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The Western Balkans Caught in a Globalization Trap?
Jovan Đurašković 1
Milena Konatar 2
Milivoje Radović 3
Abstract
The main aim of this paper is to offer an overview of the economic and political environment
in the Western Balkans in the shadow of globalization and the special economic interests of
the great powers. The paradoxical process of globalization, which manifests itself as a
problem and a solution at the same time, is examined. The paper uses a comparative method,
along with content analysis, to demystify the internal constraints of economic development in
the region. The Western Balkans, as a mediator in the geopolitical conflict, must take benefits
of globalization while minimizing unintended costs. Thus, the paper points to the need of
defining more substantive priorities and molding a coherent policy. Anti-development internal
constraints and the transitional economic model represent a burden that the region must be
relieved from in the near future. The process of joining the European Union is a process of
long-term reforms whose importance goes beyond short-term macroeconomic goals. Foreign
capital should serve for structural reforms, and not as an investment in national political
decision-making systems.
Keywords: Western Balkans; Russia; Turkey; China; Gulf States; globalization.

Introduction
The Western Balkans 4 is an area that has, over the last 30 years, undergone a painful process
of both economic and political transition. After the turbulent and conflicting 1990s, which left
many negative political and economic consequences, the beginning of the new millennium
witnessed an economic recovery in the Western Balkans area. The social prosperity of the
Western Balkans is faced with the problem of weak institutions, which do not guarantee the
protection of property rights, efficient regulation, credibility of macroeconomic policy and a
quality public service system. The development of competition, the suppression of
PhD, Assistant professor, Faculty of Economics, University of Montenegro, Jovana Tomaševića 37, Podgorica,
Montenegro, e-mail: jocodj@gmail.com
2
PhD, Assistant professor, Faculty of Economics, University of Montenegro, Jovana Tomaševića 37, Podgorica,
Montenegro, e-mail: milena.radonjic@live.com
3
PhD, Full-time professor, Faculty of Economics, University of Montenegro, Jovana Tomaševića 37, Podgorica,
Montenegro, e-mail: rmico@ac.me
4
Following the EU definition, this is a geopolitical term that term refers to Balkan area countries (Albania,
Bosnia & Herzegovina, Kosovo*, North Macedonia, Montenegro and Serbia) that are not members of the
European Union, but each aims to be part of the future enlargement. This designation is without prejudice to
positions on status, and in line with UNSCR 1244 and the ICJ Opinion on the Kosovo* Declaration of
Independence.
1
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externalities and asymmetric information in the market and the fight against corruption are
inevitable processes on the path to becoming a developed economy. The involvement of the
Western Balkans in the international division of labor is a reflection of the economic structure
but also of the high degree of dependence of transition economies. Therefore, the research
also deals with the supreme political goal of the countries of the Western Balkans membership in the European Union. Is the European Union, as an external political authority,
that decisive determinant in the political and economic emancipation of the Western Balkans?
Is the process of European integration a means of alleviating general social backwardness?
The geopolitical position of the Western Balkans further complicates these dilemmas. The
region is a crossroads of global interests - clash of Eastern and Western influences which are
economic, political, cultural and religious in nature. China, Russia, Turkey and Gulf states are
enhancing their influence in this region with a variety of resources. Strong impact of Chinese
capital is mostly visible through infrastructure investments, following the implementation of
the China-CEEC initiative. The political and economic presence of Russia and Turkey in the
Western Balkans has a rich historical background. Russian influence opposes the West,
especially in the field of security, and capital penetrates into sectors of energy, trade,
agriculture, finance, tourism and construction. Turkish state agencies are pursuing a proactive
foreign policy of "soft power" through the affirmation of common roots and rich cultural
heritage. In some regions, the expansion of Turkish capital is noticeable, especially in the
tertiary sector. In the last decade, the interest of Arab capital from the Gulf countries has been
obvious, which is being valorized through large private investments.
The paper is structured as follows. In Section 1 we discuss the situation in the Western
Balkans in terms of globalization. Section 2 gives a brief overview of key macroeconomic
indicators in countries of the region followed by a description of institutional setting in the
Western Balkans in order to provide the context for the current situation. Final section
examines relations that key external actors (the European Union, Russia, Turkey, China and
Gulf states) have with the countries of the region.
1. The Western Balkans in terms of globalization
It passed more than 30 years since the Western Balkans abandoned the socialist economic
model and stepped into an unknown process of transition to capitalism. Numerous noneconomic factors have conditioned the current reality - the transition is not over. The supreme
goal of the Western Balkan countries is membership in the European Union. In order to
achieve that target, essential reforms are necessary in all areas of social life. The lack of
political will and the benefits that the status quo brings to elites are an obstacle to reform. On
the way to developed economies, specific informal institutions (customs, culture, tradition)
are also a significant limitation. Copying modern institutional patterns of developed countries
often does not experience substantial implementation. The Western Balkans, in contrast to its
geographical position, politically and economically belongs to the semi-periphery. Its
dependence on the center (the world's leading economies) turns it into a space of a global
political and economic battle. The historic red line dividing the region into eastern and
western interests is visible. Unable to secure capital accumulation on their own, the
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economies of the Western Balkans face internal imbalances (budget deficits and growing
public debt) and external imbalances (high foreign trade deficits).
The implementation of the Washington Consensus implied the liberalization of the financial
and the capital markets. The region is highly dependent on foreign direct investment. And
while investors are doing well, capital inflows are stimulating economic growth. When things
are going badly, there is no compatible substitute for foreign investment. An example of the
global economic crisis of 2008/09 shows how vulnerable the countries of the Western
Balkans are to external economic shocks. Stiglitz (2002) describes the case of small
developing countries with a simple metaphor: Small countries are like small boats.
Liberalizing capital markets is like setting them loose on a rough sea. Even if the boats are
well captained, even if the boats are sound, they are likely to be hit broadside by a big wave
and capsize.
The benefits of globalization in terms of free movement of financial capital are also visible in
human capital. The opportunity for talents to come through in another country, not to remain
trapped within national borders, is a gift of globalization. However, these processes are not
one-dimensional. The unfavorable macroeconomic environment in the economies of the
Western Balkans has accelerated the process of brain drain. One recent research (Leitner,
2021) shows that all Western Balkan countries experienced net emigration during the period
2010-2019. Net emigration in the region mainly occurs among the medium and low-educated.
Brain gain is highest among those in their early to mid-20s to early 30s. There seems to be a
basis for the perception that the Western Balkans is an exporter of human capital. The
younger population, faced with an extremely high unemployment rate in their age group, finds
a way to a better quality of life through foreign education programs. National economies in
the Western Balkans are losing talent and their productive potential. The emigration of the
population from the countries of the Western Balkans in the last three decades has contributed
to the growth of remittances. As a consequence, remittance flows have been sizable: the entire
region received 8.6 billion USD in 2015, ranging from 3.1% of GDP in Macedonia to 16.7%
in Kosovo* (Petreski et al., 2017).
The paradoxes of globalization, from the angle of the Western Balkans, are a controversial
topic. There is no doubt that the benefits of free trade are exceptional, in terms of availability
of modern technology, low prices, product range, etc. On the other hand, the benefits of
globalization seem to be unevenly distributed. The world suffers from inequality. The
countries of the Western Balkans have transformed the economic model, shut down and
privatized their industries, and entered in a period of high unemployment, poverty and
uncertainty. Thus, they became fertile ground for the political and economic influence of
foreign capital.
2. Western Balkans macroeconomics – where we are
The economies of the Western Balkans are characterized by an unfavorable macroeconomic
environment. Economic growth is dynamic in terms of expansion, while in most economies
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the system is insufficiently resistant to global economic contractions. The lack of financial
sources and foreign direct investment undermines the dynamics of growth. This was felt
during the global economic crisis during 2009, and especially during the Covid-19 crisis. As
shown in Table 1, negative real GDP growth rates have offset the progress made in the
previous few years. The situation in Serbia is the best (growth rate of -1% in 2020), while the
collapse of the tourism and aviation industry has caused a dramatic drop in GDP in
Montenegro of over -15%. The aggregate shock had a negative effect on the supply and
demand side, so rising unemployment and fiscal deficits were inevitable. The growth of the
youth unemployment rate has greatly dramatized the position of this population, for which the
range of possibilities is very narrow. Falling private consumption and investment is slowing
the life cycle of small and medium-sized enterprises, which are at the heart of the Western
Balkans' economies. State intervention is inevitable, although the scope for countercyclical
maneuver is rather narrow. This is best confirmed by the case of the dollarized Montenegrin
economy, which is primarily relying on new public borrowing.
Table 1: Macroeconomic indicators in Western Balkans
ALB

BIH

KOS*

2019

2020e

2019

2020e

2019

Real GDP growth
(percent)

2.2

-3.3

2.8

-4.3

GDP per capita,
PPP (current int. $)

15,433

13,817

13,775

Inflation rate
(CPI)

1.4

1.6

Unemployment
rate

11.5

Youth UNEMP
rate

MNE

2020

MKD

SRB

e

2019

2020e

2019

2020e

2019

2020e

4.9

-6.9

4.1

-15.2

3.2

-4.5

4.2

-1.0

13,424

4,424

4,145

24,036

19,555

17,815

17,007

18,972

18,840

0.6

-1.1

2.7

0.2

0.4

-0.3

0.8

1.2

1.9

1.6

11.7

15.7

n.a.

25.7

n.a.

15.1

17.9

17.3

16.4

10.4

9.0

21.5

20.9

33.8

n.a.

49.4

n.a.

25.2

36.0

35.6

35.7

27.5

26.3

Fiscal balance
(% of GDP)

-2.0

-6.7

1.9

-5.4

-2.9

-7.6

-2.7

-11.0

-2.2

-8.2

-0.2

-8.1

Public debt
(% of GDP)

63.7

75.1

32.8

37.6

16.9

22.3

76.5

105.1

40.7

51.4

49.7

53.7

Source: World Bank (2021); e – WB estimates.

The Western Balkans, according to national per capita GDP values, lag far behind developed
economies in terms of quality of life. High at-risk-of-poverty rates and income inequality are
inherent in these economies. Economic policy makers pay too much attention to economic
growth. However, this growth is not evenly distributed. Most of the population will not feel
the benefits of high GDP growth rates.
In the context of globalization and participation in the international division of labor, it is
important to look at statistics on trade and capital flows. All economies in the Western
Balkans have a chronic foreign trade deficit. Exports of goods, observed relative to GDP, are
at single-digit levels in Albania, Montenegro and Kosovo*. On the other hand, import
dependence is a confirmation that economies are not self-sustaining and that the period of
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deindustrialization has reduced national economic capacities. Exports of services alleviate
these imbalances and reduce minuses in foreign trade.
Table 2: Trade and capital flow statistics in Western Balkans
ALB

BIH

KOS*

MNE

MKD

SRB

2019

2020e

2019

2020e

2019

2020e

2019

2020e

2019

2020e

2019

2020e

Goods exports
(% of GDP)

6.6

6.1

28.8

27.7

5.5

7.1

9.4

9.7

47.5

44.7

35.7

34.5

Goods imports
(% of GDP)

29.7

29.1

51.4

46.3

45.5

45.6

51.1

48.9

65.1

61.5

48.0

45.7

Net services
exports
(% of GDP)

9.3

8.1

7.8

4.0

13.1

7.0

20.6

4.3

3.1

4.0

2.3

2.3

Trade balance
(% of GDP)

-13.8

-14.8

-14.7

-14.6

-26.9

-31.5

-21.1

-34.8

-14.5

-12.8

-9.9

-8.9

Net remittance
inflows
(% of GDP)

5.2

5.2

8.4

7.4

11.6

14.2

4.0

5.3

1.7

2.6

5.6

4.6

Current account
balance
(% of GDP)

-8.0

-8.9

-3.2

-3.4

-5.5

-5.7

-15.0

-26.0

-3.3

-3.5

-6.9

-4.3

Net FDI inflows
(% of GDP)

7.6

6.9

2.0

1.9

2.7

4.0

7.0

11.2

3.2

1.9

7.8

6.2

Source: World Bank (2021); e – WB estimates.

Most exports from the WB region to the EU consist of low-skill or medium-skill goods. Just
under two-fifths of exports are low-skill goods, and just over two-fifths are medium-skill
goods. Albania, Bosnia and Herzegovina, and North Macedonia export predominantly goods
with a low skill content to the EU. Serbia and Montenegro export the highest share of
medium-skill goods. (Bartlett, 2009)
The structure of exports best reflects the strength of the economy. For Albania, exports of
goods remain relatively focused in a few categories, where in 2019 the group “textile and
footwear” continues to have the main share at around 39.6% of total exports. The other two
big export goods are metals and minerals powers. The main export destination is Italy with
almost 50% of total export value. (Bank of Albania, 2020)
The export sector structure of Bosnia and Herzegovina is characterized by sectors with lowstage processing products, that is, low-value-added products (Krajisnik & Popovic, 2019).
The 2019 exports are led by electricity, seats, leather footwear etc. According to Kosovo
Agency of statistics, more than 30% of exports are base metals and articles thereof. Kosovo*
exports also comprise of prepared foodstuffs, beverages and tobacco, plastics, rubber and
articles thereof, plant products, mineral products etc. Montenegro also creates very scarce
exports. It predominantly consists of a category manufactured goods classified chiefly by
material - Non-ferrous metals and Iron and steel. The largest export partners are the countries
of the former Yugoslavia.
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North Macedonia Major export commodities in North Macedonia are in categories:
manufactured consumer goods, metals and articles thereof, and machinery and complex
manufactured products. The top exports of Serbia are insulated wire, rubber tires, corn, cars
and hot-rolled iron.
3. Institutional setting in the Western Balkans
Since 1990s a number of transformative processes have been taking place in the Western
Balkans region. These countries have been trying to move from Balkanization (this term
stands contrary to western values and norms) to Europeanization (adjustment to western
models and prosperity for the future) paradigm. Democratization and transition coupled with
nation and state building and European integration have added complexity to the entire
process (Jano, 2008).
Transition process required introduction of liberal and market economy, which implied
fundamental reforms in various spheres. However, this process proved to be complicated, as
countries faced not only political and economic challenges but corruption problems as well.
Structural weaknesses of the countries came to the surface, showing that institutions were
ineffective and incapable of carrying necessary reforms, which led to prolongation of
transition process. One of the key challenges was to build institutions, able to perform
separation of the state from party control (Jano, 2008), but the process was not smooth due to
a lack of political will in majority of the states. Additionally, protection of property rights is at
a weak level, as state governments jeopardize private property rights in order to achieve
political goals (Čavalić, 2017).
However, despite many concerns and challenges, the European Union played an important
role in reducing the uncertainty of transition, as countries had to comply with economical and
legal requirements. All countries proclaimed the EU accession as one of their main national
goals, proving that despite all difficulties joining EU is a long-term vision for this region.
Even today, Western Balkan countries are facing a variety of economic challenges and weak
institutions, while future development dynamic is significantly dependent on the quality of
economic governance (Djurovic & Bojaj, 2020). Additionally, these countries are lagging
behind other transitional economies in EU in different aspects: lower level of economic
development, lower democracy scores, weaker rule of law and less effective governments
(Čavalić, 2017).
According to Worldwide Governance Indicators (WGI), all individual governance indicators
in the Western Balkans countries remained negative over the period 1996-2019, as can be
seen from the Graph 1.
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Graph 1: Worldwide Governance Indicators (WGI) in the Western Balkan, 2006-2019

Rule of law, government effectiveness and control of corruption have shown some signs
of progress between 2011 and 2016. However, after 2016 there has been a deterioration in
all the indicators measuring quality of governance (Pere, 2018).
4. Geopolitical players in the Western Balkans
Over the last 30 years the Western Balkans, an area that has always been a zone of greatpower rivalry, has undergone a painful process of both economic and political transition.
Nowadays, region is facing a new challenge of becoming a geostrategic chessboard for
external players (Hansel & Feyerabend, 2018). Since the 1990s, the European Union has
been the key external player in this region. However, the redistribution of power in a
global geopolitical framework has created opportunities for other major players to enter
the battle for supremacy in the Western Balkans region. In addition to Russia and Turkey,
which have always been engaged in the region due to their traditional cultural and
religious ties, China has also joined the game recently with the aspiration to expand its
economic influence. Engagement of these actors extends from investment, primarily in
key infrastructure projects, to political support to parties and governments (Bieber &
Tzifakis, 2019), making EU concerned about the orientation of these countries towards the
western perspective.
4.1. European Union
Since the Thessaloniki Summit of 2003 in which the EU offered Western Balkans states
the chance to join their union, European integration has been recognized as the key
strategy for achieving objectives of peace and prosperity in the region (Belloni, 2009).
Academic and political circles support the view that the inclusion of Western Balkans
countries in the EU and enabling them access to economic and political institutions could
be a long-term solution for the economic backwardness and always present conflicts. Even
though there are close ties and interdependencies among countries of the region and EU,
there has been a slowdown in the EU enlargement due to escalation of serious domestic
challenges in the union such as Brexit, the refugee crisis as well as rise of euro-skepticism

15

(Panagiotou, 2020). Thus, since Thessaloniki, only Croatia has become a member, while
Montenegro, Serbia, North Macedonia and Albania are official candidates, and Bosnia
and Herzegovina and Kosovo have a status of potential candidates.
Nevertheless, desire for EU accession is widespread among Western Balkans citizens
(Bieri, 2015). The share of citizens who associate membership in the EU with economic
prosperity continues to rise, reaching 43 percent in 2018. According to data from the
2018 Balkan Barometar, 20 percent of citizens in the Western Balkans are extreme
pessimists, believing that their country will never become a member of EU. However, this
number has dropped by 6 points, compared to data from 2017 (RCC, 2018; RCC, 2019).
When it comes to trade relations, investment and financial assistance, EU is the most
important strategic partner for Western Balkans countries. In 2019, the EU's share in
Western Balkans imports reached 61.8%, while exports to EU amounted to 82.9% of total
regional exports. Generally, with the share of almost 70 % in total trade, EU is the most
important trading partner for countries of the region. Crucial role in boosting economic
development of the region can be attributed to EU institutions and initiatives, namely
Instrument for Pre-accession Assistance (IPA), the European Investment Banka (EIB), the
European Commission, the Council of Europe Development Bank and the European Bank
for Reconstruction and Development (EBRD). Money from these initiatives and
institutions has mainly been channeled towards projects in the areas of reconstruction,
public infrastructure, health, education as well as to help countries prepare for meeting EU
standards in various areas (Panagiotou, 2020). Additionally, EU countries are the most
dominant investors in the region, with the share between 60 % and 80 % in total
investment flows (UNCTAD, 2019)
However, taking into account the fact that the countries of the region cannot access the
large structural and cohesion funds of the European Union until they become full member
states and that there is an annual investment gap of 12 % of GDP in the period 2018-2022
(Grieveson, Gruebler & Holzner, 2018), the countries of the Western Balkans have
opened their doors to large investors such as Russia, Turkey and China (Hake &
Radzyner, 2019), while still staying on an European integration track.
4.2. Russia
Due to its rich historical ties with countries of the Western Balkans region, Russia has
always been present in the region. Over the past decade Russia has been trying to increase
its influence of the great geopolitical power and to present itself as an alternative to the
Euro-Atlantic model (Vladimirov et al., 2018) as it looks to this region as a battlefield in
its political war with Europe (Galeotti, 2018). In order to achieve its goal, Russia uses a
wide range of instruments from political and economic pressure to “soft power” tools as
media and cultural campaigns. The closest connection, in the context of political support,
is observed between Russia and Serbia as well as between Russia and Republika Srpska in
Bosnia and Herzegovina. On the other hand, despite the fact that majority of foreign direct
investment comes from Russian investors Montenegro is politically independent from
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Russia and it has joined the EU sanctions against Russia, unlike Serbia, Bosnia and
Herzegovina and North Macedonia (Bierri, 2015).
However, economic relations with Western Balkans have been weakening in recent years
as a consequence of international sanctions over the annexation of Crimea (Vladimirov et
al., 2018), reaching only 4.3 % in total trade of the Western Balkans countries in 2019.
Still, Russian investments are focused on strategic sectors with the special emphasis on
the energy sector. In the Western Balkans region, Russia represents a major supplier of
energy and a key investor in the energy sector (Panagiotou, 2020). In Serbia, Bosnia and
Herzegovina and North Macedonia, Russia supplies 90 % of crude oil and natural gas
(Mulalic, 2014), where they bought major stakes in state oil companies. This intensive
presence in energy sector is aimed at promoting interdependence among countries that
give priority to Russia in their foreign policies.
The same pattern is observed when it comes to investment in other sectors. Until 2016,
Russian investments in Montenegro were strong in real-estate, banking and transport
sector, when they amounted to 28 % of total foreign direct investments in the country.
However, bilateral relations between these two countries got worsened in the period
leading to Montenegrin admittance in NATO (Panagiotou, 2020). Russia has continuously
been the largest foreign investor in Serbia as well as in Bosnia and Herzegovina,
particularly Republika Srpska. Close ties between Russia and Serbia are confirmed with
the signing of the Free Trade agreement under which Russian goods produced in Serbia
are considered Serbian and those goods are exported to Russia without any import tariffs
(NBS, 2019).
4.3. Turkey
Turkey is a traditional external influencer in the Western Balkans region, which is, from
Tusrkish point of view, regarded as a geopolitical area where it can exert its influence.
After the wars that followed the breakup of Yugoslavia, Turkey was an important
stabilizing factor in the region, as a member of NATO and an EU candidate country. Since
the beginning of XXI century, Turkey has made a twist in its foreign policy, where it
introduced soft power approach to Western Balkans region, i.e. two core elements as
Islam and Neo-Ottoman narrative which refers to use of historical and cultural ties with
large parts of regional population in order to strengthen its influence (HCSS, 2021).
Turkish influence in various fields in the Western Balkans region has been steadily
increasing. Majority of investments are focused on infrastructure, banking, development
aid, health sector and tourism. Additionally, there are positive trends in trade, where the
share of Turkey in total Western Balkans trade reached 4.6 % in 2019, which is above
Russian share. It is not surprising as Turkey signed free bilateral trade agreements with all
six countries from the region.
Relationship between Turkey and Western Balkans countries is especially important when
regarded from the EU integration perspective. Namely, in case of failure of negotiations
with the EU, countries of the region could turn towards Turkey, while on the other hand
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political leaders in the region could refrain from sending the impression of their
orientation toward Turkey so as not to jeopardize their negotiations with the EU (Hake &
Radzyner, 2019).
4.4. China
Unlike Russia and Turkey, whose ties to the Western Balkans go far back in the history,
presence of China in the region has mostly been negligible until few years ago. With the
introduction of the ambitious investment strategy in 2013 aiming at creation of new Silk
Road between China and Europe through "16+1" initiative (now known as 17+1),
influence of China in the region has been steadily rising.
China primarily invests in key infrastructural projects such as ports, railroads and
highways (Hake & Radzyner, 2019), however its main interest in the region stems from
the fact that China views this region as a gateway to the European Union, which is an
important export market (Zweers et al., 2020). Even though Western Balkans countries
are economically weak and depend on favorable financing opportunities, the intensity of
connection with China varies among countries, with Serbia being China’s preferred
partner (79% of the total stock of its FDI), and relations with Kosovo almost undeveloped,
as it doesn't recognize Kosovo as an independent state.
When it comes to trade volume, region's direct trade exposure to China is relatively small
when compared to EU. However, there is a very important trend to be observed: China's
exports to region more than doubled over the 10-year period, while at the same time
imports from China have increased more than seven-fold (Hansel & Feyerabend, 2018).
Even with the share of less than 10 % in the total trade, China has managed to offset
traditional partners of the region like Turkey and Russia, and became second most
important partner after the EU (Zweers et al., 2020).
A very important aspect of the connection between China and the Western Balkans that
has been attracting more and more attention lately are the loans that countries from the
region have taken from China. Montenegro has been mostly exposed as it owes 40 percent
of its state loan to China. Similarly, North Macedonia owes approximately 20 percent of
its state loan to the Chinese, whereas Bosnia and Herzegovina and Serbia follow, with 14
percent and 12 percent, respectively as of 2018 (Beech, 2018). All of these loans were
mostly taken for the purpose of financing infrastructure projects where China proved to be
an alternative provider to the EU, one that countries in need can turn to if the EU is not
willing to help (Zweers et al., 2020).
4.5. Gulf states
Involvement of Gulf states in the Western Balkans region has been a relatively new
phenomenon. Dominant players from this region in the Western Balkans countries are the
United Arab Emirates, Saudi Arabia, Qatar and Kuwait.
In the past, influence of these countries was primarily limited to cultural and religious
aspects (Hansel & Feyerabend, 2018). Nowadays, especially in the period following
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global economic crisis in 2008, the Gulf states have been increasing their presence to
economic sphere, mainly through foreign direct investment.
Investments of Gulf states in the region are mostly focused on sectors as tourism, aviation
and agriculture, while at the same time they provide huge amounts of development aid and
favorable loans. The reason for the strong presence of Gulf states is similar to that of
China: region is perceived as a gateway to the large market of the EU.
Conclusion
A great number of transformative processes have been active in the Western Balkans
region over last few decades. During these processes, the region has become a testing
ground for the power of great geopolitical powers. EU enlargement fatigue has created an
opportunity for eastern actors to strengthen or increase their presence in this region,
challenging their Western orientation. Turkey and Russia, on the one hand, have
traditional historical and cultural ties with the region, while in recent times there has been
a significant breakthrough from China and Gulf states.
Even all of the Western Balkan countries are on a track to European integration and
consider it as a national orientation, the question which arises is if EU is the only
alternative these countries have at their disposal. A number of problems related to
potential EU membership have led these countries to distance themselves from joining the
European family, calling into question future attitudes and aspirations towards unification.
Western Balkans governments, disappointed by lack of progress with EU accession,
welcome greater economic engagement of other geopolitical players as Russia, Turkey,
China and Gulf states. However, despite all internal problems that EU has, it is necessary
not to discourage Western Balkans from enlargement as the prospect of membership is an
incentive and trigger to implement painful reforms. In that context, a more coherent
actions should be taken from the EU that would help these countries to carry out reforms
that would enable them development and prosperity.
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Abstract
As the EU has been facing and prioritizing its own domestic challenges over recent years,
there has been a delay in the accession process in the Western Balkans. At the same time
Russia, China and Turkey have filled the gap and strengthened their roles in the region. There
is growing literature on the presence of the global powers and their influence in the Balkan
region. While some have emphasized that this influence should not be underestimated, and
that the region may be considered a ‘playground for power games’, other researchers believe
that the perception of the threat is overrated and exaggerated. The EU and the US have spent
billions encouraging both the democratization and economic recovery of the region, where the
EU is the largest partner in relation to trade, investment, and financial and technical
assistance. Russia's economic presence is not significant and far below that of the EU, while
China is increasingly present, especially following the financial crisis of 2008. The aim is to
consider whether and to what extent the presence of China could have an effect on the
Western Balkans’ relationship with the European Union, and the potential impact on the
accession prospects of nations in the region. The paper should provide an answer is a “winwin-win” situation possible for the EU-China-Western Balkan relationship?
Key words: EU, China, Western Balkans, geopolitics, geoeconomics, power players

Introduction
Since the Thessaloniki Summit of 2003, Western Balkan countries have been closely
integrated with EU economically and politically. This was the summit at which unequivocal
support was expressed for the European perspective of the Western Balkan countries and the
declaration made that ‘the future of the Balkans is within the European Union’ (EU 2003).
Croatia joined the European Union in 2013, AND Montenegro, Serbia, North Macedonia, and
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Albania are all official candidates for membership, while Bosnia-Herzegovina and Kosovo
are potential candidate countries.
Since the EU has been facing and prioritizing its own domestic challenges over recent years,
there has been a delay in the accession process in the Western Balkans. At the same time
Russia, China and Turkey have filled the gap and strengthened their roles in the region. All
together, these developments have made the process of enlargement very slow and uncertain.
It appears that enlargement to include the Western Balkan countries has begun to operate
quite differently from the process as experienced in Central and Eastern Europe, where
geopolitics consistently played an important role in their convergence. Russia has had
traditionally strong historical, cultural and religious ties with the Western Balkans.
Furthermore, the presence of China has become increasingly visible through their investment
in infrastructure, notably in transport, energy and industrial production, as well as the
development of the Balkan Silk Road, especially after the financial crisis of 2008. For each
step forward in the integration process in the Western Balkans, there have been powerful pull
and push factors, of almost equal strength, that have created the feeling that that the path to
the EU is a two-step forward and one step back process.
The opening strategy supported by the Chinese government, the low level of labor costs and
their undervalued currency, has made China not only the outstanding global exporter but also
the biggest foreign investor in the region over recent years. China has moved from being the
biggest FDI recipient, to the one of the biggest FDI investors globally since 2000.
The EU, as a large and developed market, was always interesting for Chinese businesses,
firstly as an export market and more recently as a market for Chinese investments. With EU
enlargement, the new EU Member States have themselves become interesting markets for
Chinese investors, as this market has become China’s gateway to the wider EU market as a
whole. The Western Balkan countries represent a growing area of interest for Chinese
investors, due to their increasing integration perspectives towards the EU (Jacimovic et al.,
2016).
The EU and the US have spent billions encouraging both democratization and economic
recovery of the Western Balkan region, where the EU is the largest partner in relation to trade,
investment, and financial and technical assistance. Russia's economic presence is not
significant and far below that of the EU, while China is increasingly present, especially
following the financial crisis of 2008. The international system is changing, and it is
increasingly evident that China is establishing a new balance of power in the world. China is
willing and able to support countries seeking financial assistance in order to achieve its own
strategic goals, and as such the role of China could be very dominant in the post-COVID era.
There is growing literature on the presence of the global powers and their influence in the
Balkan region. While some have emphasized that this influence should not be underestimated,
and that the region may be considered a ‘playground for power games’ (Erler 2019) or ‘a
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geopolitical chessboard where the big power games could be played’ (Galeotti 2018), other
researchers believe that the perception of the threat is overrated and exaggerated.
However, in the eyes of the general public, these powers have been very successful in
building their soft power, meaning that there is a perception that they care more about the
region’s interests than the EU does. If we recall the experience of the region when the
pandemic arrived in the region in March 2020, the first countries that offered medical
equipment and advice were Russia, China, Turkey and the UAE. Fortunately, in May, the EU
responded with a significant 3.3 billion euros of COVID-19 emergency relief for the region.
All of this has raised concerns about the potential impact on European Union enlargement in
the region, a view expressed by both researchers and policymakers. While there is growing
literature and a certain level of experience related to the relationships with Russia and Turkey
in the wider region, China is a newcomer in this game. This online paper seminar will seek to
explore the balance of power between China and the European Union in relation to the region.
The aim is to consider whether and to what extent the presence of China could have an effect
on the Western Balkans’ relationship with the European Union and the potential impact on the
accession prospects of nations in the region.
1. China’s perception and its policy toward the Western Balkan
China’s relations with the Western Balkan countries should be viewed in 3 dimensions. The
first dimension is its bilateral relations, through which China has dedicated itself to
developing friendly relationships with the Western Balkan countries. The second dimension is
the context of the China-CEEC relationship, that is the so-called 17+1 framework (formerly
the 16+1 framework), with the Western Balkan countries as part of the 17+1 framework,
which can compliment the existing bilateral relations. The Western Balkan countries can
implement certain regional, cross-border projects, such as the Budapest-Belgrade railway. The
third dimension is the BRI (Belt and Road Initiative). China’s BRI focuses on trade,
investment, connectivity and people-to-people exchange. Some scholars have
overexaggerated the negative effects of China’s presence in the Western Balkans, considered
China’s presence as a hinderance to the European prospects of the West Balkan countries.
However, China supports European integration. As underinvestment in the infrastructure
sector is a chronic problem in the Western Balkans, China’s entry into the region may
partially contribute to providing solutions to the problem. In this regard, China’s involvement
is compatible with the interests of the Western Balkans countries, and even with the interests
of the European Union in the region.
In recent years, China’s engagement in the Western Balkans has attracted more attention at
home and abroad. In the context of great power competition, China’s engagement in the
Western Balkan is observed more and more in geopolitical terms in the West. This paper
seeks to examine China’s perception of the Western Balkans, so as to clarify China’s policy
towards the region.
Although the European Union coined the term “the Western Balkans”, the term itself is not
used widely in China. China prefers to use expressions like “the Balkans”, “the Balkans
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countries”, “former Yugoslav countries” and “Southeastern countries”. In fact, the term “the
Western Balkans” has never entered the discourse of China’s foreign policy decision-makers,
being used only by some scholars sporadically in academic discussions.
In my opinion, China’s perception of the Western Balkans is based on the following
assumptions:
1. The Western Balkan region was a powder keg. Historically, the region was full of bloody
conflict and cruel wars. In the last century, the region witnessed the First Balkan War, the
Second Balkan War, the First World War, the Second World War and conflict and war in the
wake of breakup of the Yugoslavia.
2. The Western Balkan region is a conflict-stricken area. Despite the episode of conflicts and
wars in the 1990s now being history, the region still suffers from the trauma of conflicts and
wars.
3. The Western Balkan region is an emerging market. As the Western Balkan countries
moved towards market economies, transformed their economies, the region has become an
important emerging market.
4. The Western Balkan region is a site of great power rivalry. Because of its importance as a
geopolitical location, the Western Balkan region, this great power rivalry has reemerged. The
United States, the European Union and Russia are all major players in the region.
5. The Western Balkans have a realistic European perspective. As the European Union has
opened the way for the accession of the Western Balkan countries, the Western Balkans
countries regard joining the EU as the top priority for their foreign policy.
China has formal diplomatic relations with all Western Balkan countries, except Kosovo.
China has an embassy in Albania, Serbia, Montenegro, Northern Macedonia and Bosnia and
Herzegovina. So far, China has not recognized Kosovo as an independent state, but China’s
embassy in Belgrade has opened an office in Pristina. Objectively speaking, China does not
have a single strategy towards the Western Balkans.
China’s relations with the Western Balkan countries should be viewed in 3 dimensions. The
first dimension is bilateral relations, China dedicates to develop friendly relationship with the
Western Balkan countries. The second dimension is China-CEEC relations, that is the socalled 17+1 framework (formerly 16+1 framework), the Western Balkan countries are part of
17+1 framework, which can server as the complimentary for the bilateral relations. The
Western Balkan countries can implement some across-country project, such as BudapestBelgrade railway. The third dimension is the BRI (Belt and Road Initiative). China’s BRI
focuses on trade, investment, connectivity and people-to-people exchanges, China signed
MOU with most of the Western Balkan countries.
How can we characterize China’s policy towards the Western Balkan countries?
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1. China does not pursue geopolitical interests in the region. Based on its understanding of the
turbulent history of the Balkans and the negative consequences of external intervention, China
does not perceive itself as a geopolitical player. China as a newcomer in the region is thus
keen to avoid positioning itself in terms of geopolitical interests.
2. China seeks pragmatic cooperation. China seeks economic cooperation for mutual benefit.
As such, over recent years, China has increased its economic presence in the region, notably
by financing certain infrastructure projects.
3. China has no interest in intervening in internal affairs. China is concerned with the political
development in the Western Balkan countries, but China never intervenes in the domestic
affairs of the Western Balkan countries.
4. China does not intend to export its model of governance. China has its specific model of
governance, the so-called China model, which it sees as applicable only to China. China does
not want to export its forms of governance to other countries.
5. China is dedicated to building a comprehensive partnership with the Western Balkan
countries. China intends to develop relations with the Western Balkan countries in different
areas, including political interaction, economic cooperation, education exchange, science and
technology cooperation and people-to-people exchange. As the world suffers from the Covid19 pandemic, cooperation in the area of public hearth, and especially coping with Covid-19,
should be a new field for cooperation.

2. The EU and China in the Western Balkans: Cooperation or Competition?
The Western Balkans, in recent years, has increasingly been a topic of discussion in EUChina relations. China has noticeably enhanced investment and cooperation with the Western
Balkan countries since 2012, due to the launch of the Cooperation of China and Central
Eastern European Countries (the 16+1). After Chinese President Xi Jinping put forward the
Belt and Road Initiative at the end of 2013, the 16+1 has been integrated into the BRI and this
move has raised more concern from Brussels.
Criticisms from the European side can be grouped as follows: first of all, among the 16
countries which joined the Chinese initiative, five are from the Western Balkans, and non-EU
member states, including Albania, Bosnia and Herzegovina, Montenegro, North Macedonia
and Serbia. Western Balkan countries are strategically important for the EU, but the political
and economic situation in the region is quite tricky. China’s active policy in this region makes
the EU suspicious of Beijing’s intention which may undermine the EU’s coherence in
policymaking on China (Pavlićević, 2016).
Secondly, together with rising Chinese investment in the Western Balkans, China’s influence
is also rising. For example, while the EU remains the largest lender to Serbia, the allocation of
resources adopts a very strong EU-centred perspective and focuses mainly on the
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development of democracy and rule of law in the country. In contrast, the transport and
energy sectors which, from the Serbian perspective, as the most in need of financial support,
receive only marginal support from the EU. The EU’s policy opens a void for Chinese
initiatives. Chinese economic activities in Serbia are highly concentrated in energy and
transport, which is welcome by the Serbian government (Katarina, 2020). China seems to
buying influence in the region to compete with the EU. The then European Commissioner for
Enlargement Johannes Hahn referred to Balkan countries as Chinese Trojan horses in one of
his speeches (Politico, 2018), indicating the heightened alertness in the Commission.
Thirdly, there are talks about Chinese investment as a “debt trap” in the Western Balkans. The
Deputy Prime Minister of Montenegro, Dritan Abazovic, requested financial assistance from
the EU in March 2021 to repay a loan to China for constructing a highway from the port of
Bar on the Adriatic Sea to the border with Serbia. While the viability of the project itself was
already disputed, the Montenegrin government highly increased the debt ratio to its GDP by
taking loan from the China Exim Bank of about 809 million euros at a 20-year repayment
term, with a five-year grace period and a 2% fixed interest rate. The project has led to
mounting debt in Montenegro. To make things worse, the COVID-19 pandemic hit tourism
hard in the country, which is a sector which accounts for 25% of Montenegro’s GDP. The
first repayment of the loan is due this year, but Montenegro has serious problems in meeting
that obligation. Against this background, some analysis argues that the predicament of
Montenegro might create opportunities for China to strengthen its foothold in the region,
which “poses systemic risks for NATO and the EU” (Sokolov, 2021).
Fourthly, multilateralism is the genes of the EU. Without the successful practice of
multilateral cooperation among the member states, European integration could not have been
achieved. Yet, the China-led 16+1 seems to be mainly based on bilateral partnerships between
China and all the other 16 countries, which is further questioned by the EU for its lack of
transparency. Mr. Katainen, then Vice President of the European Commission, made a speech
at the first Belt and Road Forum held in Beijing in 2017 and stressed the importance of
international rules, multilateral cooperation and sustainable development, highlighting nine
principles that should be followed in connectivity projects, among which multilateralism was
very much emphasized (Delegation of the European Union to China, 2017).
Last but not least, the Hungary-Serbia Railway, the flagship project of cooperation between
China and the Central and Eastern European countries, triggered direct intervention by
Brussels which led to the suspension of the project for some time before it could be
relaunched. Brussels was annoyed by the fact that the project “violated European Union laws
stipulating that public tender must be offered for large transport projects” (Beesley et al.,
2017). As a member state of the EU, Hungary had to agree to an open tender for this project,
but Serbia which is only a candidate country, does not need to be restrained by EU laws
before its accession. While this project is welcomed by both Hungary and Serbia, it is another
case which makes EU-China relations more complicated where Western Balkan countries are
involved.
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Keeping its distance from China’s BRI, the EU published its own strategy on Eurasian
connectivity in 2018, which addresses transport, energy, the digital economy, and person-toperson contact. However, it is interesting to see that to a large degree, the EU’s objectives of
connectivity overlap with those of the BRI and the EU Strategy on connecting Europe and
Asia. Hundreds of thousands of projects across the Eurasian continent are in need to
investment. If the EU and China can work together, each gives full play to their comparative
advantage, and many countries will benefit from such cooperation.
As a matter of fact, one of the first examples of cooperation between the EU and China in the
field of infrastructure is underway in Croatia. The EU decided to allocate €357 million for the
construction of the Pelješac Bridge, while China’s state-owned China Road and Bridge
Corporation (CRBC) was awarded the construction contract in January 2018 by committing to
complete the project both quicker and cheaper. Due to Covid-19, the construction has been
postponed. The most recent report from Xinhua News Agency revealed that this, the biggest
infrastructure project in Croatia, will be completed in June 2022 (Xinhua, 2021).
Needless to say, the EU and China differ in terms of their political systems and their
economic development models. More importantly, they place emphasis on different values.
However, economic development conforms to the interest of all. Based on the mutually
recognized rule of law, they can learn how to work together to their mutual interest.

3. The potential Chinese “money trap” effect on the Western Balkans
In Europe there are different impressions of the BRI and the accompanying 17+1 countries
taking part in the initiative (where 17 are states in Central and Eastern Europe while 1
represents China). In general, the BRI is perceived as the major strategic initiative coming
from China with a strong mercantile and investment component around the principal transport
routes that connect China and Europe. Another feature of the EU view of the BRI is that
Europeans see it mostly as being an issue between China and Europe, while other countries in
between are considered intermediate steps and not Chinese policy targets per se. The in-land
Chinese and China-close neighborhood role of the BRI are not very visible in European
explanations and assessment (Hackaj, 2018).
Nevertheless, China’s role as an infrastructure developer is quite visible in the transport and
energy sectors. In the Balkans, an array of high-speed railway lines, motorways and power
stations are being planned, financed and built by Chinese companies. Chinese infrastructure
projects in the wider SEE region total an estimated €9 billion (CEFTA, 2018). The economic
presence of China in the Western Balkans Six (WB6) countries is framed in terms of the BRI.
Chinese investment provides the Western Balkans countries with a significant inflow of
capital.
Infrastructure financing, which often leads to lending to sovereign nations or the use of a
sovereign guarantee, can create challenges for sovereign debt sustainability. In this case the
creditor itself is a sovereign entity, and is linked to the aforementioned policy banks, creating
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challenges that often affect the bilateral relationship of the two governments (Hurley et al.,
2018).
The situation around public debt in Montenegro has become highly debatable topic, in light of
the accession negotiations with the European Union (EU). Montenegro, one of the Western
Balkans Six, has been negotiating membership of the European Union since June 2012. All
the Western Balkans countries have had unequivocal support for membership from the
European Union, ever since the Zagreb Summit in 2000 and the Thessaloniki Summit in
2003. Recently, all of these countries, alongside a growing number of EU Member States,
became participants in the Chinese Belt and Road Initiative (BRI), i.e., the New Silk Road.
Since the launch of this ambitious initiative in 2013, China has been constantly called out for
its so-called “debt trap diplomacy” schemes, referring to Chinese involvement in costly
infrastructure financing throughout the developing world, along the BRI route. The loans
approved under this initiative, and their effects will be analyzed on the basis of the EU-set
Maastricht criteria, which are relevant to all of the countries striving to become first EU, and
then Eurozone members, with a specific focus on the public debt level in Montenegro.
Over the past decade China has become the most prominent third actor in the Western
Balkans, being much more present than Russia or Turkey, the traditional partners for the
region. China’s approach was not new, and was used in other parts of the world, with loans
and construction works on infrastructural projects; but its acceptance both from the leaders of
the WB6 as well as by citizens, surprised everybody. The issue is even more reason for
concern when European integration is the main strategic goal of the WB6, meaning that their
laws, procedures and practices have to be aligned with those that exist in the EU. Bearing that
in mind, there are two groups of reason for concern and areas for those regional countries to
be aware of: the political and the technical. The political concerns are connected with the
CFSP and the obligation of candidates for EU membership to progressively align with
common decisions that EU 27 might reach regarding their geostrategic relationship with
China, and new developments with the US. Technically, the obligation to accept and
implement the EU acquis will need to bring more transparency in public procurement, more
stringent environmental rules, and respect for IPR, which might put those countries on the
road to the EU on a collision course with China.
Conclusion
The enlargement of the EU is by its nature a geopolitical issue, which implies investment in
peace, stability and prosperity in Europe, as well as the strengthening of the Union itself. The
enlargement policy is one of the EU's most successful policies so far. Moreover, enlargement
policy is the most powerful instrument and mechanism that the EU has to try to manage the
neighborhood and neighboring counties. Enlargement is not a cure for all the problems of the
EU and its neighboring countries, but it is the best solution that both sides have.
On the other hand, the world is changing around us, and we all have to get used to the “new"
world as it is, not as we might hope it is or want it to be. So, the question that is being
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raised at the present moment is how we can find a way to deal with the global challenges and
strategic players in the Western Balkans, such as the EU, China, the United States and Russia.
China is one of the EU's most strategically important partners, despite the fact that their
relations are complex and challenging at various levels. At the same time, and in different
policy areas, China is a cooperation partner with which the EU has carefully aligned its goals,
a negotiating partner with which the EU must find a balance of interests, an economic
competitor in the race for technological leadership and a systemic rival promoting alternative
governance models.
Chinese presence and its increasing economic role in the Western Balkan region have been a
matter of attention of policymakers and researchers in the region and beyond over recent
years. As EU accessions seems to be increasingly open-ended and potentially never-ending,
other forces, like China, Russia and Turkey, stand to gain. Their economic, diplomatic and
political influence is greater than it was two decades ago. Bechev argues that “Russia is not
returning to the Balkans, because it never left” (Bechev, 2017), while the presence of the
China is new and needs further research and investigation.
The global forces active in the region have all stated that they have nothing against European
integration in principle, but over time they have worked hard to present themselves as credible
economic and political counterparts for the Western Balkan countries. It has created a
geopolitical balance in the very fragile political and economic environment in the region.
Associated with the enlargement equilibrium, some authors assume that geopolitical tension
will rise, where Chinese, Russian and Turkish involvement will continue to grow, with
weaker EU and US presence in the region (Garčević, 2019). It has raised the concern, lately,
from a side of the Western partners, the EU and the US, that Western Balkan countries could
became politically and economically dependent on these other forces over time.
EU officials argues that it is understandable that the possibilities offered by Chinese economic
activity are attractive to the Western Balkans, which has significant investment needs, as was
stated by the EU Ambassador to Montenegro, Oana Cristina Popa 6. Montenegro and the
region have to manage their relations with China to their advantage, while working as much
as possible towards EU membership. "This is a challenging task for policy makers, but a task
that definitely benefits the Montenegrin economy and its citizens," Popa concluded at the
seminar.
Western Balkan countries have chosen EU membership as their political and strategic
goal. With this commitment, there are certain rules and obligations, notably that investment
projects must comply with EU standards in terms of public procurement, competitiveness,
environment, energy and transport regulations.
China and Russia may want to challenge the region for the purposes of geopolitics games, but
it does not want a full rivalry or confrontation in the Balkans. As has been clearly stated by

Ambasador Popa addresed the seminar organized within the EU project Jean Monnet Center of Excellence:
Challenges of Enlargement Policy - European versus Chinese Diplomacy in the Western Balkans 2020-2023 ",
conducted by the Faculty of Economics of the University of Montenegro on 27 May, 2021.
6
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the Chinese Ambassador to Montenegro 7: “China has no geopolitical or other pretensions in
Montenegro or the Western Balkans as a whole, nor does it want to compete with the
European Union for influence in the region. China is open to cooperation with the EU in the
direction of providing assistance to the countries of the Western Balkans”.
The Western Balkans, China and the EU are open to enhancing cooperation and hope that this
cooperation opens up many opportunities, so that everyone benefits from it. Ambassador Jin
added that relations between Montenegro and China are based on the quality of mutual trust.
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Challenges, Issues and Opportunities for Integration of Refugees
into Immigration Society
Dragana Vilić 1

Abstract
On European soil, in the new millennium, very intense and mass migration flows have started,
beginning with colored revolutions in the so-called "Arab Spring" (Libya, Tunisia, Egypt,
Syria, Iraq), until today. A large number of migrant refugees have arrived to EU member
states, but also to Eastern European countries (transit), from the Middle East and sub-Saharan
and North Africa. These migrations, fueled by wars and political crises, in addition to the
difficult economic situation, present a complex socio-economic, political and cultural problem
for host countries and local communities within them, as well as outside them, manifesting as
a global humanitarian and political crisis. Due to the impossibility of a quick and mass return
to the country of origin, refugees represent the most vulnerable group of migrants. The paper
explores the most important factors, issues, challenges and opportunities for the inclusion of
refugees in immigration societies and their integration into the labor market. Of key
importance for organized reception, inclusion into society and integration of refugees into the
labor market are the following: education and training policies, full and effective protection of
their basic rights, providing access to services and information, helping to understand the
culture, language and social values of the host country, security of residence, etc. The
effective inclusion and integration of refugees into the immigration society is often hampered
by their negative perception by the public, growing support for xenophobic political parties
and movements, the growth of certain forms of discrimination and the like. Sustainable and
equitable solutions, efficient and flexible policies and strategies are needed to integrate
refugees into society and the labor market. It is also necessary to look at the refugee crisis
from a gender perspective - social and gender norms in the country of origin and the country
of reception affect the various opportunities for integration of refugee women into society.
Keywords: refugees, integration, immigration society.

Introduction
Forced migration - refugees, internal displacement and exile, as a consequence of wars and
political crises, direct or indirect pressures, threats, further fueled by the difficult economic
situation in the country and huge unemployment represent a complex economic, political,
cultural and social problem for the host country and local communities in it. Also, the life of
refugees and asylum seekers is difficult, unpredictable, burdened with many problems and
social risks. (Milosavljević & Jugović, 2009: 119). Refugees and asylum seekers, forced to
leave their country, represent the most vulnerable group of migrants. Large migration wave
1
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spurred in 2015 and 2016 from the Middle East (Syria, Iraq, Afghanistan, Pakistan,
Bangladesh) and sub-Saharan and North Africa (Niger, Chad, Ivory Coast, Libya, Algeria,
Morocco, Egypt) by instability and conflicts (caused by internal instability or intervention of
great powers, poverty and destitution) mostly towards the countries of the European Union
(EU), but also towards Eastern European countries (transit) and other countries in the world.
Worldwide, there were 22 million refugees in 2017 (more than half were under 18). Of that
number, more than half were from three countries: Syria (5.5 million), Afghanistan (2.5
million) and South Sudan (1.4 million), of which most found refuge in: Turkey (2.9 million),
Pakistan (1.4 million), Lebanon (1 million), Iran (979,400 people) (UNCHR, 2018, in: United
Nations Department of Economic and Social Affairs, 2018: 2). Also, larger groups of refugees
from these countries went to a maximum of three European countries: Germany, Italy and
France. Current migration movements have contributed to the total displacement of almost 69
million people in the world (Kraljević, 2020: 263), caused “first administrative, financial, and
then political problems, both in transit countries and countries of final choice”. (Lutovac,
Preface, in: Lutovac & Mrđa, 2018: 9). Due to the size, pace and complexity of the social,
political and economic consequences of the refugee crisis, managing it is one of the main
internal and external challenges faced by all countries in the world, especially the European
Union (EU) and transit countries. “This enormous influx of people has caused the biggest
crisis in the European Union so far, and divided the member states and their leaders in the
debate on how to deal with the admission of migrants and whether to let them into the
territory of the European Union at all. On the one hand, we have opposition to the influx of
foreigners into their countries, while on the other hand there is an obvious problem in these
countries, and it is related to a small natural increase. What all countries on the migrant route
have in common is the fact that they have a shared responsibility for better and more efficient
migration management. This primarily refers to humanitarian and social issues that must be
addressed through various forms of international solidarity.“ (Jovičić & Petković, 2020: 345).
Thus, not all EU Member States bear the same burden of the refugee crisis, so greater
cooperation at EU level is needed to better coordinate refugee integration (Persaud, 2017, in:
United Nations Department of Economic and Social Affairs, 2018: 3). There is a different
approach to migrants and different attitudes of individual EU member states (Germany,
Sweden and Italy received the most migrants, Hungary securitized the issue of mass migration
by laying wires towards its southern neighbors) and member states or EU candidate countries
on the so called the Balkan route (Turkey, Greece, Northern Macedonia, Serbia, Croatia,
Slovenia), which showed the lack of effective responses to the mass influx of migrants or the
capacity to receive them (Mikac & Dragović, 2017: 132-135). Addressing the difficulties
associated with the large influx of migrants requires additional efforts to find quick, efficient
and equitable solutions to create the necessary conditions for the integration of asylum seekers
and refugees into society. For a comprehensive approach to migration, it is essential that EU
foreign policies can address the root causes of migration - conflict, poverty, lack of freedoms,
inequalities, but coherence and flexibility of EU internal policy - employment, education,
social protection and health policy - are needed to turn these challenges into a resource for the
economic and cultural development of EU societies (European Parliament 2014-2019, 2016).
These migration movements are not only a challenge for EU countries, but they are a global
challenge and problem. “But as this is a global problem, all key actors on the international
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political scene will have to respond to it in order to preserve peace, prosperity and an open
society for all.“ (Kraljević, 2020: 263).
The protection of the huge population of refugees and internally displaced persons is a major
problem. In doing so, the interests of refugees and displaced persons should be taken into
account, as well as the interests of the receiving country (Milosavljević & Jugović, 2009: 122123). Of key importance for the organized reception, social inclusion and integration of
refugees into the labor market are: education and training policies, full and effective
protection of their rights, providing access to services and information, help to understand the
culture, language and social values of the host country, security etc. The effective inclusion
and integration of refugees into the immigration society are often hampered by their negative
perception from the public, growing support for xenophobic political parties and movements,
the growth of certain forms of discrimination and the like. It is necessary to look at the
refugee crisis from a gender perspective, because social and gender norms in the country of
origin and the country of reception affect different possibilities for the integration of refugee
women into society. The paper analyzes the complexity and multidimensionality of the
problem of integration of migrant refugees into society and their integration into the labor
market (measures, procedures and practices).
1. Integration of Refugees into Imigration Society
In the new millennium, large waves of refugees from Central Asia, the Middle East, subSaharan Africa and North Africa due to instability and conflict (caused by internal instability
or intervention by major powers, consequences of multi-year transition processes, poverty and
destitution) and related adversities represent a major challenge and difficulty in integrating
them into the host countries. Numerous factors influence the inclusion and integration of
refugees into the receiving society - pre-migration experiences, migration experiences and
experiences upon arrival in the destination country. Many of them faced numerous traumas
before migration (torture, abuse, various types of violence, loss of family members,
destruction of property, etc.). The migration process itself is often accompanied by numerous
dangers, but arrival in the destination country, although represents a relief, requires facing
many problems (legal status, lack of access to education and health care, family separation,
language barriers, unemployment, homelessness, etc.) (Craig, Jajua, & Warfa, 2009, in:
United Nations Department of Economic and Social Affairs, 2018: 2 – 3). However, the
integration of refugee migrants into the host country depends not only on their reactions, but
also on the reaction of the domicile community. Well-integrated individuals fit better into the
wider community and society - social support in the process of adjustment facilitates coping
in the new environment. The openness to accept people who come makes it easier to create
and improve practices that will enable positive interactions between the domicile population
and refugees. “Successful integration into society implies adaptive integration which means
learning new roles characteristic of the society in which they are, instrumental integration
which means inclusion of migrants into economic flows in order to maintain the economic
system, solidarity integration, which means acceptance and solidarity of central values of
society, and cultural integration“ (Šaćirović, 2019). Social and civic integration is based on
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the concept of equal opportunities for all. “In socio-economic terms, migrants must have
equal opportunities to lead just as digniﬁed, independent and active lives as the rest of the
population. In civic terms, all residents can commit themselves to mutual rights and
responsibilities on the basis of equality. When migrants feel secure, conﬁdent and welcome,
they are able to invest in their new country of residence and make valued contributions to
society. Over time, migrants can take up more opportunities to participate, more rights, more
responsibilities and, if they wish, full national citizenship” (Solano & Huddleston, 2020: 6).
Members of the Committee on Employment and Social Affairs of the European Parliament
agree that in solidarity and fair sharing of responsibilities (Article 80 of the Treaty on the
Functioning of the European Union) and in a holistic approach that respects the need to
improve safe and legal migration channels, the European Union should respond to migration
crisis (adaptation, cooperation and solving a number of serious and complex issues). They
also stressed the importance of precisely defining the term refugee, which is used vaguely in
public and political discourse, with the aim of applying various European and international
policies. It has been noted that there are different, slow and bureaucratic procedures for
processing applications for international protection in the Member States, which appear to
hinder the access to education and training for refugees and asylum seekers, to the labor
market, activation of EU and Member States programs, and efficient and coordinated use of
funds in this area, all of which contribute to increasing the vulnerability of refugees and
asylum seekers (European Parliament Legislative Observatory, 2015). The complexity of
integrating refugees into society and integrating them into the labor market is made up of the
current macroeconomic circumstances in the EU - record levels of unemployment, poverty,
labor market segmentation and a slow economic recovery due to the economic crisis. A stable
labor market in the destination country is a decisive factor for successful and lasting
integration, as well as policies and investments aimed at creating new quality jobs and
economic growth. Weakening of social protection instruments or other support measures for
vulnerable groups has negative social and political consequences (European Parliament 20142019, 2016).
In socio-psychological terms, migrants face a number of problems - disruption or loss of
social networks (family, friends, neighbors, colleagues, etc.), difficulties in establishing social
networks in the new environment (linguistic, cultural and other distances with the domicile
population), etc. (Milosavljević & Jugović, 2009: 134). Migration as a social phenomenon
affects the abandonment of acquired and acceptance of new social relations, habits, behaviors,
roles, functioning. “Migrants are, as a rule, of a different ethnic and cultural origin in relation
to the local population, and their social status is generally lower than the status of the
domestic population, which together leads to exposure to prejudice and discrimination. Social
isolation and marginalization is often the result of attributed negative characteristics as well as
the fact that they do not have equal legal rights, which in turn leads to institutional
discrimination“ (Šaćirović, 2019). Only the successful integration of refugee migrants into
society can contribute to resolving the migrant/refugee crisis. A worrying aspect of the
refugee crisis is the large number of children or unaccompanied children. According to UN
estimates, one billion children live in conflict areas (250 million under the age of five and
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have no basic right to education), 37 million primary and lower secondary school children do
not attend school in crisis-affected countries, half of children from around the world who do
not attend school live in conflict-affected areas, 10 million children are in exile, around 19
million children worldwide are displaced in their own countries (Official Journal of the
European Union, 2017). Among asylum seekers and refugees coming to the EU, whose
number is constantly increasing, a quarter are children. Education and training policies are
crucial for a well-organized reception and integration of refugees into the labor market. 2
Children coming from conflict-affected areas have had to suspend or restrict school
attendance or only a small number of children in refugee camps have the opportunity to
participate in some form of education or to attend local schools. To enter the labor market, for
adult refugees it is necessary to recognize their level of qualifications, as well as special
mechanisms for acquiring academic titles and special skills (European Parliament 2014-2019,
2016). The importance of education for the social integration of migrants and displaced
persons was recognized in two agreements adopted in December 2018: The Global Compact
on Safe, Regular and Orderly Migration (supported by 152 Member States of the United
Nations, making a series of non-binding recommendations in the field of education, including
access, content and the need for gender-responsive interventions in non-formal and vocational
education) and The Global Compact for Refugees (advocates for inclusion of ferugees in
national education systems with explicit reference to the need for flexible programs for girls)
(United Nations, 2018a, United Nations, 2018b, in: UNESCO, 2019: 5). Regarding the
admission of refugee students from conflict-affected areas and the provision of support to
colleagues, a number of European universities have supported the initiative to introduce
“educational corridors“ in support of agreements with European universities and the
Association of Mediterranean Universities (UNIMED). It is also important to provide support
to migrant academics in the field of science and other professional fields, by European and
national programs and private initiatives initiated by non-profit organizations. In order for the
integration of refugees to start quickly, it is necessary to provide comprehensible initial
information on practice-oriented education and available in several languages. To encourage
integration, and as a basis for future development and success in the host country, language
courses (of appropriate duration and quality and appropriate pedagogical assistance) and an
introduction to local culture, practical skills, vocational training and information on access to
services are important. It is important to guarantee children in crisis situations, including
refugee children, access to education (4% of the total EU budget for humanitarian aid for
education in 2016), EU member states are obliged to provide special protection for minors in
accordance with international provisions, especially guarantee them access to education and
educational institutions, to ensure that unaccompanied minors are protected from workplace
exploitation, violence and trafficking. There is the need to adopt special measures for girls
who are often more vulnerable and exposed to various forms of exploitation, trafficking and
sexual exploitation, and who are more likely to be denied education (European Parliament
The right to education of children is guaranteed by Article 22 of the UN Convention on the Rights of the Child.
The European Asylum System contains a revised Asylum Procedures Directive (2013/32/EU), a revised
Reception Conditions Directive (2013/33/EU) which is crucial for the integration of refugees across Europe, a
revised Qualifications Directive (2004/83/EC), a revised Dublin Regulation (No 604/2013) and Eurodac
Regulation (No 603/2013 2014-2019, 2016).
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2014-2019, 2016). In terms of integrating children and young refugees into the education
system, teachers have an essential role to play. In order to improve their situation and to make
use of their language and teaching skills and experience in school systems, Member States are
called upon to help migrant teachers find teaching jobs, to establish services to help teachers
address classroom diversity and promote intercultural dialogue in promotion and further
development of educational applications, videos and exercises, learning platforms, to facilitate
and complement refugee education and training (European Parliament Legislative
Observatory, 2015).
It is important to inform refugees and asylum seekers on their rights on the labor market, to
ensure full and effective protection of their basic rights, to strengthen measures to combat
human trafficking, enslavement and all forms of exploitation of workers. It is also important
to prevent the establishment of separate refugee communities, which reduces the possibility of
integration into society and participation in the labor market (European Parliament 20142019, 2016). Members of the European Parliament's Committee on Employment and Social
Affairs have not accepted the idea of creating special markets for refugees, but advocate for
the validity of adequate minimum wages for refugees in the host country. In terms of social
inclusion and integration into the labor market, the benefits of education for all refugees,
especially for girls and women, were emphasized. Also, in order to restore dignity and selfesteem to these social groups, in addition to the right to education, they should be provided
with access to housing, health and social protection, as well as the labor market. The right of
access to the labor market and vocational training for asylum seekers and beneficiaries of
international protection is provided by the Qualifications Directive and the Reception
Conditions Directive. One of the decisive factors in ensuring the sustainable and successful
integration of refugees are the labor market conditions in the countries of reception. The
priority of the European Commission and the Member States should be policies and
investments in quality employment for society as a whole, with a special focus on the most
vulnerable individuals and groups and on economic growth. When relocating refugees and
maximizing opportunities for their integration into the labor market, the existence of large
differences in socio-economic conditions in EU countries should be taken into account. The
reception of refugees should be in line with a solid integration policy (language courses and
comprehensive orientations that provide a comprehensive insight into the fundamental rights
and values of the EU and social inclusion). Additional public investment and resources need
to be increased to provide direct financial support to local authorities, social partners, social
and economic actors, civil society and voluntary organizations. Measures to ensure the longterm provision of adequate resources for the integration of refugees into the labor market
should not rely on financial measures for programs targeting other vulnerable groups. 3 Strong
support from micro, small and medium-sized enterprises in the EU is indispensable in terms
of integrating refugees into the labor market. Support was provided to the Commission in
There are a number of European Union (EU) funds for social inclusion and integration into the labor market,
which have different objectives, target groups and management methods at Member State level: European Social
Fund (ESF), Asylum, Migration and Integration Fund (AMIF), The European Regional Development Fund
(ERDF) and the European Fund for Assistance to the Most Vulnerable (FEAD) (European Parliament
Legislative Observatory, 2015).
3
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updating the European Agenda on Migration, in particular the revision of the Dublin III
Regulation in order to improve solidarity, sharing responsibilities and harmonizing protection
standards among Member States. The need to create a single common asylum system of a
comprehensive legal migration policy in the EU in line with the labor market requirements in
terms of skills was identified, in which social inclusion and active integration policies play a
key role. The September 2015 agreement on the distribution of refugees among Member
States is not being implemented satisfactorily - refugee reception quotas have not been met in
most countries (European Parliament Legislative Observatory, 2015).
The Migrant Integration Policy Index (MIPEX) was established to measure the integration of
migrants, assess and compare the results of governments in promoting the integration of
migrants into society in 52 countries. 4 The main differences in the outcomes and attitudes of
integration around the world are a reflection of the biggest differences in countries’
integration policies. There are three key dimensions underlying all areas of a country’s
integration policy: fundamental rights, equal opportunities and a secure future, which help
describe the country’s overall approach to integration (comprehensive integration, equality on
paper, temporary integration and immigration without integration) (Solano & Huddleston,
2020: 8). Based on this, MIPEX 2020 classifies countries into 10 different groups (according
to the average score of countries) which are an indicator of their overall approach to
integration and the achieved level of policy development 5:
All EU member states, and other European countries (Albania, Iceland, Northern Macedonia, Moldova,
Norway, Serbia, Switzerland, Russia, Turkey and Ukraine), Asian countries (China, India, Indonesia, Israel,
Japan and South Korea), North American countries (Canada, Mexico and the USA), South American countries
(Argentina, Brazil and Chile), Australia and New Zealand are included (https://www.mipex.eu/what-is-mipex).
5
TOP TEN COUNTRIES (average score: 75/100, adopt a comprehensive approach to integration - fully
guarantee equal rights, opportunities and security to immigrants and citizens, policies encourage the public to see
immigrants as equals, neighbors and potential citizens); COMPREHENSIVE INTEGRATION SLIGHTLY
FAVORABLE (average score: 60/100, adopt a comprehensive approach to integration, policies are less
comprehensive and less advanced than the previous group of countries, do not always encourage the public to
perceive immigrants as in the previous group of countries); TEMPORARY INTEGRATION HALFWAY
FAVOURABLE (average score: 57/100, provide basic rights and equal opportunities to immigrants, but not a
secure future, policies encourage the public to see immigrants as equals and neighbors, but also as foreigners/not
as potential citizens); EQUALITY ON PAPER HALFWAY FAVOURABLE (average score: 50/100,
immigrants enjoy equal rights and long-term security, but do not have equal opportunities, policies encourage the
public to see immigrants as equals, as potential citizens, but as foreigners, not as neighbors);
COMPREHENSIVE INTEGRATION HALFWAY FAVOURABLE (average score: 50/100, minimum in all
three dimensions, policy goes only halfway to providing equal rights, opportunities and a secure future);
TEMPORARY INTEGRATION HALFWAY UNFAVOURABLE (average score: 48/100, halfway to giving
basic rights and equal opportunities to immigrants, do not provide them with a secure future, policies encourage
the public to see immigrants as foreigners and not entirely as equals and neighbors); IMMIGRATION
WITHOUT INTEGRATION HALFWAY UNFAVOURABLE (average score: 47/100, the policy of these
countries denies that they have become a destination for immigrants, can encourage the public to see immigrants
as subordinates rather than neighbors and these countries go halfway in providing equal opportunities to
immigrants); EQUALITY ON PAPER HALFWAY UNFAVOURABLE (average score: 43/100, immigrants do
not enjoy equal opportunities, these countries go halfway in providing long-term security, policies can encourage
the public to see immigrants as equal but also subordinate rather than potential citizens); EQUALITY ON
PAPER SLIGHTLY UNFAVOURABLE (average score: 39/100, immigrants do not enjoy equal opportunities,
countries are only halfway to providing immigrants with basic rights and a secure future, policies can encourage
the public to see immigrants as subordinates, not as potential citizens); IMMIGRATION WITHOUT
INTEGRATION MOST UNFAVOURABLE (average score: 31/100, the policy of these countries denies that
4
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Table. 1. GENERAL SCORE, MIPEX 2020
Country name

Overall
2020

Sweden
Finland
Portugal

score

Approach to integration

Country
name

Overall
score 2020

86
85
81

Change
since
2014
-1
+3
+3

Top 10 (Comprehensive)
Top 10 (Comprehensive)
Top 10 (Comprehensive)

Serbia
Romania
Israel

50
49
49

Change
since
2014
+5
/0
-1

Approach
integration

to

Canada
New Zealand
USA

80
77
73

+2
/0
-2

Top 10 (Comprehensive)
Top 10 (Comprehensive)
Top 10 (Comprehensive)

Slovenia
Ukraine
Malta

48
48
48

+3
+2
+5

Belgium
Norway

69
69

/0
-3

Denmark
Japan

48
47

-4
+8

Australia
Ireland
Brazil
Luxembourg

65
64
64
64

-4
+5
+12
+10

Moldova
Greece
Austria
Albania

47
46
46
43

+1
+3
/0
+1

Spain

60

+3

Hungary

43

+1

Equality on paper

Germany

58

+1

Top 10 (Comprehensive)
Comprehensive
Integration
Top 10 (Comprehensive)
Top 10 (Comprehensive)
Top 10 (Comprehensive)
Comprehensive
Integration
Comprehensive
Integration
Temporary Integration

Equality on paper
Equality on paper
Comprehensive
Integration
Equality on paper
Equality on paper
Comprehensive
Integration
Temporary Integration
Immigration without
integration
Equality on paper
Equality on paper
Temporary Integration
Equality on paper

Turkey

43

+17

Argentina

58

-4

Equality on paper

42

/0

Italy

58

-1

Temporary Integration

North
Macedonia
Cyprus

Comprehensive
Integration
Equality on paper

41

+2

Netherlands
Korea

57
56

/0
- -2

Bulgaria
Poland

40
40

+3
-1

Iceland

56

+7

Croatia

39

+1

Equality on paper

France
United
Kingdom
Chile
Mexico

56
56

+3
-1

Temporary Integration
Comprehensive
Integration
Comprehensive
Integration
Temporary Integration
Temporary Integration

Immigration without
integration
Equality on paper
Equality on paper

Slovakia
Latvia

39
37

+2
+3

Equality on paper
Equality on paper

53
51

+3
--1

Equality on paper
Equality on paper

Lithuania
China

37
32

+4
+5

Czechia 50

50

+3

Russia

31

+2

Estonia 50

50

+5

Indonesia

26

+1

Switzerland

50

/0

Comprehensive
Integration
Comprehensive
Integration
Temporary Integration

India

24

/0

Equality on paper
Immigration without
integration
Immigration without
integration
Immigration without
integration
Immigration without
integration

Source: Solano & Huddleston, 2020: 11 – 12.

In these countries, immigration integration policies are, on average, only half-favorable/halfhearted approach to integration (both an obstacle and an opportunity for immigrants to
participate and settle in the host country). They enjoy many basic rights (65/100), to some
extent long-term security (56/100), they do not enjoy equal opportunities necessary for full
participation in all areas of life (46/100). This approach to integration can confuse the public
and undermine the message of two-way integration. The explanation for such integration
policies can be found in part in: the state of democracy of the country, in its economic
development and in the history of immigration. In emerging destination countries with a small
number of immigrants and a high level of anti-immigration sentiment (Asian countries, the
Baltics, the Balkans, Central and Eastern Europe), immigrants generally face greater
obstacles. On the other hand, immigrants have a more favorable position in richer, larger and
they have become a destination for immigrants, who are not supported by basic rights or equal opportunities to
participate in society, policies can encourage the public to see immigrants as subordinates and as foreigners)
(Solano & Huddleston, 2020: 9.)
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traditional countries of destination of immigrants: OECD countries (56/100), Western
European countries (58/100) and traditional immigration countries - Australia, Canada, New
Zealand and the USA. (75/100). Immigrant education and political participation are
international areas of weakness. Around the world, most immigrant students have little extra
support to find the right school, catch up with collegues, learn the language quickly, and so
on. A small number of immigrants have the opportunity to influence the policies that apply to
them, because in most countries the government creates these policies without their
knowledge and responsibility. They often have limited local voting rights for foreign
nationals, advisory bodies are weak or non-existent, and support for immigrant-led
organizations is weak (Solano & Huddleston, 2020: 10). Over time, integration policies
improve slowly, but sometimes with a significant impact on a particular area of life: the
average change is +1 point from 2010 to 2014, and +2 points from 2014 to 2019. The
attitudes and behavior of the public towards immigrants (acceptance and communication with
them), but also the shaping of attitudes of immigrants about the receiving country and their
sense of belonging to that country and their health are influenced by the approach of the
receiving country to integration. Fear and separation of immigrants and the domicile
population are reinforced by restrictive integration policies (policies that treat immigrants as a
threat, xenophobia and low level of social trust). In contrast, openness and interaction
between these social actors create inclusive policies (policies that treat immigrants as equals
and see investment in integration as an opportunity for society, create an overall sense of trust
in society, well-being and belonging) (Solano & Huddleston, 2020: 14).
Integration into the labor market of immigrants in the receiving country (opportunities and
rights to access jobs and improve their skills) is achieved over time, and depends on the
general policy, context, skills that immigrants possess and the reasons for migration.
According to MIPEX 2020, the ten best ranked countries in terms of equal rights and
opportunities for immigrants to integrate into the labor market are: Portugal (94/100), Finland
(91/100), Sweden (91/100), Norway (85/100) , Germany (81/100), Canada (76/100), USA
(69/100), Estonia (69/100), Spain (67/100) and Italy (67/100). The ten worst ranked countries
in this regard are: Poland (31/100), Chile (30/100), Russia (28/100), Slovenia (26/100),
Cyprus (24/100), Turkey (22/100), Ireland (22/100), Indonesia (17/100), India (17/100),
Slovakia (17/100) (Solano & Huddleston, 2020: 15). For the long-term promotion of equal
quality employment, labor market mobility policies qualify as only half favorable. In terms of
full equality of rights and opportunities in the labor market of immigrants, especially in the
public sector, most countries are far from achieving this goal. Almost to the same extent as
nationals of receiving countries, immigrant jobseekers can have recognized academic
qualifications and rely on public employment services, but cannot rely on strong targeted
employment programs (except in Sweden, Norway, Finland and the New Zealand), which
makes the labor market integration process complex for vulnerable groups (especially women
and youth). In the period from 2014 to 2019, no significant labor market reforms were
observed in 33 MIPEX countries, while 16 countries invested in reforms that facilitate the
integration of immigrants in the labor market. The greatest improvements have been made in
the countries of Central and Eastern Europe. Equal access to public sector jobs is guaranteed
in only 15 countries. For newcomers, equal access to self-employment is the same in most of
these countries (Solano & Huddleston, 2020: 16).
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Gender implications for educational outcomes are population movements - voluntary
migration or forced displacement. In general, migrations worsen gender vulnerability,
although, in some cases, they create the possibility of liberation from social molds. Women
and girls make up about half of the total number of displaced persons in the world (Liebig &
Tronstad, 2018, 216, in: UNESCO, 2019: 5). In order to improve the skills and education of
refugee women, it is important to properly train and adapt services and integration measures
to their specific needs. In order to break out of isolation, to strengthen their position and
increase their independence, and to foster an understanding of local customs and everyday
life, thus restoring their sense of equality, belonging and self-confidence, these women need
to be involved in training programs (European Parliament 2014 -2019, 2016). The ability of
women to engage in or mitigate their vulnerability in the context of migration and
displacement may be affected by the education and skills they have or may acquire
(UNESCO, 2019: 5).
Gender imbalance in education is exacerbated by displacement, the effects of which are not
gender neutral. The vulnerability is specific to displaced men and women. In many contexts,
refugees experience gender differences in access to school. Refugee girls face a number of
barriers to education - lack of safe transportation, inaccessibility and inadequate teacher
training for gender. Focus group participants in Myanmar reported that internally displaced
girls in adolescence drop out of school to avoid mixing with men and to help the family with
household chores (Plan International and REACH, 2015, in: UNESCO, 2019: 14). Access to
education is influenced by norms and the development of education in receiving communities.
In Pakistan in 2011, the primary enrollment rate for Afghan refugee girls was half that of
boys. Social and cultural norms in Pakistan require that only women teach adolescent girls,
but there was a very small number of female teachers. Girls from Afghanistan who fled to the
Islamic Republic of Iran had greater access to education due to the positive attitudes towards
education of girls (Nicolle, 2018, in: UNESCO, 2019: 14). In the context of displacement,
women who lack literacy skills are particularly vulnerable, with a disproportionate impact on
poor countries. Low priority is given to programs that focus on developing the literacy skills
of refugee women. These gaps must be addressed, as education can play a major role in
adapting and creating new opportunities for women. This can be seen in the example of
women from the African Dinka tribe from South Sudan who fled to the Kakuma camp in
Kenya. For them, displacement has increased opportunities to take part in certain activities increased the opportunity to study and work outside the home upon return to their country and
gain access to positions held mainly by men (Chrostowsky & Long, 2013, in: UNESCO,
2019: 16). Access to information is hampered by language and writing barriers for displaced
people. This can be a special challenge for women. The example of IDPs in Northeast Nigeria
- 66% of internally displaced men were able to understand a written questionnaire on access
to services, compared to 9% of women (Kemp, 2018, in: UNESCO, 2019: 16). Somewhere
women face sexual harassment and violence on the way to school (for example, refugee
women from South Sudan in Cairo/Egypt) (North, 2019, in: UNESCO, 2019: 16). English
language classes attended by refugee women from Afghanistan, Eritrea, Iraq and Somalia at a
joint center in London were important for the well-being of their families and the creation of
social networks (Klenk, 2017, in: UNESCO, 2019: 16). Syrian refugees in Lebanon are more
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sensitive to school dropouts and child marriages, as they face a number of challenges distance from school, tuition and lack of transportation, while Syrian refugees in Jordan
registered 25% of marriages in the Sharia court in 2013 entered by girls aged 15 to 17, almost
twice as many as for domicile girls of the same age (Women’s Refugee Commission, 2016,
in: UNESCO, 2019: 23).
Instead of a conclusion
Current migration trends have brought numerous temptations, challenges and problems not
only for EU countries and transit countries, but also globally. It is necessary to provide
protection, security and adequate living conditions for a large number of people, but it is also
necessary to take into account the interests of the host country. In this regard, building more
connected and inclusive societies based on cultural diversity and advocating for common
European values and the protection of fundamental rights play an important role. In order to
increase mutual knowledge and understanding, it is necessary to promote initiatives to
strengthen cooperation, political consistency and dialogue between public authorities, relevant
NGOs, social partners, civil society organizations and refugee communities (European
Parliament 2014-2019, 2016). Under the Sustainable Development Agenda, Goal 10 Reducing inequalities between and within countries, great attention is paid to Goal 10.7 Facilitate orderly, safe, regular and responsible migration and mobility of people, including
the implementation of planned and well-managed migration policies. 6 Comprehensive
strategies based on humanitarian principles and solidarity, lasting solutions that prioritize the
creation of secure legal mechanisms for entry and for the social integration of refugees and
asylum seekers, are needed to address the current refugee crises. It is the duty of European,
national, regional and local institutions to ensure the availability of quality educational
services and assistance for children and young people. This is a precondition for their social
inclusion, protection, long-term integration into the labor market and for preventing their
exploitation. Free public education, culture, intercultural and interreligious dialogue, nonformal and informal education, lifelong learning and youth and sport policy play a key role in
the integration and social inclusion of refugees and asylum seekers in Europe (European
Parliament 2014-2019, 2016).
In countries with weaker health systems and those facing the current humanitarian crises, the
COVID-19 pandemic has further increased inequalities for vulnerable populations (refugees,
migrants, the elderly, young people, people with disabilities, men, women, children, the poor)
(https://www.un.org/sustainabledevelopment/inequality/). The COVID-19 public health crisis
has triggered an economic, social and human rights crisis. The least protected categories of
people in society have become even more vulnerable with this crisis. The crisis caused by
6
Article 8 - right to freedom of expression; Article 9 - [separation from parents]; Article 10 - [cross-border
family reunification]; Article 11 - Member States shall take measures to combat the illegal transfer and nonreturn of children from abroad; Article 12 - [a child who is considered a refugee/seeks refugee status] […]
receives appropriate protection and humanitarian assistance in the exercise of the rights contained in this
Convention.../cooperation [...] in order to protect and assist such a child and to find parents or other members of
refugee child families to obtain the information necessary to reunite with their family (Marie Vernham, Mapping
the Global Sustainable Development Goals and the Convention on the Rights of the Child, UNICEF, 2016, 30).
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COVID-19 highlighted deepened economic and social inequalities and highlighted inadequate
health and social care systems. Human rights protection has deteriorated with the emergence
of an epidemic that has caused fear and instability - discrimination against certain groups,
xenophobia, attacks on refugees and asylum seekers and their forced return, harassment of
migrants, limited access to health care and rights (United Nations, 2020: 2 - 3).
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Supply Chain Performance of Food Companies
in Bosnia and Herzegovina
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Abstract
Due to the constant changes taking place in the market, every company must adapt its
business. To adapt to the changes in the market, companies must improve the performance of
their supply chain. This study aims to examine how the basic characteristics of food
companies in Bosnia and Herzegovina affect the performance of supply chains. A qualitative
and non-cost approach was used to measure supply chain performance. Supply chain
performance was observed using five variables: flexibility, agility, quality, innovation, and
sustainability. The basic characteristics of food companies were observed through the
following characteristics: company size, number of employees, age of the company, sales
revenue, possession of quality certificates and company activity. The results of the factor
analysis showed that the claims were grouped into appropriate factors corresponding to the
research variables. Multivariate analysis of variance (MANOVA) showed that five of the six
basic characteristics affect supply chain performance. Only the age of the company does not
affect the performance of the supply chain. The study provided the basis for understanding
how to improve the supply chain through its performance.
Keywords: supply chain performance, food companies, multivariate analysis, Bosnia and
Herzegovina.

Introduction
Market changes have influenced companies to improving competitiveness (Porter, 1991).
Ensuring competitiveness cannot be done without effective supply chain that becomes an
essential element of long-term success and survival of the company. Businesses are
increasingly using supply chains as a tool to increase competitiveness. To improve
competitiveness, it is necessary to improve the performance of supply chain. As a result,
supply chain performance is receiving increasing attention (Hamister, 2012).
Understanding supply chain performance plays a key role in strengthening competitiveness in
the global marketplace (Childhouse and Towill, 2003). However, in an unpredictable
turbulent environment, companies are increasingly vulnerable to market disruptions such as:
crises, natural disasters, loss of partnerships, and increasing customer demands (Yang, 2014).

1
2

Adis Puška, Institute of Science Research and Development, Brcko District, Bosnia and Herzegovina
Ilija Stojanović, Al Ghurair University, Dubai, United Arab Emirates, ilija.stojanovic1976@gmail.com

46

With increasing risk and uncertainty in business, supply chains become increasingly complex
and challenging to manage (Blome, et al, 2014).
Market changes have requested that supply chains need to be more agile (Yang, 2014), more
flexible (Swafford, et al, 2008), applying business innovation and developing new products
with new technologies (Braunscheidela and Suresh, 2009, Danese, et al, 2013) with the
achievement of better product quality and business processes (Morita, et al, 2015), and
applying sustainability in business and respect environmental standards. (Schaltegger and
Burritt, 2014). To achieve all the above, it is necessary to establish cooperation with
customers and suppliers through sharing of quality information with well-established internal
integration that can improve competitive position.
This study examined the companies in the field of food industry in Bosnia and Herzegovina.
Its aim is to examine the interaction between the basic characteristics of the company and the
performance of the supply chain. The study was based on qualitative and non-cost approach,
and the primary research was based on collecting opinions through a survey in the form of
linguistic values .
1. Literature review
Supply chain performance is defined as a systematic process of measuring the effectiveness
and efficiency of the execution of supply chain operations (Anand and Grover, 2015). Supply
chain performance aims to develop an efficient and effective supply chain. They can be
defined as measures of the performance of supply chain practices (Toyin, 2012). By applying
good business practices within the company, it is possible to improve the performance of the
supply chain.
Efficient supply chain is important to ensure continuous improvement in supply chain
processes. Chan and Qi (2003) argued that a holistic perspective of supply chain observation
is needed, where the supply chain is viewed outside the boundaries of the enterprise. All
participants in the supply chain share common goals that are focused on customers and the
production of products and services that meet customer requirements (Sundram et al, 2016).
Supply chain performance should be assessed at the level of the entire company, and not at
the level of individual organizational parts. In this way, the optimization of the entire supply
chain can be achieved.
To improve supply chain performance, it is necessary to find a way to measure the same. In
practice, it is possible to find many ways to measure supply chain performance. When
measuring supply chain performance, there are two approaches: cost approach and a
combination of cost and customer approach (Beamon, 1999). Shepherd and Günter (2006)
identified the following approaches: qualitative or quantitative approach, cost and non-cost
approach, strategic, operational and tactical approach. When relying solely on cost indicators,
a wrong conclusions of supply chain results can be obtained (Chen and Paulraj, 2004).
Different approaches were used to qualitatively measure supply chain performance.
Christopher (2011) explained supply chain management performance through: accountability,
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reliability, resilience, and partnerships. Hugos (2006) explained the performance of the supply
chain from the customer's point of view through: efficiency, reliability, flexibility, and
innovation. Howe (2004) argued that the best supply chain is not only fast and cost-effective,
but agile and adaptable, and it must be harmonized to keep the interests of the company. This
concept is called "Triple A": agility, adaptability, and alignment. Based on these and similar
approaches, it can be concluded that supply chain performance can be measured in different
ways.
In practice, there are different views on measuring supply chain performance. It is difficult to
determine which activity improves supply chain performance. In the past, supply chain
performance has been linked to costs (Lai, et al, 2004) and performance improvement has
been achieved though cost reduction within the supply chain. Costs are not the only measure
to improve supply chain performance and company’s performance in general. Therefore, a
non-cost and qualitative approach was used in this study. In the supply chain, it is necessary
to improve business cooperation, the movement of materials and raw materials in the
company, and the production and delivery of finished products. Therefore, supply chain
performance should cover a wider range of activities.
Beamon (1999) proposed a framework for combining costs and other criteria, such as
customer service and environmental responsibility, and provided guidelines for measuring
supply chain performance. Lai, et al. (2004) indicated the following dimensions that need to
be considered to measure supply chain performance: time and speed, agility and flexibility,
and quality and productivity. Christopher (2011) explained supply chain performance
through: accountability, reliability, resilience, and partnerships. Luetić (2013) measured the
impact of business intelligence on the supply chain using the following dimensions: agility,
adaptability, compliance, proactivity, and performance related to return on investment, sales
volume, efficiency, and time shortening. Toyin (2012) used the following dimensions:
flexibility, integration, responsiveness to customer needs, supplier performance, and quality
of partnerships. Cho, et al. (2012) took the following dimensions to measure supply chain
performance: responsiveness, flexibility, and reliability. Sukati, et al. (2012) used the
following dimensions: integration, flexibility, and responsiveness to customer needs. Miguel
and Brito (2011) focused on the following dimensions when examining the impact of the
supply chain on a company’s operational performance, namely: cost, flexibility, quality, and
delivery. Ganga and Carpinetti (2011) measured supply chain performance using fuzzy logic
using the following dimensions: reliability, flexibility, responsiveness, cost, and assets.
Kozarević and Puška (2015) measured the link between the application of supply chain and
partnerships and competitiveness, and they used the following dimensions of the supply chain
to measure supply chain performance: agility, flexibility, efficiency, stability, and
responsibility. Cai, et al. (2009) used the following dimensions: resources, output, flexibility,
innovation, and information. Theeranuphattana and Tang (2008) developed a conceptual
model for measuring supply chain performance with the following dimensions:
responsiveness, reliability, flexibility, cost, and asset management.
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2. Research variables
When measuring supply chain performance, the following variables were used in this study:
flexibility, agility, quality, innovation, and sustainability. They are explained below.
2.1.Flexibility
With globalization and competition that have led to market changes, supply chain flexibility
has become very significant (Chuu, 2011). It is crucial for supply chain to adapt to the
requirements of the environment especially in the current state of global competitiveness
(Blome, et al, 2013). Changes in the market primarily depend on shortening the product life
cycle, more intense competition, and increasingly complex expectations from customers
because their requirements are faster, better, cheaper (Blome, et al, 2014). Customer
requirements need to be met to maintain and improve the competitive position in the market.
This is possible by building a supply chain that will be flexible and respond quickly to market
demands.
Zhang, et al. (2002) defined supply chain flexibility as its ability to meet changing customer
requirements without excessive cost, time, or loss of enterprise performance. The general goal
of supply chain flexibility is to adapt to the requirements of the environment by minimizing
costs without compromising the efficiency of the supply chain system and the performance of
the entire company.
Blome, et al. (2014) explained flexibility within supply chain as the ability of the supply chain
to respond to changes in the environment. Kozarević and Puška (2015) descended to the level
of the company and defined the flexibility of the supply chain as adaptation to the constant
changes that occur in the company. Lummus, et al. (2005) remained at the organizational
level and explained supply chain flexibility as a means of reducing uncertainty and ensuring a
smooth flow of products through supply chain.
A flexible supply chain consists of a flexible workforce, flexible machines and business
processes, flexible production direction, material and raw material flow, and finished
products, and information technology that allows supply chain system flexibility (Gong,
2008). For the achieving flexible supply chain, it is necessary to design supply chain that will
be adaptable in all its elements.
2.2.Agility
The task of every supply chain is to be agile, in fact to be fast. To be agile, the supply chain
must also be flexible (Narasimhan, et al, 2006). The difference between these two concepts is
that flexibility refers to adaptability and versatility, while agility focuses more on speed
(Swafford, et al, 2008). Another difference is that flexibility is focused on internal and
operational capabilities, while agility is focused on the external capabilities of the company
(Kozarević and Puška, 2015).
Agility as a business concept was introduced as a means by which a company adapts to
changes in the market (Gligor, et al, 2015). Agility in supply chains needs to be applied when
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demand is volatile and customer requirements are complex and characterized by great
diversity. The concept of an agile supply chain was introduced due to the complexity that
prevails in the market. Li, et al. (2009) suggested that an agile supply chain should have two
dimensions: readiness and ability to respond to market demands. The company must be
prepared for possible changes that will follow in the market and to respond to these changes
as soon as possible. Agility should enable the company to respond quickly to market demands
and build competitive advantages on it (Puška, et al, 2018).
An agile supply chain has the ability to respond adequately to market changes. When creating
an organizational structure, any company can design business strategies, organizational goals,
business processes as well as information systems. Supply chain agility is supported by four
principles: overcoming change and uncertainty, establishing an innovative management
structure and virtual organization, cooperative partnerships, and creating flexible and
intelligent technology (Sharp, et al, 1999).
Changes and uncertainty in the market are the main causes of supply chain failures in
companies. The reason for this should be sought in the speed of adjustment of supply chain to
changes in the market. Therefore, it is necessary to establish a flexible supply chain that will
respond very quickly to the demands of the market and customers. An agile supply chain
should ensure that the company adapts quickly and thus overcomes uncertainty and
uncertainty in the market by reducing risks.
2.3.Innovativeness
Innovation is an idea, practice, or object that is perceived as new by an individual, while
technology is a design for instrumental action that reduces uncertainty and achieves the
desired outcome (Rogers, 2003). Any new idea, practice, or product that a company wants to
adopt and apply to improve performance can be understood as an innovation (Hazen, et al,
2012). An innovative supply chain combines the development of informatics and related
technologies with new logistics and marketing procedures to improve the operational
efficiency of companies and services (Bello, et al, 2004). Companies strive to adopt
innovation to achieve positive results, such as: increasing productivity, employee roles,
reducing resource costs and similar (Prahalad and Mashelkar, 2010). Adopting innovation for
a company does not mean that it will use innovation, but that it will improve their value chain.
Without innovation, no company can adapt to change. Innovation drives changes in the
environment. Therefore, it is necessary to build an innovative supply chain in companies.
Supply chain innovation should be geared towards improving products or services with
modern technologies. A supplier is an important element of the innovative supply chain
because it is a source of innovative ideas and key technologies (Wang, et al, 2011). The key
segment in every supply chain is customers. If customers are not satisfied with the current
product, they will not buy them. Customers are the driver of innovative activities in any
company. Because of customers, the company innovates business and products or services.
Based on this, it is necessary to provide customers with new improved products that have
been developed according to their requirements (Wagner and Bode, 2014).
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In addition to all the above, it can be concluded that the innovative supply chain is a new
concept Therefore, innovative activities at the supply chain level must be explored (Caniato,
et al, 2013).
2.4.Quality
By applying an integrated approach to quality management, it is possible to create the basis
for improving the company’s competitive position. In addition to the need to integrate all
quality processes, it is necessary to involve employees, suppliers, and customers in the quality
improvement process. Many companies reach the desired level of quality by including
suppliers within the quality system (Sroufe and Curkovic, 2008).
A key ingredient to success for supply chain is the involvement of key partners and
coordination of business processes. For efficient supply chain, various activities must be
integrated with business partners (Xu, 2011). It is necessary to involve business partners in
various activities within supply chain, including quality management. In this way, better
integration in supply chain is achieved.
Quality management and the supply chain have established a "revolution" in business. By
merging these two separate processes into one, the concept of quality management in supply
chain (SCQM) was created. SCQM is defined as a performance-based system that aligns
enterprise capabilities and creates relationships with suppliers and customers (Foster, 2008).
SCQM can be defined as the formal coordination and integration of business processes
involving all partners in supply chain and measurement, analysis and continuous
improvement of products, services, and processes to create value and increase customer
satisfaction (Robinson and Malhotra, 2005).
In quality management of supply chain, suppliers are key players in providing quality raw
materials. Without quality materials, a quality product cannot be made. Customers evaluate
the quality of the company's products and services. Therefore, it is necessary to establish
partnerships with suppliers and customers to improve quality in supply chain because they are
the bearers of quality in the company.
2.5.Sustainability
In the literature, a sustainable supply chain is defined as the link of three dimensions of
sustainability: economic, environmental, and social dimension (Pagell and Wu, 2009).
Business practices in supply chain must be in line with three dimensions (Silvestre, 2015). If
one of these dimensions of sustainability is not applied, the supply chain is unsustainable.
When searching for the literature about sustainability and the supply chain, two terms are
used: sustainable supply chain and supply chain sustainability A sustainable supply chain
does not have to be applied to apply sustainability within supply chain. It is possible to apply
a classic supply chain while using good sustainability practices. Therefore, these two terms
are mixed, and it is impossible to concisely distinguish between them. Sustainability within
supply chain was used as dimension in this study because the sustainability performance in
supply chain were considered.
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A sustainable supply chain aims to provide quality products and services through supply
chain while increasing efficiency through reducing waste and costs and with environmental
responsibility (Hussain, et al, 2016). To increase efficiency in supply chain management, it is
necessary to establish partnerships with suppliers and customers to reduce all unnecessary
costs of material and product flow in company. The application of a sustainable supply chain
contributes to build good long-term business results, while achieving positive impact on the
environment.
Linton, et al. (2007) argued that sustainability within supply chain should be transferred to all
its segments such as: production, energy and material consumption, customer service and
product disposal, etc. In this way, company ensures minimal negative impact on the
environment.

3. Research Methodology
For the purposes of the study, a survey questionnaire was used on the selected sample. The
basic population set in this study were companies engaged in the production of food and
beverages in Bosnia and Herzegovina. The basic population set with company names was
formed and they were arranged in alphabetical order. Based on the population set of
companies, a sample of half of these companies was formed. The sample was formed by a
random system in a way that each odd-numbered company was taken into consideration.
First, the companies in the sample were checked about their communication details including
official phone, website, or email. If it was not possible to clarify whether the company
operates and performs its business activity, the first next company was taken in the sample. In
that way, a sample of companies was formed. To increase the number of collected answers, a
combination of different methods of collecting primary data was used, namely: e-mail,
telephone contact, personal contact, etc. A total of 107 completed surveys were collected via
e-mail, while 28 companies completed the survey questionnaire through personal contact. The
total number of completed questionnaires was 135.
The research used a qualitative and non-cost approach to measure selected dimensions of the
research variables. Due to the specifics of the study, the survey questionnaire consisted of two
parts. The first part of the survey questionnaire was related to general data on the company,
while the second part was related to the research variables and its dimensions that were
measured through appropriate statements. The first part of the company's questionnaire
contained claims related to the size of the company, the number of employees, the period in
which the company was founded, i.e., its age, data on annual sales revenue, possession of
quality certificates and the company's primary activity. Table 1 shows the basic characteristics
of the surveyed companies.
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Table 1. Characteristics of companies in the study

Size of company

No. of employees

Year of establishment

Sales revenues in
millions BAM
Certificates of quality

Primary activity

Characteristics
1. Micro
2. Small
3. Medium
4. Large
1. 1-9
2. 10-49
3. 50-99
4. 100-199
5. 200 and more
1. until 1970
2. 1970-1989
3. 1990-2010
4. after 2010
1. up to 4
2. 4-19
3. 20-99
4. above 100
1. yes
2. no
1. Milling industry
2. Milk industry
3. Meat industry
4. Processing of fruits and vegetables
5. Production of confectionery products
6. Production of alcoholic beverages
7. Production of water and soft drinks
8. Other

Frequency
18
60
40
17
40
48
17
16
14
15
13
89
18
79
29
20
4
94
41
19
9
20
16
11
5
10
44

%
13,3
44,4
29,6
12,6
29,6
35,6
12,6
11,9
10,4
11,1
9,6
65,9
13,3
59,8
22,0
15,2
3,0
69,6
30,4
14,2
6,7
14,9
11,9
8,2
3,7
7,5
32,8

In the second part of the questionnaire, the operational variables were operationalized. Each
of the set variables was assigned corresponding statements. The answers to the set statements
are in the form of linguistic variables with five levels of agreement, or disagreement. The
level of agreement ranged from "completely disagree" to "completely agree".

3.1.Research hypotheses
In Bosnia and Herzegovina, all companies are divided into micro, small, medium, and large.
Hall and Weiss (1967) showed that the size of a company affects the profit rate, and that
larger companies have a higher profit rate. Having in mind there are no identical companies,
but they differ in size, number of employees, ownership, results, tradition, etc. it can be
assumed that larger companies that make higher profits can invest more in research and
development and offer innovated products of better quality and thus increase their
competitiveness. Furthermore, larger companies will strive for better supply chain
management. Therefore, it is important to determine how individual characteristics of the
company affect the performance of the supply chain. This enables to determine what are the
barriers in companies to improve the supply chain. Based on this, the main hypotheses of the
study are:
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H0 - There is a statistically significant difference in the performance of the supply chain in
respect to the basic characteristics of companies in the food industry.
Since companies are observed according to six characteristics, this main hypothesis is
divided into six auxiliary hypotheses which read:
H1 - There is a statistically significant difference in supply chain performance with respect to
the company size.
H2 - There is a statistically significant difference in supply chain performance with respect to
the number of employees in the company.
H3 - There is a statistically significant difference in supply chain performance with respect to
the age of the company.
H4 - There is a statistically significant difference in supply chain performance with respect to
realized sales revenues.
H5 - There is a statistically significant difference in supply chain performance due to the
possession of quality certificates.
H6 - There is a statistically significant difference in the performance of the supply chain with
respect to the primary activity of the company.

3.2.Operationalization of research variables
This study used a non-cost and qualitative approach to supply chain performance
measurement with the following variables: flexibility, agility, innovation, quality, and
sustainability.
Flexibility in this study means the ability of the supply chain to adapt to market demands.
Supply chain flexibility is reflected in adapting production, products, procurement, and
delivery to market demands. Customer requirements are becoming more sophisticated and
need to be adapted. Therefore, it is necessary to build a flexible supply chain to improve
supply chain performance. To measure supply chain flexibility, customized claims from a
study by Swafford, et al. (2008), Blome, et al. (2014), and Rifle, et al. (2019) were used:
•
•
•
•

(FLS01) We can adjust our purchases at any time,
(FLS02) We can change production as needed,
(FLS03) We develop products according to customer requirements and
(FLS04) We can change the dynamics of product delivery to customers.

In addition to adapting to market changes, supply chain needs to respond quickly to market
demands. Supply chain response speed is agility. An agile supply chain is capable to adapt
quickly to market demands. It is necessary to adapt by rapidly developing new products, and
all this should be accompanied by appropriate delivery. To test whether the supply chain is
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agile, customized claims from the study by Swafford, et al. (2008), Yang (2014) and Gligor,
et al. (2015), were used:
•
•
•

(ALS01) We respond very quickly to changes in the market,
(ALS02) We can adapt very quickly to customer demand,
(ALS03) We can offer new products to customers and very quickly.

To respond to customer requirements, it is necessary to adapt to change. Adapting to change
is not possible without innovative activities. Innovation is the driver of system development.
With an innovative supply chain, the company is a driver of change. Innovation not only
allows a company to adapt to change but also for the company to create change. To measure
the innovative supply chain, customized claims from research by Mohezar and Nazri Mohd
(2014), Lee, et al. (2014) and Rifle, et al. (2020) were used:
•
•
•

(ILS01) We use modern technology for product development,
(ILS02) We are technologically competitive,
(ILS03) We use modern warehouses and means of transport to ensure the quality of
our products.

Quality in supply chain performance means that it is convenient, adaptable, applicable, and
easy to apply. Through the application of quality in supply chain, its continuous improvement
and adjustment is performed. By applying quality in supply chain, it is possible to make it
more innovative, flexible, and faster. To measure the quality of supply chain of companies in
the food industry in Bosnia and Herzegovina, customized claims from the research of Morita,
et al. (2015) were used:
•
•
•

(KLS01) We receive feedback from customers on the quality of our products,
(KLS02) We cooperate with suppliers in improving the quality of raw materials and
products,
(KLS03) All employees are involved in raising the level of product quality.

Sustainability as a concept implies the application of environmental, economic, and social
aspects of business. For company to operate in today's environment, it is necessary to apply
the principle of sustainability in business. A sustainable supply chain applies three pillars of
sustainability. The task of a sustainable supply chain is to ensure ethics and social
responsibility in business through achieving the necessary performance. To measure a
sustainable supply chain in this study, customized claims from the Hasan study (2013) and
Schaltegger and Burritt (2014) were used:
•
•
•
•

(OLS01) At every step within supply chain, efforts are made to minimize the
consumption of all resources in the company,
(OLS02) Raw material waste in production is minimized,
(OLS03) Energy and water consumption are minimized in production,
(OLS04) Transport optimization is performed to reduce energy consumption.
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4. Results and findings
Within this research, the grouping of claims was conducted first through factor analysis. The
task of factor analysis is to reduce many interrelated variables to a smaller number of factors.
This analysis was applied to examine the correlation of claims within dimensions. In this way,
it is possible to understand whether the statements represent the dimensions. When
performing factor analysis, varimax factor rotation with Kaiser normalization was applied.
The values of the factor coefficient must be greater than 0.4 for the claim to be considered.
The calculation of these indicators was conducted using the statistical package SPSS 20. After
the claims were grouped into appropriate factors, the research hypotheses were tested.
Multivariate analysis of variance (MANOVA) was used to test the research hypotheses to
examine the relationship of the basic characteristics of selected companies on supply chain
performance. After the hypotheses were tested, the influence of the basic characteristics of the
company on individual variables were determined through the analysis of variance
(ANOVA).
The results of the factor analysis for the supply chain performance variables have shown that
the claims are grouped into appropriate factors representing the individual variables. Factor
analysis have explained 69.14% of the variance (V = 69.144). The results of the KMO
indicator are higher than the set level of adequacy (KMO = 0.796), and it can be concluded
that the correlation matrix of collected data is reliable for conducting factor analysis. The
values of the Bartlett test for both factor analyses are at the level p <0.05, indicating that the
condition of the sphericity test of the collected data for these analyses was met. The results of
the Cronbach's alpha indicator have shown that the measurement scales of the collected data
are reliable. The most reliable measurement scale of the collected data was found in the
agility dimension (α = 0.859). The least reliable measurement scales were indicated in the
quality dimension (α = 0.716). Based on the obtained results of testing the correlation and
reliability of the measurement scale of the collected data for the supply chain performance
variable, it can be concluded that the measurement scales of the collected data are reliable and
linked into appropriate factors representing the research variables.
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Table 2. Measurement scale reliability and data correlation analysis for supply chain
performance
Claim

Internal connectivity
Factor 2
Factor 3
Factor 4
0,562
0,826
0,593
0,834

Cronbach's
alpha

Factor 1
Factor 5
FLS01
FLS02
0,773
FLS03
FLS04
ALS01
0,851
ALS02
0,867
0,859
ALS03
0,763
ILS04
0,808
ILS02
0,773
0,830
ILS03
0,859
KLS01
0,791
KLS02
0,821
0,716
KLS03
0,634
OLS01
0,798
OLS02
0,705
0,790
OLS03
0,843
OLS04
0,667
Explained
32,980
11,902
9,729
7,930
6,603
variance %
KMO = 0,796; Bartlett test χ2 = 1001,173, p < 0,000; Explained variance 69,144%

The results of MANOVA analysis (3) have shown that in five of the six basic characteristics
there is a statistically significant dependence when observing the supply chain performance,
namely: company size (p = 0.001, F = 2.719), number of employees (p = 0.000, F = 2,789),
sales revenue (p = 0.000, F = 3.869), possession of one of the quality certificates (p = 0.000, F
= 5.885) and primary business activity (p = 0.041, F = 1.477). There is no statistically
significant dependence for the age of company as one of the basic characteristics. The results
obtained for the age of the company have shown that the statistical dependence is
insignificant (p = 0.704, F = 0.776) and that this characteristic has the lowest dependence. The
biggest dependence has been found for the possession of quality certificates. Since there is a
statistically significant dependence with several basic characteristics of the company, the
main hypothesis of this research is accepted.
Table 3. Dependence of supply chain performance variable on the company’s characteristics
Independent variables
Size of company
No. of employees
Age of company
Sales revenues
Certificates of quality
Primary activity

Values

F-test

0,738
0,661
0,914
0,755
0,814
0,671

2,719
2,789
0,776
3,869
5,885
1,477

Significance
(p-value)
0,001
0,000
0,704
0,000
0,000
0,041

Hypothesis
Confirmed
Confirmed
Rejected
Confirmed
Confirmed
Confirmed
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ANOVA analysis was used to examine the individual impact of basic characteristics on the
dimensions of the supply chain performance variable. The results of the analysis are shown in
Table 4.
Table 4. Relationship between the dimensions of supply chain performance variable and the
basic characteristics of companies
Independent
variable
Size of
company

No. of
employees

Year of
establishment

Sales revenues
in millions
BAM
Certificates of
quality

Primary activity

Dependent variable
Flexibility
Agility
Innovation
Quality
Sustainability
Flexibility
Agility
Innovation
Quality
Sustainability
Flexibility
Agility
Innovation
Quality
Sustainability
Flexibility
Agility
Innovation
Quality
Sustainability
Flexibility
Agility
Innovation
Quality
Sustainability
Flexibility
Agility
Innovation
Quality
Sustainability

Variance

F-test

Significance

Relationship

0,081
0,108
0,367
0,027
0,057
0,080
0,040
0,411
0,028
0,038
0,008
0,057
0,025
0,016
0,005
0,301
0,117
0,551
0,060
0,058
0,022
0,017
0,563
0,259
0,001
0,057
0,044
0,077
0,050
0,018

2,097
2,668
8,278
1,098
2,388
2,091
0,946
10,132
1,126
1,582
0,189
1,380
0,471
0,648
0,204
8,420
2,870
12,528
2,439
2,392
0,561
0,403
11,790
11,133
0,056
1,461
1,045
1,529
2,103
0,712

0,104
0,050
0,000
0,352
0,072
0,086
0,440
0,000
0,347
0,183
0,904
0,252
0,703
0,586
0,894
0,000
0,060
0,000
0,091
0,095
0,455
0,526
0,001
0,001
0,814
0,187
0,403
0,163
0,048
0,662

2<1<3<4
2<3<1<4
1<2<3<4
2<1<4<3
2<3<1<4
1<2<3<4<5
4<2<1<3<5
1<3<2<4<5
1<2<4<3<5
2<4<1<3<5
4<3=1<2
1<3<4<2
4<3<1<2
2<4<3<1
3<2<1<4
1<2<3
2<1<3
1<2<3
1<2<3
1<2<3
2<1
1<2
2<1
2<1
1<2
4<8<7<5<1<2<6<3
4<1<2<8<3<7<6<5
8<1<4<3<5<7<2<6
1<6<8<4<3<5<7<2
3<4<1<8<2<7<6<5

The results of the conducted ANOVA analysis (Table 4) for the basic characteristics of
companies have shown that in the dimensions of agility (p = 0.050, F = 2.668) and innovation
there is a statistically significant dependence (p = 0.000, F = 8.278). For other dimensions,
there is no statistically significant dependence related to the size of company. The lowest
dependence has been shown by the quality dimension (p = 0.352, F = 1.098). When observing
the results of variance, the largest dispersion in the answers has been found for the innovation
dimension (V = 0.367), while the smallest dispersion in the response is in the quality
dimension (V = 0.027). Based on the relationship, it can be concluded that small and micro
enterprises have the least application of supply chain performance dimensions while large
enterprises apply these dimensions the most.
Observing the number of employees as one of the basic characteristics, the results of ANOVA
analysis have shown that in one dimension there is a statistically significant dependence,
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which is the dimension of innovation (p = 0.000, F = 10,132), while in other dimensions there
is no statistically significant dependence. The least dependent on this characteristic is the
dimension of agility (p = 0.440, F = 0.946). In the dimension of quality, the smallest
dispersion has been found in the answers received from the respondents (V = 0.028), while
the largest dispersion has been indicated for the dimension of innovation (V = 0.411). When
observing the ratio of elements, companies with over 200 employees have the best application
of supply chain performance dimensions, while companies with less than 10 employees have
the lowest application of supply chain performance dimensions.
When the age of company is used as a basic characteristic, the results have shown that there is
no statistically significant dependence on the dimensions of supply chain performance. The
highest dependence has been indicated with the agility dimension (p = 0.252, F = 1.380),
while the lowest dependence with the flexibility dimension (p = 0.904, F = 0.189). The
highest dispersion in the responses has been found in the agility dimension (V = 0.057), while
the lowest dispersion in the sustainability dimension (V = 0.005). However, the values of
these dispersions are small, so it can be concluded that there is no difference in the responses
when looking at their age. The results provided by the ratio of elements have shown that there
is no single order of application of supply chain performance dimensions and each of the
dimensions is used differently given the age of company.
The results of the dependence of supply chain performance dimensions on sales revenues
have shown that in two dimensions there is a statistically significant dependence, namely:
flexibility (p = 0.000, F = 8.420) and innovation (p = 0.000, F = 12.528) in which is the
largest dispersion in the obtained responses (V = 0.551). Other dimensions did not show
significant dependence. The smallest dispersion in the obtained answers has been found in the
dimension of sustainability (V = 0.058). When observing the ratio of elements for sales
revenues only in the agility dimension, this order is not the same and this dimension is mostly
applied by companies that generated sales revenues between 4 and 20 million BAM, while
other dimensions are mostly applied by companies that generated revenues from sales over 20
million BAM. These dimensions are least applied by companies that generated annual sales
revenues below 4 million BAM.
When observing the possession of quality certificates, the results have shown that in two
dimensions of supply chain performance there is a statistically significant dependence:
innovation (p = 0.001, F = 11.790) and quality (p = 0.001, F = 11.133). For other dimensions,
there is no statistically significant dependence. The largest dispersion in the obtained answers
has been indicated in the dimension of innovation (V = 0.563), while the smallest dispersion
in the dimension of sustainability (V = 0.001) which have shown the lowest dependence in
relation to the possession of quality certificates (p = 0.814, F = 0.056). For four dimensions,
the results of the relationship of elements were obtained, which have shown that companies
that have the quality certificates use these dimensions more. Only with the sustainability
dimension, the relationship is different, which has indicated that companies that do not
possess quality certificates use this dimension more than companies that possess the quality
certificates.
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The results obtained when observing the dependence of supply chain performance dimensions
on the primary activity have shown that there is a statistically significant dependence on the
quality dimension (p = 0.048, F = 2.103). The lowest dependence has been indicated in the
dimension of sustainability (p = 0.662, F = 0.712) in which the smallest dispersion has been
found in the obtained answers (V = 0.018), while the largest dispersion in the answers has
been found in the dimension of innovation (V = 0.077). When observing the relationship of
elements in companies about their primary activity, it can be concluded that there are different
results in all dimensions, thus no primary activity can be highlighted that best or worst applies
these dimensions.
When the results of ANOVA analysis are collectively observed, it can be concluded that the
dimension of innovation is most dependent on the basic characteristics of companies, with
four basic characteristics, then quality with two basic characteristics and flexibility and agility
with one basic characteristic. Only the dimension of sustainability does not show a significant
statistical dependence in relation to the basic characteristics indicated for companies.

Conclusion
The study in the field of supply chain performance and the effects of the basic company’s
characteristics have delivered valuable findings. These results can support food companies in
Bosnia and Herzegovina in improving their supply chain performances by understanding how
different characteristics of their companies may affect this.
When examining the dependence on the size of company, it was proved that large and
medium-sized enterprises have better supply chain performance compared to micro and small
enterprises. The obtained results have shown that there is a statistically significant dependence
on the dimensions of innovation, agility. For other dimensions, there is no statistically
significant dependence. Micro-enterprises have shown better performance in terms of agility
and sustainability compared to medium and small enterprises, while the micro-enterprise has
the least applied dimension of innovation. Based on the obtained results, it can be concluded
that there is a difference in the application of supply chain performance with respect to the
size of the company. The dimension of innovation is a key dimension that determines the
affiliation of companies regarding their size.
For the number of employees, it was shown that the dimension of innovation has a
statistically significant dependence, while in other dimensions it does not exist. The results
have shown that companies with over 200 employees have the best application of supply
chain performance variable dimensions. However, companies with between 100 and 200
employees have the worst application of agility. The key dimension that determines the
affiliation of a company according to the number of employees is innovation.
In relation to the age of company, the results have shown that this basic characteristic does not
affect the supply chain performances of food companies in Bosnia and Herzegovina. In terms
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of dimensions, the dependence is minor, so it can be concluded that the age of company has
no effect on the supply chain performance.
When observing the dependence of supply chain performance dimensions in relation to the
sales revenues, the findings have indicated that companies with higher sales revenues have
better supply chain performance compared to those enterprises with lower sales revenues.
Dependence on sales revenue has been demonstrated by two dimensions of supply chain
performance, namely: flexibility and innovation. The key dimension that determines a
company's affiliation to sales revenue is innovation.
For the possession of certain quality certificates, it has been proven that companies that
possess a quality certificates achieve better supply chain performance. However, the
exceptions are the dimensions of agility and sustainability in which the possession of the
quality certificates has no impact. The dimensions of innovation and quality have shown a
statistically significant dependence on the possession of quality certificates. When
determining the key dimensions for the affiliation of a company with a quality certificate, it
was found that two dimensions positively affect the direction of the discriminatory function,
namely innovation and quality, while the dimension of agility negatively affects the direction
of the discriminatory function. Based on that, it can be concluded that companies that
possesses certain quality certificates apply a more innovative supply chain.
When observing the primary activity of company, it was found that in the dimension of
quality there is a statistically significant dependence, while in other dimension this
dependence does not exist. Since different results are obtained for certain dimensions, it is not
possible to draw certain conclusions.
Based on the results of the study, it has been proven that the size of company, number of
employees, sales revenues and possession of quality certificates and company activity affect
the performance of supply chain, while the age of the company do not affect supply chain
performance. These findings can be beneficial for decision makers in food companies by
applying adequate measures in improving their supply chains.
The main limitations of this paper relate to the non-inclusion of other variables that reflect the
supply chain performance as well as limitations related to the application of a qualitative type
of research.
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Impact of the COVID-19 Pandemic
on the Economy and the Fiscal Policy of Bulgaria
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Abstract
The goal of the paper is to analyse the effects of the crisis caused by the spread of SARSCoV-2 in Bulgaria on the leading macroeconomic and budgetary parameters. The paper
presents the actions taken by the government to manage the economy during the
unprecedented crisis. The COVID-19 pandemic has impacted the state budget from the
second quarter of 2020. The economy has been severely affected by the pandemic and the
imposed restrictive measures for physical distance. As a result, economic activity fell sharply,
leading to job losses and the need for urgent government intervention. The state budget
needed to be updated immediately to provide funds for the implementation of anti-crisis
measures. The paper is structured in three separate parts. The first one examines the dynamics
of key indicators affected by the unfavourable economic development. It causes a reduction of
revenues in the budget. The second part presents the main measures taken to overcome the
crisis. On the one hand, they are related to the increased need for funds in the health system.
On the other hand, the budget is funding the measures the government has implemented to
stimulate the economy. The last part focuses on the specific effect of these two main factors
on the implementation of the state budget. The study also aims to assess the compliance with
the established fiscal rules during the unprecedented economic crisis. In conclusion, the
change in the direction of the conducted fiscal policy is assessed.
Keywords: economy, anti-crisis measures, state budget, public revenue, public expenditure,
pandemic, coronavirus, COVID-19

1. Introduction
Economic downturns could be caused by either cyclical processes or external events with
strong negative impact. The coronavirus pandemic which started at the end of 2019 and the
beginning of 2020 is an example for such unexpected shock. To prevent the spread of SARSCoV-2 strict measures for physical distance were introduced by most of the governments
worldwide.
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The imposed restrictive measures and the development of the pandemic worldwide had
negative impact on the economy of Bulgaria. The downturn led to a deterioration of
macroeconomic indicators such as growth rate and unemployment. On the one hand, the
contraction of economic activity had negative impact on budget revenues. On the other hand,
there was a need for additional expenditures to cover the implementation of measures to
support the economy (for instance to maintain employment) and the healthcare system
(treatment of the affected population). In addition, the social benefit costs increased
significantly – to support the ones who are infected or quarantined and the ones who are laid
off.
The combined effect of these circumstances necessitated a change in the fiscal policy to
ensure that the expenditures required to meet the additional needs for health and social
support are provisioned, and, thus, to mitigate the negative impact on the economic agents. In
this regard, the government's agenda included discussions on a package of economic
measures and the expected outcome. On the one hand, the measures had to provide liquidity
support to households and businesses by postponing some public and private obligations. On
the other hand, the government had to find the most suitable approach to directly support the
affected and vulnerable sectors, thus preventing mass bankruptcies.
The main goal of this paper is to examine the effects of the crisis, the implemented measures,
and their outcome on the leading macroeconomic and budgetary parameters. The research
methodology includes comparative analysis and dynamic analysis, review of legislation, data
collection and processing. The paper refers to official data sources on national level such as
the Ministry of Finance, the National Statistical Institute, the Fiscal Council, and international
level such as the European Commission, the International Monetary Fund, and the World
Bank. Data from both reports and forecasts is used.
2. Economic development of Bulgaria during the pandemic
The cyclical processes of expansion and contraction of the economy are considered temporary
fluctuations from the established long-term trend (Mankiw, 2018). The views on the business
cycle evolved in the different theories. However, external events such as wars and pandemics
have always been perceived as highly impactful negative shocks on the economy.
During the second decade of the 21st century, the economy of Bulgaria has been steadily
growing. The real GDP growth rate was relatively low in the first half of the decade but
significantly increased in the second one reaching levels between 3% and 4%. The conducted
fiscal policy has been conservative keeping the debt level below 30% of GDP, which is one of
the lowest debt-to-GDP ratios within the members of the European union.
The pandemic caused by the SARS-CoV-2 virus had unprecedented impact on the economies
worldwide, which required the corresponding fiscal measures. In Bulgaria, the first two cases
were registered on the 8th of March. The Parliament declared state of emergency from the 13th
of March. The introduced measures were similar to these, undertaken in most of the countries.
Schools, shopping malls, cinemas, theatres, restaurants, fitness clubs and other businesses
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were closed. These circumstances broke the economic trend observed in the last years. The
paper analyzes the trends of two main parameters – GDP growth and unemployment.
The imposed measures immediately affected social and economic life, paralyzing entire
sectors. In addition, the international supply chains were disrupted which blocked export and
import. Furthermore, the health risk and the high uncertainty about both the development of
the pandemic and the restrictive measures caused worsening of the expectations of the
households and the businesses. This led to decline consumption and investments.
The Bulgarian economy was initially expected to grow with 3.3% during 2020
(Министерство на финансите, 2019). However, the government revised the forecast in
March in accordance with the development of the pandemic and the imposed restrictive
measures. The adjusted macroeconomic expectations served as a basis to forecast the fiscal
parameters and to motivate the proposed update of the state budget.
The government projected a contraction of the real GDP by 3%. The Bulgarian economy was
one of the few that grew (with 0.3%) in the first quarter of 2020 (Национален статистически
институт, 2020). This could be attributed to the relatively late stage of detecting the first
cases in Bulgaria and declaring the state of emergency. Nevertheless, the scenario projected
by the Ministry of finance in March was assessed as being optimistic (Фискален съвет на
България, 2020) - Table 1.
Table 1. Forecasted and reported real GDP growth
Source

Real GDP
growth

Autumn macroeconomic forecast, October, ‘19
Forecast for first state budget update, March, ‘20
Forecast for second budget update, October, ‘20
Reported data by NSI, March, ‘21

3.3%
-3.0%
-3.0%
-4.2%

Sources: Ministry of finance, National Statistical Institute
Its statement was later confirmed by the data reported by the National Statistical Institute
(Graph 1). The Bulgarian economy contracted by 4.2% in 2020 (Национален статистически
институт, 2021) compared to the initial forecast of real GDP growth by 3%. Most of the
forecasts, produced by other organisations overestimated the contraction (Фискален съвет на
България, 2020). The projections were for a deeper collapse (about 5.8% on average) and
faster recovery. Currently, it looks like the fight against COVID-19 will be longer. However,
during the second quarter of 2021 an outstanding growth rate of 9.2% was achieved
(Национален статистически институт, 2021). This implies that the expected annual growth
for 2021 might be underestimated.
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Graph 1. Real GDP growth of Bulgaria 2018-2023
5,00%
4,00%
3,00%

3,10%

3,70%

3,60%

3,40%

2022f

2023f

2,70%

2,00%
1,00%
0,00%
-1,00%

2018

2019

2020

2021f

-2,00%
-3,00%
-4,00%
-5,00%

-4,20%
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The real growth of GDP is not the only important parameter. Its nominal amount is essential
for projecting the expected public revenue. However, the Ministry of finance did not provide
forecast for the nominal amount of GDP in its revision in March 2020. Thus, it is not possible
to fully assess the dynamics of the updates of the projected parameters. In nominal terms, the
GDP amounted to BGN 118.6 billion in 2020. This is about 6.5% lower than the initial
projection of BGN 126.8 billion (Министерство на финансите, 2019).
The other significant macroeconomic parameter examined in the paper is the unemployment
rate. Initially, it was expected to reach 4.1% in 2020 (Министерство на финансите, 2019).
The revision updated this projection to 6.2% (Фискален съвет на България, 2020).
The unemployment in Bulgaria has been steadily declining in the last couple of years.
However, this has not been attributed only to the favourable economic conditions before the
pandemic. The negative demographic trend is playing a significant role in the development of
employment in Bulgaria (Фискален съвет на България, 2020).
The National Statistical Institute reported unemployment rate of 5.1% for 2020. It increased
with 0.9 p.p. compared to 2019. Nevertheless, its level is considered relatively low. The better
than expected development (reported rate of 5.1% compared to projected rate of 6.2%) is
attributed mostly to one of the main anti-crisis measures undertaken by the government aimed
at supporting the employment. In addition, the negative demographic trend kept the
unemployment low. In conclusion, the pandemic caused an increase in unemployment and
required a significant fiscal stimulus to counter its impact. The measure to support
employment is presented in the second part of the paper.
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3. Anti-crisis measures in Bulgaria
John Maynard Keynes (1883-1946) believed that governments could minimize the negative
fluctuation during the business cycle by managing budget revenues and expenditures. These
views set the foundations of the fiscal policy, which could be either restrictive or
expansionary. In addition, it is defined as procyclical or anticyclical when used by the
governments to manage the deviation form the potential output (the output gap). This part of
the paper is aimed on presenting the measures, while the last one analyses on their impact on
the budget.
The paper does not focus on measures for physical distance. The examined government
interventions are limited to the support of the economy which affected the public expenditure.
A variety of actions were undertaken, but only three of them are presented. They are selected
because of their significance in budget terms or the stronger society response.
3.1. Programme for employment support (the so-called ‘60/40’ measure)
The main intervention to support the employment was the so-called ‘60/40’ measure. The
state covers 60% of the individual insurance income and the related social security
contributions due by employers in enterprises whose business has suffered from the
emergency measures (Ministry of finance, 2020). The measure received numerous updates
which widened the scope of the included sectors or extended the co-financing to 80% for
some of them.
The impact of this measure is evaluated together with additional employment support
measures such as ‘Zapazi me’ and ‘Zaetost za teb’. The Ministry of finance states that by the
end of 2020 about 260 000 jobs were protected by these interventions (Ministry of finance,
2021). The impact of the measure on the budget is the highest for 2020 with about 0.84% of
GDP.
The measure continues in 2021. Its impact was planned for 0.24% of GDP. However, the
measure continued longer than initially expected. Additional funds are provisioned with the
update of state budget proposed by the Ministry of finance in July. It is believed though that
due to the strong second quarter with growth of 9,2% there is a risk the measure could
actually slow down the recovery in some of the well-performing sectors (Фискален съвет на
България, 2021).
3.2. Supplements to the pension of pensioners
One of the measures with high impact on the budget was aimed at supporting pensioners. In
August 2020 the government decided to provide supplement of BGN 50 to every pensioner.
In 2020 about 0.45% of GDP was spent to fund the measure from August to December. In
terms of economic development, this intervention is aimed at supporting consumption.
The measure was not adopted initially with the budget update. At first it was announced as
temporary, however, a year later it is still being implemented. Furthermore, the government is
looking for an approach to transform the supplement into permanent pension increase.
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3.3. VAT reduction for affected sectors
To additionally support affected sectors, the government reduced the VAT rate from 20% to
9%. Initially, the measure was aimed at restaurants. It was later extended to services of sports
facilities, books, food suitable for babies or young children and baby diapers. The measure did
not lead to a decrease in prices, rather it increased the profitability of these sectors.
It was expected that this intervention will negatively impact the VAT revenue in the budget.
However, such decrease was not observed. This implies that significant part of the sector
might be avoiding taxes and working in the grey economy. The measure is supposed to be
temporary and continue until the end of 2021. It is likely that it will continue since the
outlooks of the pandemic development are not as good as expected.
3.4. Other measures
A variety of other measures such as providing grants, liquidity support or postponing tax
obligations were implemented. For instance, several programmes providing direct financial
support to business that were affected by the pandemic were launched. Most of them were
financed by EU funds. The first one was aimed at small and medium enterprises which
suffered more than 20% decrease in their revenues in April 2020 compared to their average
monthly revenue for 2019. It provided a grant of 10% of their total revenue for 2019 up to
BGN 10 000 but no less than BGN 3 000. Later, similar measures were provided to medium
enterprises. During the second lockdown in the winter of 2020, the support was more
precisely targeted. Only business with closed premises or limited activities could apply for
support.
One of the measures aimed to compensate the employed in the public sector who are working
in the front-line to prevent the spread of COVID-19. They received supplement of up to BGN
1000. The measure was mostly focused on healthcare workers. However, salaries in other
sectors such as defence was increased as well. These measures supported the consumption. In
addition, although the public expenditure increased, the revenue was affected as well. The
revenue from personal income tax and social insurance increased. Such effects are analysed in
the last part of the paper.

4. The fiscal policy of Bulgaria during the pandemic of COVID-19
Budget policy ideas are widely spread in the writings of British economist John Maynard
Keynes (1883-1946). Keynes used the term “fiscal policy” but did not define it. The
understanding of fiscal policy changed over the time. Currently, the term includes a set of
measures of the state to regulate government expenditures and revenues (Stiglitz & Walsh,
2006) through which it performs its main economic functions, namely: 1) allocative function
(provision of public goods), 2) redistributive function, 3) stabilizing function and 4)
regulatory function.
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Fiscal policy is essential for stabilizing the macroeconomic environment, while also serving
to achieve more general objectives in terms of fiscal sustainability and redistributive
functions. In the conditions of a health crisis, which unanticipatedly interrupted the upward
economic development of most of the countries (including Bulgaria), the stabilizing role of
fiscal policy has been at the focus of the economic debate. The measures taken to manage the
health crisis caused a very serious economic impact, which has also affected the public
finance system. Thus, to respond the most adequately to the challenges of the pandemic both
the magnitude of government intervention and the specific changes in revenue and
expenditure policies were discussed.
4.1. Fiscal management in Bulgaria to counter the pandemic
The fiscal policy of Bulgaria for 2020 and 2021 has been severely affected by the COVID-19
crisis. The pandemic will continue to affect budgetary parameters in the coming years. The
turn of the economic development required a re-evaluation and revision of the initial budget
policies for 2020. This necessity is evident from the undertaken updates of the budget for
2020 in April and October. With the new forecasts for the amounts of the revenues and
expenditures of the budget, the implementation of the budgetary goals set by the State Budget
of the Republic of Bulgaria Act for 2020 seemed unattainable.
The government approved urgent economic measures in the amount of more than BGN 2
billion at its meeting on March 25, 2020, which represented about 2% of the expected GDP
before the revision. At the end of March, the government submitted to the National Assembly
a draft Amending Act to the State Budget of the Republic of Bulgaria Act for 2020. In the
update a planned budget deficit of BGN 3.5 billion or 3% of GDP was introduced. For
comparison, the original plan suggested a surplus (although insignificant) of BGN 62.4
million.
With the adoption of the budget for 2021 a second update of the budget for 2020 was
introduced, which increased the state budget deficit to BGN 5.2 billion or 4.4% of GDP.
However, according to the published reports for 2020, the state budget deficit actually
amounted to BGN 4.1 billion or 3.4% of GDP.
Prior to the pandemic, the Bulgarian fiscal policy was oriented towards a balanced budget,
although surpluses of up to 2% of GDP were usually realized. After the pandemic, an
expansionary fiscal policy was adopted, and the expected deficit for the current year amounts
to 5.6% of GDP. In 2022 fiscal consolidation is envisaged, but in 2023 the deficit is
increasing again. Until the end of the forecasting period, government spending will continue
to be higher than revenue. Graph. 2. illustrates the dynamics of the main fiscal parameters for
the last 3 reporting periods and for the upcoming 3 forecast years.
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Graph 2. General Government Balance 2018-2023 (% of GDP)
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The graph shows that despite the crisis in 2020 the received revenues increased by almost 1
percentage point of GDP compared to 2019 (to which the lower nominal GDP contributes),
while expenditures increased their share in GDP by 6.6 p.p. and reached almost 43% of it.
This means that the fiscal response to the pandemic crisis is through spending policies in
2020, although some measures have also been aimed at tax reductions.
The analyses of the fiscal policy require considering the current economic development. The
implementation of a countercyclical fiscal policy suggests a very clear assessment of the
position of the economy in relation to its potential. Countercyclical fiscal policy requires the
realization of budget surpluses when the economy is above its potential for economic growth
and vice versa, when there is a downturn in the economy or insufficient growth to encourage
it with fiscal incentives.
The fiscal policy pursued in Bulgaria in the recent years has been relatively conservative and
the available fiscal space for crisis respond has made it possible to react in a way that does not
pose risks to the country's long-term fiscal sustainability. The need to conduct an expansive
fiscal policy in 2020 and 2021 led to a significant increase in the consolidated debt of the
general government sector, the value of which exceeded BGN 30 billion (25% of GDP).
Nevertheless, its level remains far from the established limit within 60% of GDP. The
medium-term expectations for the debt level imply that it will continue to increase in 2023 to
reach almost 30% of GDP.
4.2. Compliance with fiscal rules during the pandemic
The restrictions on certain fiscal indicators are requirements set on EU level for some of the
parameters. EU Member States must pursue their fiscal policies in compliance with specific
requirements for their public finances determined by the Stability and Growth Pact (SGP).
The idea of coordinating fiscal policies in the EU is placed in the Maastricht Treaty of 1992,
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which sets requirements for a budget deficit of up to 3% of GDP and government debt of up
to 60% of GDP.
The fiscal rules in Bulgaria are regulated in the Public Finance Act (PFA). In addition to the
mandatory rules under the SGP, other national requirements for the deficit and the amount of
public expenditures on a cash basis are defined. Compliance with the fiscal rules is monitored
by the Fiscal Council of Bulgaria, which is an independent body for fiscal management at the
National Assembly. The institution aims to provide an objective assessment of the official
macroeconomic and budgetary forecasts (Закон за фискален съвет и автоматични
корективни механизми, 2015). The Fiscal Council was established by a special law in 2015,
and the mandate of its five members is 6 years.
The following numerical fiscal rules should be observed in Bulgaria when conducting fiscal
policy (Закон за публичните финанси, 2013):
1) The Medium-Term Budgetary Objective (MTO) for the structural deficit of the
General Government Sector – should not exceed 1% of GDP. Until 2020 including
Bulgaria overfulfills this goal, but for the period 2021-2023 a structural deficit of up
to 2.4% is planned. A non-compliance of the MTO is admissible for the structural
deficit in exceptional circumstances and provided that the sustainability of public
finances is not endangered. The structural balance is a more accurate measure of
government policy than the overall budget balance because it is cleared of cyclical
fluctuations in the economy and the effect of one-off measures. As the costs of
measures against covid-19 are reported as one-off measures, it is important to show
them separately (Graph 3). As can be seen from the chart, Bulgaria implements the
MTO in 2020 precisely because the additional costs associated with COVID-19 are
reported as one-off measures.
Graph 3. Structural Balance as % of GDP
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2) General Government Balance – should not exceed 3% of GDP. It is evident from
Graph 2. that the deficit for 2020, 2021 and 2023 is greater than 3%. In order not to
violate the PFA in 2020 this rule has been amended to allow for a larger deficit in
exceptional circumstances, as is the case with COVID -19. It should be noted that the
EU also allowed a temporary deviation from the rules and activated the general
escape clause with the aim of specifically protecting workers’ jobs and incomes by
derogating from the Stability and Growth Pact's requirements.
3) Expenditure Benchmark – the annual growth of expenditure should not exceed the
reference growth of the potential GDP. The calculations of the Fiscal Council show
that the expenditure rule was violated in 2020. It is expected that the growth of
expenditures will slightly exceed the acceptable reference rate in 2021 and in 2023 as
well. (Фискален съвет на България, 2021).
4) The annual budget deficit under the Consolidated Fiscal Programme calculated on a
cash basis may not exceed 3% of GDP. This limit was 2% until 2020, when the
easing of fiscal rules also affected this rule and the threshold was increased to 3%.
The allowance of violation in exceptional circumstances has also been added. Until
2020, Bulgaria complied with the limit, but with the second update of the budget for
2020, the projected deficit was over 4%. According to the reporting data published by
the Ministry of Finance for 2020 the cash deficit was 3% of GDP and the forecasts
from the Updated Medium-Term Budget Forecast for period 2021-2023 envisage a
gradual reduction of the deficits as follows: 3.9%, 2% and 1.8% in 2023
(Министерство на финансите, 2020).
5) Public Expenditure/GDP - the maximum amount of expenditure under the
consolidated fiscal programme may not exceed 40% of GDP. As can be seen from
Graph 2., the expenditures for 2020, 2021 and 2023 are above the limit. In 2020 this
rule was amended and funds from European programs and projects and the
corresponding national co-financing were excluded from its scope. This enabled
higher costs to be incurred without violating the law and preventing possible
limitation of the implementation of European projects.
6) Consolidated General Government Debt - before the development of the crisis, the
trend in the debt management strategy was to reduce it to 18% of GDP in 2022.
According to the latest forecasts in the Convergence Programme from June 2021 it is
expected to increase to almost 30% in 2023. However, this indicator is prioritized in
the fiscal management, as it is significantly below the limit of 60% of GDP.
Conclusion
The pandemic interrupted the lasting growth of the Bulgarian economy. Instead of growing
with 3.3% as initially expected, the GDP contracted with 4.2%. The health perspective of the
pandemic management is not examined in the paper. In terms of the economy, however, the
contraction was not as severe as in many of the EU members. Moreover, in the second quarter
of 2021 the GDP grew with 9.2%. With the current demographic trends in Bulgaria, the
unemployment remained low, supported by the government intervention. The economy is still
dependent on the development of the pandemic.
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The variety of measures implemented by the government managed to partially mitigate the
negative impact. However, many of the temporary measures are continuing. Currently, there
is not plan for their ending. Some are even being transformed into permanent. These
circumstances cause a significant pressure in the state budget.
The pandemic had a negative impact on the budget balance, affecting mostly expenditure and
revenue to a lower degree. To some extent, the deterioration of the balance is a result of the
effect of fiscal stabilizers, but also targeted anti-crisis measures, undertaken by the
government in an attempt to control the health crisis and to limit the negative effects on the
economy. Fiscal policy is shifting from neutral to expansionary. The conservative manner
pursued before the pandemic provided sufficient fiscal space to respond to the crisis. For even
greater flexibility of fiscal instruments, some of the established fiscal rules were eased upon
the initiative of the government.
As mentioned above a change in some of the fiscal rules was initiated in 2020. The aim was to
increase the fiscal space for crisis response without having to risk non-compliance with the
imposed restrictions. The easing of the rules allowed for a temporary deviation in case of
emergencies and limiting their possible pro-cyclical impact. However, some changes were
made regardless of the emergency situation and are therefore not temporary, e.g. the change in
the rule that limited the public sector to 40% of GDP. The funds under the European
programs and the necessary national co-financing for them have been permanently removed
from its scope. This change suggests a change in the direction of fiscal policy which might
lead to an increase of the size of the public sector in the economy.
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Abstract
The aim of the paper is to examine the existence of tax competition through the dynamics of
changes in effective and standard corporate income tax rates in the period from 2004-2019.
Considering the discrepancy between effective and standard corporate income tax rates leads
to the level of presence of tax competition. The empirical analysis investigated the movement
of effective and standard tax rates in these countries and determined the difference between
them. Based on empirical analysis, the existence of a strong positive statistically significant
correlation between these rates was determined. This proves that the standard tax rate affects
the effective tax rate. Based on this analysis, it can be concluded that in OECD member
countries, there is a little difference in behavior between the effective and standard tax rates.
There is a positive statistically significant linear relationship between these rates which
suggests that the standard rate has an impact on the effective corporate income tax rate. In
other words, there is a presence of tax competition.
Кеywords: corporate income tax, standard tax rate, effective tax rate, tax competition,
OECD.

1. Introduction
The great mobility of capital, which is determined by numerous factors, has influenced the
changes within the tax systems. Given that the process of globalization has greatly contributed
to their transformations, the fact that it is a factor of production characterized by significantly
greater mobility, compared to other factors, further complicates the process of distribution of
the tax burden in the world. In the great need for capital and the creation of a better business
environment in the absence of national borders, tax systems have begun to build their
competitiveness with differentiated instruments.
By creating conditions for the entry of production resources or preventing their exit, tax
competition is based on reducing the tax burden. Tax competition in the field of corporate
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income tax is mainly driven by lowering tax rates and introducing tax incentives. In order to
create favorable tax conditions with as little tax as possible, but also to respond to the
challenges posed by globalization, factors mobility, digitalization and other factors, modern
tax systems have begun to differ significantly. The problem of tax competition has come to
the fore in the domain of the European Union, where due to the tendency towards
harmonization of tax forms, the smallest result has been achieved in the domain of corporate
income tax. Different tax treatment has led to various paradoxes, among which "race to the
bottom" is one of the most discussed in academic circles.
Since tax competition can have both positive and negative effects, the paper examines its
existence between OECD member countries. The aim of the paper is to examine the existence
of tax competition through the dynamics of changes in effective and standard corporate
income tax rates in the period from 2004-2019. Considering the discrepancy between
effective and standard corporate income tax rates leads to the level of presence of tax
competition. The empirical analysis investigated the movement of effective and standard tax
rates in these countries and determined the difference between them.
The second part of the paper provides an overview of the relevant literature. In the third part,
the trend of the observed variables of importance for examining the phenomenon of tax
competition is considered. In the fourth part, empirical research was conducted, while the fifth
part gives conclusions.
2. Literature review
Tax competition as a phenomenon appears in all forms of taxation, bearing in mind that tax
systems are continuously reformed. These reforms have been accompanied to a large extent
by the processes of globalization, digitalization and tax competition.
Corporate income tax is a tax form that, in the last few decades, has been subject to numerous
reforms. However, tax competition in the domain of this tax form began to be researched in
the 1970s. Namely, Bradford & Oates (1971) and Oates (1972), made a great contribution to
the formulation of the first model of tax competition in the field of corporate income tax.
More complete models appear later. Models that talk about tax competition based on changes
in tax rates appear in the papers Zodrow & Mieszokski (1986) and Wilson (1986).
Overesch & Rincke (2009) point out that since the mid-1980s, countries have significantly
started lowering tax rates, not only by lowering standard tax rates, but also by effective ones.
The authors investigate tax competition in a sample involving 32 European countries in the
period 1984-2006. years. The result obtained by the authors indicates that the openness of
countries did not significantly affect the reduction of tax rates. They also determined the
direct effect of tax competition on the movement of standard tax rates. When it comes to
effective tax rates, they point to a lack of evidence that could lead to the conclusion that there
is an interdependence between them and standard tax rates.
Changes in tax policy have been repeatedly linked in literature with tax competitiveness.
Some authors believe that changes in tax policy may contribute to changes in tax
78

competitiveness (Matthews, 2011). A large number of studies have investigated whether
incentives within tax systems and tax competition between states affect ongoing reforms
(Redoano, 2007; Egger et al., 2007; Davies & Voget, 2008; Devereux et al., 2008). Wellknown economist Keen (2017), based on the results of his research, concluded that the policy
of tax incentives can increase the competitiveness of the state.
Devereux et al. (2008) examine OECD countries. They included 21 OECD countries in their
sample and compared standard and implicit tax rates in the field of profit tax. With the aim of
examining competitiveness, they proved that there is tax competition in the domain of
standard tax rates.
As the decline in tax rates ("race to the bottom") in the world initiated the launch of a policy
for coordination and preservation of corporate income tax revenues, there are also studies in
the field of tax coordination. Banociova & Tahlova (2019) examine tax competition in the
domain of the countries of the European Union, with the aim of considering it as a problem
that needs to be solved by the policy of coordination of basic tax elements among which the
tax rate has the largest role. As the global average corporate income tax rate fell from 49% to
23% between 1985 and 2019, most countries have begun to take the problem of tax
competition seriously and turn the "race to the bottom" paradox into "race to the top”.
Clausing et al. (2020) are engaged in research on this topic. The authors tried to find a
solution to the problem of tax competition through empirical analyzes and suggest a way to
global coordination of corporate income tax. One of their proposals is related to international
coordination and signing agreements at the global level. A global agreement would involve
the adoption of a minimum corporate income tax for each country.
Relying on the current literature in this area, in the further part of the paper we examine the
problem of tax competition in the domain of OECD countries. The paper investigates whether
tax competition is actually a problem in this market. The analysis should also allow
comparison with other markets, and create a picture of the presence of tax competition.

3. Empirical analysis
3.1. Data and methodology
A model for preventing harmful tax competition with reference to the effective corporate
income tax rate was adopted in 1998, highlighting the OECD's interest in tackling this
problem. However, intensively, in the last twenty years, the OECD has focused on the tax
base erosion, which has initiated a gap between the collected tax revenues and the revenues
that could be collected, ie the emergence of evasion.
The importance of tax incentives within this Organization is confirmed by the parametric
reforms of countries such as the United States, Japan and Switzerland, which are introducing
attractive preferential tax schemes in order to attract investors. This significantly deepens the
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differences between countries in the field of corporate taxation, and the legal significance of
tax incentives becomes an international issue.
In order to point out the movement of the effective tax rate and the difference between the
effective and standard tax rate, but also to analyze the relationship between them, it is
necessary to apply an appropriate statistical technique. Descriptive statistics, T-test and
correlation analysis were applied.
Given the complexity of the calculation of the analyzed variables and their non-transparency,
Australia, Chile, Iceland, Israel, South Korea, Mexico and New Zealand were excluded from
the group of OECD countries. The measurement of the effective tax burden was conducted
with the Devereux - Griffith model. Data that are comparable at the level of the analyzed
countries were therefore obtained from the relevant report.
Movement of the effective average tax rate in OECD member countries in the period 20052019 show a downward trend. However, this decline is significantly lower compared to the
decline in the effective average tax rate in EU countries. Chart 1 shows a slight decrease in
the effective tax burden. The graph shows that countries have an average effective tax rate
that is higher than 20% according to the latest data, which indicates that tax competition is
higher in the EU.
Chart 1: Variation in avarage effective corporate tax rates (in %), 2005-2019
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Note: Data were obtained using the Devereux / Griffith methodology
Source: Authors on the basis of Final report 2019. ZEW-Gutachten und Forschungsberichte (2019)

In contrast to the EU market, in the market of OECD member countries, the reliance of
countries on financial incentives is significantly more prevalent. The reason for such a policy
is their flexibility, according to which these incentives differ from tax incentives. Significant
tax incentives were introduced at the end of 2008, in order to remedy the consequences. At
that time, the United States created its policy for recovery from the crisis by introducing new
tax incentives, among which were incentives in the form of accelerated depreciation. With
such a policy, the tax reform gave good results, having in mind that the redesign of tax
incentives served in the conditions of the world financial crisis.
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Chart 2: Effective corporate tax rates in OECD countries (in %), 2019
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Chart 2 shows the effective tax rates recorded in OECD member countries in 2019, based on
which we can conclude that tax policy also differs between OECD member countries. It can
be concluded that in most OECD member countries the tax burden in 2019 was above the
average value of this rate (21.1%), and this average is above the average of EU countries
(19.7%) in the same year. Turkey, Lithuania and Estonia have the lowest effective tax rates,
while Japan, France and Spain have the highest effective tax rates. It is interesting that in the
period from 2005-2018, 4 the United States had the highest effective tax rate which was
significantly reduced after the reforms. In addition to the special tax regimes that also serve in
the OECD countries in the competitive struggle of countries for capital, the harmonization of
tax rules is a desirable tendency here as well.

The average effective tax rate in the United States in the period 2005-2018 was 36.98%. After the implemented
reforms, in 2019, the effective tax rate was 27.5%.
4
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Table 1: Changes in effective corporate tax rates in OECD countries (in %), 2005-2019
Country
Аustria
Belgium
Greece
Denmark
Еstonia
Ireland
Italy
Japan
Canada
Latvia
Lithuania
Luxembourg
Hungary
Germany
Norway
Poland
Portugal
SAD
Slovakia
Slovenia
Turkey
United
Kingdom
Finland
France
Netherlands
Czechia
Switzerland
Sweden
Spain

2006

2007

2008

-3.8
-2.6

-0.3
-3.5
-2.6
-0.8

-0.5
0.1
0.1
-0.8

**

15

Note:

-0.7
0.1
-0,3
3.3
-0.6
-0.3
-0.3

-0,4
-0,8
-0.8
3.2
0.3
-0.9
-0,9

-4.5
-2,2
-0.5
-2.5
-7.3
0,1

2009
-0.3
-0.2
8.7

0.2
0,4
-0,8
4.1
-0.9
-0.2
0.1

2010
0.6
-9.5

2011
0.3
0.6
-3.5

-2.6
-2,3
-2
-4.1
-0.4

-2,7
0.4

2012
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2014
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0.4

0.2
6.6

0.2
0.4
0.2

1.1
3
-0.9
-0.8
-0.3
-0.4
-2
-0,1

-0.6
0.2
-1,6
-1,5
0.2

-0.1
0.2
0.2

-0,1
-0.3
0.9
0.6
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-2,4
-0,1
2.2

2.5
-0,9

2.2
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-1,7

-0,9

-1,9
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-1.7

0.2
-3.6

-0.9
0.1
-0.9
-0.9

0.3
-1.9

0.8

-1.4
1.4
0.8

-0.7
0.5
-1

-4
3.6
1

-0.9

0.5

-3.8
0.5

13

13

14

13

0.1
0,1
-0,1

0.9
-0,2
-0,1
2.4
-0.9
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-0,6
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-6.6

1.4
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-1
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0,1

0.2
0.1

0,1

17

-0.2
-1,5
0,1

0.3

0,3

15

-0.3

0,3

-1,3

-1.7

0.1

0.1
-1

4,6
-0,9

0,1

-2

-4.4

-1.8

-0.9

16

1

0.2

-0.9

-1.4

2019

-0.9

-0.9

-0.4

2018

3.5
-0.9

-1.4

-0.8

2017

-1,4

0.2
-9,1
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-2.6
-0,1

2016
0.1
0.5
0.1
-1.3

* total number of changes per country

-0.1

0.1
-0,9

0.4
-5

0.1

16
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-1.8

-0,1
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-1
-1
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-9
0,8
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10
9
8
4
2
2
8

-0,1
-0.3

0.1

-2.6

15

15

12

*
3
14
11
8
5
2
9
8
14
7
7
7
5
6
6
3
6
3
4
8
6
13

11

198

** the total number of changes in OECD countries on an annual basis
Source: Authors on the bass on Final report 2019. ZEW-Gutachten und Forschungsberichte (2019)

In the OECD countries, in the observed period, the largest number of reforms was carried out
in 2009, after the Great Depression. In the period from 2009-2019, effective tax rates have
been gradually declining in order to undo the effects of the crisis and stimulate economic
activity. The largest reduction in the effective tax burden in the period 2005-2019 was in
Greece (-9.5), Turkey (-9.1%) and USA (-9%). The maximum increase in the effective tax
rate was recorded in Greece (+ 6.6%). In OECD countries, the effective average corporate
income tax rate decreased by 4.6% in the observed period. Compared to the average effective
tax rate in the EU (3.34%), this rate has a larger decrease. Such dynamics of adjusting the tax
base in order to reduce the tax burden and create favorable conditions have affected the
economic development and tax revenues of OECD countries.
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4. Results
When we talk about the gap between the effective and standard tax rate in OECD member
countries, it is significantly smaller compared to the EU market. 5 Bearing in mind that a large
number of countries with different levels of development are part of this Organization, based
on previous results, we should conclude that the gap will be larger here. However, the
conclusion is different.
Chart 3 illustrates the gap between the effective and standard average tax rates in OECD
member countries in the period 2005-2019. The movement of rates is in a continuous slight
decline, which is the result of tax competition within this Organization as well. There is a
struggle for investors through tax incentives and other concessions from the states in this
market. By creating an effective tax rate at the appropriate level, OECD member countries
also determine the level of tax burden and become part of the great global competition in this
domain.
The movement of the gap between the effective and standard tax rates changed during the
analyzed period, bearing in mind that this gap was the largest in 2008 (0.42%) and 2016
(0.58%). Also, it can be seen that the discrepancy between the effective average and the
standard average tax rate in OECD member countries is significantly smaller than in EU
countries, which means that OECD countries pursue a policy of broadening the tax base and
lowering tax rates in order to increase economic activities.
Chart 3: The gap between effective and standard average tax rates
in OECD countries (in %), 2005-2019
30
25
20
15
10
5
0

Average effective tax rate

Average standard tax rate

Source: Аuthors on the basis on Final report 2019.
ZEW-Gutachten und Forschungsberichte (2019) and OECD.Stat

The policy according to which tax incentives and other adjustments affect economic activity
in the country is less represented in this field, where the suggestions follow the theory for
reducing the difference between effective and standard tax rates. It is interesting that Chart 3
In 2019, the average standard corporate income tax rate in the EU was 21.8%, while the average effective rate
was 19.6%.

5
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shows higher values of effective average tax rates compared to the standard average tax rates.
Although the gap between the analyzed rates in this market is smaller, we still cannot
conclude that the level of harmful tax competition is lower compared to the EU market. Nor
does it have no effect of the standard rate on the effective tax rate, without a deeper analysis.
The Table 2 shows descriptive statistics of the effective and standard corporate income tax
rate in OECD member countries and represents the starting point in the analysis of differences
between the effective and standard corporate income tax rates. Descriptive statistics include
the average value, minimum and maximum values of observed variables, standard deviation,
skewness and kurtosis.
The data in Table 2 show the following facts:
The average value of the effective corporate income tax rate in OECD countries was 25.70%
in 2005, while in the same year the average value of the standard corporate income tax rate
was 25.22%.
The average value of the effective corporate income tax rate in OECD countries was 21.10%
in 2019, while in the same year the average value of the standard corporate income tax rate
was 20.65%.
The effective corporate income tax rate in OECD countries has a minimum value of 12.70%,
while the maximum value of this rate was 41.70% in 2005. The minimum value of the
effective corporate income tax rate was recorded in Lithuania, while the maximum value was
recorded in Japan.
The standard corporate income tax rate in OECD countries has a minimum value of 8.5%,
while the maximum value of this rate was 35% in 2005. The minimum value was recorded in
Switzerland, while the maximum value was recorded in the USA.
In the last analyzed year, the conclusion is different.
The effective corporate income tax rate in OECD countries has a minimum value of 11.10%,
while the maximum value of this rate was 34.10% in 2019. The minimum value of the
effective corporate income tax rate was recorded in Hungary, while the maximum value was
recorded in Japan.
The standard corporate income tax rate in OECD countries has a minimum value of 8.5%,
while the maximum value of this rate was 34.43% in 2019. The minimum value was recorded
in Switzerland, while the maximum value was recorded in France.
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Table 2: Descriptive Statistics for the effective and standard tax rates, from 2005 to 2019
N

Mean

E2005
29
25,7103
E2006
29
25,0897
E2007
29
24,6000
E2008
29
23,7517
E2009
29
23,9759
E2010
29
23,3103
E2011
29
22,9931
E2012
29
22,8931
E2013
29
23,0655
E2014
29
22,9172
E2015
29
22,6690
E2016
29
22,4621
E2017
29
21,7310
E2018
29
21,3138
E2019
29
21,1000
Z2005
29
25,2260
Z2006
29
24,9219
Z2007
29
24,4071
Z2008
29
23,3322
Z2009
29
23,3240
Z2010
29
22,9791
Z2011
29
22,8369
Z2012
29
22,6990
Z2013
29
22,8393
Z2014
29
22,5290
Z2015
29
22,2480
Z2016
29
21,8836
Z2017
29
21,6546
Z2018
29
20,9212
Z2019
29
20,6567
Note:
E2005 – effective tax rate in 2005
Е2006 – effective tax rate in 2006
Е2007 – effective tax rate in 2007
Е2008 – effective tax rate in 2008
Е2009 – effective tax rate in 2009
Е2010 – effective tax rate in 2010
Е2011 – effective tax rate in 2011
Е2012 – effective tax rate in 2012
Е2013 – effective tax rate in 2013
Е2014 – effective tax rate in 2014
Е2015 – effective tax rate in 2015
Е2016 – effective tax rate in 2016
Е2017 – effective tax rate in 2017
Е2018 – effective tax rate in 2018
Е2019 – effective tax rate in 2019

Minimum

Maximum

12,70
14,30
14,30
12,70
13,80
11,80
12,20
12,40
12,10
13,60
13,60
13,60
11,10
11,10
11,10
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50
8,50

41,70
41,70
41,30
41,30
41,70
41,70
41,70
40,10
40,10
38,30
38,30
38,40
36,50
34,10
34,10
35,00
35,00
35,00
35,00
35,00
35,00
36,10
36,10
38,00
38,00
38,00
35,00
44,43
34,43
34,43

Standard
deviation
7,74506
7,60777
7,39841
7,05239
7,02143
7,06568
6,95197
6,94946
6,89463
6,85467
6,93872
6,72742
6,66125
5,95637
6,00851
7,09657
6,73985
6,43764
6,45642
6,29999
6,53110
6,68956
6,83257
6,87229
6,86011
6,73490
6,33351
7,53558
5,82891
5,65093

Skewness

Kurtosis

0,188
0,492
0,609
0,661
0,730
0,634
0,754
0,688
0,705
0,854
0,724
0,754
0,595
0,415
0,454
-0,595
-0,508
-0,414
-0,222
-0,173
-0,085
0,057
0,109
0,150
0,284
0,375
0,280
0,915
-0,051
-0,017

-0,682
-0,598
-0,514
0,175
0,095
0,358
0,648
0,169
0,242
0,167
-0,137
0,016
-0,320
-0,249
-0,251
-0,270
-0,056
0,164
-0,181
0,009
-0,345
-0,324
-0,465
-0,136
-0,076
0,154
0,053
2,003
0,553
0,869

Z2005 –standard tax rate in 2005
Z2006 – standard tax rate in 2006
Z2007 – standard tax rate in 2007
Z2008 – standard tax rate in 2008
Z2009 – standard tax rate in 2009
Z2010 – standard tax rate in 2010
Z2011 – standard tax rate in 2011
Z2012 – standard tax rate in 2012
Z2013 – standard tax rate in 2013
Z2014 – standard tax rate in 2014
Z2015 – standard tax rate in 2015
Z2016 – standard tax rate in 2016
Z2017 – standard tax rate in 2017
Z2018 – standard tax rate in 2018
Z2019 – standard tax rate in 2019

Soruce: Authors’ calculation based on Final report 2019. ZEW-Gutachten und Forschungsberichte (2019)
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Values of the standard deviation, as a component that represents a cumulative indicator,
indicate the range in which we can expect the values of the effective and standard tax rate to
move in OECD countries. Based on the obtained data, the greater closeness between the data
has existed in the last few years.
The results of the coefficients of skewness and kurtosis, presented in the last two columns,
indicate that the distribution could be normal. This fact was confirmed by the K-S test. The
results of the K-S test indicate that there is a normality of the data and justification for the
application of further analysis. The K-S test was statistically significant (p> 0.05).
Table 3: One Sample Kolmogorov-Smirnov Test
N

E2005

E2006

E2007

E2008

E2009

Kolmogorov-Smirnov Z

29

0,090

0,140

0,128

0,092

0,117

Asymp.Sig.(2-tailed)

29

0,200

0,151

0,200

0,200

0,200

N

E2010

E2011

E2012

E2013

E2014

Kolmogorov-Smirnov Z

29

0,104

0,116

0,111

0,102

0,144

Asymp.Sig.(2-tailed)

29

0,200

0,200

0,200

0,200

0,126

N

E2015

E2016

E2017

E2018

E2019

Kolmogorov-Smirnov Z

29

0,119

0,126

0,125

0,083

0,077

Asymp.Sig.(2-tailed)

29

0,200

0,200

0,200

0,200

0,200

N

Z2005

Z2006

Z2007

Z2008

Z2009

Kolmogorov-Smirnov Z

29

0,108

0,091

0,088

0,119

0,122

Asymp.Sig.(2-tailed)

29

0,200

0,200

0,200

0,200

0,200

N

Z2010

Z2011

Z2012

Z2013

Z2014

Kolmogorov-Smirnov Z

29

0,104

0,113

0,102

0,066

0,090

Asymp.Sig.(2-tailed)

29

0,200

0,200

0,200

0,200

0,200

N

Z2015

Z2016

Z2017

Z2018

Z2019

Kolmogorov-Smirnov Z

28

0,113

0,104

0,156

0,164

0,143

Asymp.Sig.(2-tailed)

28

0,200

0,200

0,069

0,045

0,133

Soruce: Authors’ calculation

Once the normality of the data has been determined, we proceed to further analysis to
determine the differences between these rates. Statistical analysis of the T-test of paired
samples obtained data on the differences between the effective and standard corporate income
tax rates in OECD member countries in the period 2005-2019. The results of the T-test
showed that there were no statistically significant differences between the observed tax rates.
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Table 4: Paired Samples Test
Mean

N

Standard deviation

Sig. (2-tailed)

Е2005-Z2005

0,48431

29

4,86989

0,596

Е2006-Z2006

0,16776

29

4,92988

0,856

Е2007-Z2007

0,19293

29

4,77235

0,829

Е2008-Z2008

0,41948

29

5,04949

0,658

Е2009-Z2009

0,65190

29

5,13974

0,500

Е2010-Z2010

0,33121

29

4,95797

0,722

Е2011-Z2011

0,15617

29

4,86070

0,864

Е2012-Z2012

0,19410

29

4,68255

0,825

Е2013-Z2013

0,22617

29

4,87099

0,804

Е2014-Z2014

0,38824

29

4,54468

0,649

Е2015-Z2015

0,42100

29

4,84217

0,643

Е2016-Z2016

0,57845

29

4,78539

0,520

Е2017- Z2017

0,07641

29

5,44101

0,940

Е2018-Z2018

0,39259

29

5,43375

0,700

Е2019-Z2019

0,44328

29

5,45871

0,665

Soruce: Authors’ calculation

T-test of paired samples proved which set of results contains higher average values. In 2019,
an increase in the value of the effective tax rate was determined, t (28) = 0.437, p> 0.05. The
average increase in value was 0.44%. The magnitude of the difference in the T-test of paired
samples, can be seen through the interpretation of the Eta-squared.
When comparing average values, it is very important to emphasize that the average values,
calculated for the effective and standard corporate income tax rate, differ. In the last case, in
2019, the average value calculated for the effective tax rate was 21.10%, while the average
value calculated for the standard tax rate was 20.65%. It can be concluded that certain factors
influenced the increase in the effective rate. Also, we can conclude that these differences are
significantly smaller compared to the differences that exist in EU member countries.
The magnitude of the difference in the T-test of paired samples, ie the calculation or
determination of the difference between these rates can be seen through the interpretation of
the Eta-squared (Pallant, 2009):
η2019 =
η2019 =
6

(𝑡𝑡)2

(1)

(𝑡𝑡 2 +𝑁𝑁−1)
(0,437)2

(0,4372 +29−1)

6

(2)

Data obtained using SPSS Statistics 23 based on the Pared Samples Test.
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η2019 =

0,190969

(3)

28,190969

(4)

η2019 = 0,0067

The Eta-squared coefficient in 2019 was 0.0067, which shows that there was a little difference
between rates in OECD members in that year. In other words, there is little difference
between the effective and standard corporate income tax rates in OECD member countries.
The results of the correlation analysis are shown in the Table 5. The analysis performed on a
sample of OECD members indicates the strength and direction of the relationship using the
parametric Pearson correlation coefficient.
Pearson's correlation coefficient indicates that there is a strong positive correlation between
the effective and legal tax rates. Pearson's correlation coefficient is 0.563 and is significant at
the level of 5% (p <0.05) in the last analyzed year. This relationship indicates that the
effective tax rate is determined on the basis of the standard tax rate and relevant tax
adjustments and tax incentives. In all years, there was a strong positive statistically significant
correlation between these rates. This proves that the standard tax rate affects the effective tax
rate. In 2005, there was a strong positive statistically significant correlation between the
effective and standard tax rate, which amounts to 0.788 and is significant at the level of 1% (p
<0.001). When it comes to the last analyzed year, this correlation coefficient is lower, but it is
still a strong positive statistically significant correlation.
Table 5: Matrix of correlation in the period from 2005-2019

E-Z

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

0,788

0,770

0,771

0,724

0,707

0,737

0,747

0,769

0,750

0,780

0,750

0,733

0,713

0,575

0,563

(0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,001) (0,001)

Note: p values in ()
Soruce: Authors’ calculation

Based on this analysis, it can be concluded that there is little difference in behavior between
the effective and standard tax rates. However, there is a positive statistically significant linear
relationship between these rates, which suggests that the standard rate has an impact on the
effective corporate income tax rate.
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Conclusion
By analyzing the movement of the effective average tax rate in OECD member countries in
the period 2005-2019., we have found that it shows a downward trend. This decline is
significantly lower compared to the decline shown in the analysis of effective average tax
rates in EU countries.
In the OECD countries in the observed period, the largest number of reforms was carried out
in 2009, after the Great Depression. In the period from 2009-2019. years, effective tax rates
gradually fell in the cycle of reversing the effects of the crisis and stimulating economic
activity. The smallest reduction in the initial tax burden in the period 2005-2019. Greece (9.5), Turkey (-9.1%) and the USA (-9%) had. The maximum age of the effective tax rate was
recorded in Greece (+ 6.6%). When we look at the gap between the effective and standard tax
rates in OECD member countries, it is significantly smaller compared to the EU market.
Bearing in mind that a large number of countries with different levels of development are part
of this Organization, based on the results, we should conclude that the gap will be larger here.
However, the conclusion is different. The movement of rates was in a continuous slight
decline, which was the result of tax competition within this Organization as well. By creating
an effective tax rate at the appropriate level, OECD member countries also determine the level
of tax burden and become part of the great global competition in this domain. It can be
observed that the discrepancy between the effective average and the standard average tax rates
in OECD member countries was significantly smaller compared to EU countries. The policy
according to which tax incentives and other adjustments affect economic activity in the
country is less represented in this field.
Based on empirical analysis, the existence of a strong positive statistically significant
correlation between these rates was determined. This proves that the standard tax rate affects
the effective tax rate. Based on this analysis, it can be concluded that in OECD member
countries, there is a little difference in behavior between the effective and standard tax rates.
There is a positive statistically significant linear relationship between these rates which
suggests that the standard rate has an impact on the effective corporate income tax rate. In
other words, there is a presence of tax competition.
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Application of Standardized Model of Financial Solvency Assessment
of Local Governments
Boris Srdić 1
Tajana Serdar Raković 2
Abstract
Local governments in the Republic of Srpska / Bosnia and Herzegovina have used the
opportunity to finance themselves by issuing bonds on the domestic capital market. Potential
investors, especially institutional ones, had no independent, professional and comparable
assessment of the solvency of local governments available when making investment decisions
in domestic municipal bonds, as they were not audited by international rating agencies. The
paper tests the hypothesis: the standardized model for assessing the solvency of local
governments allows them easier access to additional sources of capital and encourages
potential investors to invest in municipal bonds. The academic background for the empirical
study consists of academic contributions in the field of financial analysis: Brown (1993),
Beck, Johnson & Parsons (2017), Gartenberg, Prat & Serafeim (2016), Gorina, Joffe & Maher
(2018), Langohr & Langohr (2009), McDonald III (2017) among others. Following the
analysis, a standardized interactive model is developed to provide a comparative assessment
of the financial solvency of local governments, individually and by development group. The
research results show that standardized comparative analysis of local government financial
solvency is positively correlated with the level of investor exposure to municipal bonds. On
the one hand, the model based on specific financial indicators provides investors with all the
necessary information when deciding to invest in municipal bonds, and on the other hand, it
provides local governments with all the advantages of financing through the issuance of
bonds in the capital market.
Keywords: financial solvency, credit rating, financial indicators, municipal bonds, local
governments, investments
JEL classification: G11, G23, G24

Introduction
In order to improve the standard of living of their residents, local governments have a great
need for funding both basic infrastructure projects and development projects/programs.
However, in the process of growth and development, local governments face the problem of
finding quality and affordable sources of funds to finance infrastructure and development
projects. In most cases, the budgets of local governments are modest and burdened with
recurrent expenditure, so that the significant projects can very rarely be financed from the
1
2
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municipalities' own resources. Considering the fact that the above- mentioned projects are
usually projects of great value, local governments are increasingly turning to the issuance of
debt securities on the domestic capital market, in addition to traditional financing through
loans from commercial banks. In order to make the issuance of debt securities successful, it is
necessary to attract potential investors, primarily institutional investors, as well as other
economic entities and persons active in the capital market.
The decision of potential investors to invest in local government debt securities is greatly
complicated by the fact that local government in the Republic of Srpska, except for its general
credit rating (Moody's rating B3 with stable outlook), is not subject to consideration and
credit rating by internationally recognized agencies. There is no internationally recognized,
independent and expert assessment of creditworthiness and solvency for local authorities in
Bosnia and Herzegovina and the Republic of Srpska. The mentioned problem is common for
almost all countries of South-Eastern Europe.
Institutional investors, as holders of investments in debt financial instruments, are forced to
conduct an independent analysis of the potential investment, which involves consideration of
a large number of factors. Since the main concern here is the financial ability of the company
to pay downloaded obligations on time and in full, the financial analyzes pay the greatest
attention to the assessment of financial solvency and creditworthiness. Financial solvency is
assessed using published financial and audit reports, as well as other documents related to the
budget and finances of the municipality.
The financial solvency assessment of the se is carried out in the same way as the financial
analysis of companies, through the presentation of financial ratios adjusted to the financial
reports and documents of the self- governments. The adjusted ratios are used by international
financial institutions in assessing the financial solvency of local governments without
publishing a credit rating and by the rating agency in assigning a final rating to the respective
entity. Ratios must be calculated based on an established methodology so that they are
comparable for different subjects.
Currently, in the domestic capital market of the Republic of Srpska, there is an increased
interest of local governments in issuing municipal bonds to finance investment projects. The
capital market is also characterized by significant liquidity of financial institutions, especially
banks. These facts, supported by the assumption that the issuance of bonds is a cheaper form
of financing investment projects, constitute the motive for our research (the assumption is
based on the stand of The Guide to Local Government Borrowing and Recent Developments
in Southeast Europe in 2011, prepared within the NALAS Group, the network of Southeast
European local government associations that includes around 9,000 local governments). The
contribution of the research is seen in facilitating the process of investment decisions of
potential investors regarding investments in municipal bonds in the domestic capital market.
A facilitated process of investment decisions would: (1) provide municipalities with a wider
choice of funding sources, (2) have a positive impact on the cost of debt, and (3) increase the
primary and secondary issuance of municipal bonds in the domestic capital market.
The main research problem highlighted is the inability of domestic and foreign potential
investors, especially institutional ones, to carry out the assessment of financial solvency of the
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observed local government according to a standardized methodology. A standardized
methodology of financial solvency assessment can effortlessly provide detailed and
comparable results in a short period of time to create conditions and analytical substrates for
easier adoption of investment decisions. The main objective of this paper is to create an
innovative approach of financial analysis for all local governments in the Republic of Srpska
in a comprehensive, practical and representative way, and to represent public disclosure of the
analysis results for potential investors.
The structure of the paper, in addition to the introduction, consists of the literature review and
hypothesis development, assessment of financial solvency of local governments and the
empirical part of the research. The empirical part of the paper includes the research
methodology with sampling and setting of the empirical model, research results and
discussion. Concluding remarks and a review of the literature used are provided at the end of
the paper.
1. Literature review and hypothesis development
1.1. Literature review and previous research
Although the theoretical basis of the work is quite extensive as it covers the concept of local
governments, their sources of funding, the concept and allocation of investments and
institutional investors, the essence of the research is theoretical and practical methodologies
for determining the financial solvency of local governments. Internally developed
methodologies from leading global financial institutions are perceived. Particularly important
are the methodologies of the major global rating agencies: Standard & Poor's, Moody's and
Fitch, the European Rating Agency (ERA) and the American Commission for securities of
values (SEC), as well as the methodology developed by the World Bank in cooperation with
the government of the state of Austria for self-assessment of the financial position of local
governments in the countries of Southeastern Europe.
In the research process, several theoretically accepted and practically used models of
assessing the financial solvency of local governments are identified, but for the purposes of
the paper stand out: Solvency Test by Wang, Dennis and Tu (2007) and Brown's 10-point test
(Brown, 1993). The10-item test was developed by Kenneth Brown in collaboration with the
Association of Public Financial Officers in the United States. The aforementioned authors
agree that a high-quality financial ratio analysis is the best basis for gaining insights into the
solvency of the observed municipal units. It has been noted that the issues related to the
assessment of financial solvency are studied more by American authors and institutions, in
accordance with the American financial system, which is more focused and related to market
capital. In the US, the sole purpose of credit rating, the financial solvency assessment and
rating agencies, has become more important compared to Europe.
Review of the literature and previous studies identified authors from the Southeastern Europe
environment who analyze rating agencies and rating methodologies, such as Kožul (2012) i
Pavković & Vedriš (2011). However, national studies directly dealing with the analysis of
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financial ratios of local governments have not been implemented (this may be a problem
considering that the analysis of financial solvency should be adapted to the financial reporting
standards applicable in Bosnia and Herzegovina). Accordingly, the main works and studies by
foreign authors are: Bhatia (2002), Honadle, Cigler & Costa (2003), Levine, Scorsone, &
Justice (2012), McDonald (2017), Beck, Johnson & Parsons (2017) i Gorina, Joffe & Maher
(2018). These authors have dealt with financial analysis aimed at assessing financial
creditworthiness and solvency as well as possible fiscal disturbances in local government,
with high quality financial ratio analysis as the key segment.
1.2 Hypothesis development
Based on the previous research and our expected results, and in the context of the stated
problem and the aim of the research, the basic hypothesis is defined as follows:
H1: The standardized financial solvency assessment model for municipalities allows them
easier access to additional sources of capital and encourages potential investors to invest in
municipal bonds.
In addition to facilitating and improving the process of investment decision-making, the
mentioned financial analysis can positively influence the willingness of investors to invest in
municipal bonds in the Republic of Srpska and Bosnia and Herzegovina. With a detailed
assessment of financial solvency, municipal bonds would become more attractive to foreign
investors, which would indirectly have a multiplier effect on the primary and secondary
markets for municipal bonds on Banja Luka Stock Exchange. Other effects of greater
investment in municipal bonds are reflected in more favorable borrowing terms and increased
fiscal discipline by local governments. In addition, a high-quality representation of local
government financial solvency creates the basic requirements for planning and strategic
economic documents, both at the local and state level

2. Methodology for financial solvency assessment of local governments
The basic question in solving the research problem is how to determine financial solvency for
local governments, that is, for entities for which there are no internationally recognized and
used methods. For this purpose, numerous studies, articles and publications in the field of
determining the financial solvency of local governments are studied. The methodology used
by leading international rating agencies, methodologies developed by other recognized
financial institutions and theoretical models are considered in detail. It was found that there is
no unique and universally accepted methodology, but the methodology internally created and
adapted by foreign rating organizations in relation to the valuation purpose and characteristics
of the subject under consideration. In order to identify common key points and criteria of
different methodologies and to create one applicable for local governments in the Republic of
Srpska, a brief overview of perceived assessment methodologies is provided below.
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2.1. Methodology of the rating agencies and other financial institutions
The assignment of credit ratings represents a comprehensive, complex, extensive and
continuous process based on the consideration of the basic indicators and criteria for the
rating. The main rating indicators of the three leading international rating agencies are
presented in the following table.
Table 1: Areas of consideration of the leading rating agencies when assigning credit ratings
Standard & Poor's

Moody`s

Fitch

Assessment Of The Institution

Economic Strength

Structural Characteristics

Estimation Of The Economy

Institutional Strength

Macroeconomic Performance

External Assessment

Fiscal Strength

Public Finances

Fiscal Assessment

Susceptibility
To Risky Events

External Finances

Monetary Assessment
Source: Methodologies of the listed Rating agencies: Standard & Poor’s Financial Services LLC (2017), Moody’s Corporation (2018), Fitch Ratings (2018).

While the preceding table briefly indicates the areas of consideration in assigning the credit
rating, the process of its determination, within the framework of the indicators described, is
comprehensively elaborated and provided with predefined indicators. Each of the indicators is
considered separately and given a weighting factor, with the aim of assessing its importance,
influence and score in the group composition of indicators to which the specific indicator
belongs.
Other financial institutions have developed their rating methodologies for financial solvency
assessment. According to the European rating agency (ERA, 2017), the main factors affecting
the quality of creditworthiness of municipalities are the macroeconomic environment,
administrative structures, legal framework, development of municipalities, economic and
demographic characteristics in the region, and the rating of an individual municipality, with
ERA paying the most attention to economic and financial indicators.
Factors to consider when evaluating municipal bonds recommended by U.S. Security and
Exchange Commission (SEC, 2018) refer to: the type of bond, collateral for the security issue,
the financial condition of the issuer, and other sources of funds to repay the debt.
2.2. Recognized theoretical models
Brown's 10-item test (Brown, 1993) is one of the best known and most widely used tests for
assessing the financial condition of the local government, developed to provide a simple and
easy to understand result. The model was developed by Kenneth W. Brown, in collaboration
with the Government Finance Officers Association. The test consists of ten ratios divided into
five groups: Revenue Structure, Expenditure Structure, Operating Position (Surplus/Deficit),
Debt, and Asset/Liability Ratio. Each of the above indicators is assigned a score from -1 to 2
for the quartile to which the indicator belongs in relation to the observed comparable group of
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subjects. The final score of the issuer's creditworthiness is formed based on the sum of all
indicators.
Wang, Dennis and Tu's Solvency Test (Wang, Dennis & Tu, 2007) is a test for assessing the
financial position of local governments, which assumes the four dimensions of solvency,
which refer to: Cash position, budget, long-term solvency and the repayment capacity. In
connection with these dimensions, 11 indicators are developed. The indicators are coherent
with:
1) Ratio of cash to short-term liabilities;
2) Ratio of cash and receivables to short term liabilities;
3) Ratio of current assets to short-term liabilities;
4) Ratio of income to expenditures;
5) Ratio of surplus/deficit to population;
6) Ratio of grants and subsidies to total assets;
7) Ratio of fixed assets to long-term liabilities;
8) Long-term liabilities per capita;
9) Tax revenues;
10) Total revenue per capita;
11) Total expenditures per capita.
The advantages of the model are reflected in higher consistency of indicators with financial
reporting standards (IFRS), which is one of the research problems that need to be overcome in
order to obtain relevant research results. Financial reporting standards are not implemented in
the same way worldwide, so the objective ratios require adjustment to the positions in the
financial reports of local governments in the Republic of Srpska.
All the previously explained methods served as a starting point for developing the analysis of
financial solvency ratios according to the defined research hypothesis. After comprehensive
consideration of rating methods, it is obvious that financial indicators and ratios have the
greatest relevance and importance in credit rating in comparison with other observed elements
in the process. The essence of credit rating lies precisely in the determination of the ability of
the reporting entity to fully pay its financial obligations within the prescribed deadlines.
3. Research methodology
3.1. Sampling
The research methods and instruments are developed with the help of extensive scientific
literature adapted to the topic and subject of the research. First of all, it is necessary to
investigate the potential of financial markets in Bosnia and Herzegovina in the context of
issuing and trading of municipal bonds. Numerous methods of financial solvency assessment
of the local governments are considered. The analysis of financial ratios is confirmed as an
essential step in the process of perception of financial creditworthiness of the subject, so the
proposed solution to the research problem is directed to it.
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In addition, the terminological concept of local government is studied, with special emphasis
on the legal regulation that defines the organization, functioning and level of development of
all 64 units of local government in the Republic of Srpska. The Republic of Srpska is divided
into 64 local governments, which are classified as developed, moderately developed,
underdeveloped and extremely underdeveloped according to the Republic Srpska Government
Decision of the level of development of local governments. In particular, we have studied the
sources of financing of local governments and identified significant development needs,
according to the document Strategy of Development of Local governments in the Republic of
Srpska for the period 2017-2021. We analyze all previous issues of municipal bonds on the
capital market of the Republic of Srpska, their initial and secondary trading, as well as the
advantages and shortcomings between the issuance of bonds and traditional borrowing
through bank loans. All this is considered in order to emphasize the potential of local
governments in the Republic of Srpska and the domestic financial sector to increase the
volume and frequency of municipal bond issuance and trading on the Banja Luka Stock
Exchange.
The next step of the research is to analyze the methodology of assessing the financial
solvency of the sovereign, as an independent level of government. The aim of the analysis is
to find and explain the main financial ratios that would give a satisfactory level of qualitative
assessment of financial solvency. Finally, these key financial ratios are applied to all 64 local
authorities in the Republic of Srpska in order to obtain a credit rating and financial solvency
assessment.
3.2. Empirical model for financial solvency assessment of local governments
Based on all the outlined methods and the conducted research, the model for financial
solvency assessment is created. The model contains the ratios that have a descriptive and
comparative character and sufficient importance to significantly improve and facilitate the
process of investment decisions for potential investors. In order to meet the qualitative
requirements and provide clear and unambiguous conclusions, the ratio analysis must include
more financial segments. The model for assessing the financial solvency of local governments
is created by defining a total of 30 ratios, which are sorted into 6 groups of ratios.
1) Trend of fundamental budget positions, which lists the most important budgetary
items, with the aim of gaining insight into the size of the values in comparison with
the rest of local governments.
2) Revenue and expenditure structure indicators, showing the relationships between
the significant revenue and expenditure items in the budget compared to the total value
of revenue and expenditure. The purpose of this group of indicators is to provide a
basis for comparison with other local governments by understanding the structure of
revenues and expenditures.
3) Fiscal Autonomy represents the group of indicators that provides insight into realized
surplus funds by presenting the ratio of total budget revenues and expenditures.
Surplus funds represent the potential to repay debt or invest from own sources.
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4) Capital allocations indicate the percentage of the budget allocated to non-financial
assets such as local infrastructure, buildings, land, equipment, etc. The indicator
provides information on the ability of local governments to allocate funds from their
own sources for capital projects such as improving the quality of life for their citizens.
5) Debt Indicators show the total debt, the amount of principal and interest expended on
debt repayment, and the ratio of each line item in the budget to the amount of debt.
Some of the indicators in this group are defined by law and have a specific ceiling.
The purpose of this group of indicators is to examine the budgetary burden of debt on
local government, the ability to repay existing debt from regular budget revenues, and
to determine the potential for additional borrowing.
6) Basic indicators per capita is the group of indicators that shows the ratio of a given
budget item and the number of residents. The aim of studying this group of indicators
is inthe additional dimension of the analysis of data comparison for all local
governments.
The above groups are was shown in the following table:
Table 2: Name of the group of ratio indicators used in the model
No.

Group of Indicators

Name of Indicators

1

Total Budget Revenues

2

Total Budget Expenditures

3
4
5

Trend of Fundamental Budget
Positions (%)

Gross Budget Surplus/Deficit
Net Expenditures for Non-Financial Assets
Budget Surplus/Deficit

6

Net Income from Financial Assets

7

Net Debt

8

Share of Tax Revenues in Budget Revenues

9

Share of Non-Tax Revenues in Budget Revenues

10
11

Revenues and Expenditures
Structure Indicators

12
13
14
15

Share of Expenditures for Staff Salaries in Budget Expenditures
Share of Expenditures based on use of Goods and Services in
Budget Expenditures
Subsidies, Grants and Remittances in the name of Social
Protection in Budget Expenditures
Share of Gross Budget Surplus/Deficit in Budget Revenues

Fiscal Autonomy

16
17

Share of Current Expenditures in Budget Expenditures

Capital Allocations

Relationship Between Budget Revenues and Budget
Expenditures
Share of Original Revenues (Tax and Non-Tax) in Budget
Revenues
Expenditures for Non-Financial Assets / Budget Revenues
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No.

Group of Indicators

Name of Indicators

18

Total Debt

19

Debt Repayment Expenditures

20

Financing Expenditures and other Financial Expenditures

21

Debt Repayment Expenditures, Financing Expenditures and
other Financial Expenditures

22

Debt Indicators

23

Total Debt / Budget Revenues
Total Debt / Budget Surplus
Debt Repayment Expenditures, Financing Expenditures and
other Financial Expenditures / Original Revenues (Tax And
Non-Tax Revenues)
Remaining Debt on Issued Guarantees / Original Revenues
(Tax and Non-Tax Revenues)

24
25
26

Budget Revenues per Capita

27

Current Expenditures per Capita

28

Basic Indicators per Capita

Expenditures for Nonfinancial Assets per Capita

29

Debt Repayment Expenditures per Capita

30

Total Debt per Capita

Source: Author's research based on Brown (1993), Wang, Dennis & Tu (2007), ERA (2017), Standard & Poor’s Financial Services LLC (2017), Moody’s
Corporation (2018) and Fitch Ratings (2018).

The ratios are designed to correspond to the balance sheet items from the budget documents
of local government units in Bosnia and Herzegovina / Republic of Srpska, which are the
challenges of the research. The data are used from the report on the execution of budgets of
local governments. The data on debt are taken from the official proclamations in which the
local governments are obliged to publish the data on debt, while the data on the number of
inhabitants were downloaded from Republic Institute for Statistics of the Republic of Srpska
and the Agency for Statistics of Bosnia and Herzegovina.
For each selected local government, in addition to the ratio indicators for the period 20152018, descriptive statistical measures are presented: Maximum value, minimum value,
median, average and standard deviation for the last observed year. These measures are
provided to provide values for comparison (benchmark) and determination of an individual
municipality's position for the observed indicator relative to other municipalities from a
related group. The median is chosen as the key statistical measure to provide insight into the
position of the observed municipality relative to others in the same development group. The
median represents a measure that indicates the middle of the distribution of the data series and
is less sensitive to extreme values compared to the arithmetic path. This makes it convenient
to represent the irregular and asymmetric distribution of the data, such as the data used in this
analysis.
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4. Results of the research
In order to apply all the above theoretical findings and derived conclusions from the
conducted research in practice, the continuation of the work shows the previously described
ratio analysis of the specific case. It is important to note that the presented model for all 64
local governments in Republic of Srpska is created in the form of an interactive "online"
application, with the possibility of searching data for each government separately, for each
indicator and each development group, entirely according to individual analytical preferences
and needs.
In addition to the values for all 64 municipalities, the model also calculates the minimum
value, maximum value, arithmetic mean and standard deviation by development group, as
well as the median as the central statistical measure of comparison. Since the display of the
above "online" is enabled to visually represent the model, the appearance of each segment of
the analysis is shown in the following figure.
Figure 1: Graphical representation of the segments of the financial ratio analysis model
of local governments.
Access to data by geographical location

Tabular presentation of data by local government

Statistical processing and presentation by local
government

Statistical processing and presentation by
development group

Source: Author's research

To further illustrate the results of the model and the potential of possible conclusions, the
following is an overview of the model with explanations using the example of development
groups into which municipalities are divided. This represents only a small sample of the
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possible models, and due to the presentation limitations in the paper, only the mean by
indicator for each local government development group is presented in the table below.
Table 3: The median of financial ratios by development groups
No.

Name of the indicator
Number of local governments in the group 3

Developed

Medium
developed

Underdeveloped

Extremely
undeveloped

19

14

12

18

1

Total Budget Revenues

15.573.602,45

8.978.766,00

3.877.417,50

1.745.844,00

2

Total Budget Expenditures

12.316.532,39

7.559.975,00

2.944.969,00

1.448.787,00

3

Gross Budget Surplus/Deficit

4

Net Expenditures for Non-Financial Assets

5

Budget Surplus/Deficit

6

Net Income from Financial Assets

7

Net Debt

8

Share of Tax Revenues in Budget Revenues

9

Share of Non-Tax Revenues in Budget Revenues

10
11
12
13
14
15
16
17

Share of Current Expenditures in Budget
Expenditures
Share of Expenditures For Staff Salaries in Budget
Expenditures
Share of Expenditures based on use of Goods and
Services in Budget Expenditures
Subsidies, Grants and Remittances for Social
Protection in Budget Expenditures
Share of Gross Budget Surplus/Deficit in Budget
Revenues
Relationship Between Budget Revenues and Budget
Expenditures
Share of Original Revenues (Tax and Non-Tax) in
Budget Revenues
Expenditures for Non-Financial Assets / Budget
Revenues

18

Total Debt

19

Debt Repayment Expenditures

20
21

Financing Expenditures and other Financial
Expenditures
Debt Repayment Expenditures, Financing
Expenditures and other Financial Expenditures

22

Total Debt / Budget Revenues

23

Total Debt / Budget Surplus

24
25

Debt Repayment Expenditures, Financing
Expenditures and other Financial Expenditures /
Original Revenues (Tax And Non-Tax Revenues)
Remaining Debt on Issued Guarantees / Original
Revenues (Tax and Non-Tax Revenues)

3.095.661,00

1.806.291,00

676.464,50

270.559,00

-2.941.881,00

-1.511.775,00

-672.351,00

-320.207,00

171.562,50

302.693,00

51.365,08

21.965,00

0,00

0,00

0,00

0,00

-628.362,00

-425.565,00

-36.329,00

0,00

62,29%

60,68%

68,74%

58,37%

27,08%

25,41%

16,71%

14,61%

99,36%

99,49%

99,80%

99,93%

38,99%

39,99%

40,72%

45,07%

24,40%

23,80%

23,93%

24,00%

31,27%

27,67%

29,53%

27,05%

21,43%

19,89%

18,91%

17,95%

127,28%

124,83%

123,33%

121,87%

90,16%

87,89%

85,01%

78,64%

20,85%

17,89%

14,76%

12,34%

11.826.179,28

7.178.831,00

972.128,00

798.891,97

1.501.671,50

636.822,00

231.013,00

49.156,00

196.537,50

198.649,00

45.547,00

16.328,00

1.682.258,50

1.146.111,00

267.988,00

73.892,00

56,27%

84,25%

39,72%

29,83%

-55,00%

-979,77%

74,74%

-278,83%

10,50%

15,84%

6,73%

6,19%

5,10%

5,76%

0,00%

0,00%

26

Budget Revenues per Capita

490,83

566,08

633,21

789,48

27

Current Expenditures per Capita

381,20

476,81

450,74

638,92

28

Expenditures for Nonfinancial Assets per Capita

115,99

89,23

110,93

119,33

29

Debt Repayment Expenditures per Capita

68,26

62,57

38,14

43,46

30

Total Debt per Capita

355,46

436,18

248,61

235,46

Population

30,806

15,053

5,686

2,428

Source: Author's research

The total number of local governments is 63, because the City of East Sarajevo is not classified by the Decision
on the level of development of local government units of the Government of the Republika Srpska.

3
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From the previous table, we can see the following according to the groups of indicators:
Trend of Fundamental Budget Positions clearly shows that the value of each budget item
decreases with the decrease in the level of development of local governments. The indicators
of revenues and expenditure’s structure show that the relative share of non-tax revenues in
budget revenues decreases with the decrease in the level of development, which indicates that
the developed local governments are financially independent and have a larger volume of
revenues from their own sources. It is clear that the less developed the local government, the
higher the proportion of current expenditures to total expenditures. Less developed local
governments have a higher proportion of expenditures on staff salaries and lower subsidies
and grants compared to developed local governments. This suggests that less developed
governments are more financially burdened by the cost of local government and have fewer
opportunities to invest in capital and development projects.
The indicators of Fiscal Autonomy point to the conclusion that more developed local
governments have a higher degree of fiscal autonomy because the proportion of gross budget
surplus /deficit in budget revenues is higher and the ratio of budget revenue to budget
expenditure is more favorable. The share of original revenue in total revenue, which includes
tax and non-tax revenue, also decreases as the level of development decreases, indicating that
underdeveloped governments also depend on transfers from the national budget.
Capital allocation indicators decrease as the level of local government development
decreases, indicating that the budgets of less developed governments are more burdened with
the costs of local government and have no significant scope for investment.
The debt indicators show that the items of total debt and debt repayment expenditure
decrease significantly as the level of development decreases. Also, debt repayment
expenditures, financing expenditures and other financial expenditures compared to initial
revenues are lower in less developed local governments. This can be attributed first to the fact
that more developed governments invest much more in capital and development projects that
cannot be realized without external sources of financing.
Basic indicators per capita suggest that both total budget revenue and total budget
expenditures per capita are higher for less developed local governments, while total debt per
capita and debt repayment expenditures per capita are lower. Expenditures for nonfinancial
assets per capita is at approximate levels for almost all groups.
All of the above is only a small part of the considerations and conclusions that can be derived
from using the model, and a full insight can be obtained by using the model according to
individual analytical preferences.
5. Discussion of the research results
In the process of investment decisions, investors in financial systems and capital markets of
developed countries use objective, recognized and understandable assessments of financial
solvency of the observed subjects. These estimations are most connected with the assigned
rating by international rating agencies. However, no rating agency has dealt with the financial
situation of the self- governments in Bosnia and Herzegovina and the Republic of Srpska. The
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greatest importance in the process of assessing the financial solvency and creditworthiness of
a subject has the perception of financial ratios, as well as the analysis of financial ratios as a
key segment in the process. By creating a standardized, comparable and understandable
model for the financial solvency of local governments in the Republic of Srpska, developed
according to the model of internationally recognized and used methodology, the closer picture
of their financial situation is presented to potential investors. The model facilitates the
assessment of financial solvency in investment decisions and improves the process of
investment decision-making, which has a positive impact on the commitment to invest in the
issuance of municipal bonds on the domestic capital market.
In this research, it has been necessary to carry out a series of research procedures in order to
explain in detail the defined research problem. Firstly, it was necessary to investigate the
possibilities and potential of the domestic capital market in relation to the issuance and
trading of municipal bonds. This mainly refers to the level of available free liquid assets
among domestic institutional investors, as well as the need for additional sources of financing
of local governments for the implementation of development programs and projects.
In addition, the process of investment decision-making by institutional investors is considered
in order to determine the main segments of analytical procedures used as an information
surface in this process. Financial indicators are key factors in the analysis and the analysis of
financial ratios is the basis for understanding the financial position of the monitored entity.
Since the subject of the study refers to the local governments in the Republic of Srpska, the
analysis of financial ratios is prepared for all local governments individually, as well as for
the development groups to which they belong. The analysis is carried out on the basis of the
methodology of the internationally recognized rating agencies and the theoretically and
practically accepted models adapted to the local regulation of financial reporting.
In accordance with the specificity of the research, certain research limitations are identified
and overcome, which relate to the applicability of the created ratio analysis to the current
balance sheet items in the financial reports of local governments in the Republic of Srpska
and the comparison of the obtained ratio ratios for a particular local government, where the
median was determined as the central statistical measure for comparison. The limitations of
the research that could not be overcome are identified, which are related to the transparency
and accuracy of the data collected and used to prepare the respective financial ratio analysis.
In the course of the research, great opportunities for improvement of the financial solvency
assessment model for all municipalities in the Republic of Serbia are seen, as well as
directions for further research on the topic of the work. These opportunities relate to the
deepening of the analysis with the data from the balance sheets for each of the local
authorities. There is also a possibility that the model of financial solvency assessment is
created in the form of a scoring model, where the final score would be a reliable measure of
financial solvency of the observed local government.
We conclude that the transparency and availability of the financial solvency assessment of
local governments has a positive impact on increasing their fiscal discipline and can serve as a
reliable basis for the preparation of planning and strategic economic documents both at the
local and state levels.
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Conclusion
In modern and developed financial systems, one of the basic requirements for providing
additional sources of financing to a entity through the capital market is a published credit
rating. However, none of the internationally recognized rating agencies has so far dealt with
the credit rating of units of local government in the Republic of Srpska / Bosnia and
Herzegovina.
Through the research it is found that there is a significant potential in domestic capital for
issuing municipal bonds, but it is not sufficiently used because the number of issues is not
significant in relation to the actual needs for the implementation of capital projects. The
secondary market is almost negligible. In order to improve the capital market potential and
facilitate access to important free funds on account of domestic institutional investors,
research focuses on improving and facilitating the process of investment decisions.
In order to increase the interest of potential investors, especially institutional ones, for the
market of municipal bonds, the analysis of the financial ratio is prepared for all units of local
government in Republic of Srpska individually and also for the group of development to
which they belong. The analysis is prepared in accordance with the methodologies of
financial solvency assessment of international rating agencies, as well as theoretical and
practical models. For all financial ratios, the statistical indicators are calculated for each of the
development groups of local governments in order to obtain the comparative value of each
government.
The main objective is to facilitate the process of investment decisions for institutional
investors and help them to invest more easily and to a greater extent in municipal bonds in the
domestic capital market. Increasing investors’ interest would mean a higher volume of
available capital for the local governments in the Republic of Srpska. This would further have
a positive effect on the volume and number of municipal bond issues, the number of capital
investments and the terms on which the local government can borrow, the secondary market
of Stock Exchange and increased fiscal discipline and transparency of municipal operations.
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The Impact of the Covid-19 Pandemic on the Labor Market of
Bosnia and Herzegovina:
Application of the Exponential Equalization Methods
Slaviša Kovačević 1
Mladen Rebić
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Abstract
With its appearance, the COVID-19 virus has led to great changes around the world in terms
of a number of restrictive measures that have varied from a country to country. One of the
restrictive measures, which was especially emphasized, has been social distancing as
well. The goal of this restrictive measure is to prevent the spread of the virus, and as a
consequence of that measure we state the temporary closure of numerous companies,
employees are not able to go to their jobs, unemployment increases, wages decrease, poverty
increases. This work analyzes the impact of the pandemic, caused by the COVID-19 virus on
the BiH labor market using the method of exponential equalization. The aim of the research is
to present the key consequences of the COVID-19 crisis based on the forecast of the
indicators trend in the labor market of Bosnia and Herzegovina from the aspect of
unemployment trend according to the structure and the average gross and net wages trend.
Also, for the purposes of this research, the exponential equalization methods were used,
which represent the methodology for the analysis of time series trends. The COVID-19
pandemic has led to a reduction in business activities, and thus to a reduction in labor market
activities, i.e. it had a negative impact on the employment, the availability of workers in the
labor market and on overall job-seeking activities.
Keywords: COVID-19, pandemic, labor market, unemployment, gross wages, net wages

INTRODUCTION
The corona virus (COVID-19) has significantly reduced economic activity worldwide from
the moment of its appearance until today. The slowdown in business activities is manifested
through measures of locking, reducing labor mobility and economic activity, with major
disruptions in the production processes of companies. Of course, the mentioned events, which
inevitably affected all economic entities at the global level, also affected the demand of
companies for labor, as well as the ability and readiness of workers to work. The effects of
COVID on the labor market varied from a country to country, depending on the economic
situation and conditions in the labor market, as well as on the reactions and measures
1

Faculty of Economics, University of Banja Luka, slavisa.kovacevic@ef.unibl.org

106

implemented by the governments of the given countries. Countries that have post-crisis data
on the impact of the pandemic on the labor market belong mainly to the group of highly
developed and developed countries, while on the other hand there is very little knowledge
about the effects of the crisis on the labor market in the developing countries. Consequently,
this research has become even more important, because it is very important to understand the
impact of the pandemic on the labor markets in the developing countries, where Bosnia and
Herzegovina by all parameters belongs.
Research on this topic has shown very clearly that the effects of the pandemic on the labor
market are expected to be negative, with the fact that the negative impact of the pandemic is
much more pronounced among higher and high-income countries than in low and middleincome countries. The COVID pandemic, in addition to reducing the number of employees
and business activities, also significantly affected the regularity of payment for services, as
well as to reducing the regularity of income, loss of income in general, and to increased
activity of changing jobs. Also, it was found out that the negative effects of the pandemic
more than double affected the industry and services sector in comparison to the agricultural
sector (Khamis et al., 2021).
Numerous conducted studies have confirmed the existence of a direct negative correlation
between the pandemic and the labor market of the developed countries in the world, for an
example: the USA (Angelucci et al., 2020; Baek, McCrory, Messer & Mui, 2021; Beland,
Brodeur & Wright, 2020; Cheng et al., 2020; Cowan, 2020; Dalton, Handwerker &
Loewenstein, 2020; Dingel and Neiman, 2020; Hall and Kudlyak, 2020; Marinescu, Skandalis
and Zhao, 2020), the EU (Pouliakas & Branka, 2020), Great Britain (Crossley, Fisher & Low,
2021; Wadsworth, 2020), Germany (Alipour, Falck & Schuller, 2020), Japan (Kikuchi, Kitao
& Mikoshiba, 2020), Izrael (Miaari, Sabbah-Karkabi & Loewenthal, 2020), Canada (Jones,
Lange, Riddell & Warman, 2020), Australia (Guven, Sotirakopoulos & Ulker, 2020).
According to Chetty et al. (2020) the COVID pandemic caused the significant job losses, with
the particular accent on low-paid jobs. Brockmeyer and Semelet (2020) simulate a shock for
companies using the administrative data from 10 countries and they predict the annual wages
cuts of 5% to 10%.
Unlike highly developed countries, when it comes to the developing countries, unfortunately
there is not much reliable research and evidence on the impact of the COVID pandemic on the
labor market. Several developing countries have been singled out for which the negative
effect of the pandemic has been confirmed: on the employment in India (Deshpande, 2020;
Dhingra & Machin, 2020), on the family business in Nigeria (Avenyo & Ndubuisi, 2020), and
on the aggregate consumption in Uganda (von Carnap et al., 2020).
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1. INDICATORS TRENDS ON THE LABOR MARKET OF BOSNIA AND
HERZEGOVINA FROM 2017 TO 2020
1.1. Unemployment trends by gender and qualification structure
We begin the analysis by reviewing the monthly unemployment trends in Bosnia and
Herzegovina by structure. The overview of the recorded unemployment in Bosnia and
Herzegovina in 2017 by months, by gender and qualification is given in the following table:
Table 1. Unemployment trends in BiH in 2017 by months, by gender and qualification structure
2017
Secondary
school
qualifications
(SSS)

Highly
skilled
and
skilled
workers
(VKV and
KV)

Unemployment

Men

Women

Universty
qualifications
(VSS)

Two-year
post
secondary
school
qualifications
(VŠS)

December

511571
509907
501522
495405
487426
485888
486309
485088
480379
478191
475549
475084

242808
241953
236400
231901
226922
225192
223772
222307
220633
219050
217514
217866

268763
267954
265122
263504
260504
260696
262537
262781
259746
259141
258035
257218

41812
41063
40268
39696
39034
39274
41601
42626
39320
39531
39437
39296

7218
7153
7016
6988
6884
6739
6967
7152
6716
6794
6890
6873

142529
142162
139623
137808
134765
135281
135186
134383
134670
134170
133363
133114

172454
172335
168849
166410
163734
162707
161676
160780
160193
158885
157571
157390

Average
unemployment

489360

227193

262167

40247

6949

136421

163582

Months

January
February
March
April
May
Jun
July
August
September
October
November

Source: Agency for Statistics of Bosnia and Herzegovina

Semiskilled
workers
(PK)

10130
10047
9922
9808
9602
9562
9491
9417
9363
9298
9253
9236
9594

Unskilled
workers
(NK)

137428
137147
135844
134695
133407
132325
131388
130730
130117
129513
129035
129175
132567

At the beginning of 2017, the total unemployment in Bosnia and Herzegovina amounted to
over 500 thousand unemployed, and by the end of the same year, i.e. by December, the
unemployment had fallen to the level of 475 thousand unemployed, i.e the unemployment had
decreased by over 35 thousand in the observed year. Also, in the observed period, the
percentage of unemployed women is slightly higher than that of men. The unemployment
within the university qualifications (VSS), which at the beginning of the period amounted to
over 40 thousand unemployed persons until the end of 2017, amounted to just over 39
thousand, which indicates a relatively stable participation of unemployed people with the
university qualifications. The unemployment within persons with the two-year post secondary
school qualifications (VŠS) which from the beginning of the period amounted to over 7
thousand unemployed, dropped to the level of 6.8 thousand in December 2017. The
unemployed people with the secondary school qualifications (SSS) in 2017 are presented with
the number of over 140 thousand, while the unemployment of this qualifying group of
unemployed in December amounted to about 133 thousand unemployed, or 7 thousand
unemployed less than at the beginning of the period. The unemployment of highly skilled and
skilled (VKV and KV) workers in January 2017 amounted to 172 thousand, while the
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unemployment at the end of 2017 of this group of unemployed reached the level of 157
thousand. The unemployment of semi-skilled (PK) workers during the observed period was
also in a slight decline, i. e. from the level of over 10 thousand it reached the level of 9.2
thousand in December of the observed year. The line of decline in unemployment is also
reflected in the decline in unemployment within the unskilled workers (NK) from the level of
137 thousand unemployed in January to the level of 129 thousand in December 2017.
The decline in unemployment in Bosnia and Herzegovina continued in 2018, which can be
seen from the following table which shows the unemployment trends in 2018 by months, by
gender and qualification structure:
Table 2. Unemployment trends in BiH in 2018 by months, by gender and qualification structure
2018
Months

January

February
March
April
May
Jun

July

August

September
October

November
December

Average
unemployment

Two-year post
secondary
school
qualifications
(VŠS)

Secondary
school
qualifications
(SSS)

Highly
skilled and
skilled
workers
(VKV and
KV)

Semiskilled
workers
(PK)

Unskilled
workers
(NK)

Unemployment

Men

Women

Universty
qualifications
(VSS)

475541

218304

257237

39513

6884

133019

157732

9194

129199

458355

207149

251206

37333

6682

127564

151329

8927

126520

472957
466330
450067
448071
450392
448578
441672
437783
435358
435266
451698

216893
212623
201976
200430
200214
198552
195892
193261
191945
192332
202464

256064
253707
248091
247641
250178
250026
245780
244522
243413
242934
249233

38821
38094
36692
36656
39318
40318
36434
36376
36495
36835
37740

6829
6791
6561
6455
6721
6897
6488
6482
6566
6651
6667

Source: Agency for Statistics of Bosnia and Herzegovina

132212
130067
124755
125596
126436
125583
125499
124326
123522
123157
126811

157011
154502
148076
146881
146434
145392
144140
142537
141642
141418
148091

9144
9058
8820
8731
8642
8549
8473
8329
8220
8203
8691

128940
127818
125163
123752
122841
121839
120638
119733
118913
119002
123697

As it can be seen from the previous table, the total unemployment in the period from January
to December 2018 declined cumulatively by about 40 thousand of unemployed, which is a
larger decline than in 2017 where the decline in unemployment was expressed cumulatively
by slightly over 35 thousand of unemployed. The unemployment within the observed
qualification structure through 2018 is also declining. The unemployment within the
university qualifications (VSS) through 2018 in cumulative terms decreased by slightly less
than 3 thousand unemployed persons, which is approximately identical decline in
unemployment of this qualification group as in the previous year. The unemployment of the
two-year post secondary school qualifications (VŠS) through the observed period in 2018
decreased by some 200 unemployed persons, which is a negligible decrease. The decline in
unemployment within the secondary school education (SSS) in 2018 cumulatively observed
amounted to about 10 thousand unemployed, which is more than the decline in unemployment
in 2017, which amounted to about 7 thousand less unemployed people through 2017. The
decline in unemployment within the highly skilled and skilled (VKV and KV) workers in the
period from January to December 2018 took the value of about 16 thousand unemployed
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persons, which is one thousand more decline than through the observed period in
2017. Within the semi-skilled (PK) workers, the decline in unemployment amounted to about
900 unemployed persons. Also, the unemployment within the unskilled (NK) group of
workers declined from 129 thousand in January to 119 thousand unemployed in December
2018, or cumulatively the decline was about 10 thousand unemployed people. Compared to
2017, where the decline was about 8 thousand unemployed within the unskilled workers (NK)
which is for about 2 thousand more.
The following table shows the unemployment trends by gender and qualification structure in
Bosnia and Herzegovina in 2019 by months:
Table 3. Unemployment trends in BiH in 2019 by months, by gender and qualification structure
2019

Months
January
February
March
April
May
Jun
July
August
September
October
November
December
Average
unemploy
ment

Two-year post
secondary
school
qualifications
(VŠS)

Secondary
school
qualifications
(SSS)

Highly skilled
and skilled
workers
(VKV and
KV)

Semiskilled
Workers
(PK)

Unskilled
workers
(NK)

Unemploy
-ment

Men

Women

University
Qualifications
(VSS)

433438

191497

241941

36707

6668

122160

141095

8133

118675

430053

189636

240417

35925

6592

121242

140050

8057

118187

423419

185700

237719

35312

6452

119267

137435

7917

117036

413826

180107

233719

34507

6253

116048

133845

7769

115404

406685

176016

230669

33585

6178

113588

131430

7666

114238

405476

174928

230548

33600

6151

114441

130566

7553

113165

407109

174352

232757

35885

6538

114781

130114

7474

112317

406848

173702

233146

36807

6677

114603

129574

7399

111788

403355

173173

230182

33848

6321

115009

129402

7335

111440

401342

172282

229060

34180

6350

114455

128442

7260

110655

401359

172158

229201

34446

6462

114378

128358

7239

110476

401846

172700

229146

34599

6622

114053

128565

7237

110770

411230

178021

233209

34950

6439

116169

132406

7587

113679

Source: Agency for Statistics of Bosnia and Herzegovina
The downward trend in unemployment, which continued in 2019, is expressed by the total
decline in unemployment in the period from January to December of the same year in
cumulative terms for about 31 thousand unemployed, which is a significantly smaller decline
in unemployment compared to the previous two years. The decline in unemployment within
the university qualifications (VSS) amounted to over 2 thousand unemployed persons less
through the observed period in 2019, while the decline in this group of unemployment in 2018
amounted to about 3 thousand unemployed persons. Almost the identical level of unemployed
within the two-year post secondary school qualifications (VŠS) which amounted to about 6.6
thousand unemployed within this group of unemployed can be seen from the previous table.
The unemployment within the secondary school qualifications (SSS) in 2019 cumulatively
declined by about 8 thousand unemployed, which is in comparison to the previous year a
smaller decline by about 2 thousand unemployed. The unemployment within highly skilled
and skilled workers (VKV and KV) declined in cumulative terms by about 13 thousand
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unemployed, compared to the decline in unemployment of this qualification group in 2018 of
about 16 thousand is a smaller decline for about 3 thousand unemployed people. The decline
in unemployment within the semi-skilled (PK) unemployed workers amounted to about 900
less unemployed in December 2019 compared to January of the same year. The decline in
unemployment in 2019 within the unskilled (NK) unemployed workers amounted to about 8
thousand less unemployed through the observed period, while in 2018 the decline in this
group of unemployed amounted to about 10 thousand less unemployed. Although the
downward trend of the unemployed continued in 2019 overall, but also in the qualification
groups of unemployed, it can be seen that the decrease in unemployment in 2019 was
significantly less pronounced than it was in the decrease in unemployment in 2018.
Unemployment trends in 2020 caused by the COVID-19 pandemic had a significant increase
by months throughout almost the entire observed year. The following table shows the
unemployment trends in the observed year by months, by gender and qualification structure:
Table 4. Unemployment trends in BiH in 2020 by months, by gender and qualification structure

Months

2020
Two-year
Highly
post
Secondary skilled and
Universty
secondary
school
skilled
qualifications
school
qualifications workers
(VSS)
qualifications
(SSS)
(VKV and
(VŠS)
KV)
35205
6755
114952
130135

Semiskilled
workers
(PK)

Unskilled
workers
(NK)

7285

111835

Unemployment

Men

Women

January

406167

175302

230865

February

402888

173976

228912

34527

6731

114220

129143

7198

111069

March

398270

171319

226951

33875

6614

113148

127589

7097

109947

April

419582

179503

240079

35838

6932

121850

134586

7178

113198

May

421474

180859

240615

36661

6992

122182

135082

7177

113380

Jun

421300

181065

240235

37207

6970

122893

134659

7142

112429

July

426252

182672

243580

39639

7197

124550

135591

7136

112139

August

427593

183044

244549

40797

7364

124438

135997

7129

111868

September

417957

179745

238212

37097

6907

122432

134116

6992

110413

October

414402

178282

236120

37029

6908

120695

132776

6924

110070

November

413254

177621

235633

36970

6981

119907

132449

6900

110047

December
Average
unemployment

413627

178010

235617

37274

7026

119624

132521

6908

110274

415231

178450

236781

36843

6948

120074

132887

7089

111389

Source: Agency for Statistics of Bosnia and Herzegovina
The crisis that affected Bosnia and Herzegovina in 2020 also had its negative impact on the
indicators trends in the labor market of Bosnia and Herzegovina. The trend of decline in
unemployment in the three observed years before 2020 was stopped in 2020. In the first three
months of 2020, a drop in unemployment from the level of 406 thousand in January to the
level of 398 thousand in March 2020 can be seen. From April of this year to August, an
increase in unemployment was pronounced, which in August 2020 amounted to just over 427
thousand unemployed people. Thus by the end of the observed year the decline of
unemployment rate to the level which in December 2020 amounted 413 thousand of
unemployed persons was realized. If we compare the total unemployment in December 2020
with the unemployment in 2019, we have a higher number of unemployed by about 13
thousand unemployed. The unemployment within the university qualifications (VSS) in 2020
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increased by about 2,000 unemployed in the period January-December 2020. The growth of
unemployment is also noticeable within the two-year post secondary school qualifications
(VŠS), which in the period January-December amounted to 300 more unemployed. The
growth of the unemployed in terms of the unemployed with the secondary school
qualifications (SSS) in the observed period was expressed by 5 thousand more unemployed in
December than in January 2020. The unemployment growth of the highly skilled and
unskilled (VKV and KV) workers increased by about 2,000 unemployed persons. Within the
semi-skilled (PK) workers, a decline in unemployment of about 300 unemployed persons is
noticeable. Also, the decline in unemployment among unskilled (NK) workers can be
seen. The unemployment within this group of unemployed amounted to just over 111
thousand unemployed, while unemployment within the same group in December 2020
amounted to 110 thousand unemployed.
1.2. Monthly trends of average gross and net wages
We will extend the consideration of the impact of pandemics on the labor market to an
overview of the trends of average gross and net wages through the period from 2017 to
2020. The following table shows the trends of average gross and net wages in the period from
2017 to 2020 for Bosnia and Herzegovina by months:
Table 5. Average gross and net wages trends in BiH from 2017 to 2020 by months in KM
Month

2017

2018

2019

2020

Net

Gross

Net

Gross

Net

Gross

Net

Gross

January

846

1312

870

1351

913

1408

945

1460

February

838

1299

849

1319

895

1378

941

1452

March

854

1327

869

1351

907

1397

950

1466

April

839

1302

863

1341

916

1413

942

1454

May

860

1336

881

1371

926

1430

951

1470

Jun

851

1321

872

1356

910

1404

955

1475

July

849

1318

878

1366

932

1439

965

1492

August

858

1334

888

1382

925

1429

953

1472

September

844

1310

877

1351

916

1415

962

1485

October

853

1325

894

1379

932

1440

961

1485

November

857

1332

899

1386

928

1433

966

1493

December

862

1340

906

1389

951

1470

988

1526

Average wages

851

1321

879

1362

921

1421

957

1478

Source: Agency for Statistics of Bosnia and Herzegovina
The growth trend of average gross and net wages is expressed through the observed period
from 2017 to 2020, which is positive despite the negative effects of the crises on the economy
of Bosnia and Herzegovina. The average net wages in 2017 was just over 850 KM, and the
average gross wages was about 1320 KM, while during the period from January to December
of the same year, a trend of wages growth was also noticeable; the average wages in January
2017 was 846 KM, while the average wages in December of the same year was 862 KM,
which presents a higher salary of 16 KM. The average gross salary in BiH in January 2017
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was 1312 KM, while the gross salary in December 2017 was 1340 KM, or 28 KM more than
in January. Wages growth in 2018 is also expressed by a positive growth trend. The average
wages in January 2018 was around 870 KM, while in December 2018, the average net wages
took the value of 906 KM, or about 30 KM more than in January of the same year. The
average gross wages in January of the observed year was 1351 KM, while the average wages
in December of the same year was 1389 KM, or 41 KM more than in January. In January
2019, the value of the average wages was 913 KM, while in December 2019, the net wages
reached the level of 951 KM, or 38 KM more than in January 2019. The average gross wages
in January of the observed year was 1408 KM, while in December of the same year it was
around 1470 KM, or 62 KM more than at the beginning of the period. In the year
characterized by the virus pandemic, the average level of net wages of 945 KM was recorded
in January, while at the end of the same year the average net wages reached the level of 988
KM, which is 43 KM more than in January of the same year. Gross wages in January 2020
was 1460 KM, while in December 2020 it was increased to the level of 1526 KM, or gross
wages in 2020 in the period January-December was increased by 66 KM.
1.3. Analysis of labor market indicators
Based on the data from Table 1 and Table 2, we will show the indices of the unemployment
trends according to the qualification structure and total unemployment in 2018 in relation to
2017. The calculated indices have a base in the same period (month) of the previous year. The
following table presents the indices of unemployment trends according to the qualification
structure in 2018 compared to 2017:
Table 6. Indices of unemployment trends according to the qualification structure in 2018
(base index = the same month of the previous year)

Month
January
February
March
April
May
Jun
July
August
September
October
November
December

Unemployment

University
Qualifications
(VSS)

92,96
92,75
92,98
92,52
92,34
92,22
92,61
92,47
91,94
91,55
91,55
91,62

94,50
94,54
94,60
94,05
94,00
93,33
94,51
94,59
92,66
92,02
92,54
93,74

Two-year post
secondary
school
qualifications
(VŠS)
95,37
95,47
96,79
95,62
95,31
95,79
96,47
96,43
96,61
95,41
95,30
96,77

Secondary
school
qualifications
(SSS)
93,33
93,00
93,16
92,57
92,57
92,84
93,53
93,45
93,19
92,66
92,62
92,52

Source: Agency for Statistics of Bosnia and Herzegovina

Highly skilled
and skilled
workers
(VKV and
KV)
91,46
91,11
91,50
90,94
90,44
90,27
90,57
90,43
89,98
89,71
89,89
89,85

Semiskilled
workers
(PK)

Unskilled
workers
(NK)

90,76
91,01
91,29
91,02
91,86
91,31
91,05
90,78
90,49
89,58
88,84
88,82

94,01
94,02
94,09
93,93
93,82
93,52
93,49
93,20
92,72
92,45
92,16
92,12

From the previous presentation of the indices of unemployment trends in 2018 compared to
2017, we can see that the decline in total unemployment in the period from January to August
2018 compared to the same months in 2017 amounted to just a bit over 7%, while in in the
last four months of 2018, compared to the same months in 2017, the unemployment declined
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even to the level of over 8% compared to 2017. The decline in unemployment of the
university qualifications (VSS) through the period from 2018 declined slightly less than the
total unemployment did, the unemployment of this qualifying group declined from just a bit
over 3% in March 2018 compared to March 2017, to a drop of over 7% in September November of the same year in relation to the same months of the previous year. The decline
in unemployment within the two-year post secondary school qualifications (VŠS) was
expressed as a percentage decline that ranged from 3-4% compared to the same months last
year. The decline in unemployment of the unemployed with the secondary school
qualifications (SSS) ranged from 6-7% of the decline in unemployment in 2018 compared to
the months of the previous year. The decline in unemployment of highly skilled and unskilled
(VKV and NK) persons in 2018 in the first three months was over 8%, in the period AprilAugust this decline was realized at a rate of over 9%, while in the last 4 months of 2018 the
decline of this qualifying group of unemployed reached a drop of over 10% compared to the
months of the previous year. The unemployment of semi-skilled (PK) persons was declining
in 2018 to a level of over 11% in the last two months of 2018. While the number of unskilled
unemployed persons in 2018 decreased linearly from the level that in January took lower
unemployment by about 5% compared to January 2017 to the decline in unemployment of
this group of unemployed by almost 8% in December 2018 compared to December last year.
In an identical way, we observe the decrease in unemployment in 2019 compared to 2018.
The following table presents the indices of unemployment trends according to the
qualification structure in 2019 compared to 2018:
Table 7. Indices of unemployment trends according to the qualification structure in 2019
(base index = the same month of the previous year)

Month
January
February
March
April
May
Jun
July
August
September
Oktober
November
December

Two-year post
Highly skilled
Secondary
Universty
secondary
and skilled
Unemploym
school
qualifications
school
workers
ent
qualifications
(VSS)
qualifications
(VKV and
(SSS)
(VŠS)
KV)
91,15
92,90
96,86
91,84
89,45
90,93
92,54
96,53
91,70
89,20
90,80
92,70
95,01
91,70
88,95
90,29
92,43
93,58
90,97
88,45
90,36
91,53
94,16
91,05
88,76
90,49
91,66
95,29
91,12
88,89
90,39
91,27
97,28
90,78
88,86
90,70
91,29
96,81
91,26
89,12
91,32
92,90
97,43
91,64
89,78
91,68
93,96
97,96
92,06
90,11
92,19
94,39
98,42
92,60
90,62
92,32
93,93
99,56
92,61
90,91

Source: Agency for Statistics of Bosnia and Herzegovina

Semiskilled
workers
(PK)

Unskilled
workers
(NK)

88,46
88,11
87,40
87,03
86,92
86,51
86,48
86,55
86,57
87,17
88,07
88,22

91,85
91,66
91,56
91,21
91,27
91,44
91,43
91,75
92,38
92,42
92,90
93,08

As we have seen from the absolute trends in the previous part of the work in 2019, there was
an even more significant decline in unemployment in this year compared to 2018. The total
unemployment trends in 2019 compared to 2018 were shown by a decline of over 8% in
January 2019 compared to January 2018, and the decline in unemployment in the period
February-August took the rates of decline of over 9% in comparison to the months of the
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previous year. What can be seen in 2019 are the lower unemployment rates from September
to December 2019, which is also characteristic of other qualification groups of
unemployed. On average, the unemployment in 2019 declines at a rate of over 13% for the
semi-skilled (PK) persons, to lower rates of decline of only 0.5% within the unemployed with
the two-year post secondary school qualifications in December 2019. The following table
presents the indices of unemployment trends according to the qualification structure in 2020
compared to 2019:
Table 8. Indices of unemployment trends according to the qualification structure in 2020
(base index = the same month of the previous year)

Month
January
February
March
April
May
Jun
July
August
September
Oktober
November
December

Two-year post
Highly skilled
Universty
secondary Secondary and skilled
Semi-skilled
Unemploy
qualifications
school
education
workers
workers
ment
(VSS)
qualifications
(SSS)
(VKV and
(PK)
(VŠS)
KV)
93,71
95,91
101,30
94,10
92,23
89,57
93,68
96,11
102,11
94,21
92,21
89,34
94,06
95,93
102,51
94,87
92,84
89,64
101,39
103,86
110,86
105,00
100,55
92,39
103,64
109,16
113,18
107,57
102,78
93,62
103,90
110,74
113,31
107,39
103,13
94,56
104,70
110,46
110,08
108,51
104,21
95,48
105,10
110,84
110,29
108,58
104,96
96,35
103,62
109,60
109,27
106,45
103,64
95,32
103,25
108,34
108,79
105,45
103,37
95,37
102,96
107,33
108,03
104,83
103,19
95,32
102,93
107,73
106,10
104,88
103,08
95,45

Source: Agency for Statistics of Bosnia and Herzegovina

Unskilled
workers
(NK)
94,24
93,98
93,94
98,09
99,25
99,35
99,84
100,07
99,08
99,47
99,61
99,55

In 2020, in the first three months of this year, a drop in unemployment of over 6% in January
and February, and over 5% in March 2020 compared to the same months last year can be
seen. From April to December 2020, the growth of unemployment compared to the same
months in 2019 can be seen. The unemployment growth from April to August increased at
growth rates of 1.3%, 3.6%, 3.9%, 4.7% and 5.1% compared to the same months of the
previous year, respectively. The unemployment growth in September and October was
expressed in growth rates of 3.6% and 3.2% compared to the same months of the previous
year. While the growth of unemployment in November and December 2020 amounted to
about 2.9% compared to November-December 2019. As a percentage, the highest increase in
unemployment in 2020 compared to 2019 was realized within the unemployed with the
university and two-years post secondary school qualifications. Unemployment growth in the
period from April to August within the unemployed with the university qualifications grew at
rates ranging from about 3% in April to over 10% in June, July and August. From September
to December 2020, the growth of unemployment that was realized in this year is at rates of 79% compared to the same period last year. It is similar with the unemployed with the two-year
post secondary school qualifications, where the growth of unemployment reached the rates of
even over 13%. Within the unemployed with the secondary school qualifications, the increase
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in the number of unemployed compared to 2019, from April to December 2020 increased at
growth rates of 4-8%, while the decrease in the growth of unemployment in the last months of
the observed year is noticeable. The unemployment was also achieved among the highly
skilled and skilled persons, and it ranged from 2-4% compared to the period from the previous
year. Within the semi-skilled and unskilled unemployed the decline in unemployment in 2020
can be seen, which is particularly pronounced within the semi-skilled workers, while the
decline in unskilled unemployed took the values of below 1% in the period from May to
December 2020 compared to the same months of the previous year.
By calculating the indices of average gross and net wages trtends, the growth trend of the
same ones can be seen throughout the entire observation period. The following table presents
the indices of average gross and net wages trends in the period from 2018 to 2020 by months:
Table 9. Indices of average gross and net wages trends from 2018 to 2019 by months (in KM).
Month
January
February
March
April
May
Jun
July
August
September
October
November
December

2018
Net
102,84
101,31
101,76
102,86
102,44
102,47
103,42
103,50
103,91
104,81
104,90
105,10

2019
Gross
102,97
101,54
101,81
103,00
102,62
102,65
103,64
103,60
103,13
104,08
104,05
103,66

Net
104,94
105,42
104,37
106,14
105,11
104,36
106,15
104,17
104,45
104,25
103,23
104,97

Source: Agency for Statistics of Bosnia and Herzegovina

2020
Gross
104,22
104,47
103,40
105,37
104,30
103,54
105,34
103,40
104,74
104,42
103,39
105,83

Net
103,50
105,14
104,74
102,84
102,70
104,95
103,54
103,03
105,02
103,11
104,09
103,89

Gross
103,69
105,37
104,94
102,90
102,80
105,06
103,68
103,01
104,95
103,13
104,19
103,81

The impact of the pandemic on the average wages trends is not expressed by the decline in net
and gross wages paid in 2020. The growth of the average wages in the observed period of 16% in 2018 and 2019 can be seen. The growth is particularly noticeable in 2019, where the
minimum wages growth was 3.2% in November 2019, while the maximum growth was 6,1%
in July of the same year compared to the months of the previous year. Also, a slightly smaller
increase in wages in 2020 can be observed in percentage terms from April to December 2020,
which can be attributed to the virus pandemic.

2. METHODOLOGY
Starting from the subject of the research, which aims to forecast the indicators trends in the
labor market of Bosnia and Herzegovina from the aspect of unemployment trends according
to the structure and the average gross and net wages trends, we will use the exponential
equalization methods that represent the methodology for analyzing time series trends. These
models have been in use since the 1950s since the appearance of the works of Holt (1957) and
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Brown (1959, 1963) and Winters (1960). These methods start from the assumption that in the
time series there is a certain regularity of the behavior of observations together with random
fluctuations. By using the equalization methods, the goal is to obtain a balanced time series
with damped random fluctuations (Kovačić, 1995). That is, equalization can be viewed as a
technique that separates observations and random fluctuations as much as it is possible and
such series equalization is a filter that allows observations to be predicted (Montgomery,
Jennings, & Kulahci, 2008). The Brown's method of equalization or the method of doube
exponential equalization and the Holt-Winters's method of equalization are considered as the
most significant models of exponential equalization. The initial idea of any equalization
method is that a time series Xt moves around a certain level of the series μ with random
fluctuations of 𝜀𝜀𝑡𝑡 , i.e.:
𝑋𝑋𝑡𝑡 = 𝜇𝜇 + 𝜀𝜀𝑡𝑡

(1)

𝑋𝑋𝑡𝑡 = 𝜇𝜇 + 𝑇𝑇𝑡𝑡 + 𝜀𝜀𝑡𝑡

(2)

where it is assumed that 𝐸𝐸(𝜀𝜀𝑡𝑡 ) = 0 and 𝑉𝑉𝑉𝑉𝑉𝑉(𝜀𝜀𝑡𝑡 ) = 𝜎𝜎 2 . Which means that the expected
random error of a given time series is equal to zero, i.e. that the variance of the random error
is equal to 𝜎𝜎 2 . For the series that contain a trend, we must include a decreasing or increasing
trend 𝑇𝑇𝑡𝑡 in the time series, so the model of the time series with a linear trend will have the
form:
For series with a linear trend, we can apply different models of their forecasting, depending
on the characteristics of the linear trend, i.e. depending on whether there is a seasonal
character of the time series. In that case, we can apply different equalization models for nonseasonal, additive, or multiplicative time series. In our work, we will test four equalization
methods to perform the forecast of the observed time series. Those are the Brown's nonseasonal equalization method, the Holt-Winters's non-seasonal equalization method, and the
Holt-Winters's equalization model for additive and multiplicative seasons. The Brown's
equalization method for non-seasonal time series is given by the equation:
𝜇𝜇𝑡𝑡 = 𝛼𝛼𝑋𝑋𝑡𝑡 + (1 − 𝛼𝛼)𝜇𝜇𝑡𝑡−1

𝑇𝑇𝑡𝑡 = 𝛼𝛼(𝜇𝜇𝑡𝑡 − 𝜇𝜇𝑡𝑡−1 ) + (1 − 𝛼𝛼)𝑇𝑇𝑡𝑡−1
�𝑡𝑡 (ℎ) = 𝜇𝜇𝑡𝑡 + �
𝑋𝑋

(3)

1 − 𝛼𝛼
� 𝑇𝑇𝑡𝑡 + ℎ𝑇𝑇𝑡𝑡
𝛼𝛼

where: t is a time period of the series, 𝜇𝜇𝑡𝑡 is the predicted value of the observation based on
the model, 𝑋𝑋𝑡𝑡 is the actual value of the observation of the time series, 𝜇𝜇𝑡𝑡−1 is the predicted
value of the observation in the previous period, α is the constant of the equalization of the
series, 𝑇𝑇𝑡𝑡 is the linear trend for the current forecast, 𝑇𝑇𝑡𝑡−1 ℎ is the time horizon for which the
�𝑡𝑡 is the forecast of future values of the series based on the values of t of
prediction is made, 𝑋𝑋
the past values of the series. As one of the disadvantages of using the Brown's series
equalization method, and as can be seen from the previous equations, it is stated that it uses
one equalization constant for trend and for series level revision. This shortcoming is partially
eliminated by the Holt-Winters's time series equalization, which for non-seasonal series is
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equal to the Brown's model for certain values of the equalization constants, that is (𝛼𝛼𝐻𝐻𝐻𝐻 =
𝛼𝛼𝐵𝐵 (1 − 𝛼𝛼𝐵𝐵 ) i 𝛾𝛾𝐻𝐻𝐻𝐻 = 𝛼𝛼𝐵𝐵 /(2 − 𝛼𝛼𝐵𝐵 )). This time series equalization model can be applied to
non-seasonal series, i.e. to seasonal series with additive and multiplicative character. For nonseasonal series, the Holt-Winters's equalization method in recursive form is given as:
𝜇𝜇𝑡𝑡 = 𝛼𝛼𝑋𝑋𝑡𝑡 + (1 − 𝛼𝛼)(𝜇𝜇𝑡𝑡−1 + 𝑇𝑇𝑡𝑡−1 )
𝑇𝑇𝑡𝑡 = 𝛾𝛾(𝜇𝜇𝑡𝑡 − 𝜇𝜇𝑡𝑡−1 ) + (1 − 𝛾𝛾)𝑇𝑇𝑡𝑡−1

(4)

�𝑡𝑡 (ℎ) = 𝜇𝜇𝑡𝑡 + ℎ𝑇𝑇𝑡𝑡
𝑋𝑋

The Holt-Winter's method of exponential equalization is given for seasonal time series, and
that is for seasonal series with an additive season and seasonal series with a multiplicative
season. For seasonal series with an additive season, the Holt-Winters's equalization method is
given in recursive form as:
𝜇𝜇𝑡𝑡 = 𝛼𝛼(𝑋𝑋𝑡𝑡 − 𝐼𝐼𝑡𝑡−𝑠𝑠 ) + (1 − 𝛼𝛼)(𝜇𝜇𝑡𝑡−1 + 𝑇𝑇𝑡𝑡−1 )
𝑇𝑇𝑡𝑡 = 𝛾𝛾(𝜇𝜇𝑡𝑡 − 𝜇𝜇𝑡𝑡−1 ) + (1 − 𝛾𝛾)𝑇𝑇𝑡𝑡−1
𝐼𝐼𝑡𝑡 = 𝛿𝛿(𝑋𝑋𝑡𝑡 − 𝜇𝜇𝑡𝑡 ) + (1 − 𝛿𝛿)𝐼𝐼𝑡𝑡−𝑠𝑠

(5)

�𝑡𝑡 (ℎ) = 𝜇𝜇𝑡𝑡 + ℎ𝑇𝑇𝑡𝑡 + 𝐼𝐼𝑡𝑡−𝑠𝑠+ℎ
𝑋𝑋

where: γ is the trend equalization constant, s denotes the season, 𝐼𝐼𝑡𝑡−𝑠𝑠 is the seasonal index.
The form of the Holt-Winters's equalization method for time series with a multiplicative
season is equivalent to the model with an additive season, the only difference is that the value
of the series in the season multiplies compared to the previous one; the form of the
multiplicative model is given by:
𝜇𝜇𝑡𝑡 = 𝛼𝛼(𝑋𝑋𝑡𝑡 /𝐼𝐼𝑡𝑡−𝑠𝑠 ) + (1 − 𝛼𝛼)(𝜇𝜇𝑡𝑡−1 + 𝑇𝑇𝑡𝑡−1 )
𝑇𝑇𝑡𝑡 = 𝛾𝛾(𝜇𝜇𝑡𝑡 − 𝜇𝜇𝑡𝑡−1 ) + (1 − 𝛾𝛾)𝑇𝑇𝑡𝑡−1
𝐼𝐼𝑡𝑡 = 𝛿𝛿(𝑋𝑋𝑡𝑡 /𝜇𝜇𝑡𝑡 ) + (1 − 𝛿𝛿)𝐼𝐼𝑡𝑡−𝑠𝑠

(6)

�𝑡𝑡 (ℎ) = (𝜇𝜇𝑡𝑡 + ℎ𝑇𝑇𝑡𝑡 )/𝐼𝐼𝑡𝑡−𝑠𝑠+ℎ
𝑋𝑋

Holt (2004) states that the advantage of exponential equalization models is their great
flexibility in forecasting seasonal movements and trends in general. Exponential equalization
is a procedure which performs a continuous revision of the forecast in the light of recent
experience (Hanke & Wichern, 2014). How fast the forecast will respond to actual
observations depends primarily on the choice of parameters, the higher the value of the
parameters for equalization, trend and season is (𝛼𝛼, 𝛾𝛾 𝑖𝑖 𝛿𝛿), which take values from zero to one,
a faster response to real time series trends will be. Which means that the goal is to choose the
optimal values of these three parameters (Lirov & Levich, 1982).
The exponential equalization methodology suffers from a lack of an objective model
identification procedure, which is a fundamental shortcoming emphasized by critics of this
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group of time series forecasting models (Gardner, 1985). Human judgment must be included
when selecting methods for selecting equalization methods. First of all, it must be decided on
the existence of the nature of the trend and the season and the strength of the random
component. While the mode of autocorrelation is more formalized (Makridakis, Wheelwright,
& Hyndman, 1997). Autocorrelation implies the determination of autocorrelation coefficients
as in autoregressive processes, in order to determine the influence of previous p values on the
value of the time series in the present, that is in the future. Using the autocorrelation function,
we can perceived in a formalized way the influence of the season and the trend on forecasting
the future values of the observed time series. This function is especially used in ARMA
processes when forecasting. These methods represent statistically more advanced and
sophisticated models for predicting time series, which extend as the opposite of the
exponential equalization models.
In a study conducted by Makridakis and Hibon (1979), they applied different forecasting
methods to 111 different time series. The study showed that for forecasting the weather series,
simpler forecasting methods can give better forecasts than statistically more sophisticated and
complex ARMA methods. An extended study was conducted by a group of authors in 1982
on a sample of 1001 time series using exponential equalization methods and statistically
complex methods. Their conclusion is that more complex and sophisticated statistical
methods do not make better predictions when there is a large oscillation in the data. This is
especially true for micro and monthly data where the oscillations are much more significant
than in the case of quarterly and annual data (Makridakis, et al., 1982). Thury (1986)
predicted basic macroeconomic variables on the example of Austria by applying different
methods of forecasting time series. He compared the ARIMA model and the Holt-Winters's
method of exponential equalization. The forecast referred to the forecast of GDP,
consumption, investments, prices, imports, exports, and trends in the unemployment rate. The
obtained results show a very high quality of the forecast for both groups of models, especially
when forecasting price movements and the unemployment rate.
When predicting time series using exponential equalization methods as an advantage, it can
be seen that there is no need for large time series unlike the ARMA forecasting model. That is
especially important in forecasting series in Bosnia and Herzegovina where there are no large
time series, especially on annual data. In the general case for data with m seasons during the
year, there are m + 1 of initial values and three equalization parameters, which gives m + 4
parameters together. So m + 5 is the theoretical minimum when using the exponential
equalization method of a series of less than one year ((Hyndman & Kostenko, 2007). In our
case, the minimum number of observations for the application of the exponential equalization
model would be 17 months (12 + 5 = 17). Therefore, the exponential alignment is a very
important technique whose strength lies in a short-term precision with quick adjustment. The
technique is therefore widely used when predicting monthly and weekly forecasts for large
numbers, i.e. thousands ( (Hanke & Wichern, 2014).
In the general case, it is more likely that forecasting in advance for several periods carries a
greater probability of making a larger forecast error. The reason for this is that commonly
available forecasting information is more relevant for short-term forecasting (Granger,
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1980). In our case, on monthly data from three to four years from 2017 to 2020 on the
unemployment and average gross and net wages trends, we will apply different procedures
within the exponential equalization methods in order to provide the forecast of these time
series trends in the period of 2021 and 2022. And all this in order to see the impact of the
COVID-19 pandemic on the labor market in Bosnia and Herzegovina, that is to give a
forecast of these quantities trends in a period of 2 years on the basis of the analysis, which
will be of help to the creators of macroeconomic policy and the business community.

3. EMPIRICAL RESEARCH
3.1. Unemployment trends forecast
When forecasting the unemployment in the period of 2021 and 2022, we will test different
exponential equalization procedures in order to provide the best score for one of the
exponential equalization methods. The first method to be tested for forecasting the
unemployment trends according to the qualification structure is the Brown's equalization
method. The parameters and error forecast estimates for the Brown's equalization method are
given in the following table:
Table 10. Estimation of parameters and forecast errors in the Brown's exponential
equalization method for unemployment trends
Variable
Unemployment
University
qualifications (VSS)
Two-year post
secondary school
qualifications (VŠS)
Secondary school
qualifications (SSS)
Highly skilled and
skilled workers
(VKV and KV)
Semi-skilled
Workers (PK)
Unskilled workers
(NK)

Parameter and trend
α(level)
trend
0,596
-1490,52

RMSE
5296,00

Forecast error estimate
MAE
3841,00

MAPE
0,88%

0,228

125,46

1479,46

1159,40

3,06%

0,242

22,30

7054,03

152,80

2,27%

0,616

-753,64

1900,47

1252,29

1,01%

0,628

-402,02

1678,81

1232,52

0,87%

0,662

-23,50

54,33

41,74

0,52%

0,618

-120,69

823,51

581,30

0,50%

Source: Author's calculations
The performed estimate of the parameters of the Brown's exponential equalization method
shown in the previous table gives estimates of the model parameters as well as estimates of
the forecast error. We can see that according to the MAPE, the largest forecast error was
calculated to estimate unemployment trends with the university qualifications of 3.06%, then
for the forecast of unemployment within the two-year post secondary school qualifications of
2.27%. Since we do not have the possibility to compare the obtained results, the estimated
parameters of the Holt-Winters's equalization method without the season influence are given
in the following table:
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Table 11. Estimation of parameters and forecast errors in the Holt-Winters's method of
exponential equalization for unemployment trends
Variable
Unemployment
Universty
qualifications (VSS)
Two-year post secondary school
qualifications (VŠS)
Secondary school qualifications
(SSS)
Highly skilled and skilled workers
(VKV and KV)
Semi-skilled
workers (PK)
Unskilled workers
(NK)

Parameters and trend
α (level) γ (trend) Trend (T)
1
0,09
-596,66

Forecast error estimate
RMSE
MAE
MAPE
4856,41 3251,87
0,75%

1

0

-212,71

1366,96

950,04

2,53%

0,8401

0

-22,92

177,99

138,42

2,05%

1

0,06

-195,34

1760,88

1082,99

0,88%

1

0,13

-135,57

1569,68

1047,69

0,74%

1

0,22

-32,16

49,59

37,59

0,47%

1

0,12

-234,62

780,44

510,11

0,43%

Source: Author's calculations
In the non-seasonal Holt-Winters's equalization method, the estimated series equalization
coefficient takes a value of one, except in the case of the movement of the two-year post
secondary school qualifications unemployment, where the equalization constant is
0.8401. Such high scores of the parameters mean that this model is very flexible in terms of
the response of the model itself to changes in observed observations. The estimated parameter
for the trend is the highest in the unemployment forecast of semi-skilled workers (0.22),
followed by the unemployment rate of highly skilled and skilled workers of 0.13 and the
unemployment rate of unskilled workers (0.12). The estimated trend coefficients for
university qualifications and two-year post secondary school qualifications are zero. While
the coefficient of the total unemployment trend is 0.09 and for the unemployed with a
secondary qualifications the trend is 0.06. We can see from the forecast error estimates that
this equalization method is more preferred than the Brown's method because it gives lower
forecast error estimates in all observed series. Looking at all the estimates of the forecast error
of RMSE, MAE and MAPE, it can be seen that this method gives much less forecast errors
compared to the Brown's equalization method. Overviews of the parameters estimate and
regression error estimates for the Holt-Winters's equalization methods for seasonal series are
given in the following table:
Table 12. Estimation of parameters and forecast error in the Holt-Winters's method of
exponential equalization with the influence of the season for unemployment trends

Variable

Holt-Winters's equalization method (additive season)
Parameters and trend

Forecast error estimate

α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

Unemployment
Universty
qualifications (VSS)
Two-year post secondary school qualifications
(VŠS)

1

0,17

0

-672,46

4171,09

2399,31

0,55%

1

0,28

0

-25,44

432,67

302,01

0,81%

1

0,09

0

14,21

75,73

53,49

0,79%

Secondary school qualifications

1

0,00

0

-454,08

1590,59

820,90

0,66%
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Holt-Winters's equalization method (additive season)
Parameters and trend

Variable

Forecast error estimate

α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

1

0,20

0

-292,81

1436,14

842,35

0,59%

1

0,24

0

-45,76

43,97

30,86

0,38%

1

0,15

0

-275,90

667,38

372,41

0,32%

(SSS)
Highly skilled and skilled workers
(VKV and KV)
Semi-skilled
workers (PK)
Unskilled workers
(NK)

Variable

Holt-Winters's equalization method (multiplicative season)
Parameters and trend

Unemployment
Universty
qualifications (VSS)
Two-year post secondary school qualifications
(VŠS)
Secondary school qualifications
(SSS)
Highly skilled and skilled workers
(VKV and KV)
Semi-skilled
workers (PK)
Unskilled workers
(NK)

Forecast error estimate

α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

1

0,15

0

-614,97

4224,78

2412,07

0,55%

1

0,16

0

47,73

436,97

299,61

0,81%

1

0,00

0

-0,03

75,51

49,82

0,74%

1

0,00

0

-454,08

1598,32

825,03

0,66%

1

0,18

0

-270,06

1460,06

861,68

0,61%

1

0,21

0

-44,22

45,96

33,50

0,41%

1

0,14

0

-278,68

683,46

388,64

0,32%

Source: Author's calculations

Comparing the results of the forecast error estimation from Table 12 with the estimated
forecast errors from Table 10 and Table 11, it can be seen that the Holt-Winters's seasoning
methods are more preferred than the Brown's method, as well as in the relation to the HoltWinters's method without the season influence. The estimated coefficient of the equalization
constant for both methods is 1, which means a high degree of forecast response to the
observed actual observations, while the estimates of the trend parameters are less flexible and
the estimates of the season parameters are zero. Comparing the calculated forecast errors, we
can see that the forecast of the total unemployment trend using these two seasonal methods is
identical according to the MAPE criterion, while the MAE criterion gives preference to the
additive season model, and the RMSE criterion gives preference to the multiplicative season
method. Here we will opt for the application of methods with an additive season because we
try to be more careful when making further predictions. Estimates of the forecast error for the
unemployed trends with the university qualifications say that by estimating the forecast error
using the MAPE the percentage forecast error is 0,81 % for both seasonal methods.
Estimates made using the RMSE and MAE indicate the opposite for choosing the appropriate
method. Here we will opt for the method with an additive season due to its declining trend (25.44) for the reason that we assume that it is more realistic that the unemployment will
continue to decline. When forecasting the unemployment within the unemployed with the
secondary school qualifications, we will apply the Holt-Winters's method with a
multiplicative season, for the reason that all the criteria by which we evaluated the forecast
errors point to this. To forecast the unemployment within the highly skilled and skilled
unemployed, semi-skilled and unskilled unemployed, we will use the forecasts using the Holt-
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Winters's method of equalization with the additive season, because according to all criteria
forecast errors estimates provide less forecast errors than methods with a multiplicative
season. In other words, we will use the multiplicative season method when forecasting the
unemployed trends with the two-year post secondary school qualification; while we will
perform using the Holt-Winters's method with the additive season for the unemployment
trends of other qualifying structures of the unemployed. The following chart gives the
projections of total unemployment trends and unemployment according to the qualification
structure by applying the appropriate equalization methods:
Chart 1. Forecast of the unemployed trends according to the qualification structure by the
end of 2022
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Source: Author's view using the E-View
Using the application of appropriate methods of exponential equalization based on
unemployment data for the period from 2017 to 2020, we tried to predict the unemployment
trends until the end of 2022. The forecast predicts that the total unemployment in January
2021 will reach the level of about 415 thousand unemployed. By August 2021, the forecast
predicts a drop in unemployment to the level of 410 thousand unemployed, and by the end of
2021, the number of unemployed according to the forecast should reach the level of about 405
thousand unemployed. The forecast predicts a slight increase in unemployment in January
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2022

2022, the growth of unemployment in this period should reach the level of 407 thousand total
unemployed, by August 2022 the number of unemployed should decrease to 402 thousand
unemployed, and at the end of 2022 the number of unemployed should fall to the level below
400 thousand unemployed, according to the forecast, the number of unemployed in December
2022 in Bosnia and Herzegovina should reach the level of 397 thousand unemployed. The
forecast of the unemployed trends with the university qualifications says that the
unemployment from the beginning of 2021 to the end of the year should fall to the level of
36.9 thousand unemployed from the level of 37.5 thousand as the state of the unemployed
with the university qualifications in January 2021 was predicted.
The forecast also predicts a drop in unemployment in 2022, where in December of the same
year the level of unemployment with the university qualifications should reach the level of
36.6 thousand unemployed. According to the forecast, the level of the unemployed with the
two-year ppost secondary school qualifications should reach the level of 7,000 unemployed in
December 2021 and 2022. The forecast of unemployed with the secondary qualifications in
January 2021 should be around 119 thousand unemployed, by August this number should be
reduced to 116 thousand unemployed, and by the end of 2021 the level of unemployed with
the secondary qualifications should reach the level of 114 thousand unemployed persons. The
forecast also assumes a decline in unemployment with the secondary qualifications in 2022,
by the end of this year, the unemployed with the secondary qualifications should reach the
level of about 108 thousand unemployed. The predicted unemployment of the highly skilled
and skilled persons in 2021 should realize a decline from the level of 133 thousand
unemployed in January to the level of 129 thousand unemployed in December 2021, this
decline in unemployment should continue in 2022 in which the level of highly skilled and
skilled unemployed should reach the level of 125 thousand unemployed in December of the
same year. The decline in unemployment of the semi-skilled workers should realize a decline
from the level of 6.8 thousand unemployed in January 2021 to the level of 5.8 thousand
unemployed in December 2022, or the decline in unemployment within this group of
unemployed should achieve a decrease in the absolute amount of a thousand unemployed.
Unemployment of the unskilled people in January in the first year of the forcast predict the
level of about 110 thousand unemployed, the decline should continue to the level of 107
thousand unemployed in August, i.e. to the level of 106 thousand unemployed at the end of
2021. The forecast also predicts a downward trend in employment in 2022, and that is from
the level of 107 thousand unemployed in January to the level of 103 thousand unemployed in
December of the same year.

3.2. Gross and net wages trends forecast
As with unemployment forecasting, we will test the given models of exponential equalization
in order to be able to determine the best model for forecasting wages trends in 2021 and
2022. Parameters estimates and forecast error estimates for the Brown and Holt-Winters's
exponential equalization methods for predicting gross and net wages trends are given in the
following table:
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Table 13. Estimation of parameters and forecast error in the Brown and Holt-Winters's
methods of exponential equalization without seasonal influence

Variable

Brown's equalization method
Parametres and trend

Forecast error estimate

α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

Net wages

0,112

*

*

3,10

8,72

7,20

0,80%

Gross wages

0,106

*

*

4,68

13,71

11,27

0,81%

Variable

Holt-Winters's equalization method without the influence of the season
Parametres and trend
Forecast error estimate
α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

Net wages

0,250

0

*

2,79

8,72

7,02

0,78%

Gross wages

0,100

0,770

*

5,39

13,62

10,94

0,79%

Source: Author's calculations
From the previous table we can see that the Holt-Winters's method of exponential
equalization without the influence of the season is more preffered than the Brown's method
because according to all criteria of the RMSE, MAE, MAPE it provides lower forecast error
estimates. Parameters estimates and forecast error estimates in the Holt-Winters's equalization
method with the influence of the season are given in the following table:
Table 14. Estimation of parameters and forecast error in the Holt-Winters's metod of
exponential equalization with the influence of the season

Variable

Holt-Winters's equalization method (additive season)
Parametres and trend
Forecast error estimate
α(level)

γ(trend)

δ(season

Trend

RMSE

MAE

MAPE

Net wages

0,340

0

0

2,94

5,67

4,79

0,53%

Gross wages

0,250

0

0

4,34

8,89

7,43

0,53%

Variable

Holt-Winters's equalization method (multiplicative season)
Parametres and trend
Forecast error estimate
α(level)

γ(trend)

δ(season)

Trend

RMSE

MAE

MAPE

Net wages

0,330

0

0

2,94

5,70

4,81

0,53%

Gross wages

0,240

0

0

4,34

8,95

7,51

0,54%

Source: Author's calculations
Comparing the results obtained from Table 14 with the data from the previous table, it can be
seen that both Holt-Winters's equalization methods with the season influence are more
preferred than the non-seasonal equalization methods because they give less forecast error
estimates according to all criteria. Also, it can be seen that the differences in forecast error
between these two seasonal equalization methods are almost negligible, although the additive
season equalization method gives slightly less forecast error compared to the multiplicative
season method. That's why we will perform the forecast of gross and net wages trends in 2021
and 2022 using the Holt-Winters's method of equalization with the additive season.
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Based on the given method of exponential equalization with the additive season, the forecast
of gross and net wages trends in 2021 and 2022 was made, and the given forecast of average
wages trends is shown in the following chart:
Chart 2. Forecast of average gross and net wages trends by the end of 2022

Source: Author's calculations
Using the Holt-Winteros method with the additive season, we obtained forecasts of the
average gross and net wages trends until the end of 2022, as it can be seen in the previous
chart. The predicted net wages in January 2021 was 985 KM, while by the end of the same
year, more precisely in December, the wages of 1018 KM is predicted, which presents the
predicted increase of wages of 33 KM. In the same period, the average gross wages should
increase from the value of 1519 KM as predicted in January 2021 to the level of 1568 KM in
December of the same year, which is an increase in the absolute amount of 49 KM. The
predicted net wages in January 2022 should take the value of 1020 KM, while by the end of
December of the same year, the value of the average net wages should reach the value of 1053
KM, which is an increase of 33 KM in 2022. The predicted value of gross wages in January
2022 should reach the level of 1571 KM, and by the end of the same year the predicted
average gross salary should reach the value of 1620 KM, which is an increase in the average
gross wages of 49 KM in 2022.

CONCLUSION
The COVID-19 pandemic has left a strong negative impact on the labor markets around the
world. Based on a brief review of the literature, it is concluded that business activity was
reduced in all analyzed countries. The negative impact of the pandemic on the labor market,
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in almost all parts of the world, was reflected in stopping work, reduced working hours,
significant loss of income, reduced consumption, changes in employment, partial or no
payment of employees, reduced standard of living. Of course, the given negative impact was
disproportionate among the observed countries, with the emphasis that the European countries
and the USA suffer the greatest economic consequences.
If we turn our attention to BiH, the unemployment trends in 2020 caused by the COVID-19
pandemic had a pronounced growth by months throughout almost the entire observed
year. Therefore, the crisis that also affected Bosnia and Herzegovina in 2020 had a negative
impact on the movement of indicators in the labor market of this country. If we look at the
unemployment, the downward trend in unemployment in the three observed years before 2020
was halted in 2020. After comparing the total unemployment in December 2020 with the
unemployment in 2019, a larger number of unemployed in BiH was established. The analysis
also established that the highest growth of unemployment in 2020 compared to 2019 was
achieved within the unemployed with the university qualifications and two-year post
secondary school qualifications.
On the other hand, the analysis of available data showed a growth trend of average gross and
net wages in the observed period from 2017 to 2020, which is positive despite the negative
effects of the crisis on the economy of Bosnia and Herzegovina. The impact of the pandemic
on the average wages trends is not expressed by the decline in net and gross wages paid in
2020, but it is expressed by somewhat smaller growth of the same ones in 2020, which can be
attributed to the negative impact of the COVID 19 virus pandemic.
In this work, the various methods of exponential equalization were applied on the available
data on the unemployment trends and the forecast of these time series trends in the period
from 2021 and 2022 was performed and forecast the movement of these time series in the
period from 2021 and 2022, all that in order to consider the impact of the COVID-19
pandemic to the labor market in Bosnia and Herzegovina. The established results predict a
downward trend in unemployment for both observed years. Also, the exponential equalization
models were tested in order to determine the best model for forecasting wages trends in 2021
and 2022. Accordingly, for the purposes of forecasting the average gross and net wages
trends, the Holt-Winters's method with an additive season was used, which predicted an
increase in the average gross and net wages in BiH for the next two years.
We can conclude that in BiH, as in the rest of the world, a significant impact of the COVID
19 virus pandemic on the labour market has been recorded, with a special emphasis on the
increase of unemployment. There were no significant negative effects regarding average
wages in BiH, except for a slight slowdown in their growth. Finally, it should be emhasised
that the results obtained can be helpful to macroeconomic policy makers, as well as to
business community in BiH makers.
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Abstract: The question whether liberalism is a path to economic development was raised
once again in the Great Recession. From this moment, a fierce debate between both
economists and politicians did not come to an end. In order to test the hypothesis that one
country is economically more competitive (ranks higher in the Economic Competitiveness
Index) if it has a larger degree of economic freedoms (making it a liberal economy) we used
two indexes (Index of Economic Freedom and the Global Competitiveness Index) on a
sample of 123 countries in 3 years. Our hypothesis that economic freedom makes a country
more competitive was tested using the regression analysis. The results confirmed our
hypothesis that indeed, economic freedom does influence international economic
competitiveness.
Keywords: economic freedom, global competitiveness, economic competitiveness, liberalism

1. Introduction
Economic doctrine which researches competitiveness in the last decades is increasingly
gaining importance in the research and scientific thinking of the academic community.
Competitiveness is not only a mystic word; there is a significant number of experts and
institutions which focus on competitiveness at a macroeconomic level and attempt to specify
determinants and processes that affect national competitiveness (Verner, 2015.) Krugman said
that competitiveness is the poetic word for productivity (Krugman, 2004.). National
competitiveness means a country's ability to create, produce, distribute, and service products
in international trade while earning rising returns to its resources (Scott, 1985.) Competitive
countries are predominantly developed countries because the effects of competitiveness have
a strong impact on the standard of living. Whether a nation will be wealthy depends on
competitiveness on the world market, which is directly connected with productivity. As
Krugman (1996, p.17) notes, countries had no doubts that to achieve prosperity,
“competitiveness is the key; the only question was how to achieve it”. Probably the wider
definition gives us Porter in his famous book Competitive Advantage of Countries: “The only
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meaningful concept of competitiveness at the national level is productivity. The Principle
Goal of a nation is to produce a high standard of living for its citizens…. Productivity is the
prime determinant of a nation’s long-run standard of living, it is the root cause of national per
capita income…. A nation’s standard of living depends on the capacity of its companies to
achieve high levels of productivity and to increase productivity over time…. They must
develop necessary capabilities to compete in more sophisticated industry segments, where
productivity is generally high.” (Porter,1990)
According to the World Economic Forum (2020) competitiveness is defined as a set of
institutions, policies and factors that determine the level of productivity. Factors that
determine productivity are: Institutions; Infrastructure; ICT adoption; Macroeconomic
stability; Health; Skills; Product market; Labour market; Financial system; Market size;
Business dynamism; and Innovation capability (Global Competitiveness Report, 2020). A
GCI report from the year 2019 showed that Singapore, United State, Honk Kong,
Netherlands, Switzerland have the highest score on the Global Competitiveness Index.
We think that except those factors, economic freedom has a key role to reach competitiveness.
Because of that, in this paper, we are trying to examine whether economic freedom has an
effect on competitiveness!? Miller at all said that “comprehensive definition of economic
freedom should encompass all liberties and rights of production, distribution, or consumption
of goods and services. The highest form of economic freedom should provide an absolute
right of property ownership; fully realized freedoms of movement for labor, capital, and
goods; and an absolute absence of coercion or constraint of economic liberty beyond the
extent necessary for citizens to protect and maintain liberty itself “ ( Miller at all, 2012)
According to Caetano & Caleiro (2009, p.65), “economic freedom means the degree to which
a market economy is in place, where the central components are voluntary exchange, free
competition, and protection of persons and property.” As defined by Gwartney & Lawson
(2003), economic freedom refers to people’s choice and freedom to decide their lives and the
right to protect their property. Gwartney & Lawson (2003) suggest institutions and
government policies are closely related to economic freedom because they directly provide
protection to people's property and rights and allow people to do the right things. Sturm & De
Haan (2001) argue that increased economic freedom will increase domestic competition,
which can reduce firm performance. Tran (2019) argues that higher economic freedom and
higher labor freedom lead to higher economic growth. Otherwise, there are two institutions
which deal with economic freedom. The Fraser Institute and The Heritage Foundation deal
with economic freedom. Toward The Heritage Foundation economic freedom (Miller et al,
2012.) economics freedom consist ten components: property rights, freedom from corruption,
fiscal freedom, government spending, business freedom, labor freedom, monetary freedom,
trade freedom, investment freedom, financial freedom, which are grouped into four
categories: (i) rule of law, (ii) limited government, (iii) regulatory efficiency and (iv) open
markets. Towards The Heritage Foundation (2021), countries which have highest index
economic freedom are Singapore, New Zealand, Australia, Switzerland and Ireland.
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2. Literature review
There are several studies which examine correlation between economic freedom and
competitiveness. Bujanca & Ulman (2015) found out that a positive connection exists
between the level of economic freedom and competitiveness, with economic freedom
significantly influencing the competitiveness of selected countries. They use 40 countries
from the Heritage Foundation’s Index of Economic freedom and Global Competitiveness
Report from the beginning of the 21st century to 2015. For that research, they selected a
series of 40 countries, covering the spectrum of economic development and regional policy.
The regression analysis in their paper shows that countries rated as highly economically free
are also perceived as being highly competitive. Verner (2015) used Granger test and panel
data examined highly economic free countries (Honk Kong, Singapore, New Zealand,
Australia and Suisse) Visegrad four (Slovakia, Czech, Republic Hungary, Poland) and
Repressed countries (Syria, Chad, Venezuela, Libya and Zimbabwe). Empirical results
showed that higher degree of economic freedom has a causal effect on national
competitiveness for high economic free countries and Visegrad four. The results for repressed
countries imply that the low level of national competitiveness is not caused by low degree of
economic freedom. Herciu & Ogrean (2011) observed Romania and other EU countries and
put in correlation economic freedom, knowledge and competitiveness. The results showed a
strong and direct link between these three variables, but economic freedom had a stronger
impact on knowledge than on competitiveness.
As it is said in the introduction, national competitiveness depends on the competitiveness of
nation’s companies, because “firms, not nations, compete in international markets.” (Porter,
1998). Bearing this in mind it is noteworthy to mention findings on how economic freedom
affects competitiveness of companies, especially their innovation capacity, that usualy
requires aditional funding for invesments in research and development. Cagetti and De Nardi
(2006) explain that acquiring adequate funding is one of the key problems for entrepreneurs
and that increasing economic freedom in terms of removing barriers to the movement of
capital is can bring aditional capital and increase innovation capacity of companies in a
country.
Economic literature mostly examines the impact of economic freedom on economic growth. It
is clear that correlation is high. But we have an intention to examine the impact of economic
freedom on competitiveness first, and if we find that a high correlation exists, to examine
which element of economic freedom (rule of law, limited government, regulatory efficiency
and open markets) has the strongest impact on competitiveness. In the context of growth,
many researchers emphasize the importance of institutions, which are an important
component of economic freedom. Berggren (2003), for instance, finds that institutions can
incentivize growth on many different ways. He also argues that “very high and stable
economic freedom, we presume, allows a dynamic economy to function and grow, even
though an increase in economic freedom from a low level might exert a much more distinct
influence on the growth rate for a certain period. Furthermore, sustained high growth rates
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imply ultimately great wealth, and so in the long term the economic freedom that increases
growth can also be expected to increase accumulated wealth.” (Berggren, 2003).
There are also authors who try to explain what the determinants of economic competitiveness
are. Delgado et al. (2012) find that national competitiveness is determined by “social
infrastructure and political institutions, monetary and fiscal policy, and the microeconomic
environment.” (Delgado et al. 2021). They say that the microeconomic environment has the
clearest positive effect on competitiveness. Microeconomic environment for them means also
“specific attributes of the national business environment (e.g., whether business regulation
enhances or inhibits investment and growth).” (Delgado et. al 2021). This determinant is
closely related to economic freedom itself.
However, there are not many papers or other literature that directly examine links between
economic freedom and competitiveness. The majority of academic literature researches
correlation between economic freedom and growth. Competitiveness leads to growth and
development. Because of that we researched weather and which part of economic freedom has
the highest impact on competitiveness.
3. Data and Methods
As the title of this paper suggests, we are trying to examine the relationship between
economic freedom and global economic competitiveness of national economies. Our
hypothesis is that economies that have a higher degree of economic freedom will also show a
higher degree of global economic competitiveness. These economies tend to have developed
internal markets, market institutions and mechanisms, and are thus expected to be more
competitive in the global market as well.
For this purpose, we use Heritage Foundation’s Index of Economic Freedom to quantify
economic freedom of nations, measuring it with the total score of one country. This index is
published annually by the Heritage Foundation and together with Fraser Institute’s Economic
Freedom of the World is the most widely accepted way of measuring economic freedom. The
reason why we choose this index over Fraser’s one is because of the sheer availability of raw
data, without any bias towards any of the two indexes. This index is based on 12 categories
that are scored from 0 to 100. They are grouped into 4 groups as given below:
Rule of Law (property rights, government integrity, judicial effectiveness)
● Government Size (government spending, tax burden, fiscal health)
● Regulatory Efficiency (business freedom, labor freedom, monetary freedom)
● Open Markets (trade freedom, investment freedom, financial freedom)
●

Global economic competitiveness of economies is measured with the score of national
economies in the Global Competitiveness Report that has been issued by the World Economic
Forum since 1979. This index ranks 140 economies and is the most comprehensive way of
measuring economic competitiveness. It is formed based on 12 pillars that take into account
the enabling environment, human capital, markets and innovation ecosystem. These pillars are
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institutions, infrastructure, ICT adoption, macroeconomic stability, health, skills, product
market, labour market, financial system, market size, business dynamism and innovation
capability.
For this purpose, we observed 127 countries worldwide across three years, from 2017 to
2019. These countries were observed due to the fact that there was data provided for them for
each of the three years for both the Index of Economic Freedom and the Global
Competitiveness Index. The three-year period between 2017 and 2019 was chosen because
this was the period when the world economy mostly recovered from the 2008 financial crisis.
Year 2020 brought an external shock, the COVID-19 pandemic, that had many yet unseen
consequences on the global economy, so this year was not taken into account. Furthermore,
the Global Competitiveness Report in 2020 was a special issue focusing on economic
recovery and it could not be used in the same research context as the previous issues.
In order to examine whether countries that are considered to be free in economic terms are
also more competitive than ones that are less free, we ran three linear regression analyses. The
first one was for the year 2017, second for 2018 and third for 2019. In each of the three, we
used that year’s Index of Economic Freedom score as an independent variable and the Global
Economic Competitiveness Index as a dependent variable. The empirical data used in this
paper is given in the Appendix 1. Abbreviation GCI stands for Global Economic
Competitiveness Index and IEF stands for Index of Economic Freedom. Index of Economic
Freedom data was obtained from the Heritage Foundation’s website, while the data for the
Global Economic Competitiveness Index was obtained from World Economic Forum’s
website.
4. Results
Our hypothesis that countries with a higher degree of economic freedom are also more
globally competitive was confirmed with the analyses we performed. There is statistical
significance in the analyses we ran, and the regression coefficients are also positive, as shown
in table 1. In every year, the independent variable explains a significant part of the dependent
variable’s variance, as it will be explained below.
Figure 1. shows a scatter plot with IEF represented on the X-axis and GCI on the Y-axis.
From it, it is clear that countries that are economically freer are also more likely to be globally
competitive. The red line is the trendline for 2017 and also confirms the abovementioned.
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Figure 1 2017 scatter plot
In 2018 the situation is similar to the one in 2017. Scatter plot in figure 2 shows 2018
data for IEF and GCI, with the red trend line confirming that freer countries were better when
it comes to global economic competitiveness as well.

Figure 2 2018 scatter plot
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2019 was the final year that we observed and in this year the situation was similar to previous
years. With the progression of economic freedom also comes the progression of global
economic competitiveness of national economies.

Figure 3 2019 scatter plot

Results of the three linear regression analyses we performed are shown in table 1. The relation
between the variables is statistically significant every year since the p value is 0.0000 in 2017,
2018 and 2019. In 2017 economic freedom accounts for 63.69% of the variability in global
economic competitiveness. In 2018, that increases to 65.55% and in 2019 it is 63.04% of the
dependent variable’s variability.
The regression coefficient shows how global competitiveness (index score) changes with a 1point increase in economic freedom (index score). In 2017 it is significantly smaller than in
the next two years. This is explained with the fact that there was a change in scoring of the
GCI in 2018 and 2019, where countries are scored on a scale from 0 to 100, while in 2017 this
scale goes from 0 to 10.
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Table 1 Regression analysis results
Year

R-squared

Adjusted

P value

R-squared

Regression
coefficient

2017

0.6369

0.6340

0.0000

0.0550768

2018

0.6555

0.6528

0.0000

0.993851

2019

0.6304

0.6275

0.0000

0.9448209

From both scatter plots and results of the linear regression analyses it is clear that the
hypothesis that more economic freedom also means better global economic competitiveness is
empirically confirmed.
After analyzing only economic freedom and competitiveness, we wanted to get more insight
into which elements of the independent variable are the most significant in making a country
more competitive. As written in the data and method part, the index of economic freedom
consists of 12 components that are grouped into four groups, called pillars. These pillars are
rule of law, government size, regulatory efficiency, and open markets. All these four pillars
have three elements that are scored on a scale from 0 to 100. In order to get a score for each of
the pillars we calculated means from three categories that make a single pillar. After getting
these scores we used multivariate regression analysis again to determine which of the pillars
has the biggest absolute regression coefficient, meaning that independent variables are
quantified with the previously explained method. In other words, we wanted to see which
element of economic freedom contributes the most to competitiveness of the analyzed
countries in these 3 years.
For every year, multivariate regression analysis showed that economic freedom impacted
economic competitiveness. Results of all three analyses for all four pillars together are
statistically significant with the confidence level being 95%. Results of the analysis of the
effects of four pillars of economic freedom are given in the table below. Numbers in the table
are the regression coefficients for each of the pillars through these three years.
Table 2 Regression coefficients of 4 pillars as independent variables, economic
competitiveness is the dependent variable.
PILLAR

RULE OF

GOVERNMENT

REGULATORY

OPEN

YEAR

LAW

SIZE

EFFICIENCY

MARKETS

2017

0.312

0.038

0.053

-0.013

2018

0.486

0.011

0.073

0.116

2019

0.426

-0.225

0.185

0.042
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It is clear from the table that the first pillar, rule of law, has the largest regression coefficient
in all three years, meaning that the three categories that make this pillar have a much more
significant impact on economic competitiveness than others. Furthermore, in all of the three
multivariate regressions that were run, this variable (rule of law) has a p value of 0.0000
meaning that this is a statistically significant relationship with the confidence level of 0.95.
Regulatory efficiency can be viewed as the second most important factor since there is a
constant positive regression coefficient in all three years and it can be considered as
something that constantly improves economic competitiveness of an economy. Other two
factors cannot be marked as important determinants of economic competitiveness.
When taking into account data from all three years and conducting a multivariate regression
analysis with GCI score from 2017 to 2019 being the independent variable, and results in four
pillars being independent variables we found a strong relationship between the dependent and
independent variables with the values of R-squared=0.0514, F(4, 363)=4.92, p=0.0007
(<0.05). Using the results from this analysis, we made the following equation:

𝑮𝑮𝑮𝑮𝑮𝑮 = 𝟎𝟎. 𝟐𝟐𝟐𝟐𝟐𝟐 ∗ 𝑷𝑷𝑷𝑷 + 𝟎𝟎. 𝟏𝟏𝟏𝟏𝟏𝟏 ∗ 𝑷𝑷𝑷𝑷 + 𝟎𝟎. 𝟏𝟏𝟏𝟏𝟏𝟏 ∗ 𝑷𝑷𝑷𝑷 + 𝟎𝟎. 𝟎𝟎𝟎𝟎𝟎𝟎 ∗ 𝑷𝑷𝑷𝑷 + 𝟖𝟖. 𝟐𝟐𝟐𝟐𝟐𝟐
Where P1 stands for pillar one score (rule of law), P2 is for second pillar score (government
size), P3 is for pillar 3 score (regulatory efficiency) and P4 is for fourth pillar score (open
markets).
5. Discussion and conclusion
As mentioned in the introduction, there are two major approaches of governments to the
national economic system. The first one is the liberal approach which fosters free market,
market institutions and mechanisms. Countries that choose this approach have a higher score
in the Index of Economic Freedom. The other one is the interventionist approach where the
government directly interferes in many aspects of the national economy. Debate on which
approach is better has been present since The Great Depression and this question is being
raised once again.
Our research shows that countries that choose the first approach and have a greater degree of
economic freedom are ones that are more competitive in the global market. Economic
competitiveness usually means that these economies are more productive than others, thus
bringing well-being to their population through economic growth. Today, economic
competitiveness does not only mean productivity and growth, but also sustainability and
inclusiveness. This implies that free countries prosper more and bring welfare to their
residents through global economic competitiveness.
Our research also showed that the most important part of economic freedom (measured by
Heritage’s Index of Economic Freedom) is the first pillar which is rule of law, that includes
property rights, government integrity and judicial effectiveness. Bearing the fact that the most
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competitive countries are developed market economies, this fact makes sense because in the
foundation of capitalism and market economy lies the respect of contract and private property
rights, where courts and the judicial system protects them. Also, in a country where the rule of
law is not present, there is little to no investment and owners of the capital usually avoid
doing business in these countries.
However, it cannot be said that mere economic freedom is a safe pathway to welfare.
Economic growth, made possible by competitiveness in this case, does not always mean that
the entire population will experience the benefits of macroeconomic growth, since the
distribution also plays an important role in that. Also, quality of life and welfare cannot only
be expressed by one’s income, nor can the increase in quality of life be made only with
general economic growth. This is why we are careful not to say that economic freedom
absolutely guarantees prosperity. Also, our research has limitations. Future research could use
Fraser Institute’s index and expand the time horizon for the data.
Nevertheless, our data and research clearly show that free economies are more competitive,
meaning that they are more productive, innovative, and growing. And even though GDP
growth does not guarantee the same level of welfare growth, increase of welfare and better
quality of life are almost impossible without GDP growth. There are, though rare, economies
that grow without increasing the quality of life of their populations. However, examples of
increasing quality of life without increased productivity are very difficult to find. In the past,
socialist economies tried this, but it proved to be an unsustainable way of increasing quality of
life. Also, other authors may argue that there are many examples of liberalization that
decreased productivity, industrial production, and even quality of life in the end. However, if
you take a close look at what characterizes free economies, you will see that it is strong
institutions, rule of law, efficient judiciary, low level of corruption, and all of this is
something that was often lacking in economies that were being liberalized, transitioning from
socialist to a market economy.
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Abstract
The concept of resilience is multifaceted, and it attracts a great deal of research across diverse
academic disciplines. In this paper we explore the concept of resilience in the context of
privacy violation in online environment. In digital age privacy becomes an important issue
and privacy violation online can significantly affect individual behavior. Thus, it is important
to better understand resilience of individuals to online privacy violation. In this paper we
present the empirical findings of privacy violation cases, perceived severity of incidence and
resilience of Internet users to privacy violation. Furthermore, we explore how privacy
violation online and resilience are connected to sociodemographic profile and attitudes of
Internet users. Research is based on the descriptive analysis of survey data collected in
Croatia on a sample of Internet users that have experienced privacy violation online in last
three years. Internet users in Croatia consider unwanted commercials and recording locations,
conversations, messages, searches as the main types of violation of their online privacy. In
general, results indicate that Internet users recover quickly after the online privacy violation
incident. However, results also indicate differences in the level of resilience among various
socio-demographic groups, in particular in terms of age and education.
Keywords: resilience, privacy violation online, Internet users’ profile, Croatia
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1. Introduction
This paper deals with a less common aspect of security in the digital age, specifically with
resilience of individuals to privacy violation online. Managing risk of privacy violation is not
only the information security issue (Herrmann, 2007) and maintaining the control on personal
information flow and usage is for many people indeed a matter of security on the Internet.
Preserving at least the perception of privacy when online is important for the freedom of
expression, economic and political decisions, and other forms of individual behavior (Mendel
et al., 2012). When people feel safe, they are acting liberally.
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However, privacy in the digital age is often jeopardized. Privacy breaches that occur when
people are online as well as the subjective notion of privacy violation severity are affecting
their behavior, such as consumer decision-making, community networking, political activity,
etc. Studies have confirmed that individual attitudes towards perceived risk of privacy
violation online shape peoples’ reactions to privacy intrusion (Anić et al., 2019). We aim to
shed light on the underexplored phenomenon of individual resilience to privacy violation
online by the analysis of the empirical data depicting attitudes, experience, and profiles of
Internet users who have gone through privacy violation situation.
Exploring individual resilience in the digital era gains importance in the context of
contemporary conflicts, crisis management, and post-pandemic recovery. Since resilience is a
multifaceted concept, in the next section we give a short overview of resilience studies on the
individual level and argument on the importance of Internet users’ resilience to privacy
violations online. We are interested to see if there is a link between the profile of Internet
users who reported privacy violations they had experienced on the Internet and the way they
cope with it. Therefore, in the central section of the paper we proceed with descriptive
analyses of privacy violation online experience of Internet users. The main objective of this
research is to investigate the resilience of Internet users in relation to their profiles and
attitudes. Results based on the recent survey data are discussed and lines of future research
indicated in the last section.

2. Individual resilience and its importance when online
Resilience is a holistic concept studied across various disciplines, from ecology (e.g., seminal
work of Holling, 1973) and natural disasters (Klein, Nicholls & Thomalla, 2003; Longstaff et
al., 2013), computer sciences and security engineering (for resilience engineering see
Hollnagel, 2006) to organizational studies (Boin & Van Eeten, 2013; Lengnick-Hall et al.,
2011). Although most of the resilience empirical research originates from medical science,
psychology, and social work (e.g., Herrman et al., 2011; Johnson et al., 2010), the concept of
resilience was recently also developed within management, marketing, and accounting (e.g.,
Deans & Garry, 2013; Bhamra, Dani & Burnard, 2011; Ledesma, 2014).
Its interdisciplinary nature makes resilience a multifaceted concept applied to the research
both on the social and individual level. Resilience at the individual level is defined as a
capacity of an individual to recover from and adapt to unfavorable harsh conditions (e.g.,
Cicchetti & Garmezy, 1993; Dyer & McGuinness, 1996; Connor & Davidson, 2003; Kotzé &
Nel, 2013). In the psychology literature, individual resilience is conceptualized as the
capability of individuals to recover from adversities or as the process of adaptation to
adversity (e.g., Luthar et al., 2000; Luthans et al., 2006; Bourbeau, 2013).
Individual resilience concept applied in this research intertwines consumer behavior, privacy
violation and online environment. Research on consumer resilience thus far is sparse and
deals with a wide range of topics and applies resilience theory to rather narrow, specific
issues; for example, Bhattacharyya and Belk (2019) used consumer resilience concept to
explain the submissive technology consumption of the poor class in India. On the contrary,
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studies of Internet user’s behavior are rather abundant yet not addressing individual resilience
and, specifically, one’s perceptions and reactions to privacy violation online.
We posit that in course of overall digitalization, Internet user’s behavior has direct consumer
behavior outcomes and indirect social, economic, and political outcomes. Resilient
individuals would cope with the stress more easily, would adapt to the situation after the
incident and recover faster when compared to less resilient individuals. Moreover, resilient
individuals would proactively face an adversity they have gone through and more easily
return to the stable state. Next, we assume that privacy violation online presents a stressful
event to Internet users given the privacy concern online evidenced in past research (Anić et
al., 2019). Online privacy involves the rights of an individual concerning the storing,
(re)using or provision of personal information to third parties and displaying of information
pertaining to oneself on the Internet. In the digital era, the online privacy concept focuses on
personal information shared with family, friends, businesses, and strangers, while at the same
time engaging in self-protection of sensitive information (Markos, Labrecque & Milne, 2012).
Modern lifestyle increased demand for information and the spread of new technologies that
gather personal information. Consequently, ‘going online’ limits the purely private spaces and
increases the number of privacy violation cases in terms of unauthorized collection,
disclosure, or other use of personal information. Here, subjective feeling of an individual
Internet user of what actions stand as privacy violation may differ from the legally classified
privacy violation cases. We claim that it is the subjective notion of privacy violation online
that shapes individual behavior rather than legal definition of privacy violation. To assess the
resilience online at the individual level, we surveyed Internet users’ perceptions and their
resilience to the privacy violation online, as described in the next section.

3. Survey data and methodology
This research is based on the survey data on Internet users in Croatia who reported to have
experienced privacy violation online in a period of three years prior to the survey.
The target population were Internet users in Croatia aged 18 years old or older. The sample
structure was determined according to the Eurobarometer study from January 2019. The
sample was two-way stratified by region and settlement size.
The survey questionnaire, developed by the co-authors, had two filter conditions. Firstly,
potential respondent had to be an Internet user; and, secondly, had to have had privacy
violation issues on the Internet in the last three years.
The fieldwork was conducted using Computer Assisted Telephone Interviewing (CATI) in a
period from January to February 2021. The response rate was 4.6% and the final sample
consists of 1000 Internet users who had experienced online privacy violation. Sample
characteristics in terms of gender, age, number of people living in the household of
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respondent, education and occupation of respondent, household income, region, and
settlement size of respondent’s place of residence are presented in Table 1 4.

Table 1: Sample structure
Variable
Gender
Female
Male
Age*
Age categories
18-29
30-39
40-49
50-59
60+
Number of people in
household*
Education
Primary or less
Secondary
Tertiary
PhD or post-grad
Occupation of respondent
Self-employed
Manager
Professional
Technician/clerk
Worker
Retired
Student
Unemployed
Household income
Up to 2.000 HRK
2.501-3.500 HRK
3.501-5.000 HRK
5.001-6.500 HRK
6.501-8.000 HRK
8.001-10.000 HRK
10.001-12.000 HRK
12.501-15.000 HRK
15.001-20.000 HRK
4

Frequencie
s (N=1000)

Relative
frequencies

St.
Dev.

Min

Max

513
487

51 %
49 %
43.31

0.50
0.50
15.88

0
0
18

1
1
86

253
184
186
187
190

25 %
18 %
19 %
19 %
19 %
3.35

0.43
0.39
0.39
0.39
0.39
1.42

0
0
0
0
0
1

1
1
1
1
1
10

20
518
426
36

2%
52 %
43 %
4%

0.14
0.50
0.49
0.19

0
0
0
0

1
1
1
1

50
45
160
191
191
159
111
93

5%
5%
16 %
19 %
19 %
16 %
11 %
9%

0.22
0.21
0.37
0.39
0.39
0.37
0.31
0.29

0
0
0
0
0
0
0
0

1
1
1
1
1
1
1
1

12
26
64
80
98
131
130
123
74

1%
3%
6%
8%
1%
13 %
13 %
12 %
7%

0.11
0.16
0.24
0.27
0.30
0.34
0.34
0.33
0.26

0
0
0
0
0
0
0
0
0

1
1
1
1
1
1
1
1
1

Unless stated otherwise, all Tables and Figures are work of authors based on survey data.
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Variable

Frequencie
s (N=1000)
39
223

Relative
frequencies
4%
22 %

St.
Dev.
0.19
0.42

> 20.001 HRK
No answer
County of the respondent
Zagrebacka
93
9%
0.29
Krapinsko-zagorska
24
2%
0.15
Sisacko-moslavacka
50
5%
0.22
Karlovacka
34
3%
0.18
Varazdinska
43
4%
0.20
Koprivnicko-krizevacka
28
3%
0.17
Bjelovarsko-bilogorska
26
3%
0.16
Primorsko-goranska
89
9%
0.28
Licko-senjska
8
1%
0.09
Viroviticko-podravska
9
1%
0.09
Pozesko-slavonska
14
1%
0.12
Brodsko-posavska
19
2%
0.14
Zadarska
44
4%
0.21
Osjecko-baranjska
96
1%
0.29
Sibensko-kninska
15
2%
0.12
Vukovarsko-srijemska
15
2%
0.12
Splitsko-dalmatinska
124
12 %
0.33
Istarska
48
5%
0.21
Dubrovacko-neretvanska
25
3%
0.16
Medimurska
33
3%
0.18
City of Zagreb
163
16 %
0.37
Region (NUTS 2) of
respondent
Panonian Croatia
263
26 %
0.44
Adriatic Croatia
353
35 %
0.48
City of Zagreb
163
16 %
0.37
North Croatia
221
22 %
0.42
Settlement size
10,000 or less
309
31 %
0.46
10,001–50,000
296
30 %
0.46
50,001–100,000
79
8%
0.27
More than 100,000
316
32 %
0.47
Note: * Here we present averages rather than frequencies. 1 EUR ~ 7.5 HRK.

Min

Max

0
0

1
1

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

0
0
0
0

1
1
1
1

0
0
0
0

1
1
1
1

4. Matching personal profiles with privacy violation experience
Privacy violation instances experienced by Internet users were reported in survey as answers
to an open-ended question. Afterwards, we have grouped reported cases in six respective
categories of privacy violations (along with category “Other”). Almost half of privacy
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violation cases referred to receiving unwanted advertisements and commercials after visiting a
website. Second most common type of privacy violation online was recording one’s location,
conversations, Internet searches and messages. The profiling of personal behavior online is
subjectively perceived by about a quarter of Internet users as an intrusion to their privacy
(Figure 1).
Figure 1: Privacy violation online cases

Type of privacy violation experienced
Unwanted commercials (46%)
Recording locations, conversations, searches, messages…
Intrusion into e-mail or social network account (13%)
Personal information theft w/o financial costs (7%)
Other (3%)
Personal information theft with financial costs (3%)
Scam (2%)
0

100

200

300

400

500

600

Frequency

Note: N=1238 because some respondents reported multiple types of privacy violations online.
Out of the total of 1238 privacy violation cases reported (some respondents reporter multiple
violation cases) based on respondent subjective notion, only about a quarter could be formally
classified as privacy violation. Namely, getting unwanted commercials upon accepting
‘cookies’ or recording location of Internet user (if allowed in personal settings) is in line with
the privacy protection regulations and declared privacy policies. Users usually give consent to
the privacy policy communicated by the web site hosts not being aware of the privacy
intrusion they would feel afterwards. It could as well be that users give their consent fully
aware it would serve for advertising, yet voluntarily give away their privacy in exchange for
services obtained online. This trade-off and privacy calculus paradox is evidenced by online
privacy studies (Anić et al., 2019) and is confirmed in this research as well.
Two questions in the survey were related to the perceived benefits of using Internet compared
to the online privacy concern. We observed that, on average, Internet users agree that their
need to obtain certain information or services from the Internet is greater than their concern
about online privacy (an average of 3.55 score on the scale 1 -strongly disagree to 5 - strongly
agree).
Internet users in Croatia, according to their self-evaluation, have good online privacy
awareness (an average score of 3.76 on the scale 1-5), meaning they are informed about
privacy issues and solutions employed by companies and governments (e.g., General Data
Protection Regulation, GDPR) to ensure online privacy. Furthermore, they look for a sound
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privacy policy that should be clearly disclosed, in particular the way data are collected,
processed and used.
Here it becomes clear that regulatory privacy violation online such as personal information
theft with financial cost (e.g., stolen credit card PIN) differs a lot from the subjective privacy
violation Internet users had experienced online. However, we claim that notwithstanding
whether it considers official or subjective privacy violation online, this experience could
affect individual behavior.
After naming and describing a form of their online privacy violation, respondents also gave
their subjective assessment of the “seriousness” of this privacy violation on the Likert scale
with scores ranging from 1 - Negligibly serious to 5 - Very serious. For each different group
of online privacy violation cases, we calculated the average of this subjective assessment of
the severity of the violation (Figure 2). While the unwanted commercials are the most
common form of online privacy violation, it poses the least serious problem for Internet users.
As expected, the most serious violations are those with theft of personal data with financial
costs, but fortunately they are also among the rarest. Unwanted intrusions into email accounts
or accounts on various social networks are ranked next according to the seriousness of this
violation. Somewhat less serious violations of online privacy are scam and recording of
location, conversations, searches, and messages.
Figure 2: Perceived severity of online privacy violations

Subjective assesment of the privacy incident severity
Personal information theft with financial costs
Personal information theft w/o financial costs
Intrusion into e-mail or social network account
Scam
Other
Recording locations, conversations, searches, messages
Unwanted commercials
1

2

3

4

5

Subjective assessment of privacy violation online varies according to the socio-demographic
characteristics of Internet users. Figure 3 shows that unwanted commercials are perceived as
privacy violations online dominantly by the oldest age groups of Internet users because the
share of older respondents who consider unwanted commercials privacy violation online is
larger than the respective share of that age group in the sample. Following the same logic,
recording location, conversations, etc. is viewed and experienced as privacy incident mostly
by younger Internet users. Intrusion into e-mail or social network account were mostly
experienced by the youngest Internet user population, probably because they use social
networks more than older respondents. Here it is interesting to mention that recording
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locations less bother older Internet users. Scam was reported as privacy incident mostly by
middle-aged Internet users. Worrying result refers to personal information loss with financial
costs. Although this privacy incident was reported by small number of cases, the victims fall
into the youngest group of Internet users 18-29 years old.
Figure 3: Age structure of Internet users who had experienced various types of privacy
violation online

Privacy violation online categories by age of Internet users
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One would assume that education level attained would play significant role in privacy
violation incidents reported. The distribution of privacy violation incidents per type is,
however, distributed in line with the structure of middle-aged respondents in the sample. This
means that unexpectedly low number of incidents were reported by the less educated
respondents, while the share of the highest educated Internet users who experienced theft of
personal data without financial loss is above their respective share in the sample.
Unproportionally high incidence of scam and personal information theft without financial
costs were reported by managers. The greatest variations compared to their relative share in
the sample were observed for the respondents in the occupational category of workers who
overreported scams, recording locations, conversations, etc., and personal information thefts
with financial damage. On the other side, personal information thefts without financial
damage in this occupation group was below their relative share in the sample. Students and
retired people underreported scams.
Differences were not observed in terms of gender and household income. As far it considers
regional distribution, Croatian Internet users in Panonian region largely reported recording
location, conversations, etc. as privacy incidents and the lowest incidence of personal
information theft without financial loss. In the Adriatic region, most privacy violations refer
to scams and personal information theft with financial losses. Internet users in the capital city
of Zagreb have fewer complaints about scams, close to the respondents from North Croatia
who have very low report rate of personal information theft without financial costs. In the
smaller settlements with less than 50,000 inhabitants, the types of privacy incidents reported
are in line with the share of such settlements in the total sample. The urban / rural deviations
148

are observed as larger share of personal information theft without financial costs in towns up
to 100,000 inhabitants and in large cities where scams and recording location, conversations,
etc., are reported more frequently.
5. Profiles of Internet users resilient to privacy violation online
Having gained insight into the real experience with privacy violation online and opinions of
Internet users, the central question is how individuals cope with the incidence. In order to
assess resilience, we have surveyed individual adaptation behavior during or following
exposure to stressful events that may disrupt the normal functioning or development of a
person (Masten & Obradovic, 2007). After experiencing the disturbance, an individual would
be able to withstand, recover from, and reorganize (Martin-Breen & Anderies, 2011). Upon
conceptualizing resilience as the ability of an individual to successfully recover from a
stressful situation i.e., to ‘bounce back’, Smith et al. (2008) developed a short measure of
resilience we have used in our survey. We adapted their original 6-item resilience scale (the
Brief Resilience Scale, BRS) to the privacy violation online context, keeping the reversed
statements for methodological reasons. This adapted scale was then shown to possess
satisfactory psychometric characteristics (Rajh, Škrinjarić & Budak, 2021). Answers were
given at the five-point Likert scale from 1 -strongly disagree to 5 - strongly agree (Figure 4).
Figure 4: Resilience of Internet users to privacy violation online

Recovery from the privacy violation online incident
It took me a long time to get over the most recent
online privacy violation incident.
I came through the most recent online privacy violation
incident with little trouble.
It was hard for me to snap back when the most recent
online privacy violation happened.
It didn't take me long to recover from the most recent
online privacy violation incident.
I had a hard time making it through after the most
recent online privacy violation incident.
I bounced back quickly after the most recent online
privacy violation incident.
1

2

3

4

5

Source: Authors.
Internet users on average recover quickly after the online privacy violation incident, and this
is an expected behavior given that prevalent cases are unwanted commercials/recording
location i.e., privacy violation rated by its victims as low severity incidents. Time of recovery
is only one component of measuring resilience, and adaption capacity is standing as the other
one. Internet users experienced not much trouble to come through the most recent privacy
violation incident (3.55 score on the scale 1-5).
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However, some differences among respondents were observed according to their sociodemographic characteristics. As for the privacy violation experience, there were negligible
variations of resilience among men and women (average score of 3.41 and 3.45, respectively).
One would expect younger people to be more resilient to privacy incidents, yet this is not the
case since all age have similar resilience score about 3.4. The age group of Internet users 50 to
59 years old appear to be slightly more resilient. Respondents with low level of education
attained are less resilient compared to Internet users with higher education (Figure 5).
Figure 5: Resilience to privacy violation online per educational and age structure of Internet
users

Resilience per education and age
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As Internet users with primary or less education showed to be less resilient to privacy
incidences they’ve experienced online, unemployed respondents exhibited more resilience
(3.63) compared to other occupational categories of Internet users (Figure 6). Among the less
resilient occupations stand technicians/clerks and managers (scores 3.3 and less).
Figure 6: Resilience to privacy violation online per occupation of Internet users

Resilience per occupation
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No conclusive variations were observed among different categories of Internet users grouped
by household income (Figure 7).
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Figure 7: Resilience to privacy violation online per Internet users’ household income
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Regional variations and observed differences between urban and rural areas are presented at
Figure 8. More resilient Internet users live in the northern part of Croatia and in smaller
settlements.
Figure 8: Resilience to privacy violation online by region and settlement size

Resilience per region and settlement size
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6. Conclusion remarks
It is evident that Internet users in Croatia consider unwanted commercials and recording
locations, conversations, messages, searches as the main types of violation of their online
privacy. Unwanted commercials are more experienced by older Internet users while recording
locations, conversations, messages, searches is perceived as privacy violations online
dominantly by the youngest age group. The younger Internet users are so called “digital
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natives” who are more than other Internet users victims of personal information theft with
financial loss. It might be simply because this group is more exposed to the risk (e.g., they do
more online shopping or e-banking activities). Otherwise privacy violations with severe
consequences for young Internet users point out the worrying finding of their incautiousness
in online transactions. As far it considers resilience, Internet user’s age doesn’t make
difference, except for slightly more resilient group 50 to 59 years old.
Another interesting finding is that less educated Internet users report less privacy violations
online but also showed to be less resilient when compared to better educated Internet users.
With regard to occupation, managers reported high incidence of scams and personal
information theft without financial loss, but in the same time, showed to be less resilient.
Unemployed Internet users are more resilient as well as those living in North Croatia and in
smaller settlements.
Gender and income of Internet users make no difference in reporting privacy violation
incidents and negligible difference were observed in the level of resilience demonstrated. It
might indicate that some other explanatory factors stand behind, such as personality traits and
other personal attributes, using Internet for specific activities (for private or business
purposes), or the level of Internet skills.
Most of privacy violation online problems arise from insufficient education regarding the
online privacy and from lacking digital competences when using various digital services. This
is particularly evident from the fact that most of these subjectively reported privacy violation
cases are not considered a “real” violation of online privacy in the legal sense. As for digital
competences, most of these privacy violation cases can be significantly reduced by simply
changing the settings (usually the privacy settings) on electronic devices and paying more
attention to accepting various "cookies" when browsing the Internet. However, although this
is the most common form of violation of their privacy, Croatian Internet users are also aware
that these are not so serious violations of privacy, compared to those where personal data is
stolen or someone hacked into email or social media accounts.
Finally, in terms of reaction to the subjectively experiences privacy violation online, an
average Internet user recovers rather fast. However, there are some differences in the level of
resilience among different socio-demographic groups and it can be concluded that sociodemographic variables affect, to a certain degree, resilience to online privacy violation.
Therefore, socio-demographic variables should be included in any theoretical model of
antecedents of resilience to online privacy violations.
In order to better understand interrelationship between socio-demographic variables and
resilience, future studies should conduct more in-depth analysis of resilience of certain sociodemographic groups. Also, future studies might focus on longitudinal aspect of this
phenomenon and explore how resilience changes as individuals’ socio-demographic
characteristics changes over time.
In the next step, one should analyze how Internet users adjust their consumption habits after
experiencing some form of adversity situation. However, the concept of adaptive responses is
not developed in these studies, while antecedents and consumer behavior consequences
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remain under-explored. This is particularly valid in the online context which is gaining
importance with increasing digitization of the entire value chain.
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Abstract:
This paper analyzes the habits of media usage by the consumers in the period during the
Covid-19 pandemic on one side, and the trends of investment in different media for marketing
purposes, on the other. The analysis was conducted through online questionnaires (via Google
forms) on a sample of 284 respondents from the generation Z (emerging adults). This paper
puts accent on two types of media - television as traditional media and Facebook as social
media. The results show that most of the respondents have used both media - TV as well as
Facebook for communication with companies, in the last six months in the pandemic.
Regarding the relative importance of the media for advertising, the respondents consider
social media to be more important media for advertising when compared to TV. Usage
characteristics show that 57.4% of emerging adults use TV on daily basis, mostly an hour per
day, while 89.9% use Facebook every day, at least two hours per day. On the other side,
according to the existing empirical data, during the pandemic, most of the companies have
invested more in social vs. traditional media for their marketing activities, thus keeping in line
with current market trends. Considering the analysis of consumers’ preferences, this paper can
assist the companies in making informed and better marketing investment decisions in the
ongoing and future crisis.
Keywords: marketing, investment, consumers, media, respondents, TV, Facebook

1. Introduction
After a historic and challenging year of dealing with the COVID-19 pandemic, consumers
around the world have become more reliant than ever on media for entertainment,
information, and social connection. Consumers are adding more devices and screen time into
their daily life (Koetsier, 2020). Today, consumers themselves are becoming editors of
advertisements and promotors of a variety of products, a as new way of communication with
companies and the wider public.
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One of the biggest changes that has happened regarding different media usage is the emerging
use of social media as a source of information. Consumers look at social media as a way of
informing, not only entertainment (Westerman et al., 2013). This provides a basis for
development of social media advertising in companies, as a part of their promotional mix.
They must use their financial resources to properly advertise in order to retain consumers and
attract new ones.
Аs research shows, there are changes in consumer behavior regarding the usage of media.
That is, their way of informing and using media in their daily life has changed, and especially
in generation Z (emerging adults) as the representors of the future work force and employed
consumers. This generation prefers to play video games, stream music, and engage on social
media, often simultaneously, rather than just watch TV or movies. Generation Z wants to be
communicated with visually and with short, bite-sized content. Their limited attention span
means companies can never stop working on their advertising (Gyan & Jyotsna, 2020).
Аll these changes encourage changes in the investment of companies in the advertising media.
Successful businesses and those who want to conquer new markets must undoubtedly direct
their investments in the right direction that will enable them to accomplish their goals and
company vision. Research shows that many companies have made changes in their financial
investments, i.e. most of them start advertising their products / services on social media
nowadays. It is necessary to make in-depth analyses on where to invest more funds and how
to develop good marketing strategies and plans (Ospina, 2019).
The purpose of this paper can guide companies in making advertising decisions in connection
to media usage in time of crisis. Market research data will help them make an informed
strategy for allocating funds to relevant media that are more used by the consumers and thus,
improve the visibility of their messages as well as increase the chances to attract consumers
and retain the existing ones. Old habits of advertising dominantly on mas media, i.e. TV and
focusing solely on traditional methods, cannot provide good results for every type of product
or service in times when consumer habits are continuously and drastically changing. The
companies should follow market trends and information for the item being advertised as well
as target consumer preferences and their habits and behaviors.

2. Literature review
The COVID-19 pandemic has had a major impact on all the aspects of the economy and on
social life as we knew it. The lockdowns throughout the world and the social distancing
mandates have altered the consumer habits of informing, media usage, buying as well as
shopping. Consumers have improvised and adapted to the new scenario, and have dveloped
new habits. It is expected that these new habits will come to light due to technology
advancement, the change in demographics, as well as the new and innovative ways consumers
cope with setting boundries between work, leisure, and education (Sheth, 2020).
The Covid-19 pandemic could be observed as Taleb’s (2008) “Black Swan Event”, i.e. a
single shocking event that has the power to change the world. In his book, Taleb (2008)
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analysed the human responses to this kind of shocks and how they prevail toward ‘critical
reverse prediction’, i.e. humans after such a shock rationalize it and think about whether they
could have done something to prevent that event from happening (He & Harris, 2020). Covid19 is such a ‘Black Swan Event’ and the world will probably never be the same as it was
before it occurred. The pandemic impacted all areas of life, societies and economies have
largely been brought to a standstill, and almost every country was facing a recession at one
moment during the crisis (Hoekstra et al., 2020). Euronews (2020) described the effects of the
crisis on the world economy as the most unprecedented impact since the Great Depression
(1929-1930). He & Harris (2020) state that this pandemic is “one of the most significant
environmental changes in the modern marketing history” and predict it could also have a great
impact on consumer behaviour and ethics and basic marketing philosophies.
Even though the 21st century has already been experiencing explosion of Internet-based
messages and social media marketing, this trend has become even more apparent in 2020,
when the social lives of people throughout the world had to change. The outbreak of Covid-19
and all the changes it brought shifted not only the consumer behavior but also consumer
media consumption. According to Influential’s Covid-19 Media Impact Report (2020), social
media consumption went significantly up in 2020, and this can be explained through the
consumers’ desire to connect. Their report suggests there was „a 29 percent increase in time
spent on social media, 184 minutes per day up from 143 minutes per day across all social
platforms. Instagram and YouTube saw the biggest increases - 32 percent and 44 percent,
respectively.“
Mangold & Faulds (2009) state that ‘social media is a hybrid element of the promotional mix
because in a traditional sense it enables companies to talk to their customers, while in a nontraditional sense it enables customers to talk directly to one another’. Social media are also
defined as a form of media that ‘‘describes a variety of new sources of online information
that are created, initiated, circulated and used by consumers intent on educating each other
about products, brands, services, personalities, and issues’’ (Blackshaw & Nazzaro, 2004).
Social media have transformed the role of media in consumers’ lives by breaking the fourth
wall between „media providers and media users and facilitating genuine dialogue“ (Logan,
2014). Additionally, advertisements and advertising messages on social media can be
observed as „potential communication exchanges between advertisers and consumers“
(Ducoffe, 2000).
Logan (2014) has explored the antecedents to young (emerging) adults’ intentions to follow
brands on social media, in particular on Twitter and Facebook. The findings of this study are
contrary with the planned behaviour of technology acceptance model and show that the
perceived ease of use directly affects users’ intentions to follow brands on Facebook and
Twitter; peer pressure is crucial in the decision to follow brands on Facebook and Twitter and
consumers’ attitudes toward following brands on Facebook and Twitter do not directly affect
their intentions to follow brands.
Dar et al. (2014) examine the perception of value of advertising on Facebook and television in
both male and female students on a sample of 300 students of University of Gujrat. Their
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findings suggest that Ducoffe’s Ad Value is not fit for both Facebook and television and that
irritation and entertainment are factors that directly affects attitude toward advertisement.
Logan et al. (2012) investigated the advertising value perceptions among females for both
traditional (television) and social media (Facebook) on a sample of 259 students of major
USA universities. Their findings are in line with both Dar et al. (2014) and Logan (2014) and
show that Ducoffe's Ad Value model is a good fit for assessing advertising value in social
media or television. They found entertainment and informativeness significant in assessing
advertising value for both traditional (television) and non‐traditional media (SNSs); irritation
has insignificant role in value assessment, but it was found to directly impact attitude towards
advertising, which is a critical juncture in the consumer purchase cycle.
Unlike the social media, traditional media have been neglected by researchers in the past
decade since the Social Media experienced increased usage and growth. Namely, traditional
media have undoubtedly been the main advertising media in the 1990s. Television has tried to
adapt and implement technological advancements, but despite their best efforts, they seem to
have lost considerable advertising revenue to online media (Hanekom & Scriven, 2002).
Up until the 2000s, advertisers have considered television as the ideal medium providing them
with an opportunity to send dramatic and quite effective advertising messages by using both
sight and sound, along with a diverse range of graphics technology. Even though the success
of many television commercials in the past could be assigned to the repetitive process of
airing them and familiarizing consumers with the product, there are some downsides to
advertising on this media. The advertising messages are momentary, costly, not targeted and
often cluttered together in a short period of time, which confuses and annoys viewers and
potentials consumers (Hanekom & Scriven, 2002).
However, television grants high-quality both audio and visual advertisements that are
appropriate for product categories, which require physical presentation (Sama, 2019). It is
important to highlight that television or search advertising is supposed to create awareness
and therefore is crucial in the early phase of the decision journey, whereas social media is
more important in the late stage of the consumer decision journey, when the consumers
communicate with other users and advocate a product (Eisend, 2018).
Bayer et al. (2020) name traditional media such as television and newspapers as offline
advertising. Even though these mediums cannot link an immediate sale with the
advertisement and cannot inform if targeted customers have been reached, it can better
differentiate a brand from its competitors in the minds of consumers by building brand
awareness, consideration, and liking because of its better implementation opportunities.
According to Fišer (2011), television is undeniably popular, but there is inevitable evidence
that the internet is becoming a more important tool in the communication with consumers,
especially with younger ones, such as the emerging adults from generation Z. The reason
behind this is due to the fact that websites have the characteristics of traditional media plus
the interactivity. The impression that the traditional media is gradually losing its popularity is
widespread (Odun & Utulu, 2016). There are many studies investigating the consumers’ ad
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avoidance on television (Li, Edwards & Lee, 2002). Furthermore, many scholars found
internet and social media should be considered more authentic, realistic and interactive source
of advertisement, as opposed to the television advertising (Chen & Wells 1999; Li, Edwards,
& Lee 2002; Dar et al., 2014). Miller (1996) suggests Internet and social media to be the
„connecting source“ that combines the Television, news media, banners, pamphlets, radio and
mail marketing (newsletters).
When it comes to spending and investment on advertising, the boom in the use of media has
increased the pressure on businesses to deliver advertising messages to their target audience
as fast as possible. This has skyrocketed the cost of advertisements and it has been beyond the
budget in the past two decades. Advertisers and marketers have found new (online) ways and
channels and have been slowly leaving the traditional ways of advertising, such as television
and have focused on advertising on social media (Dar et al., 2014).
During the Covid-19 pandemic, this pressure got even worse. Advertising and media
companies had to develop campaigns and marketing responses “in days when earlier efforts
took months and years” (He & Harris, 2020). However, advertising, especially in mass media,
has declined dramatically and advertising expenditures have declined about 10%, with
television advertising expenditure declining by 25%. The advertising messages and
communication was mostly targeted and devoted to the existing customers (Hoekstra et al.,
2020). That is considered normal, especially in times of crisis, when companies tend to cut
expenditures on communication, marketing and advertising. The advertising investments are
considerably more sensitive to business changes and fluctuations than to the economy
fluctuations (Deleersnyder et al., 2009). In the case of the Covid-19 pandemic, both
businesses and economies were deeply affected.
The advertising industry is facing a very challenging period ahead, since the advertising
expenditures in 2020 have globally declined (Taylor, 2020). Notwithstanding, the situation is
expected to further deteriorate, with a prediction that billions in advertising revenue will be
lost due to the COVID-19 pandemic (Vorhaus, 2020).
Therefore, the flexibility and eagerness of businesses in the ad and marketing industry to
adapt quickly to a changing environment is essential in the upcoming period (Taylor, 2020).
3. Methodology
Undoubtedly, the COVID-19 pandemic drastically affected the people’s daily lives and it
clearly had an impact on the media consumption as well. Considering that most of the people
started working from home and were spending their time with their families, without other
social contacts, it opened space for analysis on how and where (on which media) they spent
most of their time. Considering the movement restrictions, which lasted for months, it is
possible that the people spent more of their time either watching TV or using social media to
keep in touch with the outside world. Therefore, in this paper, the media of interest are TV as
the traditional type and Facebook as the social type of media. Moreover, for the purpose of
obtaining results regarding the consumer media habits, this paper is based on the primary
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data, where the analysis was conducted through online questionnaires created in Google forms
on a sample of students present at time on online classes, at the Faculty of Economics at the
state university Goce Delcev – Shtip, Macedonia. In the paper, the collected data are analyzed
through descriptive statistics, supported with information from the existing academic
literature. The data of the outlook of the investment trends during the COVID-19 pandemic
was obtained from the existing empirical data and academic literature.
The sample consists of 284 respondents from generation Z, i.e. emerging adults (in the age
group from 18 to 24). In the analyzed sample, 71.5% (203) of the respondents were male,
while 28.5% (81) were females (Figure 1). Additionally, most of the respondents, 50.7% were
in their first year of their studies (Figure 2). Most of the respondents 78.2% were unemployed,
followed with 16.2% being employed, while the remaining 5.6% included the respondents
who were either interns or volunteers (Figure 3).

Figure 1. Gender of respondents

Figure 2. Year of studies

Source: Authors' own research

Figure 3. Work status of respondents

Source: Authors' own research
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4. Results and discussion
Well-known brands and good marketing campaigns are created through well-developed media
consumption patterns. Therefore, understanding the new generations, like generation Z
(emerging adults) and working on satisfying their needs are factors that can help companies
make the right media investment when it comes to promoting their business. However, the
initial step requires understanding the way in which these emerging adults think and behave.
This is crucial, because this generation is the one that mostly uses various types of media,
with the main disadvantage of having a limited budget (are often unemployed, especially
since the occurrence of Covid-19) (BLS, 2021). In Figure 4, most of the respondents (28.2%)
have answered that their monthly income is less than six thousand Macedonian denars
(approximately 100 EUR). This suggests that even if they see a good marketing campaign of a
product that they like, they may not be able to purchase it immediately. Hence, if the success
of the marketing campaign is measured by the number of clicks, this may create wrong
perception of the number of people who are able to purchase the products or the service.
Additionally, in Figure 5, 245 (86.3%) have answered that their previous experience (in the
last six months) with advertising messages from companies on traditional media was mostly
on TV. Moreover, when it comes to social media, 209 (73.6%) respondents have answered
that they got most of the advertising messages in the last six months on Facebook.
Figure 4. Available monthly income

Figure 5. Received advertising messages in
the last six moths

Source: Authors' own research
Regarding participants perception of important channels for advertising, television as
traditional type of media, was ranked on a scale from one (most important medium) to seven
(least important medium). The obtained results, which are presented in Figure 6, show that
the rankings are divided and relatively similar for each of the numbers for importance on the
scale. Only 13% of the respondent consider TV to be the most important medium for
advertising, 18.7% rank it with number 3 and 19.4% of the respondents agree that television
should be ranked with number 5, as not very important medium for advertising. The young
generation of consumers has divided opinion regarding the importance of the TV, with most
of them agreeing that it is not the most essential medium for advertising.
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The ranking for social media (Facebook) in Figure 7 show that 101 (35.6%) of the
respondents agree that it is the most important source for advertising, while the rest have
divided opinion. Some consider it to be important, but not that much (1.4%), others think it is
not that important (10.9%), while the other respondents belong in a category with totally
opposed views.
Figure 6. Relative value of TV
as a medium for advertising

Figure 7. Relative value of social media
(Facebook) as a medium for advertising

Source: Authors' own research
In Figure 8, regarding the frequency of usage, 163 (57.4%) respondents use TV every day,
64 (22.5%) use it 2-4 times per week, while the remaining respondents use it more rarely either once per week, or only few times per month. Contrary to the divided opinion about
TV, Figure 9 shows that most of the respondents or 255 (90%) use Facebook every day,
20 (7%) use it 2-4 times per week, 5 (2%) use it once per week and only 3 (1%) do not use
Facebook at all. From the data it seems that the emerging adults are more interested in
social media (Facebook), rather than the traditional one (in this case TV).
Figure 8. Usage of TV

Figure 9. Usage of Facebook

Source: Authors' own research
Answering the question about duration, i.e. how long they have been using each of the media
on daily basis, the respondents provided divided opinions regarding TV and Facebook. The
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results for both medias are presented in Figure 10 and 11, from where it can be seen that 92
(32.4%) use TV less than one hour per day, 74 (26%) use it for two hours per day, 63 (22%)
use it for three hours, 25 (8.8%) use it for more than five hours, while only 11 (3.9%) do not
use TV at all. Contrary to these results, more from the emerging adults use Facebook longer
than TV per day, i.e. 78 (27.5%) respondents use it less than hour per day, 85 (30%) use
Facebook two hours per day, 35 (12%) use it three hours per day, 25 (8.8%) use it four hours
per day, 58 (20.4%) use it more than five hours per day, and only 3 (1%) do not use Facebook
at all.
Figure 10. Daily usage of TV

Figure 11. Daily usage of Facebook

Source: Authors' own research
Furthermore, on the question whether advertisement helps people to become better
consumers, 95 (33.5%) of the respondents fully agree with this question, 101 (35.6%) agree,
62 (22%) neither agree nor disagree, 18 (6%) do not agree and only 5 (2%) do not agree at all.
On the question about actual engagement with advertisement on social media, most of the
respondents or 133 (47%) engage with the brands they like and have been clicking several
times on different advertisements on Facebook, while 31 (11%) do not click (engage) at all.
Additionally, 74 (26%) of them, agree that advertising helps people to make better buying
decisions, while only one respondent does not agree on this matter. Also, most of the
emerging adults or 56.2% fully agree that advertising helps the companies to become
profitable, 30.2% agree, 9.6% neither agree nor disagree, 3.2% do not agree and only 0.7% of
the respondents do not agree at all. In addition, 91 (32%) of the respondents fully agree that
advertising has positive effect on the economy and 105 (37%) agree about the positive effects
of advertising on the economy.
From the obtained results in this paper it can be noticed that the respondents have in some
questions divided opinions. Nevertheless, the general perception about advertising is positive
even in times of crisis and it can be concluded that according to the opinion of emerging
adults, advertising assists consumers in making better purchasing decisions and helps the
companies in advertising their products properly.
However, finding the right channel for advertising can sometimes represent a challenge.
Considering that social media channels are computer mediated tools, the interest for them and
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especially Facebook during the pandemic has increased drastically. This is because Facebook
improves the interactive process in communicating a message and it shares similar role with
the traditional media such as TV. Nevertheless, the results in this particular analysis on the
Macedonian market, shows that both channels have complimentary roles in reaching the
consumers and have been used by the emerging adults as a media for communication with
companies and gathering information about their brands, products and services. However, it is
worth mentioning that Facebook as a social media is perceived as a more important medium
for advertising, in contrast to television (mass media).
The corona virus outbreak will undoubtedly have an effect in shaping the business strategies
regarding telecommunication, media and entertainment sector. According to the data obtained
from Statista (2021) in Figure 12, the Facebook’s revenues have been increasing throughout
the years, reaching their peak in 2020. This shows that since the occurrence of the pandemic
at the end of 2019, the advertising activities (through which Facebook makes most of its
revenues) of the companies on social media, i.e. Facebook have increased. This can be
expected considering that online advertising is cheaper comparing it to the traditional ads.
According to Top Draw Inc. (2020) the average cost of reaching around 1000 people with
online advertising varies around $3-$10 contrary to the traditional media where the average
cost is more than $22.
Figure 12. Facebook’s revenue and net income from 2007-2020

-Revenue (blue line) -Net income (black line)
Source: Statista website (2021) (a)
The pandemic also affected the television industry when it comes to advertising activities.
According to iSpot Ace Metrix survey, in 2020 over 1200 brands were either first-time TV
advertisers or they have returned to TV as an advertising channel after a few years break.
Nevertheless, most of the companies have cut back the big-budget commercial productions
and the gap between TV commercials and digital platforms advertising has started to increase.
Automakers, pharmaceutical companies, liquor and retail companies are the main industries
that have spent less on advertising during the corona crisis. On a global scale, retail
companies have mostly cut in advertising compared between 2019 and 2020.
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Figure 13 shows the percent changes in weekly ad spending for 22 industries such as autos,
retail, liquor, pharmaceuticals and others. The results show that the most severe drop in TV
advertising occurred in March 2020 and continued with this declining trend in the following
months.
Figure 13. TV Ad spending

Source: Statista website (2021) (b)
From the results from secondary sources, we can conclude that companies gave priority to
social media (Facebook) as an advertising platform during the Covid-19 pandemic.

5. Conclusion
The corona pandemic affected the life of people in a way that it pressured them to avoid
socializing. Hence, people across the world ‘fixed’ their eyes on their TV or computer
screens. Not only the day to day activities were affected, but the way businesses operate has
changed as well. Heading to 2022, the Covid-19 pandemic still exists, and it will undoubtedly
continue to shape the business strategies regarding communications, marketing, media and
sales. Therefore, this paper aims to analyze the consumer media habits and the media
investment trends during the corona crisis. The results show that the pandemic has indeed
accelerated some trends that were already underway. Most of the respondents in the
conducted survey from a sample of emerging adults use Facebook as social type of media, as
well as TV and they do believe that their purchasing behavior has been affected in some way
through these channels. The respondents have divided opinions regarding some questions, but
on some of them they have answered very similarly. For instance, half of the respondents
claim they receive advertising messages mostly from TV, while only few more answered that
they obtain such messages from social media. Most of them watch TV and are active on
Facebook as a medium as well, however, they perceive Facebook as more important medium
for advertisement than TV. Additionally, most of them use Facebook more often and longer
than TV, making it a media where companies can reach their target consumers easier.
Nevertheless, if possible, companies should consider using TV as a media for increasing the
visibility of the brands at the beginning of their positioning, as well as for better
differentiation from their competitors. The changing customer preferences and the need of
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boosting customer engagement during the corona crisis affected the marketing approaches of
many businesses worldwide. The existing data show that most of the companies shifted
towards cheaper and more easily accessible marketing platforms, such as Facebook and
reduced their involvement in more expensive TV marketing campaigns. Bearing in mind that
the emerging adults have preference toward Facebook (social media) in comparison to TV
(mass media), we can say that companies have managed to follow the trends of media
consumption of consumers and have included social media as a part from their business
strategy. It can be concluded that understanding the consumer needs and their behavior
patterns is crucial for attracting and retaining customers. The data from this paper creates
opportunity for further research in this matter, which is necessary for achieving business
success during the ongoing crisis, but as well as for the upcoming years following Covid-19.
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The Role and Significance of Operational Management in the
Implementation of Business Strategies
Dragan Milovanović 1

Abstract
Creating a good business strategy is very important for the development of the company.
Research shows that a large number of strategies that have been created will not be
implemented, especially at the operational level. This is primarily the merit of operational
management. Operational management is oriented towards solving various operational and
tactical problems and tasks that managers perform within the regular business activities in
almost all segments and areas of functioning of the organization. In such situations, managers
are forced to make a large number of decisions of an operational nature, concerning the
implementation of the strategy. Operational management is often linked to operational
changes, where the company's efforts are initially focused on solving operational problems,
through minor modifications and partial changes in the way it conducts its business. It is
basically tied to reducing operating costs and more efficient and effective management. In the
research part, we will try to give an assessment of our companies in comparison with
companies from abroad. We will evaluate the degree of implementation of the business
strategy, as well as other elements that affect the implementation of the business strategy. The
results of the research show that a large number of strategies that are created are not
implemented or are not implemented in the right way.
Keywords: Operational management, implementation, strategy, management, creation

Introduction
Operational management is primarily oriented to tasks that are performed from predefined
goals. Operational management is actually the development of a solution to reduce a
company’s costs without losing the quality of the results of those activities. Thus, operational
management in solving everyday tasks deals with the overall optimization of the company's
work. Generating strategic options, selection and subsequent implementation of the strategy,
is a rational way for the company to achieve its goals, ie satisfactory business performance.
Many factors of external and internal nature affect the efficiency and effectiveness of certain
strategic options and their, possibly, changes. The operational management function is often
somehow dispersed through various company services. This allows the managers of these
services to optimize production processes within their segments, which will ultimately have a
positive impact on the activities of the entire company.
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Strategic analysis, strategy formulation and all processes and related activities lose their
meaning if the strategy is not successfully implemented. It primarily implies understanding
the essence of the strategy. Although the formulated strategy looks great, only when you start
the implementation phase, do you see what the real problems and difficulties are. Therefore,
even in the formulation phase, it is necessary to look at the entire company and take into
account the needs of implementation. This is even more important if it is a company in crisis,
in which more or less significant resources are spent, problems and difficulties are expressed,
inefficient business and decision-making, etc. In such a situation, a lot of caution and
knowledge are needed because additional costs and failures can push the company into an
even bigger crisis, bankruptcy and liquidation. Implementation includes implementation,
strategy implementation activities, strategic control and taking action. Precisely in the
implementation phase, the management shows its skill in knowing the institution and finding
the best organization that will use human potential and other resources to achieve the set
goals. The essence of the strategy implementation process is precisely in strategic changes. In
fact, implementation is nothing but the replacement of the old strategy with a new one that
will make the company more competitive, more interesting for the market, and thus meet the
basic goal for which the institution or company exists, and that is to make a profit. The
subject of research belongs to the field of strategic and operational management. The main
problems of the research are the importance and role of operational management and general
operational functions in the implementation of the company's strategy. How much does
operational management contribute to the strategy implementation phase? What is the
situation with that issue in our country? The aim of this paper is to point out the importance of
operational management, as a combination of strategic management and the strategy itself
(goals, vision and mission) of the company.
Analyzing domestic and foreign theoretical and practical research, we felt that there is a need
and a certain scientific gap in researching the significance, role and need to analyze new
challenges for managers in creating new business strategies. An important aspect of strategic
management concerns the organizational levels at which a particular strategy is formulated
and implemented. Strategy, as a way to reach the goal, very significantly determines the
elements that build that strategy. Business strategies are focused on the interests and activities
of business units (organizational parts within the company). They cover organizational parts
or production lines and production units, which have their own programs, technology and
employees. Important issues that define the subject of research, relate to, the expertise and
knowledge of managers who make strategic business decisions, the process of planning
business strategies, the possibility and degree of implementation of business strategy and
more.
In this paper, we tried to look at the role of operational management in the implementation of
company strategies. Research hypotheses read:
• H1: Based on research, operational management influences the implementation of the
strategy in firms in Bosnia and Herzegovina.
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• H2: Inadequate implementation phase is the cause of inadequate business strategy results in
companies in Bosnia and Herzegovina.
After the introductory part, in the second part of the paper, research issues are analyzed from
the angle of previous research through the scientific literature available in scientific research
bases such as: EBSCO, ProQuest, Springer, Science Direct, CSA, Open Directory. The third
part of the paper refers to the research methodology and sample analysis, where the basic
methodological concept of the research is set, sampling is performed and scientific research
methods are applied. In the fourth part of the paper, the results of the research are presented
and the results are discussed. In the concluding part of the paper, concluding considerations
on the basis of scientific research are elaborated.
1. Review of the literature and previous research
Operational management consists of managers at the lowest level of the organizational
structure. These are first-line managers to whom the executors themselves are directly
subordinated. Below them, there is no longer any level to which they would transfer tasks, but
they work directly with the executors on the realization of tasks obtained from a higher level.
Direct contact with the perpetrators enables them to first and most accurately notice the new
problems and to react to them in a timely manner. In operational management, objectives are
reduced to specific sub-objectives for individual functional units. In operational management,
managers are oriented towards the business function or the level at which they should achieve
the formulated goals. The implementation of the strategy is crucial. If the strategy is not
implemented, then it is nothing more than a simple idea. After the implementation of the
strategy, it must be evaluated and, if necessary, modified.
Knowledge of strategic management helps lower levels of managers to perform their jobs
better and with better quality, as they are able to see the bigger picture of the entire
organization. This achieves faster achievement of goals and strategies, achieving better
results, more efficient resource allocation and the like (Thompson and Stricklnd 2003).
Different situations in the environment, opportunities and aspirations of the company
influence the course of strategic thinking and its modeling. In this regard, when talking about
strategic management as a process, the literature often points to different approaches to
designing the response of companies that affect the way of modeling the process of strategic
management (Todorović, et al., 1998). In the operational sphere, managers face a number of
operational problems every day, so they are forced to constantly solve them in order to
increase the overall efficiency and achieve better business results of the organization
(Thompson and Stricklnd 2003). The main approach used to describe the implementation
process involves describing the proposed changes in the organizational structure, the proposed
changes in the organizational culture and the sources of funding for the implementation of
selected strategies (Milisavljević, 2002).
It has once been pointed out that there are only two major groups of approaches in
formulating enterprise strategy - planned and positional (Quinn, Mintzberg & James, 1988, p.
42). Planning approaches referred to the development of conceptual planning approaches to
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strategy creation. On the other hand, positionalist approaches refer to the role of the
company's position in the branch, in the market and the influence on the creation of strategy.
Michael Porter made a great contribution to the development of positionalist approaches.
We can say that there are two types of decisions that result from strategic and operational
management. As a result of strategic management, strategic decisions are made, while as a
result of operational management, decisions of operational or tactical character are made,
through which strategic decisions are made (concepts of strategy and tactics, tactics is
concretization of strategy - way to achieve strategy) (Ohmae, 1993, Rappaport, 1998 ).
Operations management teaches us how to establish, maintain, and change the processes an
organization uses to create products or provide services.
Operational management considers the acquisition and use of resources needed for a firm to
deliver goods and services. The range of operational management is from strategic to tactical
and operational levels. Tactical issues include factory layout and structure, equipment
selection, and deployment (Thompson and Stricklnd 2003). Operational issues include
production plan, inventory management, quality control, material handling, and maintenance
policy (Thompson and Stricklnd 2003).
Strategic implementation is aimed at achieving strategic goals and achieving results. Here, it
is important to emphasize the fact of constant re-examination of positions, control, as well as
adjustment as needed. Since these are dynamic variables, which are constantly changing
under the intention of various influences and factors, it is necessary to perform control and
adjustment (Thompson and Stricklnd 2003). Control is necessary in case "If things go wrong",
to indicate in time the omissions, mistakes and / or the need to adjust. For this reason, the
speed of response, available resource potentials and flexibility of the business model come to
the fore (Thompson and Stricklnd 2003 At this stage, it is necessary to cooperate at the
highest level, all levels and types of managers and employees in order to better implement the
company's strategy.Therefore, communication at the highest level is extremely important for
the strategy to be fully and properly implemented. and conducting a range of administrative
tasks, taking strategic actions and coordination mechanisms.It is important that through
communication our ideas and decisions reach other people.When we have good
communication we exchange thoughts and ideas and contribute to a better understanding of
the crisis and ways out of it.
The strategy also involves an analysis of the firm's environment, which leads to defining what
the firm should accomplish, given its environment. Within the analysis of the environment,
the central focus of attention is on customers and their needs and preferences. Porter believes
that the formulation of a strategy is essentially reduced to competition, which in one branch
depends on five basic forces (Porter, 2004). New challenges certainly relate to increasing the
dynamism of the environment, globalization and internationalization of business, quality
orientation, increasing entrepreneurial activity and inbovability, increasing flexibility and
readiness for change, cultural adaptation and more. According to Kaplan and Norton,
companies generally fail to implement strategy or manage operations because they lack a
comprehensive management system to integrate and coordinate these two key processes
(Kaplan and Norton, 2010). Kaplan and Norton concluded that there are still differences
between the formulation of general strategic plans and their implementation by first-line
managers, process teams, and employees. The implementation phase may require certain
173

resources and a product portfolio that can present a formulated strategy, new knowledge and
skills of employees, developed business functions, as well as organizational units and centers
that have the capacity to implement the new strategy (Dess, Lumpkin and Eisner, 2007).
Hence, the implementation of a restructuring strategy requires a complex management effort,
strategic thinking and action aimed at the realization of the strategic plan, organizational
dimension, execution and control of a wide range of activities (Dess, Lumpkin and Eisner,
2007). When formulating strategies, current and future trends, their directions and intensities
must be taken into account. Transformational processes should be understood as managing an
organization in dynamic business conditions, where strategies are formulated on the basis of
opportunities and dangers as well as the strengths and weaknesses of the company, and based
on them strategic actions are taken that will preserve the company's vitality. Without
successful implementation, strategy is just fantasy (Hambric and Canella 1989). Under the
implementation of the strategy we can consider its translation into realization, which means
that the implementation means the initiation of activities and resources of the company, and in
accordance with the formulated strategy to achieve the goals. The implementation of the
strategy therefore represents a complex management effort aimed at planning, organizing and
controlling the activities contained in the implementation process.

2. Research methodology and sampling
In order to stratify the sample, we conducted a preliminary survey, where we found that the
strategy has mostly large companies in Bosnia and Herzegovina, as a planning document or
members of the board are familiar with the essence of the company's strategy. In the next step,
in order to stratify the sample, we performed segmentation of the size of the company
according to the criterion of asset value (over 4,000,000 BAM large companies, according to
the Law on Accounting and Auditing of Bosnia and Herzegovina). Thus, the research stratum
that was the subject of the research consisted of 2137 large companies in Bosnia and
Herzegovina. The research was realized in the period 2019-2020, and it refers to the period
(strategic management practice from 2015-2020).
Based on the research base set, we claim that the sample is large enough and representative
for the given research, which we will prove statistically in the continuation of the paper with a
reliability coefficient of (1-α) = 95%, ie. with an error risk of α = 0.05. Based on the results of
the research, we collected results for 147 companies, of which the management in 81
companies is strategically managed (it has a clearly defined strategy - vision, mission and
goals). In the following, we tested the representativeness of the sample for Bosnia and
Herzegovina.

174

Table 1. Estimation of the proportion of the basic set based on large samples Bosnia and Herzegovina
Value

N value

2137

n

147

(1-α)

0,95

α

0,05

n/N ≥ 0,05

0,068788

n1

81

p value

0,551020

sp

0,039733
1,96

Z value

π≥

0,473145

π≤

0,628896

Source: Author's research

The research concept starts from the dichotomous classification of elements into those that
have and those that do not have a certain property both in the sample and in the basic set. The
research covered all companies in Bosnia and Herzegovina, classified on the basis of stratum,
ie. 2137 of them, which was the basic set N = 2137. The research sample consisted of 147
large companies, ie. n = 147, which we statistically claim to be large enough for a given basic
study. The selection rate is n / N = 0.06878802≥0.05, so a correction factor needs to be used
�(𝑁𝑁 − 𝑛𝑛)/(𝑁𝑁 − 1) , when calculating the standard error of the proportion of sp, the
proportions from the sample, the participation interval and the total number of large
companies in Bosnia and Herzegovina that have a strategy, within the time period of the
research. The number of companies from the research sample that have a certain
characteristic, ie. which have a clearly defined strategy in the scope of the research period is
81, ie. n1 = 81. The proportion from the sample represents the ratio between the number of
elements from the sample that have a certain property and the number of elements selected in
the sample, so that the p value is: p = n1 / n = 81/147 = 0.55102041. The estimate of the
standard error of proportion is 𝑆𝑆𝑆𝑆 = �𝑝𝑝(1 − 𝑝𝑝)/(𝑛𝑛 − 1)�(𝑁𝑁 − 𝑛𝑛)/(𝑁𝑁 − 1)=0,03973257. For
the given conditions and the research concept, we apply the statistics of the Z test, so that
Zα/2 = 1.96. According to the obtained values, statistically observed, the estimate of the
proportion based on the relation (Žižić, Lovrić, Pavličić, 2000), p - Zα/2 sp ≤π≤ p + Zα/2 sp,
is 0.47314457≤π≤0.62889625. Based on the obtained evaluation interval, with the risk of
error α = 0.05, we estimate that the participation of companies that have a clearly defined
strategy in the total number of large companies in Bosnia and Herzegovina from the basic set
in the range from 47.32% to 62.89%. If the obtained interval is multiplied by the size of the
basic set, we get: 1011≤πN≤1344. Given that in our study nπ> 5 and n (1-π)> 5, which refers
to large samples, we prove that our research sample is large and representative for a given
statistical survey. The conceptual model of the research is given below.
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Model of the impact of operational management on the implementation of enterprise strategy

Source: Author's research

Based on the created conceptual model of research, sampling and conducted research, the
following results were obtained.

3. Research results and discussion
Based on the research, the following results were obtained.

Graph 1. Distribution of answers to the question: "Has operational management influenced the
implementation of the strategy in your company?"

Source: Author's research

The results of the research show that operational management influences the implementation
of the strategy in companies in Bosnia and Herzegovina (75.31%). Also, the results show that
in 24.69% of cases, operational management did not influence the implementation of the
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company's strategy in Bosnia and Herzegovina. Based on the results of previous research, we
can confirm the first research hypothesis H1, ie, that operational management affects the
implementation of the strategy in firms in Bosnia and Herzegovina.
Graph 2. Reasons for poor results of enterprise development strategy
in Bosnia and Herzegovina

Source: Author's research

The research results show that in the case of 76.54% of companies a bad result after the
implementation of the strategy, the cause was the implementation of the company's strategy,
based on which we can confirm the second research hypothesis H2, that the inadequate
implementation phase is the cause of inadequate business strategy results. and Herzegovina.
The second most important reason is an inadequately formulated strategy (70.37%). As an
important factor, poor results of the strategy, the choice of the wrong strategy is stated, which
is not good for a given strategic situation (66.67%).
Model of the impact of operational management on the implementation of enterprise strategy Research results

Source: Author's research
177

The results of the research show the connection between the influence of operational
management on the phase of strategic implementation, and thus on the results of the
application of business strategy in the companies of Bosnia and Herzegovina.

4. Conclusion
There is a lot of research on the importance of operational management in the implementation
phase of the strategy. The implementation phase of the strategy often requires a new
organizational structure, ie. implies the creation of a new or restructuring of the existing
organizational structure, capable of carrying out and implementing certain strategic directions
and activities. This primarily refers to the development of such an organizational structure
that will contain all the elements necessary for the efficient and effective implementation of
the formulated strategy. This phase includes the development of skills and distinctive
competencies that form the basic pillars of the strategic platform necessary for overcoming
the crisis or the growth and development of the company. In a situation where the
implementation of the strategy does not require a significant change in resources, the
allocation will be made according to the current "formula", ie respecting the current role and
needs of individual segments of the company.
Strategic restructuring implies a change in the "soft" elements of the company, strategic
climate and culture. They significantly affect the creation of working conditions,
implementation of actions and implementation of a new strategy. The choice of strategy is
crucial. The chosen strategy should be consistent with the vision and goals of the company,
with the organizational structure, with available resources, as well as with the environment in
which the company performs its business and wider social mission. The answer to the
question of whether the company is strengthening its market position, competitive vitality and
future business prospects. The company must achieve acceptable financial results, but they
are not enough in themselves.
Finally, in addition to the above, the issues of strategy implementation are essential , and they
concern long-term transformation goals in current (annual) levels of performance as well as
allocating tasks and budgets to functional areas and organizational units. For a successful
strategy implementation and recovery, it is essential to have the right team. It is crucial that
the team is composed of experts and people who know the problem and the company well,
that they have experience and a vision of how to inform the company from the crisis on the
right path. Hence, it is important to redistribute capacities and align them with human
resources, according to the principle of "the right person in the right place." Many of these
issues concern operational management.
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Strategic Approach Towards Crisis Communication and Crisis
Management – Proactive Crisis Communication Strategies for Successful
Change Management
Mia Glamuzina 1
Marko Šantić 2

Abstract
Crisis is an extremely negative event that can cause a lot of damage and even ruin any
organization. Companies in difficult situation face a lot of internal and external causes of
failure and the symptoms of crisis can be different: insolvency and insufficient amount of
money in a certain moment, creation of loss and not creating additional value, decrease of the
other performance indicators, decrease in sale volume and market share, relative technological
inferiority which results in inferior companies performances in the end. Main problems which
occur in crisis are: limited financial resources, loss of operational control, demoralized
management, employees worried for their faith, unsatisfied suppliers and creditors, but as well
scared owners of the companies. Because of these kinds of consequences crisis
communication, together with other crisis management activities are key preconditions for
successful overcoming crisis, and especially when it comes to radical changes that are
necessary for surviving crisis and when it comes to overcoming resistance to change that
stakeholder are having. Company’s management can decide to act reactively and
communicate after the damage is created or they can act proactively and create a plan or a
strategy for crisis communicating based on the source of the crisis. This paper will research
the causes of the crisis, crisis management and crisis communication, especially focusing on
the communication strategy and focus on a specific target group of stakeholders.
Keywords: crisis management, crisis
communication strategy, stakeholders

communication,

crisis,

proactive

strategy,

1. Introduction
Every company in its life eventually faces different types of crises. Sometimes crises are
small and internal and don’t cause larger consequences, while some crises are large and cause
different severe consequences from financial problems to bankruptcy. Crisis in general is a
specific, unexpected and non-routine event or series of events that create high levels of
uncertainty or threaten or are perceived to threaten organization’s high-priority goals (Ulmer,
2007). It can be caused by different reasons and based on the reason and the level of the
1
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potential consequence companies use different strategies in facing them, as well as different
communication methods while communicating with the stakeholders and public regarding the
crisis. Different causes create different types of crises, and the causes are usually divided on
external and internal causes. Crises, which occur, may be financial, environmental, political,
technological, business and similar and all of them create different threats for the
organization. One of the main threats of a crisis, beside financial loss and public safety is
reputation loss and good and proper communication strategy is a key determinant in trying to
save the reputation and further decrease of the market image and market share.
Crisis management is based on activities that will provide an answer to negative effects and
situations that are creating threat for the organization. Its main purpose is to identify, lead and
predict possible crisis situations and create processes that will either prevent crisis to occur or
make possible for the organization to react effectively and solve the crisis with minimal
consequences. Crisis management strategies as well can be offensive or defensive, based on
the ultimate goal, which the organization and the management seek to meet.
Managers of companies facing crisis have a big task in front of them – whether to act and how
to act when it comes to leading the crisis, leading the change, which is an inevitable
consequence of crisis, and when it comes to leading the process of communication. Some of
the managers decide not to get involved or to be passive and reactive, while others decide to
involve themselves from the very beginning and to communicate in an active manner.
Communication, as one of main tools that managers have in crisis is very important,
especially for all of the stakeholders of the organization. Public, employees, buyers, potential
buyers, local community, online community, local health services, suppliers, distributors and
similar all want to know what is happening during crisis and what the organization is doing to
minimize the consequences of the crisis.
Organizations must create crisis management plan and crisis communication management
plan for all possible situations before actual crisis occurs. It is very important to know who
does what and who is communicating in that situation. Choice of spokesperson and
identifying all members of the organization that must be a part of crisis communication is
essential. Communication must start at the beginning of the crisis and that is why initial crisis
response preparedness is so important. Image repair strategies are those that come second and
they are focused on correcting the damage that was already done.
Role of CEO or general manager in crisis communication will be examined in this research,
with the goal of determining the level up to which CEO should or shouldn’t be involved in
crisis communication in the organization.
2. Corporate crisis
Corporate crises are disasters precipitated by people, organizational structures, economics,
and/or technology that cause extensive damage to human life and natural and social
environments (Mitroff, 1987). An organizational crisis—an event perceived by managers and
stakeholders as highly salient, unexpected, and potentially disruptive—can threaten an
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organization’s goals and have profound implications for its relationships with stakeholders
(Bundy, Pfarrer, Short, Coombs, 2017). Crises are usually unpredictable to a greater or
smaller extent and they threaten organizations priority goals (Ulmer, 2007). They inevitably
threat both the financial structure and the reputation of a large organization. A crisis situation
can be defined as an event that interrupts the usual activity of an organization and, if managed
poorly, can ruin a good corporate reputation in only a couple of days, even wipe off the
corporation from the face of earth (Langford, 2009). All organizations, at some point, are in
some kind of crisis, and it is always a difficult situation. In crisis, the threat is the potential
damage a crisis can inflict on an organization, its stakeholders, and an industry.
A crisis can create three related threats (Coombs, 2007):
1. Public safety,
2. Financial loss, and
3. Reputation loss.
The biggest and most important threat must be public safety, and this is the first issue that
crisis management must resolve. All other threats come second and it is normal that it must be
so, especially taken into account corporate social responsibility of the organization, which is
very important as a top-level goal of every organization. If the crisis is causing severe effects
for public safety (like effects on human health or environment) first task of crisis management
must be how to resolve it or at least minimize it. Financial loss is a threat that can seriously
endanger the organization, since profit is one of the main goals for majority of organizations,
and decrease of profit or even creation of loss is something that many organizations cannot
cope with or in worst case cannot survive. Reputation loss is loss of public and/or business
image of the organization. This can affect current and future consumers of the products or
service that the company provides in a very negative manner. Loss of trust that is linked to
reputation and leads to loss of market share is very difficult to overcome even for big and very
successful organizations.
When it comes to the start of crisis and phases of it, there are different models explaining the
start and the flow of the crisis, but in every model detection of the crisis is an essential and
first phase. It is the very begging and the start of the process of crisis. Some crises can be
prevented and organization can be prepared for them, while some cannot be nor prevented nor
the organization can prepare itself for the occurrence of the same. The second phase is the
phase when the crisis is already there and the organization is facing it in some way. There are
different approaches that the organization can take in this moment, but the main decision that
has to be made is whether to use proactive or reactive strategies at this point. In the third
phase the organization needs to guide the recovery while creating emergency plans, public
relations plans, crisis management teams and similar. In the last, fourth phase organization is
assessing itself on how it can use the knowledge obtained during crisis in order to improve
itself in specific areas and prevent new crisis from occurring.
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Figure 1. Stages of crisis
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Source: Mitroff, I., Shivastava, P., Udwalia, F. (1987): Effective Crisis Management, The Academy of
Management Executive, 1987, Vol.1, No.4. pp. 283 – 292

The more potential crises an organization can anticipate and prepare for (regardless of
whether it can completely prevent them or not), the more quickly and successfully it will
recover from any crises that strike.
Since it is impossible to plan crises, in the form they will occur, crisis management is a neverending process and it is not an event with a beginning and an end for sure. A paradox can be
seen here, the more the organization perceive itself as invulnerable for crisis, the more
vulnerable it actually is. The most important action an organization can take is to carefully
monitor and tries to detect early warning signals that can be visible and try to predict and
prevent the crisis at its beginning. Another very important fact is that the crisis has it
beginning and its end, meaning that the organization will either solve the crisis or disappear,
meaning that the crisis is not a normal business situation and it is interrupting the processes.
All of this emphasises the importance of early crisis detection from the management. Majority
of corporate crises occur due to incapability of management to anticipate changes in
organizational surrounding (Mitroff, Anagos, 2001) and that is the reason for constant
preparation from the management side regarding the phases of crises.
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Process of creation of the crises can be seen in three phases (Osmanagić Bedenik, N., 2007):
•

•

•

Potential crisis – this is not a state of crisis but a state in which there is a possibility
that the crisis will occur. Potential risks of creation of crisis are rising and planning is
the solution in this stage.
Latent crisis – potential crisis is developed into a threat, but it is still hidden and
cannot be identified or determined using usual economic instruments, indicators of
earl warning should be used. SWOT analysis can be useful in this stage, in order to
determine potential options and strategies for the future.
Acute crisis – is a phase in which symptoms of crisis are visible both in business data
and in processes. Time horizon is very short and the organization must react fast and
precise. Acute crises can be seen as chances for change, since they usually lead to
structural changes in the organization and changes in behaviour.

Many different scientific disciplines research crises (management, organizational behaviour,
communication, public relations) and define them based on their own perspective, but overall,
it can be concluded that all crises have four primary characteristics (Bundy, J., Pfarrer, M. D.,
Short, C. E., Coombs, W.T., 2017):
a)
b)
c)
d)

crises are sources of uncertainty, disruption and change
crises are harmful or threatening for organization and their stakeholders
crises are behavioural phenomena and
crises are part of larger processes, rather than discrete events.

Although many different authors from different disciplines researched crises it is important to
state that all of these researches are still fragmented and they need more scientific validation
to be done.
3. Types of crises
Every crisis, as a negative event, is different and it is difficult to talk about types of crises, but
authors made some efforts in making the typology in order to help organizations detecting and
coping with different types of crises easier. Although that all of them are different some
distinctions can be made. First of all, the source of crisis can be internal or external and based
on that we have internal crises which are situations that are not visible from outside of
organization and external crises that are visible and have the source of crisis located out of the
organization. As well, some authors are dividing crises based on the time needed to create it
and duration of it (Jugo, 2013, Cutlip, Center and Boom, 2003).
Internal crises can be caused by some technical or economic reason or by human or
organizational reasons. Based on the source different methods and strategies of solving the
crisis can be used.
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Table 1. Internal sources of crisis
•
•
•
•
•
•
•

Technical/Economic
Product/service defect
Plant defects/industrial accidents
Technology breakdown
Defective, undisclosed information
Quality issues
Problems with processes in the
organization
Bankruptcy

Source: Author based on Mitroff, I. (1987), ibid

•
•
•
•
•
•
•
•
•
•

Human/Organizational
Failure to adapt to change
Organizational breakdown
Miscommunication
and
problems in communication
Sabotage
On-site product tampering
Counterfeiting
Rumours, malicious slander
Illegal activities
Sexual harassment
Occupational health diseases

other

Internal sources of crises cause problems that can be solved inside of the organization and
although they ask for a lot of energy and effort, solutions are not based on anyone else but the
organization itself. Product or service defects are caused by lack of control in the process of
production, or by undetected, unanalysed issues in the process. Organization can fix these
problems by itself, same as plant or manufacturing defects or quality issues or technology
breakdown. Problems and crises that are caused by human factor in the organization can as
well be delt with. Most of these problems start from poor communication, problems in
internal communication and processes that are not well linked. Not developed organizational
culture is as well very often the source of internal crisis.
All of these causes and sources of crisis which are internal can be solved internally,
organization must put a lot of effort into it, but solving it doesn’t depend on any external
factor, which may be out of control of the organization.
External causes of crisis are more difficult for organization to cope with, since the
organization cannot influence or solve these problems by itself.
Table 2. External sources of crisis
•
•
•
•
•
•

Technical/Economic
Widespread
environmental
destruction / industrial accidents
Large – scale systems failure
Natural disasters
Hostile takeovers
Governmental crises
International crises

Source: Author based on Mitroff, I. (1987), ibid

•
•
•
•
•
•
•
•
•
•

Human/Organizational
Symbolic projection
Sabotage
Terrorism
Executive kidnapping
Off – site product tampering
Counterfeiting
False rumours, malicious slander
Reputation attacks
Labour strikes
Boycotts
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Table 2. shows external sources of crises that are mostly led by some events that organization
cannot control at all. Natural disasters, governmental crises or even international crises are
very unpredictable and difficult to cope with. Based on the industry in which organization
operates, the effect of these factors on the organization is different. Some industries are more
and some less sensitive, but overall external factors can cause a lot of damage, out of
organizational locus of control.
Luecke (2005, 24) summarizes causes of crisis situations in four categories: accidents and
natural events (can be of disastrous consequences, come unexpected as an earthquake,
tornado, typhoon, tornado, hurricane, flood, fire or any other disaster), crisis related to health
and environment (although not responsible for every crisis of this type, corporations can
directly affect their development and are often considered responsible for dealing with their
consequences when crisis such as unauthorized product tampering, law suits, explosions and
accidents dangerous for the environment happen), technological incidents (malfunctions in
technical systems of the corporation like transmission lines, computer hackers incidents etc.),
business and market forces (impact of business cycles, lack of funds for investments and
running costs, share value drops, increase of oil price etc.), and finally, out of control
employees (although corporations depend on people who contribute to development, if left
without control, people can lead the corporations and organizations directly to a crisis). Types
of crises are defined mainly by the sources of crises, Langford (2009) as well categorizes
crisis situations in eight different types of crises: natural, technological, confrontational,
malevolence, distorted values of the management, fraud, irregularity in managing the
corporation and business or economic crisis situations.
Basic typology of crises is based on source of crisis (Kružić, 2015):
1.
2.
3.
4.
5.
6.
7.

Financial
Business – industry
Humanitarian
Environmental crisis
Information crisis
International conflicts and global crises
Terrorism

As it can be seen, different authors have different approaches, but it can be summarized that
most of them make distinction between internal and external causes of crises and all of them
emphasise the necessity of prediction of crises and creation of early warning signals. As well,
some authors while categorizing crisis situations point out three types of crisis in relation to
their cause (Novak, 2001): crisis according to environment they derive from (crisis of
physical nature, public opinion crises, crises inflicted by management mistakes and businesseconomic crises), crises in relation to time of their anticipation (sudden crises, accidents and
death cases, veiled crises such as revisions and other internal causes) and finally, crises
according to their perception (unusual crises and perceptual crises).
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Another very important factor for determining the effect of the crisis on the future of the
company is crisis responsibility. Crisis responsibility is the measure of how much the
organization is responsible for the crisis and based on the level of responsibility organization
can be seen as a victim of the crisis or not. Organizational research has also considered a
number of important crisis outcomes, including stakeholders’ perceptions of organizational
reputation, trust, and legitimacy (Coombs, 2007; Elsbach, 1994; Gillespie & Dietz, 2009;
Pfarrer, DeCelles, Smith, & Taylor, 2008), organizational learning and adaptation (Lampel,
Shamsie and Shapira, 2009; Veil, 2011), and financial performance and survival (D’Aveni &
MacMillan,1990; Marcus, Goodman, 1991).
Table 3. Crisis Types by Attribution of Crisis Responsibility
Victim Crises: Minimal Crisis Responsibility
Natural disasters: acts of nature such as tornadoes or earthquakes
Rumours: false and damaging information being circulated about your organization
Workplace violence: attack by former or current employee on current employees on-site
Product Tampering/Malevolence: external agent causes damage to the organization.
Accident Crises: Low Crisis Responsibility
Challenges: stakeholder claim that the organization is operating in an inappropriate
manner.
Technical error accidents: equipment or technology failure that cause an industrial
accident.
Technical error product harm: equipment or technology failure that cause a product to be
defective or potentially harmful
Preventable Crisis: Strong Crisis Responsibility
Human – error accidents: industrial accident caused by human error
Human – error product harm: product is defective or potentially harmful because of
human error
Organizational misdeed: management actions that put stakeholders at risk and/or violate
the law.

Source: Coombs, W. T. (2007): Crisis Management and Communications, Institute for Public
Relations, pp.10

Table 3. states that in some crises organization is the victim of the crisis and it is not
responsible itself for creating the crisis. Although these crises can be as well very severe and
have consequences for the future of the organization, public perception is not so difficult to
change in this situation for crisis management. Natural disasters, pandemic, rumours are from
the perspective of public relations and crisis communication easier to handle than real internal
organizational mistakes that cause crisis. In case of strong crisis responsibility there are
human – error accidents, or human – error product harm that could have been prevented and
management of the organization is seen as strongly responsible for not preventing the crisis
and in this case excellent crisis communication is needed to minimize the harm on the
reputation of the organization. These kinds of situations are a real challenge for crisis
management and crisis communication and strategies must be made before all other actions
being taken.
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Whatever the type of crisis is, management must react in some way. Organizations must be
led in all stages of crisis and there is a need for guidance in order to reduce the harm ((Bundy,
Pfarrer, 2015; Coombs, 2007, Kahn, Barton, & Fellows, 2013). Crisis management as a
scientific discipline developed relatively late, but it existed since the beginning of
management development.
4. Crisis management strategies
Crisis management is a process designed to prevent or lessen the damage a crisis can inflict
on an organization and its stakeholders. As a process, crisis management can be seen in
different phases and it can have strong influence on organizational outcome. Crisis
management is a relatively new field of management, which includes identification of the
nature of a crisis, intervention to minimize damage and activities for crisis recovery, often
with a strong focus on public relations to recover any damage to the company's public image
and to assure stakeholders that recovery is underway (Glamuzina, M., Lovrinčević, M., 2013).
Crisis management can be divided into three phases: (1) pre-crisis, (2) crisis response, and (3)
post-crisis.
Pre-crisis phase is based on seeking to reduce risks that can be anticipated and can lead to
crisis. Organization must create risk management plan and identify all potential risks that can
occur. In this stage organization must list all threats and make tests and scenarios of potential
situations in order to be as much as possible prepared for the situation. It is very demanding
and it requires a lot of resources to conduct exercises and scenarios of “what if” situations, but
this step allows organization’s team to react faster and make more effective decisions if the
crisis actually happens.
During the second phase, when the crisis strikes it is necessary to have: crisis management
plan, crisis management team and communication strategy with communication channels
already defined. Crisis management plan provides a list of key contact information, reminders
of what should be done in crisis and how to respond to certain events that may occur. It is not
a firmly set list of steps, but a tool that can be used during crisis, because it is impossible to
predict all the issues that may happen. Crisis management team consists out of people or
departments in the organization, which must be involved in solving and overcoming the crisis.
It usually includes top management, public relations, legal department, security department,
finance department and human resources, but is not limited to it. Communication strategy
defines spokesperson for specific levels of crisis and communication channels that will be
used. The initial crisis response guidelines focus on three points: (1) be quick, (2) be accurate,
and (3) be consistent (Coombs, 2007).
In the post-crisis phase organization has managed to survive the crisis and it is back to its
usual business. In this phase, follow up activities must be done in order to learn from crisis
and corrections to the system, organizational structure and organizational processes must be
done. All information that are promised to external stakeholders must be delivered and
management team must be educated based on the crisis that is over.
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Readiness and preparedness of management team for the crisis is one of the main
preconditions for successful outcome of every crisis. When corporate crisis lasts for a longer
period, the chances for a successful recovery and survival diminish – poor crisis management
can, based on the research results conducted by Ucelly (2002), destroy company's reputation
and bring to legal consequences, usually leading to bankruptcy.
Management as an initiator of implementation of crisis strategies must know how to manage
change during crisis – it is expected that it acts as a change agent and that it leads the battle
for survival. Under symptoms of crisis (indebtedness, reduced growth potential, ignoring
losses, not optimal production capacity usage and lagging behind competition) crisis
management must make decisions concerning the direction and intensity of crisis actions and
create and apply one or more of crisis strategies (Glamuzina, Lovrinčević, 2013).
Different strategies can be applied in crisis conditions (Tipurić, Kružić, Lovrinčević; 2013)
and all of them, based on the goals, which should be met by their implementation, can be
grouped in two basic categories:
− Offensive crisis strategies – their main goal is turnaround and they include: asset
reduction/asset retrenchment strategy, cost cutting/cost reducing strategy, revenue
increasing/revenue generating strategy, combination strategy and out of court corporate
reorganization strategy and
− Defensive crisis strategies – their main goal is leaving the business, and they include:
harvest strategy, divestiture strategy, liquidation strategy and bankruptcy strategy.
Figure 2. Crisis strategies
Crisis strategies

OFFENSIVE STRATEGIES
Goal: Turnaround

DEFENSIVE STRATEGIES
Goal: Leaving the
business

Asset reduction strategy

Harvest strategy

Cost cutting strategy

Divestiture strategy

Revenue increase
strategy

Liquidation strategy

Combination strategy

Bankruptcy strategy

Out of court corporate
reorganisation

Source: Tipurić, Kružić, Lovrinčević, Strategije u kriznim uvjetima, pp.169
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Main difference between offensive and defensive strategies is the final goal of the strategy. In
case of offensive strategy, the goal is survival and new beginning, while in the case of
defensive strategy the goal is to leave the business with the biggest possible profit or revenue.
Offensive strategies are focused on selling part of assets that will not be needed for the
business, cutting costs in order to empower cash flow, eliminating non-profitable activities
and activities which generate low added value, increasing sales volume and increasing
company’s revenue or combing all of these activities in order to continue with business
process and make turnaround.
Defensive crisis strategies have the main purpose to generate maximum quantity of money
with fast or gradually leaving the business and they are often called end game strategies or
exit strategies. They are focused on controlled disinvestments from a company with the goal
of improving the cash flow in the period when company is exiting the industry, selling a part
or a whole company or liquidation or bankruptcy. The ultimate goal of these strategies is
leaving the business with minimum damage caused to stakeholders.
5. Crisis communication strategies
Although authors have different approaches towards defining crisis and types of it, all of them
agree upon the fact that all crises affect organizational reputation and that communication and
public relations are very important part of overcoming of this threat.
For successful process of coping with the crisis every organization must create crisis plan
with two evenly important elements:
1. Crisis management plan and
2. Crisis communication plan.
Communication crisis response strategies are set of coordinated communication and actions
used to influence evaluators’ crisis perceptions (Bundy, Pfarrer, 2015).
Langford (2009, based on Jugo, 2013) lists ten key principles of managing crisis public
relations in corporations. Defining a real problem is the first challenge that connotes
separating a currently active short-term problem from a long-term problem that can influence
corporation’s image and market share. Centralizing and controlling information flow suggests
forming a central point of communication that will ensure everyone to communicate the same
message. To relieve all personnel handling the crisis communication from other daily tasks is
very important because crisis situations often require complete commitment and leaving all
other tasks aside. Assuming the worst scenario while planning means not to underestimate
possible crisis situations and fall into a trap of seeing only what a corporation is capable of
handling. Not depending on only one individual suggests having a whole crisis team at
disposal and by that limiting the possibility of individuals having particular interest in a
certain situation to endanger a successful solving a crisis situation. To resist a temptation
going into battle means not to enter conflicts with the media, NGO’s, competition or suppliers
included in the crisis situation. Realizing what the media want suggests that it is important to
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know that the media will always be looking for a good story containing focus, cause and
consequences. Ensuring not to forget a single interest group draws attention on a possible
error that fast and proper reactions during a crisis are necessary only for the media and not for
other interest groups. Limiting the problem means limiting a geographic area that is affected
by the problem so the problem wouldn’t spread to other markets where the corporation is
present. Finally, recognizing short-term sacrifice value marks a move such as immediate
recall of a certain product or a person responsible for the problem.
Crisis response is what management does when the crisis strikes, and it can be seen as initial
response and reputation repair. Initial response requires from the management to: be quick, be
accurate and be consistent (Coombs, 2007) and the best response practices are listed and
summed up in Table 4.

Table 4. Initial crisis response best practices
1. Be quick and try to have initial response within the first hour.
2. Be accurate by carefully checking all facts.
3. Be consistent by keeping spokespeople informed of crisis events and key message points.
4. Make public safety the number one priority.
5. Use all available communication channels including the Internet, Intranet, mass
notification systems.
6. Provide some expression of concerns/sympathy for victims.
7. Remember to include employees in the initial response.
8. Be ready to provide stress and trauma counselling to victims of the crisis and their families,
including employees.
Source: Coombs, 2007, ibid
Initial response to crisis must be fast and stabile, but at the same time organization must be
careful while choosing proper information and reliable when communicating in order not to
get in a situation of inconsistency.
Reputation repair strategies are focused less on organization and more on the victims of the
negative event that is threatening the organizational reputation. Table 5. contains the master
list of reputation repair strategies and as it can be seen from it strategies are based on the level
of responsibility management is willing or forces to take for the crisis.
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Table 5. Master list of reputation repair strategies
1. Attack the accuser: crisis manager confronts the person or group claiming
something is wrong with the organization.
2. Denial: crisis manager asserts that there is no crisis.
3. Scapegoat: crisis manager blames some person or group outside the organization
for the crisis.
4. Excuse: crisis manager minimizes organizational responsibility by denying intent to
do harm and/or claiming inability to control the events that triggered the crisis.
Provocation: crisis was a result of response to someone else’s action.
Defeasibility: lack of information about events leading to the crisis situation.
Accidental: lack of control over events leading to the crisis situation.
Good intentions: organization meant to do well.
5. Justification: crisis manager minimizes the perceived damage caused by the crisis.
6. Reminder: crisis managers tell stakeholders about the past good works of the
organization.
7. Ingratiation: crisis manager praises stakeholders for their actions.
8. Compensation: crisis manager offers money or other gifts to victims.
9. Apology: crisis manager indicated the organization takes full responsibility for the
crisis and asks stakeholders for forgiveness.
Source: Coombs, 2007, ibid
Authors that prefer image repair theory state that there are general strategies and sub
strategies that may be used (Lucero, Kwang, Pang, 2009) like: denial, evasion of
responsibility, reducing offensiveness of event, corrective action and mortification, and all
other strategies can be listed under these. There is a distinction between proactive and reactive
(offensive and defensive) in a way that proactive strategies are those used to attack the
accuser, to deny or evade the responsibility, while reactive are the opposite and they are
focused on compensating the responsibility and at the very end apologizing for the crisis.
Management of the company must decide, usually based on the specific situation and the level
of organizational responsibility upon which strategy to use first.
Proactive communication strategies (Smith, 2009) are usually offensive response strategies
that are based on a premise that the organization is operation from a position of strength in
face of the opposition. This group incorporates four different strategies: (1) attack strategy
that claims that an accusation of wrongdoing is an attempt to impugn the organization’s
reputation by an accuser who is negligent or malicious, (2) embarrassment in which an
organization tries to lessen an opponent’s influence by using shame, humiliation or other
incriminating information, (3) shock as a deliberate agitation of the mind or emotions,
particular through use of surprise, disgust, or some other strong and unexpected stimulus and
(4) threat that involves the promise that harm will come to the accuser or the purveyor of bad
news.
Reactive response strategies can be divided in a couple of groups based on the level of action
taken by the management during crisis (Jugo, 2013) and they are shown in Table 5.
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Table 6. A typology of public relations strategies
Reactive strategy 1: Pre-emptive Action
- Rebuttal

Reactive strategy 5: Vocal Commiseration
- Concern
- Condolence
- Regret
- Apology
Reactive strategy 6: Rectifying Behaviour
- Investigation
- Corrective Action
- Restitution
- Repentance
Reactive strategy 7: Deliberate Inaction
- Strategic Silence
- Strategic Ambiguity

Reactive strategy 2: Offensive Response
- Attack
- Embarrassment
- Shock
- Threat
Reactive strategy 3: Defensive Response
- Denial
- Excuse
- Justification
Reactive strategy 4: Diversionary Response
- Concession
- Ingratiation
- Disassociation
- Relabelling
Source: Jugo, D.(2013), Crisis Communication Strategies in the Corporate Governance
Process, Proceedings of the 1st International OFEL Conference on Corporate Governance,
Dubrovnik, Croatia, pp. 796-806
As it can be seen some of the strategies for communicating in crisis are offensive, some
defensive and the management must be very careful while choosing the correct one for a
specific source and type of crisis that it tries to solve. In some cases attack is the best defence,
while in others sincere apology is the best option.
When it comes to communication many managers still believe that only “good news” should
be told in order to keep staff morale and to keep customers happy (Langford-Wood, N, Salter,
B., 2002). Problem with this approach is that “bad news” inevitably leaks out and then the
organization is not prepared and employees feel betrayed since the management knew about
this and didn’t inform or prepare the situation at all. Non- communication is not an option and
poor communication could as well lead to corporate death. One of the strategies may be
strategic silence, but is shouldn’t be used all the time and it cannot be main communication
strategy of the organization.
As it was stated earlier, organization during the preparation phase for the possible crisis must
make a communication plan and name a spokesperson. This spokesperson doesn’t always
have to be the manager or the CEO, but it is very important that there is one spokesperson and
that there is a plan when a manager or CEO has to step up in the communication.
Usually, the organization is making some calculations about CEO serving as spokesperson
since it is not always good that the CEO comes out first, especially if the crisis is at its
beginning and if there is a chance that the crisis will grow larger and larger. Table 6 shows
different scenarios and situation based on the necessity of CEO to get included into
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communication with stakeholders. In some very severe cases like crises with huge
consequences to human health and lives CEO must step up and communicate with employees,
customers and public, while in some other cases the engagement of the spokesperson is
enough.
Table 7. Engagement of CEO in crisis communication
When the CEO needs to When the CEO should have When the CEO didn’t need
step up
stepped up
to step up
- Accidents (technical or - Illegal corporate behaviour - Strikes
human error)
- Mega-damage
- Rumour
- Product recall (technical or
- Organizational misdeed
with no injuries
human error)
- Organizational misdeed
- Malevolence/ product
with injuries
tampering
- Workplace violence
- Hostile takeover /mergers
- Challenges
- Economic downturns
Source: Author based on Lucero, M., Kwang, A.T.T., Pang, A. (2009)
Main reason for including CEO in the crisis communication is establishing confidence among
stakeholders of the organization. Visible CEO or manager of the organization demonstrates
strength and power, gives the feeling of safety and implicates concern and responsibility for
both the organization and its stakeholders. Many authors (Mintzberg, 1998, Englehardt et al,
2004, Nadler, 2006) state that CEO should be a spokesperson, but there are situations in
which it is better for all to have other members of the organization in this role.
There are situations and crises that demand CEO engagement without any other option, and
those are usually cases in which the organization has clear reliability for causing the crisis,
like accidents caused by human or technical error, organizational misdeeds with or without
injuries, workplace violence and similar challenges.
In the situation of illegal corporate behaviour or mega-damage threatening to endanger or
destroy the organization the CEO must step up and try to minimize damage by creating the
feeling of safety, reminding the public on organizations long track good relationship with its
stakeholders.
Not all situations of crisis demand CEO to be included, for example strikes or rumors can be
solved by other spokespersons to a large extent. As well product recall situations can be
handled without CEO interference, general economic downturns and similar.
6. Conclusion
Crises are events that occur at a certain point in every organization and there is no
organization that is absolutely ready to this occurrence at all the times. They are usually
unpredictable to a greater or smaller extent and they threaten organizations priority goals to be
reached. Main problem with crisis detection is that all of them are more or less different one
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to another and organizations have a lot of problems while predicting them and detecting
which of them will grow into a serious problem and which not.
Different sources of crises define different types of crisis. Some of them are caused by
internal issues like product/service defect, plant defects/industrial accidents, technology
breakdown, organizational breakdown, communication issues, processes not set well and
similar and usually in these cases organizational responsibility for either creating or not
stopping the crisis is large. Other crises are cause by external events like widespread
environmental destruction / industrial accidents, large – scale systems failure, natural
disasters, hostile takeovers, governmental crises, international crises, terrorism, rumours and
similar and in these cases organizations responsibility is low and it is treated as a victim of
external events.
Although the level of organizations responsibility regarding the source of crisis is different
every crisis must be treated carefully and with a plan of action ready for implementation.
Crisis management, as a tool for leading the crisis, is a relatively new field of management,
which includes identification of the nature of a crisis, intervention to minimize damage and
activities for crisis recovery, often with a strong focus on public relations to recover any
damage to the company's public image and to assure stakeholders that recovery is underway.
Every organization must have crisis management plan and crisis communication plan defining
all the actions that have to be conducted in an organization during crisis. Crisis management
plan includes the choice of strategy that will be conducted – offensive or defensive strategy,
based on the ultimate goal for the organization – turnaround and survival or leaving the
business in whole or partially. Crisis communication plan includes choosing a spokesperson,
defining the action plan, choosing the communication channels and communication strategy.
Communication strategy can as well be offensive and defensive, based on a situation in which
organization is in a moment of crisis and based of the sources and level of responsibility of
the organization for the crisis. Timing of the response to the crisis is as well very important,
organization must react as soon as possible and the initial response should be done in one
hour after the crisis is public. This makes a lot of pressure to the companies’ management and
this is the main reason why inclusion of CEO in the communication strategy is examined in
this paper.
After a detailed analysis of researches on the topic of crisis communication situations in
which CEO should be included in the communication are defined. As well, although many
papers are written on this topic, the researches are still fragmented and more extensive
explorations should be conducted.
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Interaction between Type of Business Crisis and the Phases of Company
Life Cycle: Contributing to the Understanding Business Crises
Caused by the Appearance of the COVID-19 Virus and Creating New
Organizational Culture
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Abstract
What is characteristic for every company is that it must go through phases of development,
growth, stagnation and reversal. In all these phases, the company operates with characteristics
that are inherent in the degree of the current stage of development of the company.
Accordingly, the crises of companies that appear at these stages are different. At each stage,
the chances and dangers that lurk in the company differ significantly. For this reason, it is
important to understand that different stages of development "provoke" different types of
crises. The aim of this paper is to systematize different models of enterprise life cycle and
associated business crises inherent in individual phases. The results of the research will
contribute to a better understanding of business crises caused by the emergence of the
COVID-19 virus.
Keywords: business crisis, life cycle, COVID-19 virus, organizational culture

INTRODUCTION
Today, we can often hear in public how the pace of life is very fast. Such pace is mostly
dictated by the rapid technological development of new products and new consumer needs. Of
course, such a pace affects all segments of life, because today the profit for the company is
not only net earnings, but also the struggle for the market position, its dominance and its
preservation. In such conditions, it is very demanding to run a business in a company (manage
it) if there is no organized approach to management. It is generally known that a serious but
safe approach is offered through the concept of enterprise life cycle management. However,
understanding this model and its application requires certain competencies of managers. If
they are not competent to apply this approach, i.e. to lead its implementation, there will not be
much left of the strategic commitment of the company. During certain phases of the life cycle
of a company, different types of crises appear that arise as a result of different causes. The
aim of this paper is to provide an overview of the life cycle model of companies with different
crises that occur during certain phases. Understanding the content of this paper can
significantly contribute to the understanding of business crises caused by the emergence of the
COVID-19 virus.
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Faculty of Economics, University of Zenica
3
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1. THEORETICAL CONCEPT OF DECLINING OF THE COMPANY
According to many researches, statistical data indicate the fact that all companies, regardless
of their size, are prone to crises. Bradowski (1991, 45) states that the transition from one to
the other phase, always causes crises that can occur at any stage of development. This means
that each phase does not have to lead to the next, but often companies stagnate for a longer
period of time and at a certain phase of the life cycle. The crisis is causing a whole series of
effects on the companies, all of which are unfavorable and have a bad effect on its efficiency.
As a result, the phenomenon of crisis perpetuation appears (some call it the syndrome:
failure breeds failure) - the negative effects of the crisis reduce efficiency and thus accelerate
the crisis process. Every company during its business in certain phases of the life cycle
encounters problems that grow into a management crisis, requiring timely answers from
managers. For many companies, the next phase of the life cycle they enter is not continuous
growth but organizational setbacks. Cameron, Kim, Whetten (1987, 224-225) Weitzel and
Jonsson (1989, 91-109) state that a corporate crisis can cause declining in organizations,
which is reflected in any reduction in the success of companies that threaten long-term
survival. It is a phase of the life cycle that a company enters when it fails to anticipate,
recognize, avoid, neutralize or adopt external or internal pressures that threaten its long-term
survival. Regression can also begin in the early stages of an organization's existence or in any
other phase of organizational development. It is important to recognize and distinguish the
regression of the company from the usual adaptation to change. According to Sučević (2010,
15), these changes range from normal business risks to an unfortunate combination of events
from which no company is immune. Phases of enterprise regression can be identified from
this (Weitzel and Jonsson, 1989, 91-109): The first phase of regression is called the blindness
phase because firms are unable to recognize internal or external changes that may threaten
long-term survival. If the company does not take steps to solve the problems in time, its
setback progresses towards the phase of inactivity. At this stage, despite clear signs of
deterioration, such as declining sales and profits, management is not taking the necessary
measures to address the problems. However, if the problems in the second phase are ignored
for too long, it moves to the third phase of regression - the phase of faulty action. Problems
continue to multiply, despite corrective action. If the company does not find the right solution
at this stage, the failure of the company is more and more probable. However, if there is no
clear plan for the implementation of these changes and companies fail to stop the setback
process, it moves to the next stage. The crisis phase is a critical period in the operation of the
company during which the company must undergo a significant reorientation and
revitalization if it wants to avoid failure. However, sometimes reorganization efforts fail
because the obstacles to reversal are too strong, then the company enters a phase of
dissolution. When the company enters this phase, it cannot recover, so the only thing left is
to successfully manage its disappearance. In this phase, bankruptcy proceedings are often
opened, prompted by the decline in business activity of the company and the failure to
achieve the expected business results, i.e. the inability to pay due liabilities and overindebtedness. These phases are shown by the business regression model in the following
figure.
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Figure 1. Enterprise setback model

Source: Omerčević and Kulović according to: Weitzel and Jonsson, 1989, 91.
It can be concluded that managing a company's regression is just as important as managing its
growth. The goal of management is to effectively and efficiently manage each phase of the
company's life cycle and the transition between them. In this way, it will be possible to avoid
unwanted negative consequences which are coming from the company, i.e. to mitigate
potential threats coming from the environment. (Omerčević, Kulović, 2016)
As we can see in the picture, within each phase when there is a setback, there is a crisis
caused by various causes. Also, on the other hand, it is possible for a failed business to turn
into a successful one, which shows that the state of business regression has a number of
causes and characteristics. Knowledge of the nature and properties of setbacks, i.e. the
possibility of its simultaneous treatment as threats and opportunities, are a prerequisite for
successful avoidance (suppression) of crisis situations and the death of the company.
(Omerčević, Kulović, 2016) There are many different definitions of business crisis in the
professional literature. Common to the definitions is the emphasis on the crisis as an
undesirable phenomenon that negatively affects the results of business and the success of
achieving goals (Heath, 1998, 5), i.e., business crisis occurs when the company's problems
due to its internal weaknesses and external threats, surpasses his internal strengths and
external opportunities. Any undesirable phenomenon that affects one part or the whole
company does not have to qualify as a business crisis, especially if it is short-term and
transient in nature without a significant impact on the company's business results and success
in achieving goals. (Omerčević, Kulović, 2016)
2. COMPANY LIFE CYCLE MODELS
Going through different phases, it was found that the design, development, behavior and all
changes that take place in the operation of the company over time follow a predictable pattern
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that can be described by the developmental stages of the enterprise life cycle. (Adizes, 2007,
273) The growth and development of a company does not take place linearly. Many written
papers testify to the importance of researching the life cycle of a company. (Omerčević,
Kulović, 2016)
Life cycles, by the way, can have two, three, four, five and more phases, and most authors
agree that the most common models today are four and five phases. A systematic overview is
given in the following table.
Table 1. Characteristic number of phases in company lifecycyle
Author
Greiner
(1972)
Pumpin and
Prange
(1991)
Galbraith
(1982)
Mintzberg
(2008)
Quinn and
Cameron
(1983)
Churchill and
Lewis (1983)
Miler and
Friesen
(1984)

Phase 1

Phase 2

Phase 3

Phase 4

Phase 5

Creativity

Direction

Delegation

Coordination

Collaboration

Beginning

Growth

Maturity

Turnover

Entrepreneurial

Collective
spirit

Formalization

Consolidation

Formation

Development Maturity

Flamfoltz
(1986)
Scott and
Bruce (1988)
Kanzanjian
(1988)
Adižes
(1989)

Phase 8

Phase 9

Phase 10

Aristocracy

Early
Bureaucracy Death
bureaucracy

Decline

Formalization

Elaboration

Existence

Survival

Disengagement

Growth

Take-off

Birth

Growth

Maturity

Decline

Revival

Growth

Maturity

Establishment

Existence

Professionalization Consolidation

Diversification

Establishment

Survival

Growth

Maturity

Development

Marketability Growth

Stability

Courtship

The age of
infancy

Go-Go

Adolescence

Expansion

Maturity

Diversification Decline

Hanks (1993) Foundation

Phase 7

Elaboration

Entrepreneurial Collectivity

Smith (1985) Emergence

Phase 6

Expansion

Top form

Maturity

Falling out
(resuscitation)

Stability

Source: Omerčević and Kulović according to: Matthew, 2003, 321.
So, as it is possible to see, the most accepted models of crisis processes are those that
recognize four, that is, five phases of the company's life cycle.

3. BUSINESS CRISIS MODELS
Crisis growth models deal with crises, which ideally appear at a certain age, i.e. the size of
the company. When it reaches that age, i.e. the size limit, the company that has been
developing continuously so far experiences a significant change. In some crisis models, the
identified crisis points indicate the transition between individual development phases. Crisis
models are therefore consistent with metamorphic models. Other crisis models lack
(explicitly or implicitly) a link to the phase model. (Omerčević, Kulović, 2016) Crisis
processes can have two, three, four, five or more phases, and most authors agree that the most
common models today are four and five phases. A systematic overview is given in the
following table. (Omerčević, Kulović, 2016)
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Table 2. Characteristic number of phases in company crisis

Source: Softić according to: Krystek, Moldenhauer, 2007, 39.

202

So, as it is possible to see the most accepted models of business crises are those that recognize
three, that is, four types of business crises.

4. INTERACTION TYPES OF BUSINESS CRISIS AND LIFE CYCLE PHASES OF

THE COMPANY

While looking into the literature, we conclude that Greiner (1998, 56) has developed the most
complete methodology that integrates different types of business crises with the phases of the
life cycle of the company. The experience of the crisis caused by the appearance of the
COVID-19 virus can greatly encourage the rapid growth of companies, that is, it can
accelerate the transition from one phase of growth to another if companies successfully use
the crisis as an opportunity. Unfortunately, companies that fail to see the crisis as an
opportunity for growth may experience premature death. This model is based on five key
dimensions, namely (Greiner 1998, 56-68) the age of the company is represented in the model
as it is necessary to understand how the same practices are not maintained over time, but
managerial problems and principles take root in time, and there is an institutionalization of
managerial habits, the size of the company (the size of the company determines the model as
problems change as the number of employees and sales increases, coordination and
communication problems increase, new functions appear, levels increase in the managerial
hierarchy, and jobs become more interconnected), stages of evolution (are periods of
evolution when only minor, moderate changes occur where the goal is to maintain stable
growth without performing more serious interventions that could affect business operations in
terms of implementing necessary changes which change managerial habits rooted in a series
of years), the stage of revolution (stage of revolutions are turbulent periods in which there are
serious changes in managerial practice. During such periods of crisis, many companies fail
because they fail to abandon previous ways of doing things and encourage and produce major
changes, they are likely to stagnate in their growth or stay at the same level) and the growth
rate of industry as the growth rate of organizations phases of evolution and revolution closely
related to the market environment of the industry in which the organization is located) in
which it distinguishes five ideal-type configurations of enterprises that are appropriate to
describe the stages of development. (Omerčević, Kulović, 2016)
These five basic phases of an ideal-type enterprise are (Greiner, 1988, 13):
•
•
•
•
•

creativity phase;
guidance phase;
growth phase;
delegating phase;
cooperation phase.

For a better illustration, the life cycle, according to Greiner, is presented in the following
figure.
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Figure 2. Greiner life cycle model

Source: Omerčević and Kulović according to: Greiner, 1972.
Greiner's life cycle model implies that enterprise development takes place through alternating
periods of evolutionary and revolutionary change. Namely, this model starts from the
assumption that in the period of evolutionary development of the company the negative
feedback and the central tendency of the force field stand out, while during the revolutionary
changes the positive feedback dominates and the central force fields are weakened. In this
model, radical changes are independent of evolutionary ones and are not conditioned by each
other. The phases in the life cycle of a company are nothing but long periods of evolutionary
changes of a company interrupted by short revolutionary changes. The duration of the phases
in the enterprise life cycle model may be different in different economic sectors or branches.
As a rule, in dynamic and faster growing branches, the life cycle of companies is faster, and
the duration of each individual phase in the life cycle of those companies is shorter. The
transition from one phase to another during the growth of the company was marked by the
crisis. (Janićijević, 2011, 149)
The characteristics of these phases and descriptions of possible crises are given in the table
below.
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Table 3. The characteristics of Greiner's life cycle phases and descriptions of possible crises
PHASE
Growth through
creativity

Growth through
direction

Growth through
delegation

CHARACTERISTICS OF PHASES
Developing competencies needed to
create and introduce new products
The company learns which products
and procedures are more successful
and constantly adjusts its activities for
growth leadership crisis
Hiring a strong team of top managers
to address the leadership crisis a new
team of top managers directs the
company's strategy
Lower level managers take on key
functional responsibilities designing a
structure and culture that enables the
company to achieve its goals
Adoption of formal, standardized rules
and procedures that enable better
monitoring and control of activities
Decisions are made more centrally

CRISIS
The Crisis of
Leadership

Delegating authority to lower levels of
management of all functions and
divisions in order to solve the crisis of
lack of autonomy
Rewarding lower-level managers for
their greater control over the
company's activities
Balance between the need for
professional management of the
company for technical efficiency and
the need for entrepreneurial spirit
prone to innovation and finding new
ways to reduce costs and improve
products/services

The Crisis of
control

Finding a balance between centralized
control by top management and
decentralized control at the level of
functions/divisions
The top management coordinates the
work of strategic business units and
motivates the managers of these units
to harmonize their goals with the goals
of the company, i.e. to focus on the
well-being of the entire company
Greater use of adaptive organizational
structure teams (such as team or matrix
structure)
Control by associates and selfdiscipline instead of formal control
Lower degree of standardization greater degree of adjustment

The crisis of
formalism

-

-

Growth through
coordination

-

-

Growth through
cooperation

-

The Crisis of
autonomy

CHARACTERISTICS OF CRISIS
The entrepreneur is too preoccupied with
starting a company, so he neglects the
effective management of the company's
resources
The entrepreneur lacks competencies for
effective business management
Centralization of authority and formalization
of decision-making do not favor further rapid
growth of enterprises
Employees of strategic business units in
charge of performing creative work (e.g.
research and development or marketing)
become frustrated due to the lack of
autonomy and control over the development
of new products, innovations, etc.
The structure designed and imposed by top
managers centralizes decision-making and
restricts the freedom to experiment, take risks
and internal entrepreneurship
Increased level of bureaucracy reduces
entrepreneurial motivation
The danger of leaving the company of
internal
entrepreneurs
frustrated
by
bureaucracy
The rapid growth of the company encouraged
by the delegation of authority, i.e. the
participation of all in strategic decisionmaking allows faster launch of new
products/services and faster response to
consumer demands, but also the feeling of
top managers losing control over the
company as a whole managers of different
levels and functional/divisional areas
compete for control over the resources of the
company
The potential danger of reduced efficiency
due to the fact that lower-level managers
enjoy more power, which they often use to
achieve personal goals
-

An irreversible
crisis

-

Due to the need for better coordination, the
number of rules and procedures is increasing
Increased bureaucracy does not contribute to
the success of the company, but even reduces
it by restraining the entrepreneurial spirit
Excessive reliance on formal organization

Another type of crisis, not a crisis caused by
the growth phase of the company

Source: Omerčević and Kulović according to: Greiner, 1998, 58.
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Greiner (1988, 13) states that in the first phase, organizational structure and communications
are informal. During the second phase, different functions, such as production and marketing,
begin to be distinguished. The characteristic of the next phase is the decentralization or
multidivisionalization of the organizational structure, where division managers gain greater
autonomy. In the fourth phase, the separation between ownership and management becomes
clearer, i.e. the connection between entrepreneurs and companies becomes weaker. What is
characteristic of every company is that it must go through phases of development, growth,
stagnation and reversal. In all these phases, the company operates with characteristics that are
inherent in the degree of the current stage of development of the company. Accordingly, the
crises of companies that appear at these stages are different. At each stage, the chances and
dangers that lurk in the company differ significantly. For this reason, it is important to
understand that different stages of development "provoke" different types of crises. An
overview of the most important crises by phases of the enterprise life cycle was given by
Greiner (1988, 13) in his work, which can be seen from the following table.
Table 4. Characteristic development crises in certain phases of enterprise development
Phases (Crisis) of development
Crisis of phases of development
Growth through creativity
Crisis of leading
Growth through routing
Crisis of autonomy
Growth through delegating
Crisis of control
Growth through coordination
Crisis of formalism
Growth through cooperation
Irreversible crisis
Source: Omerčević and Kulović according to: Greiner, 1988, 13.
As can be seen from the previous table, the most characteristic crisis that occurs in the
growth phase through creativity is the leadership crisis. This crisis arises at the moment when
the company and its business become so large and complex that it can no longer be controlled
by one man. The next type of crisis that occurs is characteristic of the growth phase through
guidance. In the phase of growth through guidance, it is characteristic to take over a new
model of organizational structure because the previous crisis was resolved by professional
management. The structure develops through recognizable functions that do not have
independence, so a crisis of autonomy appears. Misunderstanding of direction leads to a crisis
of autonomy which is expressed in the demand of middle management for more
decentralization. Excessive decentralization creates an organic structure that is flexible
leading to a lack of control. A characteristic crisis that arises as a result of a lack of control is
a crisis of control. This phase has psychological implications because top management
constantly has the feeling that they are not holding the strings of their own business in their
hands. In such a situation, the crisis is created by the constant struggle of top management to
perform recentralization of decision-making, which is impossible due to the excessive
complexity of the company. If the company fails in that intention, it will be difficult to solve
the mentioned crisis. At this stage, the organization becomes mechanical and rigid again,
which in turn leads to the emergence of a new crisis called the crisis of formalism. Complex
and developed planning and control processes require the engagement of a very large number
of people in order to cope with excessive demands of a complicated system. The result is
bureaucratization of the company. Procedures become more important than the results that
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need to be achieved. The decision-making process becomes slow due to insisting on all the
stages that need to be carried out in order to make a business decision. Such a situation results
in the loss of innovation and morale, which leads to the atrophy of the company. Managers
find a solution to the crisis of formalism in teamwork. The company tries to take advantage of
the opportunities provided by the environment through teamwork. If it has exhausted its own
growth possibilities, then an irreversible crisis is threatening. When the company has
exhausted all the possibilities of internal growth, a search is made for new sources of growth.
Such a crisis is a frequent occurrence in many companies that are trying to build the basis of
competitive advantage on internal capabilities. Research into new markets, which is a
condition for the placement of new products, is the only way to solve this crisis caused by the
depletion of own resources.

5. CONCLUSION
Based on the theoretical presentation, it is possible to conclude that there are different models
of the life cycle of the company. Furthermore, in addition to the enterprise life cycle model, it
is possible to observe different models of enterprise business crises. Based on the insight into
different models, both enterprise life cycle and business crisis models, it is possible to
conclude that the transition from one phase of the enterprise life cycle to another, the next
phase, is marked by certain types of crisis. The most complete model that integrates the
phases of enterprise development and business crisis was created as a result of Greiner's
research which states that there are five phases of enterprise development (growth through
creativity, growth through direction, growth through delegation, growth through coordination
and growth through cooperation) which are a match for five business crisis (crisis of
leadership, crisis of autonomy, crisis of control, crisis of formalism and irreversible crisis).
Understanding the stages of enterprise growth can help managers understand the business
crises caused by the emergence of the COVID-19 virus.
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Abstract
As generators of growth and development of the overall economy, small and medium
enterprises in their business face many problems, and one of the biggest problems is access to
sources of financing. The specificity of financing small and medium enterprises in relation to
large enterprises is reflected in the more difficult access to new sources of financing and the
more expensive cost of financing. When we look at the already difficult situation of additional
financing through the prism of the crisis that is emerging in developing countries, we see that
small and medium enterprises are often tempted when it comes to additional sources of
financing. The aim of the research is to determine the problems of financial management of
small and medium enterprises in the Republic of Srpska during the covid-19 crisis in this
context, the focus of this paper is to consider the relationship between the availability of
sources of financing for small and medium enterprises and their operations in times of crisis.
In this paper, the subject of empirical research was enterprises operating in the territory of
Republika Srpska, which belong to the category of small and medium enterprises according to
current legislation. The authors conducted a pilot study using a questionnaire and an
interview, the questionnaire was answered by 40 owners of micro, small and medium
enterprises in Republika Srpska... The results of the research showed that small and medium
enterprises in times of crisis have more difficult access to external sources of financing, which
results in the threat of further business.
Keywords: management, small and medium enterprises, sources of financing, crisis

Introduction
Small and medium enterprises (SMEs) are one of the largest prosperous forces of large
economies, but this is especially true of the economies of developing countries such as Bosnia
and Herzegovina (BiH). Developing countries are characterized by problems such as high
unemployment, inefficient public enterprises, lack of competitiveness, high levels of
corruption, low productivity and innovation in the real sector, and most often a slow and
sluggish state administrative system. SMEs impose themselves as a stable source of job
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creation, encourage innovation, increase investment and aggregate demand, which is why the
financing of these enterprises are extremely important for the entire economic system. (Acs,
Desai & Hessels, 2008). By conducting various researches, several positive effects of
entrepreneurship were identified, and some of the most frequently mentioned were: job
creation, economic growth and poverty reduction (Ahmad & Hoffman, 2007).
Entrepreneurship was considered to entail a willingness to accumulate capital and initiate
production, thus leading the growth process. It is also important to point out that a large
number of authors in their works talk about what is today considered external, respectively
small enterprise. (Faggian et al., 2017; Samila & Sorenson, 2017; Urbano & Aparicio, 2016;
Bahmani et al., 2012; Karlsson, 2012; Samila & Sorenson, 2011; Audretsch, 2007; Audretsch
et al., 2006; Audretsch & Thurik, 2001; Ács, 2006, stated in Rastoka, 2020).
The number of available sources of financing and the structure of financing sources for SMEs
is more specific than for large enterprises (Petković i Milanović, 2017; Petković, 2010). If we
first put in the framework of the crisis in which SMEs in BiH have often been in the last 25
years, which characterized the end of the war, the global economic crisis spilled over from the
US mortgage and credit market to the world in the period 2007- In 2010, the ongoing political
crisis, and the economic crisis that is ongoing at the time of writing, and is externally the
COVID-19 virus, we see that this topic is more than current. In times of crisis, liquidity
constraints are a significant problem, although the capacity of the financial sector to help
overcome them varies by country (World Bank, 2020).
Bearing in mind that economic crises have an impact on the entire economy of a country in a
way that affects the reduction of GDP, growth of unemployment, reduction of liquidity,
increase in the amount of uncollected receivables, or decline in overall economic activity, it is
concluded that enterprises have difficulty, which also refers to the availability of available
sources for financing (Burda & Wyplosz, 2001). If we add to all the previous problems that
enterprises face the fact that SMEs do not have significant reserves, we come to the problem
of work: "The unavailability of sources of financing for SMEs in times of crisis threatens their
survival."
The structure and sources of financing of the enterprise are determined by numerous factors,
one of the important factors is the availability of sources of financing (Kuč, 2017).
Developing countries are characterized by underdeveloped capital markets and certain sources
of financing that are represented in developing countries (European Commission, 2019). The
effect of the crisis makes the whole situation more complicated, where some classic sources
of financing are more difficult to access for large companies, especially SMEs.
Since the emergence of the Republika Srpska and BiH, SMEs have had difficulties in
accessing sources of funding, and this is one of the more current topics in public discussions
and government strategies to reform our economy. Given the size and importance of the SME
sector, it is clear that there is a need for a deeper analysis of the factors limiting access to
finance and for the development of specific policy solutions to overcome such constraints. For
the survival of SMEs, it is crucial to provide access to sources of financing at a reasonable
price and under conditions that suit their business needs.
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SMEs should be seen as an important part of the vision of the Government of Republika
Srpska to create a competitive and export-oriented economy. However, for most SMEs in the
RS, access to finance for investment and growth is very limited and unpredictable, with
particular emphasis in times of crisis. The main assumption from which this research started
is: "State interventionism is necessary in order for SMEs to provide sources of financing for
normal operations in times of crisis." The aim of this paper is to identify the specifics of
financing that the SME sector encounters during economic crises.
1. Literature review
To be successful in the 21st century, every country in the world must develop an economy
and society capable of generating ideas and translating them to a significant extent into new
business opportunities. The results of this work are jobs, wealth and a better quality of life. In
this scenario, many developed countries have already concluded in advance that their future
relies on increasing investment in the knowledge economy and creating an environment
conducive to the rapid translation of new ideas into new business opportunities. (Achrol &
Kotler, 1999). Since the crisis that hit large companies in the 1970s and 1980s, many authors
have spoken about the importance of small and medium-sized enterprises and their impact on
economic growth and development. Author studies, such as Birch (1979), Storey & Johnson
(1987), Wennekers & Thurik (1999), have highlighted the importance of SMEs in creating
new jobs and wealth, and economic recovery.
The main advantage of SMEs over large companies is reflected in the high degree of
flexibility. Consequently, SMEs adapt relatively quickly and easily to change, which is one of
the most important conditions for the survival of organizations in a turbulent environment.
The role and importance of the SME sector is reflected in increasing investment,
strengthening productivity and achieving economic growth, which leads to job creation and
reduced unemployment (Acs et al., 2008). The establishment of SMEs leads to the
strengthening of the competitiveness of the real sector and the liberalization of the market
(Ravić, 2016). SMEs increase the level and scope of use of economic resources with a high
degree of flexibility and adaptability to new market conditions. SMEs promote private
property and entrepreneurial skills and enable an increase in the social product, greater
competition in the market, job creation and raising living standards. Through their export
activities, they strengthen the country's international competitive position (Ravić, 2016).
The great importance of small and medium enterprises stems from the fact that they are
considered the drivers of economic growth and employment growth. Most enterprises start
their business as a small enterprise (Hausman, 2005). Data from the 1970s onwards indicate
how small and medium-sized enterprises can significantly stimulate innovation and economic
growth (Black, 2005). In the OECD report for small and medium-sized enterprises, we can
see that there are 25 million small and medium-sized enterprises in the EU, of which 93% are
micro-enterprises. SMEs make up 99.8% of all enterprises in the EU, generate 54.5% of total
EU GDP and employ 61.4% of all EU employees (European Commission, 2019).
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In an effort to provide the necessary financial resources from the most favorable sources, all
enterprises are always faced with a dilemma: equity or borrowing. Given the many
advantages and disadvantages of both alternatives, the optimal financing structure is largely
determined by the growth and development goals of each enterprise. In terms of equity, the
following four sources are available to SMEs: own funds, funds of family and friends, funds
of informal investors - rich individuals, the so-called business angels and formal investor
funds and venture capital funds. The main advantages of debt in relation to the issue of equity
are: the speed with which funds can be obtained, flexibility in terms of the possibility of
changing the terms of debt financing and lower costs (Weston, Besley, & Brigham, 1996).
A common feature of most borrowed funding sources is that their use carries explicit funding
costs in the form of interest or coupons. In addition, the enterprise operations can be financed
from interest-free, so-called "spontaneous" sources of financing. These are short-term
operating liabilities, ie liabilities of the enterprise to business partners and other non-financial
interest groups. Spontaneous sources of financing include trade payables and accrued
operating expenses (Krasulja & Ivanišević, 2005).
It is evident that small enterprises are automatically excluded as potential users of certain
financial sources and have difficulty accessing some long-term loans, due to the higher risk
associated with small assets in the form of equity (Rogers, 2009). Economic theory itself has
not provided the most precise answers to the question of how to finance companies, which
want growth as a basic determinant. According to the theory of static compromise (Myers,
1984.), the development potential of a enterprise woven into the value of intangible assets
cannot be collateralized, as a result of which there is a negative correlation with the level of
indebtedness of the enterprise. Also, enterprises with significant growth opportunities borrow
less to maintain financial and strategic flexibility. On the other hand, the theory of
hierarchical order (Myers, 1984.), considers that internally generated funds are not enough to
meet the investment needs of a fast-growing enterprise, as a result of which the missing funds
are obtained by borrowing (positive correlation with financial leverage). If the development
opportunities of the enterprise are recognized in the capital market, which is manifested
through the growth of market capitalization, creditors will also be willing to approve a higher
level of debt to finance promising investments (Kuč, 2017).
There are several characteristic differences between classic corporate finance and financing of
entrepreneurs and small and medium enterprises, and these are (Smith & Smith, 2004):
− Impossibility of separating investment from financial decisions - in large organizations
these two types of decisions are separated. Those who make investment decisions do not
always have to be in the position of those who think about how the entire organization or
each individual investment will be financed. There is always a high degree of
interdependence between these two types of decisions, but it is much more pronounced in
small enterprises.
− Less possibility of risk diversification - the SME sector is much less likely to diversify
products, markets and placements, so they are significantly more exposed to the action of
risk factors than the large enterprise sector.
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− Possibility of involvement in the management of external investors - in large organizations
such as joint stock companies, investors in shares, who are also co-owners of the company
are usually passive, ie. are not involved in the day-to-day management process. On the
other hand, finding alternative partners who would invest their own capital in small
enterprise (new partner, private equity, business angels) implies significantly greater
involvement in both strategic and operational management.
− Information problems in the implementation of investment projects - Unlike large
companies, in the SME sector, individual investment projects may have a relatively large
share in relation to the total value of small enterprise, so it is necessary to provide external
investors significantly more information to convince them that a project worth undertaking.
− - The importance of leaving the job as an aspect of determining value in investment
decisions - In the theory of investing in securities and corporate finance, owners of shares
of large companies are free to sell their shares on the stock or over-the-counter market
whenever they want. Their decision to sell an ownership stake in a company does not have
to be closely and directly related to the company’s current operations, but to their personal
reasons, assessments or interests. In the case of small and medium-sized enterprises, there
is no such situation in terms of leaving the job.
− A different view of the supreme target function of the company - creating (maximizing) the
value of owners - Since the mid-80s of the 20th century as the dominant target function of
modern economic organizations accepted the concept of maximizing the value of owners.
In large companies such as joint stock companies, there is often a separation of ownership
and management functions, where managers are seen as agents of shareholders who claim
the rights to future income that the company generates. Their task is to make such
decisions that increase the market price of shares and create a profit that can be paid in the
form of dividends. In the SME sector, however, in most cases there is no separation of
ownership and management functions, as small and medium-sized enterprises owners are
usually also managers.
Green (2003) systematized the results of a large number of studies related to barriers to
financing the SME sector and cites high administrative costs, the perception of high risk of
financing such enterprises, asymmetric information and lack of insurance funds as the main
obstacles. Additional barriers to SME financing are the underdeveloped financial, banking
and legal systems, especially in developing countries. There, enterprises face very
conservative lending policies and high interest rates on loans. An underdeveloped legal
system makes it difficult to develop and create new forms of financial instruments, including
the use of collateral as a risk management instrument.
The problems faced by SMEs in financing were also stated in the EU Annual Report on SMEs
2018/2019, where it was stated that obstacles include the lack of internal and external funds,
especially for innovative small and medium enterprises in terms of increasing their
innovation. Programs at European level such as the future Horizon Europe plan to address
market failures in increasing funding through the European Innovation Council (EIC) and the
future InvestEU program that plan to support the financing of innovative SMEs at all stages
of their development (European Commission, 2019). The key difference in the structure of
financing of developed and developing economies is that enterprises from developed
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economies are financed to a greater extent from long-term sources. (Booth, Aivazian,
Demirguc-Kunt, & Maksimovic, 2001).
A crisis is a situation that occurs in almost all enterprises with more or less intensity, in the
whole enterprise or in its parts, in a certain period of their business, and even in certain
development phases. As such, the crisis represents a critical point or period in a series of
unsuccessful managerial-business activities. Failure, business problems and crisis are an
integral part of the existence of enterprises everywhere in the world. It is extremely important
to notice the crisis in the enterprise in time. In order to be able to do so, all management
functions (planning, organizing, leading and controlling) must be performed permanently and
consistently. Professional, responsible and capable management responds to the first
symptoms of the crisis. Therefore, recognizing and noticing signs of crisis facilitates all other
management activities. Only a proper understanding of the symptoms of a business crisis and
their observation enables, in a longer or shorter period, a more successful business of the
enterprise (Softić, 2011).
Regardless of size, activity or territorial coverage, all enterprises can fall into a business crisis.
The crisis of the enterprise as an unbearable situation very often leads the company to the
threat of its existence. In general, we can call a crisis a condition that threatens to destroy an
organization. It means a drop in performance in the enterprise to the extent that it poses great
threats to survival (Softić, 2011).
The most famous definition of the crisis of enterprises in this field was given by the famous
German author Urlich Krystek. According to him, corporate crises are unwanted and
unplanned processes, limited in time and which can be conditionally influenced, the outcome
of which is ambivalent and can mean destruction or restitution (and metamorphosis). They
jeopardize the continued survival of a crisis-hit enterprise by inflicting significant damage on
targets relevant to the survival of the enterprise. Corporate crises, especially in its acute
phases, are further characterized by surprise, time pressure and decision-making pressure.
(Krystek, 2007).
The crisis of the enterprise is characterized by numerous symptoms such as: decline in
business results, disorganization in the enterprise, insolvency or illiquidity, over-indebtedness,
price instability, missed market opportunities, poor working climate, poor motivation and
departure of employees. The number and characteristics of symptoms can be a sign, or rather
a sign of a crisis (initial phase) or a deep crisis (culmination). A business crisis always affects
enterprises before any of the symptoms are recorded.
In particular, one should keep in mind the characteristic of a crisis situation marked under
time constraints and pressure. The problems that befell the enterprise in the crisis, and the
danger that threatens it, leave insufficient time space for participants to be able to adequately
respond to the newly created complex situation.
A possible explanation of the source of the term organizational crisis was offered by Attitude
et al. (1981) in their paper “Rigidity of Threats” where they state that “threat is a possible
leading force behind most events that the term crisis tries to explain”. A threat is considered
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“an environmental event that has an inevitable negative impact or detrimental consequences
for the subject”.
It is extremely important to notice the crisis of the enterprise in time, in which the symptoms
of the crisis play the most important role. Therefore, many authors prefer to spot symptoms
over causes. The symptoms of the crisis are the characteristics by which the existence of a
enterprises crisis can be recognized. If we analyze the course of typical corporate crises, then
we can find out that the collapse of the enterprises starts slowly at first, and then in the further
course of the crisis it becomes more and more widespread. The more obvious the crisis
situation, the clearer its signs are. The first signs of a crisis, in most cases, are manifested in
the loss of market share. The decrease in orders leads to a drop in sales, which worsens both
the state of profit and the state of liquidity of the enterprises. The decline in sales and profits
as well as the unused capacity are visible, according to all the rules, already from the
accounting data. This is equally true for the emergence of liquidity and over-indebtedness
(Softić, 2011.).
2. Research methodology
The aim of the research is to determine the problems of financial management of small and
medium enterprises in the Republic of Srpska during the covid-19 crisis During the
preparation of the paper, a combined methodological approach was chosen, which included
qualitative and quantitative methodology. The authors conducted a pilot study using a
questionnaire and an interview, the questionnaire was answered by 40 owners of micro, small
and medium enterprises in Republic of Srpska. The authors also used interviews with the
owners of individual companies who had previously answered the questionnaire, and
additional data was collected during the interview. The aim of the interview is to expand the
data obtained by the questionnaire and improve their quality. Empirical research was
conducted in 2020.
The authors selected enterprises from different regions and from different cities. Also, when
choosing a enterprise, the authors chose different industries. Enterprises from both service and
manufacturing activities were selected in the sample. The authors chose to sample enterprises
with different business ages as well as different business volumes.
The questionnaire used in the research was divided into two parts and a total of 15 questions.
The first part of 9 questions refers to questions about the enterprise’s operations before the
pandemic. Second part of questions refers to the enterprise’s operations after the pandemic
and the impact of the pandemic on business.
The Law on Accounting and Auditing of the Republic of Srpska (Official Gazette of RS,
94/15) defines that legal entities are classified depending on: average number of employees,
total annual income and average value of business assets determined on the day of preparing
financial statements in the business year. In accordance with the above-mentioned law,
enterprises are classified into micro, small, medium and large enterprises. In the paper,
“enterprise” is considered to be all companies, small, medium and large, while the “company”
refers to large corporations.
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3. Research results
The authors conducted research on 40 micro, small and medium enterprises in Republika
Srpska. Graph 1 presents the distribution of enterprises by activity, with the activities grouped
into three groups, service, manufacturing and combined enterprises.

Graph 1. Enterprise’s activity

Graph 3. Market size

Graph 2. Years of business

Graph 4. Amount of income

As we can see from the previous charts, these are most often service enterprises (80% of
them), which are relatively young (65% of enterprises have been operating for less than 5
years), whose market is mostly limited to the municipality in which they operate (from the
observed enterprises) and whose income amounts to 100,000 KM (55% of them). None of the
observed enterprises is engaged in exports, while only every tenth in the observed sample has
an income of more than 500,000 KM. From all the above, we can conclude that these are
enterprises with weak financial capacity.
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Graph 5. Used sources of financing

Graph 6. Frequency of loan use

The most frequently used sources of financing before the coronary virus pandemic in the
observed enterprises were loans (50% of all respondents used credit at least once), while 45%
of them used exclusively their own sources of financing. Out of the observed 40 enterprises, 4
enterprises have an active credit policy, ie only 4 enterprises have borrowed more than 5
times through loans. One in four of the enterprises that borrowed credit used the enterprises
assets, while 75% of enterprise owners had to pledge their own assets in order to obtain a
loan.

Graph 7. Number of enterprises in which
there was a drop in revenue

Graph 8. Decline income in percentage

Graphs 7 and 8 show the numerical number of enterprises with a drop in revenue, as well as
the percentage drop in revenue compared to the period before the coronavirus. In Chart 7, we
can see that out of the observed 40 enterprises, 75% of them had a decline in total revenue,
with 42.5% of the total observed enterprises having a decline in revenues of over 50%, 15%
of them (6 observed enterprises) fell between 25% and 50% of total revenue compared to the
pre-virus period. We can notice that a smaller drop in revenue in the percentage of up to 25%
was achieved by 7 enterprises, 17.5% of them.
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Graph 9. Reduction of the number of employees

Graph 10. How enterprises pay their
obligations in times of crisis

In Charts 9 and 10, we can see the consequences of the crisis caused by the corona virus on
the enterprise operations. At the time of the survey, 30% of enterprises had already reduced
the number of employees, while 40% of them were thinking about reducing the number of
workers, it should be borne in mind that some of these enterprises are micro enterprises where
the owner is usually the only worker. Most enterprises have problems with paying due
obligations during the crisis, so 14 or 35% of them do not pay their obligations, while 45% of
enterprises pay obligations from personal funds, only 20% of enterprises can pay obligations
from enterpriser serves or current operations. Of the 40 observed enterprises, 7 of them tried
to borrow through a bank loan during the mentioned crisis, none of the observed enterprises
was granted a loan until the end of the work.
4. Discussion
If we compare the prices of sources of financing for SMEs in the Republic of Srpska and the
EU, we see that our SMEs are in a much more unfavorable position. High prices of external
sources of financing, creditors justify with high risk. Numerous authors have shown in their
research that both the price and availability of sources of financing depend on the
development of the financial system and the financial market. The financial system and
financial market of Republika Srpska are underdeveloped by all parameters.
The business of enterprises in BiH is in a critical state, and micro-enterprises bear the heaviest
weight. According to the findings of the survey conducted by the Foundation 787 (Foundation
787, 2020), as of April 11, 2020, a total of 72.1% of respondents have already stopped
operating, and 16.4% have switched to alternative types of business in order to survive.
Approximately 71.5% of respondents also stated that the crisis has already had a very
negative impact on their business and income. Also, about 11% said they had to check out
employees, and another 51.9% said they might have to do so soon. If that happens, such a
high level of structural unemployment in BiH will increase further. As many as 72.4% of
micro-enterprises stated that the impact of the crisis was extremely negative, compared to
67.5% of small and 57.1% of medium-sized enterprises that share the same opinion. Finally,
in an effort to overcome the crisis, 63% of firms delayed payment of liabilities to the state
(World Bank, 2020).
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Falling demand is the most serious challenge. When respondents were asked to list a
maximum of three main problems, 71.2% opted for reduced demand, another 10.4% cited a
contraction in exports, and 27.5% complained about the inability to collect receivables from
other enterprises in the value chain. Supply-side factors were not as serious as demand-side
shocks. Only 10.4% of firms cited shortages of raw materials and declining production
volumes as the main cause for concern, while 13.6% reported difficulties with work
organization. The highest probability of closure was recorded in the smallest enterprises, ie
those with less than 10 employees, of which 54.41% belong to this group; 29.2% of
respondents stated that they had reduced the number of employees, although 0.4% reported
hiring new workers (World Bank, 2020). When we compare the results of the research with
the research of the World Bank, we see that the results are similar, with the results of the
research of the World Bank for BiH, and thus the Republika Srpska even more devastating.
Stevanović and Nikolić (2016) also wrote about state interventionism as a form of SME
assistance, stating that the state can help finance SMEs through the following measures:
- to strengthen the private sector and create an environment that will encourage young people
to start their own businesses with a special emphasis on education system reform,
- to tax and financial incentives for newly established shops and enterprises,
- facilitates the procedure, the level of interest rates in the banking sector, creates micro credit
lines, activates both informal and formal investors.
The effects of the global financial crisis caused a drastic decline in world trade, production,
exports, investment and private consumption, hitting SMEs the hardest, causing their poorer
performance compared to the pre-crisis period, which undoubtedly indicates that in periods of
economic growth the importance of these enterprises more pronounced (Beraha, 2011).
All EU member states have the resources to start business, as well as to support innovation.
Funding for EU-based SMEs is relatively easily available in most EU Member States. In
addition, business angel funds and venture capital funds have been established in most EU
Member States as well as an alternative capital fund. More than half of the EU member states
have an organized service to support SMEs, and their access to funds or an expert group that
offers inspiration and guidelines for alternative sources of funding, which should be the path
that Republika Srpska will follow.
To fully support the development and growth of SMEs in the Republika Srpska, it is
necessary to create an efficient and stimulating institutional environment. Numerous studies
indicate that access to finance is one of the main problems faced by SMEs. In addition to
traditional financing through bank loans, other non-traditional ways of financing need to be
developed. The Investment and Development Bank of the Republic of Srpska and the Agency
for Small and Medium Enterprises should use as much as possible the funds available in the
funds of the Investment Bank, European pre-accession funds. As well as to provide easier and
more favorable conditions for financing the business of entrepreneurs, which should
ultimately encourage the economic image of the Republic of Srpska.
Conclusion
Enterprise owners and scientific research agree that finding the missing capital is a difficult
task for SMEs, primarily because of the greater risk faced by creditors. The reason that
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financial organizations are not ready to invest in SMEs is the higher financial risk caused by
their high rate of business failure and liquidation. Although they are generators of growth and
development of the overall economy, small and medium enterprises face many problems in
their business, and one of the biggest problems is access to sources of financing. The issue of
sources of financing of small and medium enterprises is the subject of research by the
scientific and professional public, but also by international organizations.
Through our work, we have seen that SMEs in every cycle of their business, have problems
with financing their activities, these problems are especially evident in economic crises,
which can affect the entire economy. SMEs are of great importance for the economic system
of all market-oriented systems, but this is especially true for developing countries.
The basic conclusion of the research is that most SMEs do not have reserves that can absorb
market shocks, especially strong and long-lasting ones such as the crisis caused by the corona
virus. Most of the observed enterprises are not able to pay their obligations in the long run,
nor to keep the existing number of employees. As we have stated in the paper, the SME sector
has multiple benefits for the economy, and as such it is necessary to have state protection
when it becomes necessary. It is necessary for the state to provide funding for this sector
through its mechanisms, in accordance with adequate conditions. In addition to state
interventionism, it is necessary to reduce market barriers to the inflow of private capital into
SMEs in order to enable wider and sustainable access to funding sources. Sufficient sources
of financing, which can meet the growth needs of economically productive SMEs, can also be
mobilized in the context of market solutions.
Further research on this topic should go in the direction of defining which mechanisms the
state should use to help the SME sector, as well as how to connect the private sector and
private investors with the SME sector. Restrictions that created an obstacle in the work
referred to the availability of certain data, as well as to a relatively small sample.
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Depopulation and its Economic and Social Consequences –
The Case of Republika Srpska
Jadranka Petrović 1
Abstract
The importance of human factor for the functioning and development of the economy and
society has been emphasized by numerous theorists, both classical and modern. Human factor
has a central role in management, innovations and entrepreneurship. Dramatic depopulation in
Republika Srpska in the last 20 years, caused by insufficient births, as well as by high
emigration, threatens to endanger the biological survival of the population, with serious
economic, social, political and security threats and consequences. The aim of this research is
to analyze depopulation trends in Republika Srpska and some of its economic and social
consequences. We will analyse the impact of demografic trends in Republika Srpska on labor
supply i.e., on the working age population (15-65 years) trend, as well as on human capital
formation presented through the trends in the enrolment and total number of students in the
elementary schools, secondary schools and universities in Republika Srpska. The results of
the research show that Republika Srpska is facing dramatic decrease of human
capital expressed through dramatic reduction of students on all level of education:
primary, secondary and university. Also, the research results show that Republika Srpska
population is rapidly aging and that working age population is constantly decreasing.
Decrease of human capital, declining workforce and an aging population are becoming a
limiting factor for an economic and social sustainability and growth. Dramatic depopulation
in Republika Srpska requires urgent government intervention. On one side, it requires design
and implementation of economic policies that will improve the living standard of population.
On the other side, it requires urgent design and implementation of a strong family policy with
significant budget allocations to support children and families in order to ease the economic
burden of raising children.
Keywords: depopulation, Republika Srpska, human capital, working-age population,
economic growth, family policy
Introduction
Dramatic depopulation in Republika Srpska in the last 20 years, caused by insufficient births,
as well as by high emigration, threatens to endanger the biological survival of the population,
with serious economic, social, political and security threats and consequences.
The aim of this research is to analyze depopulation trends in Republika Srpska and some of its
economic and social consequences. We will analyse the impact of demografic trends in
Republika Srpska on labor supply i.e., on the working age population (15-65 years) trend, as
well as on human capital formation presented through the trends in the enrolment and total
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number of students in the elementary schools, secondary schools and universities in
Republika Srpska.
This paper should serve as an initiative for broader research of this problem – of the causes
and consequences of depopulation, as well as on the policies to reverse the negative
population trends.
After the introduction section, literature review provides an overview of the importance of
human factor for the functioning of the economy as well as the relationship between
population growth and economic growth. Section three explains the data and methodology,
while section four gives an overview of general population trends in Republika Srpska, trends
of working age population (15-65 years), the trends of elementary and secondary school
students as well as university students in Republika Srpska. Conclusions are presented in the
final section.
1. Literature review
The importance of human factor for the functioning and development of the economy and
society has been emphasized by numerous economists, both classical and modern. For John
Stuart Mill (1806-1873), population growth is one of the three crucial variables in economic
growth, together with technology and capital accumulation (Ekelund & Hébert, 1997).
According to Marshall (Alfred Marshall, 1842-1924) the production of wealth is only a means
of sustaining a man, meeting his needs and developing his abilities, and the basic step towards
progress, according to him, is investing in human capital (Caldari, 2004). Swedish Nobel
laureate Karl Gunnar Myrdal also recognizes the importance of human potential for the
functioning and development of the economy, and of the society as a whole (Myrdal, 1973).
The American Nobel laureate Joseph Stiglitz considers the human capital as a basic factor for
development: "People are in the core of development" (Stiglitz, 2009:71).
The New Economic Growth theory, whose goal is to endogenously explain long run
economic growth, has put an emphasis on demographic factors as an essential element in
explaining the dynamics of growth. This theory has put back into focus population size, and
formation of human capital (Brezis, Young, 2016). New growth theory suggests human
capital has a central role in productivity and in innovation, as a stock of useful knowledge that
can generate continued growth. Human capital is the sum of the attributes of individuals that,
when used in production, yield income to the individual over the long term. Investments in
human capital include formal investments in education, training, and health, as well as
experience gained through on the job training and other activities (Becker, 2008).
Population size, growth, composition, age and sex distribution affects economic and social
development, but also culture, policy and security.
Analyzing the relationship between population growth and economic growth, McNicoll
(1984) has found that strong economic growth frequently causes population growth, either
through increased birth rates or migration. Dasgupta (2000) finds also positive correlation
between population growth and economic growth. In contrast, there are researches claiming
that, given that economic growth increases women’s relative wages, the opportunity costs of
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raising children increase simultaneously with economic development, reducing fertility. Shin
(2016) finds that the fertility rate of population decreases as the income increases. In this
research he analyzed the changes in the two variables using the GDP per capita and fertility
rate of 106 countries in 51 years, from 1960 to 2010, and predicted the changes in the two
variables up to 2030. This paper has shown that there is a negative relationship between
income and fertility rate. The deteminants of the birth rates have been sought in the
employment of woman, increase in women education, status and independence, and
consequently in the increase of the opportunity costs of raising children, urbanization as well
as religious and social values (Huang, Xie, 2013)
Population size is considered to be a very important factor of economic growth. The world is
facing with population aging i.e., ongoing rise in the proportion of the population aged 65 and
over, a shift that has important implications for economic growth and fiscal sustainability.
The share of the world's total population over the age 65 rose from 5 percent in 1950 to above
8 percent in 2000, and is expected to nearly double to around 15 percent by 2050 (Kim,
2016).
In its study (IMF, 2004), International Monetary Fund analyzes the importance of
demographic change for global economic growth. Using a large multi-country panel
regression framework relating economic growth to the age structure of the population, this
study found that a 1 basis-point increase in the share of working-age (15 to 64) population
would increase per capita real GDP growth (in PPP terms) by as much as 8 basis
points. Conversely, a 1 basis-point increase in the share of elderly population (65 and up)
would decrease economic growth by about 4 basis points.
Similarly, Kim (2016) analyses how a population aging i.e., how a changing age structure of
the population (between four groups--ages 0-14, 15-39, 40-64, and 65+) has affected GDP
growth using cross-country data for 18 advanced OECD countries. He finds that demographic
changes in the sense of population aging account for a significant portion of the downward
trend in economic growth of these countries during the past decade, including in Japan and
the United States. Moreover, the continuation of the shift toward an older population is likely
to be an important factor dampening GDP growth in OECD economies over the next couple
of decades.
2. Data and Methodology
The aim of the paper is to analyze some of the economic and social consequences of
depopulation in Republika Srpska. We will analyse the impact of population trends in
Republika Srpska on the trend of working age population, and the trends in the number of
students in elementary schools, secondary schools and universities in Republika Srpska.
In order to address these questions, the paper examines demographic trends and its
consequences through following variables: population trends, fertility (total fertility rate - live
births per woman), live births and deaths, natural increase, share of children, share of working
age population, share of elderly population (65 +), elementary school enrolment, secondary
school enrolment and university enrolment.

225

The data on the variables used in the empirical study are taken from various statistical
databases and sources: the UN World Population Prospects 2019, EUROSTAT and the
Republika Srpska Institute of Statistics.
The analysis of time series and trends are the main statistical methods used in the research.
For most of the variables the time period analised is 25 years, from 1996 to 2000. Also, we
have conducted desk research of demographic studies and policy documents dealing with
demographic issues and family policies.
3. Results and Discussion
3.1.

Population trends in the world

According to United Nations data (United Nations, 2019), in the 70 years period , from 1950
to 2020, the population increased on all continents. The highest growth was recorded in
Africa, where the population increased by almost 6 times (from 227.8 million in 1950 to
1340.6 million in 2020), followed by Latin America, where the population increased by
almost 4 times (from 169 million to 654 million), in Asia by more than 3 times (from 1405
million to 4641 million), in North America by more than 2 times (from 173 million to 369
million), while the population of Europe increased by 36% (from 549 million to 748 million).
United Nations estimates that in the next 30 years, 2020-2050, the population will continue to
grow on all the continents, except in Europe, where a population decline of 5% is projected.
The highest population growth in this period is projected in Africa, by 86% (from 1341 to
2489 million), then in Latin America by 17% (from 654 to 762 million), in North America by
15% (from 369 to 425 million) and in Asia by 14% (from 4641 to 5290 million) (Ibid).
Graph 1: Population trend by continents in the period 1950-2020, with projections to 2050

Source: Auhor, based on UN World Population Prospects 2019 data
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In the EU-27, the total population has grown by a quarter since 1960, up to 447 million in
2019. However, there are differences between countries. While France, Germany, Belgium,
Ireland, Cyprus, Luxembourg, Malta and Sweden have seen a relatively steady increase,
Bulgaria, Croatia, Latvia, Lithuania and Romania have seen their population decline after
1990. Since 2012, the number of deaths in the EU-27 has exceeded the number of births. This
means that without positive net migration, Europe’s population would have already started to
shrink. Projections show that the size of Europe’s total population will remain rather stable
for the next two decades and then start declining. It is projected to reach a plateau of about
449 million people before 2025 and then decrease progressively after 2030 to 424 million by
2070 – a 5% reduction in 50 years (European Commission, 2020).
In 2019, the EU’s total fertility rate (the average number of childbirths per woman) was 1.53
live births per woman. This is considerably below the value of 2.1 children per woman,
considered to be the level required to keep the population size constant in the absence of
migration. The highest fertility rate in the EU in 2019 was recorded in France (1,86 live births
per woman), Romania (1,77), Sweden, Czechia and Ireland (all 1,71 live births per woman).
By contrast, some of the lowest fertility rates were recorded in Greece, Spain (1,23 live births
per woman), Italy (1,27), Cyprus (1,33), Greece (1,34) and Finland (1,35 live births per
woman) (EUROSTAT, 2021).
Graph 2: EU Total Fertility Rate (live births per woman) in 2019, by regions

Source: EUROSTAT (https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Population_
statistics_at_regional_level#Fertility), accessed 15.07.2021.
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In Balkan countries in 70 years period, 1950-2020 (Table 1), we notice a constant fertility
decline, in Albania from 6.23 live births per woman in 1950-1955 to 1.62 live births per
woman in 2015-2020, in BiH from 4.82 to 1.27 and in Bulgaria from 2.53 to 1.2 in the period
1995-2000, with increase to 1.56 in the period 2015-2020.
In Croatia, also, there is a steady decline in fertility in the period 1950 to 2020, from 2.73 to
1.45 live births per woman, in Greece from 2.48 to 1.3 live births per woman, in Montenegro
from 4.35 to 1.75 live births per woman, in North Macedonia from 5.06 to 1.5, in Romania
from 5.06 in the period 1950-55 to 1.32 in the period 1995-2000, whith an increase to 1.62
live births per woman in the period 2015-2020. In Serbia we, also, notice a constant decline of
fertility, from 3.22 live births per woman in 1950-1955 to 1.46 in 2015-2020.
Of all the Balkan countries, Bosnia and Herzegovina has the lowest total fertility rate in the
period 2015-2020 of 1.27 live births per woman. The UN predicts that the fertility rate in BiH
will further decline to 1.21 in the period 2025-2030, and will be one of the lowest fertility
rates in the world (United Nations, 2019).
Table 1: Total Fertility Rate (live births per woman) in Balkan countries, 1950-2020
Country

19501955

19851990

19952000

20152020

Albania

6,23

3,15

2,38

1,62

BiH

4,82

1,86

1,68

1,27

Bulgaria

2,53

1,95

1,2

1,56

Croatia

2,73

1,72

1,62

1,45

Greece

2,48

1,53

1,31

1,3

Montenegro

4,35

2,11

1,91

1,75

North
Macedonia
Romania

5,06

2,27

1,83

1,5

3,06

2,27

1,32

1,62

Serbia

3,22

2,23

1,83

1,46

Source: Auhor, based on UN World Population Prospects 2019
(pages 211, 309, 329, 431, 572, 813, 874, 955 and 1000)
3.2. Population trends in Republika Srpska
For two decades (2002-2021), Republika Srpska has been facing a serious demographic
problem in the form of a significant depopulation, caused by a constant decline in the number
of births, as well as by emigration.
After the end of the civil war in Bosnia and Herzegovina in 1995, Republika Srpska Statistical
Office published the first estimates of the population in Republika Srpska in 1996. These
estimates were based on data from the 1991 Census in BiH, the 1996 Census of refugees and
displaced households in Republika Srpska, and an analysis of data on natural increase i.e. the
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number of births and deaths. According to these estimates, there were 1,391,593 inhabitants
in Republika Srpska in 1996, out of which 971,714 or nearly 70% was domiciled population,
while 419,879 or 30% were refugees and displaced persons (Demographic Statistics 5,
Republika Srpska Institute of Statistics, 2001).
In the period from 1996 to 2013, when the Census was conducted in BiH, the population
estimates by Republika Srpska Statistical Office were over 1.4 million. For example,
estimates for 2013 were 1,425,549 inhabitants. However, the results of the Population Census
in BiH conducted in October 2013 showed that in Republika Srpska in 2013 there were
1,171,179 inhabitants, ie. by 254,370 residents less than estimated. The Census showed that
the estimated population was as much as 21.7% higher than the real situation. Also, the
Census showed that in 17 years (from 1996 and the first population estimates of 1,391,593
until the 2013 Census), Republika Srpska lost 220,414 or 15.8% of the population.
Insufficient births contributed to this loss of population, as well as significant emigration.
As the BiH Agency for Statistics as well as Republika Srpska Statistical Office do not
monitor external but only internal migration, it is not possible to obtain valid statistical data
on the number of emigrants from the Republika Srpska to other countries. However, this
number is certainly alarming, which is evident from the results of the 2013 Census.
On the other hand, Republika Srpska is facing the problem of insufficient births. Natural
increase (the difference between the number of live births and deaths) in Republika Srpska
has been negative since 2002, when it was -644 inhabitants. It has been continuously
worsening and reached its lowest level in year 2020, when it was -7421 inhabitants.
The number of live births in Republika Srpska was 11,939 in 1996. It was growing slowly and
reached its maximum in 1999, when almost 13,995 children were born. Since then, the
number of born children per year has been decreasing, and since 2011 the number of live
births has dropped below 10,000 children per year. The lowest number of births in the period
1996-2020. was recorded in 2020 when it amounted to 9161 children, which is 4835 children
or 34.5% less than in year 1999 (Statistical Yearbook of the Republic of Srpska, 2021, Table
5.15.).
In the 19-year period from 2002 to 2020, Republika Srpska lost 77,042 inhabitants thanks to
negative natural increase alone, representing 6.8% of the estimated 2020 population
(estimation 1,136,274).
In 2020, all cities and municipalities in Republika Srpska had a negative natural increase
(more deaths than live births) except for the small municipality of Jezero, which had a
positive natural increase of 1 child, with 6 live births and 5 deaths.
In Republika Srpska in the last 10 years (2011-2020), an average of 9454 children were born
annually, and an average of 14596 people died annually. This means that for a simple change
of generation, Republika Srpska lacks an average of more than 5000 children a year.
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Graph 3: Live births and Deaths in Republika Srpska in the period 1996-2020 (in thousands)

Source: Republika Srpska Institute of Statistics (Statistical Yearbook of Republika Srpska
2021, Graph 5.2., pp 107)
In the period 2011-2020, the average total fertility rate (average number of live
births per woman) in Republika Srpska was 1.32 (Center for Demographics
Initiatives, 2021), which is below the rate of 2.1 children per woman, that
ensures simple reproduction of the population.
3.3.Economic and social consequences of depopulation in Republika Srpska
Decrease of human capital through population aging, the loss of labour force and consumers,
working-age population shrinking, increasing costs for the social insurance system, closing of
schools, declining attractiveness for new businesses due to constantly decreasing domestic
market are the possible effects that can be caused by the country’s high depopulation.
In this part of the paper, we will research the impact of Republika Srpska depopulation on the
working-age population trend, as well as on the enrolment trends in primary schools,
secondary schools and universities in Republika Srpska.
3.3.1. Trend of working age population (15-65 years) in Republika Srpska
By monitoring the population trends by age groups in the period from 2013-2020, we can
conclude that the number of children up to 15 years of age and the number of working age
population aged 15-65 is constantly declining, while the number of people over 65 years of
age is growing. In the period of 7 years, 2013-2020, the number of children under 15
decreased by 8.5%, the number of working age population aged 15-65 decreased by 6.6%,
while the number of people over 65 increased by 18.2%. This shows us that the population of

230

Srpska is rapidly aging, that the working age population is constantly decreasing, while the
base for the future working age population (children up to 15 years) is decreasing, too.
Graph 4: Population estimates by age in Republika Srpska, 2013-2020

Population estimates by age in Republika
Srpska, 2013-2020
1200000
1000000
800000
600000
400000
200000
0
2013

2014

2015
year 0-15

2016

2017

year 15-65

2018

2019

2020

above 65

Source, Author based on Republika Srpska Institute of Statistics
These estimates of the population of the Republika Republic Statistical Office do not take into
account external migration, i.e. emigration of the population, which is significant. This
implies the fact that the reduction of the labor force (15-65 years) and the number of children
up to 15 years of age is more significant than estimated.
In the area of the labor market, employers in Republika Srpska are already facing a lack of
qualified and trained workforce. Declining workforce and an aging population are
increasingly becoming a limiting factor for economic growth and development (Pucar, 2017).
3.3.2. Trend of elementary school pupils in Republika Srpska
We have analized the trend of elementary school pupils in Republika Srpska in the 25 years
period, from the school year 1996/1997 to the school year 2020/2021, as well as the trend of
elementary school enrolment in the first class in the same period.
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Graph 5: Elementary school pupils at the beginning of the school year in Republika Srpska,
school year 1996/1997 to 2020/2021
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Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletins Primary Education, number 2 (Table 3.2.), 6 (Table 3.2.), 11 (Table 3.5.), 16 (Table 1.2.) and
Bulletin 2020/2021 (Table 1.2.).
At the beginning of the observed period, in the school year 1996/1997, 127426 primary
school pupils were enrolled in elementary schools in Republika Srpska. The following year,
1997/1998, the number of students in the Republika Srpska increased slightly by 0.92% (to
127,543), and this represents the maximum of the observed 25-year period. Since the school
year 2003/2004, there has been a constant decline of the number of primary school students,
so that in the school year 2012/2013 this number fell below 100,000 primary school pupils for
the first time (98,599), while 6 years late, in the school year 2018/2019, it fell below 90,000
pupils (89,630). The average annual decline from the school year 2003/2004 to 2020/2021
was 2257 students per year, or 2.13%.
If we compare the last and the first year of the 25-year observed period, i.e. 2020/2021 and
1996/1997 school year, we will see that in 2020/2021 there were 86,435 primary school
students in the Republic of Srpska, which is 40,991 primary school students or 32% less than
in school year 1996/1997, when there were 127,426 primary school students. This represents
a dramatic reduction of primary school pupils!
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Graph 6: Elementary school enrolment in Republika Srpska, school year 1996/1997 to
2020/2021
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Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletins Primary Education, number 2 (Table 3.2.), 6 (Table 3.2.), 11 (Table 3.5.), 16 (Table 1.2.) and
Bulletin 2020/2021 (Table 1.2.).
Regarding the number of enrolled first-grade pupils in primary schools in the Republika
Srpska, 15,079 first-grade pupils were enrolled at the beginning of the observed period, in the
1996/1997 school year. The maximum of the 25-year period was reached in the school year
2001/2002, when 15,286 first-grade pupils were enrolled. From the school year 2002/2003,
there was a constant decline in the number of first-grade pupils, so that in the school year
2017/2018 this number fell below 10,000 (9841), while in the school year 2020/2021 it
reached the minimum of the observed perio , with 9169 enrolled first grade students in
Republika Srpska.
In the 25 years period, the number of enrolled first-grade pupils decreased by 5,910 pupils or
almost by 40% (precisely by 39.19%), from 15,079 enrolled in the school year 1996/1997 to
9,196 enrolled in the school year 2020/2021, that represent a dramatic decrease.
The consequences of the reduction of enrolled elementary school pupils in Republika Srpska
are reflected in the overall socio-economic development through the abolition of classes,
school closures, surplus of teachers, additional burdens on funds, reduction of enrolment in
high schools and universities, as well as the reduction of labor and reproductive population.
In the past 15-years period, from 2006 to 2020, 110 primary school facilities were closed in
Republika Srpska, which represents 14.4% of the facilities that were in operation in 2006
(Republika Srpska Institute of Statistics).
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3.3.3. Trend of secondary school pupils in Republika Srpska
We have analized the trend of total number of secondary school pupils in Republika Srpska in
the 25-years period, from the school year 1996/1997 to the school year 2020/2021, as well as
the trend of elementary school enrolment in the first class in the same period.
In Graph 3 we can see that the maximum of the 25-years period was reached in school year
2000/2001, with 54340 secondary schools pupils in Republika Srpska. In the following period
the number of pupils decreased to 36405 pupils in school year 2020/2021. It means that in 20years period Republika Srpska lost 17 935 secondary school pupils or 33%.
Graph 7: Total number of secondary school pupils at the beginning of the school year in
Republika Srpska, 1996/1997-2020/2021

Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletins Secondary Education, number 5 (Table 3.2.), 10 (Table 3.2.), 14 (Table 1.1.), Bulletins
2018/2019 (Table 1.1.) and 2020/2021 (Table 1.1.).
In 20-years period (2001/2002-2020/2021), the number of enrolled pupils in the first grades of
secondary schools in Republika Srpska decreased by 40.3%, from 15,983 enrolled in the
school year 2001/2002 to 9,541 enrolled in the school year 2020/2021. This decrease is a
consequence of the decrease in the primary schools enrolment in Republika Srpska.
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Graph 8: Secondary school enrolment in Republika Srpska, 2001/2002-2020/2021
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Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletins Secondary Education, number 5 (Table 3.2.), 10 (Table 3.2.), 14 (Table 1.1.), Bulletins
2018/2019 (Table 1.1.) and 2020/2021 (Table 1.1.).
3.3.4. Trend of university students in Republika Srpska
Observing the period from the academic year 2010/2011 tо 2020/2021, the number of
university students in Republika Srpska reached its maximum in the academic years
2010/2011 and 2011/2012, when it amounted to 45,966, and 46,547 students. Since then,
there has been a constant decline in the total number of students in Republika Srpska,
studying both, on public and private higher education institutions. For the past 10 years, the
number of university students decreased by 20,231 or 44%, from 45,966 students in the
academic year 2010/2011 to 25,735 students in the academic year 2020/2021.
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Graph 9: Enrolled students in higher education institutions in Republika Srpska - total,
2010/2011-2020/2021
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Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletin Higher Education 2020/2021 and Statistical Yearbook of Republika Srpska 2021 (Table
24.13.).
Also, in the past 10 years, from academic school 2010/2011 to 2020/2021, there has been a
constant decline in the number of students enrolled in the first year of universities, which is
shown in the Graph 10.
Graph 10: Students enrolled in the 1st year of higher education institutions in Republika
Srpska, 2010/2011-2020/2021
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Source: Author, based on Republika Srpska Institute of Statistics data, Statistical Bulletin Higher Education 2020/2021 and Statistical Yearbook of Republika Srpska 2021 (Table
24.13.).
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For the past 10 years, from the academic year 2010/2011 to 2020/2021, the number of
freshmen decreased by 52%, from 12,382 enrolled students in the academic year 2010/2011 to
5,988 enrolled students in 2020/2021.
3.4. Family policies in Republika Srpska – the need for urgent design and
implementation
In many countries with low birth rates, governments have introduced birth incentive policies
or Family policies to increase birth rates. Good examples of successful Family policies are
France nad Sweden.
France has a constantly positive natural increase and the highest total fertility rate of 1.86
children per woman in the EU in 2019. France has an explicit interventionist family policy
since the end of World War II, which is an autonomous field of the social security system.
The famous slogan of the president of France De Gaulle, after the Second World War: "...
twelve million babies in the next ten years ..." (cited in Marinković, 2014) became the state
policy in the following years in France.
The main objectives of the family policy included supporting families, protecting family
values and improving family life. Family policy has its own budget and institutions in charge
of implementing the family policy. The National Family Allowance Fund (Caisse Nationale
d’Allocations Familiales - CNAF) carry out the family policy that is implemented by local
Family Allowance Funds in charge of delivering the family allowances (child benefits and
other family related allowances) and also social assistance to families or individuals in need
of support (Letablier, 2008)
In France public spending on support to parenthood is one of the highest in the EU. With
3.7% of the GDP devoted to family support (including tax breaks and pre-school
expenditure), France lies at the third rank among the European Union member states, after
Luxembourg and Denmark, for policy expenditures devoted to supporting parents of young
children (Ibid).
Family support measures in France are twofold: the ones supporting working mothers, and the
others supporting maternal care of children, especially in first three years of children, giving
mothers’ the “choice” to remain in paid work or to care for children at home, both being
supported by the family policy. Fertility is encouraged through support to direct costs of
children, especially by providing child benefits to families. Child benefits are provided only
from the second child and their amount rises with the number of children, so children are not
treated equally but rather according to their birth order. These conditions of eligibility were
aimed at supporting and encouraging large families. (Ibid)
Sweden started its family policies in mid 1930-ties, aimed at the welfare of families with
children, in the field of housing, nutrition, health and education. In 1935 the government
appointed the Royal Commission on the Swedish population problem which elaborated plans
for a number of social reforms that were primarily aimed at raising the standard of the care
and welfare of children (Myrdal, 1973).
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In the next ten years, ie. by 1945, the total fertility rate in Sweden had risen from 1.7 to 2.6, or
52% (Marinković, 2014).
Republika Srpska has a certain measures of population policies, but they are not sufficient.
For instance, the child allowance, which is the basic instrument in successful family policies
in the world, in Republika Srpska has a purely social character, and is intended for the most
socially endangered families, for children without parental care and for children with
disabilities.
Paradoxically, in the situation of dramatic depopulation, the number of children who are the
beneficiaries of child allowance in Republika Srpska is constantly decreasing. In Graph 11 we
see that in the 10-years period, 2011-2020, the number of child allowance beneficiaries in
Republika Srpska decreased from 41636 to 19210, or by 54%. Child allowance beneficiaries
are children from very poor families as well as disabled children, and the children under
guardianship 2.
Graph 11: Number of child allowance beneficiaries in Republika Srpska, 2011-2020
42000
40000
38000
36000
34000
32000
30000
28000
26000
24000
22000
20000
18000

41636
38552
37503
36136
34634
33125
28767
27222

21862
19210
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Child allowance beneficiaries

Source: Author, based on Statistical Yearbook of Republika Srpska 2021 data, table 30.8.
Demographic research in the Republika Srpska has shown that the reasons for not having the
desired number of children in the Republika Srpska are related to obstacles of an economic
nature: unemployment, economic crises and uncertain future (Marinković, 2018: 251;
Marinković et al, 2020: 69).
Various demographic studies and strategies have long recognized demographic problems and
recommended measures such as: child allowance, maternity allowance, tax breaks, work and
The amount of the child allowance for 2021 is:
· For the second and fourth child - 46.80 KM
For the third child - 93.60 KM
· For disabled children or children under guardianship - 119.60 KM
Source: Republika Srpska Public fund for children protection (Javni fond dječije zaštite Republike Srpske,
https://www.jfdz.org/sr/page/16/dodatak-na-djetsu).
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parenting adjustment measures, etc (Strategija za razvoj porodice u Republici Srpskoj za
period 2009-2014. godine; Marinković i Majić, 2018; Demografski razvoj i populaciona
politika Republike Srpske – analiza stanja i prijedlog mjera, 2019). Unfortunately, most of the
proposals were not implemented till now.
Dramatic depopulation in Republika Srpska requires urgent government intervention. On one
side, it requires design and implementation of economic policies that will improve the living
standard of population. On the other side, it requires urgent design and implementation of a
strong family policy with significant budget allocations to support children and families in
order to ease the economic burden of raising children.
In order to have successful family policy in Republika Srpska that will reverse the negative
trends it is necessary to put the support to children and families on the top of political
priorities, with important financial budget allocations.
If the strong and urgent government intervention is absent, there is a danger that, to parafrase
prof. Marinkovic (2018:6), we become collaborators in directly invoking our national tragedy.
Conclusion
The importance of human factor for the functioning and development of the economy and
society has been emphasized by numerous theorists, both classical and modern.
For two decades (2002-2021), Republika Srpska has been facing a serious demographic
problem in the form of a significant depopulation, caused by a constant decline in the number
of births, as well as by emigration.
The results of the Population Census in BiH conducted in October 2013 showed that in
Republika Srpska in 2013 there were 254,370 residents (or 18%) less than estimated by
Republika Srpska Institute of Statistics. Natural increase, as the difference between the
number of live births and deaths, in Republika Srpska has been negative since 2002, and has
been continuously worsening. In the last 10 years (2011-2020), an average of 9454 children
were born annually, and an average of 14596 people died annually. For a simple change of
generation, Republika Srpska lacks more than 5000 children a year, on average. At the same
time, in the period 2011-2020, the average total fertility rate (average number of live births
per woman) in Republika Srpska was 1.32 which is much below replacement fertility of 2.1
children per woman.
The results of the research showed that Republika Srpska is facing dramatic decrease of
human capital expressed through dramatic reduction of students on all level of education:
primary, secondary and university.
In the 25 years period (school year 1996/1997 to 2020/2021) Republika Srpska faced with
reduction of primary school students for 32% and reduction of primary school enrolment in
first grades for 40%.
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In the 20-years period (from its maximum in school year 2000/2001 to the school year
2020/2021) the number of secondary school students in Republika Srpska decreased by 33%,
while the number of the first grades students in secondary schools decreased by 40,3%.
In last 10 years (from its maximum in school year 2010/2011 to the school year 2020/2021)
the number of university students decreased by 44%, while the number of enrolled university
students in the first year decreased by 52%.
Also, the research results showed that Republika Srpska population is rapidly aging and the
working age population is constantly decreasing.
Declining workforce and an aging population are becoming a limiting factor for economic
sustainability and growth.
It also negatively affects innovation capacities and entrepreneurship. Shrinking population
and constantly decreasing domestic market cause declining attractiveness for new businesses.
Dramatic depopulation in Republika Srpska requires urgent government intervention. On one
side, it requires design and implementation of economic policies that will improve the living
standard of population. On the other side, it requires urgent design and implementation of a
strong family policy with significant budget allocations to support children and families in
order to ease the economic burden of raising children.
Depopulation problem of Republika Srpska must not be ignored. This paper is part of the
efforts to bring the problem to the light. It should serve as an initiative for broader research of
this problem – of the causes and consequences of depopulation, as well as on the policies
needed to reverse the negative population trends.
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Abstract
The innovation opportunities had a major influence to the choice of business models and
strategies in banks, trying to achieve advantage over their competitors. Priority was given to
the process of service and product digitalization, leading to the digital transformation of their
entire business. This cannot be achieved without an excellent corporate governance system,
which involves different mechanisms for management and controlling of the bank business
and realization of its business objectives. In this paper, the following research question is
addressed: is the bank corporate governance in Bosnia & Herzegovina (B&H) directed toward
the traditional business models, or does it, rather, support the product and service
digitalization? Results of the analysis indicate the existence of a relationship between the
corporate governance, its stakeholders, defined objectives and strategies of corporate
governance and the implementation of contemporary technology and digitalization of the
bank products and services. Our results could be used as guidelines for improving business
processes in both traditional, as well as banks, focused on e-business.
Keywords: banks, corporate governance, digitalization, Bosnia & Herzegovina
JEL codes: G21, G39, L86
1. Introduction
Changing business circumstances, including the financial markets and banks, development of
new business models and strategies, different ways of organization and corporate governance
are not only faced banks, but by each business organization. The changes, imposed by the
modern business environment, have influenced the strengthening of corporate governance in
organizations (Aziri, 2014). If any organization, including banks, strives for an unimpeded
growth and development, it should modernize its corporate governance, simultaneously
meeting numerous national and international rules and normative acts.
When it comes to the banking system of B&H, corporate governance is characterized by the
closed system, due to the high level of participation of foreign capital in the total share of
ownership. Changes that have affected the banking sector are related to ownership structure,
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conditioned by the entry of foreign capital, as well as by the emergence of new technologies
and the development of new products on the banking market.
The pursuit for innovation, in order to modernize business and move from traditional methods
to digitally oriented strategies, has become the basis of business in almost all banks in Bosnia
and Herzegovina. The change in focus of the work of banks and the transition from traditional
to more digitalized business systems, imply certain changes in their system of management
and governance. The research question of this study relates to the extent, in which corporate
governance has changed, due to the change in the focus of the bank operations. The study
focuses on the similarities and differences of corporate governance in traditional banks, in
comparison to corporate governance in banks that are more oriented towards digital business
transformation.
2. Literature review
Corporate governance, according to OECD principles, is defined as the “set of relations
between company’s management, its board of directors, its shareholders and other interested
parties, in other words a system that governs and controls companies (Ristić and Zekić, 2016).
With the emergence of modern ways of doing business, including digitalization, corporate
governance is becoming increasingly important, but also a complicated process that requires a
good organizational structure, appropriate strategic approach, business and sales climate, as
well as management, interested in investing in innovative ways of doing business (Jovanović
and Grujić, 2016). Managers, as holders of corporate governance in banks, fall into two
categories – those investing in the development of the existing banking system and those,
investing in the development of new products, services and processes and, thus, striving
toward a completely new business system, in order to achieve competitive advantage over
traditional banks. Corporate governance should provide guidance to managers in order to
answer the question of whether they have the courage to enter the market with digital
ambitions and whether they are willing to invest in new products, offers and services or only
represent, to some extent, modification of existing managers that are investing in upgrade of
existing systems (Water, Engelhardt, & Blaser, 2020).
While traditional banks are struggling to present the simplicity and transparency of banking
products, which are directly related to the basic needs of customers, instead of striving to
develop more innovative products, removing obsolete products and services, leading digital
banks are rethinking their operating models to digitally integrate and focus on client needs
(Water, Engelhardt, & Blaser, 2020). The modern business environment requires banks to be
more flexible in implementing corporate governance guidelines in terms of adapting to
customer requirements, while increasing the level of service quality and price
competitiveness, and on the other hand, to achieve the ultimate goal which is creating value
for the owner. Developments in the banking sector, powered by increased competition among
banks due to more intensive application of technology, along with the process of
globalization, have led to new challenges that traditional banks are increasingly facing
(Tiwari, Herstatt, and Buse, 2006).
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The digital transformation of banking is, on one hand, a consequence of the actions of
consumers who want a higher level of satisfaction, and on the other hand a consequence of
technology development and economic benefits, which is reflected in reducing costs and
increasing business volume (Jatić and Ilić, 2018). For modern, digital banks, mobile banking
is becoming just as important as the option of opening an account as a core banking product
(Wodzicki, Majewski, and Makrae, 2020).
Research shows that an average company, with well-organized corporate governance, which
uses modern information technology, achieves up to 25% higher profits than a company with
the same strategic goals, but weak corporate governance (Aziri, 2014). Main reasons for
strengthening the role of corporate governance, especially in companies that strive to move to
more modern business conditions, are privatization, the need to attract different investors, the
ability of companies to cope with hostile attempts of takeover, or merging with other
companies, deregulation and integration of capital markets (Aziri, 2014).
2.1. Corporate governance in traditionally orientated banks
Banks, in essence, are companies for the management of monetary assets, which are entrusted
to it by shareholders, depositors and creditors, respecting the principles of profitability,
liquidity and security, which constitute basis of banking operations. Traditional banking
business implies the performance of placement and fundraising operations, whereby
operations are performed through branches and sub-branches. This way of doing business has
enabled banks to increase their market share and sales of home products, as well as adapting
clients to banks (Rončević, 2006). Over time, banks, in addition to dealing with basic
banking, began to provide services that were not closely related to the basic banking business,
which allowed them to offer customers a wider range of products and services (Jatić and Ilić,
2018), enabling them to stand out from the competition.
Due to the changes that have taken place and are still taking place in the financial markets,
banks are forced to change their business models in order to adapt to the market situation.
According to the managers of some of the world's leading banks, and according to a survey by
Global Finance magazine for 2020 (Global Finance, 2020), traditional banks will have to
gradually move away from current practices and ways of doing business, and strive to define
strategies that will be aimed at simplifying services that will be made available to customers,
without obligation to visit branches, in an easier, simpler and cheaper way. Banks are moving
towards digital banking organizations, which is no longer just a business opportunity, but a
necessity (Worldpay, 2018), considering that mobile payments in developed countries will
exceed the volume of card payments by the end of 2020 (Wright, 2020), and that the value of
e-commerce transaction by 2022 will exceed the amount of 4.6 trillion USD,. Simplified
payment methods contribute to the creation of a personalized user experience, which is
becoming one of the leading premises in the operations of banks around the world.
Traditional banks are mostly struggling to present the simplicity and transparency of banking
products, directly related to the basic needs of customers, instead of striving to develop a
range of products that expand with innovation, merging and fitting with new products, while
removing outdated products and services (Vater, Engelhardt and Blaser, 2020).
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2.2. Corporate governence in E-business oriented banks
Technological innovations had the largest impact on bank offers of financial services, as new
technologies create new products and services and new ways of serving the existing needs,
with the fact that digital properties of products and services increase their value (Đuričin and
Vuksanović, 2016). This requires banks to change their business models and strategies, as
well as the overall approach to management. Unlike traditional strategies, strategies used by
modern banks, provide the opportunity to use innovation, as a key source of business growth
and digital transformation of business (Jatić and Ilic, 2018).
In addition to changes of business models and strategies, banks are trying to develop new
ways of data processing, as to use the existing huge amounts of data, which largely depends
on its digitalization level. Additionally, taking into account the costs required to create and
develop a new products, and the time required for thir exploitation, only large banks have the
capacity to develop such new products and services.
Digital transformation of banking operations is a consequence of the actions of consumers,
who wish to achieve a higher level of satisfaction and economic benefits, which is, among
other things, reflected in reducing costs and increased volume of business (Jatić and Ilić,
2018). According to research conducted by Worldpay (2018), the value of e-commerce
transactions will exceed $ 4.6 trillion by 2022, while UNCTAD (United Nations Conference
on Trade and Development) predicts that mobile payments in developed countries will exceed
the volume of card payments by the end of 2020 (Wright, 2020). According to the cited
report, this type of payment is in the process of development in economically less developed
countries, and the impact that this way of doing business has on traditionally oriented banks is
highlighted, especially in the category of households that are not inclined to visit bank
branches for certain types of payments. These researches indicate that changes and
development stimulated by information technologies will become one of the main generators
of changes in the way banks operate.
In order for a bank to get involved in the digitalization process, it must develop a strategy,
directed towards the digital transformation of business and aligned with corporate goals and
management principles. It should also have a management structure, with the capacity to
manage change. A survey conducted in 2014 by PriceWaterhouseCoopers, show that in recent
years, more and more members with knowledge in the field of digital technology have been
elected as members of the company boards of directors (Jovanović and Grujić, 2016). This
study shows that, in 41% of surveyed companies, board members who have knowledge in the
field of digital technologies represent very important people in the management system. In
46% of companies, their importance is average, while in only 12% of companies such
managers are considered to be less important. Digital banking products and services could be
one of the ways to achieve a strategic advantage of the bank, as the technology leader image
helps a bank to attract customers, looking for modern products and services, on one hand, and
on the other helps to retain existing customers who might, otherwise, turn to competition.
Modern companies, which include e-business oriented banks, through the use of modern
information and communication technology, have significantly improved business efficiency
and improved competitiveness. In the last two years, e-business banks have gained additional
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competitive advantage, through the development of functionalities that bank users have
identified as important, including the ability to buy financial products without a visit to the
branch, as well as the option to cancel their usage in the same way. Other important
functionalities include simpler ways of authorizing payments, 24-hour support, card
management, availability of additional options for transfers and payments (Wodzicki,
Majewski and Makrae, 2020).
2.3.Corporate governence in the banking sector of Bosnia and Herzegovina
Corporate governance is a way of defining a set of effective mechanisms that enable
supervision over the work of management, especially when it comes to a joint stock company
where shareholders who own company shares have certain property and management rights.
Shareholders bear the risk of poor performance of the company, but up to the amount of their
investment, while the company is the one that manages the assets and is responsible for the
assumed obligations. By definition, corporate governance includes all factors of a joint stock
company, but in practice only shareholders who have statutory and granted rights can
influence corporate governance, which is dependent on the laws of a particular country
(Rajčević, 2007).
In Bosnia and Herzegovina, corporate governance is characterized by concentrated
ownership, little separation between ownership and control, large holding structures,
reorganization, inexperienced and inadequate corporate bodies (International Finance
Corporation, 2009). The legislative framework for the establishment and operation of
companies in B&H is within the competence of the two state entities. In the Federation of
B&H, the Law on Companies is in force, while in the Republic Srpska the Law on Enterprises
is in force, and the Law on Enterprises of Brčko District applies to Brčko District. In addition
to these laws, the primary legislative framework in Republic Srpska consists of the Law on
Takeovers of Joint Stock Companies, the Law on Securities Market and the Law on Banks of
RS (Došenović, 2016), while in the Federation of B&H, the legislative framework still
includes the Law on Companies, Law on Accounting and Auditing, Law on Securities Market
and Law on Takeover of Joint Stock Companies (Matić and Papac, 2010). Common in the
entity legislation is a high level of freedom in the establishment of a company, both by a
natural or legal person, regardless if this is a national, or a foreign person (International
Finance Corporation, 2009).
Banks, as complex business systems, represent a significant factor in the functioning of
financial markets and are of great importance for the economy of each country, which
requires legal regulation of operations and the way they are managed (Došenović, 2016). The
banking system of Bosnia and Herzegovina is characterized by the existence of the Central
Bank and two institutional frameworks, which are determined by the entity laws. The
Banking Agency of these two entities are under the jurisdiction of the central bank, which is
completely independent of entity bodies and agencies.
A joint stock company in the Republic Srpska has an assembly, a management and
supervisory board and a director, i.e. in the case of commercial banks, the president of the
bank's management board. The governing bodies of shareholders’ companies in the
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Federation of B&H are the assembly, the supervisory board and the board of directors, and in
the case of banks, the president of the management board. The supervisory board in the
Federation of B&H and the management board in the Republic Srpska have a central role in
the corporate governance system (International Finance Corporation, 2009). The Law on
Companies of the Federation of B&H determines the assembly, supervisory board and
nanagement board as the governing bodies of a shareholder company. The assembly appoints
and dismisses the supervisory board, while the management board organizes the work and
manages the operations, and the president of the management board chairs the management
board, manages the operations, represents the shareholder company and is responsible for the
legality of operations.
Due to the role that banks have as financial intermediaries in the financial market, but also
due to the fact that banks are very sensitive to difficulties caused by inefficient management,
the importance of corporate governance in banks is even greater. Corporate governance
defines the management structure, rights and obligations of board members, boards,
individual shareholders, which improves decision-making and contributes to the longevity of
every company, including banks. Well-defined corporate governance contributes to everyone
having clearly defined roles and responsibilities, as well as contributing to the establishment
of goals and means for their realization (Kozarić, 2007).
In order to recognize the tendencies of development and changes in economic relations on the
market, executives, i.e. bank managers must monitor trends and changes in the environment
and adjust their strategies, as well as the overall concept of corporate governance. In order for
banks to be able to monitor and respond to market changes, they need to adapt and
supplement their corporate governance concepts, strategies and goals with new ones, which
might not be easily accepted.

3. Empirical research
3.1. Research methodology
The banking system of B&H includes 23 banks that are, in majority, owned by private capital,
with a dominant share of foreign private capital, while two banks are owned by national
shareholders. The research, for the purposes of this paper, covers the period of 2019 and the
first two quarters of 2020. when it comes to financial indicators data were collected from
officially published reports of the Central Bank of B&H, the Banking Agency of Republic
Srpska, the Banking Agency of the Federation of B&H, data from the Banja Luka Stock
Exchange, as well as data from the annual reports of the observed banks and other available
data from the official websites of the banks. An analysis of data published in the following
publications was conducted:
1. Central bank – 2019 Annual report,
2. Report on situation in the banking system of the Republic Srpska, dated 30.06.2020,
3. Report on the subjects of the banking system of the Federation of B&H, dated
30.06.2020,
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4. Banja Luka Stock Exchange – register of issuers,
5. Annual and semi-annual reports taken from the official websites of the observed banks
for the period of 2019 and the first two quarters of 2020.
This paper concentrates on the extent, to which corporate governance in banks in Bosnia and
Herzegovina is aimed at modernizing operations through the digitalization of products and
services. The main purpose of the study is to point out the fact that corporate governance
takes the direction of defining goals and plans, based on the application of digital solutions
(mobile and electronic banking, electronic wallet, etc). The research is based on the
processing and analysis of secondary data, with the aim to indicate the direction of corporate
governance development in B&H banks.
3.2. Research results
When looking at the operations of banks in Bosnia and Herzegovina, it can be seen that banks
are more focused on the traditional way of doing business, through a wide network of
branches and sub-branches, and a wide range of classic banking products and services (loans,
deposits). The banking sector of Bosnia and Herzegovina holds on average about a third of its
total potential in cash, whether it is cash in vaults, or money in business accounts, while banks
around the world are introducing modern payment methods and striving for full digitalization
of operations.
Table 1 – Overview of loans, deposits and monetary funds of leading banks in B&H
(in '000 BAM)
Banks

Loans

Deposits

Money and monetary equvalents

Unicredit Mostar

2.105.625

3.109.742

760.047

Unicredit BL

1.026.118

1.035.665

143.893

Raiffeisen bank

2.490.432

3.682.424

1.473.344

Sparkasse bank

1.047.716

1.148.866

248.957

Sberbanka BL

625.557

691.438

161.767

NLB bank BL

804.151

1.208.304

281.999

Intesa SanPaolo bank

1.587.533

1.518.913

499.752

Nova banka

1.372.750

1.678.913

260.978

Source: Official bank reports for 2019, published on bank internet sites

Some of the leading banks in B&H have largely started the process of digitalization
(including electronic and mobile banking, electronic wallets, digital counters, e-commerce),
along with traditional products, such as ATMs, POS terminals and cards. Banks in Bosnia and
Herzegovina are increasingly striving for the regulation of the process of submitting and
approving applications for certain products through the official websites, or through electronic
and mobile banking chanells. A special challenge in the implementation of this service is the
approval of the electronic signature procedure at the state level.
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According to the insight into the offer of banks on the market of Bosnia and Herzegovina,
Raiffeisen Bank, Unicredit Bank, Addiko Bank, Sparkasse Bank, Sber Bank, NLB Bank,
Intesa SanPaolo Bank stood out as the leading digital ones. According to the reports of the
Banking Agency of Republic Srpska and the Banking Agency of the Federation of B&H,
these banks are in the leading positions on the market, in terms of total capital, number of
branches and organizational units, number of ATMs and POS terminals, and other indicators.
Tables 2 and 3 support this. One of the banks, which according to all the above criteria is one
of the leading banks, Nova banka, in 2020 began the process of digitalization, through the
introduction of a new form of electronic banking, the development of mobile banking, the
introduction of an electronic wallet, and for these reasons is the subject of analysis, along with
the other listed banks.
Table 2 – Number of branches and organizational units in B&H

Number of
branches
Number of
other
organizational
units

Nova
banka

Unicredit
BL

NLB
BL

Sberbank
BL

Addico
BL

Unicredit
Mostar

Raiffeisen
banka

Sparkasse
bank

15

36

9

12

32

74

38

9

Intesa
SanPaolo
bank
5

51

0

43

15

1

0

68

40

48

Source: The report on situation in the banking system of the Republic Srpska on 30.06.2020, and
report on the subjects of the banking system of the Federation of B&H on 30.06.2020.

Table 3 – Number of ATMS and POS terminals
Number

ATM

POS terminal

Unicredit Mostar

276

8.989

Raiffeisen

282

8.728

NLB BL

73

2.204

Sber BL

43

1.319

Nova banka

108

2.524

Intesa San Paolo bank

116

2.898

Source: The report on situation in the banking system of the Republic Srpska on 30.06.2020, and
report on the subjects of the banking system of the Federation of B&H on 30.06.2020

What can be particularly noticed with above listed "digital" banks, is that these banks are
mostly majority owned by foreign capital, while only one bank is majority owned by national
capital. Their corporate governance is in the hands of the bank's management board, which
has three to five members, including the President of the Management Board, as shown in
Table 7.
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Table 4 – Number of members of bank management board

Number of
members
Foreign
National

Unicredit
BL

NLB BL

Sberbank
BL

Nova
banka

Raiffeisen
bank

Sparkasse
bank

Intesa Sanpaolo
bank

5

3

3

3

5

3

5

1
4

1
2

0
3

0
3

2
3

0
3

2
3

Source: Reports published on the official bank Websites

Regardless of the organizational structure, centers of innovative activities in banks, such as
departments or sectors in charge of digitalization of business, cannot be separated from the
rest of the organization. Representatives of all business processes in banks, and finally those
who make decisions, must be involved in making innovative decisions.
When it comes to the way of organizing the operations of banks in B&H, and based on
insight into publicly available data on the organizational chart, it can be seen that the
jurisdiction of the process for managing digital products and services is mainly in the
competence of independent departments and centers (Unicredit bank, Sber bank, Raiffeisen
bank, Nova banka, Intesa Sanpaolo bank). Alternatively, it is under the jurisdiction of
departments, positioned within one of the sectors, which are often in charge of the business
development and sales (e.g. in NLB banka). Also, the importance given to such organizational
units within the bank can be assessed on the basis of data, indicating if they are under the
authority of the president of the management board, or under the authority of a member of the
management board, in charge of business development and sales of products and services (see
Table 5).
Table 5 – Organizational structure of analyzed banks
Bank

Nova
banka

Unicredit
BL

NLB BL

Sberbank
BL

Unicredit
Mostar

Raiffeisen

Intesa SanPaolo
bank

Name of
department
and/or
sector

Independent
department
for digital
banking

Independent
department
for digital
banking

Independent
department
for digital
banking

Independent
department
for digital
banking

Centre for
digital
banking

Directorate for
direct
distribution
channels and
digital marketing

Competent
member of
the bank
managment

President of
the
management
board

Management
board
member for
corporate
and banking
investmen
and sales

Department
witin sector
for product
development,
assigned
CMO
Retail bank
managmet
member

Retail bank
managmet
member

Sales bank
managmet
member

Retail
bank
managmet
member

Retail bank
managmet
member

Source: Reports published on the official bank Websites.

Although the operations of banks in Bosnia and Herzegovina are still more focused on
traditional activities, such as granting loans and collecting deposits, it is noticeable that banks
are increasingly turning to more innovative ways of doing business. Thus, some of the digital
products and services can be found in the bank offer, including mobile and electronic
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banking, e-commerce, electronic wallet, Viber communication with clients (notifications
about bank offers, changes of the account amount, password changes, etc.). The availability of
seleted digital services is shown by Table 6.
Table 6 – Digital products and services available in banks in B&H
Digital products
and services

Unicredi
bank Banja
Luka

Sber
bank
Banja
Luka

NLB
bank
Banja
Luka

Sparkasse
bank
Sarajevo

Nova
banka
Banja
Luka

Intesa
Sanpol
o bank

Raiffeise
n bank

Mobile banking

X

X

X

X

-

X

X

Electronicbanking

X

X

X

X

X

X

X

Electronic wallet

X

-

-

X

-

-

X

E-commerce

-

-

-

-

X

-

X

99,49%

99,64%

99,86%

100,00%

0,00%

94,94%

100%

% share of foreign
capital

Source: Authors.

4. Discussion and limitations of empirical research
The main objective of this paper is to analyze the difference in corporate governance of
traditional banks and banks that have more digitally oriented operations in B&H.
Furthermore, the research was also aimed at finding a connection between the way corporate
business is set up, not only in terms of product and service offerings, but also in terms of
defined organizational structure, and bank ownership. The results of the research indicate that,
when it comes to the organizational structure, the centers of innovative activities in the bank,
such as departments or sectors in charge of business digitalization, are mainly presented as
independent departments or centers (Unicredit Bank, Sber Bank, Raiffeisen Bank, Nova
Bank, Intesa Sanpaolo bank) or are under the jurisdiction of departments positioned within
one of the sectors, most often the sectors in charge of development and sales (NLB banka).
They might be under the direct supervision of the president of the management board, or a
member of the management board in charge of business development and sales. These results
correspond to the results of a survey from 2014, which indicates that members of the boards
of companies in recent years are increasingly electing members, who are skilled in the field of
digital technology (Jovanović and Grujić, 2016). Research by companies from East Asia has
shown that higher value in the markets is achieved by companies, whose majority
shareholders have a larger share in the total capital, due to the existence of a direct link with
business results (Vignjević-Đorđević, 2014).. The results of the research in this paper show
that banks in B&H, which are majority owned by foreign capital, have reached a higher level
of digital business transformation and have a larger number of digital products and services in
their offer (Table 6).
Research shows that banks in B&H still adhere to traditional business models, when it comes
to availability to customers through branches, sub-branches, ATMs and POS terminals (see
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Tables 2 and 3). Hovewer, electronic and mobile banking, e-commerce, viber communication
with customers, electronic wallet, as some of the products that reflect modern, digital banking
(see Table 6) are being offerd by the leading banks in B&H. This direction of banks'
operations in B&H is in line with the trends indicated by global surveys (Worldpay, 2018;
Wright, 2020).
The research results presented in this paper, as well as their comparison with the results of
other research, contribute to achieving the basic goal, which is to point out the importance of
corporate governance in the decision-making process on goals, tasks and strategies in
banking. In addition, they indicate the need for changes in the way of doing business with
banks in B&H, which are still more traditionally oriented. This is supported by a previous
study, according to which, companies with well-organized corporate governance, using
modern information technology, achieve up to 25 % higher profits than competitors, having
the same strategic goals, but weaker corporate governance systems (Aziri, 2014).
Limitations of this study are related to the lack of opportunity to collect data on the level of
development of individual services and products, as well as additional data on the number of
users of digital products and services by banks, including the number and volume of
transactions, based on digital channels. These limitations are especially important for those
banks, which have developed the digital services, as they are often presented in the annual
reports in terms of percentage (i.e. increase or decrease, compared to the previously observed
period, without numerical data). Future research should focus on collection of additional data
(especially on the number of users of digital products and services, the number and volume of
transactions made by using these channels, and the structure of transactions).
5. Conclusion
The business environment is constantly changing, while the corporate governance should
follow these changes by implementing new management principles and organizational
changes. Thus, banking systems have transformed and changed their corporate governance, in
accordance with modern market trends, with an emphasis on overcoming the time and space
boundaries, imposed by traditional banking. While traditional banking is characterized by a
business philosophy, based on production, sales and marketing functions, which is reflected
by the distribution of products and services, modern banks direct their strategies towards
multiple distribution channels, introduction of products and services, based on modern
technologies, such as online banking.
Corporate governance in banks in B&H is the responsibility of board members, including the
president of the management board, who mainly focus on the retail segment and less on the
business development. The banking sector of Bosnia and Herzegovina, thus, continues to be
characterized by operations, based on traditional banking, with the existence of a large
number of branches and business units, but with a tendency to move to modern forms of
digitally oriented banks. This can be seen based on the research results, which indicate that
banks, in addition to card business and an extensive network of ATMs and POS terminals,
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which are already considered as traditional bank products and services, start offering modern,
digital products.
What could be additionally noticed on the basis of data collected during the research, is that
leading banks, which can be classified as digital banks, are majority owned by foreign capital.
Although regulated by various legal frameworks and guidelines, corporate governance should
follow the good practice and business standards, set by the foreign-owned banks, which are
characterized by a different attitude towards capital and a higher level of business efficiency,
as well as a higher level of digital transformation.
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Particular Contributions of the Circular Economy to the Socio-Economic
Sustainability of Serbia
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Abstract
Circular Economy (CE) concept has gained significant traction and since 2008 is being
promoted by regional and national governments and companies worldwide as an alternative,
more sustainable approach to economic development. During the last decade, the refugee
migrations, several bilateral disputes among the Western Balkan countries, and the COVID19 crisis make it necessary to evaluate the current conditions regarding socio-economic
stability and CE contributions to national development. This paper's objective is to provide an
insight into the impact of the aspects of the CE system on socio-economic sustainability in the
Republic of Serbia. Through correlation and linear regression, we are aiming to prove that
better waste management practices, increase in renewable energy consumption and
investments in environmental protection, and higher environmental tax revenues have a
positive impact on the GDP per capita and Human Development Index (HDI) as primary
indicators of the socio-economic sustainability. The data in this research indicate a strong
impact of the selected variables on socio-economic development. This research can provide
valuable information for further promotion of the CE system among policymakers and
companies, as well as indicate the avenues for further research and data gathering.
Keywords: Circular Economy, Economic Development, Socio-Economic Sustainability,
Environment, Serbia
JEL classification: O13, O14, Q20

Introduction
Raising concerns about limited resources, increasing population, and the disturbances in the
ecosystem have brought forth the discussion about the alternative, more sustainable models of
socio-economic development. The academic and institutional dialogue on sustainability was
initiated in the 1970s by ecological economists (Boulding, 1966; Pearce & Turnner, 1989),
bringing the elements of the Circular Economy (CE) system into the focus. However,
significant advances in this field, including the promotion of the CE system, were made only
within the last decade. The United Nation's (UN) 2030 Agenda and Sustainable Development
Goals (SDGs), as the first encompassing initiative, have set the development guidelines for
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national governments (Popović, 2020), and through the SDG-9, SDG-11, SDG-12, SDG-13,
and SDG-17 introduced the elements of the CE into the global development agenda.
Due to events such as refugee migrations, bilateral disputes in Western Balkans, and the
COVID-19 pandemic, economies have to evaluate the current production and consumption
systems and adapt to provide more sustainable, flexible, and efficient solutions. Following
the example of the developed countries, Serbia has conceptually adopted the principles of
sustainable development (SD) and CE in socio-economic development. However, considering
the novelty of the topics, the results are yet to be seen in practice. Therefore, the purpose of
this paper is to provide an understanding of the current and possible future contributions of
the CE system to the socio-economic development of Serbia.
The current research on CE is rapidly expanding. According to Kirchherr et al. (2017), the
number of articles regarding the CE has increased around 233% from 2014 to 2016. However,
apart from China, empirical data and analysis are lacking on both global and national levels.
This paper will deepen the understanding of the CE system by analysing its implementation
and effects in the late-transitional, import-dependent country and possibly provide the model
for future analysis of its implementation in countries with similar characteristics.
1.Literature Review
The first notions about the limitations to growth can be found, as early as the 1970s, in the
works of the ecological economist Boulding (1966) and political economist Thomas Malthus
(Popović, 2020). Building on their fundamental conclusions that the limited resources do not
provide indefinite fuel for growth based on the linear production model, some authors and
influential international institutions introduced the social and environmental dimensions to
growth (Stahel & Reday, 1976; Popović, 2020).
While the notions of circularity were introduced in the 70s, according to multiple authors
(Andersen, 2007; Ghisellini et al., 2016), the original idea of the linear economy being
replaced by the circular system was attributed to Pearce & Turner (1989). They analysed and
explained the role of natural resources on both sides of linear production, making it necessary
to evaluate and utilise the circular flow of the matter in the economy.
Building on the notions of the linear economy limitations, many research avenues were
proposed in the following decades. CE became the most viable solution for operationalising
the SD concept within businesses and economies (Ghisellini et al., 2016; Kirchherr et al.,
2017). The current view of the CE was moulded by the contributions and traits of the set of
concepts that share the idea of the closed loops (Geissdoerfer et al., 2016). The most
influential concepts include laws of ecology (Commoner, 1971), regenerative design (Lyle,
1994), industrial ecology (Graedel & Allenby, 1995), cradle-to-cradle (McDonough &
Braungart, 2002), biomimicry (Benyus, 2002), looped and performance economy (Stahel,
2010), and blue economy (Pauli, 2010). Over time, a wide range of influences caused the
failure to reach a consensus on the one clear definition of the CE. At present, there are 114
definitions of the CE worth considering (Kirchherr et al., 2017). The most accepted is the
definition by Ellen MacArthur Foundation that Circular Economy refers to "industrial
economy that is restorative by intention; aims to rely on renewable energy; minimises, tracks,
256

and eliminates the use of toxic chemicals; and eradicates waste through careful design" (Ellen
MacArthur Foundation, 2013, p.22). In addition to the Ellen MacArthur Foundation
definition, most noteworthy is the definition provided by Kirchherr et al. (2017) through the
analysis of the numerous definitions present in the literature, and which defines CE as "an
economic system that replaces the 'end-of-life' concept with reducing, alternatively reusing,
recycling and recovering materials in production/distribution and consumption processes. It
operates at the micro level (products, companies, consumers), meso level (eco-industrial
parks) and macro level (city, region, nation and beyond), with the aim to accomplish
sustainable development, thus simultaneously creating environmental quality, economic
prosperity and social equity, to the benefit of current and future generations. It is enabled by
novel business models and responsible consumers" (Kirchherr et al., 2017, p. 229).
Due to its nature and the importance of the CE on the national level, it is essential to give a
short overview of the research and the contributions of CE in Serbia. Even though SD and CE
were in principle accepted as the new development system in Serbia, the framework for its
evaluation is essentially non-existent. While the European Union (EU) monitors and evaluates
CE through 4 groups of 41 indicators, Serbia lacks a similar selection of statistical indicators
(EUROSTAT, 2021; RZS, 2021). The current research regarding the CE in Serbia is minimal,
and it lacks empirical evidence. Some authors have provided an insight into the socioeconomic benefits of the implementation of the CE and SD (Marković et al., 2020, Ilić &
Nikolić, 2016), while others have contributed by introducing CE good practice examples
(Pavlović et al., 2020).
Based on the previously presented research overview, it is evident that the empirical research
of the CE in the world is growing and improving the understanding of the CE system.
However, the same cannot be said for Serbia. Due to the lack of statistical data, the research
mainly focuses on theoretical considerations and a deep understanding of the CE's place and
importance.
2.Research and Methods
This paper aims to provide an insight into the potential effects of the CE on the socioeconomic sustainability represented through GDP per capita and the Human Development
Index (HDI). For this purpose, the research relied on quantitative and qualitative approaches
to analyse the secondary data collected from the Eurostat, Statistical Office of the Republic of
Serbia, and the World Bank databases.
Keeping in mind the lack of the statistical data for Serbia for 15 CE indicators EU is
collecting for the member countries, and in order to get a more profound understanding of the
impact the CE has on the socio-economic development, we have taken into consideration
available data regarding 4R framework (reduction, reuse, recycling, recovery) identified by
Kirchherr et al. (2017). Further selection on indicators was based on the research Bogovitz &
Sergi (2018) performed on the example of Russia.
The selected dependant variables that will be used for correlation and simple linear regression
are:
DV1.
GDP per capita (in current US$) – (2000 - 2019)
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DV2.
Human Development Index (measured on the scale from 0 to 1) – (2000 –
2019)
The selected independent variable whose impact was evaluated are:
IV1.
Recycled Waste (in tons) – (2008 – 2018)
IV2.
Investments in the Environmental Protection (in thousands of US$) – (2012 2017)
IV3.
Environmental Tax Revenues (in millions of US$) – (2008 – 2018)
IV4.
Share of the Renewable Energy in Total Energy Consumption (%) – (2004 –
2019)
The data collected in the national currency or euros was transformed into the current US$
using the average annual exchange rate for the respective years.
Dependent variables were selected based on the available literature. Concerning economic
development, GDP per capita is seen as a more efficient variable than GDP, and it is
commonly used in measuring the effects of CE on economic growth (Bogovitz & Sergi, 2018;
Sverko Grdic et al., 2020; Hysa et al., 2020). On the other hand, GDP per capita is not a good
indicator of socio-economic development. Therefore, we have used HDI as the alternative and
more comprehensive indicator (UNDP, 2021).
Independent variables were also selected based on the literature and the availability of data
within public databases. Recycled waste is an indicator identified as the critical element of the
CE by multiple authors and the Eurostat (Ilić & Nikolić, 2016; Heshmati, 2017; Hysa et al.,
2020, EUROSTAT, 2021). Investments in environmental protection were identified as the
drivers of the CE implementation in the economies due to its directional nature (Bogovitz &
Sergi, 2018; Hysa et al., 2021; EUROSTAT, 2021). Cucchiela et al. (2018) claim that
environmental tax positively impacts economic growth, while Hysa et al. (2020) used it as
one of the variables in their integrated model of SD. Finally, renewable energy is seen as an
additional element of the CE since it represents sustainable energy use (Heshmati, 2017;
Bogovitz & Sergi, 2018).
The analysis of the collected data was performed in the following manner. Firstly, the data
was evaluated qualitatively based on the existence of the indicators and their tendencies. The
dependent variables were used to understand the direction of the socio-economic development
and sustainability, while the independent variables were used to indicate the institutional
approach towards implementing the CE.
The quantitative research followed the previous line of questioning in order to support the
claim that implementation of the CE in the economy positively contributes to socio-economic
development and sustainability. The quantitative part of the research was designed as a threestep process:
1. Pearson correlation analysis of variable pairs
− For the analysis, we will be using the following forms of the H0 and H1 hypotheses:
• DV1 and IV1 – IV4:
H0: There is no correlation between DV1 and each IV (IV1, IV2, IV3, IV4)
individually,
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H1: There is a correlation between DV1 and each IV (IV1, IV2, IV3, IV4)
individually.
• DV1 and IV1 – IV4:
H0: There is no correlation between DV2 and each IV (IV1, IV2, IV3, IV4)
individually,
H1: There is a correlation between DV2 and each IV (IV1, IV2, IV3, IV4)
individually.
2. Selection of the pairs with statistically significant correlation coefficients
− Variable pairs for the simple linear regression will be selected based on the
correlation coefficients and the p-values.
3. Performing simple linear regression analysis of the selected pairs.
Since the approach looks at each pair of the IV and DV, it is possible to analyse different
timeframes, while using logarithmic transformation will enable comparison of the variables
represented in units and variables represented in ratios.
We have used the statistical software R (version 4.1.0) and R Studio (version 1.4.1717).

3. Results
This section of the paper will provide a qualitative and quantitative overview of the collected
data and statistical analysis, and it will be broken down into three parts. The first part will
present the analysis of the trends and the developments regarding selected variables. The
second part will include the correlation analysis, while the third part will present the
regression analysis results.
3.1.Tendencies in selected variables
Data represented in Figure 1 shows a clear upwards trend in GDP per capita and HDI. GDP
per capita data in the current US$ contains the possible impact of the inflation and exchange
rate fluctuations over time which are not taken into consideration within the scope of this
research. HDI, shown as the coefficient, also suggests an upward trend, which indicates an
improvement in the socio-economic development of Serbia over the analysed 20-year period.
Figure 1: GDP per capita and HDI for Serbia (2000 - 2019)
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Figure 2: Selected Independent Variables

Analysis of the independent variables indicates that attention towards the rational and
effective implementation of the CE principles in Serbia was mainly given after the Global
Financial Crisis in 2008. Indicators represented in Figure 2 show positive trends in
implementing various elements of the CE, except for the investments in environmental
protection, which have a downward trend indicating the decline in the concerns about the
environmental aspect of investing in Serbia.
3.2.The Pearson correlation among selected variables
Table 1 shows the results of the correlation analysis in R through the Pearson correlation
method. The analysis was performed for all pairs created by pairing an independent variable
with one of the two dependent variables.
Table 2: Pearson Correlation of the Variable Pairs

Source: The data analysis was performed by authors using R.
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The results show no correlation for the first three pairs since the p-values are higher than the
significance level of alpha (.05). Therefore, we accept the H0, and these three pairs are
eliminated from further analysis through linear regression.
The p-value for the remaining pairs is lower than the significance level of alpha (.05),
indicating the correlation between those pairs. The correlation results are:
− Share of Renewable Energy Consumption in Total Energy Consumption and GDP per
capita have Pearson correlation coefficient of .6655209, indicating a strong positive
correlation between variables.
− Recycled Waste and HDI have a Pearson correlation coefficient of .9622069,
indicating a strong positive correlation between variables.
− Investments in Environmental Protection and HDI have a negative Pearson correlation
coefficient of .9013361, indicating a strong negative correlation between variables.
− Environmental Tax Revenues and HDI have a Pearson correlation coefficient of
.8907342, indicating a strong positive correlation between variables.
− Share of Renewable Energy Consumption in Total Energy Consumption and HDI
have a Pearson correlation coefficient of .810856, indicating a strong positive
correlation between variables.
3.3.Simple Linear Regression of the Correlated Variables
Simple linear regression models for each pair of variables need to meet the assumptions of
linearity of data, normality of residuals, homoscedasticity, and independence of residuals
error terms in order to perform the regression. Since then, we have had one independent and
one dependent variable as a ratio, we will be using their logarithmic values in the analysis.
Table 3: Models for Simple Linear Regression

Model 1. Impact of the Share of Renewable Energy Consumption in Total Energy
Consumption (log) on the GDP per capita
Considering a relatively small sample, Figure 3 provides necessary information for testing the
assumptions that Model 1 needs to meet.
− Residuals vs Fitted Plot shows no pattern. Therefore, considering the relatively small
sample, we can assume the linear relationship between variables.
− Normal Q-Q Plot shows that residuals follow the straight line, meaning that we can
assume normality.
− Scale-Location Plot shows that in Model 1, residual points are scattered equally along
the relatively horizontal line. Thus, we assume homoscedasticity.
− Residuals vs Leverage Plot shows no observations whose absolute values exceed three
standard deviations identified by Gareth et al. (2013) as possible of outliers.
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Additionally, based on the Bruce & Bruce (2017) and the leverage statistic 2(p+1)/n,
where p is the number of independent variables, and n number of observations taken
into consideration, there are no leverage points because all observations have the
leverage statistic below .286. Therefore, we can assume independence of residuals
error terms.
Figure 3: Assumptions testing for Model 1

Source: The data analysis was performed by authors using R

Based on the Figure 3 graphs, we can conclude that Model 1 meets the assumptions for
simple linear regression.
Model 2. Impact of the Recycled Waste in tons on the HDI (log)
Figure 4 provides necessary information for testing the assumptions that Model 2 needs to
meet for simple linear regression. Based on the same analysis as Model 1, we conclude that
Model 2 meets the necessary assumptions.
Figure 4: Assumptions testing for Model 2

Source: The data analysis was performed by authors using R
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Model 3. Impact of the Investments in the Environmental Protection in 000 US$ on the HDI (log)
Figure 5: Assumptions testing for Model 3

Source: The data analysis was performed by authors using R

Considering a relatively small sample, Figure 5 shows that Model 3 does not meet the
assumptions for the linear regression.
Based on these results, linear regression for Model 3 will not be performed, and due to the
nature of this research, the discussion will be limited to the correlation, while other tests will
not be performed.
Model 4. Impact of the Environmental Tax Revenue in millions of US$ on the HDI (log)
Figure 6 provides necessary information for testing the assumptions that Model 4 needs to
meet for simple linear regression. Based on the same analysis as in Model 1, we conclude that
Model 4 meets the necessary assumptions for simple linear regression.
Figure 6: Assumptions test for Model 4

Source: The data analysis was performed by authors using R
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Model 5. Impact of the Share of Renewable Energy Consumption in Total Energy
Consumption (log) on HDI (log)
Figure 7 provides necessary information for testing the assumptions that Model 5 needs to
meet for simple linear regression, and based on the analysis from Model 1, we conclude that
Model 5 meets the necessary assumptions.
A simple linear regression was performed and based on the results in Table 3, and the following
models were created:
Figure 7: Assumptions test for Model 5

Source: The data analysis was performed by authors using R
Table 4: Regression Analysis of the Selected Variable Pairs

Source: The data analysis was performed by authors in R

Y = β0 + β1⋅(X) - Model 1: Y = 13 132 + 4 272⋅log(X), where Y = GDP per capita and X =
Share of Renewable Energy Consumption in Total Energy Consumption. This model shows
that a 0.01 change in the Share of Renewable Energy Consumption ratio in Total Energy
Consumption will cause a change of 42.72 US$.
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log(Y) = β0 + β1⋅(X) - Model 2: log(Y) = – 0.298 + 4.939e-08⋅(X), where Y = HDI (ratio) and
X = Recycled Waste in tons. This model suggests that change in Recycled Waste of 1 ton,
causes the 4.939e-08 ratio change in HDI.
Y = β0 + β1⋅log(X) - Model 4: log(Y) = – 0.341 + 6.027e-05⋅(X), where Y = HDI (ratio) and
X = Environmental Tax in millions of US$. This model shows that change of 1 million US$
in Environmental Tax Revenues causes the 6.027e-05 ratio change in HDI.
log(Y) = β0 + β1⋅log(X) - Model 5: log(Y) = – 0.068 + 0.111⋅log(X), where Y = HDI (ratio)
and X = Share of Renewable Energy Consumption in Total Energy Consumption (ratio). This
model indicates that 0.01 change in the Share of the Renewable Energy Consumption in Total
Energy Consumption causes 0.111 ratio change in HDI.
4. Discussion and conclusion
Through this research, we aimed to evaluate the impact of the CE components on socioeconomic development and sustainability. We defined CE as an alternative economic system
to the linear economy that operates on the micro, meso and macro-level and ensures
environmental quality, economic prosperity and social equity through the reduction in the use
of non-renewable and toxic resources and materials, reuse and recycling of the outputs in the
system and the renewal of the natural ecosystem.
Analysing the available literature and data sources regarding the state of the CE
implementation in Serbia, we can conclude that the current scientific basis for the strategic
governmental decisions regarding this field is lacking. The availability of the CE data, in
general, is low. At the same time, in the case of Serbia, the monitoring framework is almost
non-existent, while the availability of the data regarding CE indicators is highly limited and
only available through the analysis of the SDG indicators.
Correlation analysis of the identified variables representing the aspects of the CE and the
socio-economic development and sustainability variables indicate that CE has a more
substantial effect on socio-economic development (HDI) than on economic growth (GDP per
capita). This conclusion is reached based on the existence and the strength of correlation
between four independent and two dependent variables. Out of four independent variables,
only the Share of the Renewable Energy in Total Energy Consumption shows an existing
correlation, while all four are correlated with HDI. The highest correlation is recorded
between Recycled Waste in tons and HDI, confirming previous assumptions in the literature
that better waste management practices contribute to CE and socio-economic development
(Ilić & Nikolić, 2016; Tomić & Schneider, 2020).
The regression analysis that was performed based on the correlation results has shown that
there are significant relationships between observed CE indicators and socio-economic
development. However, the relationship between economic growth and the Share of
Renewable Energy in the Total Energy Consumption, even though it shows a strong
correlation (.666), is only 47.33% explained by the developed model, meaning that there are
other factors in addition to the increased renewable energy consumption influencing the
economic growth. The regression analysis also indicates that better waste management
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practices, more responsible and environmentally friendly governmental approach and
transition towards renewable energy sources have a positive impact on the overall socioeconomic development and sustainability, as indicated by multiple authors (Ilić & Nikolić,
2016; Heshmati, 2017; Bogovitz & Sergi, 2018; Cucchiela et al., 2018; Hysa et al., 2021).
Briefly, we can conclude:
− The current data and research regarding implementing the CE system in Serbia are
insufficient, while the monitoring framework is non-existent.
− The correlation analysis shows that only the use of renewable energy is strongly
correlated with both economic growth and socio-economic development, while
recycling, investment activity, and environmental taxes strongly correlate with the
latter.
− The established linear regression models show that there is a significant linear
relationship between:
• The use of renewable energy (Share of Renewable Energy in Total Energy
Consumption) and both the economic growth (GDP per capita) and socioeconomic development (HDI) independently.
• The volume of recycled waste (Recycled Waste in tons) and the socio-economic
development (HDI).
• The volume of the Environmental Tax Revenues in millions of US$ and the socioeconomic development (HDI).
Based on the research results, it is evident that the implementation of the CE system needs to
follow a clear strategy and have actions based on data collected from clear indicators.
Therefore, the results of this paper are relevant for policymakers, the academic community
and businesses. Policymakers can benefit from identifying the most relevant aspects of the CE
system and evaluating the impact's intensity. The contribution to the academic community is
reflected in the empirical evidence regarding the positive impact of the CE system on socioeconomic development and sustainability. Finally, the results can be helpful to businesses
since they can be translated to the micro-level with additional alterations.

References
1. Andersen, M. S. (2007). An introductory note on the environmental economics of the
circular economy. Sustainability science, 2(1), 133-140.
2. Benyus, J. M. (1997). Biomimicry: Innovation inspired by nature (p. 320). New York:
Morrow.
3. Bogoviz, A. V., & Sergi, B. S. (2018). Will the Circular Economy Be the Future of
Russia's Growth Model?. In Exploring the Future of Russia's Economy and Markets.
Emerald Publishing Limited.
4. Boulding, K. E. (1966). The economics of the coming spaceship earth. New York.
5. Bruce, P., & Bruce, A. (2017). Practical statistics for data scientists: 50 essential
concepts. "O'Reilly Media, Inc.
6. Commoner, B. (2020). The closing circle: nature, man, and technology. Courier Dover
Publications.
266

7. Cucchiella, F., D’Adamo, I., & Gastaldi, M. (2018). Future Trajectories of Renewable
Energy Consumption in the European Union. Resources, 7(1), 10. MDPI AG.
Retrieved from http://dx.doi.org/10.3390/resources7010010
8. Ellen MacArthur Foundation (EMF). (2013) Towards the Circular Economy, vol. 1
(Isle of Wight)
9. EUROSTAT. (2021). Database – Circular Economy Indicators. Accessed July 15th
2021, available at: https://ec.europa.eu/eurostat/web/main/data/database
10. Gareth, J., Daniela, W., Trevor, H., & Robert, T. (2013). An introduction to statistical
learning: with applications in R. Springer.
11. Geissdoerfer, M., Savaget, P., Bocken, N. M., & Hultink, E. J. (2017). The Circular
Economy–A new sustainability paradigm?. Journal of cleaner production, 143, 757768.
12. Ghisellini, P., Cialani, C., & Ulgiati, S. (2016). A review on circular economy: the
expected transition to a balanced interplay of environmental and economic systems.
Journal of Cleaner production, 114, 11-32.
13. Graedel, T.E., Allenby, B.R., (1995). Industrial Ecology. Prentice Hall, Englewood
Cliffs, N.J.
14. Heshmati, A. (2017). A Review of the Circular Economy and its Implementation.
International Journal of Green Economics, 11(3-4), 251-288.
15. Hysa, E., Kruja, A., Rehman, N. U., & Laurenti, R. (2020). Circular economy
innovation and environmental sustainability impact on economic growth: An
integrated model for sustainable development. Sustainability, 12(12), 4831.
16. Ilić, M., & Nikolić, M. (2016). Drivers for development of circular economy–A case
study of Serbia. Habitat International, 56, 191-200.
17. Kirchherr, J., Reike, D., & Hekkert, M. (2017). Conceptualising the circular economy:
An analysis of 114 definitions. Resources, conservation and recycling, 127, 221-232.
18. Lyle, J. T. (1994). Regenerative design for sustainable development. John Wiley &
Sons.
19. Marković, M., Krstić, B., & Rađenović, T. (2020). Circular economy and sustainable
development. Economics of Sustainable Development, 4(1), 1-9.
20. McDonough, W., & Braungart, M. (2010). Cradle to cradle: Remaking the way we
make things. North point press.
21. Pauli, G.A., (2010) The Blue Economy: 10 Years, 100 Innovations, 100 Million Jobs.
Paradigm Publication. Taos. NM.
22. Pavlović, M., Vulić, M., & Pavlović, A. (2020). Circular Economy in Republic of
Serbia and Region. In Circular Economy: Global Perspective (pp. 333-352). Springer,
Singapore.
23. Pearce, D. W., & Turner, R. K. (1989). Economics of Natural Resources and
Environment, Hemel Hemstead.
24. Popović, A. (2020). Implications of the Fourth Industrial Revolution on sustainable
development. Economics of Sustainable Development, 4(1), 45-60.
25. RZS. (2021). Baza podataka. Accessed July 15th 2021, available at:
https://data.stat.gov.rs/
26. Stahel, W. (2010). The performance economy. Springer.
27. Stahel, W., Reday, G., 1976. The Potential for Substituting Manpower for Energy,
Report to the Commission of the European Communities.
28. Sverko Grdic, Z., Krstinic Nizic, M., & Rudan, E. (2020). Circular economy concept
in the context of economic development in EU countries. Sustainability, 12(7), 3060.

267

29. Tomić, T., & Schneider, D. R. (2020). Circular economy in waste management–Socioeconomic effect of changes in waste management system structure. Journal of
environmental management, 267, 110564.
30. UNDP. (2021). Human Development Index – HDI. United Nations Development
Programme
Accessed
July
15th
2021,
available
at:
http://hdr.undp.org/en/content/human-development-index-hdi
31. World Bank. (2021). World Development Indicators. The World Bank Group. New
York.
Accessed
July
15th,
2021,
available
at:
https://databank.worldbank.org/home.aspx

Acknowledgements
This research was supported by the Ministry of Education, Science and Technological
Development. Contract Number: 451-03-68/2020-14/200371.

268

New Approaches to Improve the Business Strategy of the Company
Dragan Milovanović 1

Abstract
The essence of the work is related to the idea of new approaches in order to improve business
strategy. The basic research question, which forms the basis of the work, is how to improve
and enhance the company's business strategy. In this regard, there are a number of factors that
affect the company's strategy, such as values, experience, knowledge, competencies, nature of
work, accepted mental patterns and more. In the research part, we will try to give an
assessment of our companies in comparison with companies from abroad, through certain
trends. We will conduct the research based on the methodology of the consulting company
MP³rova. We will evaluate the degree of possibilities for improving business strategy, as well
as other elements that affect the creation of new business strategies. In the business of many
companies, there are tendencies to increase the level of competitiveness at every step. Flows
of globalization and internationalization of business lead to an increase in the level of
international competition.
Keywords: Model, challenges, strategy, management, creation

Introduction
There are several tendencies that have influenced the need for improved and constant review
of the company's business strategy. There is certainly an increase in the level of global
competitiveness in the first place - the flows of globalization and internationalization of
business lead to an increase in the level of international competition. The growing importance
of research and development (IR) - activity has long been one of the critical factors for the
success of business organizations. There is certainly an important orientation towards
improving quality and meeting the needs and satisfaction of consumers and customers. The
next important factor is certainly improving the competitiveness of the workforce. The human
factor is gaining more and more importance and is becoming the main driving creative force.
Hence, changes in the organizational culture are necessary towards those that favor the
improvement of knowledge, education and training of employees and encourage their
innovation and creativity. Organizational flexibility is important, where companies are
constantly subject to organizational restructuring, in order to eliminate problems and improve
the organizational structure. It can arise under the influence of two groups of factors, internal
in nature and external in nature, caused by factors outside the company. There is also a
tendency to create long-term global strategies. The aforementioned facts are also the key
drivers of the need to improve business strategies in the company today. The main goal of this
1
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paper is to identify the key drivers of changes in business strategy in the company, as well as
to give a picture and a cross-section of the situation in comparison of our companies with
companies in the EU.
After the introductory part, in the second part of the paper, research issues are analyzed from
the angle of previous research through the scientific literature available in scientific research
bases such as: EBSCO, ProQuest, Springer, Science Direct, CSA, Open Directory. The third
part of the paper refers to the research methodology and sample analysis, where the basic
methodological concept of the research is set, sampling is performed and scientific research
methods are applied. In the fourth part of the paper, the results of the research are presented
and the results are discussed. In the concluding part of the paper, concluding considerations
on the basis of scientific research are elaborated.
1. Review of the literature and previous research
According to Thompson and Stricklnd (1996), in larger companies, in addition to corporate
strategy, it is necessary to define business strategies related to divisional or strategic business
units (SBUs), and the responsibility for their implementation lies with the managers of those
divisions or SBUs. Furthermore, these business strategies must be translated into functional
and operational strategies (Thompson and Stricklnd 1996). According to Quinn, Mintzberg
and James (1988), it was once pointed out that there are only two large groups of approaches
in formulating enterprise strategy - planned and positional (Quinn, Mintzberg & James, 1988,
p. 42).
Orientation towards the future is very important, that is, defining all the essential elements of
strategic management must include strategic restructuring. It is about strategic mission,
vision, defined goals and strategic way of thinking (Thompson and Stricklnd 1996). In order
for an organization to ensure longevity in the market, it needs to define a strategy that requires
decisions regarding four basic elements: the company's goals, its environment, its resources
and, finally, its corporate values, norms and ethics (Milisavljević, 2002). The organization is
treated as an "open system" that is constantly changing. More specifically, each company has
its own inputs, transformation processes and outputs. In each of these areas, there are
opportunities, dangers and different challenges. Long-term orientation is important, that is, a
long-term view of 5-10 years, a very important dimension of strategic management and
strategic restructuring. Regardless of how the goals were defined (exit from the crisis and
recovery, business continuity or growth and development), we must take into account the
long-term tendencies of strategic decisions. They have long-term consequences, which is one
of the basic characteristics of strategic decisions. A properly formulated decision in the
present can bring success tomorrow. Conversely, a wrong decision often has catastrophic
consequences (Thompson and Stricklnd 1996). Imperative is a strategic opinion that is the
result of a clear understanding of the problem or situation and fundamental relationships that
underlie the business of the company, their restructuring and reshaping in a way that
guarantees the greatest competitive advantage (Ohmae, 1993) any strategy that deviates from
normal business “(Rappaport, 1998, p. 241).
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The strategy also involves an analysis of the firm's environment, which leads to defining what
the firm should accomplish, given its environment. Within the analysis of the environment,
the central focus of attention is on customers and their needs and preferences. Porter believes
that the formulation of a strategy is essentially reduced to competition, which in one branch
depends on five basic forces (Porter, 2004). A proactive and interactive approach to planning,
which means that managers look positively at the future, and adapt their organization or try to
influence it and eventually change it. When sudden difficulties arise, the real problems come
to light very quickly (Thompson and Stricklnd 1996). They imply the creation of synergy
effects - strategic management implies the creation of a new better business strategy that
should also contribute to the creation of a synergetic effect. The concept of synergy in the
field of strategic management and strategic restructuring has been mentioned since their first
beginnings. Respect for the interests of a wider circle of stakeholders. The expectations, goals
and values of a large number of stakeholders within and outside the organization are greatly
influenced. The consequences of strategic management are linked to the interests of a wider
range of internal (owners, managers, employees, etc.) and external (suppliers, customers,
government, consumers, creditors, unions, etc.) stakeholders (Thompson and Stricklnd 1996).
Also, without a successful implementation, the strategy is just a fantasy (Hambric and Canella
1989). According to Kaplan and Norton, companies generally fail to implement strategy or
manage operations because they lack a comprehensive management system to integrate and
coordinate these two key processes (Kaplan and Norton, 2010). In this way, the strategic
vision directs the organization in a certain direction, directs the company's path to the future
and shapes the identity of the organization (Dess, Lumpkin and Eisner, 2007).
2. Research methodology and sampling
The methodological concept of the research is based on IMP³rove – European Innovation
Management Academy offers innovation management support services on a global scale.
IMP³rove – European Innovation Management Academy is perceived world-wide as the
knowledge hub that continuously and significantly contributes to the wealth and
competitiveness in Europe and beyond. This evaluation assesses five dimensions: Innovation
Strategy, Innovation Organisation and Culture, Innovation Life Cycle Processes, Enabling
Factors and Innovation Results. The spider diagram shows your performance on each
dimension.
This evaluation assesses five dimensions: Innovation Strategy, Innovation Organisation and
Culture, Innovation Life Cycle Processes, Enabling Factors and Innovation Results. The
spider diagram shows your performance on each dimension.
The evaluation given here is based on the benchmarking class consisting of 52 companies
with the following profile:
• Size class: All
• Age class: All
• Country: All
• Age of data: All
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We tried to compare our company with 52 companies from other countries of the world from
the same industry.

Graph 1. Company structure and sample

(Source: Research by the author)

Your firm's score in each dimension of the A.T. Kearney "House of Innovation" is presented
below as a value between 0% and 100%.

Graph 2. Analysis of the research sample by research categories

(Source: Research by the author)
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The following dimensions have been evaluated:
Innovation Strategy that gives your firm direction and focuses on all innovation
management activities for maximum impact e.g. ensuring that the most promising
innovation projects are pursued.
• Innovation Organisation and Culture, covering the gearing of organisation and innovation
networks towards innovation management, and the embedding of innovation
management in the firm's culture.
• Innovation Life Cycle Processes, covering the integration and management of innovation
life cycle processes including idea management, product/service and process
development, launch, continuous improvement and the discontinuation of e.g. your
products and services.
• Enabling Factors, involving a variety of factors such as IT, project management,
intellectual property rights or human resource management that can be leveraged for
increasing the business impact of innovation management.
• Innovation Results dealing with the output of innovation management activities and the
impact on indicators of business success, e.g. income from sales and operational profit.
3. Research results and discussion
•

The following dimensions have been evaluated, Innovation Strategy that gives your firm
direction and focuses on all innovation management activities for maximum impact e.g.
ensuring that the most promising innovation projects are pursued. Innovation Organisation
and Culture, that covers the gearing of organisation and innovation networks towards
innovation management, and the embedding of innovation management in the firm's culture.
Innovation Life Cycle Processes, that covers the integration and management of innovation
life cycle processes including idea management, product/service and process development,
launch, continuous improvement and the discontinuation of e.g. your products and services.
Enabling Factors, that involve a variety of factors such as IT, project management, intellectual
property rights or human resource management, which can be leveraged for increasing the
business impact of innovation management. Innovation Results, that deal with the output of
innovation management activities and the impact on indicators of business success, e.g.
income from sales and operational profit.
Graph 3. Your organization received a score of 34% in the dimension Innovation Strategy

(Source: Research by the author)

273

Graph 4. You received the following scores on the questions related to Innovation Strategy

(Source: Research by the author)

Below, absolute values specified for each item of the table are presented for each hierarchy level. For
each item a value between 1 and 7 can be achieved. If you have selected the option "Hierarchy level
does not exist", this column is not taken into account when calculating the scores.

Table 1. Creating a new strategy

(Source: Research by the author)
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Graph 5. Your organization received the following scores on the questions relating to the dimension
Enabling Factors

(Source: Research by the author)

Analyzing domestic and foreign theoretical and practical research, we felt that there is a need
and a certain scientific gap in researching the significance, role and need to analyze new
challenges for managers in creating new business strategies. An important aspect of strategic
management concerns the organizational levels at which a particular strategy is formulated
and implemented. Strategy, as a way to reach the goal, very significantly determines the
elements that build that strategy. Business strategies are focused on the interests and activities
of business units (organizational parts within the company). They cover organizational parts
or production lines and production units, which have their own programs, technology and
employees. Important issues that define the subject of research, relate to, the expertise and
knowledge of managers who make strategic business decisions, the process of planning
business strategies, the possibility and degree of implementation of business strategy and
more.
4. Conclusion
When asked what the existing strategy of the company is, it is necessary to determine the
critical factors of business success, which is an integral element of the existing business
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strategy. It is necessary to give an honest assessment of the existing strategy, through its basic
elements. It is necessary to analyze the shortcomings of the vision, mission and set goals. This
primarily means identifying real problems in the company. In the second round of analysis, it
is necessary to determine the mutual harmonization of desires and possibilities, as well as the
issue of subordination of goals. If you don’t know where you’re going, it’s hard to make
decisions about anything else in the business. This applies to everyone, from entry-level
employees to the CEO. One of the main responsibilities of the CEO is to create a strategy.
With a well-developed strategy, your organization can act as one in achieving a shared vision.
The essence of any strategy, even in the field of restructuring, is to define ways to achieve the
organizational mission and goals. Strategic restructuring implies a broader reflection on the
existing and new relations between the organization and the environment and the search for
more efficient ways of achieving the set goals. Different situations in the environment,
opportunities and aspirations of the company influence the course of strategic thinking and its
modeling. In this paper, we tried to look at the degree of new business strategies and the
possibilities of their introduction.
The chosen strategy should be consistent with the vision and goals of the company, with the
organizational structure, with the available resources, as well as with the environment in
which the company performs its business and wider social mission. We can evaluate the
success of a company or organization by measuring strategic results and measuring financial
results. Measuring strategic results provides an answer to the question of whether a company
is strengthening its market position, competitive vitality and future business prospects. The
company must also achieve acceptable financial results, however, they are not enough in
themselves. Each generic measure can be finely decomposed, and depending on the type of
activity and strategic goals, a system of measurement is formed and performance is
monitored. The connection with the strategy in the financial perspective grows because the
organization balances between the opposing levers of growth and production.
Modern business trends require constant re-examination of the existing business model and
business concept of business. There can certainly be a set of tools and techniques of strategic
management, which can help to get a good view of the existing business model. This includes
an analysis of the existing business and production portfolio. Properly identifying them first
and then balancing the intensities are crucial to the success of any organization. At this point,
it is necessary to identify the area in which the restructuring will be carried out, as well as the
type and scope of restructuring. It is necessary to investigate the processes and activities in
which the organization is currently participating, and which should be discontinued. Also, it is
necessary to determine which things distort the focus of the organization and consume
resources without creating value. The process of changing the vision of the company implies
changing the desired structure, strategy and position of the company. The change of mission
implies a new strategic action and purpose of business. It is necessary to redefine the
quantitative and qualitative goals again. Also, vertical and horizontal alignment of goals is
necessary. The vertical structure implies the existence of harmonization of goals from the top
to the bottom of the organization, ie. between different hierarchical levels. On the other hand,
a horizontal structure implies consistency between goals at the same hierarchical level. Some
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of the goals of the new strategy would certainly be to make the organization more profitable
and more integrated, to improve efficiency and effectiveness, to reduce unwanted and huge
costs, to apply new technologies, to take or participate in new markets globally, to meet
customer requirements faster and better, to be more competitive and gain market advantage,
to rise from the crisis or to survive the currently unfavorable economic climate, to move in a
completely new direction of development and to improve the value of owners.
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THE RELATIONSHIP BETWEEN A DIGITAL TRANSFORMATION STRATEGY
AND OTHER BUSINESS STRATEGIES AND MANAGEMENT, AND THE ROLE IT
HAS IN CREATING THE ORGANIZATION'S COMPETITIVE ADVANTAGE
Slavica Dragišić 1

Abstract
Competition, accelerated technology development and the changes they bring, have
conditioned organizations to give importance to innovation and the process of digital
transformation. In order to adapt to the changes that have taken place, companies must
develop a strategy that defines business processes, organizational structure, products, and
services, through which the organization will be able to respond to the demands of the
environment and competition. Digital transformation is gradually becoming a factor that
changes the market structure and affects overall business models, and this paper seeks to find
an answer to the question of the extent to which business digitalization is present in
organizations and whether a digital transformation strategy affects the competitiveness of
organizations. The aim of the research is to determine whether digital transformation as a
business strategy of an organization, through relationships with other business strategies and
management, affects changes in the overall way of doing business in an organization, and thus
its position in the market? In a broader sense, the analysis of the collected data will indicate
the relationship between the application of a digital transformation strategy, its
implementation, and the position of an organization in the market. The results can be used in
terms of a more precise definition of the strategy itself, the way it is implemented, but also as
an understanding of the importance that digitalization can have in terms of impact on the
market position of an organization.
Keywords: digital transformation, strategy, organization, competition
1. Introduction
Globalization, the economic crisis, and a number of other factors have influenced
organizations to change their way of doing business in order to be able to respond to the
increasing demands imposed by competition. The changes included greater rationalization of
business, acceleration of the way of doing business, removal of time and space barriers, and
faster reorganization of resources through digitalization (Gijić et al., 2014, p. 227). Observing
organizations and their behavior in the market, we can see that all of them have relatively
equal access to resources, and that through monitoring accelerated technological
development, improvement of existing and development of new, innovative products and
services, but also through risk diversification and more efficient use of modern technology
(Matsushita, 2021, p. 47) are able to respond on market demands and thus work to improve
their competitiveness (Dimitrijevic & Kučeković, 2017, p. 131). The use of digital technology
is one of the biggest challenges faced by organizations in all areas of business and digital
1
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transformation has become a factor that changes the market structure and affects overall
business models (Hess et al., 2016, p. 2), and requires coordination of people, processes, and
technologies (Desmet et al., 2021). Organizations have realized that through the application of
information and communication technology they improve business processes, contribute to
the growth of efficiency and innovation (Santoro et al., 2018, p. 347), but also that
digitalization can play a direct or indirect role in achieving competitive advantage (Porter,
2019, p. 27), so the research problem could be defined through the question: How does a
digital transformation strategy affect an organization’s business, and does it affect its
competitive position in the market?
For an organization to successfully go through the process of digital transformation and
become digital, it must be strategically and innovatively oriented, to define the decisions by
which the transformation process will be implemented, which must be automated, supported
organizationally and technologically (Desmet et al., 2015). For a company to be successful in
a market, it must show a high level of innovation and productivity. Bouwman and associates
define innovative activities as activities undertaken by the organization in order to increase
the value of its products and services, and as activities that have a positive effect on the
business performance of an organization and contribute to the development of competitive
advantages (Bouwman et al., 2018, p. 109), and which require the development of a business
concept that will enhance the productivity of a user-oriented organization (Burchardt &
Maisch, 2019, p. 112).
In the first part of the paper, in the literature review, we explained the concept of competition
and a digital transformation strategy, while in the second part special attention is paid to
defining the impact of digital transformation in choosing an organization's strategy and its
relationship with other strategies, but also how it affects the competitive position of the
organization. The third part of the paper presents the results of research based on collected
literature and data. In the final part of the paper, through discussion and conclusion, based on
analyzed literature and research results, it is shown how a digital transformation strategy
affects the business of an organization and its competitive position.
2. Literature review
Competition is a key component of the mechanism of change that can be realized through
interaction processes in an environment characterized by innovation (Marincean, 2019, p. 52).
Organizations need to develop strategies and acquire resources to take advantage of market
opportunities that have not yet been spotted by competitors (Samo & Hashim, 2016, p. 7).
Changes in technology and technological innovation have become one of the fastest growing
business trends in the last few decades, which have influenced organizations to continuously
adapt their strategies and business models to these changes in order to maintain their
competitive position (Bouwman et al., 2018). Digitalization is becoming a central issue that
affects organizational strategy (Dethine et al., 2020, p. 18) and the scope of organizational
development through achieving better business results using new technology (Kostić, 2018, p.
18), which requires adequate resource management and changes many segments in order to
adapt an organization to new business conditions. The importance attached to digitalization
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and the use of digital technology is shown by the fact that the European Parliament in its
Recommendations from 2006, at the suggestion of the European Commission, highlighted
eight key competences, including digital competence as a universal key that enables people to
acquire additional knowledge (Vasilievna-Gerasimenko & Olegovna-Razumova, 2020, p.
115).
Digitization has influenced organizations to consider existing strategies and business models
but also the way of managing (Rachinger et al., 2018, p. 1144), which has conditioned the
management of organizations to adapt their management skills to new challenges, rules,
needs, and market requirements (Vasilievna-Gerasimenko & Olegovna-Razumova, 2020, p.
116). The development of digital technology has influenced organizations to adapt their
business models, redefine strategies and change the direction of business to overcome the
differences between existing business competencies and acquire new skills and knowledge in
order to achieve a competitive advantage (Enkel et al., 2020, p. 161). The impact of
digitalization on business organization and strategy definition is also indicated by the data
according to which almost 90% of companies from the USA and the United Kingdom based
their future business strategies on the use of information and digital technologies (Hess et al.,
2016, p. 2). Digitization implies the use of various technologies that enable the development
of new products, services, and business processes, which in turn leads to the development of
new forms of cooperation between organizations, but also change in customer relationships
(Rachinger et al., 2018, p. 1144). Using digital technology, companies are changing their
traditional systems and turning them into agile, operating systems, capable of responding not
only to user demands, but also to the increasingly complex demands of the market.
2.1. Digitization and digital transformation
Digital transformation can be defined as “a process for restructuring economies, institutions
and societies at the system level” (Rachinger et al., 2019, p. 1144). Along with information
and communication technology, it is one of the ways an organization seeks to respond to
environmental changes especially considering the impact that digital technology has on
consumer behavior and their growing expectations. Digital technology has led to fundamental
changes in business strategies, processes, and capacities, and its products and services, but
also relationships with other firms (Bharadwaj 2013, p. 471). This is also indicated by the
research conducted among the users of one of the leading Asian banks, DBS Bank Singapore,
which, in order to maintain its leading competitive position, had to develop new forms of
digital services, especially in the field of mobile banking (Vial, 2019, p. 14). Digitization is
not only related to technology but also to strategy, just as digital transformation is not only
related to the optimization of internal processes or technological integration of jobs, but to
fundamental changes in the business model (Huda & Rejito, 2020, p. 29). Digital
transformation is defined as a multidisciplinary approach relating to changes in strategy,
organization, information technology and marketing, but also because it represents a process
of lifelong learning (Huda & Rejito, 2020, p. 29).
Organizations use digital technology as a way to implement changes in their sale and
distribution networks, and to move from a product-based offering to a sale that integrates
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products and services. A good example is Netflix, which has completely changed its business
concept by taking advantage of the gap between the physical and digital worlds and has
become one of the leading service companies (BBC, 2020). The term digital transformation is
used to describe the process of radical organizational change caused by digital technology
(Dethine et al., 2020, p. 20), and the process of digitization implies the use of digital
technology in changing business models in a way that creates new values, new forms of
income, but also the expansion of enterprises (Westerlund, 2020, p. 48). The process of
strengthening digital skills must take place in parallel with the introduction of digital
technologies in companies of all sizes and in all sectors, because technology is changing so
fast that companies that fail to make the transition will fall behind their competitors
(European Commission, 2017). This is of particular importance when considering the results
of research which predicts that in the next 15 to 20 years 30 to 40% of the total number of
jobs that exist today will disappear, based on the assumptions of direct cause-and-effect
relationship of technological innovation and growth productivity (Vasilievna-Gerasimenko &
Olegovna-Razumova, 2020, p. 117). It is estimated that 90% of companies that have stood out
today as digital leaders have a fully digitalized strategic planning average (Desmet et al.,
2015).
2.2. Relationship between digital transformation strategies and other strategies in the
organization
A digital transformation strategy seeks to coordinate the various components of a process and
therefore should be defined in collaboration with other strategies within an organization (Matt
et al., 2015, p. 2). Digital technology is fundamentally changing and transforming traditional
jobs into processes that allow work to be done while overcoming time, space, and functional
constraints and with different dynamic capabilities (Bharadwaj et al., 2013, p. 472). In
addition to the fact that digitalization can have a different impact depending on the industry, it
is important that it is included in the business model (Ritter & Pedersen, 2020, p. 183). There
are different views on whether a digital transformation strategy should be a special issue or
part of some other organizational and functional strategy, such as IT strategy (Hess et al.,
2016, p. 6). Digital strategy should not be placed below business strategy, and it shouldn’t be
an integral part of an IT strategy but should be defined differently from traditional IT
strategies and should be viewed separately from others, because it goes beyond traditional
functional areas such as marketing, operations, logistics, but also areas using IT technology
(Bharadwaj et al., 2013, p. 473). IT strategies mainly define the current state and future needs
for the improvement of systems and infrastructure in the field of technology, but do not deal
with the process of transformation of products and services, and processes that go hand in
hand with the integration of modern technology (Matt et al., 2015, p.3). An example of
defining the relationship between digital transformation strategies and other corporate
strategies is given in Figure 1 (Matt et al., 2015).
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Figure 1. The Relationship between a digital transformation strategy and other corporate
strategies
Corporate
strategy
Operational
Strategy (Products,
Processes, Market)

Functional strategy
(Finance, IT,
human resources)

Digital transformation strategy

Source. Matt et al. (2015). Digital Transformation Strategies. Downloaded and adapted
13.7.2021. from
https://www.researchgate.net/publication/281965523_Digital_Transformation_Strategies.
This includes defining a strategy that will determine priorities, management that will define
the roles and responsibilities of participants, methods that will define the necessary techniques
for implementation, IT processes of analysis, modeling, and implementation, as well as
changes in organizational culture and perceptions of employees (Fischer et al., 2020, p.2).
This is shown by the example of a European company engaged in the provision of Internet
services, 1&1, which has successfully implemented the process of digital transformation by
defining a digital strategy that considers the volume of documentation, process connectivity
and systematic employee relations, and based on that defined the best projects that enabled the
digital transformation of the company (Fischer et al., 2020, p. 4). Based on the examples of
five companies that have gone through the process of digital transformation, Fischer and
associates list three types of strategies to achieve this goal: a communication and learning
strategy that involves monitoring implementation by top management, without interfering in
the process, a unification and optimization strategy that implies strong support from top
management in process coordination and integration, and a certification and automation
strategy that implies the full involvement of top management (Fischer et al., 2020). While tt is
necessary to define a strategy that will best suit the defined goals, it is also necessary to take
care that the choice of strategy is guided by the existing situation in the organization and its
capabilities.
Hess and others point out that for a successful digital transformation strategy it is necessary to
define the strategic role of the IT sector, changes in the value creation process, structural
changes and the financial aspect of change (Hess et al., 2016, p. 35), but also mechanisms that
will provide the right inputs (Earley, 2014), because digital transformation can result in
reshaping or even modifying the overall business model (Matt et al., 2015, p. 2). For
organizations that have undergone a digital transformation process, 10-20% of total revenue
comes from digital products and services (Hess et al., 2016, p. 14). Table 1 shows some of the
key decisions that Hess and colleagues consider crucial in the process of defining a digital
transformation strategy (Hess et al., 2016).
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Table 1. Key decisions in the process of defining a digital transformation strategy
Use of technology
Changes in the value
creation process
Structural changes
Financial aspect

Strategic role of the IT sector
Technological ambitions
Degree of digital diversification
Revenue generation
Being the main domain of business activity
Responsibility for the digital transformation strategy
Organizational positioning of new business activities
Focus on operational change
Development of new competencies
Financial pressure on existing business areas
Funding new activities

Source. Hess et al. (2016). Options for Formulating a Digital Transformation Strategy.
Downloaded and adapted 15.6.2021. from https://www.researchgate.net/publication/
291349362_Options_for_Formulating_a_Digital_Transformation_Strategy.
2.3. The relationship between a digital transformation strategy and management in
organizations
For digitalization to be effective, it is important to determine the position and the impact that
has on an organization's business. Digital transformation is often driven by information
technology through the collection and distribution of information, monitoring, and various
analyzes that facilitate the decision-making process (Heilig et al., 2017, p. 1342) but also
shows managers how to break away from traditional decision-making logic and focus on more
innovative management modes (Enkel et al., 2020, p. 162). Experiences of organizations have
shown that it is important that the entire process has its bearer within the organization, and
that it should be top managers, directors or board members (Burilović, 2020, p. 201). To be
able to digitalize its business, a company first needs to provide organizational capabilities and
determine the impact that digitization could have on the organization (Ancarani & Di Mauro,
2018, p. 2). Companies often face the question of how management understand changes
caused by digitalization, and their ability to take advantage of these changes and opportunities
to develop new business models that can bring significant growth and development
(Burchardt & Maisch, 2019, p.113). Digital transformation as a strategic decision involves
defining a plan and method of implementation and setting priorities and clear ideas by
management, which must see digitalization as a necessary condition for competitiveness
regardless of business area or size of the organization. According to research by Russian
companies, the key factors influencing organizations to go in the direction of business
digitalization are changes in customer behavior and expectations (55%), chances of business
development in new markets (53%), and competitive pressure (49%) (VasilievnaGerasimenko & Olegova-Razumova, 2020, p. 124).
Organizational management needs to have strategic capabilities, know how the business
model is defined, and needs to have some IT capabilities to be able to assist the organization
in the digital transformation process. Digital transformation affects changes in the
organization management as an essential element in the process of implementing a new
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business strategy and business models, and the relationship between business and IT
strategies at the organizational level (Vial, 2019, p. 39). One example of how to approach the
definition of organizational and management structure of a company in order to implement
the digital transformation strategy is the company SAP, which for the needs of digital
transformation, organized business by dividing the entire organization into six levels, with
central management in charge of the first three levels that include the core system and support
process, while the remaining three levels related to the operational part of the business are in
charge of several teams of managers (Fischer et al., 2020, p. 5). Koncar G&M is an example
of one of the companies that has successfully implemented the process of digital
transformation in the design and preparation of generator production, and the entire process
has been defined and implemented by the company's management, in cooperation with other
employees.
2.4. The role of a digital transformation strategy in creating a competitive advantage
Digital transformation has proven to be crucial in the process of survival and market
leadership, which is why managers are focused on formulating and implementing digital
strategies that will enable better operational performance (Hess et al., 2016, p. 2). Research
has shown that organizations that have begun the process of digital transformation are more
competitive, find partners more easily and develop collaborations, and adapt more easily to
changing market conditions (Dethine et al., 2020, p. 20). The lifespan of organizations has
decreased significantly with the development of technology, and predictions show that by
2027, 75% of organizations will disappear (Kostić, 2018, p. 15), which shows how important
the adoption of technology is for market survival.
Empirical research has shown that in the process of digital transformation companies face
certain competitive concerns related to innovative capabilities, finding a balance between
directing digital technology in the development of new products and services, managing new
processes, cooperation between internal and external resources of the company, and
developing the organizational culture required for adequate systems management (Svahn et
al., 2017, p. 240). This is especially expressed in companies that are considered market
leaders and which due to digitalization face a new form of competition that redefines existing
industries by making business models obsolete and changing them with new, modern models
(Rachinger et al., 2018. p. 1145). A good example of the digital transformation is Volvo,
which has used digital technology to improve the user experience but also to generate new
sources of revenue and has gone from being a traditional car manufacturing company to being
willing to experiment with a new, digital service platform and thus become more competitive
(Svahn et al., 2017, p. 243). In the field of transport, the use of digital technology contributes
to the integration of different modes of transport into a single system, which contributes to the
competitiveness of the automotive industry internationally, while the use of digital technology
in the financial sector benefits consumers, encourages growth methods for identifying and
solving energy efficiency problems using digital technology, which enables energy service
providers to adapt their offers to consumers (European Commission, 2017). As examples of
companies that have successfully gone through the process of digital transformation and thus
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improved their business, Bouwman and associates give an example of a company engaged in
service (restaurant) that used the influence of social networks to improve the booking process,
as well as a company engaged in digital marketing and consulting services that have made
radical changes since the introduction of digital analytics tools such as Google Analytics
(Bouwman et al., 2017). In their research, Ritter & Pedersen cite the example of a
telecommunications company that used digital technology to create a city traffic plan through
geolocation techniques and thus optimized the traffic management system (Ritter & Pedersen
2020, p. 184). Organizations have realized that through the application of information and
communication technology they improve business processes, contribute to the growth of
efficiency and innovation (Santoro et al., 2018, p. 347), but also that digitalization can play a
direct or indirect role in achieving competitive advantage (Porter, 2019, pp. 27). The Institute
for Management Development (IMD) defines digital transformation as “organizational
changes and changes in business models brought about by the use of digital technology to
improve business performance” (Wade & Avagyan, 2018). Digital transformation is also
described as a “disruptive factor that requires a strategic response from an organization that
needs to find a way to sustain the value creation process while adequately managing structural
change and organizational barriers,” (Vial, 2019, p. 1).
For companies to successfully go through the process of digital transformation, financial
resources are necessary. Access to finance can be an obstacle to the adoption of new digital
technologies, which can put companies at a disadvantage compared to the competition.
Investment in research and development increased significantly between 2000. and 2016, with
China having the largest share of investment growth with more than a 30% increase during
this period (EIB, 2020). The share of the US and the EU in the period from 2000 to 2016
decreased from 38% in 2000 to 26% in 2016 for the US, and from 22% in 2000 to only 18%
in 2016 for the EU, while China's share increased from 5% to 23% during the same period
(EIB, 2020). When looking at the share of R&D spending in total GDP, the European Union
spends less than the US and China. For comparison, in 2017, the EU allocated 2.06% of GDP,
while China allocated 2.13% of total GDP (EIB, 2020). When looking at the share of
investments of different sectors in research and development, it is noticeable that the business
sector has significantly higher investments compared to the state sector (government), higher
education institutions or private non-profit organizations (Figure 2). Private firms in the EU
invest significantly less in research and development (66%) than firms in the US (72%) or
China, Japan, and South Korea (80%) (Figure 3) (EIB, 2020).
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Figure 2. Overview of investments of leading countries in research and development, by
sectors in the period from 2002 to 2017 (in percent)

Source. EIB. (2019). Investment report, 2019/2020.
Downloaded 10.7.2021. from
https://www.eib.org/attachments/efs/economic_investment_report_2019_en.pdf.
The application of digital technology in the European Union is lower than in the United
States. A survey by the European Investment Bank shows that 66% of manufacturing
organizations in the European Union use at least one form of digital technology, while the
figure for the US is 78%, and the difference is particularly visible in construction, services,
and infrastructure (EIB, 2020). The difference is also visible for different parts of Europe, as
indicated by the data of the Investment Report for 2019/2020 of the European Investment
Bank, according to which only 40% of companies from the Central European region adopted
or organized the entire business based on digital technology, while in the area of southern
Europe, the process of digital transformation was performed in more than 60% of companies,
and in the area of Western and Northern Europe more than 65% of companies went through
this process (EIB, 2020). Overall, 58% of firms in the European Union have been digitized,
compared to 69% of U.S. firms (EIB, 2020).
Figure 3. Application of digital technology in the European Union and the USA, by sectors

Source. EIB. (2019). Investment report, 2019/2020. Downlouded 10.7.2021. from
https://www.eib.org/attachments/efs/economic_investment_report_2019_en.pdf.
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To understand how organizations which operate in different fields view digital transformation
and how they invest in digital technology, Boston Consulting Group (BCG) conducted a
survey in 2019 based on 1,800 companies from 27 countries across Asia, Europe and USA.
The survey covered companies from various sectors, the automotive and telecommunications
industries, the sales and financial sector, insurance, manufacturing, energy, and the public
sector. The results showed that companies operating in the telecommunications industry and
the financial sector are the most digitally advanced, with more than 25% of companies
considered digital leaders, while more than 40% of companies in the energy and public sector
lag behind in digital transformation (EIB, 2020). According to the European Investment
Bank, 66% of EU manufacturing companies use at least one digital technology in the business
process, while in the US this data is 78%, and Figure 2 shows how the use of digital
technology in the EU and the US has progressed over the years is in different sectors (EIB,
2020).
3. Research methodology
The research includes data collected on the basis of officially published reports of the Agency
for Statistics of BiH, Central Bank of BiH, Banking Agency of Republika Srpska, Banking
Agency of the Federation of BiH, and data from annual reports and other available data from
official internet pages of leading banks when it comes to data for Bosnia and Herzegovina,
and reports of the European Commission, European Investment Bank (EIB), World Economic
Forum (WEF), World Bank, Institute for Management Development (IMD - Institute for
Management Development), when it comes to global competitiveness data.
The subject of the analysis is to determine the extent to which the business of various
organizations, including banks in Bosnia and Herzegovina, is aimed at digitalization through
the definition and implementation of digital transformation strategy. The main purpose of the
research is to point out the fact that modern business conditions influence organizations to
direct their business in defining a digital transformation strategy, which basically has the
application of digital solutions, with the existing structure of products and services. The
research is based on the quantitative and qualitative processing and analysis of collected data,
their tabular presentation, and the use descriptive statistics to present results.
3.1. Limitations in research
Restrictions in the research referred to the possibility of collecting data on the level of
development of certain digital products and services of banks in BiH, but also on how much
banks spend on investing in the digitalization of operations. An additional limitation is the
lack of ability to collect data on the number of users of digital services by banks, the volume
of use of given services, as well as on the manner of use. This data is most often presented in
the annual reports of banks as a percentage, as an increase or decrease compared to the
previously observed period, without numerical data, with the fact that many banks do not
agree to publish detailed data. Overcoming these limitations could soon be made possible on
the basis of an initiative sent by the Bank Association of BiH to the Central Bank regarding
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the formation of a detailed report on all digital products and services available in banks at the
national level.
4. Research results
State readiness to take advantage of the opportunities provided by information and
communication technologies is measured by the NRI (Network Readines Index) and
according to data for 2020, Sweden takes the leading position out of 134 countries. However
when it comes to technology, use of technology, and investment and development of new
technologies, the leading country is Switzerland (NRI, 2020). For comparison, according to
the NRI index, BiH is the 87th ranked country in the total observed order, however, if we look
at the approach and adoption of new technologies, and investment in the development of new
technologies, BiH ranks 129th out of 134 observed countries (NRI, 2020). According to the
criterion of application of at least 5 types of new technologies by companies, BiH ranks 95th,
and compared to neighboring countries, Serbia ranks 80th, Slovenia 28th, Croatia 57th, and
Montenegro 70th (NRI, 2020). When looking at the investment in the adoption and
application of digital technology, according to the NRI index, BiH ranks 124th,Serbia 93rd,
Montenegro 87th, Croatia 107th, and Slovenia 41st (NRI, 2020, p. 219).
According to the data of the Agency for Statistics of BiH, there is a noticeable increase in
allocations for research and development for the period from 2017 to 2019, especially when it
comes to allocations of the business sector, while allocations of the state sector decrease
significantly in 2019 compared to previous years (Table 2) (Agency for Statistics of BiH,
2020).
Table 2. Overview of allocations for research and development in Bosnia and Herzegovina
Total gross domestic
Gross domestic expenditure Gross domestic
expenditure on R&D, in
on R&D in the business
expenditure on public
BAM
sector, in BAM
sector R&D, in BAM
2019
67.993.933
25.674.000
2.999.933
2018
65.164.302
22.663.000
10.472.302
2017
62.904.269
21.248.000
10.141.269

Source. Agency for Statistics BiH. (2020). The table shows data on allocations from the GDP
of Bosnia and Herzegovina for research and development in the business and public sector in
the period from 2017-2019. years. Retrieved and adapted 14.8.2021. from
https://bhas.gov.ba/Calendar/Category/28.
Observed by sectors, the largest allocations for reasearch and development in BiH are in the
higher education sector and the business sector (Table 3) (Agency for Statistics BiH, 2021).
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Table 3. Allocations for research and development in Bosnia and Herzegovina by sectors and
sources of funding for 2019 (in BAM)

SECTOR/Sources of
financing

SECTORS IN TOTAL
BUSINESS SECTOR
PUBLIC SECTOR
HIGH EDUCATION
NON-PROFIT
SECTOR

In total

Own
funds

67.993.93
3
25.674.00
0
2.999.933
39.287.00
0

25.674.00
0
22.284.00
0
-

33.000

-

2.273.000

University
funds
(higher
education
institutions
)

Private
nonprofit
sector
funds

Financia
l
resource
s from
abroad

6.627.000

1.032.00
0

1.615.000

-

519 000

1.080.333
27.520.00
0

1.107.000

-

5.520.000

513.000

5.529.60
0
1.256.00
0
812.600
3.461.00
0

33.000

-

-

State
public
funds
30.248.33
3

-

Source. Agency for Statistics BiH. (2021). The table shows the data on allocations for
research and development in BiH by sectors and sources of funding for 2019. Downloaded
and adapted 14.8.2021. from
https://bhas.gov.ba/data/Publikacije/Saopstenja/2021/RDE_01_2019_Y1_0_BS.pdf.
Observed within the business sector, significant allocations for research and development are
put towards information and communication (16.57%), and financial and insurance activities
(9.88%) (Table 4) (Agency for Statistics of BiH, 2021).
Table 4. Share of the finance sector and the information and communication sector in the
total allocations for research and development in BiH for 2019, by type of expenditure (in
BAM)
2019
Information and communication

In total
11.270.000

Running costs
6.131.000

Investment costs
589.000

Financial and insurance activities

6.720.000

11.013.000

257.000

Total gross domestic expenditure on R&D, in BAM

67.993.933

56.037.933

11.956.000

Source. Agency for Statistics BiH. (2021). The table shows data on the share of the finance
and information and communication sectors of Bosnia and Herzegovina in total allocations
for research and development, by type of market for 2019. Downloaded and adapted from
https://bhas.gov.ba/data/Publikacije/Saopstenja/2021/RDE_01_2019_Y1_0_BS.pdf.
According to the BiH Agency for Statistics, and based on the results of a survey conducted on
a sample of over 2,600 companies of various forms on the use of information and
communication technology, 62.7% of companies own a website, 8.6% of companies use
cloud services, 18.1 % of companies perform e-commerce, 4.5% of companies use different
algorithms for data analysis (Big data), 1.9% of companies use 3D printing service, and 3.4%
of companies use robotics in their work (table 5) (Agency for Statistics BiH, 2020).
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Table 5. Application of digital technology in companies in BiH
web page
cloud service
e-commerce
Big data
3D printing
robotics

62,7%
8,6%
18,1%
4,5%
1,9%
3,4%

Source. Agency for Statistics of BiH. (2021). Use of information and communication
technologies in BiH. The table shows the application of digital technology in BiH companies.
Retrieved and adapted 14.8.2021. from
https://bhas.gov.ba/data/Publikacije/Bilteni/2021/IKT_00_2020_TB_1_BS.pdf.
The Agency for Statistics of BiH conducted a survey on innovative activities of companies for
the period of 2016-2018, on a sample of over 5,800 companies of various sizes that in the
observed period had activities related to product or process innovation, and internal activities
related to research and development. Out of the total number of companies, 35.6% carried out
at least one of the innovative activities, while 64.6% of companies did not carry out
innovative activities (Agency for Statistics of BiH, 2020). From the survey results we also
notice that the most innovative companies are large companies, with 59.4% share, then
medium-sized companies with 46.6% share, and small companies have 31.5% share in the
total number of innovators, while the most innovatively active companies belong to the field
of information and communications at 63.9% and finance and insurance at 53.3% (Agency for
Statistics of BiH, 2020). When it comes to the type of innovation, most companies introduced
product innovation, 21.8%, while 17.5% of companies have introduced business process
innovation, with the data that companies that have mostly worked on research and
development or other innovation activities come from the information and communication
technology sector, 12.9% of them and from the finance sector, 26.7% of them (Agency for
Statistics of BiH, 2020).
Figure 5. Enterprises by type of innovation and size, 2016-2018

Source. Agency for Statistics of BiH. (2021). Innovative activities of the company, 20162018. Retrieved 14.8.2021. from
https://bhas.gov.ba/data/Publikacije/Saopstenja/2020/RDE_04_2016_Y2_0_BS.pdf.
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In order to determine the achieved degree and manner of implementation of digital
transformation strategies in Bosnia and Herzegovina, we dealt with the observation of banks
as organizations that go in the direction of business digitalization. Based on data published in
the reports of the Banking Agency of Republika Srpska, the Banking Agency of the
Federation of BiH, as well as officially published data in bank reports, banks in Bosnia and
Herzegovina have largely begun the process of digital business transformation by offering
various digital services.
The survival of banks in conditions of strong competition, with the increasing participation of
FinTech companies, increasingly depends on the bank's readiness to be innovative, to
recognize the needs and requirements of the market and to put the client in focus of its
thinking. This is indicated by the results of research according to which consumers change the
ways of communication with the bank, so 86% of consumers use branches or ATMs, 84% use
internet banking, while 72% use mobile banking applications (Zelenović et al., 2020, p. 190).
That banks must go in the direction of digital transformation is also indicated by data that
with the digitalization of the bank's operations they will increase revenues by 30% on the one
hand and reduce costs by 20-25% on the other (Zelenović et al., 2020, p. 192).
Table 5 shows the available digital services in several leading banks in BiH, while Table 6
shows some of the most common digital services that, in addition to already available POS
terminals and ATMs (Table 7), complete the process of digital transformation of banks'
operations.
Table 6. Overview of available digital services at banks in Bosnia and Herzegovina
Raiffeisen
bank dd
E-banking
for
individuals
E-banking
for
legal
entities
Mobile
banking for
individuals

Unicredit
bank dd
E-banking
for
individuals
E-banking
for
legal
entities
Mobile
banking for
individuals

-

-

eWallet
ecommerce

eWallet
e-commerce

Sberbank
ad
E-banking
for
individuals
E-banking
for legal
entities
Mobile
banking
for
individuals
-

ecommerce

NLB banka
ad
E-banking
for
individuals
E-banking
for
legal
entities
Mobile
banking for
individuals

Nova banka
ad
E-banking for
individuals

IntesaSanpaolo
banka dd
E-banking for
individuals

Ziraat bank
dd
E-banking
for
individuals
E-banking for E-banking for E-banking
legal entities
legal entities
for
legal
entities
Mobile
Mobile banking Mobile
banking for for individuals
banking for
individuals
individuals

In
preparation Mobile
banking for
legal entities
eWallet

In preparation Mobile
banking for
legal entities

Mobile
banking for
legal entities

eWallet
e-commerce

Source. Official websites of the observed banks. (2021). The table shows the data on digital
services offered by the observed banks from BiH for 2021.
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Table 7. Overview of other available services of leading banks in BiH
Bank
Raiffeisen banka dd
Unicredit banka dd
Sber banka ad

NLB banka ad
Nova banka ad

Service name
Online application for bank products - OPA (Online Payment Applicatio)
platform, Contactless bracelet, Viber banking, Bill presentment, mCash
Online apliciranje za proizvode banke, mCash, Uplatno/isplatni bankomati
Online application for bank products, mCash, Digital counter - device for
automated issuance of standardized certificates and statements, bill
presentments and performing cash transactions, ATS - self-service device for
cash deposit
mCash, NLB Webinfo - account balance information
mCash, NCR atm (payment/withdrawal, payment of invoices, issuance of
certificates and statements),

Source. Official websites of the observed banks. (2021). The table shows data on other digital
services offered by the observed banks from BiH for 2021.
According to the data presented in the previous tables, it can be concluded that banks in BiH
are largely in the process of implementing a strategy of digital transformation, and that in
addition to mobile and electronic banking, banks provide numerous other benefits to both
individuals and legal entities, services such as digital counters, self-service cash deposit
devices, and applications for products without the need to come to the bank.
Table 8. Overview of the number of POS terminals and ATMs at banks in Bosnia and
Herzegovina
Bank name
Raiffeisen banka dd
Unicredit banka dd
Sber banka ad
NLB banka ad
Nova banka ad

Number of ATMs
289
271
42
73
109

Number of POS terminals
9.072
9.220
1.333
2.276
2.399

Source. Banking Agency of Republika Srpska and Banking Agency of the Federation of BiH.
(2021). The table shows the data on the number of POS terminals and ATMs of the observed
banks from BiH for the date 31.12.2020. Downloaded and adapted from
https://www.abrs.ba/public/data/documents/1611/20201231_Izvjestaj_o_stanju_bankarskog_s
istema_RS.pdf
and
from
https://www.fba.ba/upload/docs/informacija_o_sbs_31122020_po_konacnim_nerevidiranim_
podacima_ZNP.pdf.
According to research, 60% of banks in BiH view technological achievements and platforms
as a priority in business (Asseco, 2016), while 88% of banks believe that digital strategy
should be an integral part of the overall business strategy (Živković & Vojinović, 2018, p.
353). The application of a digital transformation strategy in banks in BiH is defined
depending on the organizational structure and competencies of the respective processes, that
is, sectors responsible for its implementation.
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Table 9. Processes responsible for the implementation of the digital transformation strategy
in BiH banks
Unicredit
Banja
Luka

NLB
Banja
Luka

Sberbank
Banja
Luka

Unicredit
Mostar

Raiffeisen
bank

Independe
nt digital
banking
department

Independe
nt digital
banking
department

Departmen
t within
the
Product
Developm
ent
Division

Independe
nt digital
banking
department

Independe
nt digital
banking
department

Center for
Digital
Banking

President
of the
Manageme
nt Board

Manageme
nt Board
member
for
Corporate
and
Investment
Banking
and Retail

Manageme
nt Board
member
for Retail

Manageme
nt Board
member
for Retail

Manageme
nt Board
member
for Retail

Manageme
nt Board
member for
Retail

Nova
banka

Bank
name

Name of
departmen
t and/or
sector

Responsibl
e member
of the
bank's
manageme
nt board

Intesa
Sanaolo
banka
Main
office for
Direct
Distributio
n
Channels
and
Digital
Marketing

Managem
ent Board
member
for Retail

Source. Official websites of the observed banks (2021). The table presents data from the
organizational structure on the processes responsible for the implementation and enforcement
of a digital transformation strategy of the observed banks from BiH for 2021.
5. Discussion
The main goal of this paper is to analyze the relationship between digital transformation
strategies and other business strategies in the organization, but also the management itself,
and its impact on the competitiveness of organizations, with the example of business
digitalization in banks in Bosnia and Herzegovina. Based on the results of the research, we
see that the allocations for research and development in BiH are increasing. In 2018 the
allocation increased by 3.6% compared to 2017, while the allocation in 2019 increased by
4.3% compared to for 2018. Most allocations go to the higher education and business sectors
in BiH, with a difference in funding sources where the private sector is mostly financed from
its own funds, while allocations to the higher education sector are mostly financed from state
funds. Most innovations in BiH organizations are related to products (21.8%), while 17.5% of
companies have introduced business process innovation, with the largest participation of
organizations from the information and communication technology sectors and the financial
sector. The results also indicate that the leading banks in BiH have largely implemented a
digital transformation strategy, and that they are gradually moving towards full digitalization
of operations. Tables 5 and 6 show that banks have greatly digitalized their business through
electronic and mobile banking, e-commerce, viber communication with customers, e-wallet,
and online product applications.
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The need for digital transformation is present in all markets and in all organizations, both
those that still strive to remain biased and those that strive for rapid technological progress
and reduce the gap between customer expectations and the company's ability to respond to
customer demands. The research results presented in this paper, and in comparison with the
results of other research, pointing out the impact that digital transformation strategies have on
organizations and their competitive position. Results also indicate that companies that use
digital technology and nurture an innovation culture have faster growth and achieve greater
market share. This is indicated by the results of a survey that included more than 50 leading
banks in Europe, according to which banks with digitalization of more than 80% in their
processes achieve more than 73% of total sales through digital channels, while banks that are
digitalized 40-60% achieve only 41% (Water et al., 2020). According to Global Finance
magazine, the best digital bank in Bosnia and Herzegovina is Raiffeisen bank d.d. while the
world's best digital bank is Citibank (Global Finance, 2020). In addition, the results of the
research indicate the need for changes in the way of doing business, especially when
considering data that indicates that the application of at least one digital information and
communication instrument in the company affects productivity growth by 3% compared to
companies that are completely digitally inactive, and if the use of digital technology in
companies increases to 20%, productivity increases by more than 18% (Kostić, 2018, p. 19).
The paper contributes to the academic community by showing the importance of changing the
concept of management and its adaptation to modern business conditions, that change daily
under the influence of technology. When it comes to additional research, the limitations
should be considered, and future research should be directed towards collecting more data
(especially how to implement digital transformation strategies and use of digital products and
services) because this contributes to a clearer picture and better understanding of research
results.
6. Conclusion
Change is a step that organizations must take to achieve the performance and operational
efficiencies necessary to survive in an increasingly turbulent market environment, and digital
technology makes it possible for them. Differences between companies are becoming more
noticeable, which requires constant adaptation to change, through redefining business and
adopting new opportunities (Ancarani & Di Mauro, 2018, p. 3).
Digital transformation must not be seen as a "cosmetic procedure", but must represent a
fundamental change in the organization, organizational culture and business model, and must
be incorporated into all strategic documents and plans (Burilović, 2020). Organizations are
introducing digital technology with the goal of enhancing comparative advantage, and to
bring changes in attitudes toward consumers, internal processes, and values (Ritter &
Pedersen, 2020, p. 185). Organizations that have notices the changes in technology, seize the
opportunities, and turned them into a strategic advantage. Research has shown that strong
competition influences organizations to be innovative and forces them to go through the
digital transformation process, as part of the business process as well as in the part of relations
with consumers and their expectations (Kostić, 2018, p. 21). Digital technology has enabled
295

market expansion, a higher level of product transparency, easier targeting of customers and
bringing products and services closer to customers, as indicated by a survey according to
which 56% of companies believe that attracting customers through digital channels is one of
the company's top 10 priorities in modern business conditions (Gijić et al., 2014, p. 229). In
addition to the numerous technical challenges that organizations face in the process of
digitalization, the success of the process ultimately depends more on the organization and its
management than on the technical aspect of digitalization (Gijić et al., 2014, p. 234), because
digital technology itself cannot maintain the competitive advantage, without being supported
by changes in organizational culture, strategy, and structure (Matsushita, 2021, p. 50). This is
indicated by the research conducted by the Business Development Bank of Canada (BDC) in
2018, which showed that companies that use more digital technology and nurture an
innovative culture have faster growth and achieve greater market share (EIB, 2020).
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Influence of Country of Origin on Youth Purchasing Decisions
Aleksa Spasic 1
Abstract
In the previous decade globalization made a significant impact on the whole world, especially
on young people. Youth tend to buy more products or services, to travel more, to try different
products around the world. On the other side, companies are getting more influential, with
enriching their promotional campaigns and seeking for markets which will provide them best
performance. Country of origin can play an important role in purchasing decisions, but do
young people take care about country of origin when they opt for different products? The
purpose of this research is to examine perceptions of the youth populations in Bosnia and
Herzegovina about the impact of country of origin on their purchasing decisions. The research
method to collect data from youth was a survey and it was conducted online. After collecting
data, for further analysis it was used correlation and regression analysis. The results of this
research unveil that there is no significant impact of country of origin on youth purchasing
decisions. According to these results, we can conclude that young people are less affected by
prejudice, and that globalization made a lot of impact on the new generation.
Keywords: young people, country of origin, globalization, country image, perception,
purchasing
Introduction
Nowadays, people can easily find information related to the country of origin of some specific
product. They just need to briefly read the package of the product and they will find all
necessary information. All of this causes awareness of the consumer, about potential products
that he wants to purchase. But, has it been like that or similar in the past?
Label “Made in (name of the country)” firstly was used in the 19th century in England to stop
Germans from making similar products with less quality. But, consumer perception of the
quality of products can face vast changes. ‘Made in China’ is seen everywhere in the
international market. However, China still has a long way to go to gain consumers’
confidence and trust. Previously, the reputation of the “Made in China” was not that positive
in consumers’ minds (Ahmed, Johnson, Xia & Chen, 2004). In fact, even the country had
started the positive growth as a leading manufacturer in the world but the quality of the
products is still being perceived as likely low (Lew & Sulaiman, 2013).
After becoming the second largest economy in the world, China invested a lot in the field of
research and development (Kerbouche, Adouka, Belminoun & Guenouni, 2012). As the
market grows over time, the quality and the product brand should also grow. Therefore, China
should also have outstanding image perceptions for each of their product brands. The
1
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emergence of those quality brands are expected to change the previous negative stereotype
perception that consumers have in their mind. China can be an example how perception of the
products can be changed, due the significant development of the country.
Accordingly, there is a need to check how countries of origin influence purchasing decisions
in Bosnia and Herzegovina. Does this market have some negative stereotypes, which are the
reason to deny purchasing products from some specific country?
In order to properly understand is there impact of country of origin on youth purchasing
decisions we need to define vital assumption:
H1: Young people tend to check where a product is produced and country of origin has
significant impact on their purchasing decisions
1. Review of literature
Country-of-origin (COO) can be defined as any influence that the country of manufacturer has
on a consumer’s positive or negative perception of a product (Cateora & Graham, 1999).
According to Khan and Bamber (2008) the COO cue triggers a global evaluation of quality,
performance, or specific product attributes. Consumers infer attributes to the product based on
country stereotypes and experiences with products from that country. Hence, a COO cue has
become an important information cue for consumers who are exposed to far more
internationalized product selection and multinational marketing than ever before. Research
into COO has focused on various issues linking COO with other marketing variables,
including consumer nationalism, demographics, hybrid products, brand effects, product
quality, price, consumer perceptions, technology sophistication, product features, advertising
images, and country images, to measure consumer perceptions and purchasing behavior
(Ahmed et. al, 2004). On the other hand, Aaker (1991) stated that perceived quality is actually
an overall or superiority of the product and brand with respect to its intended purpose such as
buying purpose.
Image of a specific country can play a significant role in decision making. Country image first
was mentioned in the research written by Nagashima in 1970. He defined this term as
consumer holds a particular picture, reputation, and stereotype towards products of a speciﬁc
country. This image is formed by the country’s representative product, political and economic
background, and historic tradition variables, which means overall country image (Nagashima,
1970) According to Jaffe & Nebenzahl (2001) the image of a particular make and model of a
product completes the brand and country information processing. When a product’s made-in
country is known to consumers, prior to exposure to the product’s attributes, then the image
of the country as a producer of the product line affects the product’s image through the image
of the branded product line. If a product’s made-in country is made known when the product’s
attributes are evaluated, the image of the country as a producer of the product line directly
affects the product image. In this case, the made-in country functions as an attribute of the
product. It is important to mention that the country's image is not unchangeable. A country’s
image changes over time. A country’s image may also dynamically change as consumers gain
experience with products made in certain countries (Nebenzahl & Jaffe, 1991). Roth and
Romeo (1992) stated that country of origin will have favorable impact on product evaluations
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when a Product country match occurs i.e. the dimensions on which the country is being
evaluated, perfectly defines the strengths consumer is looking for in a product. For exampleconsumer may evaluate German automobiles favorably because of its long established image
on workmanship but when it comes to German beers consumer may not evaluate it favorably
because in this case product country match do not occurs.
Verlegh (2001) defined two components of country image- geographic component and human
component. Geography includes climate and landscape of a country whereas Human
component refers to skill, competence and creativity level of people of country of origin of
product. Both of the components if positively evaluated with respect to a country create a
favorable evaluation of product. For example geographic component like right sunshine,
temperature leads to positive evaluation of food products. Similarly landscape of a country
makes it a good tourist destination.
Human component make country ahead in technology and manufacturing. Thus Country
image have direct effect on perception about product quality. Han (1989) stated that when
goods are not well known to people, country image creates a “Halo Effect”. Halo effect has
been used to describe situations in which evaluation of a single object or a person on
multitude of dimensions is based on evaluation of a single object (Kotler). This effect
formulates consumer beliefs about a product. For example if consumer knows that German
cars are known for their durability and Audi is a German car, in that case image of Germany
will act as a halo and consumer will evaluate that Audi is durable.
Country image also creates perceptual distortions in the form of national stereotypes.
Stereotyping refers to human tendency of over generalization. National stereotypes exist when
consumer evaluate a product on the basis of degree of development of a country (Munjal,
2014). Lascu and Manrai (1998) found that product evaluations were most favorable for
highly developed countries and least favorable for developing countries with newly
industrialized countries falling in between. Batra et al. (2000) conducted a study on
consumers of developing country. He also found tendency of national stereotypes amongst
them. He found that consumers in developing economies have generalized status preference
for non-local brands basically from developed countries. Venkatesh and Swammy (1994)
argued that consumers in developing countries today wants to be able to participate in the
global consumer community, leading to an aspirator yearning for many foreign made brands.
1.1. Country of Origin and Consumer Ethnocentrism
Consumer ethnocentrism is defined as “the beliefs held by consumers about the
appropriateness, indeed morality of purchasing foreign-made products” (Shimp and Sharma,
1987). It is agreed that consumer ethnocentrism impacts negatively on consumers’ purchase
intention toward foreign products. This implies that the high ethnocentric tendencies lead to
unfavorable attitudes toward purchasing imported products. According to Shimp and Sharma
(1987) consumers refuse to buy foreign products because it is harmful to the national
economy and can also be a direct or indirect cause for unemployment. Similarly, Wetzels, De
Ruyter, and Van Birgelen (1998) reinforce the factor of allegiance to one's country, which
leads the consumers to refuse buying foreign-made products. Thus, consumers exhibiting a
strong sense of ethnocentrism are less, if not at all, interested in the consumption of foreign
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objects and services mainly due to a shared belief of the immorality of such a behavior and its
harmful consequences on the local economy (Strizhakova, Coulter and Price, 2008).
Rezvani et al., (2012) in their research paper mentioned consumer ethnocentrism as part of a
broader term named patriotism. Huag et. al., (2009) conducted a study in which they stated
that the tendency of consumers to be ethnocentric raises affective components of consumer
psychology such as Allocentrism and consumer Animosity. Animosity refers to an emotional
feeling where due to political, economic and military disturbances between the countries,
foreign country takes enemy character in the mind of consumers
1.2. Consumers perceived value
Consumer perceptions of value have been studied in behavioral landscape within the field of
marketing, and have been widely researched to discover it’s capability to contribute in gaining
an improved understanding of the purchase decision making process of shoppers (Zauner et
al., 2015). Nevertheless, it is still very challenging to find consensus within between authors,
what actually consumer perceived value is. Zeithaml (1988) defined Perceived value as “the
overall assessment of the utility of a product based on the perceptions of what is received and
what is given”. This is considered being the most commonly used uni-dimensional definition
in marketing research.
As Peterson (1995) stated, the consumer can either appreciate the economic benefits of a
purchase process, or can get a better service adapted to his/her own needs
Other benefits enjoyed by consumers during their purchase process are the social ones, arising
from the establishment of a specific relationship. Because of this, maintaining a consumer
may be ten times cheaper than acquiring a new customer (Heskett et al., 1990), so companies
need to make efforts to retain customers. Therefore, organizations must focus their work on
managing perceived value by consumers.
1.3. Consumer purchase decisions
The decision-making process is a very important aspect of observing consumer behavior, as
an extremely extensive and complex area based not only on marketing, but also on knowledge
of psychology, sociology and other sciences that deal with man and his behavior. Also, many
authors tried to explain and present it, and as a result of such efforts, the five-step model of
purchasing decisions was developed. It consists of the following stages (Kotler еt аl., 2014):
1. Recognition of the problem (or existence of a certain need), which starts the purchase
process, and which is influenced by internal and external impulses, and which are strong
enough to cause a state of "discomfort" due to unmet need;
2. Search for information, which may be of a milder form, so that the person becomes more
sensitive to information about a particular product, or active type, so that the person uses
sources of information - personal (family, friends), commercial (various types of ads), public
(consumer protection organizations), experiential (previous product use);
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3. Alternative evaluation, which the customer "faces" after gathering enough information,
and what will affect the final choice are the key features that the customer is looking for in a
particular type of product, but also already formed beliefs and attitudes.
4. Making a purchase decision is a critical phase and can be presented through certain steps
that customers go through after the evaluation of alternatives, and these are: the intention to
buy, then intervention factors (which include the attitudes of others and unexpected situational
factors such as job loss, product shortages, etc.) and, above all, purchasing decisions.
5. Post-purchase behavior includes activities, but also feelings after the purchase process,
namely if the product meets expectations, the customer will feel satisfied, while otherwise
there will be dissatisfaction (there is an extreme situation where product characteristics
exceed expectations and then talk about enthusiasm) and accordingly he can be an actor in
some post-purchase activities - e.g. a satisfied customer will spread a positive voice about the
product, while a dissatisfied one will stop buying it and most likely spread a negative voice.
1.4. Country of origin effect in South-East Europe
This research field in marketing is often part of the different research papers in Western
European countries, but in the region of South East Europe that is not the case. There are only
a few papers that are related to the area of impact of country of origin on purchasing decisions
of consumers. Malogorski (2019) in her research (the research was conducted in Croatia)
emphasises that country the origin of the product is a very important determinant when
consumers are making decisions which product they will buy. Also it was mentioned that
products from developed countries are perceived as products with higher quality. To be more
precise, the perception of product quality does not depend on the development of the country
or the origin of the consumer, but on the development of the country of origin of the product.
Marketing experts should notice the characteristics by which their products could be
differentiated from the competition on foreign markets and build a positive product image in
the minds of consumers.
The second research was conducted in North Macedonia and Kosovo and this study revealed
that the brand, price, COO and domestic branded products have a positive impact on a
consumer’s purchasing decision. In view of the fact that consumers do rely on those extrinsic
cues when making their purchasing decision and consider those cues as very important. Those
findings are in general consistent with the findings from previous studies in this field (Fetai et.
al., 2017).
As well as previous research the third one has shown similar results. Abduli et. al. (2016)
stated that the country of origin of the product has an impact on consumer purchase decisions.
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 to the product origin when
purchasing products for daily consumption but also luxurious products such as TV, phones,
and other household appliances.
Basically, it can be concluded that in all of previous research, authors find out that there is a
significant impact on the country of origin on purchasing decisions.
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2. Research design
Empirical research was conducted in 2021, and it included 520 respondents. The main aim
was to examine whether young people actually care about the “Made in” label. To ensure
adequate data, the respondents were from different countries across Balkans (Serbia, Croatia,
Montenegro, North Macedonia, and Greece), but mainly from Bosnia and Herzegovina. The
research method was a survey and it was conducted fully online. The reason for that is the
current pandemic situation which enables you to include more people in the format of online
questionnaires instead of an option in person.
In the questionnaire it used three different types of questions: yes/no question, “Open”
questions and intensity questions. After all data was collected, there was a need to analyze all
collected data through descriptive analysis, correlation and regression analysis.
3. Results and discussion
In the Table 1. below it is showed structure of the respondents and basic characteristics of
them.
Table 1. Characteristics of respondents
Characteristic
Gender
Male
Female
Age Group
18-22
23-26
27-29
Country
Bosnia and Herzegovina
Serbia
Croatia
North Macedonia
Montenegro
Greece
Nutrition system
Non vegetarian
Vegeterian
How often do you visit
supermarket?
Every day
2-4 days in week
Once per week
Once per month
Never

Frequency

Percentage

256
264

49%
51%

251
158
111

48.3%
30.4%
21.3%

271
82
79
50
31
7

52,1%
15.8%
15.2%
9.6%
6%
1.3%

462
58

88.8%
11.2%

95
290
124
3
0

18.3%
55.8%
23.8%
0.6%
0%

Source: Empirical research of author
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In this research it was almost equal gender structure of respondents, 49% of respondents were
male and 51% were female. One of the basic goals were to check does really young people
care about products that they are purchasing. According that, it was important to have an
overview about their age structure. In the questionnaire, they were placed in 3 groups.
Majority of them were in groups up to 26, almost 78.7% or 409 of the respondents. Also, it
was to check what kind of nutrition system they used, because according to several authors,
people who declare themselves as vegetarians tend to take more time to check if they are
buying the right organic food (Dangi et al., 2020). In this research the number of young
people who are using non-vegetarian nutrition was 88.8% (462 respondents) and 58 of them
are vegetarian or 11.2%. Besides that, it was asked how frequently young people are going to
retail stores or supermarkets to purchase products that they need. All of the respondents are
going to the market at least once per month, which means that all of them are able to answer
on different questions in this research.
After this introductory part of the questions, it was necessary to proceed to questions closely
related to the area that is the aim of the research. In the first question it was asked if they are
looking at the back panel of the product. Almost 78% of young people have looked at the
back panel. But it is important to note that just 18% of them are doing this frequently, so we
can say that a lot of them don't have this habit.
After this question, which was created to check if young people have a habit to check
important facts on the back panel of a product, the next one focus was to see if youth are
oriented more on local or global products. The research showed us that 48% of them don't
care about the origin of the product. On the other hand, one third of them stated that they are
more likely to buy products from their country.
The next question was „If you see that one specific product is made in a developed country,
do you automatically think that it is made from high quality ingredients (materials). Almost
71% stated that the fact that products are made in developed countries does not play a big role
as a factor in their purchasing decisions. This can be interpreted as trend that young people
think more about quality of product or brand, not about other facts that are on the packaging.
In accordance with the last question, this question's aim was to measure the intensity of
factors that influence purchasing decisions of young people. In the questionnaire it was
mentioned 5 of them: perceived quality, price, country of origin, ingredients (materials) and
brand. The most important factors, from this research, are perceived quality and price. These
two play a significant role in the decision making of young people. Country of origin can be a
factor, but it is not one of the crucial aspects in decision-making of youth. From this question,
we can conclude that cost-benefit ratio plays an enormous role in this part of life, because
youth are working on their career development and rarely have steady income, which implies
that they prioritize their needs differently.
The next two questions are related to prejudice or usually negative perception of some
products before their first-time consumption. First are related to prejudice to products that are
made in countries that are not characteristic for production of that specific product. About
44% of them said that they don’t have any of these, but a high number of them also stated that
there is prejudice and they are not willing to buy that kind of product. On the other side, the
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question focused on products that are made in less developed countries or in developing
countries. In this case, the majority of them stated that there is no prejudice and they are not
considering this factor as an important one when they buy products.
Last question of the survey was related to essence of this paper, to be more precise do country
of origin influence purchasing decisions of youth. Young people said that there is no
significant impact of “Made in” label on their purchasing decisions.
In accordance with what, correlation analysis was conducted:
Table 2. Correlation analysis
ICOGPD

Age
-0.26

Gender
-0.11

Source: Empirical research of author
*ICOGDP – Influence of country of origin on purchasing decisions of youth (measured
through questionnaire)
The aim of correlation analysis was to test if there is strong relation between different
variables. In this case it was compared measured ICOGDP with age and gender of
respondents. In both cases it was confirmed that there is no strong relation between these
variables.
Besides correlation analysis, it was conducted regression analysis. In this case it was
compared age of the respondents which was independent variable and ICOGDP which was
dependent variable. In this research R-square was 0.095103. This means that age are
explaining only 9,51% of ICOGDP, which means that age have very low (not significant)
impact on ICOGDP.
To prove that result is statistically reliable, value of “Significance F” needs to be lower than
0.05. In our case result of this parameter is 0.00000000358325.
4. Conclusion
Global supply chain is currently under high pressure. Companies have a lot of issues to find
necessary materials to continue production. On the other hand, end users and consumers have
a lot of challenges to satisfy their needs which they had in the period before the pandemic.
Nowadays, the whole world struggles to find a solution to keep working as they were. Also,
one of the solutions is in the countries that were in the shade of developed countries and some
of developing countries. But, there is always the question, will the market accept changes? Do
people want to replace their favorite product with some similar one? Country image can play
a big role in the decision making and finding solutions to satisfy needs.
According that, through this paper, it was analyzed main theoretical concepts, different
researches which are related to paper, and their conclusion on this topic and final research
where it was checked whether is there impact of country of origin on purchasing decisions or
not.
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After analyzing all data collected through research and conducted tests, it can be concluded
that H1 assumption “Young people tend to check where a product is produced and country of
origin has significant impact on their purchasing decisions” cannot be accepted.
Reasons why young people are not taking care of their country of origin can be found in
globalization, and the ability to find products from every country in the world by using the
internet. Also, new generations tend to try new things and they are more open minded than
previous generations were.
Even though we in Bosnia and Herzegovina in the youth population did not find evidence of
influence of country of origin on purchasing decisions, it must be clear that this is not a sign
that there is no impact of this fact in other countries and different age groups.
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