, provides them with numerous public goods and services. If only one of 

there relations violate, there is a risk of a complete imbalance. Lets assume that the 

companies stop employing the population, since they do not have the source of 

incomes, they will be unable to buy the goods which companies produce. If companies 

lose their customers, they will have no reason to do their business and no resources as 

well, which means that they will inevitably will fail. In that community, many of socio-

economic issues will appear and the government will have to support them, but since 

there are no tax bases (population does not have incomes, companies do not generate 

profits), it will not have the funds nor budget to provide to socio-economic support.  

 

Throughout this example, it is more than obvious that HRM as the link between 

employees and employers, have the high impact in maintaining the social and economic 

balance. 

 

Before moving further to the concrete measures, it needs to be pointed out that when 

talking about “increasing” employment, there are two possible outcomes: 

1. Increasing employment, in terms of increasing the scope of jobs, what would 

lead to hiring new people, while remaining the previous under same 

conditions; 

2. Increasing the employment in terms of slight increase in the scope of job, but 

rather redistribution of jobs, in order to increase the number of employees.  

 

However, a reduction is based on a business need to cut costs or to better align 

resources so the business is able to meet overall goals and objectives—and it is not the 

best way to manage performance issues. Laying off employees with performance 

problems, who are in necessary positions, may create problems for the company. The 

employer will need to fill the positions, and this could lead to claims of wrongful 

discharge or discrimination. (Capelli, P; 2008; pg. 44) 

 

The better option is always first case, because in that way the existing revenues from 

the existing employees can remain at the same level. In second case, the increase in the 

number of employees goes at the expense of the level of incomes of the existing 

employees.  
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Using a reduction in force to manage performance can also lead to morale problems 

with staff who remain employed. Employees often can see when their peers have 

performance problems. When strong-performing employees find out that poor-

performing employees received severance payments and management didn’t address 

the performance issues, it can lead to decreased respect toward managers, as well as 

waning employer loyalty and increased turnover. (Capelli, P; 2008; pg. 44) 

 

   HRM in recession 

 

According to the group of authors, the HRM Innovation during the recession has to 

focus on the following topics (Sharma, P; et.al; 2010; pgs. 29-36): 

 To optimize the manpower strength; 

 Reduce the number of employees in the organization; 

 To take strategic initiatives to increase the productivity and efficiency of the 

entire organization; 

 To work on compensation benefits; 

 Cancellation of several benefit schemes; 

 Redesign training and development programs; 

 To identify the real key employees and to intact them in the organization; 

 To identify the real top potentials and to strengthen their development 

program. 

 

Furthermore, different aspect of innovative approaches to human resources 

management can and should be combined with the previously mentioned measures, in 

order to obtain the goals of increasing the employment, or maintenance of the current 

state, which in long turn, appears as increasing the employment rates. 

It is important to mention that not all the above mentioned measures are supportive to 

solving the unemployment issues. There are several of them which are based on 

reducing the number of employees and that is definitely not supportive to the problem 

of this paper. 

 

It is also believed that in order to solve the problems of higher importance, HRM 

Function has to find innovative solutions for the following topics (Sharma, P; et.al; 

2010; pgs. 29-36): 

 Identifying the real key employees and to keep them in the organization; 

 Identifying the real top potentials and to strengthen their development 

program. 

Key employee helps in minimizing additional costs and it is a really hard task to 

accomplish.  

 

Despite the low employment rates, transitioning countries are often “suffering” from 

the problem of excess employees. The situation is same in case of other, developed 

countries, in times of crises, recessions etc.  The truth is, the modern era has brought up 

to the two big and contradictory issues, both existing at the same time: 

1. Unemployment and 

2. Excess employment. 
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Logical, as it may seem, the both problems could be easily solved by the simple change 

in allocation. However, it is much more complicated than that. 

 

Discussion 

 

The negative effects of long-term unemployment are rather relevant when the model of 

management of economy is being changed as this is currently the case in South Eastern 

Europe. The mechanisms of labor market in the region are still evolving simultaneously 

with the structural adjustment. This brings about difficulties in the adaptation of 

economic actors to long-term unemployment. The slow reforms in employments system 

in praxis failed to heal the problem of high unemployment rate. The best example could 

be made with the case of Bulgaria. The slow and painful reforms were made, where the 

economic and social costs of the transition by far exceed the expectations. The isolation 

of large groups of the able-bodied population from labor is a portion of these costs. 

This is a vivid example of the impossibility to carry out effective reforms without 

clearly defining their goals and without acting consequently for their implementation. 

The lesson is that no substantial socio-political and socio-economic changes could be 

implemented without a social consensus concerning the fundamental objectives of the 

reforms. These objectives should serve as a focus to unite and integrate society of 

Bosnia and Herzegovina. 

 

There are a number of measures offered, which HRM should undertake in period od 

recession. However, not all of them are “employment-friendly”, having in mind that a 

number of them focuses exactly on reducing  the number of employees. Furthermore, 

solving the macroeconomic issues is of a secondary importance to human resources 

managers. But, they should not neglect the fact that due to the “three way bound” 

between government, enterprises and population, macroeconomics issues do influence 

their business a lot. For that reason it is suggested that HR manager make strategic 

plans of employing and managing with labor, which would solve their internal issues, 

but still, would take care of macro aspect. 

 

The “double trouble” of simultaneous unemployment and excess employment should 

be solved by reallocation of current employees on current jobs, together with creating 

the additional jobs, and restructuring the current ones. Also, HR managers should act 

on two levels – internal and external. On the external level, they should take care of 

promoting the entrepreneurship among people for two main reasons: by self-

employment, the situation on the labor market is improving, then it leads to the 

healthier economics and definitely contributes to improving the macro indicators; 

secondly, by promoting the entrepreneurship, the company de facto influences on their 

potential partners, having in mind that new enterprises could become their stakeholders.  

When in comes to solving the unemployment problem on the internal level, there are 

various activities which HRM can carry out. First of those are different innovation in 

the domain of modern jobs aspects. Some of those are innovation in working hours, 

where the managers can employ two or more employees to share their working hours. 

This could possibly lead to the decrease in incomes, but would definitely bring to 

increasing the number of employees. What is more, there is a number of people, who 

“can not afford” to work full-time (mothers with young children etc.), who remain 

unemployed since they cannot find a suitable job for themselves. In this way, their 

problem would be solved (situation is same with students and similar). Then, there are 
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options of full or partial distanced working. Not only that this innovation decreases the 

cost of the company, but it also enables employing more people. The only downside of 

this innovation is fact that not all the jobs can be transformed into this model. 

 

Conclusion 

 

Even though solving the macroeconomic issues is not of a major relevance to the HRM 

function, due to its dependence on business environment, followed by macroeconomic 

issues,  HR mangers need to take care of those and to make a strategic plans which 

would include solving the problems on both micro and macro level. As mentioned in 

discussion, HRM needs to operate on two levels: internal and external. By operating on 

external level and thinking on macro level, HR managers ensure themselves favorable 

environment, what not only increases their social responsibility but enables them to 

have better inputs and better partners, suppliers etc. On the internal level, HRM can 

take care of the company’s issues, but also adjust their activities to solving the 

macroeconomic issues. There are number of methods which are available to HR 

managers in domain of working hours, distanced working, distribution of working 

hours, as well as different working engagements, which, appropriately combined can 

lead to increasing employment. A the end, the enterprises are indubitably referred to its 

environment, from which it constantly draws resources. Since those resources are 

inputs in business process, their quality will for sure determine the quality of the 

outputs. For that reason, HR manager have the interests to contribute to solving the 

macroeconomic issues, and they should use the power they have. 
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