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Foreword

This book contains the collection of 21 academic articles (arranged alphabetically
according to the names of the Authors) dedicated to Professor lliija Rosi¢, former
Rector of Kragujevae University and the Dean of the Faculty of Economics, who
died on January 11,2008.The book contains the preface, a biographical note includ-
ing a complete list of acadcmic achievements, as well as the outline of Professor
Rosic’s scholarly, academic and organizational activities in Poland.
A number of people who had the priviledge to know and become friends of Pro-
fessor llija Rosi¢ have been asked for their contribution to this book. They include
the academics of the Faculty of Economics of the University of Kragujevae, the
Faculty of Economics of Belgrade University, Andrzej Frycz Modrzewski Krakow
University, Univcrsity of Economics in Krakow, College of Informatics and Man-
agement in Rzeszow as well as an employee of Variant and Frog d.o.0. in Mlad-
enovac (Serbia). Ttshould be noted here that from the Polish side the authors of the
articles are Rectors’ representatives, as these are the people with whom Professor
Ilija Rosi¢ for many years cooperated personally and signed academic cooperation
agreements as a Rector and Dean.
I should like to extend my thanks to all contributors and authors of academic papers
and to all those who helped in their publication.
Another remarkable initiative undertaken in 2008 which has to be mentioned here
is the establishment of ‘Professor Ilija Rosi¢ Fund’- Nowy Sad (Stuzebni glasnik
SRS, broj 59/89). The aim ofthe Fund is to provide financial assistance to the most
outstanding students of economics and medicine. It creates new opportunities of
development for talented students and provides inspiration for further activities in
their chosen field of interest.
I would like to thank the reviewers ofthe respective articles for their acute criticism
which contributed to the improvement of the texts.
Let me also thank Marta Wozniak, PhD, Eng. for her engagement in the preparation
ofthe manuscript of the book.

Zbigniew Paszek



SLOBODAN D. MALINIC

Life and Work of llija Rosic.
Educational and Scientific Achievements

Ilija Rosic was bom on 2 August, 1946 in Raska, Scrbia. He complctcd his pri-
mary and secondary education with honours in his home town. As the first in his
dass and generation, he graduated in September 1969 from Faculty of Econom-
ics at the University of Beigrade, Department in Kragujcvac.

In 1970 he was engaged as a Teaching Assistant at the course entitled Yugoslav
Economy. At the Faculty of Economics in Beigrade he pursued his postgraduate
studies, which he completed in 1973 with an accompanying Master’s Thesis,
mentored by academic Nikola Cobeljic.

During 1974 and 1975, he spent a period of time in France at the Intstitute for
Mathematics Applied in Economics, for his specialization studies mentored by
Professor Francois Peru. In November 1976 Mr.Rosic received his PhD by de-
fending the work entitled "The Policy and Methods of Regional Development in
Yugoslavia” at the Faculty of Economics, University of Beigrade.

In 1989 Dr. Rosic was appointed a full-time Professor, the highest university
rank. Besides his regulér activities at the Faculty of Economics in Kragujevac,
he gave lectures and held exercises at Faculties of Economics in Beigrade and
Nis, as well as at the Faculty of Mechanical Engineering in Kragujevac. He as-
sumed an active role in postgraduate studies, teaching and mentoring students,
helping them complete their MA theses and doctoral dissertations at Faculties of
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Economics in Kragujevac, Beigrade, Ni$, Sarajevo, Pristina and Skopje. He gave
a number of lectures at the Department of Regional and Political Economics for
bachelor, graduate and postgraduate students in Sofia.

He gave a number of lectures to postgraduate and bachelor students at the De-
partment of Economic Development and Regional Economics at the Academy
of Economics in Cracow. In 1991 he held a series of lectures at the School of
Economics in New Haven, USA.

The Rector and the Senate of University of Cracow awarded Dr. Rosi¢ a Silver
Coronation Medal for his successful Cooperation with Academy of Economics.
In the year 2000 Cracow College and the President of Cracow College Senate
awarded Dr. Rosi¢ another medal.

Professor Rosi¢ was given an Award of Kragujevac Academia, on its thirtieth
anniversary, for his contribution to the development of this institution of higher
education. The Council of Professors and Scientists of Medical School of Kragu-
jevac awarded him an Award of Gratitude in 1988. He was also awarded a Citizen
of Honour of the town of Vmjacka Banja.

Dr. Rosi¢ was awarded an Award of Gratitude for his contribution towards pro-
motion and development of KVB Kragujevac in 1992. He was also awarded
a Gold Plaque by ASOFK Serbia in 1988 in 1991, The Association of Students
of University of Kragujevac expressed their gratitude by awarding Dr. Rosi¢ for
his thoughtfulness and understanding. He was given another award for his spe-
cial efforts and contribution to the development of Faculty of Musical Arts in
Beigrade. In 1991 The Council of Faculty of Technology’s Award in Cacak was
one of many awards given to Dr. Rosi¢. In 1978 he was engaged as a Social Plan-
ning Manager at the Municipality Social Planning Department in Kragujevac. He
was the first Director at the Institute of Research in Economics at the Faculty of
Economics in Kragujevac.

Professor Rosi¢ was a founder and the first president of the Association for Pro-
motion of Culture and Arts bearing the name of Svetozar Markovic at University
of Kragujevac.

Several times he was appointed the Head of Department at Faculty of Economics
in Kragujevac and the Dean of Faculty of Economics.

In 1986 he was appointed a President of Vocational Educational Council of Ser-
bia. He was also the president of the Section of Economic Theory and System of
the Association of Economists in Serbia.

In 1990 and 1991 he was elected a republic and federal Member of Parliament.
Professor Rosi¢ was appointed Rector of University of Kragujevac in the period
between March 1990 and December 1992.

In October 2005 Professor Rosi¢ was engaged as a part-time professor at Singi-
dunum University in Beigrade.

Professor llija Rosi¢ published more than 130 scientific and research papers in
Serbia and abroad.
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He managed a multitude of projects, the best known of which was "The Strategy
of Regional Development of Serbia”, developed for the needs of the Government
of the Republic of Serbia in 2001.

In his rieh researcher’s career, Professor Rosi¢ was devoted to the following
fields: Economic system, Economic development, Macroeconomic policy and
Regional development.

Years long experience in Publishing works devoted to the above-mentioned fields,
cnabled a quality analysis of the manner a national economics functions, from the
perspective of macroeconomics in particular.

In his works, Professor Rosi¢ distinctly portrayed specific developmental periods
of Serbian national economy. Also, he presented a review on the causes of critical
periods in decades of the national economic development.

The point of view in many of his works reflects the problems regions faced as
well as the impact regional policy had on the overall development of the country.
Various perspectives were taken to observe different scopes of regional issues.
The distinctive feature ofthe regional development of Serbia, as observed by Pro-
fessor Rosi¢, was characterized by distinctive disbalance and accentuated domi-
nation of sectoral over structural and spatial criteria, as well as local objectives
prevailing over the long-term goals of the overall regional development.

The following works are deemed exceptionally significant, for they present the
top ten quoted works by Professor llija Rosi¢:

1. 1 Rosié¢, “Intersectoral models and regional development planning”, Vol. 6,
University of New Haven Bulletin, USA, No. 6, 1992.

2. N. Cobelji¢, 1. Rosi¢, Economic System and Economic Development ofYugo-
slavia, Contemporary Administration, Beigrade 1992.

3. N. Cobelji¢, I. Rosi¢, G. Piti¢, Macroeconomics and Economic Development,
Faculty of Economics, Kragujevac 1995.

4. Lj. Madzar, I. Rosi¢, M. Djordjevic, Theoty of Economic Development,
Komino Trade, Kraljevo 1997.

5 I. Rosi¢, S . Devetakovic, M. Djordjevic, Technological Progress and Eco-
nomic Development, Faculty of Economics, Kragujevac 1999.

6. 1. Rosi¢, Makroekonomiczne podejscie do procesu transformacji w Feder-
alnej Repulice Jugostawii, Akademia Ekonomiczna w Krakowie (Cracow
University of Economics), Rector’s Lectures No. 27, Cracow 2001.

7. I Rosi¢, National Macroeconomics, Faculty of Economics, Kragujevac, Fac-
ulty of Tourism and Hotel Management Belgrade, Belgrade 2003.

8. I. Rosi¢, Reintegration Possibilities of Serbia in the World Market, Cracow
2004.

8. I. Rosi¢, Regional Aspect ofthe Economic Development in Serbia, (5-24), in:
Strategy of Regional Development in Serbia (edited by I. Rosi¢), Faculty of
Economics, Kragujevac 2004.
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9. I Rosi¢, P. Veselinovic, National Economy, course bookfor students at Fac-
ulty ofEconomics in Kragujevac, Faculty of Economics, Kragujevac 2006.

Still in prime of his scientific creativity, Professor llija Rosi¢ suddenly passed
away on 11 January, 2008.

Bibliografija
prof. dr. llije Rosi¢a, redovnog profesora Ekonomskog fakulteta
Univerziteta u Kragujevcu
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60. Esej: Ekonomska nemo¢ Jugoslavije, “NON” Beograd, april maj 1987, 16 brojeva
61. Poglavlje u monografiji: Ekonomski razvoj Bato¢ine u sadasnjosti, pro$losti i per-
spektive, Ekonomski fakultet i Skupstina opstine Bato¢ina, Kragujevac-Batocina 1988,
280 p.

62. Zbomik radova: Problemprivrednog rasta i nezaposlenosti u SR Srbiji, Privredni rast iprob-
lemzaposlenosti u SR Srhiji, Uvodni referat na Nauénom skupu, nacionalnog zna¢aja po pozivu,
Stampan u celosti, u izdanju Ekonomskog fakulteta Univerziteta u Kragujevcu 1988, 32 p.

63. Planiranje narodne privrede i regionalni razvoj, Ekonomski zbomik, knj. VII SANU,
Beograd 1988, 12 p.

64. Ekonomski razvoj Svetozareva, Zbomik radova, Svetozarevo 1989, 23 p.

65. Zbomik: Aktuelni probierni na politika pobrzoit razvoj na Stopansku nedovoljno ra-
vienite podrué/a vo SERJ, Uzroci Sirenja regionalnih razlika u Jugoslaviji, Nauéni skup,
Skoplje 1989, 2 aut. tab.
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66. Zbornik radova: Mesto i nloga Srbije u regionalnom razvoju Jugoslavije, Nauéni
skup, Beograd 1989, 2 aut. tab.

67. Diskusija: Cenazablude i neophodnost otreznjenja, ,,Redefinisanje samoupravnog soci-
jalizma“, Nauéni skup u organizaciji ¢asopisa ,,Ekonomika“, Beograd 1989, laut. tab.

68. Deo Studije: Ekonomski razvoj Batoéine do 1985. godine, Institut za ekonomska
istrazivanja Ekonomskog fakulteta Univerziteta u Kragujevcu, Kragujevac 1989, 5 aut. tab.
69. Razvojnipravci, drustveniproizvodi i nacionalni dohodak Kragujevca u naredne dve
decenije, ,,Zastava*“, br. 25, 1989, 210 p.

70. Poglavlje studije: Univerzitet 2000 god., Institut za ekonomska istrazivanja Ekonom-
skog fakulteta Univerziteta u Kragujevcu, Kragujevac 1990, 5 p.

71. Ekonomska efikasnost socijalizma i zastita svojine, Poslovna politika, Beograd, de-
cembar 1990, 11 p.

72. Monografija: Tri decenije Ekonomskog fakulteta Univerziteta u Kragujevcu 1960-
1990, Razvoj Ekonomskog fakulteta u Kragujevcu u prethodne tri decenije, Ekonomski
fakultet Univerziteta u Kragujevcu, Kragujevac 1990, 11 p.

73. OdLiceja do Univerziteta, “Napredak”, Arandelovac, br. 1,1991, 6 p.

74. Intersektor models in regional development planning, Wol. 6, “Bilten” Univerzitet
Nju Xejven, USA, br. 6, 1992, 8-13 p.

75. Privredni sistem iprivredni razvoj Jugoslavije, Savremena administracija, Beograd,
br. 1, 1992, 747 p.

76. Monografija: Razvojnipotencijali i osnovnipravci razvoja grada Kragujevca, Institut
za ekonomska istrazivanja u Kragujevcu 1993, 35-85 p.

77. Promene u privrednom sistemu Jugoslavije, Referat na Medunarodnom nauénom
skupu, “Tranzicija privrednog sistema postsocijalisti¢kih zemalja”, Beograd, br. 3-4, jun
1994, 12 p.

78. Privredni sistem Jugoslavije, Udzbenik, Izdavac: “Kastor”, Kragujevac 1994, 146 p.

79. Monografija: Drustveno-ekonomski razvoj opstine Smederevska Palanka do 2010.
god., Institut za ekonomska istrazivanja, Kragujevac 1994, 65 p.

80. Probierni razvoja i strukturne promene privrede Srbije, Monografija, Ekonomski
fakultet Univerziteta u Nisu, IEI Krgujevac, Nis 1995, 14 p.
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Bibliografija naué¢nih radova
101 1996-30 06.2001

O Naucne knjige i monografije
Naucéna knjiga i monografija nacionalnog znacéaja

1 1. Rosi¢, M. Bordevic, Ekonomika Jugoslcnnje, Kornino Trade, Kraljevo 1996
(223 p.).

2. N. Cobelji¢, 1 Rosi¢, G. Piti¢, Makroekonomija iprivredni razvoj.

3. Lj. Madzar, 1 Rosi¢, M. Bordevic, “Teorija privrednog razvoja,” Komino Trade,
Kraljevo, 1997 god. (234 p.).

4. 1. Rosié, Lj. Madzar, M. Bordevic, Sistemski pristup privrednom razvojii, Komino
Trade, Kraljevo 1998 (218 p.).

5.1. Rosi¢, S. Devetakovic, M. Bordevic, Tehni¢kiprogres iprivredni razvoj, Ekonomski
fakultet Kragujevac 1999 (272 p.).

6. 1 Rosi¢, Rast, strukturne promene ifunkcionisanje privrede, Komino Trade, Kraljevo
2000 (464 p.).

7.1 Rosi¢, Z. Gligonjevic, Regionalni razvoj Jugoslavije, Ekonomski fakultet, Nis 2001
(210 p.).

Napomena: Problematika regionalnog razvoja i demografija zauzima znaéajno mesto
u slede¢im monografiiarna: a) 1: P- 95-106, 153-223, b) 3: p. 203-234; c) 6: p. 314-
-435.

Poglavlja u knjigama i pregledni clanci

Poglavlje u knjizi, pregledni ¢lanak u ¢asopisu, u tematskom Zborniku

8. Monografija: Regionalni razvoj i demografski tokovi u SR Jugoslaviji 1 (ed. Z. Arandelovic),
Ekonomski fakultet, Ni$ 1999.

- llija Rosieje autor poglavlja: Neka demografska kretanja iproblem zaposlenosti n re-
gionima SR Jugoslavije, p. 47-55.

9. Monografija: Tranzicija i privredni razvoj (ed. D. Marseni¢ i G. Rikalovi¢) CIP 330.
342 (082), Ekonomski fakultet, Beograd 1998.

- Ilija Rosieje koautor poglavlja: Prilogfilozofskoj raspraviprivrednog rasta i razvoja,
p. 16-22.

10. Monografija: Regionalni razvoj i demografski tokovi balkamkih zemalja 3, (ed. Z. Arande-
lovi¢, Z. Gligorijevic), Ekonomski fakultet, Nis 1998.

- 1. Rosi¢ je koautor poglavlja u 1 delu. Regionalni aspekt privrednog razvoja Srbije
u novom balkanskom oknizenju, p. 33 47.
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11. Monografija: Kljuéni aspekti razvoja seoskog turizma Srbije (ed. 1 Rosi¢, J, Pope-
sku).

- 1. Rosieje autor poglavlja: Uloga turizma u strukturnim promenama iprivrednom rastu
Srbije, p. 21-33.

12. Monografija: Regionalni razvqj i demografski tokovi balkanskih zemalja 5 (ed. Z. Arandelovic,
Z. Gligorijevic), Ekonomski fakultet, Nis 2000.

- 1. Rosie je koautor poglavlja u Il delu, Regionalni aspekt nezaposlenosti ujugosloven-
skoj privredi,p. 131-143.

13. Monografija: Regionalni razvoj i demografski tokovi balkanskih zemalja 6 (ed. Z. Arandelovic,
Z. Gligorijevic), Ekonomski fakultet, Nis 2001.

- 1 Rosie je autor poglavlja u I delu, Regionalni razvoj i teorijapolova rasta, p. 7-31.

Objavljenl radovi medunarodnog znacaja
Rad u ¢asopisu medunarodnog znacaja

14. 1. Rosi¢, Tehnical Progress and new Approach to the Explanation of Economic
Growth, Krakéw 2001, Godisnjak, Ekonomske akademije, p. 15-28.

Rad saopsten na skupu nacionalnog znacaja stampan u celini

15.1. Rosi¢, M Bordevic, Osnovni indikatori makroekonomske nestabilnosti, rad saopsten
na tradicionalnom savetovanju nau¢nog drustva ekonomista Jugoslavije.

—Radje u celini stampan u vanrednorn broju Ekonomskih anala, Ekonomski fakultet
Univerziteta u Beogradu, 200. god., p. 75-85.

16. 1. Rosi¢, M. Bordevic, Privredni sistem i tranzicija, rad saopsten na tradicionalnom
savetovanju SEJ u Miloceru.

- Radje u celini stampan u zbomiku Tranzicija i reintegracija privrede, SEJ, Beograd.
2001, p. 51-57.
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Bibliografija naucnih radova 30.06.2001 - 31.12.2006 god

Naucéne knjige i monografije
Naucna knjiga i monografija nacionalnog znacaja

1. 1. Rosi¢, Privredni razvoj Jugoslavije u poslednjoj deceniji XX veka, (3-25 p.), ob-
javljen u monografiji Strategija razvoja i strukturne promene privrede Srbije u uslovima
tran/icije (jedan od redaktora bio je I. Rosi¢), Ekonomski fakultet Univerziteta u Kragu-
jevcu, Ekonomski fakultet Univerziteta u Nisu, 2001.

2. 1. Rosi¢, Nacionalna makroekonomiia (monografija), Ekonomski fakultet Univerziteta
u Kragujevcu, Fakultet za turisti¢ki i hotelijerski menadzment Beograd, Beograd 2003.
3.1. Rosi¢, Regionalniaspektprivrednograzvoja Srbije, (5-24 p.), objavljen u monografiji
Strategija regionalnog razvoja Srbije (redaktor Monografije I. Rosi¢), Ekonomski fakultet
Univerziteta u Kragujevcu, Kragujevac 2004.

Poglavlja u knjigama i pregledni ¢lanci

Poglavlje u knjizi, pregledni ¢lanak u ¢asopisu, u tematskom zborniku

4. 1 Rosi¢, Turizam i razvoj nerazvijenihpodruéja Srbije, (15 p.), AEERT Prirodno ma-
temati¢ki fakultet i Ekonomski fakultet Univerziteta u Kragujevcu, Kragujevac 2001.

5. I. Rosi¢, Makroekonomskipristupprocesu tranzicije u SR Jugoslaviji (63-69 p.), Eko-
nomist, Beograd 2002.

6. I. Rosi¢, R Veselinovic, Konkurentnostprivrede kljuéna determinanta strategije razvo-
ja (171-181 p.), Ekonomist, Beograd 2004.

7.1. Rosi¢, Regionalni aspektprivrednog razvoja Srbije (197-218 p.), objavljen u mono-
grafiji Ekonomske slobode iposlovno okruzenje, Miloéer 2004.

8. I. Rosi¢ (redaktor), Institucionalnepromene kao determinanta privrednog razvoja Sr-
bije, Ekonomski fakultet Univerziteta u Kragujevcu, Kragujevac 2003.

9. I. Rosi¢, N. Makojevic, Prilog savremenom shvatanju regiona u novom milenijumu
(13 p.), objavljen u monografiji Regionalni razvoj i demografski tokovi balkanskih zema-
lja, Ekonomksi fakultet Univerziteta u Nisu, Ni§ 2005.

10. I. Rosi¢, N. Makojevic, Makroekonomska politika u procesu tranzicije (52-62 p.),
Ekonomist br. 1, Beograd 2005.

11. 1. Rosi¢, R Veselinovic, Kljuénifaktori evropske integracije nacionalne ekonomije
(68-79 p.), Ekonomist br. 1, Beograd 2006.

12. 1 Rosi¢, R Veselinovic, Nacionalna ekonomija, udzbenik za studente Ekonomskog

fakulteta Univerziteta u Kragujevcu, Ekonomski fakultet u Kragujevcu, Kragujevac
2006.
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13. 1. Rosi¢, P. Veselinovic, Osnovi ekonomije, udzbenik za studente Fakulteta za turi-

sti¢ki i hotelijerski menadzment Univerziteta Singidunum u Beogradu, Univerzitet Singi-
dunum, Beograd 2006.

Objavljeni radovi medunarodnog znacaja
ad u ¢asopisu medunarodnog znacaja

14. 1. Rosié¢, Makroekonomiczne podejscie do procesu transformacji w Federalnej Re-

publice Jugostawii, Akademia Ekonomiczna w Krakowie (Cracow University of Econo-
mics), Rector' s Lectures No. 27, Krakéw 2001.

15. 1. Rosi¢, Funkcjonowanie gospodarki Jugostawii ijej zmiany strukturalne, Akade-

mia Ekonomiczna w Krakowie (Cracow University of Economics), Rector' s Lectures
No. 54, Krakéw 2002.

16. I. Rosi¢, Reintegeation possibilities o fSerbia in world market (337-345), “Panstwo
i Spoteczenstwo w XXI wieku”, Krakow 2004.



ZBIGNIEW PASZEK

Ilija Rosi¢ - A Man Dedicated to Science, Education
and Academic Cooperation with Polish Universities

Success in any given profession dcpends on fulfilling certain clcarly specificd con-
ditions, which include knowledge, experience, vision, enthusiasm, luck, profes-
sionalism in approach to work, appropriate selection of fellow academics, good
atmosphere at work and finally, having good contacts with influential people. The
aforementioned conditions should be fulfilled by a manager - leader, who should
have a charismatie personality, immaculate professional ethics, high professional
qualifications, including the ability to think analytically as well as the ability to
solve possible problems and conflicts.

In view of the above-mentioned considerations, a question arises, was Professor
Ilija Rosi¢ a man of success? In view of his overall academic, scholarty and orga-
nizational achievements of Professor lliija Rosi¢, one can have no doubts that the
answer has to be in the affirmative.

One of the more important stages of Professor llija Rosie’s work was his time spent
in Poland, spanning nearly 25 years (from 1985 till 2008), the backbone for his
activities being numerous Cooperation agreements specifying details of mutual Co-
operation. The Cooperation involved the Faculty of Economics of the University
of Economics in Kragujevac on the one side and, from the Polish side, such uni-
versities as Academy of Economics (renamed on 25 August 2007 University of
Economics in Krakéw), Andrzej Frycz Modrzewski Krakdw University, College
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of Informatics and Management in Rzeszéw, Krakoéw University of Technology,
Polish Institute of Inner Control, Sp. z 0.0. in Warsaw. The above-mentioned uni-
versities and institutions were involved in such academic and research activities
as: exchange programs for both students and professors, exchange of information
covering such areas as methodology of academic and scientific research, exchange
ofacademic syllabi and various publications (books and academic periodicals). The
academic Cooperation also created the opportunity for joint scientific research and
the publication of academic articles by partner university periodicals. Additionally,
both sides had the opportunity for Cooperation within the framework of programs
and projects ofifered by the European Union.

Professor llija Rosi¢ inspired the above-mentioned activities and supervised thcm
effectively. He was one of the very few people who always had a very carefully
prepared agenda for his visits in Poland.

During his numerous visits to Poland Professor Rosi¢ always tried to meet with the
academic community and deliver a lecture on a current topic. Additionally, he took
part in international academic conferences and seminars, which gave the opportu-
nity to publish articles and materials prepared earlier. Most articles were preceded
by his lectures.

In 1983 ‘The Concept of Specialization and Comprehensive Development of Econ-
omy, Problemy Ekonomiczne PTE, Oddziat w Krakowie, No. 4/84, p. 101-109.

In 1987 ‘Contemporary Theoretical Conceptions in Regional Development’, Pol-
ska Akademia Nauk, Oddziat w Krakowie, Warszawa, Krakow.

In 1990 Professor Ilija Rosi¢ gave two lectures on the subject of regional develop-
ment for the academics of the Chair of Economic Development and Regional Eco-
nomics and for post-graduate students.

In 2001 he published an academic paper entitled “Macroeconomic Approach to the
Process of Transformation in the Federal Republic of Yugoslavia’, Akademia Eko-
nomiczna w Krakowie, Rector’s Lectures No. 27, Krakdw 2001.

In 2001, “Technical Progress and New Approach to the Explanation of Economic
Growth’, Zeszyty Naukowe; Akademia Ekonomiczna w Krakowie.

In 2003 *‘Macroeconomic Approach to the Process of Transformation in the Federal
Republic of Yugoslavia’, Andrzej Frycz Modrzewski Krakow University, confer-
ence materials, volume 2, p. 230-249, Krakdw.
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In 2004 ‘Reintegration Possibilities of Serbia in World Market’, magazine of Aka-
demia Ekonomiczna in Krakow.

In 2003 he gave a series of lectures on the process of transfonnation in European
countries for academics and students of Warsaw Polytechnic, University of Gdansk,
College of Informatics and Management in Rzesz6w and University of Economics
in Krakow.

In the years 2003-2006, while staying at the University of Economics in Krakdw,
he conducted discussions and seminars for post-graduate students of the School of
Entrepreneurship and Management of the University of Economics in Krakdw.

Professor Ilija Rosic is the author of a number of significant works. The most popu-
lar ones in Poland include the following:

1 ‘Aktuelni probierni privrednog razvoja Jugoslavije’, IRO Svetozar Markovic,
Beograd, 1984. In 1986 this book was reviewed by Zbigniew Paszek, and the
review was published in ‘Ruch Prawniczy, Ekonomiczny i Socjologiczny,’ of-
ficial bulletin ofAdam Mickiewicz Uniwersity in Poznan and Academy of Eco-
nomics in Poznan (4thquarter, 1985).

2. ‘Rast, stmktume promene i funkcionisanie privrede (Nacionalna Ekonomiia)’,
Kraljevo 2000.

3. ‘Nacionalna makroekonomija - rast, struktura i funkcionisanje privrede’,
Ekonomski fakultet Univerziteta u Kragujevcu, fakultet za Turisti¢ki i Hotelski
Menadzment-Beograd 2003.

It is worth noting Professor Rosi¢’s activities outside the field of academic research.
He was always greatly interested in the development of young people on the thresh-
old of their academic career, taking great care of their academic development and
promotion. His interest concemed not only the best assistans at University, but also
excelling students of Gimnazjum (secondary school). In many cases he was inter-
ested in their process of education and facilitated their visits to important academic
centres abroad, in order to prepare them for future work in Serbia. Thanks to the
cooperation agreement signed in 2002 between the Faculty of Economics of the
University of Kragujevac and the School of Entrepreneurship and Management of
the University of Economics in Krakdw, one of the best students of Gimnazjum in
Kragujevac started her studies (first for Bachelor’s and later Master’s degree) in the
Faculty of Economics and International Relations at the University of Economics in
Krakow, specializing in International Business. In 2008 she graduated with honours
and received Master’s degree, becoming an assistant at Andrzej Frycz Modrzewski
Krakdw University. It is worth noting that she is the author of three published sci-
entific articles. In 2009 she started working for Variant&Frog d.o.o. in Mladenovac
in Serbia.
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Profesor Ilija Rosi¢ was the founder and the first President of OKUD Svetozar
Markovic Association, flinctioning within the University of Kragujevac, one of the
main aims of which was the promotion of culture abroad. Numerous visits abroad,
also in Poland, not only gave the members of this Association lots of satisfaction,
but also were a splendid opportunity to promote Serbia abroad.

The ligure of Professor Rosi¢

Professor Ilija Rosi¢ was always full of energy and enthusiasm in any work he
undertook. He was very well known for being good-natured, for his optimism and
cheerfulness as well as his witty comments. He was noted for his friendly approach
to students, he was an outstanding lecturer. On top of that, he had exceptional or-
ganizational skills. He avoided easy compromises and was always ready to help
and offer his advice to others. He was also the person who inspired in many ways
a great deal of people. He often liked to quote a well-known saying: ‘Let’s do ev-
erything to the best of our abilities, and if we are unable to do something well, let’s
not do it at all.’

Professor llija Rosi¢ was awarded the medal of the University of Economics in
Krakow for his lifetime achievements and activities in Poland.
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Innovation Processes Through SME’s Networking

Introduction

Today, the difference in development levels between some regions and countries
throughout the world is rather interpreted by their ability to generate and apply new
knowledges than by the rate of investment and other incentives. Underdeveloped
countries and regions are increasingly facing the need to create strategies, policies
and institutional environment which would promote local innovations effectively
and enable the diffusion of knowledge with the aim to support the development of
modern industry and top technologies.

Actually, the generation and improvement of knowledge represent a critical point
in the activities of enterprises. In order to be able to conduct this development
activity more successfully, enterprises have begun to connect within the networks
which would in process enable them with the access to the critical resources of
knowledge and achievements of other enterprises. Identifying the conditions that
affect the raising of the level of knowledge in such networks is essentially im-
portant, especially in the early stages of network development. Competitiveness
and growth of the world economy are connected not only with the development
of local innovative capacities but also with the ability of small and medium enter-
prises to participate in the networks of information and production resourcesl

10ECD Financing Innovative SMES In A Global Economy, 2rdConference of ministries for SME's develop-
ment, Istanbul, June 2004.
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The expansion of SME’s, which are based on knowledge and new technologies,
has made its influence on the formation of an attitude according to which knowl-
edge and intellectual skills are fundamental strategie resources of our age as well
as the main prompter of productivity and economic performance. Precisely for
this reason, enterprises in modern economy increasingly tend to connect and co-
operate within strategie networks, with the aim to realize the benefits of synergy
and reduction ofrisks through the process of mutual promotion of research spirit,
innovation and creativity. Although individual activities of each enterprise offer
benefits of greater flexibility and autonomy of business, the obvious superiority
of the concept of mutual Cooperation, communication and joint decision-making
on strategie issues is emphasized. The principal idea is to develop a pragmatic,
unique and long-term system of networking of innovative small and medium
enterprises which would enable their continuous individual development while
simultaneously developing strategie orientation within the network.

Networking of innovative SME’s enables a sustainable level of growth and devel-
opment in the global economy on the basis of knowledge management, transfer
of new knowledges and technologies and resourcc mobilization. Thus, interor-
ganizational Cooperation between SME’s represents an opportunity to raise the
level of competitiveness and flexibility in global markets.

The paper specifically analyzes the benefits of the innovative processes which are
created in strategie SME networks. Firstly, it points out the importance of innova-
tive processes, and analyzes the characteristics and types of innovation networks
of SME’s, and in the end it summarizes the key factors of knowledge generation
within networks.

1. Innovation and SMEs

Organizational leaming, knowledge and its development are the issues to which
particular attention has been paid only in the recent times. The very idea of
knowledge being an important factor for organizational development is not at all
new, but its importance has started to be recognized only in the recent times. It
is widely accepted that knowledge and innovations based on the continuous pro-
cess of knowledge development in particular represent the basis for competitive
advantages of enterprises.

Innovation represents a key element in the process of economic development
and, in a wider sense, it may be defined as a development, improvement and use
of new products, production processes and services. Since global economy be-
comes more integrated and its members become interdependent from each other,
entrepreneurs and their enterprises search more intensively for global business
opportunities by employing the commercialization of their products and services
more efficiently than their competitors. The development of new products and
services represents a very important factor for accomplishing future growth and
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success of each enterprise in particular. Growing needs, shortening of product life
cycle and increasing competition are only some of the factors which force enter-
prises to invest increasingly and systematically into the process of innovation and
gaining ofknowledge. Innovation represents the main precondition for economic
progress and a critical element for competitive superiority of enterprises as well
as for the entire national economy.

Innovation process is of a cyclic character not of linear. It usually begins with
the idea of a new product, which is then further implemented through the devel-
opment of prototypes of new products and their testing after which follows the
production of the so-called zero-series products that are tested in the market, and
then modified and adjusted according to the observed preferences of customers.
In the end there is mass production and launching of new products on the market.
Itis clear that each phase represents a source of potential difficulties and therefore
a risk and the unknown field for each individual investor (Figure 1).

Innovative Companies in the sector of small businesses, many of which are based
on the development and promotion of new technological processes represent
a key factor for raising competitiveness of entire economy. Some researches have
shown that SME’s are main leaders of innovation, and that even in cases when in-
novation is realized in large enterprises, the main source of new ideas comes from
small organizational parts2 Enterprises are connected into networks in order to
have access to wide-ranging knowledge databases which could be further devel-
oped, transferred and used. Networks, whose main task is to generate new knowl-
edge, are defined as development (research) networks. Research networks are
not a static entity, but rather represent a continuous process of evolution into the
next, higher stage of development [4]. By forming networks of SME’s innovative
environment is being developed through the promotion and improvement of mu-
tual understanding and Cooperation of all members of the network, through the
market commercialization of ideas, exchange of knowledge and experiences and
encouragement of Creative spirit. Enterprises may form local networks with the
aim to become not only more specialized, but also to make their capacities more
compatible through the common use of production and sales resources. That way,
enterprises realize the economic effects by reaching scale economies and by win-
ning market on a large scale, which would if performed independently, remain
out of their reach. A key element to be realized by the state policy makers is to
observe and realize the importance and benefits of such cooperation as well as to
create institutional and political environment for its maximum exploitation.

2Torkelli M., Miettinen P., Innovationroom - A Servicefor SME s to cope with Virtual Innovation Teams, “Fron-
tiers of E-busincss rcsearch ” 2005, p, 538-541.
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Figure 1. Process of innovation in SME’s

There is a perception that networking is not a suitable strategy for SME’s if their
size and retum is taken into consideration. Howevcr, having in mind that the pro-
cess of knowledge Integration involves innovation, cooperation, building of trust,
collective engagement and overcoming the differences, size is not that important.
Knowledge Integration may bring significant benefits to SME’s, but the point is that
it is necessary to support the most profitable activities and have a full understanding
of gaps which arise regarding their cxchange. The first step in understanding the
process of creation of networks of SME’s is to identify obstacles and problems for
small businesses which do not possess substantial financial resources.

During their development, small and medium enterprises meet the whole rénge
of difficulties and obstacles, particularly those related to the financing of new
business ventures. They are, however, an especially aggravating factor when it
comes to innovative SME’s. First of all, the rate of retum on funds invested in
innovation is often insufficient and very unpredictable. Innovation often means
constant development of new products and use of new technological processes in
completely unfamiliar markets. That is why it is so difficult for potential investors
to evaluate investment risks and predict the likelihood of failure. In addition, in-
novative ideas are generally intangible in nature thus making their market evalu-
ation and foreseeing more difficult and uncertain3

3Baron A., Shane A., [in:] Entreprenetirship - a Process Perspective, 2005, p. 29-45.
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2. Innovative SMEs Networks Characteristics

Networking of SME’s represent a kind of organizational Cooperation which, on
the basis of institutional assumptions, mobilizes resources and human potentials
from large number of enterprises, while giving them at the same time the oppor-
tunity to maintain their business independence, and to take advantages offered by
the network.

Innovative networks have the capacity to overcome the traditional understanding
ofthe limits of enterprises and to connect them horizontally through partnerships
at the project base. The traditional understanding of the organization as a closed,
hierarchical system has been overcome. Networks of enterprises represent a new
concept that transcends traditional boundaries of organization and promotes an
innovative approach towards setting the new values. Modem economy is increas-
ingly moving from the vertically integrated structures to flexible organizations
and towards their ability to effectively establish, maintain and develop partner-
ships with other, likewise enterprises.

Network, as a flexible structure, implies the existence of elements and relations.
Elements, that is members, may represent people, groups and even enterprises
since networks operate on multiple Icvels. Networks are often formcd bccause it
is the only way for small businesses to cope with large competitors in the mar-
ket. Relations are not established on the basis of different types of business ar-
rangements and agreements. A high level of informal communication within the
network has numerous advantages and shows superiority in relation to the appli-
cation of formal authority and organizational hierarchy. Reciprocal relations and
two-way connections are those which make the network fiinctional.

Relations between the members of the network are established with the aim to
enable the access and use of resources of other enterprises included within the
network. The theory of industrial networks4 suggests that there is a model of
participant-resource-activity (PRA model) by which the key elements of such
network may be described. According to this model, the network consists of sev-
eral participants who perform a large number of activities using all available re-
sources of the network as a whole. Within the network, individuals, groups and
enterprises represent members of the group. Participants have different types of
intcractions with other members of the network. Resources are of a technical,
financial and intellectual type. Therefore, within this model the knowledge is also
considered to be an important factor. When members of the network undertake
activities regarding the use of resources: combining, development, exchange and
creation, the network operates. One of the basic characteristics of the network is
that it is very complex due to the large number of members, their activities and
relations with others. They are mutually dependent in many activities within the
network, and the way in which the activities were performed in the past directly

4Hakansson & Johanson, A model o findustrial networks, Routlcdgc 1992.
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affects the way that they would be performed in the future. Different types of
networks differ in the goals they have, group dynamics and the type of informa-
tion generated.

Christoph and Wolfgang5 have presented three dimensions of Cooperation be-
tween SME’s - the business process, market and product, which are aimed at
achieving the seven strategie goals of the network: innovation of processes, per-
formance on the market, research and development, Service delivery, automation
of processes, brand promotion and globalization.

The capacity of SME’s to enter the network, the ability to be a “good partner” who
would pursue common goals in the spirit of togetherness and mutual Cooperation
is at the heart of business networking. That not being the case, it is not possible
to form networks, and relations, both those internal, between the members of the
network, and those external, with other relevant social factors, would be very
fragile and would require a great effort for them to be maintained and improved.

Table 1. Types of strategie goals of SME’s cooperation

The focus of cooperation Objective of cooperation
Type Business Market Product
process
Reduction of costs of planning and
If’rocess_of innovation and improvement of
innovation -
business process
Reduction of fixed costs of
Performance marketing and performance in
on the market new markets using the strategy of
market penctration
Research and Reduction of costs of designing
development and developing new products
. Development or improvement
PI’OV'ISIOH of <t ofcruciil business grocess and
SErvices services through joint activities
Reduction of costs of planning and
Process designing new products/services,
automation as well as the process of their
creation
Creation ofjoint promotional
Brand brand, promotional strategies,
promotion development and joint marketing
| 6BAIJfe of products
t_IW T Products/services, their production
'y processes as well as marketing of

Globalization the activities are jointly developcd

and applied

5Hafccz A., Knowledge Based Network Integration. Digitizing and Sustainable Business Modelsfor Compeli-
liveness o fSmall and Medium Size Enterprises in Global Economy, 13th International Confcrcncc on Manage-
ment of Technology, Washington 2004, p. 2-16.
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There are two major encouraging factors which affect the formation of networks,

and which are in close relation to each other:

1 Firstly, management is faced with trends such as globalization, shortening
product life cycles and the deregulation of the economy, which all together
lead to an overall dynamic competitive struggle. This imposes the need for
new strategies, such as much greater focus of Companies on core competence,
cession of activities in the chain of values to subcontractors and stronger orien-
tation towards customers. Business networking is in itself an integral element
of these strategies.

1 Secondly, information technologies allow an efficient exchange of Informa-
tion between enterprises and act as the main factor which enables network-
ing. Wigand explains such a phenomenon in the following way: “Traditional
borders of enterprises are increasingly blurred, they are changed intemally
and cxtemally, and in some cases even disappear.” Information technology is
an important factor in networking and integrating of enterprises into certain
types of networks. It creates a suitable environment for the virtual network-
ing, which is the main condition for cooperation between a large numbers of
SME’s. Accordingly, cooperation and business networking create a platform
for individual entrepreneurs and enterprises to, by means of acting as indepen-
dent individuals, connect and work together on achieving the common goals.

Networks have the ability to connect and develop three main factors: enterprises,

business process and resources. Network structures are characterized by five key

organizational principleseé:

1 Unique purpose - common views, values and objectives maintain the network
together. Common focus on the intended results enables svnchronized Opera-
tion and Strategie orientation of the members;

1 Independence of the members - each member of the network, whether an indi-
vidual or enterprise, retain its own identity and legal personality while using at
the same time the advantages provided by the network;

1 Voluntary matching - a unique feature of the network is to establish relations
between the members on a voluntary basis, and new members to join on their
own initiative;

1 Multiple leadership - bearing in mind that the network has no strictly defined
structure, it opens the possibility for each member of the network to be in some
way a leader and to give full contribution in the aspect of business process and
cooperation. By means of such conception, which encourages everyone to give
the best they can, the network as a whole becomes stronger and more stable.

1 Integration oflevel - networks are by nature multi-layered, not flat. They operate at
different levels, which mean that cooperation takes place simultaneously between
several enterprises, but also between their organizational units and individuals.
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The network has the potential to generate positive synergies and raise the level
of competitiveness of SME’s. Competitiveness arises as a result of the quality
of connections which are established between enterprises in the network. The
performance of a unity directly depends on the efficiency and effectiveness of
connections established between enterprises, as well as with other social actors

(suppliers, wholesalers, financial institutions, research institutes, educational in-

stitutions and agencies for regional development). Some of the main benefits of

the networking of SME’s are:

1 Approaching the customer - there is a strong communication between end us-
ers of products and services and enterprises in the network;

1 Maximizing of development capacities and know-how of each cntcrprisc -
they use the knowledge of the entire network, no matter which member of the
network found it first;

* Minimizing instability - the network as a whole shows the stability of func-
tioning even when some of its members leave or some parts are separated;

1 Quick response and flexibility - the network is as amorphous body, it has no
solid structure and it is easily transformed.

The level of knowledge integration in the network may range from very high to
very low. It may be defined as a Standard of the level of interaction among network
members in terms of their willingness to share knowledge and results of their re-
search and development activities with other members of the network. Activities
of knowledge management in different types of networks are to be classified into
either mitigating or encouraging activities. Mitigating actions are defined as activi-
ties that aim to create an environment and organizational culture in a network suit-
able for knowledge management. Encouraging activities are focused on the process
of knowledge management. Thus, each type of network produces a specific value
through various types ofjoint activities. Networks which aim to create new knowl-
edge (technology, products, business concept) may be defined as networks oriented
to create a complete value system, which is oriented towards future and imposes
the need both for radical changes in the existing system of values, as well as the
creation of a completely new system. Such networks have network members who
are members from its foundation, as well as new members. Therefore, both value
system that is subject to change and constant mobility of members of the network
represent the two factors of uncertainty and instability of the network.

3. Types of Innovative SMEs Network

Innovative SME’s networks based on new knowledge and achievements are one
of the most important modern business trends. Depending on the type of activi-
ties, leadership style, risk tendencies, historical and cultural heritage in the area
of cooperation between the ways enterprises it is possible to differentiate various
types of Strategie SME’s networking. A mention should be made of three types of
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innovation network for SME’s which are a consequence of variations in the way
of integration of activities, resources and knowledge7:

1 SME’s network based on the integration of procurement functions,

2. business SME’s networks and

3. research networks.

3.1 SME’s Network Based on the Integration of Procurement Functions

Inthese networks the level of integration of knowledge is usually at a relatively lower
level, and they are usually created in the way that previously established relations
within the supply chain are being promoted and developed up to the stage of becom-
ing a network. Certain products or processes upon which the network as a whole is
focused are divided into certain stages within the value chain ofwhich one enterprise
takes care of the implementation of each phase separately, where one enterprise has
the role of a leader and main contractor, which is connected to all enterprises in the
network. Within this type of the network, it is very common that the enterprises have
a role of suppliers and compctitors to one another because sometimes it happens that
more enterprises are positioned in certain phases in the chain of values.

Although these enterprises are very closely connected in the Strategie context
of speaking, the level of formalization of their relations is not as high. In these
networks investment in information technology is encouraged because they of-
fer their partners a possibility to share relevant knowledge and information. The
aim of the network is to create an environment of mutual Cooperation and use of
information, but the activities alone are left to enterprises directly.

Figure 2. SME’s network based on the integration of procurement functions

- Product
- Communication and
management

- Cooperation and exchange of
knowledge

7Enquist H., Magnusson J., Nilsson A., Change Management Implicationsfor Network Organizations, Procced-
ings of the 37th International Conference on System Sciences, Hawaii 2004, p. 1-10.
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3.2. Business SME’s Networks

Business networking occurs through the participation of more enterprises moti-
vated to achieve higher sales and profits by means of Cooperation within the net-
work. The initiative for the creation comes from one of the enterprises which has
identified an opportunity in the market and has created a network in order to sat-
isfy the perceived need. The enterprise which is the initiator of the network with
its products or services is the main source of setting the values, but only through
the dynamie structure of the business network and its capability to adapt to con-
stantly changing market conditions. The management of the business network is
directed towards the balance of political influence among the participants. The
main advantage of the formation of business networks is flexibility, but it is nec-
essary to be constantly maintained in order for partners not to leave the network.
The enterprise which is the initiator has the highest responsibility for gathering
and connecting the partners in the business network.

Knowledge management in business network is directed towards achieving a high
level of cooperation between partners. The level of integration of knowledge may
be defined as moderate, bearing in mind the fact that the enterprise which has
establishcd a network shows a high tendency towards controlling other members
to a greater extent and adjusts the activities as needed, and by its sole discretion.
Therefore, that enterprise Controls to a significant degree the management pro-
cess and knowledge sharing. Thus, the focus is increasingly directed towards the
process management and the activities of information exchange.

Figure 3. Business SME’s networks

Partner A 4 cmmememeeee e Partner C

Partner B

- Product
- Communication and
management

- Cooperation and exchange of
knowledge

Buyers
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3.3. Research SME’s Networks

Research SME’s networks are created by linking enterprises motivated by the
need to expand knowledge through the organization ofjoint research and devel-
opment activities. In this type of networks, the level of Integration of knowledge
between partners is very high. Given the fact that the primary purpose of research
networks is to create new knowledge, a measure of success is defined by the level
of realized synergies in research and development activities. The network is usu-
ally formed between enterprises that have previously had some form of Coopera-
tion in the field of research, but which was not actualized on the market.

Figure 4. Research SME’s networks

- Product

- Communication and
management

- Cooperation and exchange of
knowledge

The main emphasis of all activities of research networks is creating a suitable
environment and a compatible organizational culture that will contribute to the
exchange of knowledge, its promotion and development by means of mutual Co-
operation of interlinked SME’s. The management of the research network should
be directed towards creating conditions for unimpeded use of knowledge, which
is possible by limiting the rdnge of control. The most important thing is to provide
a high quality communication and cooperation between certain experts as well as
transparency of the used knowledge for all participants in the network.
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4. Process of Knowledge Generation within Networks

Knowledge possesses an implicit and explicit dimension. An Implicit dimension
is very personal, rooted in man as a person who has unique experience and ac-
tions, and it is difficult to be fonnalized, transferred or explained8 On the oth-
er hand, explicit knowledge is clearly defined, expressed and it is transferred
through the formal system of leaming and transmission of information through
the network. Also, knowledge may be defined as individual and social. The in-
dividual knowledge refers to the observations and actions of the individual in
certain situations, while the social knowledge is derived from business practiees,
organizational culture of enterprises and tradition9 Therefore, knowledge repre-
sents a broad term in itself; it may appear in various forms, some of which may
be easily transmitted and understood.

Some authors believe that the new knowledge originates from a social interaction
between people and that it is the main impetus for the process of organizational
leaming. Intraorganizational leaming takes place through the interaction of mem-
bers ofthe network. Networks, especially those based on innovation, are complex
and heterogeneous in nature, with various members who operate within them.
From the point of impact on the process of knowledge gcneration in nctworks, we
will point out two relevant categories: organizational culture and managementld
Organizational culture is seen here through the balancing of differences that
appear in organizational cultures of individual partners in the network. Organi-
zational culture is a pattem of basic assumptions, beliefs, values and norms of
conduct which is developed and adopted by the group members in the processes
of extemal adaptation and internal integration and which is, as a successful
template, used for directing and shaping the organizational and individual be-
havior. There is no homogeneous organizational culture in the enterprise, but
it is rather possible to perceive a dominant culture and subculture specific to
organizational units, business functions and individuals. This differentiation of
organizational culture is further complicated by the formation of networks and
reflects the ability of partners to communicate and share common values. Cul-
tural patterns influence the attitude towards Cooperation and sharing of informa-
tion among participants in the network. The culture that supports the generation
and use of knowledge in the network must be based on a straightforward com-
munication, mutual trust, commitment and high level of identification. In addi-
tion, the organizational culture affects the formation of a common knowledge
database, which will have some degree of redundancy and “common language”
to facilitate understanding between the partners in the network. It is considered
that the heterogeneity of cultures is good from the standpoint of avoiding group

RSanchcz, R., [in:] Management and Organizational Competence, New York 2001, p. 97-101.

gstill, J., “Conditions Influcneing Knowledge Creation in the Barly Stages of Research Networks”, Frontiers of
E-business research, 2005, p. 381-383.

10bidem, p. 384-385.
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opinions and that partners bring necessary diversity into the approach for solv-
ing problems.

Management within the network must be specifically directed towards the creation
of favorable conditions for the generation of knowledge. Nonaka and Takeutchi"
stress the role of organizational intentions and vision in knowledge generation.
Organizational leaming occurs through a processes in which people with multiple
organizational levels combine, conceptualize and systematize the existing explic-
it and implicit, as well as social and individual knowledge. Doz2thought that in
the early stages of cooperation, members not only generate knowledge thanks to
the shared knowledge database, but also leam from each other how to cooperate
and direct their activities towards a common goal.

A stage of development in which the network is, greatly affects the process of
knowledge generation and its results. New knowledge which is being generated
is incorporated over time into new products, services and technological proce-
dures. The management of the activities must be adapted to the requirements and
specific qualities of the network structure. Different ways of conducting business
activities and the course of the communication process create barriers, and that is
why individuals who have the skills in bridging the difference in the network are
very important for the management. They represent an integrating factor in build-
ing trust between some members of the network and thus provide an incentive for
acquiring, transferring, creation and use of knowledge13

Conclusion

Modem business conditions are characterized by economies based on knowledge
and application of information and communication technologies. Small business
is the main lever of development and it is primarily thanks to its innovative poten-
tial. Essentially speaking, the purpose of the innovative orientation in small enter-
prises is the same as in large enterprises - to create a specific and unique competi-
tive advantage. The new economy is increasingly moving from vertically inte-
grated structures to flexible organizations and their ability to effectively establish,
maintain and develop partnerships with other, likewise enterprises. Networks of
enterprises represent a new concept that transcends traditional boundaries of an
organization and promotes an innovative approach to setting of new values. By
operating in the network, SME’s are often in a position to realize better results
than large integrated enterprises, in terms of promptness in response to changing
preferences of the Customers, flexibility, and ability to identify and exploit oppor-

N Nonaka, I. & Takeutchi, H., "The Knowledge-Creating Company", Oxford University Press 1995.

PDoz, Y., [in:] The Evolution of Cooperation in Strategie Alliane.es: Initial Conditions or Learning Process,
“Strategie Managment Journal“, Vol. 21, 1996, p. 55-84.

BLongcnecker, Moore, Pelty, [in:] Small Business Management-an Entrepreneurial Emphasis, 2003, p. 465-468.
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tunities and adopt new technologies. Small and medium enterprises are still faced
with numerous problems in the process of development of integrated network of
knowledge. Not only is that cooperation between enterprises from specific field
needed for network formation, but also it is necessary to provide institutional Sup-
port and the support of govemment bodies, trade associations, local communities
and universities.

Finally, it could be said that networks by their nature involve the acquisition,
transfer, generation and use of knowledge. In the early stages of network
formation, members leam to cooperate. In this phase, problems often occur in
communication between certain members who have yet to adjust to new ways
of doing business. They generate new knowledge not only to achieve strategie
objectives of the network, but also to enhance the development capacity and
opportunities for future action. This way they affect the future orientation of
the network as a single unity. In addition, although the diversity of members
represents a big challenge for the network, at the same time it is its an essential
comparative advantage. The wide rénge of diverse ideas, views and attitudes
leads to a series of innovative solutions and contributes to their quality.

Abstract

In today’s knowledge-intensive and networked society the ability to manage knowledge flows is
crucial for Companies to gain a competitive advantage. To be able to create knowledge, organiza-
tions have begun to operate in networks that offer access to the critical resources and expertize of
other organizations. The objective of this paper is to increase the understanding and knowledge
of the management innovation process and crcation of innovative SME’s networks. The issue ar-
eas in SME’s which have been explored in this paper, are innovation and knowledge integration.
Knowledge management activities in SME’s network can be of either a facilitating or intervening
nature and that the different network types display a generic pattem regarding the mix ofknowledge
management activities.
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KLEMENS BUDZOWSKI

Possibilities of the Application of Pricing Strategies in
the Development of Trade Between Poland and Serbia

The Republie of Serbia, together with Slovenia, was reeognized as one of the
most developed republics of the former Yugoslavia. Now Serbia is the biggest
(77.500 km) and most populated (7.4 million people) country established after
the former Yugoslav state had come to an end. L&sses and damages caused by the
civil war in the years 1990-1995, the UN embargo, bombardment and the NATO
air forces raids which in 1999 destroyed the industrial, economic, transport and
communication infrastructure are the main factors determining the decrease of
the Gross Domestic Product (GDP) and economic and social problems of Serbia
which have appeared in former and present decade. The war of Kosovo and the
bombardment of Serbia in 1990 cost Serbia between 30 and 50 billion dollars
(and according to experts even 100 billion USD) and the GDP per capita de-
creased by about 46%. The industrial production in 1999 was even 45% lower
than in the previous year.1The restoration and the reconstruction of the produc-
tive property, obtaining the production level which was achieved in 1988 can
take even between ten and twenty years on condition that there is a big inflow of
foreign investment to Serbia.

Economic recovery, increase of the GDP observed in the second half of the pres-
ent decade constitute a chance for quicker restoration of the destroyed economic

1J.M. Philibert, Wojna o Kosowo, “Lc Figaro” of4 June 2000, also: www.abcnet.com.pl/nodc/1722 (7.02.2010).
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infrastructure, thc development of industrial production/output, the change of
export structure, better life conditions, elimination of disproportions in the so-
cial and economic development in relation to the neighboring countries, former
republics of Yugoslavia and in relation to the economically developed member
states of the European Union. The present-day GDP production structure in Ser-
bia is similar to thc one of the developed countries, almost two thirds of the GDP
is produced in services, onc fourth in industrial production and about 12-13 % in
agriculture (agriculture together with the agricultural and food industry produce
about 20-23% of the Serbian GDP). The industrial production in Serbia is mainly
based on its natural raw materials (orcs of copper, zinc, lead, iron, manganese,
bauxitc). Due to little resources of energy sources, Serbia is forced to import
substantial amounts of energy sourccs such as: oil, gas, coal etc. In 2008 Serbia
signed an agreement with Russian Gasprom on the basis of which Gasprom took
over 51% of sharcs of N1S (Naftna Industrija Serbije) - the national petroleum
concem - and undertook to build, through the territory of Serbia, a pipeline South
Stream which was to supply gas to Southern and Eastern Europe. The biggest
lines of Serbian industry consist in car industry (Zastava), pharmaccutical, tex-
tile, and telecommunication industries.

The cultivated land constitutes almost 70% of the country. The agriculture devel-
oped in Vojvodina and valleys of big rivers generates substantial number of prod-
ucts, also to be exported (Serbia is one of the biggest maize produccrs in Europe;
it also Icads in producing raspberries and plum products).

The economic development observed in Serbia during the past few years is to
some extent determined by thc inflow of foreign investment (table 1). It is esti-
mated that by the end of 2008 the value of the accumulated foreign investment
was 12.0 billion USD. Among the biggest Investors in Serbia are: the Russian
Gazprom, FIAT, Michelin, Delphi, Ericsson, Motorola, Oracle, Siemens etc. Pol-
ish Companies have also invested in Serbia within the past few years, for ex-
ample: Tele-Fonica (cable industry), Organika (materials for carpentry industry),
Asseco (IT), Rafako (electric power industry) and other.2

Table 1 The structure of forcign investment in Serbia betwecn 2004 and 2008

2nd quarter

Spocilicalion 2004 2005 2006 2007 2008
Investments Total 966 1550 4387 2195 2008
Portfolio Investments - - 911 -126
’olish Investments in Serbia 0.037 0.453 1.6 10.0 22.6

Sourcc: National Bank of Serbia
Quoted after: www.mg.gov.pl/Wspolpraca |/ »zagranica/ of 07.02.2010.

2www.ccn.oig.pL'handcl-zagraniczny/articlcs/seit)ia~mo/C*bycvatrakcyjnym-paitncrem-gospodarczyni.hlnil (07.02.2010).
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The Republic of Serbia, previously a constituent republic of Serbia and Monte-
negro, becamc independent on 5 June 2006. It is one of the smallest commercial
and economic partners of Poland. Despite cultural and geographical similarities
between the two countries and common European roots or Christian tradition,
neither Poland nor Serbia have been successful in creating firm trade connections
which could guarantee profits resulting from international exchange for both par-

Duc to the trading value, the trade exchange (Table 2) is still small, even though
the turnover has tripled within the last fivc years. Between 2003 and 2008 the val-
uc of Polish export to Serbia increased from 101.4 million USD to 320.5 million
USD. The share of export to Serbia in the global Polish export is only about 0.2%
(in import this ratio is even lower and amounts to 0.1% of Polish import). In 2008
the turnover with Poland constituted 1.6% of Serbian export and 1.8% of import.
At the same time the import from Serbia to Poland increased from 82 to 171 mil-
lion USD. Serbia is one ofthe smallest European trade partners of Poland.

fable 2. Foreign trade turnover of Poland with Serbia

Polish export to Serbia Polish import from Serbia Balance
Years

min euro min USD min euro min USD min euro  min USD
2003 101.391 19.138 +82.253
2004 114.187 141.751 23.373 28.872 90.814  (112.880
2005* 55.9 17.9 +38.000
2006 177.264 221.563 63.957 80.425 (113.307  +141.138
2007 163.256 223.065 99.832 135.550 +63.424 +87.515
2008 218.126 320.524 100.065 149.454 +118.061 +171.070

* Data for 2005, Departament Spraw Europejskich, Ministerstwa Gospodarki, (www.mg.gov.pl (0f7.02.2010).

Source: Own calculations on the basis of: Yearbook ofForeign Trade Statistics 2007. Central Statistical Office, War-
saw, 2007, p. 103), Yearbook ofForeign Trade Statistics 2008. Central Statistical Office, Warsaw. 2008, p. 106), data
for 2008 according to Yearbook of Foreign Trade Statistics 2009 Central Statistical Office. Warsaw, 2009, p. 113),
www.stat.gov.pl/cps/rde/xbcr/gus7PUBL rocznik statystyczny handlu zagranicznego 2009.pdf(of 7.02.2010).

Within the analysed time there was a trade surplus for Poland. Serbia had a trade
deficit resulting from its fuel import and mainly from the relatively low level of
export in relation to the GDP (in 2008 export constituted one third of the GDP
of the country). The structurc of the trade turnover of Poland with Serbia is pre-
sented in Table 3.
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In Polish export to Serbia the basie role is played by those goods which according
to the Standard International Trade Classification (SITC)-belong to the groups as
follows: 6 - Manufactured goods classified ehiefly by material; 7 - machinery
and transport equipment; 5- Chemicals and related products; 3 - Mineral fuels,
lubricants and related materials; and 2 - Food and live animals, whereas in Ser-
bian export to Poland there are two predominant groups of goods which comprise
in total 82.2% of Polish export from that market, i.e.: 6 - Manufactured goods
classified chiefly by material; and 5 - Chemicals and related products; according
to S1TC classification (Table 3).

Table 3. The structure of Polish Serbian trade in 2008

Polish Import  Polish import Polish export Polish export

SITC Sections from Serbia from Serbia to Serbia in to Serbia
! in thousands (in %) thousands of (in %)
of euro euro

Exports total 100065 100.0 218126 100.0
Imports total
0. Food and live animals 4895 4.9 22845 10.5
1 Beverages and tobacco 391 0.4 467 0.2
2. Crade materials 2558 26 5587 26
inedible, except fuel)
3. Mineral fuels,
lubricants and related 0 0.0 26529 12.2
materials
4. Animal and vegetable
oils, fats and waxes ?
5. Chemicals and related 17251 17.2 24533 11.2
products
6. Manufactured goods
classified chiefly by 65052 65.0 66328 30.4
material
7.machinery e_md 7588 7.6 55819 25.6
transport equipment
8. Miscellaneous 2330 23 15829 73

manufactured articles
9.Commodities and
transactions not
classified elsewhere in
SITC

Sourcc: Ycarbook of Foreign Trade Statistics 2009 Central Statistical Office. Warsaw, 2009, pp.60 81,
www.stat.gov.pl/eps/rde/xbcr/gus7PUBL rocznik statystyczny handlu zagranicznego 2009.pdf, (7.02.2010)
and own calculations.

3Standard International Trade Classification (SITC) was publishcd by the UN Statistics Division in 1950 and
amended in 2007 (revision 4). It is used for classification of all Commodities in foreign trade.


http://www.stat.gov.pl/eps/rde/xbcr/gus7PUBL

Possibilities o fthe Application o fPricing Strategies in the Development o f Trade. 47

Geographical location, population, membership in the Central European Free
Trade Agreement (CEFTA), concluding a Stabilization and Association Agree-
ment (SAA) between Serbia and the European Union and finally signing, on 29
April 2008, the Interim Agreement which allowed for quick application of pro-
visions on trade between Serbia and the European Union member states tumed
Serbia into an important partner for the European Union member states.4 Not-
withstanding the provisions of the Interim Agreement Serbia will exercise the ex-
ceptional trade measures which were introduced by the Council Regulation (EC)
No. 2007/2000 of 18 September 2000 for countries or territories participating in
or linked to the European Union.5

Further development of trade between Poland and Serbia will require the ap-
plication of new forms of elicitation, searching for fields in which the countries
are complementary and creating new forms of specializations in production and
in-branch exchange. Both parties have to create legal and organizational frames
supporting trade exchange, creating mixed Polish-Serbian Companies and condi-
tions for learning about trade partners, ineluding small and medium-sized Com-
panies. The development of trade exchange shall go along with learning about
each other’s consumer habits, elients’ reactions to market changes, e.g. the rise
of demand, domestic inflation, appreciation or depreciation of national currency,
increase or decrease of individual income, price rise or fall of defined goods, cor-
relation between price and demand, price and consumers’ income, etc.

One of the basie economic parameters is price ineluding all components of a ben-
efit of the seller and buyer of a good or Service.6 Through prices or rather the real-
ized price policy a company realizes its current and strategie goals. Price is un-
derstood as the size expressed in money, which the buyer is obliged to pay to the
seller for the delivered good or service,7or a defined number of money units the
buyer has to pay for a unit of a product or service.8Price reflects the quantitative
estimate or a subjective idea of a benefit that the chosen features of products or
services assure.91t is often assumed that the price of a good is its value expressed
in money and, analogically, the world price is the value of a good in the world
market expressed in international money'0 (or the value of goods participating

4 Howcvcr, the lack of political stability prevents the flow of Capital to this country. In 2008 the World Bank, the
rating institutions such as Standard & Poors indicate the threats conncctcd with investments in Serbia, such as:
complieated administrative proccdurcs or wcak administration, high inflation and unemployment etc.

5 Council Regulation (EC) No. 2007/2000 of 18 September 2000 introducing exceptional trade measures for
countrics and territories participating in or linked to the European Union’s Stabilisation and Association proecss
amending Regulation (EC) No 2820/98 and repealing Regulations (EC) No. 1763/1999 and (EC) No. 6/2000.

6 K. Biatecki, Operacje handlu zagranicznego, PWE, Warsaw 1996, p. 84.

7. H. Ncssim, M. Dodge, Ksztattowanie cen - strategie iprocedury, PWE, Warsaw 1997, p. 25.
8H. Simon, Zarzadzanie cenami, Wydawnictwo Naukowe PWN, Warsaw 1966, p. 15.

9H. Ncssim, M. R. Dodge, Ksztaltowanie cen strategie iprocedury, PWE, Warsaw 1997, p. 25.

0 Cf. A. J. Klawe, A. Maka¢, Zarys miedzynarodowych stosunkéw ekonomicznych, PWN, Warsaw 1987,
p. 176.



48 KLEMENS BUDZOWSKI

in international exchange.1l) The correct price system is favorable to optimal al-
location of production factors resources, creates conditions to choose the export
specialization in the fields characterised by the highest efficiency, contributes to
the liquidation of inefficient production fields, and enables to choose the objec-
tive production and investment decisions made by independent entities operating
business enterprises.

When setting the level of prices various relationships should be taken into ac-
count, i.e. between price and demand, price rise/ fall and purchase level allowing
for various principles or regularities and also paradoxical correlations between
price and demand characteristic for a given market for goods (Table 4).

Table 4. Paradoxical relationships between price and demand

Consumer’s reaction Description of behaviour

People purchase more of necessity goods when their prices
rise

People purchase more of selected luxury goods when their
prices rise

People purchase goods regardless of the price level and its
change. only because the goods are bought by other people,
mainly family and friends etc.

People purchase a good only because it is very expensive,
not available for others only because the good, due to its
price level, is unavailable for most Consumers

Giffen’s Paradox

Veblen’s Paradox

Imitation Effect
(a scene effect)

The Snob Effect
(buying ‘to show off”)

The fall of prices of substitute goods is pcrceived by The Income Effect of Price
consumers as the risc of their income Reduction

Aiming at preserving the same level of consumption despite  The Bolt Effect (keeping the
the rise of prices of particular goods consumption level)

As the prices of some goods rise, people purchase less and The Shock and Taming Effect
then they purchase more again despite higher prices (habit)

As the prices of some goods rise, people purchase more of Fear of further increase (Buying
the goods as they fear further price rises anticipation)

Buying out the goods whose prices rise for future resale
with big profit

Source: Mazurek-topacinska K., Zachowania nabywcéwjako podstawa strategii marketingowej. Wydawnict-
wo AE Wroctaw 1997, p. 61. also Waniowski P., Strategie cenowe, PWE Warsaw 2003, p. 58-67.

Speculative Effect

The intemationalization of the activities of Companies, i.e. their more frequent
presence in foreign markets, forces to investigate consumer reactions to price
changes of a given product, increase or decrease of income, behaviour of the
consumer’s friends, family and also the reaction of local Companies to the activ-

1 Cf J. Sotdaczuk. Z. Kamecki, P. Bozyk. Miedzynarodowe stosunki ekonomiczne. Teoria i polityka, PWE
Warsaw 1983, p. 122, also; Dudzinski J,, Narekicwicz J., Podstawy handlu zagranicznego, Wydawnictwo
Zachodniopomorskiej Szkoty Biznesu w Szczecinie, Szczecin 2002, p.73-76, Handel zagraniczny. Wybrane
zagadnienia, red. J. Dudzinski, Wydawnictwo Zachodniopomorskiej Szkoty Biznesu w Szczecinie. Szczecin
2006, p. 131-164.
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ity of a foreign one. When setting priees in a partieular market, a Company has
to consider the price relations existing in a given market, how the competition
as well as the consumers can react. The Giffen Paradox shows that a consumer,
with reference to basic goods, the necessity goods, increases his/her expenditures
on necessity goods regardless of the scope of price rises. In Polish- Serbian trade
there are almost no such goods. The luxury goods seem to be far more important
here. According to the Veblen Paradox, the rises of prices of such products can
lead to the increase in their sale. The imitation effect and the Veblen Paradox
should be considered while creating the sale policy of goods such as: cars, furs,
luxurious jewellery, expensive gifts i.e. goods present in the trade between Po-
land and Serbia. Polish exporters owing to the scale of inflation processes and
political instability in Serbia should consider the speculative paradox (buying out
goods for future resale) in their price strategies and the phenomenon of shopping
anticipation (the increase in purchase despite the price rise in fear of further price
rises caused by inflation processes) due to the high level of inflation and unem-
ployment in Serbia.

Companies operating in foreign markets apply various pricing strategies.2The low
price strategy is one of the basic ones. It enables to reach a wide rénge of buyers.
This strategy, taking into consideration the scale effects, assumes minimizing all
costs (from production costs, packaging, transport, to promotion and advertising)
at all stages of a product’s life. The low price strategy was very populér in 1970s
in relation to the relatively technologically simple products. The low price strategy
is mainly used by Companies that have a strong and stable position in the market,
with free production capacity and with possibilities to increase their scale of pro-
duction quickly. (Table 5). The low price strategy is also used in Companies pro-
ducing a narrow assortment of products. Low price is assumed by another strategy
- the market penetration strategy. When the intended market goal; is achieved,
a Company tries to raise prices gradually until the satisfactory level is achieved. The
penetration strategy allows for the use of mass production effect and very offen
discourages potential competitors from entering a given market.

Table 5. Advantages and disadvantages of the low price strategy

Advantages of the low price strategy Disadvantages of the low price strategy
Possibility of narrow assortment of products Difficulty in introducing innovation and
predomination in the market. modern technological solutions.

Wide production scale, use of modern
techniques of production organization (e.g.:
just in time), possibility to minimize and
optimize unit production costs.

Difficulty in competing with Companies with
cheap labor force, access to eheaper raw
materials etc.

A consumer identifies the cheap product with

Possibility to identify consumers needs. . .
its low quality.

2Cf. Budzowski K., Ekonomiczne problemy handln miedzynarodowego, KSW, Krakéw 2008, p. 31-35.
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Possibility to achieve the projected profit
despite the relatively low rate of profit.
Strong position in the market both in relation
to suppliers and buyers.

Standardization of products.

Possibility of flexible management of costs
due to a narrow assortment of products (use
of modern cost-minimizing methods, e.g.:

Difficulty in improving the image of the
company associated with low quality products.
Lack of measures and resources for big
marketing or promotion.

Risk of being accused by the competitors of
prohibited practices (dumping).

Cannot be used for a longer period of time in
smali and medium-sized companies.

outsourcing, subcontracting).
Sourcc: own study.

It seems that consumers, in both Polish and Serbian markets, duc to the achieved
level of economic development, GDP per capita, still prefer low price products.
High unemployment in Serbia (21-23%), relatively high index of unemployment
in Poland (10—11) and above all big share of food expcnditures in the structures
of home budgets in the two countries under analysis show that the behaviour of
Polish and Serbian consumers is very similar. Companies which prefer the low
price strategy have far greater chances to be successful in the market than those
which enter the market with very high prices. Low prices allow for a big produc-
tion scale and do not require big expenditures on marketing, market research and
promotion. It seems that for Polish Companies operating in Serbia and engaged
in direct investment or selling goods and for Serbian Companies exporting goods
to Poland from sectors such as: transport equipment, food, mineral fuels, manu-
factured goods classified mainly according to the raw material, the optimal price
strategy can be the low price one.

Another strategy, the high price strategy, is used in relation to luxurious goods,
of highest quality, made by well-known brand producers that have been fiinction-
ing in the market for many years and whose products have always been associ-
ated with high quality. The high price policy supported by the patent protection
and liccnses is used by producers interested in high quality level of their own
product creating the quality image of the company.BProducts of the highest qual-
ity are sold in boutiques to selected clients (Table 6). The high pricing strategy is
related to the skimming pricing, i.e. selling a new product at a high price. This
strategy is used by Companies - leaders in introducing new products in a market.
It allows additional high profits from the ‘benefit of innovation’. The skimming
policy is used by well-know international Companies, Companies running global
strategies, which by the introduction of market innovation or a new product at
relatively high price reach in the same time a narrow, selected group of clients in
many countries. The skimming strategy, also known as market plus, is used by
producers manufacturing technologically developed products and of high quality,
market innovators with stable market position.

13H. Ncssim, M. R. Dodgc, Ksztattowanie cen strategie i procedury, PWE, Warsaw 1997, p.124 and further.
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Table 6. Advantages and disadvantages of the high price strategy

Advantages of the high price strategy Disadvantages of the high price strategy

Technologically modern or innovative

. . Small production scale,
products can be introduccd in the market, P

The market has to be protected against

Market use of benefit of innovation. Lo
imitations and fakes,

The market is protected by patents and Competition imitation; fakes, imitations appear
licenses, in the market,

Image of the company producing Continuous introduction of technologically new
technologically best products, products,

Possibility to create the market and meet
the needs of clients who are not sensitive to
price level,

No possibility of Standardization, unit
production in small numbers is necessary.

Exclusive retail chains have to be kept in city

Being dominant in a chosen market.
centres.

Source: own study.

In the export offer of Polish Companies addressed to the Serbian market and that
of Serbian Companies for the Polish market there are products of average techno-
logical level that are predominant. The price strategies which are based on high
prices can be applied only to the IT products and services directed to or realized
to order by the defined Companies. However, it seems that Polish and Serbian
Companies that offer technologically developed products, first of all will be pres-
ent in the markets of the economically developed countries. In mutual relations,
with the existing export and import structure, it is difficult to point out those
goods on which the high pricing strategy and skimming pricing can be applied
(the exceptions might be as follows: jewellery, yachts, some household goods).

Polish and Serbian Companies should apply the market penetration strategy to
a larger extent in the mutual markets, searching for market gaps to introduce
new products at relatively low prices in the partner’s market and only when the
demand is stabilized on a certain level, gradually introduce new, higher prices.
However, the introduction of low-price products in the partner’s market can cause
a defensive reaction of home Companies i.e. instituting or applying to institute
the anti-dumping proceeding. Selling at very low prices, sometimes below the
costs, cannot last for a long period of time, especially in those Companies that
do not operate globally and which are not a multinational Corporation. Most Ser-
bian Companies which seil products in Poland and Polish Companies which seil
their goods in Serbia operate in their domestic markets and gradually enter the
international market. These are Companies that do not have much global experi-
ence. Another important strategy is the concentration strategy of operating in
the selected market segments and on particular goods. This strategy is applied by
Companies with no possibility of flexible Operation or quick reaction to changes
taking place in the market, the Companies that want to avoid confrontations with
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strong competitors. This strategy allows concentrating on the market with few
competitors.4 However, the basie difficulty as regards the strategy is in finding
the right gap in the market, the market niche, within which the given company
could operate effectively.

There seem to be scanty possibilities of applying in the Polish-Serbian trade the
strategy of the market gap of the imitation or innovative type which consists
in entering the market by replacing the producer withdrawing its production (the
imitation type gap) or creating demand for a new product (the innovation type
gap) due to high costs of promotion and advertising and especially manufactur-
ing a technologically new product; or the competition overtaking, displacing
strategy used to control the market in a relatively short period of time by the
signifieant price reduction in relation to market prices. Such a strategy is used
by Companies which enter the market with their new brand or product using the
preliminary price reduction to achieve the market leader position at the cost of
previous producers.

Tn both analysed countries, application of the competition-based pricing strat-
egy consisting in adjusting the price to the price level of the market leader seems
to be more feasible. This strategy is one of the most commonly used, especially
by Companies which enter a market with the product already existing in the mar-
ket, but trying to achieve a particular market position by competing using factors
other than price e.g.: quality, service, guarantee period, product availability in the
internet, aggressive marketing etc. Sometimes Companies use the imitation or
Creative imitation strategy which consists in introducing in the market the same
product as the competition’s, which is in demand, but with the changed name or
packaging, very often at lower price and using similar to the leader’s distribution
channels, e.g.: through the supermarket chains, or using the experience of the
company which introduced the new product in the market, by introducing new
kinds of marketing activities, by improving the product, adjusting the product to
the consumers’ expectations. The imitation strategy allows to set the prices on
the level similar to the competitor’s and, at the same time, allows to get from the
innovation created by the competition.

Price is one of the most important economic parameters of the activity of every
business entity because, on the one hand, it informs entities about the market
Situation, and on the other hand, it lets the clients make the right choice (from
their perspective). When running the price policy the following issues should
be taken into consideration: the client’s reaction, the Situation in the market and
the behavior of the competition. As the price of a good or service determines the
profitability of a defined export transaction, the Companies that realize export
have to run an active marketing policy of influencing the market. The right selec-
tion of partners and supply chains, effective measures appropriate for the given

14 A. Sznajder, Strategie marketingowe na rynku miedzynarodowym, Wydawnictwo Naukowe PWN, Warsaw
1992, p. 112-115.
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market (marketing, promotion), quality of the good, quality of the provided ser-
vices, building works carried out, building and assembling works, meeting the
deadlines, modemity and the right organization of work, organizational progress
etc. influence the level of the achieved prices in export, paid in import, thus the
profitability of the contracts realized in foreign markets.

Further development of trade cooperation between Poland and Serbia is neces-
sary and possible. Geographical and cultural similarities as well as traditions of
cooperation constitute a firm base for further development. The formal and legal
co-operation, at the level of Trade Chambers, bilateral commissions or special-
ists in market analysis and marketing, as well as broader use and application of
market mechanisms, including the adequate pricing strategies, should actuate the
mutual Polish-Serbian trade.

Abstract

The article presents a description of mutual relations between the Republic of Serbia and the Re-
public of Poland from the economic perspective. It shows the existing export and import structure
and points out what the development of the trade exchange between the two countries is determined
by. Anumber of pricing strategies are presented in the article and the author defines which ofthem
could be applied by Polish or Serbian Companies in order to enhance the development of trade
between the countries.



DEVETAKOVIC STEVAN

Regional Development Incentives in Serbia

Efficiency of regional development and encouraging competition will be
considered from the standpoint of the possibilities of their application to different
territorial units in Serbia. We will particularly point out those possibilities whose
potential effects may be greater in regions where the general level of development
is significantly below the national average. First, we will focus on the financial and
tax incentives and infrastructure, making due allowance for other incentives for
regional development that Contemporary literature deals with, such as - leaming
regionsl innovation milieu, industrial areas which are all usually defined as “new
wave” policies or the dcmand side policies.

Generally speaking, we Start from the assumption that the favorable conditions
for regional development taken into consideration are infrastructure attraction,
promoting opportunities for employment or in a broader sense favorable
circumstances not only regarding employment, but also regarding good conditions
for living and conducting business activities. Some authors2consider provision of

1Leaming Regions - Providing Supportfor Networks, Programme Prcscntation, www.bmbf.de/pub/Icarning
regions providing supports for nctworks.pdf, March 2009.

2 Bartik T. J., 1991, Who Benefttsfrom State and Local Economic Development Policies? Kalamazoo: W.E.
Upjohn Institute for Employment Research, 1991.
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financial and infrastructure incentives very important for regional development
for one reason or another3

They take the tax and infrastructure incentives as significant regional support
mechanisms for development, claiming that the social effects are greater than
private costs, which, in tum, justifies their subsidizing. They give an example
of new industries, no matter whether they are related to information technology
or services they require. They face difficulties when they first enter this domain
because they require specialist knowledge and staff qualified for specific jobs,
which is on the labor market scarce in relation to demand. When entering this
domain investors face increased expenditure on training and preparation of the
necessary qualifieations, so that incentives which they receive through tax relief
and infrastructure support will be very important, enabling them to achieve sig-
nificant growth in employment.

On the other hand, these authors estimate that the applied mechanism of infrastruc-
ture incentives which is materialized through the successful set-up of new Compa-
nies and leads to regional development, afiterwards shows less inclination to change
of location. For example, in case of India4, as the developing country for which the
data have been provided, there is a tendency for new industries to stay in a given
region once attracted there. This means that if industries make use of infrastructure
incentives when starting an activity, they are linked to the location, so any subse-
quent relocation is very rare. In addition, infrastructure investments generate some
additional effects, among which direct and indirect rise in employment5is particu-
larly important. Investments in telecomnjunications, for example, will increase the
demand for goods and services used in their creation, and at the same time the total
national product and employment®.

In applying the above mentioned mechanisms, there are natural ly certain dangers,
especially if they refer to the country as a whole and to the possibility that all
regions compete severely with each other, primarily by way of tax incentives. If

3Here we mention only those who entered in direct discussion with Bartik McGuirc, Th. J., 2002, Who Benefits
from State and Local Economic Development Policies? Kalamazoo: W.E. Upjohn Institute for Employment
Research, 1991, in National Tax Journal, Vol. XLV, No. 4, Evanston, Il., USA, p. 457 459., http://ntj.tax.org,'
wwtax/ntjrec.nsf/41BOCF662B5921A48525688000698813/$FILE/v45n4457.pdf.

4 Sridhar K. S.. 2005. Incentives For Regional Development. Competition Among Sub-National Governments,
Palgrave Macmillan, p. 124.

5Alleman J., C. Hunt, D. Michaels, M. Mucller, P. Rappaporl and L. Taylor, 2002. Telecommunications And Eco-
nomic Development: Empirical Evidence From Southern Africa. mcmco, Sydney International Telecommunica-
tion Society; from http://www.colorado.edu/engineering/alleman/print files/soafrica paper.pdf, mart 2009.

6 On the basis of Rubin M. and R. Armstrong, 1989, The New Jersey Urban Enterprise Zone Program: An
Evaluation, Wayne, NJ, Urbanomics, 1989.1tiscstimated that the production multiplicr 1.61, and 2.26 employ-
ment multiplier. In other words. it means that the $ 1 increase in direct production for the increase is $ 0.61 in
other companics, or for a new cmployce in the new Companies it is more of the additional 1.26.
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a certain limit is exceeded, the ability of territorial segments/regional authorities
to provide finance for building economic and social infrastructure at this level
may be compromised. Therefore, in some cases, instead of offering tax incentives,
countries primarily opted for providing infrastructure support to investors who
decided to locate their capacities at chosen points. In other words, countries
around the world, at different stages of development, from the United States to
China and India choose a form of spatially-oriented (intent upon) policy in the
form of special economic zones (growth points). Their advantage is that they
may be at first designated as relatively small, limited areas (in our country the
term growth incubators or incubatorsfor small and medium sized enterprises is
now frequently used) that are associated with incentive tendency to concentrate
economic activities there, so that when they show good development results and
start to attract investments themselves, they gradually disperse in space, better
to say, introduce a few new growth points into the existing network of the given
regions or sub-regions.

When choosing one of the solutions mentioned above that could be applied
in the economic reality of Serbia, it should be noticed that Serbia is a small
country, at a low level of social and economic development, with still unfinished
process of transition, which all asks for a special precaution in the selection and
implementation of various measures of economic/regional policy. Since it is also
characterized by large and numerous differences in territorial development, it is
certainly necessary to have them in mind when sclecting incentives to at least stop
further spread of disparities, and as much as possible create conditions for their
gradual reduction and direct developmental connection, deepening of territorial
division of labor, raising the general level of competitiveness and development of
economy and the whole society.

At the same time, the establishment of basic infrastructure network should be
provided (it is under the jurisdiction ofthe state as a whole, and the state of Serbia
as well), so that all the regions in the country should be linked into a single system.
In other words, this network would create equal opportunities for promotion and
protection of all people, and the possibilities of action for economic subjects and
their development.

Here inevitably the issue of imposing regionalization is being raised, the one
which has not been adequately solved in Serbia yet. Still, one may claim that there
is a broad consensus among the scholarly public about the possible solutions, one
having been put forward in already adopted Strategy of regional development of
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Serbia7, while observing the statistical regions NUTS2 and NUTS38 In current
dcbates, political dimension is still very present, and no final decision and the
coverage of the region seem to come into focus.

Current definitions of the region start from the division of the NUTS2, into
regions and NUTS3 subregions, because the level of NUTS1 predicts threshold
of 3 to 7 million people. It is assessed that Serbia is small, and that the existing
development has not given a basis for the division into two possible macroregions.
The practice in several member states of the European Union, as well as in four
European countries outside this Association of States, whose reality does not
include NUTS1 speaks in favor of solutions which exclude macroregions.

On the other hand, in the Overall analysis of the territorial aspect of development,
lower segments of the sub-regions cannot be disregarded; therefore, the modified
system of statistical territorial units at the beginning of this Century also
introduces two leveis of local administrative units9. Since within the NUTS 3,
very significant differences according to the level of development can be seen in
Serbia, and a considerable number of deviations that determine the size of this
multidimensional phenomenon, we are of the opinion that they certainly should
be bome in mind. Thus given, they cannot be treated or presented analogous to the
differences by region, or by analogy include NUTS in the analysis of the whole
country development. Besides, local levels cannot be directly compared to any
regional development, particularly with respect to the incentives we deal with in
this paper, although they certainly should be taken into account when considering
and assessing the internal homogeneity of singuldr regions/sub-regions.

The assessment of exposure to incentives should consider the standpoint from
which the valorization is done. Namely, one of the possibilities is to assess the
effects from the aspect of individual or separate regions or sub-regions, another
approach takes into account the mutual relations of the territorial units, primarily
those that are the least developed according to the average or the most developed,
and the third possibility is to assess regional aspects at the same time and evaluate
the results at the level of the overall economy of the countryld

7 Regional Development Strategy of the Republic of Serbiafrom 2007 to 2012 year, sec http://www.razvoj.
sr.gov.yu/Stratcgije/SRRS/stratcgija regionalnog razvoja.pdf, (fcbr. 2009).

8 See more on http://epp.eurostat.ec.europa.eu/portal/page?_pageid=1335,72265683,1335 72320391 dad
=portal& schema=PORTAL#priciples, (jun 2007).

9 Local administrative units are the basic componcnts of NUTS regions. They have been introduccd since 2003 in The
Nomenclature of Territorial Units for Statistics EU, instead 0f NUTS4 and NUTS5. They usually mark the Lau-1and
Lau -2, but for the local administrative units therc is no intendcd population that would determine them.

D This approach is thoroughly discussed in the book mentioned forward Sridhar K. S., 2005, Incentives For
Regional Development, op. cit., p. 4-12.
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In order to avoid constant confrontation over the regional tax incentives, and
not to threaten “fiscal health” of public finances in some regions, especially
those undeveloped, we believe that it is rational to make the selection of one
or more growth points in the regions (growth incubator or incubators for small
and medium-sized enterprises) in which the mechanism of fiscal incentives
will be applied. Thanks to this selection and a limited number of points, the
possibility to fund from local sources (which would not be too narrow) and make
the infrastructure connecting with the national networks/systems of economic
and social infrastructure will be retained. In such a way the territorially-oriented
Stimulation of economic growth through political measures at the regional or
subregional level would be provided. Since their reach is limited to selected points,
this implies reducing the risk of uncertain outcomes and costs if the amount of
the incentive mechanisms includes the entire territory of the regions/sub-regions.
In addition, territorially/-targeted incentives take into account the fact that a large
part of the working population is linked to the area where they live due to social
and psychological reasons, or economic ones - primarily related to the cost of
job changes and relocation, which particularly affects and is unfavorable to those
with the lowest level of qualifications. Hence, the existing territorial distribution
of population should be respected with each selection of points.

4.

The use of incentives may be directed to all the investors who are ready to locate
their new capacity in selected points. This generally contributes to economic
activity inthe first phase ofconstruction ofbuildings and installation ofequipment,
whereupon their activation - to permanent employment ofthe required number of
workers and wider offer of products/services created. This leads to diversification
(branching) and enlargement of the scope of economic activities, in alloted space.
Territorial concentration allows their mutual connection and encouragement
through different mechanisms, as well as establishment of relations with other
points of growth within the region (if any), and inclusion in the whole country’s
economy, and even abroad.

As a second direction, we may mark incentives to Investments that would result
in geographical concentration of mutually related subjects [according to various
bases, generation schedule-vertically or horizontally, with the technological
support to the same SRD (scientific, research and development) basis, staff-related
basis including the use of the appropriate profile of Professional qualifications,
and using the appropriate level of social infrastructure, primarily of Professional
education in the appropriate space] that thanks to the mutual relationship they
would achieve the so-called extemal economies of scale, thus creating at the
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same time a sort of elusters, whieh would provide them" with more influence
on the basis of spatially close activities. In that case, they may be linked with
other appropriate institutions that would themselves have positive influence
on entrepreneurial activity and/or innovation. The approach outlined here may
be questioned as the incentives focus only on some activities that fit into the
cluster or are associated with it. Still, it may be stated that greater effects2may be
achieved in this way and in a shorter term than those which would be achieved by
spontaneous diversification of activities in the growth point, even before than in
the Situation when there is no territorial concentration. Therefore, we evaluate the
economic rational regional specialization as a desirable direction of development
at which these measures of regional policy are targeted, despite the fact that in
this way a certain discrimination in the implementation of incentive mechanisms
between economic entities that would locate in a particular area/growth point is
made.

It should be noted that in the literature, we find different evaluation of two
different directions in which incentives exert their influence from the one that
we have just elaborated. Of course, the assessment resulted from the observation
of different experiences that these regions had in a rather long period of time
so far, since the problems of specialization as a counter-part of diversification
(the wider, complex development) have been discussed. Without questioning
the effects in favor of specialization that we have elaborated above, there is
a dilemma whether regional development directed in that way is stable enough
in the long term or it may be fraught with problems, under certain conditions.
Namely, if production orientation of one region is narrowly specialized, it uses
the advantages as long as the generic power of a leading industry or some other
economic activity is sufficiently great, and allows the rapid development that
acts as a “locomotive” of all activities connected with it. During this period the
“economies of agglomerations* is achieved as well as positive changes in the
technological maturity of products, productivity growth, purchasing powerB
and on the basis of all this, a rapid growth and development of points on which
they focus. Many economic analysts have discussed and pointed to the positive
extemal effects of development achieved by the firms involved in the same line of
business, having joint effects of spatial linkages, better access to the cases, more
direct communication and transfer of knowledge (as they consider each other

1 Scc in M. Porter. 1990, The competitive advantage o fnations, Macmillan, London.

2Dcsrochers, P. & F. Sautet, 2004, Cluster-based economic strategy, facilitation policy and the marketprocess,
Review of Austrian Economics, 17 (2/3), p. 233 245.

BPorter M., 2000, Location, Competition, and Economic Development: Local Clusters in a Global Economy,
Economic Development Quarterly, 14 (1), 15-34.
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directly), thus enjoying the trust and mutual “overflow” of knovvledge that occurs
due to direct connectionsl4

However, such a Situation can be unfavorable at the time of drastic decrease
in demand for products/services that make up a highly specialized base in that
growth point, especially if a unilateral orientation is carried out, which in tum
pulls by way of chain the entire unit into a depression. The Situation will be
different if the orientation of region is not made only in one direction, but if it
focuses on a number of clusters (more lines of specialization where each with its
generic forces will encourage economic and overall progress in the given territory,
because it is less likely that for a number of directions there will be simultaneous
reduction in demand and undermining ofregional progressi

6.

According to all that has been argued above, it follows that the political incentives
to regional economic development are desirable and potentially contribute to
faster economic and overall social progress ofthe region, especially in cases when
these territorial units are at a lower general level of development. It is particularly
important to emphasize the importance of incentives in the initial phase of
selection and fonnation of growth points, and the period of their involvement
in the already existing territorial network, because it entails more rational use
of their own limited accumulation in the region and/or incentive funds that they
receive from the outside. On the other hand, in order to achieve the greater overall
effects in as short period of time as possible in these stages it is rational to make
selection of priority branches and activities that are mutually connected, and
directed to cooperate, at which regional incentives would be targeted, and mutual
time tuning, coordination, security, tourist outlets and available economic and
social infrastructure would be made. In other words, the available Stimulation
used by the regional policy would act in the formation of rounded areas (clusters)
of interconnected commercial entities and activities that would for a certain
period of time represent the backbone of regional specialization.

Of course, such determination does not mean long-term one-sidedness in any
case, with all the dangers that in the long time interval can arise. On the contrary,
we vote that the mechanism of incentives in the next development phase for the
growth point spread to other economic entities, which would mean diversification
of economic structure, and its complementing with economic elements and/
or social infrastructure. So the incentives would gradually form the regional
complex in which in addition to activities that are complementary to the branches

U Marshall A., 1920, Principles o f Economics; 8th edition), London, MacMillan, book IV. chaptcr VI11 para-
graph 12. http://www.cconlib.org/library/Marshall/marP.html (april 2009).

B Marshall A., 1920, Principles o fEconomics, op. eil., book IV, chaptcr VIII, paragraph 3.
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of specialization, regional structure completes with those entities which are
primarily oriented on the satisfaction of the needs ofthe local population. Besides,
diversification incentives should be enabled in the structure of the economy at
a given point of the growth, to open the process of creation and activities that
would outline some future specialization of “new” clusters. As a mechanism
that would support the territorial development it should be retained until the
point becomes capable to attract new investments and ensure further sustainable
growth/development by itself. In such a way, regional complex would be formed,
so that in times of decreasing demand for products/services as a framework of
specialization of the region, other units (clusters) could maintain a high level of
economic activity. Of course, sometimes in the existing regional complex there is
an embryo of a new cluster able to take a leading role and enough generic power
for the future regional development.

Abstract

The paper deals with exploring the possibilities and limitations for the promotion of regional de-
velopment measures of fiscal policy, and building economic and social infrastructure elements. We
will provide an overview ofthe current literature on the appropriate topie, and particularly explore
the use of different modalities in our actual economic reality and their combinations to achieve the
greatest developmental effects.
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The Concept of Corporate Social Responsibilities
- the Impact on Practice

Introduction

The first organized activities of unsatisfied consumers (consumerism from word
consumer) were launched 60 years ago as a result of raised consumers’ sensitive-
ness and shift in the consumers’behavior and are mostly due to improved living
Standard, improved education of many consumers, consumers’ better understand-
ing of complex products, as well as the effects of mass communication on con-
sumers.

Environmental ism represents activities of unsatisfied consumers which devel-
oped from the consumerism concept. The environmentalists have been mainly
focusing on the impact of marketing on the environment and expenses of satisfy-
ing the needs and wants consumers.

They consider that the marketing objective has to be the best quality of life. How-
ever, the quality of life is not only represented by a certain quality of products and
services, but also by the preservation by of the quality of environmentl

As a result of organized consumer activities in today’s society, (e.g. consumer-
ism and environmentalism) the concept of corporate social responsibilities has

1Kotier P., Marketing Management, The Sixth Edition, Prcntice Hall International Editions 1988, p. 17.
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seen a remarkable growth lately. Actuatly, after a certain period of time in which
there were many unsatisfied consumers, the Companies have understood what
they need to do - they need to increase their social responsibility.

The concept of corporate social responsibilities means that corporations take care
not only of their profit goals but also of their social goals and interests. By tak-
ing care of corporate social responsibilities, Companies are in position to achieve
the competitive advantage in the market and accomplish their profit goals more
efficiently.

1. Concept of the Corporate Social Responsibility (CSR)
Main corporate business targets can be classified into two groups2:

1. Profit oriented (focus is on revenues, expenses, gains),
2. Focus on wider social targets.

Socially responsible Corporation takes care to achieve not only business (profit)
targets but also wider social targets and interests. Satisfying the needs in products
and services represents the reason of human existence, but not the main reason
of life. After satisfaction of basie needs, focus is on quality of life. Focus is on
overall satisfaction of people not only as customers but also as social beings.

An enterprise is considered to be a good corporate citizen if it shows its commit-
ment to serve the interests of groups through socially responsible practice and
suitable business activities.

Socially responsible enterprise:

takes care of environment protection,

has positive attitude to its employees,

offers financial and other sorts of help,

employs persons with special needs,

 takes care ofthe community in which it operates.

A socially oriented Corporation can achieve its profit goals more easily, from
a long-term approach:

1 raise sales,
1 attract new customers,

2 Milisavljevic M.. I\MgThe Contemporary Administration, Bclgrade, The Elcventh Editions, p. 76.



The Concept o fCorporate Social Responsibilities the Impact on Practice 65

reduce costs,

motivate its employees and show commitment to them,
improve goodwill,

attract investors and business partners,

govemment support, loeal community, media.

Concept of the corporate social responsibility coordinates business activities with
social values. It includes interests of all groups on which company has influence.
Concept of the social responsibility has in focus social, ecological and financial
success of the enterprise.

The aim is to act positively on society and also to eam profit. Taking into consid-
eration social, ecological and financial aspects ofa company during estimation of
its business activities is a guarantee for a long lasting approach.

It is necessary to make social responsibility an integral part of its business activi-
ties - corporations must include its social responsibilities into its business activi-
ties, not just to approach it as an additional function. Besides, interested groups
demand it from the enterprise to do business in a responsible way and also to
include responsibility and transparency Standards.

In the past the value of Corporation was measured strictly by its financial results.
Interest groups now have better understanding of how behavior of an enterprise
affects:

1 social,
1 political,
1 natural environment.

Social and ecological results are considered side by side with financial results.
They include: human rights, business ethics, environmental protection measures,
corporate contribution, community development, corporate management, and
questions associated with working conditions.

It is expected from a company to present information conceming its policy and
practice that affects employees, community and life environment. Corporations
which are able to react accordingly to demands of its interest groups, have better
Position for attaining sustainable financial success.



66 MOMCILO DJORDJEVIC, SRDJAN SAPIC

2. Positive Reputation and Corporate Social Responsibility

Reputation which a certain Corporation possesses is invisible but very important
element of its business strategy. Positive reputation is strategie factor that affects
on trust and addresses all interested sides on certain corporate values.3

Positive reputation is a specific asset that includes more different values (ele-
ments of reputation):

1 corporate products can have reputation of high quality,

1 Corporation can have excellent reputation for financial stability, although its
products are seen as uninventive and below average quality,

1 Corporation can have a reputation as a socially responsible firm, if it

1 cares about wider social purposes and interests.

Socially responsible company:

1 takes care of environmental protection,

1 has positive attitude to its employees,

1 offers financial and other sorts of help,

1 employs people with special needs,

1 takes care of the community in which it operates.

Reputation is seen as a key resource. Reputation can be extremely valuable,
scarce, hard to copy, irreplaceable, providing a Corporation with unique competi-
tive advantage.

Therefore, reputation can be an important source of profit. By showing its social
responsibility in the long run, Corporation can easily achieve its profit targets.
Socially responsible Corporation takes care of the fundamental rights of its Con-
sumers.

Focusing on accomplishing the basie rights of eonsumers aceording to the Law
of consumer protection, Corporation builds reputation of socially responsible sub-
ject by:

1 satisfying basic needs,

1 infonnation,

1 choice-possible choice between more products and services, at reasonable
prices, are a guarantee of quality,

m,,snategie

- 3
Management Journal” 2002. Dccember, p. 1077-109.
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1 consumer voice,

* compensation,

1 education of consumers,
* healthy environment.

3. Social Responsibility and 1SO 26000

Work group 1SO for social responsibility laid a foundation on its second meeting,
in September 2005 in Bangkok - Thailand. 1ISO 26000 will give organizations
harmonized, intemationally agreed instruction for social responsibility based on
the best practice and respect of relevant declarations and conventions of the UN.

One of the main contributions from Bangkok is a survey of the structure of
1ISO 260004

* Introduction, Subject, Normative references, expressions and definitions,

1 Context of the social responsibility in which all organizations operate,

* Principles of the social responsibility from importance for the organizations,
1 Instructions on the basic questions of social responsibility,

* Instructions for organizations on social responsibility,

1 Appendices, Bibliography.

The result of the Bangkok meeting is the draft of plan for 1ISO 26000 project,
which will be published in December 2007, final draft in September 2008 and
final international Standard in October 2008.

4. Benefit for Community and Corporation

Socially responsible corporations contribute to the accomplishment of interests of
various subjects. The most important benefits for the organizations themselves are:

1 reputation and trademark management,

1 management of business risk,

* employment, motivation, and keeping employees,

easy access to capital,

leaming and innovation,

reduction of costs and greater business efficiency,
competitiveness and market position,

social license for work,

better relationships with governing bodies,
organizational transformation and constant improvement.

4Council of Foreign Investors, Official Publication for 2006 ycar, p. 93.
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Community can also benefit from a socially responsible enterprise. It is reflected
by new work places and benefit from business based upon projects of CSR.

This way added value is created for all sides included. In certain cases such proj-
ects are called “unprofitable projects” whose goal is not only a profit but rational
management of company’s costs. That is what makes one project a real one and
represents help for the community.

Figure 1 Return on investment and real added value of a company, Council of
Foreign Investors, Official Publication for 2006 year, p. 93.

impact from relevant value
CSR approach ofa company

traditional
measurement

Analyzing of the process

The value of company only from traditional aspects (traditional measurement)
is less then when the CSR approach has been included. The relevant value of
a company is larger then.

5. Examples of Corporate Social Responsibility

Erste bank from France, which has subsidiaries all over the world, is an example
of a socially responsible Corporation. The bank donated 10000 Euros for the safe
house project which is lead by the B92 TV, The purpose of this project is to accept
all persons who experienced family violence.

A Serbian oil company invested around 250000 Euros during 2006 in environ-
ment protection, which proves that this company is socially responsible.

The Medical factory “Zdravlje” from Leskovac, four years after privatization is
an example of a successfully privatized and socially responsible company. Medi-
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cal factory Zdravlje was bought in an auction held in May 2005 by the Farmako
Company from Island for 3.5 million Euros and changed its name to “ACTIVIS”.
Today the “Activis” company responded positively to 170 out of 300 requests
for donation. The Corporation helps national theater, basketball club, building of
the sport center, primary school, donates reconstruction of matemity hospital in
Leskovac.

Monsanto company is the leader in the US market in genetically modified food
production. Attempts to place the GM products on the European market were
unsuccessful, mainly due to the environmentalists, especially the Green Peace
organization. Under its pressure even Monsanto in America had to modify its ori-
entation in development ofbiotechnology and its application in the food industry.
Green Peace activists and wider public in Europe whose voices influenced the
American nation, were successful in their attempts to change the business orien-
tation of Monsanto company which is now based on Health laws.

Pancevo with its petrochemical industry and pollution which it creates, forced
citizens to organize themselves and make pressure on company’s management
and the govemment to take protection measures.

In Sumadija region the “034 Company” is located with its foundry that pollutes
environment with poison gases. By the way, the foundry is located in an inhabited
part of town. When citizens got organized and exerted pressure on the govem-
ment, the Situation improved. The management, under public pressure, purchased
and installed the necessary filters to prevent pollution of the environment.

This case opens many questions:

1 Who gave permission to the “034” company for such production in the
inhabited part of town?

* How many inhabitants died as a result of such production?

1 Metal melting and export of beams is very, very profitable business, but is
it more important then the health of inhabitants? What would happen if the
citizens did not organize and pressurize the govemment?

* Who guaranties that installed filters are of good quality to prevent further
pollution?

* Who inspects the installed filters and makes sure that they are working
properly?

1 Does the owner, who is by the way also a big donator, properly “wash his
business” in such a manner?

1 How do city authorities and other public pressure groups, including the church,
approach this question?
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The Law of consumer protection states that authorities are obliged to inform the
inhabitants precisely about water and air control. Information must contain thor-
ough and precise data about air pollution and polluters in order to protect health
of the people.

Conclusion

The concept of corporate social responsibilities means that corporations take care
not only oftheir profit goals but also of their the social goals and interests. By tak-
ing care of corporate social responsibilities, Companies are in position to achieve
the competitive advantage in the market and accomplish their profit goals more
efficiently.

Reputation is seen as a key resource for achieving the total results. By showing
its social responsibility in the long run, Corporation can easily achieve its profit
targets. Socially responsible Corporation takes care of the fundamental rights of
its consumers.

This way added value is created for all sides ineluded. In certain cases such proj-
ects are called “unprofitable projects” whosc goal is not only a profit but rational
management of company’s costs. That is what makes one project a real one and
represents help for the community.

The value of company only from traditional aspects (traditional measurement)
is less then when the CSR approach has been ineluded. The relevant value of
a company is larger then.

Finally, in this paper some benefits, for the community and Corporation have
been stressed and several examples of corporate social responsibility have been
presented.

Abstract

The corporate social responsibilities (CSR) are the focus of this article. The article itself consists
of the following main points: organizational efforts of unsatisfied consumers (consumerism and
environmentalism), concept of corporate social responsibilities, positive reputation and corporate
social responsibilities, corporate social responsibilities and 1SO 26,000. The article also includes
some examples of corporate social responsibilities.

As aresult of organized consumer activities in today’s society (e.g. consumerism and environmen-
talism) the concept of corporate social responsibilities has seen a remarkable growth lately. Actu-
ally, after a certain period of time in which there were many unsatisfied consumers, the Companies
have understood what they need to do thev need to increase their social responsibility.
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Benford’s Law

Introduction

When we type into Google the phrase Benford, and when our search is limited
to Polish, we obtain over 31 thousand hits (as of September Ist, 2008). The first
300 hits pertain mainly to construction machines (fully rotational road carriage),
the science fiction writer Gregory Benford and the author of English text books
Michael Benford.

The phrase Frank Benford in Polish results in merely 13 hits; 3 hits are references
to the Scandinavian version of wikipedia, 2 are outdated links, and the remaining 8
contain information about Benford’s Law obtained from scientific publications'.
The term Benford's Law in Polish results in about 50 hits. Among them we can
find links to several publications pertaining to Benford’s Law as well as links
to web sites that present and discuss the following issues: paranormal activity,
math trivia, text book information, and teaching materials pertaining to Benford
Law?2

1Wotowik P., Matematyka pomaga odkrycfatszerstwa w zeznaniu podatkowym, Rzeczpospolita, 20.04.2005, http://
www.huby.seo.pl/D3/index.php?option=com_contcnt&task=view&id=40&Itemid=3;,,Gazeta Wyborcza”, 05/04/23
http://www.kpk-ottawa.org/sip/bcz ogonkow/biulctyn/2005/0506.html; Karpiniski M., Prawo Benforda, ,,Matematy-
kaw Szkole”, No. 31, styczer/luty /2008.

2Paulos J.A., Matematyk gra na gietdzie, Wydawnictwo CDW, Azymut-E3o00k 2007. Wotowik P. Prawo Benfor-
da - testowanie i weryfikacja poprawnosci danych pomiarowych, ,,Przeglad Telekomunikacyjny - Wiadomosci
Telekomunikacyjne”, 11/2005.
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As can be expected, Google search provides a substantially greater number of
links and referenees for similar phrases in English. The word Benford results in
approximately 887 thousand hits. Among the first 300 hits, nearly half pertain to
Benford’s Law. The remaining hits pertain either to persons with that particular
name, or to construction machines. The phrase Frank Benford results in 1800
hits while, in contrast, Benford’s Law results in over 60 thousand hits3

This brief analysis pertaining to the web search of a particular subject (i.e.
Benford) reveals that the knowledge of Benford’s Law in Poland is insignificant;
meanwhile we are able to find numerous publications about this particular subject
in English.

The first scholar who considered this interesting problem was Simon Newcomb,
astronomer and mathematician. In the early 1880s he observed that volumes
containing logarithmic tables had much dirtier pages in the front than in the back.
Basically this meant that, for unexplained reasons, scholars who studied these
tables utilized small numbers rather than large numbers. In his work Newcomb
provides even a formuta according to which we would be able to approximate the
frequency of occurrence of first significant digits.

Newcomb’s observation went unnoticed for 60 years. In 1938 the physicist, Frank
Benford, empirically verified the correctness of Newcomb formuta on 20 sets of
numbers that contained over 20 thousand digits (among others rivers surface, city
population, death rates). Nevertheless, Benford did not provide an explanation as
to why we observe a decreasing frequency ofoccurrence ofnumbers, in given sets,
which start with gradually increasing digits. Not until 1995 the mathematician
Thomas Hill managed to prove the essence of this regularity and, in addition,
presented its properties and conditions.

Hence it is uncertain whether the law pertaining to the frequency distribution of the
first significant digits should be named after Benford, Hill or Newcomb, or possess
a totally different definition. In reality there are serious doubts regarding the general
functioning of this law; in other words, is it fiilly justifiable to use the term law, or
should we use the term ‘regularity’ instead4.

3Top links according to Google:

http://en.wikipedia.org/wiki/Benford%27s law

http://mathworld.wolfram.com/BenfordsLaw.html
http://lwww.intuitor.com/statistics/Benford%27s%20Law.html
http://www.mathpages.com/homc/kmath302/kmath302.htm

www.rexswain.com/benford.html

4Among other interesting laws that posscss a similar charactcr are Estoup-Zips Law (frcquency of words oc-
currencc in texts), Heap’s Law (which describcs the intcrrelation betwecn text size and the number of words
used) and Lotka Law (pertaining to frcquency of referenees in scientific publications depending on the number
of articles for a given autor).


http://en.wikipedia.org/wiki/Benford%27s
http://mathworld.wolfram.com/BenfordsLaw.html
http://www.intuitor.com/statistics/Benford%27s%20Law.html
http://www.mathpages.com/homc/kmath302/kmath302.htm
http://www.rexswain.com/benford.html
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1. Benford Distribution

According to Benfbrd’s Law, the frequency (P) of occurrence of first significant
digits Dtin multi-digit numbers taken from large sets of numbers is given by the
formuta below:
fj +li \
(1) P(DI=dl) =log ,d =107+ 1/4) (dx=1,2,...,9)
X

Figure 1 Benford’s Law - frequency distribution of first significant digits
35
30
25

20

Figure 1displays the distribution frequency of first significant digits. As can be
seen, 1occurs with a 30% frequency, and subsequent digits have a progressively
decreasing frequency (i.e. 9 occurs only with 4,6% frequency).

Figure 2 displays the frequency of first significant digits for 12 separate datasets
that have been analyzed by Frank Benford with the highest conformity between
empirical and theoretical distributions.
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Figure 2. Frequency distributions of first significant digits for 12 datasets

analyzed by F. Benford
40

Benford’s Law is precisely associated with the Fibonacci sequence and less
familiar Lucas sequence. The above mentioned sequences can be expressed by
a recurrent formuta presented below:

F(n+\)=F(n) +F(n-\)
- Fibonacci sequence {1, 1, 2, 3, 5, 8, 13, 21, 34, 55, 89, 144,..}
- Lukas sequence {1,3,4, 7, 11, 18, 29, 47, 76, 123, 199,...}

Distribution analysis in these sequences, which comprised 1474 numbers, revealed
that in both cases (i.e. sequences) the distributions of first significant digits are
entirely consistent with Benford distribution (compare with table 1).

Table 1. Distributions for first signicant digits in Fibonacci and Lukas sequences
including Benford distribution n=1474

D Benford Fibonacci Lukas
1 444 444 445
2 260 260 258
3 184 184 185
4 143 143 143
5 117 117 116
6 99 98 99
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7 85 85 86
8 75 76 75
9 67 67 67
SUM 1474 1474 1474

2. Attempts to Explain Benford’s Law

Scientific literature offers several examples that try to explain the causes of
Benford’s Law Formula as well as a description of frequency distributions of first
significant digits. In this article we will briefly discuss 3 different interpretations
of Benford Law.

The first interpretation can be derived from a proven theorem (Thomas Hill),
which states that data which are a product of multiple numbers will always be
subjected to Benford Law. In reality many types of information possess a product
type character. For example, the transaction value of unitary prices to the volume
of sales. Hill’s theorem is related to the central limit theorem, which deals with
sums of random variables and not quotients.

The second interpretation is related to a theorem according to which each sample
of randomly mixed numbers from various datasets is subjected to Benford Law.
Therefore, if we randomly select numbers from different tables of the statistical
yearbook, their first significant digits will be subjected to Benford’s Law even
if the numbers from individual tables will fail to meet this condition. Based on
the above-mentioned remarks, Benford’s Law describes the analytical form of
“distribution of distributions”.

The third interpretation assumes that there exists a general law of nature, which
pertains to first significant digits and subsequently reflects the hannonic nature of
reality. It should be emphasized that the scale pertaining to sensitivity of sight and
sound, as well as many other phenomena (i.e. seismic waves during an earthquake)
are often better described by a logarithmic rather than a linear scale.

The intuitive nature of Benford’s Law may be best illustrated when we take into
account the fact that starting magnitudes possess a unitary level (1, 10, 100,
1000 etc.). If we want to switch to values starting with 2, 20, 200, etc, we have
to double the base value (100% increment). Switching from 2, 20, 200,...to 3,
30, 300 requires that base value increase by only 50%. Subsequently switching
from 8, 80, 800,... to 9, 90, 900,... increases base value by 12,5%, and from 9,
90, 900,... to 10,100,1000 by 11,1%. It should be noted that the aforementioned
increment rates recur cyclically: 100%, 50%, 33%, 25%, 20% etc.

To sum up, in general there are more small and medium size enterprises than
large corporations. In a similar fashion, there are more smaller than larger cities,
and more small rivers and creeks than large rivers. However, we have to bear in
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mind that it may not always be possible to attain subsequent Orders of magnitude
when starting from uniform magnitude.

3. Benford’s Law Properties

Benford’s Law possesses two essential properties:

(1) Scale non-changeability .

(2) Base non-changeability.

Scale non-changeability means that if we multiply, divide or raise data to n-th
power by a non zero constant (data characterized by Benford distribution) we will
obtain such a distribution that will still be subjected to Benford Law. Therefore,
it is irrelevant if magnitudes are expressed in dollars, euro or any other types of
units; Benford’s Law will still apply to any type of unit. It should be noted that
inverse numbers which are subjected to Benford’s Law also meet this condition.
For instance, the amount of tumover per single share and the amount of shares
per 1dollar worth of tumover.

Base non-changeability means that Benford’s Law is applicable not just to
numbers with abase of 10 but also to other types of number base systems. Thomas
Hill proved that Benford’s Law is unique since it is the only known distribution
which possesses this property.

For any given calculation system base (B) the Benford Formula for first significant
digits Dn is expressed in the following manner:

(2 P(z>, =rf,) =-" .'/)rf') 4=(1,2,....A-1)

I
10gi

In table 2 and Figure 3 the frequency of occurrence of first significant digits for
various number base systems are presented as follows:

Table 2. Frequencies of occurrence of first significant digits for various types of
number base systems from B=10 to B=3

Number system base B

| 10 9 8 7 6 5 4 3

| 0.301 0315 0.333 0.356 0.387 0431 0.500 0.631
2 0.176  0.185 0.195 0.208 0.226 0.252 0.292 0.369
3 0.125 0.131 0.138 0.148 0.161 0.179 0.208

4 0.097 0.102 0.107 0.115 0.125 0.139

5 0.079 0.083 0.088 0.094 0.102
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6 0.067 0.070 0.074 0.079
7 0.058 0.061 0.064

8 0.051 0.054

9 0.046

Figure 3. Frequency distribution of first significant digits for various types of
number base systems B=3 /4, 5, ,10

Another property of Benford’s Law is that it fulfils the differences between the
sorted elements of a set of numbers (either ascending or descending) on condition
that starting numbers behave according to Benford Law.

4. Benford’s Law Conditions

Benford’s Law functions best if data possess the following properties:

- Sufficiently large variability; the more diversified type of data the better,
(length of mp3 tracks does not fall into this category, on the other hand the
lengths of all files stored on your Computer meet this condition).

- Lack of determined maximuni or allowed variability limits.

- Large sample; the more data the better.

- Positive distribution asymmetry (i.e. arithmetic mean is greater than median).

In another words, it is better if there are smaller than larger units

- Random selection of numerous populations where data are derived.

- Data result from measurement or count procedures.

- Data at transactional level: for example stock exchange auctions, certificate
of current expenses, sales invoice.
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Benford’s Law does not function in the following situations:

- Existence of maximum and minimum value thresholds, for example exam
grades (2 to 5), 1Q level (50 to 200), age of high school graduates (14 to 18),
400 meter race results, height and weight of persons.

- Specified permissible value liinits such as the limit for weekly office expenses
without management consent (IOOPLN).

- Legal and formal restrictions such as the necessity to pay tax for a sale or
purchase above 1000 PLN.

- Presence of psychological numbers such as prices at everything below
$1,99”5

- Data obtained from random number generators i.e. lottery results.

- ldentification data: numbers of vehicle registration plates, personal ID cards,

phone numbers, post codes, product codes, bank account numbers, numbers

pertaining to personal ID registration codes valid in Poland (NIP, REGON, ISBN,

ISSN, ISMN, IACS).

5. Benford’s Law Generalizations

Benford’s Law can be generalized and subsequently it can be utilized for more
sophisticated types of analyses, which employ the following types of tests:

F 1- first significant digit

F2 - first 2 significant digits

F3 - first 3 significant digits

L2 - last 2 significant digits

D2 - exactly second significant digit

Formuta lindicates the frequency for first significant digits (test F I). This formuta
can be generalized for subsequent digits which occur in multi-digit numbers.
For the second digit in a sequence (test D2) the formuta is expressed in the
following manner:

3) P(D2=d2)=Zlog[l+ / )] (d2=0,12,..9)
&1 10C+ w2

Finally, for any given n-th digit combination the formuta is expressed accord-
ingly:

5This slogan rcflccts the elients’ perceptron that 1.99$ is substantially lower than 2.00$ and it will certainly
encourage elients to purchase products. According to marketing analysis, such a slogan enables to inerease
tumoverby 10-15%.
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@) P(D]=d{:D2=d2:...,.Dn=dn) =log 1+5X-10""*
I

From formuta (4) we are able to determine the frequency of occurrence for any given
two-element digit combination for first 2 significant decimal places (test F2):

5 P(Dl =dx D2=d2) =1 1+-
(5) ( X ) =log KW, + <

This Operation can be performed for the first 3 significant decimal places (test
F3)

P(D]-d X\D2=d2;D3=d3)=log 1+-
€ (P] ) 100<7] +10/2 A

The appearance of specific digits on specific decimal places within the numbers
is not dependent on each other. The formula which expresses the conditional fre-
quency of digit occurrence on the second place (d2) under the circumstance that
the first place is occupied by digit (dl) is written as follows:

log [(bd 2+ 1) /d {d2]

(7) P(D2=d2ID, =dX) -
log[(</,+1)/<l,]

6. Applications of Benford Law
Benford’s Law is utilized in different Science and real life domains.

Economic studies:

- Detection of fraudulent data or unintentional errors in accountancy.

- Detection of tax fraud.

- Analysis of stock exchange data (price and tumover of bonds).

- Analysis of product prices which have been auctioned on the Internet.

-Analysis of the length of time clients feel they are associated with a company
which offers services.
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-Assessment which pertains to the correctness of compensation estimates in
insuranee Companies.

- Assessment of credibility rates pertaining to fines and penalties mied in legal
proceedings.

Quantitative research:

-Testing the correctness of econometric models i.e. forecasting procedure
(theoretical data should be subjected to Benford’s Law to the same extent as
empirical data).

- Optimalization of calculations in solving transport and logistics problems
(Euclidean distances between different sites fulfil Benford Law).

- Verifying the correctness of statistical data.

Technical studies and information technology studies.

- Designing mass memory for Computersé.

- Being able to distinguish real photography from Computer generated graphics.

- Analysis of the capacity of flies transferred via Internet, including the time of
transfer.

- Benchmarking of digit algorithms.

Earth sciences:
-Assessment of clinical efficacy ofdrugs and medications.
-Analysis of data relevancy pertaining to the emission of toxic pollutants.

It should be pointed out that Benford’s Law is not always used in scientific
research. Sometimes a scientist will analyze the distribution of significant digits
based on data which are relevant and indicate no flaws whatsoever. Subsequently
the distribution of digits is performed, but not according to Benford’s Law but
based on a specific distribution which seems adequate for a particular dataset.
One of the most unique applications of Benford’s Law is the analysis of the end
of the world prophecy. In their study (1) authors present the frequencies of first
significant digits pertaining to the numbers which determine the passage of years
from the time when a prophecy is announced until the predicted time of the end of
the world. In general the frequencies are consistent with Benford Law; excluding
digits: 4, 5 and 7. It should be noted that 7 is the only digit which occurs nearly
twice as often in the prophecies (refer to table 3). The fact that sum of numbers
doest not add up to 100% in the empirical sequence is due to the unclear nature
of prophecies (i.e. different dates for a given prophecy).

6Among all numbcr systcms the 8 base system cnablcs to save the most space on Computer disc, by assuming
that wo cffcctivcly utilize Benford’s Law properties. In addition to that. the construction of logarythmic Com-
puters which utilize information, comprising a greater frequency of numbers which began from small digits,
cnablcs to accelarate the time of variable comma calculations.



Benford$ Law 83

Table 3. Conformity of first significant digits distribution for dates of end of the
world prediction according to Benford Law

I digit 1 2 3 4 5 6 7 8 9
Benford 30.1 17.6 125 9.7 7.9 6.7 5.8 51 4.6
Prophecies  28.8 16.7 121 6.1 3.0 6.1 10.6 4.5 4.5

Difference 13 0.9 0.4 3.6 4.9 0.6 -4.8 0.6 0.1

Another interesting example is that the number of hits in web search engines agrees
with Benford law. Usually we have to type in, as key words, phrases containing several
nutnbers starting with 1,2,3,---9; for example: lddmmyy, 2ddmmyy, Sddmmyy.....
where ddmmyy denotes date (day, month, year). It tums out that we will always obtain
monotonic sequences which possess descending frequencies.

7. Proposition to Create a Portal that would Analyze Data in Terms of
Conformity with Benford Law

The discussion presented in this paper indicates that Benford’s Law may be
applied only in certain situations; it should be noted that the strength of Benford’s
Law impact (measured by the degree of conformity with the Benford formula)
is generally diversified. The number of analyses that have been performed so far
regarding Benford’s Law (even if its a large number) does not enable to conclude
that this law is common in nature.

Therefore it is recommended to create a portal which would operate according
to Web 2.0 principle. The goal of this portal would be to gather information
pertaining to the results of conformity analysis with Benford’s Law based on
various sets of data. This portal should include the following components, and
subsequently enable the accomplishment of the formulas mentioned below:

1 Articles contaning a thorough description of the essence, properties and
conditions of Benford’s Law (Wikipedia).

2. On-line applications which enable performing statistical analysis on any
given set of data, according to a standardized calculation scheme and réange of
Parameters.

3. Possibility to post the results of such analysis on the portal including brief
commentary.

4. Possibility to comment on the results that have been posted by other users (via
blog).

5. Ranking of posted analyses from the standpoint of their uniqueness.
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6. Generating classifications of analyses based on their context related field of
applications.

The most important component of this portal is its analytical application, which
would include various types of starting data formats as well as standard set of
analysis results (chart type, result table, measures of conformity i.e. chi square
test, approximation errors etc.)

This particular portal could be utilized as a didactical aid, for example during
a seminar on the methods of quantitative data. One of the forms for completing
such a course might be the requirement to perform a specific analysis procedure
on a given set of data (obtained from real time database) by employing software
tools available on this portal. Subsequently, a student would be obliged to post
a description of obtained results.

Abstract

The paper presents Benford’s Law, also called the first digit law, stating that in lists of numbers
from many real-life sources of data the leading digit is distributed in a specific non-uniform way.
The essence, properties, constrains as well as examples of Benford’s Law practical uses have been
shown. It has been proposed to build a Web 2.0 site (vertical portal) where results of different data
set analyses could be reported and presented in a unified way, in the context of their agreement with
Benford’s Law.
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The Paradigm of Sustainable Development

Introduction

Ever since the famous report of the Brundtland Commission entitled “Our
Common Future” was published - which was a milestone in dealing with
sustainable development - this concept has bcen significantly improved, and
serious steps have also been made regarding its Implementation. The majority
of national govemments have started incorporating sustainable development in
their plans and policies; dynamie private sector throughout the planet is also ever
more appreciating the principles of sustainability in its business, and the same
applies to local authorities, which are becoming aware of the advantages of this
new development paradigm.

How the concept of sustainable development was created, how the very idea
about sustainable development evolved over time, what makes the framework
of the modern approach to sustainable development, how to measure results
achieved according to the sustainable development plan, are some of the key
issues occupying the attention of economists throughout the world that will also
be made clear in short in this paper.
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1. The Evolution of Development Thinking:
From Economic Grovvth to Sustainable Development

Over the last fifty years the debate on sustainable development has passed a long
way - from dealing with economic growth, through concems about employment
and income distribution, to the focus on basic needs and, lately, sustainable
development. This was not just a mere succession of “trendy follies”, caprices
and innovations, a replacement of one slogan with another, as it may sometimes
seem, but a true evolution in conceiving development.

The traditional approach to development, which marked the fifties and the sixties
of the last Century, was characterised by a specific obsession with economic
growth. At the height of the post-war expansion of production that affected both
developed and developing countries, the growth rate came to the foreground as
the main indicator of development performances. The increase of production
became a major concern of the society, some kind of a goal per se, in which
process the integrity of social goals was disrupted.

A certain number of authors drew attention back in the fifties to the undesirable
effects of such understanding of economic growth.1These wamings, however, did
not question the generally favourable impression of the growth. At the end of the
sixties a feeling of satisfaction, created by post-war conjuncture, was gradually
replaced by disappointment caused by socio-economic and environmental
consequences of increased production. A very stimulating book by E. J. Mishan
appeared in that period, where the author draws attention to costs of the economic
growth, arguing against the increase of production as a goal per se. If we are
primarily interested in improving human welfare, then only those forms of growth
that make contribution to achievement of such goal are legitimate and acceptable,
while others should be discarded.2

Failure of the economic growth to contribute to a tangible improvement of
welfare of the general population, particularly in a developing country, made
an impact on changing the very understanding of economic development at
the beginning of the seventies. Development is redefined so as to include
reduction or elimination of poverty, inequality and unemployment in growth
conditions. “Redistribution with growth” became a usual slogan of that time
that corresponded to the title of a book published in 1974 by a very influential
group of authors headed by H. Chenery.3 It is worth mentioning that the
same year another important work appeared which unjustifiably attracted far
less attention. That was the article by L. Lefeber, who also advocated a new

See: Fourastie, Mecanisme et bien - etre, Univcrsitaircs de Francc, Paris; J. K. Galbraith (1958), The Affluent
Society. London 1951.

2MiShan, 1967, p. 37-38.
1Chcrwry ernl, 1974
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approach to development.4 This author, however, does not insist that much
on the need to balance income distribution between different social groups as
a goal per se, but more on the need to sustain the very process of economic
growth, which is particularly important bearing in mind the later flow of ideas
on development.

Atthe end ofthe sixties and the beginning ofthe seventies environmental problems
gained more interest, thus giving a new dimension to discussions on development.
This was affected first of all by unfavourable state of the environment caused by
economic growth, but also by the fear of shortages of basic natural resources the
modern production is based on. The UN Conference on Human Environment
was held in Stockholm in 1972 under the slogan “only one Earth”, which
symbolically expresses interdependence of life cycles, i.e. common destiny on
this planet. A study “The Limits to Growth” was published the same year, after
which an animated debate took place in the scientific world on the possibility and
desirability of a continuous expansion of production.5Ones advocated stopping
of the growth, while others asked for more account to be taken of environmental
aspects of production increase. The prevailing belief is that the growth itself is
not a problem. Quite the contrary, if understood correctly, it is a solution.

Since the middle of the seventies the literature was showing more and more
a beliefthat redistribution with growth is not sufficient to guarantee better welfare
of the part of population living in absolute poverty (in developing countries
above all, but also in other areas of the world). This helped a new approach on
development to be articulated, which was based on the basic needs. Orientation
towards meeting the basic needs not only means a direct attack on the poverty, but
at the same time contributes to the increase of labour productivity, which supports
the process of economic growth.

During the eighties the impact of this development paradigm weakened and
eventually, in the recent times, the approach to development relying on the basic
needs was entirely abandoned. Although the term “basic needs” can hardly be
found today, the idea itself still lives. This is witnessed by the modern concept of
sustainable development in which the idea of basic needs holds its place.

2. Defining Sustainable Development

The idea of sustainable development originates from the concems for
environmental issues (overexploitation of natural resources and pollution of the
environment), which, as it was already mentioned, has become more and more
manifested since the end of the sixties. Early discussions about sustainability
marked limitations imposed to the economic activity by physical environment

4 L. Lcfcber, On the Paradigmfor Economic Development, in: Economic Theory and Planning, ed. A. Mitras,
Oxford 1974, according to: Hunt 1989, p. 72-73.

5Sec: D. H. Mcadows eta l. The Limits to Growth, Universe Books, New York 1972.
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and took a view that available species (flora and fauna) and ecosystems should be
used in such a way not to challenge their unlimited reproduction.

One of the first definitions of sustainable development was given by R. Repetto6.
This author pointed out that the essence ofthis idea is a beliefthat decisions made
today should not jeopardize perspectives for preservation or improvement of the
future living Standard. This implies that economic systems should be managed in
such a way that we live from dividends on available resources, in which process
the resource base should be preserved and improved so that the future generation
could be able to live as well as, if not better than, today’s generation.

The concept of sustainability is more closely determined by R. Solow7. This
author explains that sustainability does not imply our Obligation to leave the
world exactly as we found it. What needs to be saved for the future generations is
an opportunity to lead a good and worthy life. The fact that there is a possibility
of substitution in manufacture and consumption implicitly mcans that we are
obliged to leave to our posterity a legacy of general ability to create welfare
and not some particular thing or a specific resource. This kind of approach to
sustainability does not exclude the need to preserve specific resources in certain
cases if they are of a special value or if there are no good substitutes for them.
The term sustainable development did not become widely used until Publishing of
the Report of the World Commission on Environment and Development (known
as Brundtland Commission) in 1987, entitled “Our Common Future”. Sustainable
development is interpreted there as a “development that meets the needs of the
present without compromising the ability of future generations to meet their own
needs”8

This definition was quite anthropocentric and oriented towards meeting people’s
needs in the present and in the future, and not towards environmental protection.
Sustainable development, as seen in the Report of the Brundtland Commission,
brings together two key concepts: (1) the concept of needs, in particular the
essential needs of the poor, to which overriding priority should be given and (2)
the idea of limitations imposed by the state of technology and social Organisation
on the environment’s ability to meet the present and the future needs9
Definition of the Brundtland Commission is often quoted and widely appreciated.
Since the aforementioned Report saw the light, numerous countries of the world
officially agreed that there was an urgent need to conduct policies that would
6 R. Rcpctto (ed.), The Global Possible Resources. Development and the New Century, Yale Univcrsity Press,

New Haven 1985, p. 10, according to: Anand, S., and A. Sen, Sustainable Human Development- Concepts and
Priorities, Occasional Paper, UNDP 1994.

7 R. Solow, An Almost Practica! Step Toward Sustainability. Invited Lecture on the Occasion of the Fortieth
Anniversary of Resources for the Future, Washington, D. C. 1992, p. 15 and R. Solow, Sustainability: An
Economists Perpspective, The Eightcenth J. Seward Johnson Lecture. Wood Hole Occanographic Institution,
1991, p. 13, according to: Anand, S., and A. Sen, Sustainable Human Development - Concepts and Priorities,
Occasional Paper, UNDP 1994.

8World Commission on Environment and Development, 1987, p. 43.

9Atkinson, 1997, p. 1.
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contribute to achieving more sustainable forms of development. The same
applies to many international organisations, including specialised agencies UN
and OECD, as well as a great number of large multinational corporations and
other segments of private sector and civil society.

At the United Nations Conference on Environment and Development, held in Rio
de Janeiro in 1992, sustainable development was accepted as the goal of many
countries of the world that signed the Agenda 21 - a comprehensive action plan
to achieve sustainable development in the 214 Century. It is worth mentioning that
on that occasion agreements on global environmental problems, such as climate
changes and biodiversity, were reached. Along with representatives of various
govemments, the Conference was also attended by numerous nongovemmental
organisations. Owing to this the spirit of Cooperation in solving environmental
issues was manifested, as well as the increasing importance of “participation” in
dealing with sustainable development. The aim of the Conference was to reach
a consensus on how to harmonise economic development with the need to protect
the environment at global level.

Other changes in approaching sustainable development have been noticed since
the mid-nineties. The emphasis is now put on social not environmental issues, and
a demand for simultaneous achievement of economic, social and environmental
goals is manifested. The win-win-win approach, in which all three dimensions
of the sustainable development are united and potential conflicts minimized, is
gaining more and more support. Such a comprehensive approach to sustainable
development has its origins in the Report ofthe Brundtland Commission, and was
manifested at the Conference in Rio de Janeiro.

Further on, the three-dimensional concept of sustainable development gains
a wider support. For instance, “Guidance in Preparing National Sustainable De-
velopment Strategy” adopted within United Nations in 2001, clearly indicates
that sustainable development covers three key dimensions: economic growth, so-
cial justice and protection of the environment.0
Sustainable development concept was reaffirmed as an important issue of the
international agenda of the World Summit on Sustainable Development in Johan-
nesburg in 2002. The emphasis was moved from solving global environmental
issues like climate changes and biodiversity to fighting poverty.

The key word for the economic dimension in this new three-dimensional ap-
proach is “efficiency”, for the environmental dimension it is “resilience” and for
the social dimension “equity and pluralism”. Different dimensions of sustainable
development are interdependent. Research confirms that these connections are
strong, numerous and complex. Economic, social and environmental goals may
develop synergy to a certain extent. But they do not always support each other;
in certain circumstances they are even each other’s competition. In that case, the
concept of sustainability demands establishment of adequate balance between the

Commission on Sustainable Development, 2001, p. 7.
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goals mentioned. The undertaken measures related to one of them must provide
respect of at least minimum Standards that are relevant for the other two goals.
Sustainable development is not against growth, as it is sometimes wrongly per-
ceived. On the contrary, growth is important from the point of new of sustainable
development, but not any growth and not at all costs. The key value of sustainable
development is contained in concems for quality of economic growth, just as well
as for its quantity. Sustainability concept opens the question of character of the
economic growth, but does not impose physical or technological barriers to pro-
duction increase. The solution for the problems of the environment is not to stop
growth but to shape new sustainable models of economic expansion. Zero growth
may also be fatal for the environment, as well as fast increase of production.
Sustainable development concept involves inter-generation and intra-generation
justice. Inter-generation justice used to be a priority, but having moved the
emphasis from environmental to social problems, intra-generation justice was
made the centre of attention. Inter-generation justice instructs to allocate resources
in such a way that welfare achieved today does not endanger the possibility of
achieving welfare in the future. Future generations must havc sufficient stocks of
Capital available that would help them create at least the same level of welfare
we have today. Intra-generation justice basically means that all people should be
given a chance (providcd acccss to rcsources) to achieve at least the minimum
level of welfare that is considered acceptable in given social circumstances.
Sustainable development is related to stocks of Capital - natural, human and
produced. The potential to meet the needs of current and future generations
depends primarily on the availability of Capital. One condition for sustainability
is to preserve the total stocks of Capital, with the presumption that there is neither
technological progress nor population growth. The key question is to what extent
different components of the total stocks of Capital are replaceable by each other.
That is the context where a difference between “weak” and “strong sustainability”
is made. According to the concept of weak sustainability, the total stocks are
important, and substitution between certain components ofthese stocks is possible
and desirable. Strong sustainability, however, relies on a conviction that there is
no substitute for some types of natural Capital, so these stocks need to be managed
with caution.
Beside the essence of sustainable development that was previously discussed,
the procedural side of this concept is attracting more attention. The procedural
aspect of sustainable development refers to the manner of creating policy (how it
is reached, not what the observed policy per se is like). This assumes respecting
experts’ opinion, but also broad participation of the public. The procedural aspect
is oriented towards demystifying scientific-technological paradigm of “experts
know it all”.
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3. Measuring Sustainable Development

Undoubtedly, measuring sustainable development is one of the biggest challeng-
es the advocates of this concept face. In order to monitor progress made by some
countries towards sustainable development, appropriate indicators of that process
have to be defined. In the Agenda 21, which was adopted at the abovementioned
summit in Rio de Janeiro in 1992, a request was madc to initiate a broad activity
at national and international level to establish indicators of sustainable develop-
ment. In this matter, attention had be paid to particularities of individual countries
i.e. their distinctive specific conditions, activities and priorities, on one hand, and
on the other, to international comparability, which requires the use of standard-
ised concepts, definitions and classifications of development indicators.

Three pillars the sustainable development measurement is based on are: economic,
social and environmental indicators. Lately, institutional indicators have joined
them, which measure achievements in building institutional framework to achieve
sustainable development.

The lack of adequate information is not the main problem in monitoring
performances at the level of sustainable development, as one might suppose, but
the selection of the appropriate conceptual framework within which different
data and information would be organised and linked. Two characteristic types
are available: one, which is based on the model “Pressure - State - Response”
(P-S-R), and the other, which rests on national accounts.

The “P-S-R” model was originally developed within OECD for the purpose of
measuring environmentally sustainable development, In this approach, the se-
lected indicators should reflcct pressures to the environment, the state of the very
environment and the response of society to the environmental problems observed.
This model can be broadened so as to take into account social-economic conse-
quences of disturbance of the environment. This information is important for
decision-makers for it enables them to assess the importance of environmental
damage. Conceptual framework for measurement of environmentally sustainable
development in this case has a form of “pressure - state - impact - response”,
where “impact”, that is social-economic consequences of environmental dam-
ages, is expressed through corresponding indicators of health, loss in production,
social costs etc."”

The “P-S-R” model can be adjusted to take into account not only the environ-
mental but also other dimensions of sustainability (economic, social, even institu-
tional). In that case, the concept of “pressure” is replaced by the concept “driving
force”, so the “P-S-R” model becomes a “D-S-R” model (“Driving Force - State
- Response”). Driving force indicators point to human activities, phenomena
and processes that affect sustainable development, “state” indicators reflect the
“state” of sustainable development, and “response” indicators reveal political op-

N Atkinson G. ct al., 1997, p. 27-29.
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tions and other reactions to changes in the “state” of sustainable development.2
Hence, in this broader approach, sustainable development is mcasured through
a set of indicators that are grouped into appropriate categories (depending on
which aspect of sustainable development they cover - economic, social, environ-
mental, institutional) and organised according to the “D-S-R” model.

Lately, instead of the D-S-R framework, the so-called thematic framework is rec-
ommended for monitoring of sustainable development results, which expresses
the connection between different dimcnsions of sustainable development (eco-
nomic, social, environmental, institutional) and themes, i.e. sub-themes typical
for each one of them. Individual indicators of sustainable development are de-
fined as sub-themes, which are grouped in themes and classified into correspond-
ing dimensions of sustainable development. Thematic framework is directly de-
rived from the D-S-R framework, so it can be reduced to it, if needed. The second
type of the “conceptual framework”, which is used to measure sustainable devel-
opment, is of the accounting nature i.e. rests on national accounts. Accounting
framework is a powerful instrument to cover and link diversified data expressed
in monetary or physical units.

The idea of expanding national accounts so as to also cover the problems of
natural ambient i.e. the environment and natural resources, has been present for
a long time (since the beginning of the seventies). After the Second World War,
building ruined economy and restoring the economic growth were the main
economic goals in many countries. The System of National Accounts (SNA)
- which was developed in the UN at that time (with the aim to serve as a basis
to develop national accounts throughout the world) - was quite understand-
ably focused on measuring economic growth i.e.the production of goods and
services for the market, which could be valued at the corresponding prices. Few
were those who thought about the need to include natural resources and the en-
vironment in national accounts in an adequate manner; a prevailing belief was
that resources were abundant and the absorption capacity of the environment
unlimited.

This Situation changed dramatically over time. World population and world econ-
omy enlarged significantly, putting a great pressure on the natural environment.
Accordingly, concems for the “faith” of natural Capital and environmental aspects
of economic development increased as well. In response to this problem many
countries started developing specific “green” accounts. Work on green national
accounting developed in two directions. One resulted in the appearance of re-
source and environmental accounts which cover three characteristic types: natu-
ral resources accounts, accounts of resource flows and pollutants and accounts
of environmental protection expenditure. The second direction of research led to
development of alternative aggregates such as the “green” NDP (Net Domestic
Product) or expanded measures of saving and wealth, which have a special im-

psce: WHENADS 1905
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portance for monitoring of progress towards sustainable development, as it will
be seen later.

The United Nations tried to introduce some order in that field by Publishing in
1993 a manual for development of an integrated System of Environmental and
Economic Accounts (SEEA), which includes elements of both approaches to
green accounting mentioned. This manual was of a temporary nature and has
changed over time in accordance with acquired experience and new knowledge
related to numerous unsolved issues conceming valuation and recording of flows
in an extended set of accounts13 This new integrated System of Environmental
and Economic Accounts - SEEA was designed to be a satellite account in relation
to the Standard system of national accounts - SNA, which means that it is treated
as a Supplement to these accounts and not as their modification. Therefore, the
main difference between SNA and SEEA is that the second system of accounts
contains amore detailed classification of property /resources, as well as evaluation
and imputation, which refer to the areas out of the market’s range (depletion of
resources, degradation of the environment), while SNA still focuses on income
and property/resources, which can be valued at market prices.

Joining the environmental and economic accounting is undoubtedly a very
complex task that requires a lot of time in order to solve numerous conceptual
and empirical questions raised. This is not surprising having in mind the fact that
development of the existing system of national accounts (SNA) also took many
years, despite this system being based on easily accessible market information,
while data on physical values for natural resources and the environment arc
incomplete, and the problems of valuation very complex.

Sustainable development indicators can be classified in four categories according
to their coverage. Each category corresponds to one level in the indicator pyramid,
which was made to give a symbolic picture of sustainability indicators.4At the
bottom of this “construction” are sectoral indicators, which cover the key aspects
of sustainable development at sectoral level (in agriculture, energetics, transport).
They are accompanied by sub-national (territorial) indicators, which refer to
spatial unities within a given country.

The second level belongs to resource indicators, which give an insight into
accumulation and depletion of various types of Capital (produced, natural, human
and social). These indicators inform us about how the current behavioural patterns
and activities affect the availability of the future opportunities.

The next level in the indicator pyramid is reserved for indicators of results
(outcomes) in different domains, through which direction and quality of the
observed developmental flow can be considered.

13Sec: United Nations, 2003.
14Sec OECD, 1999, p. 78-79.
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At the top of the pyramid are the aggregate indicators, which deserve special
attention because they concentrate information to the highest extent, so a general
assessment of progress achieved in the direction of sustainable development
based on them can be given. This category comprises complex indicators, such as
Human Development Index (HDI), devised by the United Nations Development
Programme, which combines health indicators (expected longevity), education
(literacy, percentage of enrolled in schools and faculties) and living Standard
(GDPper capitd). As many authors assess, HDI is probably the most successful
measure of modern development, which attracted great attention of policy-
makers. Unlike the narrowly defined indicators, such as GDP, this indicator also
covers the social dimension of development. However, from the viewpoint of
measuring sustainability of developmental process, there is a disturbing fact that
the current definition of HDI lacks environmental component. To be fair, there
were proposals to include some of the environmental indicators in this aggregate
measure. As the most serious candidates for “green” HDI indicators, indicators
of carbon dioxide emission per capita (this gas participates in creation of the
“greenhouse effect” i.e. global warming), biodiversity indicators, and indicators
ofthe size ofthe protected spaces were mentioned. Unfortunately, these indicators
are also followed by serious problems and dilemmas that make them difficult and
postpone their inclusion into HDI.

Among the aggregate indicators of sustainable development “genuine saving”
is also counted, which represents one of the key aggregates of green national
accounting. Accounting of genuine saving starts from a broader understanding
of national wealth that, along with produced Capital, also includes natural and
human Capital. Procedure to establish genuine saving can be explained in four
steps. First, depreciation of produced capital is deducted from gross saving to
obtain net saving. Then the current education expenditures, which are treated
as an investment into human capital, are added to the net saving (in Standard
national accounts, these expenditures appear as consumption). In the next step
the estimated amount of depletion of natural resources (primarily of mineral
deposits, land and forest fund) is deducted. Finally, when the estimated value of
environmental degradation is separated, what remains is the so-called “adjusted
net saving” or “genuine saving”.



The Paradigm o fSustainable Development

Figure 1. How to calculate adjusted net saving
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Sourcc: World Bank, 2006. p. 40.

Measuring of genuine saving offers useful information to policy-makers.
Permanently negative saving clearly shows that the economy does not follow the
path of sustainable development. However, this is not valid in the opposite case.
Non-negative saving may be, but not necessarily, a signal of sustainability of the
dcvelopmental process. Duc to this asymmetry, genuine saving is qualified as
a unilateral indicator of sustainable development.’5
Calculation of genuine saving rates for the period 1970-2004 performed by the
World Bank shows that there are marked differences between certain regions of
the world. The Middle East and North Africa record a constantly negative saving
rate, which to a large extent depends on oil extraction. An exception to this are
some countries of this region like Jordan, Morocco and Tunis, where genuine
saving rate is constantly positive and exceeding 15% of GNT.

5 Atkinson G. etal.91997, p. 62-63.
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Figure 2. Genuine saving rates by region
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Data on the regional rate of genuine saving in East Europe and Central Asia is
available only from 1995. The value of this indicator decreased from 7.7% in
1995 to 1.7% in 2003. Out of 23 countries of the observed region for which there
is appropriate data, 17 had a positive saving rate, which on average amounted to
around 10%. Constantly negative genuine saving rate is typical for the remaining
countries, including Russia.

However, these results should be taken with a qualified acceptance. Without
going into a more detailed methodological explanation, we will conclude only
that regarding valuation of natural resources depletion and degradation of the
environment, a significant progress has been made so far, but there are many
conceptual and practical issues still open.

There have been suggestions to integrate the genuine saving indicator with HDI
into one joint measure of sustainable development. 6 Still, the prevailing beliefis
that both measures would be lost if integrated into one indicator, so it would be
better if they were used in parallel when measuring sustainable development.

An objection made regarding genuine saving is that it is only the indicator of
“weak” sustainability. In response to this objection, it is usually pointed out that
the countries that do not respect the “rule of saving” i.e. record constantly negative
genuine saving, probably also fail to meet the criterion of “strong” sustainability,
i.e. they deplete “critical” resources of natural Capital. Anyway, if critical resources
must be preserved in order to satisfy the criterion of strong sustainability, there is
still a need for the rule of saving, which will apply to the remaining resources if
a sustainable development of the economy is to be ensured.

Beside the “genuine saving”, aggregate indicators of sustainability also include
another aggregate of “green” national accounting, and that is the wealth of
a country. The concept of wealth is broadly defined so as to include different
types of capital: produced, natural and intangible Capital (raw labour, human
Capital, social capital, and the quality of institutions).

There is a tight link between indicators of national wealth and sustainable
development. The process of sustainable development is basically the process of
creating and maintaining wealth i.e. managing that wealth. Putting the emphasis on
wealth resources suggests a new approach to the economic development. Unlike
traditional understanding of development, which has building of infrastructure in
the foreground, development is now understood as a “portfolio management” i.e.
a process of managing portfolio of different types of capital in order to preserve
and multiply opportunities available to peoplel”.

Wealth, like “genuine saving”, offers useful information to policy-makers.
Decrease ofthe total wealth perperson isaclear sign that development ofa country
is not sustainable. However, preserving wealth resources or their increase does not
necessarily guarantee sustainability of developmental process. Hence, wealth is

16 See: Atkinson G. etal., 1997, p. 151.
17 World Bank, 1997, p. 20 and 28.
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a unilateral indicator of sustainable development, just like the “genuine saving”.
This fact is not surprising, because these two indieators are closely interrelated -
saving is, in fact, a measure of changes in a country’s wealth.

Within the abovementioned research of the World Bank, which resulted in the
evaluation of “genuine saving”, an additional effort was made to measure wealth
that certain countries and regions of the world had in 2000. The analysis covers
three basic wealth components: produced capital, natural Capital and intangible
Capital. Intangible capital proved to be a dominant form of wealth in most of
120 developed countries and developing countries that were included in this
research.

In the list of countries, grouped according to the amount of estimated wealth in
2000, first places are taken by Switzerland, Denmark, Sweden, The USA and
Germany. They are followed by Japan, Austria, Norway and France, while the
tenth place is shared by Belgium and Luxemburg. At the very bottom of this list
are Burundi, Nigeria and Ethiopia.B

Comparisons by regions also show that intangible capital has a dominant share in
the total wealth, which goes from 42% (Europe and Central Asia) to 72% (Latin
America and the Caribbean). Produced capital is second important in three out
of six observed regions of the world, and the same applies to the natural capital.
Yet, produced capital forms 18% of the total world wealth, while natural capital
only 5%19

Composition of world wealth varies significantly depending on the level of
countries’ development measured by the amount of their gross domestic product
per capita.

Low share of natural capital, which was registered in the majority of developed
regions, does not mean that natural capital is irrelevant in those countries; it isjust
that intangible and produced capital prevail in the structure of their wealth.

18 World Bank, 2006, p. 20-21.
Idem. p. 26.



The Paradigm o fSustainable Development 101

Figure 3. The composition of wealth across income groups
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Measuring wealth of different countries, totally and by individual components,
is motivated by the concem for sustainable development i.e. preserving and
increasing of opportunities available to people. Having that in mind, experts of
the World Bank suggest that the estimations once given should be re-examined
periodically, for instance, every five years, in order to observe changes in size and
structure of wealth. In the meantime, for the purpose of portfolio management of
different types of capital, flow measures could be used, such as the aforementioned
“genuine saving”.D

Conclusion

There is no doubt that sustainable development is a complex and attractive
concept, but its realisation is a true challenge for each country. Relations
between different dimensions of sustainable development - economic, social and
environmental - include complex synergies and inevitable trade-offs. Synergies
point to a conclusion that there is some space for interventions, which enable
simultaneous realisation of various goals. But trade-offs sometimes cannot be
avoided, because goals are in conflict, so implementation of one means sacrificing
the other.

20 World Bank, 1997, p. 28-29.
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Sustainable development requires an integrated set of policies to jointly work
towards improvement of human welfare. This way conditions will be created for
the interaction between the key dimensions ofsustainable development to be taken
into account in the phase of designing different political interventions. Measures
undertaken with the aim to affect one of the thrce dimensions (economic, social
or environmental), can cause unforeseen consequences and costs without a good
study of their effect on the other two.

Responsibility to achieve sustainable development lies to a great extent in the
hands of state, but other institutions, from the domain of private sector and
civil society, should also become active partners in that process. Each of these
management holders has a unique and important role in promotion of sustainable
development.

Abstract

Sustainable development has recently been attracting great attention at the national and global lev-
el. This is a new approach to development, which is significantly different from the still dominant,
conventional paradigm of development. The paper will, first, present the genesis of the sustainable
development idea during the post-war period. Then it will explain the essence of the concept, and
show the interdependence of its three key dimensions: economic, social and environmental. To
track the progress that countries have made on the path of sustainable development, it is neces-
sary to define the indicators of this process. The measurement of sustainable development is a task
of particular complexity. So far a number of sustainability indicators have been defined, and we
will point to aggregate measures such as human development index, genuine saving and national
wealth.
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VLASTIMIR LEKOVIC

Objective Dependence Cooperation Between
the Economy and the State

Introduction

Mutual relationship between the state and economy, or in other words - the state
and market - is usually discussed in terms of interventionism and liberalism,
although it covers these terms in different contexts and depth. Thus, the relationship
between the state and economy could be observed from the point of their mutual
cooperation, taking into account the existence of state with its regulation and
coordination mechanisms, as well as from the point of their confrontation, while
discussing the state intervention as a “disturbing” factor in market mechanism
functioning. However, despite the divergent attitudes on this issue, there are
undoubtedly numerous arguments in favour of the state intervention which is
fiilly justified under conditions of market economy.

The influence of state on economic activities within a Community is commonly
seen as the relationship between the state and its economic system. Since the
efficiency ofan economic entity depends on the level ofengagement ofthe available
Potentials, the efficiency of an economic system as an objective condition of
social-economic development depends on the same factors. Actually, the key issue
is how to organize the economy and society in order to use their potentials as well
as possible. In most cases, this requirement could be dependent on establishing
the relationship between the state and market elements while making economic
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decisions. Taking market as the most efficient mechanism in making economic
decisions and allocation of factors of production - for granted, Contemporary
states are found functioning as a combination of the market and state regulations.
However, in spite of reality, in both economic theory and practice there are still
dilemmas about the character and extent of the state participation in economy and
its intervention in the market.

1. A Need for State Functioning in Contemporary Market Economy

The concept of market economy and private ownership being an efficient self-
regulated mechanism is a basie argument in favour of significant reduction of
the state economic and social functions. This economic paradigm, derived from
the concepts of Smith, Mises, Hayek, Friedman and new classicists, is based on
the idea of instability of market economy exclusively caused by the economy
mismanagement performed by the state. Economic growth is there seen increasing,
provided public sector grows more slowly compared with the whole economy.
Then private ownership and free market are taken as basic attributes of economic
freedom and economic growth. Since, in accordance with the foundation of free
economic activity, economic freedom for market participants is limited by the
state, general rule of economic policy could be formulated as the following: the
less the state goes in for the economy, the better for the economy. However,
economics has found control and market regulation necessary in order to avoid
or diminish negative effects of sudden market changes, which should not be
neglected. That way preserves free market performance and independent decisions
made by economic subjects in macro-economic policy and state regulation.
Nevertheless, in the last decades of XX Century domestic product growth rates
were higher in the countries with regulated markets compared with the countries
of dominating neoliberal markets. The World Bank report shows gross national
product growth rates for 28 developed and 127 developing countries. The data
show falling and Stagnation tendencies in developed countries, while the growth
rates in developing countries are significantly higher.

Gross National Product growth rates by the World Bank1

1979-1986 1987-1994 1995-1998 1999-2002

28 developed countries 2.6 2.7 2.7 2.2
127 de_veloplng a1 5.4 6.4 c5
countries

XX Century brought gradual but essential state role strengthening, evident when
discussing state expenditures related to GNP. The state expenditures in OECD

1 Ceéez M.. 2006, p. 200.
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countries rose from 12% in 1913 to over 45% in the end of XX Century. Such
arise of the state expenditures resulted from both economic and political factors.2
A general aim of expanding an economic role of the state, based on Keynesian
concept, was in creating the economy incurring less cyclical fluctuations,
supposing this is feasible within a powerful public sector.

An economic role of the state and its influence on market economy functioning is
usually associated with imperfections and disadvantages of the market, which is
why the state is expected to compensate them. An actual Situation in Contemporary
economies points out market imperfection for present extemalities, public goods,
transaction costs and asymmetric information. Anyway, should market be perfect,
the state would not be needed in economy; its role would be subject to cancellation.
So, the more perfect the market, the less important the role of the state. State
intervention would reduce to the extent the market model would approach to
an ideal model. Besides, market imperfection is not a sufficient reason for state
intervention. The state must prove its capabilities to correct market failures and
lead economy to Pareto optimal resource allocation.

However, the state is also susceptible to imperfection, which could be extremely
dangerous. But, it is not enough to simply render the state ineffective and leave
all to the market. It is necessary to establish a mutual correlation between the
market and the state in order to establish a harmonie rclationship in both economy
and society. Equilibrium between the state and the market is specific for every
country; that is why countries ought to determine the best state-market relation
for them. Greater economic efficiency and higher growth rates depend on this
mutual relationship.

Searching for a solution, it is unavoidable to take functioning present market
economies into account, showing a significantly more complex Situation in
reality. Different circumstances and factors do not allow the state to act as a pure
“compensator” of market imperfection. On the contrary, some functions are
exclusively in the domain of state. This is also caused by the fact that society is
an extremely complex structure and not an atomistic assembly of individuals and
economic subjects. Then equilibrium between the state and market is a must. As
j. Stiglitz3 while discussing the situations when market does not provide Pareto
optimality, emphasizes that Adam Smith’s “invisible hand” is invisible since it
does not exist. Actually, markets cannot always allocate resources on their own.
Following their own benefit, individuals would not contribute to their society
for asymmetric information. Since some market participants gain information
not available to others, they can perform some actions which are harmful but
not beneficial (principal-agent problem). That is why the state regulation is
necessary. However, the state should not simply make corrections to the market
imperfection, but contribute to the protection of public interest and greater social

2 Cim M., 2003, p. 118.
3 Stiglitz J. E., 2004, P.76.
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justice. In economic reality with domineering large corporations, market forces -
left to themselves - do not act for general welfare but in favour of the powerful.
In that sense, state Intervention in order to protect public interests, and trade union
activity in order to protect labourers’ rights have become unbearable obstacles
to expansionism and free global operation of multinational corporations and
international financial capital. Simultaneously, unrestrained functioning of the
market forces unavoidably lead to unjustified inequality in income distribution.
The question arises whether economic growth should contribute to general welfare
orjust individuals. This is why the state is necessary to regulate macroeconomic
Parameters, since only that way may harmful effects of “deformed market” be
neutralized.

A significant state economic function is surely its irreplaceable role in making
and discussing long-term strategie decisions, determining general courses and
priorities of social-economic development. The state is immediately responsible
for stability and efficiency of the national economy, for creating and undisturbed
functioning of institutions and mechanisms providing the system integrity. Then,
the state is generally oriented towards macroeconomic regulation and equal
conditions for all the subjects of the national economy, affeeting necessarily
a microeconomic level as well.

Stiglitz considers an asymmetric information theory an argument against a free
market mechanism. When relevant information is not complete or not equally
available to all the market participants, free market cannot function successfully
as a regulator and corrector. This author finds state to have an essential role in
elimination market mechanism imperfection, manifesting through occasional
recessions and crises, great unemployment and socially unacceptable differences
in income distribution. Besides, it has been shown that a self-regulated market
mechanism does not provide offer-demand equilibrium, macroeconomic stability
and full employment as supposed in classic economics. On the other hand, thanking
to intensive Cooperation with economy, the state has become not only an economic
subject, but also an ingredient of a market system. Itresulted in forming true partner
relationships between private and public sectors in modern market economies, and
not the imposed conflict relationships between the state and the market.

2. Main Reasons and Scope of State Intervention

Modem market economy cannot function successfully without the efficient
mechanism of relationship with the state, and its legislative and executive
bodies. Such a mechanism has become an essential feature of highly-developed
democratic society. Normal and effective market economy assumes favourable
social, organizational, and legislative environment, political stability and rules
acceptable for all the parties interested, which is provided and supported by
power and authority of the state. Almost everyone agrees that activities of the
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economic subjects and the whole economy will be determined by general politics
and particularly by the type of institution creating4.

Among basic state functions within an economic field there are elaboration
and realization of complex measures supporting the national economy. These
measures are: creation and support of infrastructure of the economic system;
realization and support of science-research activities; state procurement of
private Companies’products; information collecting, forwarding and protection.
The state is responsible for providing legislative framework and social climate
favourable for an efficient market economy; competitiveness protection;
redistribution of income; correction of allocation of resources for national
product restructuring; stabilization of economy; control of employment and
inflation; economic growth support.

Basic state function is to provide fundamental conditions of functioning
and development in society, particularly while creating and supporting
infrastructure of the whole economic system, as well as separate economic
subjects. In most industrially developed countries there are numerous state
agencies and official bodies to regulate national production, financial and
social infrastructure.

In market economy based on the rule of law, domination of private ownership,
liberalization and deregulation, state ought to protect the institutions and
rules accepted in the economic game, minimizing uncertainty and resulting in
economic activities performed more easily and lower transaction costs5. The
aims quoted may bc defined as normative goods, bcing taken as valuable and
desired, but at the same time they are functional goods, for their continual lack
necessarily produces crises in both economic and political system. A principle
of sovereignty makes a normative base of modern statehood. D.Nort points out
that the state, through instruments and institutions, gains its inner strength to
be supplemented by externa! legitimity6. The history of mankind shows that the
state as an institution could realize since extemal sovereignty, internal autonomy
and orientation towards public welfare joined, even when it was partial or did
not always realize. In a liberal-democratic state orientation towards public
welfare is also linked with some democratic procedures in decision making,
while the welfare state provides social rights for its members. So, the basic
state role in the economy is to determine, arbitrate and apply the game rules, for
which market itself is not capable. Proponents of the state Intervention in the
economy do not at the same time deny the irreplaceable role of free market. On
the contrary, free market is a general frame for a successful state intervention in
it. Then deregulation as well as regulation projects should be taken as political

4 Madzar Lj., 2006, p. 35.
50jichhhk A., 2003, p. 16.

6 North D., 2002, p. 91.
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programmes, i.e. they very often result from ideology rather than real economic
analysis7.

Economic development results from encouraging individual economic subjects
to realize their business ideas and to find sources to finance their ideas. This is
not direct interventionism over the economic outcomes, but indirect influence
through a change of the institutional frame encouraging economic subjects to
willingly participate in exchange transactions in order to realize their own inter-
ests. In other words, development results from the institutional frame promoting
economic freedom, i.e. stimulating economic subjects to act freely and willingly
participate in exchange transactions, being aware and responsible for the effects
of their actions, whether profit or loss.

Free competitiveness is a measure of economic freedom of producers and customer’s
freedom ofchoice. To provide free and equal conditions in the market, it is necessary
to provide real enterprises’ independence as free manufacturers. To realize this, the
state role of the guarantor of competitive environment is - irreplaceable. One of the
important tasks is that the state promotes the principle of free competition. For that
purpose, laws laid down against disloyal competition should guarantee the principle
mentioned. In other words, since competition is an efficient coordinator and Stimula-
tor of economic activity, state acts in a way to protect the competitive environment.
Anti-monopolistic legislation is the major tool there. Anti-monopolistic policy is
a complex of legislative and other measurements to protect and strengthen competi-
tion by preventing monopolistic power, its exposing and protection. The aim is no to
put limitations but to provide economic competition.

Applying anti-monopolistic policy and legislation in developed market economies
assumes variety of mechanisms. In the USA, lots of the state bodies deal with the
issue - Department of Justice, Federal Trade Commission and others controlling par-
ticular fields in the economy. Anti-monopolistic policy in European Union is regu-
lated by Treaty of Rome, and every member state has its own characteristics. Anti-
monopolistic policy in Germany is elaborated and implemented through the Ministry
of Economy and German Federal Cartel Office, both taking care of particular cases
of violation of the principle of free competition, Anti-monopoly Committee, etc. In
Great Britain these fimctions are in competence of the Department of Trade and In-
dustry, the Monopolies and Mergers Commission and the Free Trade Committee.
Similar bodies exist in most other countries of developed market economy.

Key factors for promoting any competitive environment of a national economy are
stable macroeconomic conditions and liberalization oftrade flows, greatly depend-
ing on the character of the state economic policy. By establishing macroeconomic
stability, favourable conditions for the economy and economic development are
provided. On the other hand, by liberalization of economic flows within an econo-
my, the barriers in both domestic market and international exchange are eliminated.

7 Radovanovic V., 2006, p. 15.
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It is about withdrawal of tariff protection measures, regulation of monopolistic and
oligopolistic structures as obstacles to competitiveness of the national economy
and national enterprises. Competitiveness of national Companies is surely achieved
through the state support - better organization and financial Support.

It is expected that the state performs its role in the institutional field through
enabling and supporting well-defined economic strategies at both company and
national levels. Then, instead of withdrawal from the economy, the state will
strengthen and provide conditions for economic growth based on the market.
With that mission, the state will establish foundations for the “economy for
all”’8 Behaving that way, the state will be able to contribute to impressive ad-
vantages, achievable by the national Companies in market competition as well.
This is inevitable, since positive economic effects may be expected only in
open economies, ready to accept logic of market and international relationships
and to adapt their structure and institutions to those processes. “Under new
circumstances, growing liberalization of trade and investment regimes based
on market incentives and export-oriented programmes is a key frame while
building compatibility with the world economic environment, i.e. global world
market”.9

In transitional economies liberal model of development along with private initia-
tive and active role of the state should create necessary environment to enhance
the competitiveness. Such a necessary and desirable competitive environment
assumes the most favourable business conditions and trust relationship between
business and authorities. Anti-bureaucracy measures have not thoroughly done
away with corruption. Entrepreneurship initiative has not developed within legal
business, but has very often been functioning out of the state control. Thus “bad
unequilibrium” was established - impcrfect market and weak state - and standard
receipts for “healing” the economy appeared inefficient. The climate of distrust
was created not only towards the state, but also towards business partners.

Thcre is also another serious factor affecting the selective state support for private
business, predominantly in transitional countries. Since it is about the sector in
establishing phase in these countries, it is obvious that private business is not vi-
able without adequate measures of the state support.

An inevitable condition of entrepreneurship development is economic freedom en-
abling an economic subject to act in accordance with their own initiative, fully
responsible for success or failure of the enterprise. Private ownership is a major
pre-requisite for such freedom. It is required for entrepreneurship - as an ingredi-
ent of market economy and its driving force - to create competitive environment
within the economy. The world experience shows that entrepreneurship activity is
not limited by private ownership. On the contrary, in some cases socially-owned

8 UlaxMajioB <>, 2005, p. 58.

9Jovic M., 2003, p. 120.



112 VLASTIMIR LEKOVIC

and state-owned Companies may successfully realize entrepreneurship initiatives.
But, this is possible only in eonditions of highly developed independent private
enterprises acting as transformers in socially-owned and state-owned Companies.
Experiences of developed market economies and uptum of small enterprises (par-
ticularly in crises) have proved the importance and the way of support given to
such businesses. State support creates eonditions for small enterprises to con-
solidate their position in the economy, beginning to develop independently and
induce social-economic indicators in their environment and the whole country.
For instance, in the USAthere were 25 million SMEs granted different Privileges,
special loans, state procurements, free marketing services, staff training etc. In
that sense, state supports franchising, leasing and special small business funds10
Support provided by the local authorities is also important.

State support in the field of small enterprises involves creating favorable entrepre-
neurial environment; eliminating normative-legislative, administrative and orga-
nizational barriers; enabling small entrepreneurship to reach financial resources;
leasing, equipment and technology development; system infrastructure develop-
ment for integral financial, material, informative, Consulting and organizational
support to small entrepreneurs.

New economic-systemic solutions in transitional countries, taking into account
requirements of modern market economy, are oriented towards entrepreneurship
development and ought to stimulate set-up of SMEs as major subjects of en-
trepreneurial spirit. As the experiences of developed market economies witness,
quick and noticeable changes appeared only in the countries where macro and
micro changes were joined. In addition, large, technological and economically
efficient systems are preconditions of optimal structure of the economic subjects.
However, entrepreneurship must be their basic manufacturing philosophy, too.
So, profitable investment will rise, as well as employment and productivity, and
their competitiveness in the international market will improve. Under eonditions
of such an economic structure, state will be able to stimulate development priori-
ties and to contribute to overall economic growth.

When about the state infiuence over economic processes, what is most important
is that govemment is efficient, meaning state intervention in economic activities
to minimize, and competitive environment should be created predominantly by
economic subjects. The state is expected to provide enterprises eonditions related
to extemal risk reduction by creating macroeconomic and social climate. Its ef-
ficiency should be manifested firstly in formulating and executing economic pol-
icy. The state is also expected to contribute to the development of financial sector
as an important factor of competitiveness among the economic subjects and the
overall economy. At the same time, the state is due to create and continually
develop the institutions, being important while respecting ownership rights and

10 McnardC. 1995, p. 73.
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meeting contractual and other legislative obligations. The importance of mon-
etary and fiscal policy must not be neglected, for their forming macroeconomic
frame for short-term and middle-term economic dynamics assuming long-term
economic growth.

Conclusion

Creation of necessary conditions for greater efficiency in economy assumes to
clearly define the appropriate role of state, i.e. to determine the suitable form of
its functioning in order to best Supplement and correct market functioning. This
is, at the same time, the way to establish a model of the efficient state, which is of
essential importance for successful social-economic development of the country.
On the other hand, good institutional quality is inevitable while determining the
environment for market functioning. Under conditions of poor institutional qual-
ity, arbitrariness of state formations and officials - increases. To put limitations
to arbitrariness and corruption of state bodies and individuals, what is necessary
is independent judicial system and institutional guarantees based on responsible
authorities and efficient control. This is particularly important for societies es-
tablishing open market economies, since shift to market economy is not pure
liberalization and private ownership, but, first of all, establishing suitable market
institutions1l

The World Bank, so to say, emphasizes that state brings harmony into economic
development, and its role is realized in accordance with its institutional capabili-
ties. Three mutually connected institutional blocks are considered to fortify state’s
inventiveness: meeting rules and imposing limitations to society and within the
state; providing competition in both country and abroad; participating in partner
relationships forming in both country and abroad12

Economy wholeheartedly accepted institutional protection by modern state, since
bccause of this Support, it could devote to its continual power increase. That way,
partnership between the state and the economy is established, resulting from ne-
cessity rather than crucial linkage. However, the great economic crisis and the
world economy depression of 30s in XX Century were caused by market failure
to develop further spontaneously, independently from any non-market regulation.
Thus symbiosis between state and economy was established, in which they were
sometimes allies and sometimes opponents.

In Contemporary circumstances, economy and state are neither allies nor enemies.
In both cases the principle of their separateness and diversity would be violated.
Partnership should be established between the state and economic subjects, en-
abling everyone to assert themselves by what they have done. State is expected to

11 Komai J., 2001, p. 68.

2 The State in a Changing World, 1997.
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provide the institutional frame and maximal safety for market functioning most
effieiently. On the other hand, eeonomy is expeeted to, due to its efficiency and
the results achieved, support state for its services on the grounds of taxes col-
lected. “Provided everyone does his share of job - the whole system will be in
equilibrium. Should anyone interfere with other’s field, the concept of sustainable
development would be threatened and there would be chaos and anarchy here”.
Searching for optimal state intervention in economic activities, the efficiency of
state is particularly emphasized. Regarding inefficiency of the state apparatus
produces additional non-manufacturing costs, an administration reform is im-
portant in increasing efficiency of the eeonomy itself. This reform is to establish
new and good quality relationships between state and eeonomy. This is one of
the basic preconditions for state to fulfill its functions of providing game rules
for all the economic subjects and to contribute to creating and developing a real
market environment. In a word, state and eeonomy are connected by network of
interdependencies and interactions containing not only components of conflict
and substitutability, but elements of complementarities as well13

Abstract

The concept of market eeonomy and private property being self-regulated is the starting point and
key argument for crucial reduction in both economic and social functions of the state in Contempo-
rary eeonomy. On this ground, only active private entrepreneurship enables economic prosperity,
considering economic growth directly dependent on the level of freedom of the enterprise. Being
market eeonomy, private entrepreneurship and economic freedom found of undoubtful importance,
this paper deals with an objective dependence of Contemporary economic systems under condi-
tions of full Cooperation between the eeonomy and the state. This is not only related to the experi-
ences of mixed economies, but also to the general experiences of economic systems. Actually,
economic history has offered enough arguments in favour of the state as an irreplaceable factor of
economic development. Some experiences of the most developed countries support the aforesaid,
since proper symbiosis between the state and market has existed there enabling the goals scheduled
to be reached. Two predominant economic models nowadays Anglo-Saxon and German-Japanese
- featuring maximal efficiency while allocate resources and market eeonomy as a basic regulatory
instrument prove continual state intervention, not only for market defections to be corrected but
also for providing outer conditions for its functioning. Straightforwardly, with growing Cooperation
between the state and eeonomy, the state has become not only the economic subjeet but also an
inevitable element of the market system. Thus, no imposed conflict between the state and market
did result, but proper partnership between the private and public seetor in Contemporary market
economies.

13 Madzar Lj., p. 43.
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MAREK LISINSKI

An Organie Model of Strategie Management

Introduction

Recently, a lot of interest, not only among strategie management theoreticians,
is being paid to the organie perspective. It is becoming an interesting research
approach which is used to analyze Contemporary concept of strategie manage-
mentl

The aim of the article is to analyze an organie model of strategie management.
The research aim as stated will be carried out in the form of some fragmentary
aims. The first one will be a description of the mechanistic and organie perspec-
tive in strategie management. It will enable us to present static structuralization
(components and relations between them) as well as dynamie (process as a se-
quence of actions) of strategie management. Such an approach towards the or-
ganie model of strategie management will allow, in our opinion, to present basie
aspects of this important approach to a Contemporary concept of management.

1See i.g. J. Jezak, Zarzadzanie strategiczne —rosnace znaczenie podejscia organicznego, ,Organizacja i Kie-
rowanie”, No 3 (117), 2004.
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1. Description of the Mechanistic and Organie Perspective in Strategie
Management

M. Farjoun2 while analyzing the mechanistic perspective in strategie manage-
ment, points out three paradigms.

The first one is a model called the Structure - Conduct - Performance paradigm
(SCP), historically the oldest one, which was suggested by J.S. Bain and E.S.
Mason3and developed by M.E. Porter4 The main determinant of firm’s strategy
and performance is the environment, mostly competition. A branch, especially its
structure, determines the manncr of managing a firm. Thereforc, it is the structurc
that sets a whole sequcncc of dccisions taken from the perspective of strategy,
thus implying the contcnt of the strategy as a vision of the firm development in
the future and determining the manner of its formulation.

The second paradigm called the Strategy - Structure - Performance paradigm
(SSP), referring to A.D.Chandler’s5ideas, Claims that the underlying determinant
of a strategy is complementariness of strategy and structure as well as their total
influence on firm performance. By defining the scope of strategie management
the model delineates a currcntly established belief that “under the circumstances
of market cconomy, an enterprise can be successful only when it can work out
a specific strategy, only for itself, and performs certain organizational adjust-
ment6/ Strategie management becomes a tool to accomplish such defined mea-
sures.

A continuation of the previously described the SCP and SSC paradigms is the
Resource - Based View (RBV). It utitizes a classical Statement of E. Penrose8
that a firm is not only products and markets but also certain internal resources.
Furthcr explication of this thought for the usc of strategie management carried
out by B. Wemefelt9 and especially C.K. Prahalad and G. HammelJhas shown
a new dimension of resources, both material and immaterial as well as their role
among other firm components. The analysis has also determined a qualitatively
new structure of strategie management.

?M. Farjoun, Towards an organie perspective on strategy,”“Strategie Management Journal™. 2002/23.

3J.S. Bain. Barriers to New Competition, Harvard Univcrsity Press, Cambridge, Massachusetts. 1956, E.S. Ma-
son. Price and Production Policies on Large Enterprises, “American Economic Review” 1939, 29, p. 61-74.

4M.E.Porter, Competitve Strategy. Techniquesfor Analyzing Industries and Competitors, Tree Press, New York
London 1980.

5A.D.Chandler, Jr., Strategy and Structure, The M.1.T.Press, Cambridge, Massachusetts 1962.

6Sec J.Jezak. Zarzadzanie strategiczne rosnace znaczenie podej$cia organicznego, p. 7,

7R.Penrose, The Theory ofthe Growth o fthe Firm, Basic Blackwell. London 1959.

3W.Wcmerfelt, A resource based view o fthe firm, “Strategie Management Journal”, 1984,5(2), p.171-180.

9C.K..Prahalad. CGi. Hammel. The core competence o fthe Corporation, ,,Harvard Business Review” 1990, 90(3),
p.79-91.
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A very thorough description of the mechanistic perspective on strategie manage-
ment is presented in Table 1 (see Table 1). It has been achieved by highlight-
ing the context of the mechanistic perspective and the main influence of other
scientific disciplines. The features of this approach are presented as a section of
two dimensions. The first one is the basic aspects of analysis (it covers the issue
of strategy, paradigms and a model of a process of strategie management). The
second dimension presents epistemological principles such as time, relations and
areas of analysis.

The analysis of the content of Table 1allows us to point out the basic of strategy
and Strategie management and complements the description of these categories as
far as the mechanistic perspective is concemed.

The organie perspective, described by M. Faurjon, crystallizes in one paradigm
- the OESP model. The model distinguishes four mutually connected areas of
analysis - the Organization-Environment-Strategy-Performance. It represents
dynamics, interactivity, cohesion and continuity of the process of formulating
and implementing the strategy. Its special feature, mentioned above, results not
only from mutual relationships between emphasized areas and identified phe-
nomenon of synergy but also from exceptional defining of individual elements
of the model.

The organie perspective on strategie management is presented in Table 2.

The style and form ofthe description ofthis perspective of strategie management,
from the formal point of view, is identical with the mechanistic perspective, de-
scribed above.

The analysis of the informational content of Table 2 leads to a conclusion that the
features of both strategy as well as strategie management are different than those
ofthe mechanistic perspective. The difference becomes even more obvious if one
compares the categories and dimensions of these two approaches.
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Table 1. Features of the mechanistie perspective on strategie management

Underlying
aspects of
analysis

The essence
of strategy

Paradigms

Model of
the strate-
gie man-
agement
process

Source: own elaboration based on: M. Farjoun, Towards an organie..., op.cit., p. 567.

Strategie management
Mechanistic perspective
Context: relatively stable, predictable environment, early views on

strategy and the process of formulating and implementing the strategy
Main influence: Newtonian mechanics logic , classical ideas in social
and economical studies concerning formulating and implementing the

strategy

Epistemological assumptions
Time: defined, mechanisms are per-
ceived in a static manner (flow of
time is not taken into consideration)

Aplan and posture

model - posture
and scheme
SCP

SSP

RBV

Models take on
the nature of de-
sign models (they
consist of unre-
lated and conse-
quent methods and
techniques of the
strategie manage-
ment) The SWOT
analysis is used,
the activity is
based on rational-
ness and linearity;
the leader carries
out the enterprise

It's a static con-
figuration

The areas of
analysis are
presented:
statically, by
using the rules
of reductionism,
variance models
and appealing
to historical
context

The areas of
analysis are pre-
sented statically,
the process of
formulation and
implementation
of the strategy
is one-time

Relations:
orientated,
characterized
by: linearity,
determinism,
sequentiality
and causality
It responds to
constrains

They are
characterized
by linear flow,
determinism
Single causes
are also
considered

Actions of
formulation
and imple-
mentation of
the strategy
are carried out
sequentially

The areas of
analysis: varied,
narrowly deiined,
poorly integrated

It expresses

a restricted,
fragmentaric
view

They take
advantage

of scientific
theories based on
classical rules,
methodological
concepts poorly
specified and
connected

Strategy
formulation and
implementation
are separated
processes Only
the internal
aspects of change
management

are taken into
consideration
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Table 2. Features of the organie perspective on strategie management

Underlying
aspects of
analysis

The essence
of strategy

Paradigm

Strategie management
Organie perspective

Context: turbulent environment, early views on strategy and the

process of formulating and implementing the strategy

Main influence: new ideas in social and economical sciences,
organie development in management sciences (evolutionary and
process models, interactive and integrative research) and selected key

mechanistic ideas
Epistemoiogical assumptions

Time: incessant time,
mechanisms are perceived in

a dynamie manner (flow of time
is taken into consideration),

the analysis is characterized

by seguentiality, evolution,
voluntarism and the creation of
new entities
Co-aligning
planned or
systematical
coordination
of goals and
actions

It includes the
trajectory of
development
and comes
down to
constant co-
alignment
and dynamie
balance

OESP It uses the
analysis of
historical
context and its
evolution paths.
process models
and imperfect

adaptation

Relations:
interactive,
characterized by:
interdisciplinarity,
intergrativeness,
relevance and
feedback

It takes into account

adaptation through
influencing the
environment

It is characterized
by multi-causality,
co-evolution, the

influence of strategy

on environment
and treating
performance

as independent
variable

The areas

of analysis:
Integration in
and within the
areas

It contains
classical and
contemporary
models,
emphasizes
multiple
coordination
sequence,
includes intemal
and extemal
actions

It includes
Consolidated
and integrated
areas of analysis
theories based
on synthesis
of separate
scientific
disciplines
and new links
between the
existing ones
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Model of The organie  ltis It includes It emphasizes
the strategie model of characterized informational linkages and
strategie by a constant feedback, emergent integrates the
management  process of strategies, the process of
strategy ability to leam, formulation and

formulation and
implementation,

dialecties between
formulation and

implementation
of the strategy

a continuous implementation Moreover,
aspiration of the strategy as it includes

to improve well as behavioral  interactions

the rules of aspects of decision- between

the strategie making subprocesses
management of the Strategie
verified in management and

the elements of
environment It
also uses change
management
based on
internal and
external aspects

the course of
constant use It
also exploits the
ability to leam

Sourcc: own elaboration based on: M. Farjoun, Towards an organie..., op.eil p. 567.

The features of both the mechanistic and organie perspective presented above
seem to be an efficient ground for another analysis - an attempt to structurize the
organie perspective on strategie management.

2. Static Structuralization of the Organie Perspective on Strategie
Management

This part is devoted to the issue of static structuralization of the organie perspec-
tive on strategie management. Static structuralization will be understood as a pro-
cess of dividing the examined entirety into elementsld The concept of strategie
management will constitue the entirety whereas the relationships between the
areas included in the OESP paradigm will be the elements. Using such a descrip-
tion will portray the static dimension of strategie management, mostly displaying
the connections among the elements of this management perspective.

The OESP paradigm, structurised by M. Farjoun™, contains four basic compo-
nents. Their list and inter-reactions between them are included in Figure 1 (see
Figure 1). Following, there is a brief description of these elements.

10 K.Mrcta, Ztozono$¢ problematyki struktur organizacyjnych, ,,Problemy Organizacji” 1980, No. 2, p. 47.
11M. Farjoun, Towards an organie, p. 572 and further.



An Oiganic Model o fStrategie Management 123

Cooidinated intime and space fimn's
major goals and actions "hat enable
its constant co-alignmen! with the
Firm ofganization changes in environmoni Fiun Environment

Rniiw

Social and organizational stmeture:

organizational structure and processas fdesigrang
strategy, organizing, Strategie ieadership. Information
Processing, etc.)

Arrows linking different constnicts in the OESP model represent both vanance and process models.
«Constructs in the OESP inctude both mechanistic and organie reprosentation and indicate both stares and paths

The first componcnt of this model is firm organization. It contains actual and
potential resources as well as the mechanisms creating the relationships among
them, enabling the modification of the strategy and ensuring its implementation.
Resources are perceived not only as internal mcans but also as unique com-
pctences ensuring its development. Such resources include financial, material,
informational, human ( abilities, experience, motivation, types of behavior be-
tween personnel ) resourccs, rclations (formal and informal contacts) which tie
the company with its partners as well as the methods of work performance - ac-
tivitics, operations and manners of task performance. Such perceived, resources
are not only the instruments of strategie management but, above all, elements of
an open system. Thcy are characterized by organie leatures such as: dynamics
(they are a force changing strategy and structure), informal relationships and in-
determinaey (strategy comes out from the structure and leads to its modification).
The resources cooperate with the elements of environment through the exchangc
of information, communication and other co-dependence. Firm organization ap-
peals to history as a development factor in the areas of strategie planning. The
historical context is treated as a determinant of a strategy

Social and administrative structure is generally perceived through functional re-
lationships, mostly operational and informational oncs, among the resources.
Its fundamental aim is to regulate the relationships between the members of or-
ganization. Particular emphasis is paid to the processes such as formulating and
emerging the strategy, creating, implementing strategy, changes management but
also processing the information, its transmission and communication.

Both resourccs as well as the social and administrative structure are consistent
with and enlarge the scope of analysis conceming firm organization. They reflect
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the influence of new ideas, economy and social studies. Furthermore, they do not
omit the relationships between them.

J. Jezak12 while elaborating on the organization as an element of the OESP para-
digm, points out that it is associated with such entirety which does not only rec-
ognize signals from the environment but, above all, originates from extemal
conditions by means of which influences further development of environment.
Therefore, the organization also contributes to development.

Firm environment is another element of the OESP model. It should be identi-
fied as a system of real and potential members and their actions. Individuals,
groups of people, organizations and their associations but also their resources,
technologies, strategies, relationships, Cooperation, results or development can
be the actors. The description of actors applies to their former, present and future
status. The elements of environment can represent different, if one considers their
influence on the company, levels of analysis.

This component of the model is analyzed both in a static (as a state) and dynamie
(as a path of development) manner. Moreover, as a system it influences its own
development.

Here, the environment is definitely perceived in a more complex and dynamie
manner than in the mechanistic perspective. It is marked by multi- causality, co-
evolution and accuracy . Facing these demands is possible by using informational
feedback, ability to leam, rules of dialectic and behavioral aspects of taking a de-
cision. While integrating different social and economical academic ideas, such an
understanding of environment develops and improves the scopc and the character
ofthe research concemed with formulating and implementing a strategy.

Firm performance signifies the quality of firm’s co-alignment with the envi-
ronment. The level of co-alignment can be shown by the growth, profitability
and other standard and non-standard indicators. Although revealing development
or a change can require taking a certain time scale, the results usually apply to
individual moments at a given time. Therefore, the outeome describes dynamie
effectiveness in the long run. Yet, at the same time, it sometimes opposes the
effectiveness understood statically and applying to a short period of time. The
indicators should also show the quality of firm’s available resources as well as the
ability to generate new ones.

Such a treatment of this area of analysis undoubtedly follows the organie ap-
proach. Here, firm performance is treated as an Operand. Consequently, it be-
comes a very uncommon measure of firm functioning.

2J. Jczak, Zarzadzanie strategiczne - rosngce znaczenie, p. 15.
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Firm’s strategy is a very spccial arca of analysis. It is defined as “the planned
or actual coordination of the firm’s major goals and actions, in time and space,
that continuously co-align the firm with its environment”13 Thus, the strategy
constitutes a piane but, at the same time, through coordination in time and space
it becomes an instrument that merges the other components. This coordination
takes a form of an adaptational one and is undertaken both in the inside of a firm
and its environment. ft also attempts to counterbalance the influence of different
factors while providing the organie development of the object.

Taking into consideration the aspect of analysis accepted here, it becomes crucial to
point out relationships between the components of a model. In case of all elements
they are classic relationships of fccdback plus intercomponential linkages.

The set of relationships between the components of the OESP paradigm is pro-
vided by Figure 2. The draft contains a detailed description of relationships pres-
ent in the organie perspective on strategie management.

Without in-depth analysis of this issuc, only a few, the most crucial strands will
be mentioned here. Firstly, it should not escape one's notice that in the organie
perspective paradigm we havc a case of identifying certain relationships among
the areas of analysis, which havc alrcady existed in the mechanistic perspective
paradigms. Secondly, development of the organie paradigm creates new link-

1BBM. Faijoun, Towards an organie, p. 570.
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ages between the areas of analysis in the mechanistic paradigms, which have
already been observed in the OESP one ( connections amid models as well as us-
ing proeess models). Thirdly, new relationships among various areas of analysis
in the organie paradigm are the consequence of qualitatively new elements of the
model (organization - environment - results - strategy).

To sum up, it should be stated that according to the organie perspective, the static
dimension of strategie management does not leave aside the achievements of
mechanistic approach. Moreover, this very approach is utilized and it becomes
a more precise methodological platform of analysis.

The static aspect of strategie management will be supplemented with its dynamie
description, mainly the dynamie structralization of strategie management.

3. The Dynamic Structralization of an Organie Model of Strategie
Management

Overall description of the organie perspective on strategie management will be
possible by presenting dynamie structure of this idea of management. Such per-
ception of the problem will be associated with structuralization of actions, which
according to K. Mreta}4 will be understood as methods of interactions among the
elements and the entirety they constitute.

In case of strategie management the structuralization of actions will include the
analysis of the model of the process of strategie management. Such a model,
based on the organie approach, will define separate sequences of actions and
the relationships between them. From methodology of science of management’s
point ofview it corresponds to the general method presented by Z. Martyniakbin
his typology of methods. The general method Orients the practical activity during
individual phases of research, often entailing use of certain methods and detailed
techniques.

Such a model of the organie perspective on strategie management is presented in
Figure 3.

14K. Mreta, Ztozono$¢ problematyki stntktur organizacyjnych, p. 47.

15Z. Martyniak, Metody organizacji i zarzadzania. Wydawnictwo Akademii Ekonomicznej w Krakowie, Kra-
kow 1999, p. 9.
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Its analysis will begin with a defmition of strategie management, This concept
of management, according to M. F. Faijuon will be regarded as ,,the superordi-
nate and continuous organizational process for maintaining and improving the
firm’s performance by managing, that is, enabling, formulating, and realizing, its
strategies” 16 Such a defmition of strategie management equates it with an infor-
mational and decisive process, which is either a one-time mode (a separate strat-
egy and, connected with it, a sequcnce of decisions ) or takes a form of repeated
actions (a recurrent mode - a continuous scquence of strategies and a series of
strategie decisions).

Strategie management includes two interdependent fragmentary processes: for-
mulation of the strategy and its implementation.

Formulating strategy in accordancc with the organie perspective extends a tra-
ditional, known form the mechanistic perspective, manner of understanding the
process. The process of strategy formulation displays alternative paths of devel-
opment and implics necessity of evaluating the compatibility of a current strategy
and strategie alternatives. Moreover, it stresses the importance of using a planned
implementation of a strategy. Through peeuliar, untypical, while compared with

BM. Farjoun. Towards an organie, p, 578.
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the mechanistic perspective, understanding of the elements of the OESP para-
digm, planning a strategy does not only include analysis and synthesis, but also
invention, intuition, persuasion and negotiating, not necessarily accomplished in
a typical defined sequence of research stages.

While preparing a strategie plan or the level of organizational hierarchy of a firm,
basie actions, which make up a process of formulating a strategy, after taking
into account situational factors, should be carried out regardless of the level of
preciseness. It is crucial that implementation planning becomes an integrated part
ofthe whole activity and, in the course ofa decision - making process, takes into
consideration all necessary premises, aspects and additional information needed
to introduce a strategy.

Strategy implementation includes accomplishment of adopted, and included in
the strategy, aims, postures and actions. It also contains actions aiming at prepar-
ing a firm for changes included in the strategy. Such changes concem all hierar-
chical levels of a firm.

Therefore, strategy implementation does not only include, known from the mech-
anistic approach, manners of proceedings such as change management which
only takes into consideration internal aspects. Moreover, it also contains actions
concerning managing the external context, realization of strategie trajectory tor
absorption of strategy into the firm’s cxtcmal context.

All in all, it should be pointed out that the process of the organie perspective on
Strategie management, while compared with the mechanistic one, displays certain
attributes.

The first one is the rule that a chosen strategy results in accomplishing the goals
included in it. Thus, it has a direct or indirect influence on firm performance.

The second attribute Claims that the incremental strategy becomes an alternative
for the process of strategy formulation17. This type of strategy can be included in
the process of creating a firm strategy or it can be omitted completely. It can also
complete the direction of firm development. One should remember that it does
not have to be in a complete accordance with the formulated strategy18 However,
the strategy agreed for implementation is always a coherent element (in the OESP
paradigm) with other elements of the model.

7Mintzbcrg H., Opening up the Definitions o fStrategy, in: Quinn J., B. Minzbcrg H., Jarnos R., M., The Strat-
egy Process Concepts, Contexts and Cases, Prctincc  Hall, Englcwwod Cliffs 1998, p. 12.

1BRokita J., Zarzadzanie strategiczne. Tworzenie i utrzymywanie przewagi konkurencyjnej, PWE, Warszawa
2005, p. 39-40; Oboj K., Strategia organizacji. PWE, Warszawa 2007, p. 87-88.
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The third attribute stresses out that the relationships that take place among firm
performance, its organization, environment and accepted strategy bear certain
resemblance to feedback and they lead to creating qualitatively new Information,
which are relevant form the point of strategy formulation. This process, continu-
ous and complementing, enriched with control, taking advantage of the ability to
leam and possessing additional data resulting either from the incremental strategy
or strategie experiments, makes the strategie management a highly effective in-
strument of management.

To sum up, it can be noticed that the organie perspective on strategie manage-
ment is not, beforehand, a definite informational decision - making process,
which should be taken up by a firm, then maintained and occasionally modified.
Itis a constant process, which accomplishment results from a need to develop the
firm and the enhancement of the need supports organizational solutions as well as
the instruments of management. These actions concentrate on three basic tasks.
The first one is to take all the steps to formulate a strategy (e.g. by including ex-
terna! subjects in the process of creating a strategy, thus encouraging employees
to its independent formulating; employing independent Consultants or establish-
ing a level of desirable decision- making confiict between the management and
the board). The second task is to support the process of emerging the strategy by
motivating lower level employees to contributc the strategy It implies accepting
a model of organizational culture which would support such actions or reorgani-
zation the system of communication so that information would be varied. The
third task is to increase the effectiveness of strategy implementation by encourag-
ing everyone concemed to take part in this process, delegating responsibilities to
the staff to carry out the process effectively or enhancing organizational potential
of a company to introduce changes.

Conclusion

The organie model of strategie management presented above does not fully and
thoroughly describe the issue. It is rather an attempt of a static and dynamie ac-
count of this interesting approach towards strategie management. The description
illustrates its vital aspects, attempting to present them in a style that results from
the analysis of basic specialist literature.

The article does not introduce all the aspects of the organie approach. What needs
to be a subject of farther scientific investigation is the issue of methods and tech-
niques providing the accomplishment of all the principles and rules describing
the organie model of strategie management. The typology of these instruments
that takes into consideration recommendations for its practical use in the organie
model becomes an important challenge for both theoreticians as well as practitio-
ners of management.
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Abstract

The main aim of the paper is to analyze the organie model of Strategie management. The paper
includes a presentation of a concept of the mechanistic and organie perspective. Based on that, the
static (elements and their interactions) and dynamie (process as a sequence of actions) structures
of Strategie management have been analyzed. Such a form of presentation of the organie model of
Strategie management enables the author to shed the light on the main aspects of this Contemporary
management approach.
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NIKOLA MAKOJEYIC

Alternative Sources
of Financing Economic Development

Introduction

The current position of the Serbian economy is characterized by enormous prob-
lems coming from a very painful transition process. After 10 years of transition
we are still living in “half-state” economy with very low level of competitiveness
and poor growth possibilities.

These days Serbia is facing a global challenge of how to finance future economic
development knowing the scarcity of own resources and very expensive bank
loans. The aim of this paper is to point out the main problems in the Serbian
economy such as unemployment, foreign trade deficit and low level of domestic
GDP. This paper will also suggest that Venture capital fiinds are a possible solu-
tion for financing Serbian economic development.

1. Movements of Unemployment in 2001-2008 Period

The first problem appeared in Serbia at the very beginning of the transition pro-
cess. It was unemployment. The new govemment wanted to conduct the transi-
tion process trough its basic phases (Rosie, Veselinovic, 2006): liberalization,
macroeconomic stability, restructuring and privatization, and, at the very end,
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changes in political and economic system. Although there is some order, these
phases of transition are conducted simultaneously as a necessary steps to a mod-
ern, market oriented society.

The liberalization and privatization (along with restructuring) was a clear Sig-
nal that there would be changes in economic thinking. These phases had a primary
task of “cleaning” the economy from nonprofit, state budget financed Companies.
Through the process of privatization and restructuring, every Company without
profit would be closed and employees dismissed in order to increase productiv-
ity in the economy as a whole. This was a difficult task because the govemment
was risking social riots, but it was conducted. By taking this step, the govemment
became very unpopuldr among people but every economist agreed with this deci-
sion which led to the increase in the unemployment rate.

The table below shows the percentages of unemployed people during the past
seven years, according to the State Statistical Center:

Table 1. Unemployment (percentage) in Serbia 2001-2008

2001 2002 2003 2004 2005 2006 2007 2008
Unemployment

(%)
Sourcc: State statistical Center Annual reports for 2001-2008.

24.1 27.1 27.8 28.0 29.2 21.6 18.8 19.8

The presented facts lead to the unique conclusion that unemployment is a very
big problem in the Serbian economy at this point of time and that it will be neces-
sary to take a very strong action in order to solve it.
The reasons for having a high level of unemployment are numerous and some of
them are not new. They appeared in the economy in the 60-ties of the last Cen-
tury and until now they haven’t been reconsidered and analyzed in a way to find
a solution to them (Rosic, 2004). Others are new and they are the consequence of
the transition process.
So the reasons for the dramatic increase of the unemployment rate in Serbia can
be classified in two groups: traditional and current. This distinguishing between
traditional and current reasons is important because some economists (closed to
the former regime) are willing to say that the transition brought the problem of
unemployment.
Traditional reasons incorporate:
1 spontaneous and mass movement from the countryside to cities among young

people;
1 lack of human resource planning;
1 restrictive investment policy.

On the other hand, we have current reasons for unemployment:
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1 beginning of the transition process;

1 old way of thinking that somebody needs to find ajob for us;

1 very low level of education.

AU this leads to the conclusion that the future carries a huge challenge for Ser-
bian authorities and economic experts, not just in solving the problem of current
unemployment but also in creating a system that will help in overcoming this
problem in the future.

2. Level and Structure of National Foreign Trade

After ten years of isolation Serbia became a full member of the world econo-
my and started on active participation in the world trading system. This was a
very difficult Situation for the Serbian economy because it was facing developed
economies with production at a very high level, making impossible for Serbian
Companies to compete at equal basis. On the other hand, the demand for material,
resources but also for Commodities was high and it was not possible to satisfy it
with the domestie production, regarding neither quality nor quantity.

We need everything, from materials and capital for production to Commodities,
to fulfill the needs of the numerous households. Therefore, from the beging of the
transition process Serbia started making deficit in foreign exchange as we can see
in the graph below:

Graph 1 Deficit of Serbian foreign exchange

As we can see, after 2001 Serbia started to import heavily, making big steps in
the deficit of foreign exchange from 2,5 billion of US dollars in 2001 to the re-
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cord of 7,4 US$ in 2003. Today, the deficit is still a problem because in 2008 our
economy made a deficit of nearly 6,16 billion US dollars.

The current foreign trade structure also leads to the conclusion that the Serbian
economy is still underdeveloped. This can be said because we export mainly raw
materials, unfinished products, half products and products used for production of
final goods. On the other hand the analysis of import shows that we import final
goods which are used for fulfilling our needs. A part of the imported good are
resources because we are forced to import gas, oil and electricity.

This can be shown graphically:

Graph 2. Structure of Serbian foreign exchange for 2007
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GSreproduction
17’4 material
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Source: State Statistical Center Annual reports for 2007.

This graph clearly shows import with 61.8% of reproduction material and export
with only 26.7% of final goods and 6.8% of equipment. In export, reproduction
materials with 66.8% a hold prime position.
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3. National GDP as a Synthetic Economic Indicator

The level of GDP means that GDP is the value of all final goods and services
produeed in one country during the course of the year. This means that purchases
ofgoods produeed in the past as well as the production of the intermediate goods
are not counted separately as a part of GDP.

The information about the level of GDP lead to the conclusion that GDP in Serbia
was constantly growing from 15840.7 million in 2002, 26193.4 million in 2005
to 32693.1 million in 2007. This is a good sign if it is not compared with the
Situation in the 80-ties during which GDP was 20% higher then it is now (Rosic,
Lekovic, 2007). The Situation is far w'orse when compared with the average EU-
27 GDP. Serbian GDP is one third of the EU-27 average, it is three times lower
than Slovenian, a little smaller than Romanian and Bulgarian, but a little bigger
than Macedonian. Therefore, the level of production of final goods and services
in Serbia is not big enough in order to compete with average EU countries and
this will be the main task of the policy makers in the future.

The Situation with the GDP movement can be presented through GDP per capita
as an indicator widely used in economic theory and practice

Graph 3. GDP per capita in thousand of US dollars

The data from the graph shows an increase in GDP per capita from 2112.7 US
dollars to 4411.04 US $ in 2007. This positive movement is a good signal but we
must still be aware the fact that we had a low level as a starting point and that our
neighbors are much ahead of us.

The Situation with GDP per capita is far elearer if we compare it among the
countries in Serbia’s surrounding because some of these countries are already in
the EU. The others were members of former Yugoslavia along with Serbia. Next
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graphic shows 2007 GDP per capita for the following countries: Serbia, Bosnia,
Romania, Butgaria and Croatia.

Graphic 4. GDP per capita 2007

14000
12000
10000
8000
6000
4000

2000

Serbia Bos$nia Romania Butgaria Croatia

u Serbia 0 Bosnia I Romania 1 Buitgaria O Croatia
Sourcc: www.photius.com/nmkings/cconomy/gdp per capila 2007 O.hltnl.

As we can see the Situation is quite different when we compare GDP among the
countries that were at the same level 18 years ago. It is elear that Serbia falls be-
hind and it will take a great effort to close the gap in GDP per capita.

4. Venture Capital Funds - Alternative Sources of Financing Economic
Development

The main problem for the Serbian economy in the future will be the lack of fresh
capital in the form of direct investments in the economy. The Serbian economy
needs capital, but even more it needs technology, modem management, know-
how, etc. Simply, the Serbian economy needs improvements in various areas of
conducting business and this emphasizes the question of how to solve this prob-
lem. One of the possible solutions is to create a favourable environment to attract
venture capital funds (VCFs). One ofthe aims ofthis paper is to point out venture
capital funds as alternative capital resources and to analyze their current position
in the Serbian economy as well.

New conditions for every national economy functioning during the time of cri-
sis exert great pressure on inereasing productivity and creativity. This crisis will
force economies to become more aggressive while acting like a large entrepre-
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neur: in attracting capital, improving organization, developing new technology

and human resources, creating new products and so on. Having this in mind,

it is elear that one of the most significant things in the years to come for every

economy is to attract venture capital and private equity funds as capital resources

and as a prerequisite for improving entrepreneurship.

As we can find in literature, private equity market can be divided into two parts

(Landstrom, 2007):

1 venture capital, which is primarily devoted to equity or equity-linked
investments in young growth-oriented ventures and

1 private equity, which is devoted to Investments that go beyond venture Capital
- covering a range of other stages and established businesses including
management buy-outs, replacement capital and tumarounds.

Venture capital can be organized by private (individual) or institutional inves-

Private investors are wealthy individuals, known as business angels (often desig-
nated as ‘informal venture capital’), ready to invest their own money in different
stages of business. They are often former executives investing in the known field
of business, using contacts and experience in building up the business project.
They try to select a non-listed company, with great growth opportunities and
scarce funding sources in which they invest and later seil its share through IPO
at the financial market.

Institutional venture capital firms are intermediaries between financial institutions
and unquoted Companies (Landstrom, 2007), they raise funds from the former to
the latter. Their primary task is to find interesting business projects with growing
opportunities and then to convince financial institutions to invest their money.
Financial institutions are pension funds, insurance Companies, wealthy families,
etc. The organizational forms of the institutional venture capital can be different,
depending on the ownership structure (Landstrom, 2007).

The analysis of the venture capital market in Serbia provide very disappointing
information when it is known that a single venture capital firm conducts its busi-
ness in Serbia, suggesting the conclusion of the underdeveloped venture capital
industry, low level of entrepreneurship, lack of good investment opportunities,
reduced exit chances for venture capitalists and so on.

At this moment, the only representative of VCFs industry in Serbia is Private
Equity Fund called SEAF South Balkan fund which is a part of the bigger SEAF
as global VCF.

In Serbia SEAF South Balkan Fund (later called: SEAF) conducts the business as
a foreign company’s office and it is not registered as a private equity or venture
capital investment fund. According to the available information, there are several
procedural problems to be solved for the registration of VCFs.

Firstly, private equity and venture capital investment funds are not recognized by
the investment funds law. Secondly, during the investment process it is hard to
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explain to the authorities the role of a venture or private equity investment fund

as a new partner in the company, its rights and obligations. These are some of

the reasons causing the low level of attractiveness to venture Capital investment
funds.

Furthermore, there are some other problems that are not the result of the legal

procedure but the result of the internal SEAF research:

1 very low level of business know-how among the entrepreneurs, such as basic
knowledge about finanee, market, marketing and company development
strategy,

1 very low level of transparency about the financial results of Companies,

1 misunderstanding of the role of a private equity or venture Capital investment
fund in the company development,

1 misunderstanding ofthe market value ofthe company; several investment deals
were cancelled because of the non-realistic company value assessment made
by its owners; the wishes are one thing but the reality is something completely
different.

Despite the numerous restrains the SEAF concluded three investment deals in
Serbia during its two-year existence using standard procedures to choose a pro-
spective investment. As a company with American experience in the field of ven-
ture Capital, they are using traditional tools in order to make a good investment
project.

The Situation in Serbia is clear, there is not enough Capital and there are some
prospective sectors where venture investors can make profit. Yet, the state must
make several steps if it wants to attract global players in the field of the venture
and private equity investment.

The first crucial steps needed are changes in the legal framework conceming in-
vesting through investment funds. The big problem for private equity and venture
Capital investors is that no single law recognizes them as economic units. At this
moment they are registered in Serbia as offices or branches conducting their busi-
ness as intermediaries. This is a serious problem because during the investment
process several laws must be met and it is quite difficult to close the deal since
it must be registered with the state office and the state office does not recognize
this kind of investment. This procedure is long and expensive, so in the future
efforts must be made in passing the set of laws that recognize and regulate the
field of private equity and venture capital investment. This should help with the
registration of investment funds, with their investing process and with protection
of investment projects.

The second step is concems tax rules, because this is one of the most significant
issues associated with attracting foreign investors. Investors look for the country
where they can eam but they also pay low or no taxes. This is a field where all the
battles are led in order to attract capital. Future period dedicated to the attraction
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of capital, must bring changes in the tax policy. Most investment funds are inter-
ested in small and medium Companies with growing opportunities and thus, they
are not involved in the ‘state’ projects. Since investment fiinds bring money to
business projects, the state must change the tax rule for them. One of the sugges-
tions is to make a distinction between the ‘green-field” investments and investing
in the existing business.

Green-field projects are financed from the initial idea to the realisation and they
must be tax-free within a reasonable period of time (e.g. 10 years), having in
mind that they are ready to support the idea and that they are ready to take the
great amount of risk.

Another type of investment - investment in the existing business - should also be
tax-free within a reasonable period oftime, although this period should be shorter
than with the previous one. This kind of tax rules would send the message to the
investors that the state is ready to support them by taking the risk along with
them. The state is taking risk by not collecting taxes immediately, hoping that the
deferment will promote higher tax collection in the future.

The third step should be addressed to the creation of the state investment fund as
a support to the investment opportunities, but also as a partner to the venture and
private equity investors.

It is not odd that states are creating the so-called sovereign investments funds
as a tool to invest money in profitable projects. The money from such funds of-
ten comes from energy exports (Norway, Russia, China, UAE) or as a result of
the successful trading strategy (Singaporc). These funds are sources of cash and
states are looking for domestic or foreign projects that can bring profits in the
future years.

Conclusion

The current position of the Serbian economy is characterized by the low level of
capital, very old technology, lack of know-how management, but, on the other
hand, Serbia is a country with a great opportunity for investing, taking into ac-
count the natural resources, skilled and rather cheep workforce and its central
position in the Balkan Peninsula.

In the future, Serbia can become the leader ofthe region if its economic policy is
defined in such a way that will attract venture capital investment funds by offer-
ing profit making opportunities and adjusting the institutional framework. Serbia
needs to encourage formal and informal investors by sending a clear message
that it is a safe place for capital through Greenfield investment or any other form
of long-term investment in the real sector of economy. This is a difficult task
considering the current Situation in the global financial markets and the image of
Serbia.
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Abstract

The main goal of the economic policy in the future is to provide alternative sources for financing
economic growth and developement. The current Situation leaves no options for economic subject
but to obtain financing through the banking sector. In the coming years, an institutional framework
for attracting venture Capital financing the coming be developed, creating alternatives for economic
subjects in financing.
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LJIILJANA MAKSIMOVIC

On Serbian Economic Competitiveness
in Transitional Conditions

Introduction

This paper analyses the nature of competition and the key factors determining
a national economic competitiveness, beginning with the concept of global com-
petitiveness index. In that sense, the factors that diminish the Serbian economic
competitiveness which is still in decelerated transition, are pointed out here. The
nature of macroeconomic stability, process of privatization, institutional reforms
and de-industrialization are also analysed. Emphasizing problems in these par-
ticular domains presents the touchstone to overcome them and to enhance the
competitiveness of the Serbian economy in crisis conditions.

1. Theoretical and Empirical Framework for Measuring Competitiveness

The competitiveness indexes used by the World Economic Forum as indicators
of economic growth and development evolved in the years 1979-2007. A large
number of researchers and scientists in the World Economic Forum were engaged
in the evaluation of economic and business potential worldwide. Thus, they syn-
thesized microeconomic and macroeconomic indicators of competitiveness, tak-
ing into account and applying suggestions of growth and development theories,
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Contemporary institutional economics and applied business economics. The out-
come appeared in the Global Competitiveness Index (GCI) based on 12 pillars
of competitiveness classified into three groups (Basic Requirements, Efficiency
Enhancers and Innovation & Sophistication Factors) (7, p. 3).

The Global Competitiveness Index is widely based on the concepts of national
competitiveness and competitive advantage shaped by Michael Porter. He built
up strategie aspects of business competitiveness that are both theoretically and
pragmatically grounded between an Organisation and its environment in the sec-
tor and in the whole economy.

Porter emphasized productivity as the only significant concept of competitive-
ness at the national level. The utmost goal of a country is to provide a high stan-
dard of living to the citizens and its continual growth, and it depends on labour
and capital productivity in a particular country (4, p. 164).

National competitiveness may be defined in different ways. It is generally de-
fined as the ability of a country to reach sustainable high rates of GDP per capita
growth. Some theoreticians point out a country’s share of the world market for its
products as an indicator of national competitiveness (5, p. 52). A comprehensive
definition of national competitiveness suggests the ability of a country to provide
favourable environment (institutions and policies) for growth of productivity,
efficiency and profitability in manufacturing goods that will be assessed at the
world market in order to provide continual growth of the standard of living (8,
p. 208).

A competitive country is surely not the one in which all the Companies are com-
petitive, but a competitive country enables its Companies in certain industries and
industrial segments to achieve and to keep their competitive advantages.

The Global Competitiveness Report 2009-2010 covers 133 countries ranked by
the Global Competitiveness Index. They are all classified into three groups rep-
resenting three stages of growth depending on the GDP per capita. In the first
stage (GDPpc up to $2.000) the growth primarily depends on quantity and qual-
ity of the factors of production and general economic conditions. They are at the
factor-driven stage and their economic development predominantly depends on
basie requirements (institutions, infrastructure, macroeconomic stability, health
and primary education). In the second stage (GDPpc $3.000-$9.000) there are
efficiency-driven economics. Factors of efficiency gain on importance at this
stage (higher education training, goods market efficiency, labour market efficien-
cy, financial market sophistication, technological readiness, market size). At this
stage, weight of efficiency enhancers rises to 50%, and weight of basic require-
ments falls from 60% to 40%. Finally, in the third stage of economic development
(GDPpc over $17.000) there are innovation-driven economies. The key factors
in this stage are business sophistication and innovation, and their weight rises to
30% (7, p. 3-9).



Table 1 GCI for selected transitional countries (2009-2010)
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Country - GDP/pc

(USS) 2008

Czech
Republic

Estonia
Slovenia

Poland

Slovak
Republic

Azerbaijan
Lithuania
Hungary
Montenegro
Russia
Romania
Kazakhstan
Latvia
Croatia
Butgaria
Ukraine
Macedonia
Georgia
Serbia
Albania

Armenia

Bosnia and
Herzegovina

Tajikistan

Kyrgyz
Republic

21027

17299
27149
13799

17630

5349
14086
15542
6509
11807
9292
8502
14997
15628
6857
3920
4657
2925
6782
4074
3360

4625

795

950

Rank

31

35
37
46

47

51
53
58
62
63
64
67
68
72
76
82
84
90
93
96
97

Overall index

Score

4.7

4.6
4.6
43

4.3

4.3
4.3
4.2
4.2
4.2
4.1
41
4.1
4.0
4.0
4.0
3.9
3.8
3.8
3.7
3.7

3.5

3.4

3.4

Sourcc: The Global Competitiveness Report 2009-2010.

Basic
requirements
Rank Score
45 4.8
34 51
29 5.2
71 4.3
54 4.6
50 4.6
47 4.7
58 4.5
65 4.4
64 4.4
86 4.1
74 4.3
60 4.5
52 4.6
80 4.1
94 4.0
73 4.3
85 41
97 3.9
90 4.0
81 4.1
3.7
116 3.5
34

Efficiency
enhancers
Rank Score
24 4.8
27 4.7
37 4.5
31 4.6
34 4.5
71 4.0
47 4.3
45 4.4
65 4.1
52 4.2
49 4.3
69 4.0
51 4.2
67 4.1
62 4.1
68 4.0
85 3.8
89 3.7
86 3.8
93 3.6
99 35
3.5
3.2
3.4

143
Innovation
factors
Rank Score
26 4.4
42 4.0
30 4.2
46 3.8
57 3.7
56 3.7
53 3.8
61 3.7
68 3.6
73 35
75 3.4
78 3.4
86 3.4
72 3.5
89 3.3
80 3.4
93 3.2
2.9
94 3.2
2.9
3.0
2.8
3.1
2.8

Table 1 shows ranking of transitional countries by GCI. According to its GD-
Ppc of $6.782 Serbia is in the second stage of economic development in which
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efificiency-enhancers are of a prevailing importance. However, although Serbian
GDPpc is higher when compared with Georgia, Macedonia, Ukraine, Montene-
gro and Azerbaijan, the Serbian competitiveness ranking is lower. Serbia occu-
pied 85hposition out of 134 countries in 2008 and this year its ranking is even
lower - 93rdplace out of 133 countries.

Table 2 shows that basie requirements have been worse (institutions, infrastruc-
ture, and macroeconomic stability), but goods market efficiency and business
sophistication are also lower.

Table 2. GCI-Serbia
Population (million), 2008 9.9
GDP (US$ billion), 2008 50.1
GDP per capita (US$), 2008  6,781.9

Rank Score
GCIl 2009-2010 (out of 133) 93 3.8
GCIl 2008-2009 (out of 134) 85 3.9
GCI 2007-2008 (out of 131) 91 38
Basic requirements 97 3.9
Institutions 110 3.2
Infrastructure 107 2.8
Macroeconomic stability 111 3.9
Health and primary education 46 5.7
Efficiency enhancers 86 3.8
Higher education and training 76 3.8
Goods market efficiency 112 3.7
Labour market efficiency 85 4.2
Financial market sophistication 92 3.9
Technological readiness 78 3.4
Market size 67 3.7
Innovation & Sophistications Factors 94 3.2
Business sophistication 102 3.4
Innovation 80 3.0

Sourcc: The Global Competitiveness Report 2009 2010

Serbia’s low position according to GCI resulted from the crisis of its economy.
Many experts agree that Serbia is in the stage of slowed transition caused by eco-
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nomic, political, historical and other factors. In the course of two decades of the
transitional proccss Serbia reaehed only 70% of the level of GDP of 1989 - thus,
the indicator of the completion of transitional process - pre-transitional level of
GDP of 1989 - has not been reaehed yet. This means that the transition program
activities have not been efficiently carried out and are the main causes of uncom-
petitiveness of the Serbian economy in the way of achievement of macroeco-
nomic stability, in the program of privatization which significantly contributed to
deindustrialization of the country and in the institutional inefficiency.

2. Macroeconomic Stability

Many economists think that uncompetitiveness of the Serbian economy may be
attributed to the nature of macroeconomic stabilization. Price stability and cur-
rency stability in a transitional process are inevitable beyond any doubt. Every
transition program includes a vast array of activities and maintaining macroeco-
nomic stability is the first condition for transition and the first activity in the
realisation of the transition. However, the problem is in the way of realisation
and maintaining macroeconomic stability in Serbia in the long run. Relative price
stability has not been achieved by increased production which is efficient, profit-
able and validated in the world market, but by a restrictive monetary and credit
policy involving its own weaknesses.

Namely, the exchange rate was used to anchor macroeconomic stability in Ser-
bia beyond the year 2000. Consequently, in the conditions of abrupt inflow of
capital - money supply is under control. Capital inflows into Serbia in the forms
of remittances from abroad, privatization of domestic Companies and bank bor-
rowings from abroad. The rise in the capital inflow and credit boom grounded in
foreign resources increase domestic currency demand and face appreciation pres-
sure. The rise in liquidity impels the Central Bank to take measures of monetary
sterilization as the central monetary authority. Thus, the percentage of required
reserves is greater and the open-market measures are introduced (REPO opera-
tions). The cost of monetary sterilization is in the higher cost of capital, produc-
ing higher interest rates in Serbia when compared with the interest rates in the EU
and most of the transitional countries. The higher financing costs affect prices and
diminish profitability and competitiveness of industiy.

Since monetary reserves make a starting point for the exchange rate, the issue of
their sustainability arises and, consequently, the issue of maintaining a relatively
stable exchange rate in the long run. A substantial part of monetary reserves in
Serbia makes the gains from privatization and the required reserves of commer-
cial banks. The gains from privatization will be significantly lower in the future,
and commercial banks (i.e. some ofthem) may cease to operate in Serbia generat-
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ing a substantial loss of the monetary rcscrves. The quality of monetary rcscrvces
is primarily determined by thc balance of payments, i.e. by its components - the
balance of trade and the balance of Capital. The balance of Serbia’s foreign trade
is negative, whieh means that thc quality of the foreign exchange rcscrvcs will be
primarily affected by the foreign direct Investment.

Failures in thc implementation of transition strategies, and above all - deindustri-
alization of the Serbian economy (to be discussed further), affectcd its competi-
tivencss. The trade deficit is an indicator of uncompetitiveness (Table 3).

Table 3. Foreign trade Operation in Serbia

Fxport / Import movement
2000 - June 2009

Exporl Import Balance
2000 1558 3330 -1772
2001 1721 4261 -2540
2002 2075 5614 -3539
2003 2755 7473 -4718
2004 3523 10753 -7230
2005 4482 10462 -5980
2006 6428 13172 -6744
2007 8825 18554 -9729

2008 10972.8 22999.2 -12026.4
1-V1 2009 3753.6 7190.8 -3437.2

Source: Pregled - Republika Srbija, N1/2009, p. 140

In the period of 2001-2008 trade deficit exceeds export. The Serbian economy is
likely to bear the burden of trade deficit for long even if, by an optimistic scenario
- reindustrialization begins. Accordingly, macroeconomic stability is maintain-
able by the steady inflow of Capital, whieh, if the foreign direct investment is at
a modest level, assumes further borrowing.

Macroeconomic stability, as an indicator of general economic conditions within
the composite performance index GCI, ranks Serbia 111* out of 133 countries.
This and other indicators of bad performance of the Serbian economy (political
and business risk, corruption. and unfavourable business environment) may have
a destimulating effect on the inflow of FDI, whieh - of course - diminishes the
quality of monetary reserves and threatens the maintaining of the relatively stable
currency.
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3. Privatization

The realisation of the program of transition in former Yugoslavia began in 1989
when the Social Capital Act was passed and the Property Transformation Act as
well. The disintegration of the federal state and the sanctions imposed to the Fed-
eral Republic of Yugoslavia by the international community brought about the
process of privatization under conditions of a closed economy. The privatization
was neither compulsory nor term-limited and was to apply to social enterprises in
the real sector. The general model of privatisation was recapitalization, i.e. issu-
ing shares on the grounds of the accounting value of a company’s Capital and sell-
ing shares to employees under privileged conditions. After the political changes
in the year 2000, the new Privatization Act was passed in 2001 which prescribed
privatization as compulsory, term-limited and comprehensive. Since the actual
privatization started in 2001, a declarative Statement of its deadline does not de-
termine its real completion date.

Figure 1 Privatization outcomes

Privatized Breach of contract
1815 435
Tenders Auctions - Non-payment of instalments
107 1708 - Failing to meet obligations

regarding social and inestment
programs

Selling price - Failing to maintain continuous

€2.3 billion

New investment
€1.4 billion

Social programs
€280 million

Instalment selling

1336 Companies
€300 million is to be collected as
instalments paid in some years

ahead
€30 million as a debt of instalments
not paid yet

Sourcc: Ekonom:cast magazinc, N489, 2 8, X 2009, p. 12 16
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The privatization outcomes are moderate and discouraging (Figure 1). The fi-
nancial performance of privatization is modest (€2.3 billion), the new contracted
investments are uncertain, and the number of breached contracts amounts to ap-
prox. 25% of all the privatized Companies with a tendency of growing in the
number of failed privatization deals.

The actual volume of privatization cannot be estimated exclusively by the num-
ber of privatized Companies, sifice they make only a sharing part of the total
assets available for privatization. It is estimated that a significant capital share
(30-40%) is concentrated in public and other Companies with major or substan-
tial state ownership.

What can be seen now is that managing the privatization has not been effective.
In addition, a significant part of the economy has remained protected from priva-
tization. Namely, along with the so-called autonomous privatization, the Property
Transformation Act of 1997 supposed the privatization of public Companies en-
couraged by a special govemment program. It dealt with 75 large Companies of
strategie republic importance with 35% of the whole socially-owned capital. The
govemment of 2001 almost followed suit and listed 70 Companies to be restruc-
tured. However, since 1997 there has been a disagreement about what ought to
be the first - restructuring or privatization of the Companies - and whether they
should be privatized at all. The epilogue of the perennial stmggle over the issue
has been the retum of the state ownership.

At the end of the year 2009 there were two groups of Companies in which the
process of privatization did not begin. These are some public and state Compa-
nies and there is also a group of remaining Companies which all together make a
substantial capital share in the economy of Serbia.

Since the privatization process in Serbia is limited to the end of 2009, it may be
said that privatization of the public sector and its restructuring (or vice versa) has
greatly lagged behind. The general concept of privatization of public Companies
has not been defined yet and, consequently, even the preparation for privatisation
of these Companies has not commenced.

The group remaining for privatization is made up of unattractive Companies and
the ones of repeatedly unsuccessful privatization. Such Companies and those in
which the breach of contract occurred will be privatized through bankruptey.
Even in the stage of designing the program of privatization, it was supposed
that some Companies might not be sold and would go bankrupt. However, a
large number of such Companies and the unreadiness of the institutions (Com-
mercial Courts above all!) to end the privatization through bankruptey have
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raised doubts about the completion of the process of privatization before the
deadline.

Numerous economists state that the ill-designed and slowly progressing process
of privatization along with no significant institutional support has destroyed pro-
ductive resources of the Serbian economy, generating various ‘dead’ assets and
undermining the competitiveness and growth prospects.

4, Institutions

The importance of institutions for Contemporary economies is beyond a shadow
of a doubt. The theory of economic growth implies that countries may achieve
successful economic growth and be competitive in the world market if they man-
age to establish the institutions adjusted to the current development of society,
techniques and technology. The quality and efficiency of institutions largely de-
termine the abilities of national economies to successfully compete in the world
market.

The very concept of institution includes, first of all, laws, regulations and pro-
grams applied to particular fields of economic and social life; secondly, operating
bodies which are supposed to implement the laws and regulations and, thirdly,
creating a favourable business and investment environment for both domestic
and foreign Companies.

There are numerous failures in the institutional system in Serbia and as such
affccting the competitiveness of the Serbian economy The point is in impre-
cise and unadjusted laws, conflicting regulations, and underdeveloped and non-
transparent procedures. Numerous deficiencies and inconsistencies in the laws
have been identified, and some laws have been changed ad hoc under pressure
from lobbies or as a result of the current economic circumstances. The Law
of Privatization and ad hoc changes made in the course of 2003 which were
supposed to review the original privatization program make a proper example
of it. The point is in the level and method of (lower) pricing for less attractive
Companies and their (lower) upset price orparticularly favourable bidding price
for purchase of a company’s shares. In the latter case, the transparency of priva-
tization provided by the original legislation has been eliminated, since the state
portfolio shares are not traded in the stock exchange but they are traded through
bids for the purchase of shares. A huge problem is also in the legislation al-
lowing the same individual (investor) to buy even more than 10 Companies. In
addition, there is no mechanism enabling the Privatization Agency to have an
insight into genuine buyers, their money origin and their intentions regarding
the Companies they have bought.
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By the methodology of the World Economic Forum (WEF) institutions make
the first of 12 pillars of competitiveness and include 19 indicators of competi-
tiveness. Within public institutions the following factors are assessed: property
rights, intellectual property protection, diversion of public funds, public trust in
politicians, judicial independence, favouritism in decisions of govemment of-
ficials, wastefulness of govemment spending, burden of govemment regulation,
efficiency of legal framework in settling disputes, efficiency of legal framework
in challenging regulations, transparency of govemment policy making, business
costs of terrorism, business costs of crime and vioience, organized crime, and
reliability of police services. For private institutions the following are assessed:
ethical behaviour of firms, strength of auditing and reporting Standards, efficacy
of corporate boards, and protection of minority shareholders’ interests (6).

On the grounds of the basic requirements related to institutions, Serbia is ranked
110thout of 133 countries. This position is held particularly due to the burden of
govemment regulation (129Ih position), inefiEiciency of legal framework in set-
tling disputes (124thposition), and ineffective protection of minority sharehold-
ers’ interests (128th position). Serbia is ranked 109t in the organized crime and
120thin the efficacy of corporate boards.

Table 4. Key factors inhibiting business performance
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A particularly important problem in Serbia is the Overall corruption. By
methodology established in WEF it isjudged by the first pillar of competitiveness,
i.e. institutions, through diversion of public fiinds and public trust in politicians.
Corruption is the main hindrance to business activities in Serbia (Table 4). Four
main reasons which inhibit investors in transitional countries may be seen in
Table 4. Corruption is the main drawback factor for business operations in Serbia,
Azerbaijan, Russia, Kazakhstan, Albania, Armenia and the Kyrgyz Republic.

5. Reindustralization

Itis well-known that the initial phase of transition is followed by inflation growth,
fall of employment and production, budget deficit and balance of payment deficit.
However, after the transitional crisis and ownership and organisational restruc-
turing, the industrial sector stabilizes and even employment in manufacturing
increases.

Yet, a slow recovery of the Serbian industry has resulted from the long-lasting
dcvastation of the economy and privatization. The tendency of decrease in in-
dustrial employment has not had a ground to a halt. The highest decrease of em-
ployment is in textile, food processing, metal processing and chemical industry.
Besides economic consequences, the fall in industrial manufacturing has also
produced some social and demographic outcomes. Even 34 industrial centres
with more than 1.000 workers employed have been wiped out from the regional
map of industry. It is estimated that there are 250.000 fewer workers or 35% in
the Serbian industry in comparison to the year 1990 (2, p. 79).

The processing industry participates in the export of Serbia with 95%, out of
which 60% is exported to the EU countries. On the other hand, performances of
the Serbian industry are a limitation factor in the export of industrial goods. This
means structural mismatch, obsolete technology, low investment, high produc-
tion costs, poor environmental Standards, discrepancy with the EU industry, etc.
The structure of exported goods is unfavourable: primary products, labour-inten-
sive products and resource-intensive products all of which are low-value-added
products. The Serbian industry needs to be reindustrialized since the cumulative
industrial growth of 16% in the period 0f2000-2007 is extremely low when com-
pared with other transitional economies (Poland’s cumulative industrial grow'th in
the same period was 84%, Bulgaria achieved 76%, the Slovak Republic 61%, Ro-
mania 41 %, Bosnia and Herzegovina 81%, Hungary 55%, Croatia 40%). Without
revitalisation of the processing industry it is impossible to increase the export and
to attract FDI, since the processing industry participates with 15% in GDP and
with 95% in the overall export structure (2, pp.78-79).

In the European transitional economies (excluding South-East Europe) the struc-
ture of industrial production has significantly changed. The industries based on
up-to-date technologies and economy of scale achieved a strong dynamie growth:
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electrical industry, precision equipment industry, motor vehicles industry, etc.
Persistent implementation of market reforms in most transitional countries of
Central and Eastem Europe, inflow of FDI and structural changes in produc-
tion and export all contributed to their better export performance. The growth of
the industrial sector in the transitional countries of Central and Eastem Europe
greatly affect the growth of GDP and their competitiveness.

In the EBRD transition report for 2008 Serbia was warned to improve its out-
comes in privatization, restracturing of Companies and providing a favourable
business environment. The EBRD found Serbia facing a serious task of building
the infrastructure and restructuring in energy, transport and telecommunications.

Conclusion

Serbia is currently in a slow transition, and the reasons for its lagging behind
considering the implementation of reforms, is of the economic nature such as:
the chosen path to macroeconomic stability, the ill-designed and badly carried
out privatization program, inefficient institutions and deindustrialization of the
economy. The other countries’ experiences show how macroeconomic stability is
obtainable in the long run, how privatization programs are carried out (particu-
larly in public Companies), how' the institutional efficiency is achieved and how
the structural changes in industry are supported and encouraged by the State and
its competitiveness - strengthened. Economic theory may offer the answers for
all the challenges mentioned above, and practice has shown positive outcomes.
Thus, social agreement and competence of the authorities responsible for carry-
ing out the reforms remain of utmost importance.

Abstract

This paper analyses the nature of competition and the key factors determining a national economic
competitiveness, beginning with the concept of the global competitiveness index.

Serbia is currently in a slow transition, and the reason for its lagging behind, considering the
implementation of reforms, is of the economic nature such as: the closed path to macroeconomic
stability, the ill-designed and badly carried out privatization program, inefficient institutions and
deindustrialization of the economy. Economic theory may offer the answers for all the challenges
mentioned above, and practice has shown positive outcomes. Thus, social agreementand competence
ofthe authorities responsible for earrying out the reforms remain of utmost importance.
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SLOBODAN D. MALINIC

Economic Crisis and Crisis in Serbian Enterprises -
New Challengesfor the Government, Managers
and Accountants

Introduction

Constant changes in current business surrounding, conditioned by numerous fac-
tors of “new cconomics”, global recession and financial crisis; undoubtedly influ-
ence the conditions of eaming money in enterprises all over the world, therefore
in Serbia as well. Such conditions made enterprises not only show symptoms of
serious crisis, but also do some multifaceted attempts to overcome the crisis dur-
ing last two years. However, this resulted in many fruitless readjustments and dy-
ing out of our enterprises. The fact is that our systematic economic environment
goes through certain operating crisis.

Discovering, preventing and especially overcoming the crisis is the domain of the
company’s management activities. In such circumstances company’s manage-
ment takes he role of crisis management as a specific form of enterprise manage-
ment. Symptoms, causes and w'ays of overcoming the enterprise crisis in transi-
tion circumstances, have certain specificities which adds to additional importance
to the crisis management.
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Accounting reports with suitable information represent one of important and
most confident instruments of crisis management for recognizing, preventing and
selecting measures for overcoming the enterprise crisis. According to their form,
strueture, background, comprehensiveness and direction accounting reports can
be numerous and diverse. Still, basic accounting reports of financial and mana-
gerial accounting, as well as accounting reports of the segments of enterprise
operation in managerial accounting, represent irreplaceable informational source
for analysis and evaluation of profitable and financial short term and long term
enterprise position, that is, they take the role of control and/or dispozitive instru-
ments in overcoming the enterprise crisis.

1. Current World Economic Crisis - Causes, Measures and Consequences

Global economic and financial crises, as a result of periodical disturbances, can
be caused by the influence of different factors such as: fluctuations of economic
cycles, imperfection of the market mechanism, inadequate legal and Professional
regulation, poor or inadequate govemment measures in the real and the banking
sector, etc. 'Special attention is to be given to three world crisis - crisis in the
1930s, economic crisis in 1987 and, by all means, current global recession and
financial crisis.
Current economic and financial crisis started as the crisis of the Mortgage Mar-
ket in 2007 in the USA, to be more specific this occurred when some buyers of
securities based on mortgages could not cash them, so that their value constantly
grew. Therefore, crisis started with problems of only one part of financial sector
and three sources are given as the reason for this:
a) State interference in the housing market with a basic question - why does the
state save investment banks and insurance Companies tied to mortgage mar-
kets,

b) Policies of the Federal Reserve with a basic question - why did the Federal Re-
serve and monetary authority not conduct a restrictive policy before the crisis
but a policy of mild monetary expansion, because it is cheap money to further
help the expansion of mortgages based on their securities.

¢) Conducting banking business with a basic question - why did the state wrong-
ly encourage bankers to wrong decisions and behavior, overseeing the fact that
the prices of houses and apartments cannot continually grow. Namely, this il-

1More about the crisis of the thirties see: Higgs. R.. Depression, war, and cold war: Studies in political Philo-
sophv, Oxford University Press 2006.
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lusion proved wrong when, in 2005-2006, prices of houses and apartments in
the USA, Ireland, Spain and some other countries started, after nearly 15 years
of growth, to fall2

When prices started falling, financial institutions - commercial banks and insur-
ance Companies wrongly considered this tendency as a temporary one, SO they
covered momentary losses by taking the money from their own funds. However,
in the meantime personal incomes decreased as well, so the price of real-estate
started falling and the increasing offer led to decreased demand and decreased
real-estate, securities and enterprise value. In such circumstances, unjustifiably
the country enters the scene with their state Intervention measures - prohibition of
short-term trading in stock; the announcement of possible purchase of the securi-
ties of their respective owners.

All in all, a kind of confusion in the conception of state intervention appeared.
Two banks, two mortgage and one insurance Company became the property of
the state, with the idea that the number of interventions should increase and ex-
pand, for example, to the car industry and others. On the other hand, no doubt,
if the state intervenes, then it basically shows a willingness not to appreciate
the fact that some Companies operate successfully, and some less successfully
or completely unsuccessfully, which leads to failure of market discipline as the
Company losses become socialized. However, although noticeable that the es-
sential characteristics and the very nature of the "package” of state intervention
and support has been a significant change, still, state intervention will not solve
the open questions of economic crisis, but it will increase them, while at the same
time it will encourage others to non-market oriented and irresponsible behavior.
This happens precisely because the state, taking the prerogatives of the market,
pardons the responsible for the crisis and lives in the illusion that the costs of the
crisis can be avoided, and thus strengthens and encourages the economic crisis,
recession, followed by inflation and further negative implications.

Therefore, the state should not interfere and by investing big funds recover the
pre-crisis period, simply because that which was the cause of the crisis cannot be
its solution. What the state should do is to create suitable market circumstances
as a pre condition for successful business.

2 Scc moge ahaut;

Economics, 2009, 139 -156.
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2. The Reflection of the Economic Crisis in Serbia

The economy in Serbia is marked by its own specific multi-economic probleras.
In almost total transition period which has lasted for over a decade and a half, the
basic internal problem of Serbia is economically unrealistic existing high level of
personal income and living Standards, which cannot be held long term, and that
is artificially created through insubstantial exchange rate of RSD, the exorbitance
of national currencies, and economic closeness of the country in the period after
the year 2000.

Other economic problems of Serbia are related to the increase in liquidity from var-
ious sources, but mainly caused by the wrong measures in the field of credit - mon-
etary policy and inadequate business and financial decisions of subjects from credit
and real sectors, such as: credit debit in anticipation of the expansion of markets,
and was followed by a crisis and reducing demand and sales, decrease the value of
RSD and the consequences of delayed receivables claims, inadequate assessment
ofbusiness risks by banks when granting loans to Customers and others.

Lasting consequences of illiquidity are reduced to the scope of activities, the fall
of sales, bankrupt Companies, and dismissal of employees with further implica-
tions for the banking and public sector and the state in socio-humanistic spheres.

So, although in the initial phase of major crisis it was more psychological in
nature, the established current and domestic economic problems began to come
more to the fore through a decrease in economic activity, dccrcase of production,
foreign investment, exports, employees, public revenues, personal income and
finally the national income.

However, extemal economic and financial crisis is not decisive for the economic
problems and economic Situation of Serbia, but it has a negative impact in terms
of expansion, deepening and strengthening economic problems and the ones in
the functioning of Serbia. The influence of extemal crisis is transmitted to the
existing economic problems of Serbia in two ways: 1) through higher prices and
more expensive borrowing money from abroad and 2) significant decline in ex-
ports, which, because of our uncompetitiveness, and otherwise has been signifi-
cantly hampered. It is about reduction of the export market of the countries of the
European Union, preeisely because of the present recession in these countries.
Finally, internal economic troubles are even more complicated and increase the
external crisis, with more pronounced possible negative consequences, synthe-
sized in the negative results of almost all global indicators of economic perfor-
mance and economic Situation in Serbia.
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3. The Crisis of Companies and Specific Causes of the Crisis
Enterprises in Serbia

The notion ofthe crisis o fCompanies, like understanding the crisis in other scien-
tific fields, is primarily associated with the development of the Situation in which
the Company reached ,,critical point” with certain characteristics. In a somewhat
narrower sense, the crisis of the Company should be understood as the process in
which the realization of goals of set portfolio Companies is, unplanned and un-
wanted, jeopardized; particularly the basic economic goals of the Company - the
preservation of invested Capital, earning abilities (breakeven, success) and the
goal of preserving the liquidity and solvency3.

From the point of time, the crisis the Company is “a critical point or moment” in
a series of unsuccessful management-business activities, which led to the Situation
in which the Company is existentially threatened. Defining the crisis of the Com-
pany, done in this manner, is certainly to be distinguished from the concepts which
are often used in everyday business and ordinary speech, such as conflicts, distur-
bances, agony, and similar disasters, which cannot be considered synonyms.

On the aspect of vulnerability, realization of basic economic goals of the Com-

pany, particularly bearing in mind the order of discovery, the crisis the Company

is usually classified in: the crisis of liquidity, success and the Strategie crisis of
the Company.

1 Company liquidity crisis is a business and financial Situation of Companies in
which itis unable to meet its outstanding financial obligations in the established
terms of their maturity, or to settle in general, which spreads the crisis to the
area of the solvency crisis. Liquidity crisis is first manifested as an unplanned
and unwanted Situation, and the result of inadequate planning and ineffective
control of cash fiows, or lack of synchronous inflows and outflows. Reasons for
the crisis of liquidity are mainly attributable to inadequate financial structure
and to the appearance of the loss in the enterprise.

1 Crisis of Company success appears in the conditions when a Company can
realize the goal ofpreserving invested Capital and a profit target, or a business-
financial Situation of enteiprises in which the question of the Companies’
ability to eam is challenged. While the liquidity crisis refers to undesirable,
unfavorable, liquidate position, insofar as the crisis of success relates to the
unfavorable profitable position of the Company; therefore the occurrence of
loss or insufficient profits in business. The recognition of the crisis of success
is more difficult in relation to the crisis of liquidity, especially in the unstable,
inflationary economic conditions.

3 See more about: Malinie S., Managerial Accounting, Economic Faculty, Univcrsity of Kragujcvac, Kraguje-
vac 2008, 6 -12.
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* Strategie crisis of the Company the business and financial Situation of
Companies in which, because of missed or inadequately selected and realized
strategies for achieving the mission and goals of the Company, the basis is
lastingly jeopardized for achieving success - goal to preserve invested Capital
and profitability targets. For example, these could bc missed or inadequate
strategies related to strengthening the technological advantage, reducing costs,
winning new markets and the like.

Symptoms and causes 0fthe Company crisis are, due to their natural connection,
impossible to distinguish and analyze separately. Symptoms of the crisis are in
fact only indications with appropriate characteristics on the basis of which it is
possible to recognize the existence of a crisis of the Company. Symptoms of the
crisis may be different, numerous, variable and ehanging extemal events. In terms
of accounting-financial information support to Company crisis management, it is
possible to identify many symptoms of the Company crisis, which manifest them-
selves individually or in combination with different intensity.

The symptoms of the crisis of liquidity may manifest through the constant lack
of free cash assets, cash flow decline, the need to increase the level of debt, in-
creased costs of financing, creditor demands for advance payments, and increase
on the basis of cash equivalents (securities).

The symptoms o fthe Company success crisis generally manifest falling profitabil-
ity and deterioration of the earning capabilities of enterprise, which is generally
accompanied by features: reduction of business income, increased costs of the
Company, dissatisfaction and concem of the top and middle management, hints
and / or resignations of some managers and experts from the Company.

The symptoms o fthe Strategie crisis of enterprises can be identified as symptoms
ofthe crisis of success, but with stronger intensity, and beside them in this group
of symptoms may be included: debt, falling sales, loss of markets, weakening
the competitive position, decrcase the quality of performance, obsolescence of
technology, global decline in activity, negative signals from the environment and
others.

The causes of the crisis are the specific factors or factors that lead to the emer-
gence ofthe Company crisis. There may be numerous, varied, multi-layered. They
come from the Company and / or the environment.

The theoretical and methodological approach is a generally accepted classifica-
tion ofthe global crisis on the basis ofthe company’s internal and extemal causes.
Extemal causes of the crisis originate from systemic economic environment in
which the Company operates. The most important causes of this origin may be:
unfavorable trends in the market inputs, oscillations, measures of competition,



Economic Crisis and Crisis in Serbian Enterprises New Challengesfor the Government. 163

currency changes, foreign means of payment, tax measures and social policy, the
policy of subsidizing the measures of environmental and other extemal causes of
uneconomical nature - wars, social upheavals, natural disasters and the like.

Internal causes ofthe crisis are - from the aspect of representation, the possibil-
ity of infiuence and importance - important in relation to the extemal ones. It is
the causes that result and do in the enterprise, and may be numerous and system-
atized in different ways4.

Internal causes ofthe crisis mainly originalefrom the incompetence ofmanage-
ment, as well as management structures for decision-making levels and fiinc-
tional areas of business activities of enterprises, as well as from the accounting
information system.

The causes ofthe crisis management activities in the field of management may be
caused by inadequate: setting goals, selecting appropriate strategies, financial and
project planning, adapting technical and technological progress, organizational
adjustments, motivational system Companies, functioning control system, and in-
adequate solutions in the uniform and Communications.

The causes of the crisis can be located in certain functional areas such as in the
area of procurement functions in the production of functional areas, sales areas
and within the financial function.

The causes of the crisis may come from the accounting and accounting informa-
tion systems. It is specific, the information causes of the crisis are most often
caused by inappropriate organizers - the manager of the accounting information
system to timely and adequately inform internal users of information, especially
the top and middle management, the relevant indicators of the symptoms and
causes of the crisis.

Crisis in Serbian Companies lasts longer than one and a half decades and it has
its own peculiarities. It is caused by the factors of extemal and internal nature,
which are numerous and specifically manifested. They are more numerous due
to the characteristics and weaknesses of previous economic systematic solutions,
and specific characteristics are due to transition characteristics of our economy
and well-known consequence of the disintegration of former Yugoslavia, and the
impact of current global recession and financial crisis. These specifics are caused
by the significant infiuence of extemal factors of the crisis of our Company.

In the group of external causes ofthe crisis, certainly in the first place is the loss
of markets in our Company, which is due to difficult availability to markets of the

4 Scc further: Sonic R., Crisis management, BGM, Beograd 1996, p. 93 108, and the aniele Malinie S., Ac-
counting informationell support to managing enterprise crisis. Economics topics 6/2002, Faculty of Economics
in Nis, p. 139-153.
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former Yugoslav Republic for Serbian Companies, difficult accessibility to for-
eign market, especially to the market of European Union countries. Furthermore,
the offer of our enterprises is significantly reduced as a result of the consequences
of the war in former Yugoslavia, especially the consequences of the bombing of
a large number of big Companies which had resulted in significant technical and
technological backwardness, and more.

Within the group of internal causes of the crisis of enterprises in Serbia, can be
clearly seen causes that indicate: lack and loss of its own Capital, increasing the
degree of indebtedness, under-use of eapacity, the decline ofbusiness income, the
existenee and growth trend of loss, increase in short-term obligations in relation
to short-term claims, wear and obsolescence of property, which all have reflec-
tions with profitable deterioration of the financial position of our company and
the Serbian economysb.

Recognition and identification of symptoms of the crisis, and disclosurc of rel-
evant causes of the crisis of the company in general, and in our particular condi-
tions, preconditions for the introduction of specific forms of enterprise manage-
ment in crisis.

4. Enterprise Crisis Management

Adequate control activities of management Companies in the ,,normal” conditions
and circumstances of business are prerequisite for successiul implementation of
the mission and goals of the company, or to avoid the crisis. However, the crisis
Companies are sometimes inevitable, and sometimes the result of multiple and
simultaneous causes. Understandably, the company should operate in crisis situa-
tions, but then a management company takes the slightly different characteristics,
characteristics of crisis management.

Crisis management, understood as a process management activity, also takes
place through these five phases - planning, organizing, motivation, control and
communication, but with the basic aim to overcome the crisis and make the com-
pany fit for long-term survival in a competitive market scene.

Crisis management, understood as an institution, means the holders of crisis man-
agement and appropriate experts, who are engaged as agents of Capital, manages
the company in crisis for its sanction. So, crisis management should be under-
stood as ,,a special form of management of the company of the highest priori-
ties, whose task is to avoid or overcome all the processes in the company, which

5 Rankovic J. and Ili¢ G., The Analysis o frehabilitative nadfinancial position ofthe Serbian economy in 200.
Accounting, No. 7/8, p. 6-32.
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would otherwise have been able to threaten substantial or even disable the further
survival of the Company”6.

According to accepted and considered classification of symptoms and causes of
the crisis, the partition in crisis management is accepted: Strategie, operational
and financial crisis management, which can be further divided into crisis manage-
ment for overcoming the crisis of liquidity and crisis management for overcom-
ing the crisis of solvency.

Strategie Crisis Management, from the aspect of prevention, should protect the
existing potentials and prerequisites for the realization of basic economic objec-
tives and the success of the Company that is to notice and remove obstacles in the
way of the future success of Companies. Strategie crisis management generally
has three possible courses of action through a synthesized strategy: withdrawal
(divestiture), consolidation (investment) and restructuring (offensive strategy).
Operational Crisis Management has a duty to eliminate the danger of the crisis of
Company success, the risk for achieving target sales, operating income and profit-
ability of business. This kind of crisis management involves individual and syn-
thesized adequate measures to increase demand, production, sales and revenue
from the sale on one side and measures calculated to decrease costs, adequate
techniques for cost management of the Company.

Financial Crisis Management may refer to short-term deterioration of the finan-
cial position of enterprises and state enterprises and illiquidity in the wrong long-
term property position of the Company or the state of insolvency.

Crisis management for improving the liquidity status of the Company has the task
of appropriate measures to eliminate the causes of the current illiquidity. Finan-
cial measures are taken related to the acceleration of debt collection, planning,
coordinated cash outflow of funds, conversion and / or disposal of certain loans,
possibly obtaining new favorable credits, postponing payments due debts, the
conversion obligations in the Capital.

Crisis management for improving the solvency condition has a duty to the Com-
pany after the crisis of liquidity and / or indebtedness, and the threat ofbankruptey
and disappearance of Companies due to the inability to creditors and shareholders
in general payments; to ensure the preservation of the Company or at least its or-
ganized units (segments). Appropriate measures that Crisis management can take
refer to measures in the process of settlement and rehabilitation. Understandably,
the assumption is that the Company has a certain perspective, the corresponding
potential and possibility of its activation to achieve successful Companies in the
near and distant future.

6 Scni¢ R., again quotation, p. 149.
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Prevention ofthe given and other erisis in Companies is within the scope of work
or regulér activities, entrepreneurial of marked management Companies.

Crisis prevention essentially means the application of appropriate measures and
management activities in order to prevent, not to allow the processes of business
and financial activities that are critical for survival of Companies, which is leading
company to the crisis. Prevention of company crisis gets a special place through
appropriate strategies and instruments that are applied to achieve this and set
a special goal - to prevent the crisis in enterprises.

Overcoming the crisis is related to all measures and crisis management activities
that aim to reorganize the company successfully and continue more successful
business, or forced shutdown through bankruptcy proceedings. There is no doubt
that the advantage, because of the interests of stakeholders, provides repair of
Companies. Repair primarily means making business financial decisions related
to: determining the objectives of reconstruction, selection and implementation
of appropriate strategies, taking appropriate measures to repair the implementa-
tion of programs and repair projects. Depending on which functional area is the
source and what kind of crisis is observcd, appropriate strategies will be selected,
as well as rehabilitation programs, projects and rehabilitation measures, partic-
ularly measures of sanction-oriented measures of success and financial relief,
which requires special accounting and information support.

The crisis in Serbian Companies has its own additional specifics that primarily
corne from the privatization process of social and state enterprises, or originate
from the process oftransition of the economy and the consequences of the impact
of the global economic crisis. Successful enterprises are subjected to the privati-
zation as well as Companies in crisis, but the basic setting is that, for successful
Companies simultaneously are done measures that will result in the prevention
of crisis, and the unsuccessful, the measures for overcoming the crisis of the
company. Both Companies in the privatization process are obliged to develop
a program of privatization, the Capital evaluation and program for restructuring.
Irrcplaceable role in the implementation of the privatization process, particularly
in the development program of privatization and restructuring of Companies has
the supreme and operational management, which in those activities still take on
the characteristics of crisis management. The important role that managers have
is the financial and accounting functions of the company. The importance of their
role stems from the fact of their responsibility for the preparation, use and analy-
sis of accounting statements, and responsibility for the competence of proposed
measures, decisions and activities in the privatization and transformation of en-
terprises in general.
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Thus, preventing and overcoming the enterprises crisis in Serbia in general, espe-
cially in our current economic conditions, assumes the use of basie and special,
control and dispozitive, accounting reports by the management company. Sourc-
es of accounting information support to crisis management in our company, as
well as Companies in general, among others, make the totality of the accounting
information system.

5. Accounting Information System and Accounting Statements in the Crisis
Management

Accounting information system (AIS) can regulate the organization as an inde-
pendent entity (system) or as part of another, broader information system (sub-
system), for example, management information systems, business information
systems and it can be understood as an organizational unit organized with inter-
related and conditioned components necessary for quality and successful imple-
mentation of activities of the accounting functions.

Accounting information, understood as a transmission accounting data and indi-
cators that have meaningful content and form that reports specifically aimed at
serving customers and using them to realize some tasks in the field of manage-
ment and / or business activities of enterprises, by its narrow, accounting and or-
ganizational origin may come from: financial accounting, cost accounting, man-
agement accounting and analytical accounting.

The basic assumption of the use of accounting reports for management, particu-
larly crisis management, their quality is determined by relevance, reliability, un-
derstanding and right timing, which is essentially conditioned by adequate orga-
nization and management of AIS. Crisis Companies require additional attention
in the AIS organization and Compilation of various and numerous accounting
reports that adequately demonstrate pre accounting flows, accounting values and
cash flows of the company.

Understandably, for a given aspect of consideration, of particular importance to
the financial statements are accounting reports intended for management and cri-
sis management firms. Accounting reports intended for management and crisis
management company for business and financial decision-making may be differ-
ent in form, content and purpose of Submission deadlines.7 They may come from
different segments of the AIS - financial accounting, cost accounting, manage-

7 Scc further: Malinie S., Management accounting information as a basis for effective management of the
enterprise, Proceedings of the Symposium Association o f Accountants and Auditors of Serbia XXX, Beograd-
- Zlatibor 1998, p. 143-164.
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ment accounting, Strategie management accounting, competitive accounting and
accounting responsibilities.

Basic accounting reports firom the financial accounting - basic balance sheet,
cash flow report, Consolidated, and specials tax balances, the need for manage-
ment, particularly crisis management, mainly additional preparations and, as the
object of analysis, especially interpreted in Managerial accounting.

Managerial accounting, strategie management accounting, responsibility account-
ing and cost accounting and preparing several other accounting reports intended
for enterprise management, such as a special balance sheet, special strategie ac-
counting report, internal balance sheet, various types of reports on performance
and especially the different types of calculations of cost effectiveness.

All these accounting reports, the aspect of management control activities can have
control, control dispositive and dispositive role. The accounting report based on
information contents really caused flows of the company; mainly have the role of
the control instrument in the assessment to achieve objectives of the company or
planning tasks in general. Accounting reports contain projected, planned devel-
opments of the company value and / or its segments take on the role dispositive
instrument controlling managerial activities.

Finally, the accounting reports which have control role can notice symptoms
of the crisis, which can be tested with a number of other pieces of informa-
tion. Furthermore, the financial statements with the control features - dispositive
instruments, are important source of data and information necessary to identify
the causes of the crisis of the company, and accounting reports, particularly the
basic and special balances, with the dominant dispositive directing information
content; information may be eligible as dispositive instruments and indispensable
information for overcoming the crisis of the company.

Generally, schematic representation of the relationship between the type of crisis,
Companies and sources of accounting information support to crisis management
is given to the following scheme:
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Understandably, overcoming the crisis of the company means taking on the basis
of this synthesized displayed accounting reports, a whole rédnge of systematic
control (control-dispositive) analysis procedures and measures depending on the
type of crisis, the origin of the crisis areas - extemal and / or internal, in one or
more functional areas-and other factors, with the aim of revealing the symptoms
and causes of the crisis of the company primarily for overcoming the crisis or
permanent repair of Companies.

Conclusion

The global recession and financial crisis further complicated and the increasein
the current economic difificulties in Serbia, which encourages and strengthens our
economy crisis and the crisis of our company. Company Crisis management in
our economic conditions takes some specifics in terms of symptoms and causes,
and in terms of overcoming the crisis and the reconstruction of our company.

Accounting information system receives an additional, specific role and impor-
tance in the period of the company crisis. The particularity is refiected in the fact
that accounting reports with the relevant information content take on the role
of control and / or dispositive instruments in company crisis management, par-
ticularly a crisis of success and financial crisis. In addition to other information
sources, they should provide, in part or in whole, recognizing the symptoms and
causes of the crisis, the type of crisis and, in particular, preventing and overcom-
ing company crisis.

Crisis management is a particular form of enterprise management with the aim of
eliminating the causes of the crisis, and overcoming the company crisis through
the process ofrehabilitation. Rehabilitation measures include bringing more busi-
ness and financial decisions calculated to prevent and overcome the crisis of the
company, not its liquidation. Accounting reports from the financial accounting,
particularly accounting reports with dispositive character from management ac-
counting, Strategie management accounting and accounting responsibilities, have
the irreplaceable role of information in it.

The symptoms and causes of the crisis enterprises in Serbia have their own spe-
cific characteristics, which puts additional duties or crisis management in our
environment, especially in the transitional changes and reconstruction of our big
Companies.
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Abstract

Current world economic crisis has additional adverse impact on the crisis in Serbian economics and
enterprises. Generally, enterprise crisis can be understood as a process in the time in which entire
realization of enterprise purpose and objects is jeopardized in an unplanned, unwanted, however
sometimes inevitable manner. In the relevant literature, starting from the symptoms of the crisis, an
option about classification on liquidity crisis, crisis of success or ability to eam and Strategie crisis
dominates. Causes of the crisis can be numerous and diverse. They can be manifested as specific
factors which lead to crisis arrival. They are grouped most often as internal and extemal causes of
crisis.
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DRAGANA MARKOYIC, SRDAN FURTULA

Results Achieved in Meeting Convergence Criteria in
Serbia as a Necessary Condition for Joining EMU

Introduction

When we speak ofthe necessity of integrating Serbia into the European Economic

and Monetary Union, as an important prerequisite prosperous development of the

economy, the question does not concem the justification of its accession. Serbian

accession to the European economic and monetary union imposes itself as the basic

purpose and necessity. Adoption of dccisions on intcgration of our monetary system

in the European Monetary Union demands investigation into at least two directions:

firstly, it is necessary to conduct a comprehensive and objective analysis of the state

of our economy by all key paramcters provided by Maastricht Treaty, and secondly,

it is necessary to determine advantages and disadvantages of monetary integration.

This work is dedicated to the achieved level of convergence criteria in Serbia in

order to grade the achieved degree of harmonization with the EMU.

The monetary union is characterized by six elements:

1 single monetary policy conducted by an independent ECB,

1 Eurosystem consisting of the ECB and the NCB ofthe Member States,

1 the single currency euro and the elimination of margins in determining parity
between national currencies of Member States,

* the free circulation of Capital,

* integration of banking and financial markets.
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Establishing the European Monetary Union, whose primary institution makes an

independent central bank with a single monetary policy and currency, reached

a higher level of macroeconomic stability and increased the degree of financial

market integration and the EU member states.

The Maastricht agreement, signed on 7th February 1992, proposed the introduc-

tion of the an European Monetary Union in three steps, with respect to two basic

principles. The first principle implies gradualism and gradual process of transi-
tion towards monetary unification. Placing principles gradualism aimed to create
opportunities for a gradual adjustment of key economic parameters in the process
of connecting member countries of the European Union to the European Mon-
etary Union. Considering the existence of a significant difference in the level of
economic development, the basic objectives of economic policy, and thus a dif-
ference in the objectives of monetary policy of the future member countries, prin-
ciple gradualism proved to be the best solution. The second principle is focused

o1 meeting the convergence criteria with the aim of reducing the sustainable dif-

ference between the present EU member states. The question is asked why the

meeting of convergence criteria is requested.

1. Differences in the objectives of monetary policy:

1 reduce inflation,

1 increase employment.

2. Differences in key economic parameters:

1 inflation rate,

1 volume of public spending,

1 interest rates (large gains or losses),

* exchange rates.

The process of convergence is described in detail in the Agreement. The Agree-

ment includes basic «convergence criteria» [1, p. 213]. They consist ofthe follow-

ing conditions to be met before countries join the European Monetary Union:

1. The inflation rate must not be higher than 1.5% of the average inflationary rate
of the three lowest states in the group of candidates;

2. Long-term interest rate must not be higher than the average of 2% which was
recorded in three countries with the lowest inflation rate;

3. The potential members must accept the exchange rate mechanism (ERM) of
the European Monetary System two years before entering the union should not
make devaluation of currencies;

4. The budget deficit can not be greater than 3% of GDP (if this is the case, the
deficit should fall continuously to close at a rate of 3%) or on the other hand, if
the deviation from the reference values (3%) is extremely temporal, and to still
remains close enough to the reference value;

5. Public debt should not exceed 60% of GDP (if so, it should significantly reduce
debt and be closer to the reference values (60%) of the appropriate pace.

Experience of countries that joined the European Monetary Union, show that



Results Achieved in Meeting Convergence Criteria in Serbia as a Necessary Condition... 175

a large number of current members had many problems in meeting the conver-
gence criteria. The biggest problem for most countries was the fulfillment of con-
ditions that affect the budget deficit and public debt. Reasons should be sought in
the way of covering the budget deficit. Candidate countries for EU budget deficit
usually cover from real fiscal revenues - taxes, which directly affects the level
of living Standards of the population and that can cause severe social upheav-
als. Also, reduction of budget deficit to a level of about 3% of GDP, includes
measures of savings, which directly refiects the fiexibility and efficiency of fiscal
policy and employment opportunities.

Serbia in transition to join the EU has made significant changes in the sphere of
legislation which has achieved a significant level of harmonization with Europe-
an Union legislation. The question is what results Serbia has achieved in filfilling
the criteria of convergence, as well as the compulsory requirements to join the
European Monetary Union.

1. Achieved Level of Convergence Criteria in Serbia

The fact that the fulfillment of all five criteria of convergence of minimum require-
ment that the country could access the Monetary Union, talks about their equal
importance. However, it is not a coincidence that the requirement for achieving
the inflation rate, which can not be higher than 1.5% of the average infiationary
rate of the three lowest states in the group of candidates, listed under the ordinal
number one. The European Monetary Union as its priority goal to price stability.
This is the main and only objective of monetary policy of the European Central
Bank. The realization of other objectives such as reducing unemployment, in-
creasing economic growth rates, growth of wages and equilibrium in balance of
payments, is of second-rate importance. ECB has no Obligation to its monetary
policy instruments defined in the direction of realization of these goals. Their
achievcment is possible only if time is not compromised of the basic objective -
price stability.

The insistence on price stability is the result ofthe fact that the ECB was designed
on the principles by which Bundesbank it functioned. Also, the attitudes of classi-
cal monetarism, the neutrality of money on real income and employment level in
the long run have a dominant influence on ECB policy. In the long term, because
changes in money supply, the central bank can not influence the rate of economic
growth. Experiences of countries with high rates of inflation have shown that it
is in direct correlation with the high rate of monetary growth. On the other hand,
extensive theoretical and empirical research confirms the correctness of the Posi-
tion that price stability in the long run creates conditions for increasing the rate
of economic growth and employment. Price stability affects the reduction of un-
certainty in making business decisions, precludes the need for hedging activities,
stabilizing interest rates and reduces the risk of inflation, which directly afifect
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the improvement of investment conditions, their growth and increase employ-
ment. Price stability affects the growth of savings, which is an important factor
in increasing investment.

Price stability contributes to attracting foreign investors and is of paramount im-
portance for the economy of the country that does not have its own accumulation.
All told indicates that if the central bank and its monetary policy provide price
stability it indirectly creates the conditions for achieving other macroeconomic
goals.

In the purpose of fulfilling the convergence criteria relating to achievement given
the rate of inflation, the National Bank of Serbia in Article 3 Law on the National
Bank of Serbia, as the primary goal of achieving and maintaining defincd price
stability. Thanks to the measures of monetary policy, inflation of 17.7% in 2005,
reduced to 6.6% in 2006, and at the end of 2009 - it will amount to 7.5%. Figure
1shows inflation projection for 2010 and 2011.

Figure 1 Inflation projection

Inflation projection
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How restrictive monetary policy of the NBS starting from 2000 contributed to
lowering inflation and to what extent is now closer to a given price increase be-
tween 2-3% as it was in the EMU, can be seen from the comparative examination
inflation in the EU, EMU and Serbia.
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Tablc 1. The Inflation raie| in HU, EMU and Serbia in %

&
3 0z gz Moz 858 ¥ 4 7 9
A & & & & & & & & &

EMU . 1.9 2.2 2.1 2.0 2.0 2.2 2.2 2.3 2.2 0.5
countries
EMU . 2.1 2.2 2.1 2.0 2.0 2.2 2.2 2.1 1.6 -0.1
countries
Serbia 1119 40.7 14.8 7.8 3.7 177 6.6 54 10.1 5.2

Sourcc: Eurostat and NBS.

Maintenance of core inflation within thc projected influenced the decision to
reducc the NBS key policy rate by 18% in 2006 to 9.5% in 2007. In 2008 it
increased again to 17.75%, in ordcr to mitigale inflationary pressures. In 2009
reference interest rate was reduccd to 10%. The National Bank of Serbia conducts
auctions in No-Limit thc amount two timcs a week. Due to such ways of conduct-
ing monetary policy, the NBS was transferred to thc regime of inflation targeting.
The main instrument of monetary policy, aimed at achieving a rclativcly low and
dcclining core inflation, the two-week repo rate which is defined solely on the
Monetary Policy Committee meetings, which maintains the pre-famous calen-
dar. Policy of lowcring the reference interest rate of the National Bank of Serbia
shows intention of harmonization with the ECB monetary policy. It is expected
that these measures lead to a fall in interbank interest rates and financial markets
and interest rates on bank loans and thus affect lowering thc cost of financing.

Figure 2. Moving the reference interest rate and real exchange rate
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Although there was a decrease in the reference interest rate, which is in accor-
dance with the intention of equalizing interest rates in the European countries, the
high level of liquidity in the banks causes a permanent increase in the purchase of
securities by banks and reduction of the real sector loans.

Figure 3. Moving interest rates of NBS
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Given the decline in the level of lending of the real sector by sector banks in
2009, which is among other systemic factors affect the reduction of all forms of
demand and especially investment. the govemment adopted a package of mea-
sures to encourage credit lending of the real sector. Direct interest rate subsidized
by the govemment reduced the financing costs on the condition that users keep
their loans current number of employees. Subsidized interest rates apply to loans
intended for the purchase of domestic products. In order to encourage credit ac-
tivity of banks, the National Bank of Serbia is the institution for calculation of
reserve deposits intended to exelude loans that banks approve Companies for in-
vestment and population for the purchase of durable goods produced in Serbia.
The above measures are aimed not only at mitigating the degree of restrictiveness
of monetary policy, but also at preventing absurdity of keeping inflation within
the planned fall in terms of economic activity and widespread economic insol-
vency. Considering that, it makes sense to ask a question whether the Central
Bank has implemented too sharp restictive monetary policy to price stability, if
it is known that the greatest impact on inflation in Serbia has increased prices of
products which are under state control.
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Figure 4. Quarterly growth rates of lending
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If we start from the fact that countries in transition have time limit of ten years to
achieve convergence criteria, the pace at which Serbia realizes lowering inflation
can be regarded as satisfactory. Although the reduction of annual inflation rate can
be accepted as satisfactory, core inflation is still quite high. Core inflation is equal to
the increase in retail prices - energy, basic food and agricultural products, housing
Utilities, drugs, tobacco, public transportation, TV subscription, social protection
and insurance. The Monetary Policy Committee wamed of the effects of increasing
energy prices, particularly oil. To keep inflation in the planned act, it is necessary
to prevent the growth of public spending as well as the adjustment of real wage
growth to productivity growth. Unlike previous years when real wages in the pub-
lic sector had a tendency of growth, in 2009 personal incomes were frozen in the
public sector. This eliminated the negative impact on inflation.

When we speak about the reduction of growth of public spending the fact of elec-
tion the way to achieve it is not insignificant. The latest government proposals to
achieve reduction ofpublic spending by freezing the salaries in the budget sector,
it is not solution good enough. It is not good because it is a personal income of
employees in institutions that are crucial for the current (health, judiciary, po-
lice, anny), and especially the future functioning of society (education, science,
culture). Public demand reduction could be achieved with fewer adverse effects,
rcducing the number of employees in public administration and in particular re-
ducing the scope of Privileges of employees in public administration, governing
boards of public Companies. The growth of personal consumption in previous
years to a great extent was generated by increasing the volume of cash loans of
banks. Every third employee in Serbia in 2007 used cash loans that were 37% of
total loans.
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Figure 5. The structure of retail loans
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Cash loans with a duration longer than one year have negative effects on price
stability. The 2007 faster growth in retail loans of savings in this sector was re-
corded, which was an extremely negative tendency.

Seen in the long term, the growth of personal spending, especially based on con-
sumer credit and rising personal incomes above productivity, has led to price
instability and the reduction of real resources to finance investment in the long
term, and thus has decreased the rate of economic growth. These were the reasons
for the restriction of cash loans in 2008 as a term of two years.
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In the short term, this movement of domestic aggregate demand, with the in-
crease in exports were the mam generators of economic growth in 2006 and the
first half of 2007. Since late 2007 and especially in 2008 there has been a drastic
fall in especially private investment demand, as well as debt reduction credit the
real scctor and the National Bank of Serbia adopted in 2009 package of measures
to encourage credit activity of banks. In order to mitigate the degree of restric-
tiveness of monetary policy in February 2009, NBS has adopted measures aimed
at encouraging banks credit activities. Loans approved Companies for investment
and population for the purchase of durable goods produced in Serbia are ex~
empted from the base for required reserve. AU these measures have had a result
in a significant drop in inflation since the beginning of transition until today.

Figure 7. Projection of in the short term inflation

Short-term Inflation projection
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Realization of the other convergence criteria, which refers to achieving a given

level of long-term interest rates is a big challenge for monetary authorities and

the monetary policy of the NBS. Although the reduction in interest rates directly

depending on the pace at which the rate of inflation lowers, it is necessary to

achieve a number of other conditions essential to achieve the desired level of

interest rates. The basic condition is certainly creating a healthy competition bc-

tween banks. It was achieved through the measures of central banks that have

resulted in:

1 closure of insolvent and pyramid banks which constituted 66% of the banking
sector,

1 privatization of state-owned banks,

1 creating conditions for attracting foreign banks,

1 strengthening the financial markets.

The first significant result of the measures of he central bank is a positive change

in the ownership structurc of banks. At the end of 2008, the banking sector in

Serbia had a total of 34 banks. The largest number of banks operating in the terri-
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tory of Serbia are the banks in majority-owned by foreign shareholdcrs - total of
20. The majority ownership of domestie natural and legal persons is 6, and only
8 banks in majority ownership of the Republic of Serbia. Change of ownership
structure reflect the change in their participation in the balance sheet amount of
the banking sector. The participation of banks in majority ownership of foreign
persons is 78.4%, the bank with privately owned domestie entities participate in
6.6% and state-owned banks participate with 15.0%.

Figure 8. Ownership structure of financial sector
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Abolition of insolvent banks and merging of the banking sector has rcsulted in
a significant inerease in the participation of banks with a greater balance amounts
which created conditions for lowering interest rates. Results enlarging process
ean be seen from the data given in Table 2.



Table 2. Participation of banks grouped according to the balance sheet amount [4, p .4]
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The data in the table show that the biggest change occurred in banks with balance
amount of over 100 billion. Participation of banks with the balance amount of
15.4% in 2005, increased to 46.1% in 2008. From one bank in 2005 that number
had risen to five in 2008.

Rcstrictive monetary policy in recent years resulted in a significant dccreasc in
inflation and stabilizing the financial sector. This had a direct rcflcction on the
return of confidence in the banking sector, whieh last year affccted the growth
levcl ofdeposits in banks. Growth of total deposit potential in the first quarter of
2007 amounted to 50.6 billion din. or 7.6%, of which forcign currency deposits
increased by 9.1% and 4.7% RSD. Observed by sectors, most deposits have in-
creased by 11.8%.

Figure 9. Moving non-bank sector deposits in banks
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The growth of deposits, merging banks and intensifying eompetition, have influ-
enced the reduction in interest rates, but they are still well above the interest in
EMU countries and countries in the region. Thus, for example, in the first half of
2007 the unconditional interest on loans rdnge from 11.3% up to 30% annually,
while in the surrounding countries such as Croatia. Butgaria and Romania the
average amount is 6.46%. These data show that the interest rate in Serbia is still
the highest in Europe.

In the 2008 and 2009, the movement of interest rates was conditioned by the
financial global crisis, while the moving of average rate on loans between banks
from 2005 to 2007 is shown in Figure 9.
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Figure 10. Active and passive interest rates of commercial banks
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Still high interest rates in Serbia, despite the growth of deposits in banks can be

explained by:

- High level of domestic demand;

- Relatively high fixed costs of banks. The amount of fixed costs significantly

affect a large number of reports that the banks are obliged to submit to the NBS.

After six years of transition and reaching the level of development of the banking

sector there is an urgent need for revision of the entire framework of the NBS.

First of all, there is the need to report the number of banks that are obliged to sub-

mit the NBS certain information. Regulation and supervision of the NBS should

be limited solely to the monitoring of liquidity and solvency ofbanks. This would
create conditions for increasing the degree of autonomy of banks in assessing the

degree of business risk, which is in accordance with the Basel 2 Standards [5,

p. 37]. Reducing the cost of reporting will affect the correction of active interest

rates down and increase rates on deposits;

- The frequent absence of adequate assessment of the credit bonity of customer

loans: bank knowingly make mistakes, as a response to the presence of increasing

competition in the market of banking services. On the other hand, in order to as-
sure the possible risks of retuming the loan, the bank increased interest rates;

- The fact that the banks are still the main source of extemal funding sources,

despite the existence of Capital markets and efforts to develop it as quickly as

possible: if we observe the traffic on the Beigrade Stock Exchange in 2006 and
the first half of 2007 following conclusions can be made:

1 Total number of transactions for the first six months in 2007 was 28,923 higher
than the number of transactions for the twelve months in 2006. If we compare
the value of transactions conducted it in 2006 it has increased by 3,222,684,555
dinars, which is the minimum difference with respect to the time interval of
observation. [7, p. 1];
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* subject to trading the bonds of Serbia and the smali number of shares of the
company.

1 emergence of the global financial crisis influence on the withdrawal of foreign
investors from the Capital market, so to affect the reduction in the volume of
trading.

Further development of Capital markets largely depends on the state, which
should help the broadcast and sale of shares or bonds of public Companies, and
municipal bonds of municipalities and cities. This would contribute to deepcning
the domestic capital market and impact on attracting a larger number of foreign
investors.
Although banks still have a dominant role in raising the net financial surplus ac-
cumulation, in recent years a positive tendency of a number of other financial in-
termediaries appearing has been present insurance and leasing Companies, private
pension funds and investment fiinds. This will lead to intensifying competition in
the market of financial resources and will inevitably affect the further lowering of
active interest rates on bank loans.
The third convergence criterion refers to the requirement that a country, the future
member of EMU, can not make the national currency devaluation rate of at least
two years before joining the monetary union. The National Bank of Serbia shall
take measures that will result in the formation of the dinar exchange rate solely
on market principles. Its main goal in the sphere of foreign policy comes down to
creating the conditions that formed the basis of course supply and demand of for-
eign exchange between banks in the interbank foreign exchange market (FEM)
or outside of FEM. Therefore, its presence in the foreign exchange market is re-
duced to a minimum. It intervenes only if necessary to eliminate the higher daily
rate fluctuations. With the same goal are the efforts of central banks to exchange
operations fully transferred to the Bank, by gradually reducing commissions paid
exchange offices.
In one part of the public present expert opinion is that the dinar exchange rate
is unrealistically high in relation to the euro. Its level is conditioned by a wide
range of euros due to foreign inflows of funds based on privatization, as well as
higher interest rates in Serbia in relation to the environment until the outbreak of
the global financial crisis. The Central Bank does not want to affect the amount
of foreign exchange rate, buying foreign currency, because it would thereby in-
crease the level of amounts of money in circulation which would be reflected in
the increase in demand and inflation. The result of this policy is a great deepening
foreign exchange markets between commercial banks, especially in the last quar-
ter of 2006 and the first half of 2007. Large transactions between banks indicate
that the exchange rate, since it is freely formed on the basis of supply and demand
of foreign exchange is real. Since February 2009 the National Bank of Serbia has
not intervened in the foreign exchange market.
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Figure 11. The participation of banks and the NBS in the crcation of the dinar
cxchangc rate
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Changing role of the exchange rate, which becomes an indicator rather than an
instrument of monetary policy, also was conducted with the aim of harmoni/ing
with the policy of the ECB. Reduced presence of the central bank in the foreign
exchange market is aimed at strengthening and inereasing the efficiency of the
basie instrument of monetary policy - a reference interest rate. Contribution of
the NBS on FF.M starting from 2003 was signiticantly reduced to from 69% in
2003 to 14% in 2006. The last meeting of the interbank foreign exchange market
was organi/ed on Ith June 2007, and since then the exchange rate has been es-
tablished on the basis of direct trading between banks. Such ways of conducting
monetary policy, the NBS was transferred to the regime of inflation targeting.
Moving to a new system of rare intervention in the FEM, the central bank imple-
mented only when necessary to prevent major daily exchange rate fluctuations,
in the case of any threat to financial and price stability, or security needs ofa safc
level of foreign reserves.

Ifwe observe the movement of the height rate of the dinar to the euro we may notice
starting from 2005 until the first half of 2007 its relative stabilization. Unfavorablc
balance of payments developments, political instability and psychological factors has
an affect on the foreign exchange rat fluctuations. Negative psychological effeets are
the result of negative trends inherited from the past, and manifested in the withdrawal
of foreign savings and inereasing demand for foreign currency in terms of increased
risk and crisis. As a result, the end 0 f2008, during the global financial crisis, the nega-
tive impacts of exchange rate movements had a domino effect, leading to a weaken-
ing dinars for more than 30%. If we exclude the effects of the global financial crisis,
it can be concluded that the exchange rate in Serbia has not fluctuated significantly,
and given that Serbia did not make devaluation of the dinar, is fulfilled the exchange
rate criteria of Maastricht.
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Since the beginning of the transition process in 2000, the budget deficit was con-
tinuously reduced by the volume of public spending. The state of public revenues
and expenditures and their participation in the GDP is shown in Figure 12.

Figure 12. Budget deficit of RS
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Consolidated deficit in 2008, according to the methodology of the IMF, amounted
to about 2.5% of GDR In the second half of 2008 there was an increasing expan-
siveness of fiscal policy, which resulted in the emergence of deficit. The increase
in the deficit, in addition to the growth of social welfare, influenced and slowed
economic activity and foreign trade and the global financial crisis. In 2009 budget
took development character with increase a participation of intervention in the
economy and reduce a spending budget users. The amount of the project budget
deficit for 2010 was influenced by the recession movement in the world economy.
In agreement with the mission of the IMF the budget deficit from 4.5% in 2009,
must not be greater than 4% of GDP in 2010 or roughly 100 billion dinars, which
is below the average budget deficit in the EMU, which is 5.9%. The amount of
budget deficit, in 2009 was, influenced by a reduction in GDP by 3%, while in
2010 expected increase in GDP of 1.5%.
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Figure 13. Public debt of RS
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In addition to the successful reduction of inflation and reducing interest rates Ser-
bia has managed to achieve the fifth convergence criterion, related to the amount
of public debt ( see Figure 13). Public debt in 2009 is about 9.5 billion euros, of
which 5 billion is related to extemal debt and 4.5 billion euros on internal debt.
The total GDP is 30 billion, and is easy to conclude that the overall public debt is
below 30% of Serbian GDP, i.e. that satisfied the fifth convcrgence criteria. What
is worrying is the fact that Serbia only in 2009 commissioned for more than a
billion euros, but the cncouraging fact is that most of the charges due to the NBS
foreign exchange reserves, which amounted to about 9.5 billion euros, which
guarantced macroeconomic stability.

Conclusion

The analysis of the results achieved in the proccss of transformation of the bank-
ing and overall financial system in Serbia showed that it reached a significant level
of harmonization with the Maastricht convergence criteria defined by Agreement.
Scctor banks was the largest generator of economic growth in Serbia on the basis
of domestic deposits. Although the changes in ownership structure of banks and
other financial intermediaries resulted in reducing the rate of inflation, interest
rates and market formation of exchange rate, and changed the role and behavior
of the state led to the reduction of budget deficit and the extent of its indebted-
ness, it is only the beginning but no end of restructuring. NBS has already done a
lot of that and uses the same instruments and the objectives like monetary policy
of ECB, but finer tuning of the NBS monetary policy with the policy of the ECB
will be in future. Although the results achieved in meeting the Maastricht conver-
gence criteria in Serbia are positive and nominally achieve convergence criteria,
it is the first and easier phase in the process of joining the EU and EMU. The
second phase, which is difficult to achieve, is the real convergence. It includes
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the harmonization of labor market, regulation of foreign direct investment, fiscal
policy, ie. includes proper transformation and homogenization of the real sphere
of economy.

Abstract

This paper deals with achieved convergence criteria according to the Maastricht agreement. Key
Parameters were analyzed: the rate of inflation, long interest rate, currency, country’s debt rate,
budget deficit. The analysis showed that transitional process of Serbian economy could be posi-
tively evaluated. Restrictive monetary policy obtained the following results: reduction of the rate of
inflation, reduction of interest rates, reduction of budget deficit, market criteria influence exchange
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JERZY MIKULOWSKI POMORSKI

A dispute over the Existence of the Intelligentsia

Introduction

The intelligentsia is a specific social phenomenon. Here, | am not using a very
precise definition because sometimes it is presented as a dass, sometimes as
a circle and, last but not the least, as a social group.

Individual nature of this creation results from its impermanence and dissimilarity
of its indications, appearing in various countries and different times. It means its
indications are variant, infiuenced by specific social conditions.

The intelligentsia is known to be characterized by higher than average education.
Its members share a beliefof their social dissimilarity and a sense of mission they
have to fulfill in a society.

Since in a well-organized society well-educated people should professionally
perform tasks matching their qualifications, the awareness that the society, for
its own well-functioning, requires people with mission, proves the society’s dis-
ability or special challenges it is facing at that time. Hence, in the name of the
nation’s success and confirmation of the level of being civilized reached by the
very nation, it happens quite often that when the intelligentsia exists, its twilight
is foreshadowcd, thus leading to its early end. Ludwik Haas will write: The intel-
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ligentsia ,, a word used to mark a social community, functioning in the countries
with belated development of capitalism”1

And thus, in Poland, which is a specific bastion of the Central European intel-
ligentsia, soon after the transformation process started, “Wprost”2magazine an-
nounced its end, and a few years later Ryszard Legutko demonstrated the argu-
ments for its inevitability.

The intelligentsia is disappearing due to:

1 regaining sovereignty. Therefore, there is no demand for a group of special
teachers.

1 anew society which is going to become more individualistic; along with this
process most of collective ideas as well as responsibilities will collapse

1 afree market system which will make the intellectuals an occupational category,
similar to other groups

1 processes of homogenization of the world which will result with Poland
conforming to other countries3

Soon, these opinions were confirmed by another Wprost publicist, Bronistaw
Wildstein. However, shortly after that Law and Justice (PiS), a political party
both authors associate themselves with and which Wprost supported, announced
it represented the best, because originating from Zoliborz (Zoliborz being one
of the northem boroughs of Warsaw), fraction of the Polish intelligentsia. This
group was facing a huge national task - building foundations for the Fourth Pol-
ish Republic. What’s important, the authors who had previously foretold its fali,
did not protest against it. Spcaking not only on his own behalf but also reflecting
the views of his political party (PiS), the President ofthe Polish Parliament of that
time (atrained sociologist) introduced an insulting term: wyksztatciuchy4, which,
as it later tumed out, applied only to the part of the intelligentsia which usurped
their position, not the real one.

However, it can’t be argued that the intelligentsia has become a subject of a po-
litical game only because the political party first advocated its sudden death and
then resuscitation.

Being an intellectual is flattering, which, in the course of developing individual-
ism and, connected with it, narcissism, becomes more and more important.

1L. Haas, Pokolenia inteligencjipolskiej, Mazowiecka Wyzsza Szkota Humanistyczno-Pedagogiczna w £owi-
czu, Lowicz 1997, p. 87.

2, Wprost” 1998.

3R. Legutko, O lak zwanym koricu inteligencji [front:] Inteligencja. Tradycja i nowe czasy, cd. by H. Kowalska,
Wydawnictwo Uniwersytetu Jagielloiskiego, Krakéw 2001, p. 33-39.

4A contemptuous term, originaily used by Aleksandr Solzhcnitsyn - in Russian it is called “inteligencziestwo”.
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Needless to say, being an intellectual is desirable and stylish, it constitutes a spe-
cial brand in both public life as well as politics. However, not many people share
this view, believing that Contemporary intellectuals are in fact romantic losers
who are modeled after Socrates, whose destiny was a suicide.

Hardly had the end of the intelligentsia been announced when the voices for its
further existence appeared.

It is said the intelligentsia should vanish. However, its existence is vital for an
accomplishment of important social aims.

A demand for the intelligentsia is a kind of a proof that civilization processes
which were supposed to lead to its disappearance and start the phenomenon of
professionalization, have slumped.

Also, such a demand for the intelligentsia is reported by the leaders of the coun-
tries that have never experienced it.

Nowadays, such voices can be heard in Ukraine and, what’s really interesting, in
Kazakhstan, where the President Nursultan Nazarbayev is calling for a formation
of a group called pasjonaci, who will give some meaning to the social changes
and the nation’s identitys

Nevertheless, some critical analysts of the problem perceive the intelligentsia
only in few selected types.

In the middle of the seventies last Century Aleksander Gella distinguished seven
basic types of the intelligentsia.

1 The historical classical intelligentsia of Russia and Poland.

. The social groups during the interwar period in Hungary and Czechoslovakia.

3. A part of the better-educated and humanistically-oriented middle dass of the
West together with Professional intellectuals.

4. The intelligentsia working in the socialist countries.

5. The educated strata in new African and Asian nations which compete with the
native bourgeoisie for national leadership.

6. Groups of dissident and, in part, revolutionary intelligentsia which during the
last 20 years, have begun to appear in the affluent societies.

7. The small groups of dissidents in the Soviet Union and Eastem Europe which
resemble the classical intelligentsia of the nineteenth Centurys.

N

It seems that as for Contemporary time it was an incomplete catalogue. However,
the direction for further research was well-defined.

5A fragment of a speech by President of Kazakhstan Nursultan Nazarbayev in the Assembly of Nations of
Kazakhstanin April, 1997.

6A. Gclla, The Intelligentsia and the Intellectuals, Sage, Beverly Hills 1976, p. 23.
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1. The Intelligentsia is Something More than Educated People

Undoubtedly, the demand for well-educated people present in social structures
results from the openness and dynamics of the society. An American sociologist
Don Martindale reminds us that the absorption of people educated by the system
expresses the demand for innovativeness?.

What happens with them when the absorption does not happen? Then, they enter
the intelligentsia, an educated group which is not taken advantage of by the sys-
tem. It is a community, which, all by itself, is looking for a place in a social life,
thus completing the existing gaps or attempting to transform the system.

The intelligentsia occurs in the societies experiencing Stagnation: ossification of
norms and rules of behavior. Such a society requires a change. Well-informed
people who are curious about the world around and bored with monotony, people
who are Creative and, therefore, willing to offer a change are needed as destruc-
tors of the old order and creators of a new one. A strong factor contributing to
a change is strengthening of this innovative passion through knowledge and the
ability to use it. If it fails to happen, educated people may be rejected by the sys-
tem.

A Norwegian scientist, Stein Rokkan8 paid particular attention to the intelligen-
tsia of educated Norwegians in the 19t Century. Then, the country belonged to
Sweden and educated Norwegians were excluded from Swedish plutocracy. Also,
at that time, Bolestaw Prus was writing about hyperproduction of the intelligen-

A classic example of creating unnecessary people in the pre-revolutionary France
is given by Alexis de Tocqueville9.

Contemporary arguments over the existence of the intelligentsia must take into
account the fact that a number of well-educated people, who do not have suitable
conditions for their fuli absorption in a social system, still remains.

7D. Martindale. The Sociology ofIntellectual Creativity [in:] The Mythymakers. Inlellecluals and the Intelligen-
tsia in Perspective, ed. by R. P. Mohan, New York: Greenwood Press 1987.

‘See Rokkan Stein, a lecture on European Party System, London School of Economics 1974.

9A. de Tocqueville, J. Bonner, The old Regime and the Revolution, Harpcr and Brothers Publishers Frankin
Square, New York 1856, p. 197-200.
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2. Notion Problems

A debate over the intelligentsia faees difficulties resulting frotn the lack of its
recognized definition.

Aleksander Gella focuses on three approaches in defining the intelligentsia:

1 the first one relating to the function of this social Stratum

1 the second one relating to the individual features of its members

1 the third one relating to the historical events accompanying its existence

A functional definition describes the intellectuals as persons who participate in
creating, distributing or managing cultural goods. An attributive definition identi-
fies the intellectuals according to the level of education, profession, income and
social relations. A historical definition treats the intelligentsia as a unique phe-
nomenon which happened at a given time and placeld

Joanna Kurczewska (1998) lists possible definitions:

* acommunity of people who are highly intellectual, artistic or who share moral
values;

1 a community of peoplc who are professionally engaged into artistic work or
headwork;

1 a community of people who base their existence on headwork and, as a result
of their performance, find themselves in a particular place of social structure
and perform certain functions in both the society and the country;

1 a community which is favoured due to a particular type of an axiological
orientation resulting from intellectual competence.

All these approaches relate to Karol Libelt’sllconceptualization. He was the first
one who, in the notion of the intelligentsia, included everyone who, after having
received a thorough background, led (the nation, the people) due to their higher
education12

This phenomenon can be perceived in a different manner, using the concept of
habitus - a sum of accepted, quite often subconsciously, certain assumptions.
Therefore, it will allow us to distinguish their characteristic features. The fiirther
it is analyzed, the more the intelligentsia of a particular country, in this case Po-
land, is characterized.

DA. Gella, A Structural Definition ofthe Intelligentsia Against the Background of Three Historical Periods.
[in:] The Mythymakers. Intellectuals and the Intelligentsia in Perspective, ed. by R. P. Mohan, Greenwood
Press, New York 1987, p. 23.

1 K. Libelt, O mitosci ojczyzny. Rok 1844 pod wzgledem o$wiaty, przemystu i wypadkéw czasowych, Poznan.
1844, p 53.

2J. Kurczewska, Inteligencja [in:] Encyklopedia socjologii, Vol. 1, Oficyna Naukowa, Warszawa 1998,
p. 337-43.
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Adam BartoszekBdistinguishes among the following typological elements ofthis
habitus:

reeognizing education as an essential life value and perceiving the need for
self-education as a basie feature of an intellectual;

aspiring for a cultural and social promotion; aiming at higher education and
Creative work, enabling intellectual self-realization, promotion and Professional
prestige;

a domination of dignity attitudes over the pragmatic ones, advancement of
values higher than the material benefits, rejection of enrichment at the expense
of violating moral values or friendship as the example of ruthless materialism
and business-like egoism;

an acknowledgement that culture and cultural aspirations are the main values
the intelligentsia orientates on;

an attachment to behavior and symbols manifesting the Support of the Standards
belonging to the circle of higher artistic culture, conscious resistance against
the expansion of mass culture;

a creation of exclusive social groups and ideological circles, referring to the
achievement of intellectual elites; the concentration of a social activity on ideas
and works advocated by intellectual and moral authorities;

a sense of mission or vocation connected with conveying thesc Standards
to other groups and younger generations; an aspiration to be an authority or
a moral guide for one’s charges or subordinates;

sensitivity towards human injustice and the indigence of socially disadvantaged
strata, being manifested by public-spirited activity or the imperative of charity
work; organizational activity being expressed by establishment of associations
and organizations aiming at supporting social progress.

Ludwik Haas also provides with another example of such an approach:

a concem about freedom and independence of the home country, sensitivity
towards existing threats and readiness to sacrifice in order to improve the
chances of development of the home country.

The intelligentsia can also be described as:

the people, whose basie but not necessarily a sole source of income, was
payment for qualified brain work, performed both for one’s own account as
well as mercenarily;

a gathering of different non-formalized but specific circles - social groups
good manners were the characteristic feature of affiliation to such circles. The
affiliation is connected with a sense of bettemess;

BA. Bartoszek, Habitus polskiej inteligencji w spoteczenstwach realnego socjalizmu i rynkowej transformacji
[in:] Inteligencja miedzy tradycja a wyzwaniem wspoétczesnosci, cd. by: J. Mikutowski Pomorski, Akademia
Ekonomiczna, Krakéw 2005.
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* people who did not belong to these circles were not treated as the intelligentsia
(e.g the half-intelligentsia);

* since the middle of the 20th Century this term has applied only to the circles
which incline towards liberalism, the left wing, liberality or rationalism;

1 the youth,which was prolonged due to the period of studying, and the
experience gained during that time was considered to have been a crucial factor
contributing to the formation of intelligentsia-like approach;

1 relationships between peers played a more important role than a family

1 the importance of moral values systems - imponderabilia, of more importance
than beliefs;

1 the generation of the intelligentsia is a community of burden of aspirationsl4

3. International Comparisons

A problem of intellectuals

A common belief that the intelligentsia applies only to Central Europe and does
not occur in the Wester countries is a far-fetched simplification.On the contrary,
each one of Western Europe countries experiences the existence of the intelligen-
tsia. However, it is not a constant phenomenon.

In the western literature the problem of the intelligentsia is investigated among
the issues of social functioning of Creative people or people with a degree. The
place of such people in the society has both cultural and social foundations. In
different societies these people play different roles, however, they always oscil-
late among a thinker, a teacher, a priest and a clerk. Don Martindale, who ponders
over this issue in a comparative manner, finds a place for them in the ancient
societies of China, among educated clerks and initerant teachers, in India among
ascetics, in Palestine among prophets and in Greece among philosophers.

Such people generally have a status of intellectuals, in other words Professionals,
who have a place in the society due to their higher skills. Therefore, in ancient
Greece Dan Martindale sees among them:

1 apolitician,

* a lawyer,

* a sect founder,

* ateacher,

1 adoctorh

Intellectuals are the very Professionals who, in their roles, are absorbed by the
system, which means they are accepted by the authority.

UL. Haas, Pokolenia inteligencji polskiej, Mazowiecka Wyzsza Szkota Humanistyczno-Pedagogiczna w Lowi-
czu, Lowicz 1997, p. 87.

5D. Martindalc, The Sociology of Intellectual Creativity [in:] The Mythymakers. Intellectuals and the Intel-
ligentsia in Perspective, ed. by R. P. Mohan, Grccnwood Press, New York 1987, p. 12.
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Robert K. Merton distinguishes among bureaueratie and independent intellectuals.

“The clients of an intellectual related to public administration are the very people
who make decisions in the institutions he/she works for; the clientele of an inde-
pendent intellectual is the society” 16

As a matter of fact independent intellectuals resemble the intelligentsia. Bureau-
cratic intellectuals respond to the authority’s orders whereas independent intel-
lectuals voice the public opinion, the independent one.

In 1929 Julian Benda started a dispute over the treason of the clerks. The dispute
concemed a discrepancy between the attitude by these two categories of Creative
and educated people. The phenomenon described applied to the western, mainly
French and German intellectuals.

France

The example of the intelligentsia can be secn in France, during the period before
the French Revolution. A careful observer of those times, Alexis de Tocqueville,
characterized its appearance and the role it played during the period of change.

»France had long been the most literary nation of Europe, but her men of letters
had never exhibited the mental peculiarities, or occupied the rank which distin-
guished them in the eighteenth Century. Nothing of the kind had ever been wit-
nessed either here or abroad” 17

Alexis de Tocqueville highlights this basie for the intelligentsia lack of social
absorption.

»1hey took no part in public business, as English authors did; on the contrary,
they had never lived so much out of the world. They held no public office, and,
though society teemed with functionaries, they had no public functions to dis-
charge.”

“They unceasingly dealt with the issues related to governing; to teil the truth it
was their only activity.”

» T hese writers are naturally tempted to indulge unreservedly in abstract and gen-
eral theories of government” 18

Here appears a critical approach towards the intelligentsia, present in every country.

BR. M. Merton, Teoria socjalistyczna istruktura spoteczna, PWN, Warszawa 1982, p. 271.
TA. de Tocqueville, J. Bonner, The old Regime and the Revolution, Harpcr and Brothers Publishcrs Frankin
Square. New York 1856, p. 170.

Blbidem, p. 172.
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The very intelligentsia, which lacked political practice, was the leaven of the
French Revolutions in the IB* and 19tcenturies. Not was not until the decline of
the 19hCentury that it transformed into clerks, thus being absorbed by the system
and having its swan song in Emil Zola’s manifestation concerning the Dreyfus af-
fair. The First World War brought the intelligentsia closer to the state and its aims,
but left some traces resulting in strong intellectual pacifism of the mid-war years.
The outcome was devastating because it led to weakness of the national spirit at
the time of the outburst of World War II.

Edgar Morin, an outstanding French humanist describes this period as follows:
The intelligentsia was divided among different groups. Each one of them regard-
ed itself as a carrier of civilization which must be protected - and it was ground-
less. Senseless death of millions resulted with a huge wave of pacifism. It seemed
there was nothing more horrible than a war. During Il World War in France lots
of my fiends - pacifists, who had not intended to be more than just passive ob-
servers, due to a hardly noticeable shil't, became Vichy collaborators. It all started
with a Statement that France needed to be rescued , that Hitler wanted socialism
but he did not use the right means. They were sure the German hegemony was
going to last long and it must have been accepted. Also, they were influenced by
a Simone Weil text, printed just before the outburst of the War. The text compared
Nazi Germany to the Roman Empire, which committed so many crimes before
it gave rise to the Mediterranean culture. Weil wrote that the German hegemony
would be defeated by the virtue of its own victory and its outcome would be Eu-
ropean socialism with a human face. For a young French person, brought up on
the ideals ofthe French Revolution, a beliefthat every revolution requires victims
was not so difficult to accept.

Only after the battle of Stalingrad did they enroll in the communist party19 Stalin
became the incamation of History, they did not want to be left out2)

However, there has been no successful attempt to settle accounts with the Vichy
collaboration2L The crisis of the French intelligentsia still remains. Here’s how
another critic and sociologist Michel Crozier characterizes it:

“The crisis we are experiencing right now is mainly moral and intellectual. We
are worried because we no longer trust our elites and the extent to which we trust

19T hese two cxamplcs of engagement ofthe French intellectuals in pacifism and the Support of the Sovict com-
munism were taken advantaged by the lattcr lo organize international movement of the peacc supporters during
the Cold War years. Somc outstanding French intellectuals (such as J. P. Sartre. Pablo Picasso ) took par t in
its activity e.g. during congresses such as World Congress of Intellectuals for Peace in Wroclaw, in September
1948. It was to rcsult with undermining the stability of the French govemment during the ycars of the Fourth
Rcpublic. It was not until the Soviet Intervention in Hungary that this successful Propagandist manoeuvre lasted.
Sec Grzybowska Zuzanna: Obraz polityki wewnetrznej imperialistycznego rzadu francuskiego w 1951 w $wie-
tle Trybuny Ludu. http:/www.intcmpore.umk.pl.

DE. Morin, Odznaczy¢ i rozstrzela¢ w rozmowie z Anng Bikont, ,,Gazeta Wyborcza”, 1999 Sept. 29, p. 14-15.

2LSee J. Jackson, The Dark Years 1940-1944, Oxford University Press 2001.
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ourselves is constantly diminishing. We have lost all our benchmarks and our
elites are useless because no matter which option they support, they speak in such
a manner their co-citizens perceive as empty technocratic language”2

The society is changing and adapting quite well. However, it is being paralyzed
by high-level organizations.

.,.the problem lies in so called I’intelligentsia fran”aise. We consider ourselves to
be intelligent but in reality we are completely ill-adapted to the world we live in.
Or, rather, we continue appreciation and acknowledgement of not only useless
but also previous forms of intelligence”23

The USA

English language lacks the native expression to describe this group and, there-
fore, it uses the term of the intelligentsia to highlight its distinctiveness. It does
not prevent the authors from talking about the American intelligentsia. However,
the meaning is slightly different than the one in our part of Europe24 Also, one
can find other similar expressions such as thinking dass or the public - a group
which is an active substrate of public opinion, influencing the authorities.

However, the thinking dass of the East Coast before and during the revolution
was very anglophilic and conservative. It can be proven by the fact that printers,
brewers, land owners and some intellectuals fought for the independence and
they carried out an important masonic project.

Similarly, English literature mostly treats the intelligentsia as active public, a sub-
ject of public opinion but only in certain historical periods. The English intelli-
gentsia of the mid-war period is described in such a way, but the emphasis is also
focused on lack of adaptation of this phenomenon to the tradition present in the
English societyX There, the intelligentsia is a phenomenon occurring

in the margin of history.

Regarding Contemporary times, the intelligentsia appears as ,the cultural
masses” 26 Bell assumes that cultural masses appeared in the West and mainly
in the States due to the advancement of the masses. This intelligentsia identified

2 M. Crozier, Kryzys inteligencji. Szkic o niezdolnosci elit do zmian, Poltex, Warszawa 1996.

ZBlbidem, p. 11.

21n the 40ies there was also a term “intelligcncc”. See H.D. Lasswell, The relation ofideological intelligence
to public policy Ethics, 1942.

SFor example Premier Stanley Baldwin deseribed people who did not oppose the marriage between King
Edward and Ms Simpson as the intelligentsia, “that is wrong in every arca”. Sec G. Popici and R. P. Mohan
Intellectuals and Powers, S.M. Lipset, J. Brenda, K. Manheim [in:] The Mythymakers. Intellectuals and the
Intelligentsia in Perspective, cd. by R. P. Mohan, Greenwood Press, New York 1987, p. 39.

26D. Bell, The Cultural Contradictions o fCapitalism, Basic Books, New York 1976.
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cultural masses with mass culture and was dependent on it. The New American
intelligentsia is a product of mass culture which, in tum, has lost its low level and
has accompanied the intellectual advancement of the middle dass.

As far as Bell is concemed, the intelligentsia is a market for new ideas. It was
especially reflected in the Opposition to the Vietnam War in the sixties of the
previous Century.

Russia

Arnold Toynbee wrote: ,,The intelligentsia (a Russian word) was a new dass
brought into existence by Peter the Great’s policy of inducting Russia into West-
ern society. The Russian intelligentsia consisted of Westemized Russians whose
function was to enable the nation to participate in the life of Western society.
They were an unhappy dass because their conversion to the Western way of life
cut them off from their fellow Russians without making them fully at home in
the West. Their Western education alienated the intelligentsia from the autocratic
native Russian regime that had called them into existence”2r.

The Russian intelligentsia has its own habitant where the Service for the country
plays an important role. Thus, it differs from the Polish intelligentsia whose focus
is not on the country but on the citizens and the approach towards the very coun-
try is based on the review of its actions.

A currently popular term ,,obrazowszczyzna”28 created by Aleksandr Solzhen-
itsyn indicates educated people, who are not traditional intellectuals serving the
authorities.

Poland

The individuality of the Polish intelligentsia dates back to the social history of
noble dass which the intelligentsia developed from.

In the medieval Europe Poland had the most democratic system of accession to
the noble dass. The reason for that, as Jan Karol Korwin-Kochanowski® and
later Andrzej Zajaczkowskiwrote, was the law of inheritance. In Western Eu-
rope the heir was the oldest son, whereas in Poland the successors were all the
dcscendants, including married women. It led to fragmentation in property but
it did result with the establishment of a civil society involving 8% of the whole
population. The phenomenon of younger brothers, Western indygenats, people
who had to choose military, church or clerical careers did not exist in Poland. It

ZIA. Toynbee, D. Ikeda, Choose life. A dialog, I.B. Tauris & Co Ltd, London 2007, p. 66.
BIn Polish, a term “wyksztalciuchy” applies to this group of people.

2. K. Korwin-Kochanowski, Nad Renem i nad Wistg. Antyteza dziejowa. Warszawa 1913.
,0A. Zajaczkowski, Szlachta polska: kultura istruktura, 1993.
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was also a reason why the clerks recruited from foreigners. Unless, of course,
a young noble man devoted himself to the public Service.

It was not until the 19th Century that the process of forming professional stratum
of clerks accelerated. It went hand in hand with a dominating degradation of
a noble class.

A historian Stefan Kieniewicz wrote:

»Years 1815-1830 accelerated a process that started at the end of 18th Century -
the process of shaping the Polish intelligentsia. In Congress Poland and, to a less-
er extend, in other districts, there was a growing demand for clerks, technicians
and people of leamed professions. Not only clerical but also literary and jour-
nalistic career could provide a living, at least for more talented individuals. The
youth belonging to the declassing nobles started to follow this path. The youth
was separated from the gentry or the aristocracy by the lack of property, from
the bourgeoisie - by higher education. Then, the intelligentsia became a closed
stratum, young and energetic, with the sense of value and importance, however,
without an impact on the fate of the country.”3

A widely - known history of the Polish intelligentsia during the partition of Po-
land matches the pattem outlined by Stein Rokkan for the Norwegian intelligen-
tsia. And though the invading countries started the process of seif- liberalization,
the children of the Polish noble class entered their plutocracy, sometimes even
performing important functions.

However, this overproduction of educated people, degradation of the noble class,
its engagement in independence movement and, finally, commonly shared a civil
sense of responsibility for the fate of the country, shaped the Polish intelligentsia
of the 19 Century. Its apotheosis is expressed in Jerzy Jedliniecki’s opinion.

» 1 he peculiarity of the phenomenon is that here, in the Eastem Europe, the intel-
ligentsia took shape of a separate stratum. Only here, in the East the idea of the
intelligentsia as a constant service, mission and sacrifice could spring up and then
bear fruit. The intelligentsia performed some of the tasks which in other countries
were conducted by various institutions of a modern country, local and Profession-
al govemments, specialized institutions, Companies, contractor associations.”2

The intelligentsia of the 19th Century was an after noble class stratum, united by
the sense of national and pro-developmental mission, well - brought up and gen-
erally, educated. What these people shared was only partial absorption to state

3L S. Kieniewicz, Historia Polski 1795 1918, PAW, Warszawa 1983, p. 96.

J. Jedlicki, Wiek dziewietnasty: inteligencja wpojeciu polskim [in:] Inteligencja polska X1X i XX wieku GSW
Zacheta, Warszawa 1995.
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structures, along with a tendency to create their own specific middle dass. This
last point was precisely grasped by Rychlinski. The intelligentsia was tom among
an averse state, the nation to which they played important functions and the soci-
ety for which they accepted the role of an educator and set examples.

In social consciousness such an image ofthe intelligentsia was combined with the
idea of the Polish intelligentsia. It should have had a sense of mission, responsi-
bility for the fate of the country and readiness to sacrifice. Such a vision remains
tili now and these are requirements the intelligentsia has to face3

And if someonc failed to meet all the requirements, they faced accusations34 The
independence, regained in 1918 should have put an end to maladjustment of edu-
cated people in the social structure.

The process of reconstruction of a new form of the intelligentsia, brain workers
engaged in public affairs was a necessity for a new country. However, it lasted
a long time. According to GUS Annual Report in 1931 along with their families
brain workers constituted 4,3% of the society®

Stanistaw Rychlinski, who studied the Polish social structure, while describing
multistrata system of a Polish society found a place for the intelligentsia, includ-
ing it in the same dass along with the gentry and middle dass. His social struc-
ture of Poland consists of five strata3.

World War Il is a period of extermination of the Polish intelligentsia. Before
German invaders started their program for the destruction of the Jews, their full
impetus had focused against the intelligentsia. Even more firm steps were under-
taken by Soviet invaders. Edmund Mokrzycki contemplated if the Polish intel-
ligentsia could have survived in cohabitation with the invaders if they had not
focused on its extermination. Such assumptions were proclaimed in the name of
protecting ,,national substance”.37 Nevertheless, the intelligentsia was deprived
of this choice. Poland, a land without Quisling, did not have collaborating politi-
cians, not because such peoplc could not have been found but due to the fact that
German invaders did not need them, surely expecting their disloyalty.

The loss among the intelligentsia was enormous. Alexander Gella described it as
extermination.38The rest was liquidated by the new authorities.

8BScc A. Podgérecki, Spoteczenstwo polskie, Wyzsza Szkota Pedagogiczna, Rzesz6w 1995.

ASec M. Kempny, Between Tradition and Politics: Intellectuals after Communism [in:] Intellectuals and Poli-
tics in Central Europe, cd. by A. Bozoki, Central European University, Budapest 1999, p. 152.

3BGUS Annual Report, Warszawa 1939.

36See S. Rychlinski, Zalezno$¢ proceséw demokracji kultury od dynamiki spotecznej, [in:] S.Rychlifski, Wybér
pism, PWN, Warszawa 1976, p. 110.

37M. Mokrzycki, Kapitalizm oswojony. ,,Gazeta Swigteczna” 2001, Aug. 11-12, 10-13.
3*A. Gella, /( Structural Definition ofthe Intelligentsia Against the Background ofThree Historical Periods,
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Jozef Chatasinski shared the same belief in 1947, when he declared his famous
pamphlet ,Social genealogy of the Polish intelligentsia”, known, by the title of
his works, as ,,Past and future of the Polish intelligentsia”. The past was after
nobility, the future was supposed to be after the peasantry. The peasantry intel-
ligentsia was supposed to replace the gentry one.®

Gella believed the revival of the intelligentsia was possible due to the influence of
communist intellectuals. Each one ofthe diagnoses tumed out to be unsuccessful.
Despite the lack of determined leaders, the intelligentsia has survived. Why did it
happen? - it worth to consider. The easiest explanation would be the vitality of its
habitus. Being an intellectual is still atluring.

Wiadystaw Gomutka fails to see it, but cannot deny its existence. In his latterpol-
icy the role of intelligentsia is played by the Jews he later expels from the country.
Along with Gierek coming into power in the seventies, ,,Przeglad Kulturalny” -
a weekly magazine - initiates a discussion over the existence of the intelligentsia.
It would be useful if it were technical, not humanistic intelligentsia.

At the same time a sociologist Jan Szczepanski studied brain workers who were
to represent educated and Creative members of a new middle class. Was it sup-
posed to be a new Polish obrazowszczyzna? - now it is hard to pass ajudgment.
Apro - intellectual policy conducted by Gierek led it to it. This policy tumed out
to be beaten by the humanistic intelligentsia represented by KOR. The civil rights
ofworkers were a subject of an argument.

Throughout a whole period sifice the outburst of the War the Polish intelligentsia

has been acknowledged and faced with different tasks:

1 armed action - fighting with the invaders - the 40ies;

» a drastic change, contradictive to its hitherto existing tradition, readiness for
a change in accordance with, advocated by ideologists, the spirit of time;

» asupporting policy - advocating socialistic reformers - 1956 Polish reformed
socialism;

1 achange from the humanistic tradition to the technocratic one4g,

1 national resistance - answering back the oppressors - late 70ies and 80ies;

 a participation in political class - just after the changes of 1989;

1 an engagement in managerial functions - participation in new enterprise
- it’s a new motto expressing with the ideology of intellectual enterprise -
contemporarily;

[in:] The Mythymakers. Intellectuals and the Intelligentsia in Perspective, cd. by R. P. Mohan. Grcecnwood
Press, New York 1987, p. 27.

PJ. Chatasiniski, Przeszio$¢ i przysztoséé inteligencji polskiej, Swiat Ksigzki, Warszawa 1997.
“‘Under this motto a weekly magazine called ,,Przeglad Kulturowy" initiated a discussion coneerning the twi-
light of the old intelligentsia.
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1 giving way to a stratum of entrepreneurs, creating or imitating new universal
global reality - contemporarily;

1 support of a political party which calls itself as ,,truly intellectual” - an idea of
the Fourth Republic of Poland.

4. Present State of the Polish Intelligentsia
The transformation faced the Polish intelligentsia with new challenges.

The first one is - can education be the key to w'elfare? When the reforms carried
out by Leszek Balcerowicz started to show their fruits, there was an influx into
educational facilities. The outcome was an increase in the number of people with
higher education. In 1995 it was 5,2% and in 2007 11%. Also, the problem
conceming the number of workplaces for all these people re - appeared. Huge
exodus for work, mainly to Western Europe and the USA, was a migration of
educated people. Were they the intelligentsia? Surely, they were. Those, who suc-
cecded as far as this new labor - related migration is concemed - are people who
are on the make due to their Professional skills, working in administration, with
the knowledge of language. Not before 2007 did we start to experience the short-
age of qualified labor force. Luckily, it happened at the very moment when the
economies of the immigration countries began to experience a crisis.

The second challenge - what can a person cducated in new times do? The relation
between education, especially humanistic, and the adaptation to the conditions of
market economy at the beginning of the transformation period seemed ambigu-
ous. A required modus operandi was far from the beginnings of big industry, it
rather resembled a humanist’s workplace4l

The third one - is the intelligentsia heading towards the liberal or etatistic orienta-
tion? It is a specific Eastem European example. Russian intellectuals were etat-
ists, in case of Polish intellectuals it depended on the character of the country, if it
was their own or foreign. It contrasted with Western intellectuals, who, as Amitai
Etzioni wrote, had no institutional attachment42

While during the mid-war years Poland was liberal and the relation between the
intellectuals did not imply social iStic thinking. Nowadays, during a present trans-
formation the intelligentsia is not a simple construction. Rather, it can be assumed
that it bears the burden of protective socialistic structure. Resistant to privatiza-
tion and tax reduction, protective of public medical Service, flattening salaries.

41). Mikutowski Pomorski, Inteligencja wobec nowych czaséw [in:] Inteligencja. Tradycja i nowe czasy, cd. by
Hanna Kowalska, Wydawnictwo Uniwersytetu Jagielloriskiego, Krakéw 2001, p. 233-266.

LA. Etzioni, The Active Society, Collier Macmillian, London 1968, p. 182-186.
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favoring excessive employment over effective management, if one were to list
present political problems.

The intelligentsia, until recently quite an ideologically homogeneous formation,
duc to its involvement in political disputes, has divided into two trends: liberal
and pro- socialistic.

Pro-socialistic Opposition became, against its tradition, an advocate of freedom
and truth. Of course, they are not understood in an abstractive manner. They serve
not only to instrumentally restrain transformation but also to fight social authori-
ties. The latter, due to strenuosity of the Institute of National Remembrance, are
faced with mistakes of youth, made in concert with communists. It is a back-
ground for a dispute conceming the issue of ,real intellectuals”. Who are they?
As their examples, people devoted real intellectual features, without prestige are
proposed.

This state allows us to return to the question concerning Contemporary shape of
the Polish intelligentsia. Nobody asks if it does exist but who it is represented by.
The process of the destruction of the intellectual authorities is not compensated
by the occurrence of the new ones. The intelligentsia is losing its leaders, but it
does not mean it is losing its forms of existence, well described as intellectual
habitus.

The history of the Polish intelligentsia proves that it can survive without a clearly -
defined leadership and last because of its way of thinking, taste and style of life.

Abstract

Nowadays Contemporary societies face the following challenge: How to take advantage of Creative
and educated people, referred to as the intelligentsia? Proper social development should put an end
to its existence due to full absorption into a social system. Despite similarities, since the end of the
18th Century the intelligentsia has developed in various countries separately. The author describes
the process of development of the intelligentsia in France, the USA, Russia and Poland. The final
part of the article is also an attempt to characterize the current Situation of Polish intelligentsia.
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VESNA MILOVANOVIC

Internal Audit Analysis on the Example
of Joint Stock Company Variant from Cracow

Introduction

The subject of this article has been chosen as a result of constantly growing im-
portance of internal audit in Companies and other types of organizations. Nowa-
days, more and more institutions develop internal audit department as a part of
their organisational structure.

The article begins with a description of internal audit appearance and historical
background, as well as the role it plays in the modern world. Its aim is to present
the internal audit procedure used in the Joint Stock Company Variant in Cracow,
as well as to evaluate it by comparing with the procedures used elsewhere, taking
into consideration the Company’s needs and characteristics.

Finally, the article presents the assessment of internal audit procedure used in the
Company Variant and offers some recommendations, which can contribute to the
improvements ofthe internal audit department effectiveness.

The information contained in this article may be beneficial to the Company Vari-
ant, as well as to any Company having established the internal audit department.
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1. The ldea of Internal Audit

The word audit comes from the Latin word “auditus”, which means to listen, to
hear, to research. In English language, the word *“audit” stands for the system of
economic revision and economic advising.

There are some indicators showing that several kinds of auditing were present
even in 3500 BC. This refers to the records of Mesopotamian civilisation, which
displayed a rdnge of markings conceming the financial transactions. Those signs
are understood as a system of verification. It is believed that by the same time
the internal control arose, as well as the Separation of tasks. There are also the
records of other early civilisations, such as Egyptian, Greek, Chinese, Persian and
Hebrew, that show analogous systems1

What is interesting to mention, is that ancient Rome were using a process called
“Hearing of accounts”, which is based on comparing records and results between
two officials. This implies to the process nowadays called “verification”. It is
supposed that this process had actually led to the creation of auditing. Unfortu-
nately, many of the financial systems disappeared altogether with the fall of the
Roman Empire. Nevertheless, after the dark ages, when the level of financial
activity improved, such systems appeared again.

However, it took a long time for auditing to obtain the characteristics it has nowa-
days. Just after the Industrial Revolution in Europe, auditing went further than
hearing of accounts to comprise the verification of accounting rccords and related
supporting documents. It is said, that afiterwards, Europeans brought such prac-
tices to the North-American colonies.

The institution of internal audit exists officially from X1X Century. At the begin-
ning audit has had just an extemal character, but altogether with the economic
development of subjects active on the market - growing of organisations, their
increasing complicatedness, but also with technological specialisation of opera-
tions, there was a need for the internal audit creation.

Emergence of the first internal auditing cells appears after the Il World War. Orig-
inally, internal audit was concentrated on financing and accounting activities, and
just later, it started with including wholeness of problems connected with the
organisations’ functioning, fulfilling assurance and advisory services. Initially,
internal audit implemented in the private organisations, but along with the time,
it started to appear also in the frame of public administration organisations.

It was discovered that the main factor permitting illegal activities was indeed
the weak internal control system of Companies and institutions. It is not claimed
that effieient control systems will resolve all company’s problems, but inefficient
ones can provoke serious problems in the Organisation2 There is an important

1L.B. Sayer, M.A. Dittcnhofcr. J.H. Schciner, The Practice ofModem Internal Auditing, The Institute of Inter-
nal Auditors, Florida 2002, p. 4.

2 1. Rosi¢, Imtitucionalne promene kao determinanta privrednog razvoja Srbije, l/davac Ekonomski fakultet
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thing to understand - internal control isjust a part of the management process,
and therefore, even the most appropriate control techniques cannot correct the
bad decisions, inefficient management, or unexpected extemal events. However,
a good management and efficient control system can ensure that company reacts
rapidly in bad conditions, and can help limiting the negative consequences of
such hardships for the company. As each internal control system is getting old
and inappropriate after the certain period, there is a need for periodical check-
ing of control adequacy. Therefore, internal audit appears as a very helpful mean
serving for control system evaluation and advancement, forming with the internal
control an integrated assurance system.

As firms started to expand geographically, or into other product lines or func-
tions, and this process created a big complexity, managers faced efficiency and
effectiveness problems, since their capabilities were stretched. It such situations,
internal auditors appeared and they were recognised as the means of assisting
overburdened managers. Namely, while expanded into other business, Companies
became vertically integrated and very hard to be handled. With an aim to re-
solve this problem, Companies were decentralised, having one general office and
many divisions. As general office executives were isolated firom the divisions,
and therefore, could not directly supervise their functioning, internal audit played
a crucial role in evaluating the divisional performance. This was done by assess-
ing the financial and operating Controls of those divisions.

It has been realised that internal control, which by the way exists in each compa-
ny, is not enough anymore. This is because, as said above, company implements
new practices, so such control system, although very good functioning some time
before, is no longer effective. Such a Situation has created the need for internal
audit, which aim is to check whether internal control system functions well, and
if not, to give recommendations on how to improve the control system. It means
that internal auditor indicates strong and weak sides, as well as determines the
reasons and consequences of those weak ones3 As it will be presented later in
more details, the mission of internal audit is to increase effectiveness of com-
pany’s functioning and improve the management system, so as to decrease the
risk of failures, fraud and other undesirable situations.

What can be concluded is that internal audit has existed for a longer time, but not
in the form it has today. Evident is that it changes in response to the environmen-
tal conditions, needs and provisions of committees and other relevant bodies. By
taking into account the modern practices, we can say that, no matter what exactly
the shape of auditor’s responsibilities is, internal audit is constantly gaining on
importance, and in the near future it will probably be the part of many Companies,
even the smaller ones.

Univcrziteta u Kragujcvcu, 2004, p. 171.

3J. Stepniewski, Audyt i diagnostykafirmy, Wydawnictwo Akademii Ekonomicznej we Wroctawiu, Wroctaw
2001. p il.
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2. The Characteristics of the Joint Stock Company Variant

The public stock company VARIANT was established on December 29, 1994,

as a result of the transformation of a civil joint venture called “The Office of

Technical Promotion VARIANT”, which functioned on Polish market from Janu-

ary 3, 1991. The company provides productive - commercial economic activity.

It acts as a specialised distributor of goods from the rédnge of clamps, bands, quick

couplings and metal fastenings, cosmetics and motorisation chemicals, as well

as glues and sealants for motorisation and industry, car cervices equipment, car

accessories as well as glues and lubricants. It conducts also production of cos-

metics and motorisation chemicals and metal clamps4. The significant event for

enterprise VARIANT was the appcarance at the Warsaw Stock Exchange in July

2005. However, the major investors still are the current supervisory body direc-

tors, president and vice-president.

Domestic, Polish, market of the Company is divided into four segments, with

one chief assigned to each region, while international market is divided into two

parts:

1 Export East - to the republics of the former Soviet Union: Lithuania, Latvia,
Estonia, Belarus, Russia, Moldova, Georgia;

1 Export South - West: Sweden, Holland, Germany, Austria, Spain, Italy, Croatia,
Slovenia, Hungary, Rumania, and Butgaria.

There are several international dependent joint ventures which are subordinated

to export manager:

1 Ukraine, Kiev, East, VARIANT has 100% ownership;

1 Czech Republic, Brno, South, VARIANT has 100% ownership;

1 Slovakia, Tmava, South, VARIANT has 100% ownership;

1 Serbia, Mladenovac, South, VARIANT has 51% ownership.

Recently, export is dealing with currency appreciation, what makes it difficult to

keep the margin and the level of sale, as well as to compete with American and

Western European Companies, where the dollar and euro depreciate. In the last

four years, euro depreciated by 25% (from 4.5 to 3.6). This poses obstacles for

the export department, but the firm in general is net importer, so it has no Prob-

lems with the appreciation, even more, such movement is good for the company

as a whole.

When it comes to the commerce, the stock company is divided into 2 areas:

* Motorisation - dealing with large regional distributors, warehouses - oil for
motorisation, accessories, glues and sealants, etc.

1 Industry - all kinds of industrial applications, factories, mines - industrial oils,
glues for industrial application, glues and sealants, clamps for fast-connections,
and all other products that can be sold to industries.

4 Information obtained from Company’s management pcrsonncl.
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Regarding the industry, structure is changing, so VARIANT has a small organisa-
tional problem. Namely, it faces the tradeoffs between having the trade structure
independent of motorisation and having incorporated in the internal structure of
motorisation. Both options were experienced and both have advantages and dis-
advantages. When the industry is separated, that does not impede the motorisa-
tion system and human resources of motorisation. However, the costs rise be-
cause there is the need for creation of new job positions, namely management
positions. On the other hand, when the industry is combined with motorisation,
those on management functions are much impeded. Industrial line is different
and specific. There is the direct contact with end users, no relations with distribu-
tors. Greater technical knowledge is required from dealers - sellers, and trade is
done with more specialist products, advanced, for concrete application (glues).
The Company is composed of departments, namely, the commercial, administra-
tive, financial, production, stock and logistic, as well as sales department5

3. Audit Description in the Company Variant

The joint stock company Variant has internal audit department since 2003, what
is already 5 years. Such experience has contributed to the development of many
kinds of audit in the Company, as well as to its improvement. Below are pre-
sented the main types of internal audit used in the company Variant, according to
criteria described in the first chapter.

Characterising internal audit in the company Variant according to activity func-
tions, we can subscribe it to following audit types, which were presented also in
the first chapter.

Logistic Audit is the one done in warehouse. It analyses compliance between
accepted Standards and real performances, and proposes activities in order to in-
crease the effectiveness of the logistic system functioning.

Marketing Audit includes audit of sales department, export managers and re-
gion chiefs. Its aim is the estimation of company’s marketing strategy, efficiency
of marketing tasks realisation, identification of threats and opportunities for de-
velopment, as well as formulating plans conceming marketing improvements of
a company.

Personnel Audit is used in company Variant to analyse and assess used person-
nel policy, as well as to recommend activities that could optimise the personnel
management process.

Organisational Audit in company Variant includes audit of quality management
system, as well as of company’s directory. It researches the organisational sys-
tem of the company, what is represents the static aspect, while the verification of
processes in production and management represents the dynamie aspect of the
organisational system which is audited. From the static point of view, organisa-

5 Information is taken from Company’s Organisational Statute.
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tional audit assesses the method of management function realisation, informa-
tion system, Organisation, the elements of decision-making process, while from
dynamie perspective it analyses the functional dependence, coordination mecha-
nisms and formalisation of the organisational structure.

Internal Audit procedure in the Company Variant

This procedure is described in the internal document of the Company, which ex-

plains the audit objective, scope, competitiveness, responsibilities, as well as the

particular stages of internal audit process. It also exposes the form of documents

used and related to the internal audit process.

1. The objective and subject of the procedure.

2. The aim of the procedure is confirmation whether the existing quality
management system is effectively implemented, reliable and stable.

3. The scope.

4. Procedure applies to all employees of the Joint Stock Company VARIANT.

5. Competitiveness and responsibility.

Management:

1 Hiring the internal auditors.

Quality Management Representative:

1 making the internal audit plans,

1 distribution of the internal audit plans,

1 choosing the leader auditor as well as auditors for the realisation of internal
audit,

1 supervising the program of preventive and corrective actions,

1 verifying the efficiency of the implementation of preventive and corrective
actions.

Internal auditors:

1 informing the audited unit about the time and scope of audit,
1 preparing the list of questions and audit plan,

* holding the introductory meeting,

* realization of the internal audit,

1 making and delivering the audit report,

1 holding the closing meeting.

Managers of particular organisational units being audited:

1 help in audit realization,

1 help in preparation of preventive and corrective actions program,

* determining the time and implementation of corrective actions program,
1 informing about the implementation of corrective actions.
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4. Description of Activity

Internal audit planning
a) Internal audit takes place with the aim to indicate whether the activities that
have the influence on quality and whether their results are in compliance with
planned ones, whether planned tasks are realised fluently and efficiently, as
well as whether they fully protect the quality targets.
b) Quality Management Representative makes the annual “Internal Audit Plan”
form FO1 and informs electronically the leader auditors.
c) Planning and managing the audit is realised through application ISO 9001
Variant, which emit the document “Internal Audit” form F02.
d) The form “Internal Audit” contains:
1 the time of audit and responsible persons,
1 audit plan - list of controlling questions,
* audit report.
e) Internal audit is done for each evaluated area at least once in 12 months. Rep-
resentative can order the introduction of audit beyond the plan according to his
own estimation, on client’s request or on the employees’ opinion.

Internal audit preparation

a) Quality Management Representative forms the internal auditors team. Auditor
must be independent (he cannot bc the manager or employee of the unit being
audited). Representative chooses auditors from the “Auditors list” - attach-
ment Z01confirmed by the management director.

b) Auditors should possess the relevant knowledge, experience and preparation in
the area of subject being audited and in the quality management system.

c) Quality Management Representative the latest 3 days before the audit sends
to the leader auditor the information about the audit on the form FO2 “Internal
Audit”, in which he supplies:

1 area being audited,

1 the scope of audit (planned, non-planned, checking the corrective
actions, etc.),

1 the date and the hour of the beginning of audit,

1 the names of auditors and persons being audited, and supplies him
with the necessary documentation for audit realisation (reports
from previous audits, statements from corrective actions, necessary
procedures, instructions, etc.).

d) The leader auditor may change the composition of audit team.

e) Internal auditor prepares the audit plan and list of controlling questions (in Co-
operation with the representative) on the form F02 and sends such information
to audit teams and those being audited.
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Realisation of internal audit

a) On the opening meeting at which present are the chief of auditing area and
persons deterrained by him, leader auditor presents the scope, subject and plan
of the audit.

b) Internal auditors during the audit realisation tend to find objective proofs of
system functioning. Helpful in this process might be the list of questions set by
the leader auditor together with Quality Management Representative.

c¢) Internal audit is done with the presence of the unit being audited or persons
indicated by him, so as to minimally disturb the work of the team, and Informa-
tion collected by the team to be complete, credible, and documented in such
way, as to give the objective picture of audited area’s work.

d) During the audit it is checked if the corrective actions from the previous audit
are completely realised.

e) Personnel of the unit being audited is obliged to provide auditors with com-
plete and credible information, as well as to make available, on their request,
the documentation connected with activities of the audited unit.

f) After finishing the audit, the leader auditor organises the closing meeting with
the participation of auditing team and the chief of audited unit, during which
he informs of audit plan realisation and presents to chiefs of audited units
the information about non-compliances, gives explanations and remarks to the
representative of audited unit

Internal audit report

a) Leader auditor makes the audit report on form F02 “Internal Audit”, in which
he includes:

* discovered non-compliances,

* the information, whether corrective actions from the previous audit
were implemented,

1 additional remarks.

b) To indicated non-compliances described in audit report, leader auditor gener-
ates the card of corrective/preventive actions - form F01/P-6.2 to procedure
P-6.2 “Corrective and preventive actions”.

c¢) The leader auditor sends audit report together with attached cards of corrective
and preventive actions in period of 7 days to the chief of audited cell.

d) After the chief gives his opinion, report is automatically transferred to Quality
Management Representative in order to be confirmed.

e) On the base ofthe report, the Representative supervises corrective and preven-
tive actions.

f) All documents are saved in the application 1SO 9001 Variant.

As we could observe from the above, the Joint Stock Company Variant has very
precisely defined the internal audit procedure, which consists of internal audit
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planning and management, internal audit realisation, the assessment and report
from internal audit process, as well as the storage of audit documents.

Conclusion

There is one interesting point regarding the rest of audit kinds mentioned earlier
in the work. Financial and operational audit, presented as ones with high impor-
tance, do not actually have much attention in the company Variant. Operational
audit is present from the viewpoint of estimating the methods of the production
management, how it plans its activity, and how further Controls it. Internal audit
in this company is much more oriented to the quality management system; how to
check the products characteristics, how to deal with reclamations, who is respon-
sible for what, where is the beginning and the end of the process, are standard
preoccupations for auditors. However, audit is not much concemed with check-
ing the thriftiness, productivity, and the efficiency of production process. It does
not compare results with costs, the time of work with the schedule, but whether
employees act according to established rules.

Another point is with regard to financial audit. In the Company, financial audit is
not developed; internal auditors are not concemed with checking the correctness
of financial statements. Of course, there is a checking of financial reports, they
have to be credible and contain real data for internal as well as extemal users, but
this process does not fall in the scope of the Company’s internal audit.
Evaluating the audit procedure used in the Joint Stock Company Variant, we may con-
clude that it complies with the standard form of internal audit procedure, described in
the theory. However, it can be improved by adding few missing elements.

The recommendations for the improvement of internal audit procedure in the
Joint Stock Company Variant consist of more detailed, practical proposal, which
suggests widening the research techniques for diagrams and reliability tests, since
they could help improving the research and obtaining more complete result from
the internal audit process. Of course, it would be valuable if the Company devel-
ops the financial audit, as well.

Abstract

This article has presented the issue of internal audit analysis, based on the research undertaken in
the joint stock company Variant, situated in Cracow. Its goal was to explain the role internal audit
plays in business, especially in the time of increasing globalization, emerging markets, and higher
mobility of Capital, Investments, and especially the relianee on information. It was also pointed out
why internal audit is needed and which Utilities it provides.

The core of this article was to encompass all collected information and find out whether the pro-
cedure used is well functioning. On that base, a new, modified form of internal audit has been
proposed, the one that suits the best to the company’s organizational structure.
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ROMAN NIESTROJ

Marketing in Poland in the Twentieth Year
of Political Transformation

Introduction

Twenty years ago some major political changes were initiated in Poland which
enabled rebuilding or rather creating from scratch modern market economy. Its
inseparable eomponent is marketing understood both as a defined concept of
business management, an enterprising function, and as a field of knowledge and
the subject of scientific cognition. In the early years of transformation, a dramatic
lack of marketing in its all possible incamations constituted the most visible indi-
cation of Poland not being adjusted to the requirements of modern market econo-
my. It resulted in a sudden interest in education in the field of marketing followed
by a rapid growth of supply of appropriate services and specialists in this field.
However, after a few years it was observed that marketing is not a panacea for all
drawbacks of postsocialist economy. Interest in this sphere of business activity
started to subside before marketing settled in Poland for good.

The consequence of insufficient knowledge and often wrong perception ofthe es-
sence of marketing is a great instability of opinions conceming its usefulness and
attractiveness, both as a sphere of enterprise activity, and as a subject of Profes-
sional specialization. It results in e.g. considerable differences in the number of
students choosing marketing as a subject of specialization. The status of market-
ing subjects also decreases systematically in the teaching Standards in the fields
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of economics. Meanwhile, market economy requires a constant influx of special-
ists in this field. Marketing as well as sales belong to the most popular business
professions. In order to provide high educational Standards it is necessary to cre-
ate in the eyes of society an image of marketing corresponding to its actual role in
the modern economy. The starting point for taking well-thought out steps in this
direction is identifying the real image of marketing in society.

In 2008 at the Department of Marketing of Cracow University of Economics the
research on the image of marketing in society was carried outl The aim of the ar-
ticle is presentation of some major results of this research. They may prove useful
for comparative purposes in similar analyses and estimations in other countries
which underwent a political transformation.

The research shows that the perception of marketing was evaluated on the basis
ofanumber of hypothetical opinions referring to both positive as well as negative
aspects of marketing conceming e.g. issues such as: the importance of marketing
activities to customers, usefulness of marketing in business, the relations of con-
cepts: marketing - advertising - sales promotion; marketing as an art of market
manipulation, the field of professional career, as a field of science and also self-
evaluation of the respondents’ knowledge on marketing.

In order to achieve a complcte image of marketing on general level the respon-
dents were divided into homogeneous groups characterized by the common per-
ception of marketing2

According to the data presentcd in Table 1a ‘statistical Pole’bclieves that market-
ing is, most of all, a number of different techniques of increasing sales and a vital
component of Contemporary business. The majority of respondents are aware of
the positive influence of marketing on the possibility of choice of products by the
customers, but they are also convinced that marketing is an art of manipulating
the customer. Similarly, a great number of the interviewed believes that market-
ing is an interesting field for professional career. Slightly lower percentage of
the respondents do not understand the essence of marketing and agree with the
opinion that marketing is the same as advertising and sales promotion. However,
they also claim that it is a field of knowledge having strong scientific bases and
the philosophy of company activities taking into consideration customer needs.

1The rcscarch was carricd out in 2008 among 1021 rcprescntatives of Polish socicty aged 18-75 in the form
of computer-aided telephone interviews (CATI). The representative group was chosen by mcans of randomly
laycrcd method taking into consideration sex and age. The rescarch of the enterprises was carricd out by mcans
ofan internet survey on a group of 1128 Companies functioning on the Polish market. The group of rcsponderits
consisted of peoplc working in marketing departments of the interviewed Companies or people responsible for
this spherc of enterprise activity.

2The Segmentation was carricd out by dr Mariusz Kuziak and dr Krzysztof Kapcra on the basis ofthe k-average
method. The number of cases qualified is different from the starting onc as the answers ‘hard to say’ were
exeluded.
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Table 1 Opinions of the representatives of society conceming marketing (data in
percentage)

o
Z
8 g o
- : _ > X z -~
Opinions conceming marketing - % é o - 3
5 > z 5
5 = 5 = 5 8
g2 £ =2 £ 2 T
g & T & g £
Marketing is the same as advertisin
g ) g 173 479 6.2 223 5.8 0.5
and promotion
Marketing is the art of manipulatin
g pufating 31.8 436 70 133 40 03

the customer

Marketing is a vital element of
business

Marketing is an interesting field for
Professional career

Marketing unnecessarily inereases the
prices of goods

Marketing is a number of techniques
inereasing company sales

Marketing results in greater

50.6 39.6 2.7 4.7 15 0.9

26.7 472 9.9 10.8 4.0 14

153 354 135 26.2 7.5 2.2

517 427 14 2.7 1.0 0.5

possibilities of choice for the 22.2 533 8.5 11.7 3.2 11
customers

Marketing is the philosophy of

company activities taking into 178 431 10.8 205 6.8 11

consideration customer needs
Marketing is a field of knowledge
having strong scientific bases
Nobody really knows what marketing
is about

Sourcc: Personal rcsearch. n = 1021.

171 46.0 103 20.0 45 21

119 357 121 263 13.6 0.5

Every second respondent agrees with the Statement that marketing is responsible
for unnecessary inerease in the prices of goods. Nearly half of the interviewed
assess their knowledge of marketing self-critically claiming that ‘nobody really
knows what marketing is about’. A great majority of the respondents have posi-
tive attitude to marketing and only every eighth of the interviewed has a negative

The respondents were divided into relatively homogeneous groups in order to ac-
quire more precise knowledge conceming the opinions of Polish society on mar-
keting. As a result of implementing an analytical procedure three homogeneous
groups of respondents were created (defined respectively as group A. B and C).
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Table 2. presents average answers of particular groups rated on a five-point scale.
from 1 (absolutely Yes) to 5 (absolutely No) with a neutral option 3 (neither Yes.
nor No). In further section. the profile of particular groups was presented taking
into account socio-demographical characteristics of the respondents their views
and also attitude to marketing.

Table 2. Characteristics of particular groups of respondents chosen from among
the representatives of society

c
o
Opinions concerning marketing = < o ©
3 = = =
& S e 2
o 0] [U) O
Marketing is the same as advertising and
ing g 2.5 19 2.3 33
promotion
Marketing i i i
arketing is the art of manipulating the 22 18 18 28
customer
Marketing is vital in business 1.6 1.6 2.0 15
Marketing i interesting fields f
arke |n_g is an interesting fields for 22 19 29 20
a professional career
Marketi ily i th
_ar eting unnecessarily increases the 28 23 2 3.7
prices of goods
Marketing i ber of techni f
! arke _|ng is a number of techniques o 16 15 17 16
increasing company sales
Marketi Its i t ibility of
arketing results in a greater possibility o 22 19 29 20

choice for the customers

Marketing is a philosophy of company

activities taking into consideration 25 19 3.8 2.4
customer needs

Marketing is a field of knowledge having
strong scientific bases

Nobody really knows what marketing is
about

Source: Personal research. n = 938.
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3.0 2.2 2.8 3.9
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Graph 1 Segmentation of Polish society taking into account attitude to marketing.

Supporters

Group A- ‘Supporters’

This group is characterized by a very high percentage of people (78.3%) claim-
ing that they lack knowledge on marketing, do not understand it and do not know
what it is about. However, thcy did not develop a negative attitude. As a result of
that there are many contradictions in the opinions of this group as a great major-
ity answers the following questions positively not being able to take a stance on
them. This group constitutes 38.8% of the interviewed. They are mostly women
(63%), pepole relatively not so well educated (68% of them with vocational or
secondary education, and only 20% with higher education), people inhabiting
smallcr towns (41 % of them live in the country, and 10% in cities having popula-
tion of more than 200 people).

Group B - ‘Sceptics’

Contrary to two previous groups this group is most critical as far as marketing is
concemed. It comprises the majority of all respondents (64.6%) who have nega-
tive attitude to marketing. Scepticism of this group most of all manifests itself
in a general lack of belief that marketing provides better fulfillment of customer
needs and blaming marketing for the unnecessary increase in the prices of goods.
In comparison to other groups a considerably lower number of the respondents
believe that marketing gives the customers better possibilities of choice. The
number of people who claim that marketing is vital in business is also signifi-
cantly lower than in other groups and only every second respondent believes that
marketing is an interesting field of Professional involvement.
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The group of ‘Scepties’ eomprises nearly one quarter of the interviewet!. The
socio-demographic characteristics of those people is very similar to that of the
whole Polish population.

Group C - ‘Confused’

This group is characterized by belief in positive effects of marketing activities
and concepts both to Companies and customers. Members of this group to the
highest extent (94.2%) have a positive attitude to marketing, which is according
to them vital in business (94.7%) and at the same time is an interesting field for
Professional career (80.1%). Similarly to other groups also in this one market-
ing is associated with various techniques of increasing sales. However, at the
same time great majority of the respondents believe that marketing takes into
consideration customer needs and results in a greater possibilities of choice. This
attitude is provcd by the highest percentage of the interviewed who understand
the essence of marketing. Most of the respondents in this group do not associate
marketing with advertising and sales promotion and do not blame marketing for
the increase in the prices of goods. A great majority of them (79.5%) believe that
marketing is a field of knowledge having strong scientific bases.

‘Supporters’ constitute 36.5% of the people interviewed. This group consists of
younger (51% of them is under 40) and relatively better cducated people (42% of
the respondents with higher education) more often inhabiting bigger towns (29%
of them live in cities of more than 100 people). This group consists of students
(54%) and people running their own Companies (46%).

Summing up, marketing in Poland, as every relatively new phenomenon evokes
mixed feelings and reactions. Segmentation of the population interviewed pres-
ents the profiles and quantitative proportions of the distinguished relatively ho-
mogeneous groups of respondents. The results of the research show that in the
past nearly twenty years of market, economy in Poland marketing were ingrained
in the social awareness. However, the group of the ‘Confused’ is still relatively
numerous (40% of the respondents) although it is impossible that it will ever
disappear completely. It proves that propagating basic knowledge on marketing
is still a serious educational challenge. However, it is important to notice that in
Polish society the number of people having positive attitude to marketing is con-
siderably higher than those who are sceptical or even hostile.
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Abstract

The political changes that were initiated in Poland twenty years ago allowed the reconstruction of
market economy. This led to a sudden interest in marketing studies. However, after a few years
interestin this area ofbusiness began to decline. Yet, the economy needs a steady supply ofspecialists
trained in this field. Establishment of an appropriate standard of education reguires projection of
such image of marketing to the society that would reflect its real role in modern economy. A starting
point for taking well thought steps in this direction is the recognition of the real image of marketing
as perceived by the society. This paper presents the results of a survey of the image of marketing
perceived by the Polish society. They may be useful for comparative purposes in similar analysis
and evaluations conducted in other countries that have undergone a system transformation.
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In Quest for the Right Way. Polish Science and Higher
Education Against International Background

Introduction

In 1940 the world-famous Polish, then ‘Americanised’, philosopher and
sociologist Florian Znaniecki reflected on the role of academics. He wrote:
“How is it possible that academics - people who allow themselves to profess
knowledge, rather than like everyone eise pursue activity which would bring direct
practical results - are not only tolerated by people of action, but even bestowed
a social status by the community, which considers them to perform a desired
social function?”1 In the 214 Century this question seems to be still up-to-date,
yet the answers will most likely differ. Today’s knowledge is tested in practice,
evaluated as to its practical use and whether it realises socioeconomic objectives.
Knowledge should be a driving force of the innovation process. While we are at
the innovation process, it is worth mentioning that there are two traditional models
of the process: the model of innovation “pushed” by Science - this is the so-called
science/technology-push model, and the model of innovation “pulled” by the
market, the so-called market-pull model. The first one does not offer immediate
remedies for business enterprises, nevertheless carries potential to develop unique
and unconventional solutions in the future. This model requires necessarily

1The Social role of the Man of knowledge.



230 TADEUSZ POMIANEK, ANDRZEJ ROZMUS

a complex R&D background, considerable expenditure and reasonablc and far-
sighted policy of the authoritics. The second one - innovation model is enforced
by Companies’ needs and assumes elose relations between Science and business.
Admittedly, the solutions are not of a revolutionary character, but they do have an
enormous practical value. Yet today the two linear innovation models above are
spoken of less frequently than mixed, non-linear, push-and-pull models, and the
accepted paradigm states that the effort of research is enrichment and creation of
knowledge, and the effect of education - knowledgedissemination2

In this article, the Authors focus on describing the basic indices defining the
innovative, scientific and educational potential of selected countries, In effect,
on the one hand Poland’'s position on the map of the modernising world will
be indicated, and on the other such analysis may be an mducement to generate
possible solutions to improve that position.

1. Expenditure, Potential, Determination - International Context
Due to its specific character, the R&D sphere requires high expenditure. As
a matter of fact, one of the key factors characterising governmental regulations of

scientific and technological development is R&D financing strategy.

Graph 1 R&D intensity (R&D expenditure as % of GDP), all sectors, EU-27

and selected countries - 2007

Sourcc: Eumstat, Science. Technology and Innovation in Europe. edition 2009, http://cpp.curoslat.cc.curopa.cu/
cachc/ITY OFFPUB/KS-30-09-148/EN/KS-30-09-148-EN.PDF.

3 Knowledge Policy and Modem Innovation Proccsses.
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Analysing R&D financing sources, two ofthem seem most important: govemment
grants and company investments. The key point in evaluating economy innovation
is the proportion between those two sources. In Japan, South Korea or the USA -
which are innovative economies - the company sector dominates, in Poland - the
govemment sector.

Graph 2. R&D by source of financing, 2007 (As a percentage of the national

1 Business enterprise &Other «Government
(other national
sources +abroad)
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Source: OECD Science, Technology and Industry Scoreboard 2009, http://www.occdilibrary.org/content/book/
sti scorcboard-2009-cn.
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In highly developed countries, academics and researchers are employed mostly in
business. In Poland - mostly outside of it! In our country, academics are mainly
employed in higher education institutions. The academic career model in Poland
is completely different (anachronistic) than inthe USA, Korea or Japan. In Poland,
the doctoral degree is a ‘pass’to the academic world, and not - like in the above
mentioned countries - to business.

Graph 3. Researchers, 2007 (Per 1000 total employment)
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2. Innovativeness, Development, Effects - International Context

An important index of the closeness of market and Science is the index which
teils us the percentage of Companies cooperating in the givcn country with higher
education institutions in the area of innovation. In Finland nearly 60% of large
Companies and over 16% of small and medium enterprises cooperates with
universities and Colleges within the field of innovation. In Poland it is respectively
14.4 and 1.4%.

Graph 4. Firms collaborating on innovation with higher education institutions
by size, 2004-06 (As a percentage of all firms)
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Sourcc: OECD Science, Technology and Industry Scoreboard 2009, http://www.oecdiHbrary.org/content/book/
sti scoreboard-2009-en.
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The influence of the academics of a given country is most often reflected in
international rankings by the number of publications and quotation percentage.
In the years 1999-2008 Polish academics have published over 134 thousand
scientific articles and this located our country at the 19th position in the world,
but the main problem is a very low percentage of quotations - 1.3. The ranking’s
leader, the United States, notes here over 31 percent of quotations.

Table 1. Top 20 countries as to number of publications and quotation percentage
(1999-2008)

Ranking Country Number of Quotation percentage
publications 1999-2008
1999-2008
1 USA 2,999,344 31.8
2 Japan 806,008 8.5
3 Germany 775,787 8.2
4 Great Britain 687,778 7.3
5 China 586,664 6.2
6 France 555,113 5.9
7 Canada 420,636 45
8 Italy 400,229 4.2
9 Spain 296,892 31
10 Russia 279,904 3.0
n Australia 271,311 2.9
12 India 242,222 2.6
13 Holland 234,947 25
14 South Korea 222,348 2.4
15 Sweden 176,642 19
16 Switzerland 170,842 1.8
17 Brazil 161,716 17
18 Taiwan 147,430 1.6
19 POLAND 134,068 14
20 Belgium 127,307 13

Source: Thomson Reuters’s Essential Science Indicalorsbvblatabasc, January 1, 1999 through October 31,
2008.

http://sciencewatch.com/dr/sci/09/feb 15-09 1D/.
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An important indicator of a country’s innovativeness is the number of registered
patents. As showed by the data available, Polish patent initiative leaves much to
be desired. All units of the R&D sphere are responsible only for about 44% of all
inventions registered at the national patent office.

Table 2. Number of patents in selected countries by the Patent Office at which they
are registered (2008)

Country

Poland
Germany
Czech Republic
Hungary
Finland

Great Britain
Japan

USA

China

EU -27 (sum)

Average for
EU-27

Patents
in total

2 886
134234
1245
1308
9897
41079
500034
389073
203257
322140

11931

Number

of patents
registered at
the European
Patent Office

167

26 660
m
107
1780
5070
23085
37370
1510

Number
of patents

Number of patents
registered at the

registered at the Patent Office of

United States
Patent and
Trademark
Office

133

25 202
190
198
2621
9771
82396
231588
4455

the given country

2 488
49 240
712
683
1799
16523
330110
231588
194579

Source: own study based on: The World Intellectual Property Organization, http://www.wipo.int/ipstats/en/

statistics/patents/.

It is worth relating the number of registered patents to the number of inhabitants
or of employees in the R&D sector. In 2008 Poland registered a little more than
75 patents per one million inhabitants, Japan over 50 times more in the same
period, and Germany 24 times more!
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Graph 5. Number of patents per one million inhabitants
in selected countries (2008)
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Sourcc: own study bascd on: The World Intellectual Property Organization, http://www.wipo.int/ipstats/cn/
statistics/patents/ and Rocznik Demograficzny 2009 (thc Demographie Yearbook of Poland 2009), GUS.

Graph 6. Number of patents per 1000 employees of the R&D
sector in selected countries (2006)
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Sourcc: own study bascd on: The World Intellectual Property Organization, http://www.wipo.int/ipstats/en/
statistics/patents/ oraz Science, technology and innovation in Europe, Eurostat http://cpp.curostat.cc.curopa.eu/
cachc/ITY OFFPUB/KS-30-09-148/EN/KS-30-09-148-EN.PDF.
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As can be seen, our country should promptly restructure the economic strategy in
the area of R&D activity. Stimulating such activity may be a basis for strengthening
the position of Polish enterprises. It is connected with the need for considerable
financing of the sphere, particularly by enterprises. It is necessary to introduce
new financial and legal solutions which will induce private entrepreneurs to
invest in research and development3 The more so for the fact that in The Global
Competitiveness Report 2009-2010 prepared by the World Economic Forum
and published autumn 2009 Poland occupies 46thplace (Global Competitiveness
Index). In this ranking, our country is preceded by e.g.: Barbados, Puerto Rico
and Malaysia4. Admittedly, Poland has advanced as compared to 2008 (in 2008
- place 53), yet in the innovativeness-related indices group - in the category of
universities’ Cooperation with industry in research and development our country
occupies the 76thposition!

3. The Position of Polish Higher Education

Only two Polish universities - the Jagiellonian University and the Warsaw
University - are included in the prestigious Shanghai ranking which since 2003
selects 500 world’s best higher education institutions. Table 7 shows the positions
of the Polish universities in six years on a global scale. The lowest position - as
low as 400 - was taken by Poland in 2003, to then rise systematically in the
three successive editions of the ranking (2004, 2005, 2006). Unfortunately, since
2007 the position of the Polish universities on the international arena is falling in
comparison with the earlier years.

Table 3. The position of Polish universities in the Shanghai ranking in the years
2003-2009 - global scale

Year 2003 2004 2005 2006 2007 2008 2009
Position

in the 401-500 302-403 301—400 301-400 305-402 303°01 303-401
international

ranking
Souree: own study based on www.anvu.org

The Situation is similar if we look at the regional scale, taken from the ranking
from 2005 on. In the years 2006-2009 Polish universities have been shifting down
by one position each year against other higher education institutions in Europe.

5Financial Support for Research and Development Activity in Poland Folia Pomcranae Universitatis Technolo-
giae Stctincnsis 270, Occonomica.

4 The Global Competitiveness Report 2009—2010.
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Table 4.The position ofthe Polish universities in the Shanghai ranking in the years
2005-2009 - regional scale (Europe)

Year 2005 2006 2007 2008 2009

Position in the regional
ranking
Sourcc: own study bascd on www.arwu.org.

124-186 123-171  124-172  125-168 126-170

Other rankings are equally grim for us. In the Academic Ranking of World
Universities or rankings of Times Higher Education, it’s American, British and
Asian universities that are in the lead.

As can be seen, a change in higher education financing structure is needed
immediately because the allocated means do not translate into an international
level of Polish universities. In recent years, we have witnessed substantial
changes in financing systems in many countries. To cope with growing costs,
the effect among others of a growing number of students, new technologies and
differentiated specializations, European higher education institutions have two
alternatives for maintaining or improving the way of financing them. They may
request additional funds from their govemments or gather funds from private
entities. In relation to the latter, subsidies may take one oftwo forms. Firstly, these
are the expenses of students and their families coming not only from the tuition
fees, but also in the form of fees for auxiliary services, such as accommodation or
catering. Secondly, funds come from private Companies, non-profit organisations
and labour organisations. Ali these expenses are the contribution of the private
sector in financing higher education institutions. However, it needs to be noted
that even when educational institutions receive funds from private entities it does
not mean that they did not originally come from the govemment, e.g. as transfers
or social benefits. When we look at expenses from the public budget, on the
other hand, they are mainly allocated to: financing teaching costs, operations and
investments, and for research and development, including investing in equipment.
In the European Union studies are largely financed from the public sector - this
concems over 70% of students in the whole Community. Greece, Norway, France,
Finland, Sweden, Ireland or Denmark are countries in which financing from
public sources is nearly the only source of financing higher education. However,
looking at the United States, Japan or South Korea, the Situation there is quite the
opposite - a majority of private expenses: in the United States - 1.9% GDP, in
South Korea - 1.9% GDP5 We also need to remember that these are the leading
countries with regard to economy innovativeness and teaching effectiveness.

5 Education at a Glance 2008.
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4. Effective Models of Managing and Financing Higher Education and
Science in the World

Below given are basic data conceming four countries: the USA, Japan, South
Korea and Great Britain. The countries were selected because they are the leading
ones with respect to many indices (e.g. modern and innovative economies,
effectiveness and rénge of research, education quality and position of higher
education institutions in international rankings).

USA

*

the most renowned universities are private entities,

compulsory tuition fees (includes both the public and the private sectors),
private universities usually founded (e.g. the Stanford University) or sponsored
(the Harvard University) by rieh people or families,

enormous selectivity in accepting students (e.g. only 7% of applications to
Harvard were successful in 2008),

important role of research universities,

only state authorities responsible for public education,

far-reaching autonomy of the Organisation of studies and the university’s
operations - set by its authorities,

studies largely financed from the private sector - 1.9% GDP,

public expenditure for higher education is 1% GDP,

the academic sector is the second largest one in the US with respect to R&D.
Universities and Colleges are the main executors of research (56% of basic research
in 2008). The federal govemment is the main financing source for such research
(57% of total support in 2008). American basic research is also subsidised by
foundations (about 10%), universities and Colleges (about 10%), and national and
local authorities (about 3.5% through financing academic basic research),
expenditure for applied and development research are about 86% of total
expenditure6.

JAPAN

limited public higher education sector controlled by national and local
govemment units,

dominating private higher education sector,

very high competition among prestige universities, both public and private,
very strong financing for higher education from private funds (particularly from
individuals, so-called family supportfor education - 51.4%; from Companies
and other private sources - 16.4%),

6 National scicncc board, Research and development: essential foundation for U.S. compctitivencss in a global
economy, A Companion to Science and Engineering Indicators - 2008, http://www.nsf.gov/statisties/nsb0803/
nsb0803.pdf.
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1 main financing source: tuition fee,

1 equal treatment of entities: subsidies granted by the govemment through
the Promotion and Mutual Aid Corporation for Private Schools of Japan
proportionally to current expenditure, mainly to maintain and improve the
research Situation, and also to support students financially,

1 studies are largely financed from the private sector - 1% GDP,

1 public expenditure for higher education is 0.5% GDP,

1 expenditure for science and research in Japan is among world’s highest and
was 3.32% in 2007 GDP,

1 strong connections of economy and science: applied and development research
is financed mainly by industiy,

1 expenditure for research and development activities is financed mainly from
private means (in 2006 they amounted to as much as 76%),

* the state finances basie research,

1 change in the form of public means allocation to R&D: away from dividing
the means basing on an algorithm towards allocating them by means of
competition. It needs to be stressed that this principle applies to both public
and private universities7.

SOUTH KOREA

1 S. Korea is a country which invests a great part of the GDP (4.6%) in higher
education. Korean expenditure for education in 2008 amounted to 35.5 billion
dollars,

1 in South Korea about 50% of people aged 24-35 have a university/college
graduation diploma, and the Koreans are among the first in international
rankings evaluating maths and natural sciences education quality,

1 between 2000 and 2008, the number of students rose from 3.3 million to 3.5
million, and the number of institutions grew from 372 to 405 in that period,

1 the dominating programme are undergraduate studies,

1 all higher education instiUitions are subject to strict control of the Ministry of
Education, Science and Technology,

1 over 70% of primary and secondary school pupils go after their school classes
to private education institutions (called Hagwon),

1 the vast majority of higher education institutions are private ones - about 84%.
All those institutions follow national provisions and use the same textbooks
as public institutions. Beside the tuition fee, the main source of financing
private higher education are the so-called Chaebol - huge Korean concems.
Companies like Samsung, Hyundai and LG often build whole fully-equipped
establishments and grant them to universities by way of donation. Govemment
loans are also offered to non-state universities for their further development.

7 Higher Education Financc and Cost-Sharing in Japan.
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higher education institutions in Korea include among others: Colleges and
universities with a 4-year undergraduate programme, and a 6-year one in
medical schools; graduate schools, industrial universities, universities of
education, 2- and 3-year post-secondary schools, junior Colleges, technical
Colleges,

most university students in Korea in 2006 studied Engineering8

GREAT BRITAIN

dominance of public institutions where studies are payable (there are also
private institutions subsidised by the state),

the universities/colleges may set different tuition fee rates up to 3 000 pounds
annually,

very broad autonomy, also in financial matters,

means for supporting research infrastructure are divided selectively, with
regard to a periodical research quality assessment,

means for specific research projects are granted within competition procedures:
the greatest part of the subsidies goes to higher education institutions which
conduct the best research,

the amount of a basic subsidy for research is calculated on the basis of
a periodical research assessment conducted at the institutions,

between the institutions and the govemment, “independent” bodies were
created which are responsible for dividing and monitoring public funds to
exclude direct political control over particular universities,

gradual change towards more managerial management style at higher education
institutions,

the greater part of teaching subsidies is allocated according to an algorithm:
effectiveness is the main factor in the financing algorithm,

the tuition fee paid by the students is one of the most crucial and thus the
broadest private source,

considerable freedom inadministering means from tuition fees in an institution’s
own budget,

household expenditure share in university budgets was about 20% |,

the amount of means granted to higher education institutions depends mostly
on their effectiveness, measured with the number of students completing the
study year and with research quality9.

To summarise, in the subject offinancing higher education and science in selected
leading countries the following may be clearly noted:

* Country cducation profile — South Korea.

9 Science, Technology and Innovation in Europe, edition 2009, http://cpp.eurostat.ec. europa.eu/cache/ITY
OFFPUB/KS-30-09-148/EN/KS-30-09-148-EN.PDF.
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a) considerable competition and diversity both in the area of education and
science

b) transparent operation conditions and a strong role of competition procedures

¢) emphasis on practical nature of the conducted research, their usefulness for
economy

d) stimulating strong connections of the institutions conducting R&D activity
with business

e) substantial diversification of higher education and research financing sources

f) equal treatment of the subjects.

Conclusion

Can Poland go the way the USA, Japan or South Korea go? What does the
phenoraenon of East Asia consist in, generally? As late as in the 1960s Asian
countries, Korea among them, were seen as underdeveloped and such as should
focus mainly on food production (e.g. that of rice), possibly on developing foreign
tourism. Such was the opinion not only of Western politicians, but also of experts.
So how was the East Asian miracle possible, how did countries like Korea, Taiwan,
Malaysia advance within less than 50 years to the elite of highly developed
countries, leading in modem technology development, having a well prospering
education and science sphere? Firstly, the govemments ofthe East Asian countries
selected the sectors to develop, meaning mostly investments in high technology
ventures. Secondly, the authorities of those countries despite their belief in
free market realised that the markets must be created and reasonably managed,
creating regulations forcing to some extent private enterprises to participate in
modemising the country. Thirdly, China, Malaysia, Singapore, South Korea or
Japan while admitting foreign investors took care for the invited Companies to
transfer technologies and train local employees, thus participating in the efforts to
modemise the given country1d Anyhow, the phenomenon of East Asia has a wider
context. As J.E. Stiglitz - the Nobel Prize laureate in Economics in 2001 - wrote:
“Globalisation helped East Asian countries to lift themselves up from poverty,
allowing them export-driven growth. It gave them access to international markets
and technologies allowing to reach a wide-scale productivity growth. But those
countries steered globalisation: what largely contributed to their success was the
ability to use the globalisation and disallowing globalisation to use them”.

Poland, similarly like it is with South Korea or other innovative countries, needs
healthy competition both in science and education, and a rational govemmentpolicy.
These are the only things which will enforce efFectiveness and economy - ifonly in
managing the limited means for science and education in our country. Besides, the
claim that competition is required for effective management neither is new nor was

10 Making Globalization Work.
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constructed by the Authors of this artiele. Adam Smith argued as early as in the 18k
Century that despite objections, competition does not lead to deepening financial
disparities, quite the contrary: it helps to level them, for it is the best tool to prevent
monopolies rising, limit and eliminate them. It also induces the human to share
his/her own discoveries with others, and generates general progress”. However if
competition is to be able to have positive influence on the particular areas of our
lives, we need to create conditions for it to arise. This is the govemment’s role.
The govemment must be required to make the bold and often socially unpopulér
decisions. The govemments not only in Poland are often entangled in political
games, waste energy and time for unproductive, image-oriented work. A famous
historian of economic thought, J. A. Schumpeter, thus described this phenomenon:
“The fact that in democracy the govemment has to care mainly for the political
value ofapolicy, law or administrative act - i.e. the same fact which strengthens the
democratic principle of the govemment being dependent on the voting in parliament
and on the electorate’s attitude - has every chance to effectively pervert all pros and
cons. Inparticular, it imposes a short-term perspective on the people at the heim and
near it and makes it extremely difficult to serve the long-term interests of the nation,
which may require consistent work for remote aims (...). It also makes it difficult
to rationally dose the means used. The measure used by a govemment fixed on
its political chances won’t necessarily coincide with such as would give the most
satisfactory result for the nation.” 2

It is not quite certain whether the new Version of the Lisbon strategy will become
a chance for our govemment - and those of other European countries - to catch
the “reformatory and innovative wind”. It seems that the EU countries have not
learned their lessons from the failure of the previous strategy.

The Lisbon Strategy accepted at the meeting of the European Council in Lisbon
in 2000 attempted to develop a uniform response to the global challenges the
most important of which was competition from dynamically emerging extra-
European economies which were gradually gaining in importance in the global
scene. Such economies include in particular those of Asian countries and of the
USA. Unfortunately, the most important assumptions (i.e. a 70% employment
rate and allocating 3% of GDP to research and development) have not been
achieved. Admittedly, the employment rate in the EU in 2008 reached 66%
(which means a rise from 62% in 2000), yet the progressing crisis contributed
to a renewed fall in the employment rate. The European Union didn’t manage to
reach the productivity growth level of the most industrialised countries, either:
total expenses for R&D in the EU expressed in percentage of GDP showed only
amarginal increase (from 1.82% in 2000 to 1.9% in 2008). Objections conceming
the Lisbon strategy include also:

1 Adam Smith (1723-1790). Life and work of the Author of ‘An Inquity into the Nature and Causes of the
Wealth of Nations’.

12 Capitalism, Socialism and Democracy.
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weak connections of the Lisbon strategy with other EU instruments and
strategies, like the stability and growth paet, EU strategy for sustained
development or the European social agenda,

1 imprecisely stated role of the European Council and the European Parliament
in directing the undertaken reforms,

weak informational policy which caused the social awareness, Citizen
engagement and social support for the strategy’s aims to remain low at the Union
level, and at the national level it was not always sufficiently coordinated13

The list of the sins should also include underestimating the importance and role

of competition both in the fields of science and education. It would clearly be an

overstatement to claim that the strategy has totally failed. It has led to changcs in
the area ofjoint actions to solve long-term problems in the EU and contributed to
revaluing the aims of the common policy - the results were not as good, though.

The European Union is currently working on transforming the present Lisbon

strategy (planned originally for 10 years) for the next decade - its working

name is: “UE 2020”. The Polish government has already taken part in European
consultations conceming the new strategy. In Stanowisko Rzadu RP do dokumentu
roboczego Komisji Europejskiej ws. konsultacji dotyczacych przysztosci Strategii

“UE 2020 (Stand of the Polish government towards European Commission

working document on consultations conceming the future of the “UE 2020~

Strategy), accepted by the Committee of the Council of Ministers on 14lhJanuary

2010, we read: “The future Strategy should to a greater extent take the interests

of the whole EU into consideration. The strategy is proposed to focus on three

priorities:

* using the potential of innovativeness and creativity, which is connected with
developing the intellectual Capital in all its four aspects (human Capital,
structural Capital, social Capital and relationship Capital),

* deepening the internal market,

1 developing broadly understood infrastructure - of transport, energy and
teleinformation.”

And further: “The Polish government (...) agrees with the opinion stated in the

document that in order to rise to the challenges posed before enterprises by the

global economy it is necessary to change the approach to innovation. The hitherto
conceptions of supporting R&D as a source of creating competitive advantage are
important, yet insufficient in the light of the necessity to build a knowledge-based
economy. It is vital to broaden the way of thinking of innovations, considering
new forms of creating innovation and of creating innovation policy which would
be the answer to the global challenges. At the same time the government of the

Republic of Poland calls attention to the fact that building a knowledge-based

economy implies the necessity to develop Cooperation skills and the ability to

BCommission staffworking document: Lisbon Strategy evaluation document, European Commission, Brussels
2010, http://cc.curopa.cu/growthandjobs/pdl71isbon strategy evaluation pl.pdf.


http://cc.curopa.cu/growthandjobs/pdl71isbon

In Questfor the Right Way. Polish Science and Higher Education. 245

transfer knowledge between various market actors (enterprises scientific units
- eonsumers)”'4

Unfortunately, the preliminary analysis of the assumptions to the new strategy
does not look optimistic. The European Union, and Poland with it, will not
overtake the USA or Asian countries if the foundation of the basic solutions both
in economy and in education and science is not formed by healthy competition,
immanent competition system in accessing R&D financing sources and the
conviction that knowledge-based economy is an economy based on freedom,
creativity and equality.

Abstract

Today, knowledge is tested in action, with regard to its usefulness in practice and whether it fiilfils
socioeconotnic aims. Knowledge is to be the driving force of the innovation process. Thus there
appear new tasks for the Contemporary scientists, there appear a new role and new competences
- serving the knowledge-based economy. On the global scale, researchers cope variously with
this task. Various are the results of their work and the degree to which it is useful to the business
environment. In this article the Authors focus on describing the basic indices defining the innovative,
scientific and educational potential of the selected countries. In consequence, on the one hand the
paper shows Poland’s position on the map ofthe modemising world, and on the other such analysis
may be an inducement to generate possible solutions conceming improving that position.

4 Stand of the Government of the Rcpublic of Poland towards European Commission working document on
consultations conceming the futurc of the “UE 2020” Strategy, Warsaw 2010, http://www.mg.gov.pl/NR/rdon-
lyres/A3178536-D69F-4435-8518-A2776FAA36CF/59361/PolandspositiontowardsEU2020.pdf (in Polish).
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GORDANA RADOSAYLJEYIC

The Analysis of Business Success in Tourism

Introduction

The main goal of management is the realization of optimal effectiveness and effi-
ciency of business performance, i.e. the satisfied profit level, so that all functions
of management (planning, organization, managing and control) follow that goal.
Planning, monitoring and measuring of business success is facilitated by the in-
troduction of standard ratios in measuring of business performances which en-
ables comparison of business success between firms on domestic and interna-
tional markets.

Market conditions ofan economy determine firms’business behaviour. It includes
the acceptance of international work Standards, behaviour, communication, and
other Standards that regulate firms’ business. Apart from that, it includes the ways
of monitoring business events and reporting about business results and successes
ofa firm. The main characteristic ofbusiness tourism is refiected in the structure
of incomes (assets) and costs.

It is important to emphasize high level of fixed costs in the structure of overall
costs. Tourism products cannot be stored and their usage cannot be postponed,
so if a plane takes off with empty seats, or accommodation in a hotel is not sold
in a hotel, lost income cannot be recovered. That is why the priority in tourism
is maximization of consumers in order to achieve enough income to cover fixed
costs. Air Companies and hotel chains have developed and applied sophisticated
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systems for realization of income maximization which is important for their busi-
ness. The important characteristic of a tourism firm is the economy of size that
gives more advantages to the larger Companies than to the smaller ones.

For the purpose of adequate monitoring of results in tourism firms, it is important
to have the insight in both market and financial dimensions. Business in tourism
is very complicated, because of the influence of internal and extemal factors,
which demand a large number of different ratios for its evaluation. Therefore,
there has been the analysis of evaluation of firm performance based on Informa-
tion from annual reports, through defining of financial indicators, emphasizing
the problems that may appear.

1. The Measurements of Business Performances in Tourism

The financial activities are one of the most important dimensions of business
management in tourism. The achievement of market goals means that the finan-
cial goals are realized. Profitability and financial growth are the outcomes of the
successful management in tourism.

The business operating in tourism includes many activities which are oriented
on satisfaction of customer needs. An overview of the operations process in an
organization is given in Figure 1

Figure 1. Overview of the operations process

Source: Bcech J., Chadwick S.. The Business o f Tourism Management, Prcnticc Hall 2006. pp.228.

Performance measurement and monitoring of activities influence on quality of
business management in tourism. The achievement of profitability is the main
condition for a business.
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Every firm wants to achieve a high level of profitability. The financial manage-
ment includes making business decisions, which should enable free business ac-
tivities, investing in current and fixed assets, planning financial activities in the
future, cash flow managing in firms, etc.

Profit is one ofthe main financial measurements in defming business success. The
income sheet shows the information about realization of sale during a given pe-
riod of time and about costs, too. In tourism the revenue is generated in different
ways, for example: travel agencies will gain revenue from selling package tours,
tickets, insurance, renting car, etc. The hotels have revenue from selling rooms,
food and beverage and apartments.

In the sale process a firm has some costs such as food costs, costs of retaining,
airplane taxes, provisions, travel taxes, amortization, and label cost.

Profit presents the difference between revenue and costs for an account period.
Financial reports present the financial results of accounting for a period of time
(day, month, and year) and the important factor in preceding these results to in-
ternal and extemal decision makers.

Financial reports are the starting point in managing of business performances.
The most important financial reports are balance sheet, income sheet, reports

of cash flow. (7, pp.56) They give financial information to owners, managers,
investors and others. The income sheet gives answers to many questions about
different sources of sale, revenue or profit (room, food beverage etc.) and oper-
ating costs (marketing, payments, etc.)

This report is also significant in comparing revenues with sales and costs in dif-
ferent periods of time (account period).

The reports of cash flow present cash inflow and outflow during a period of
time.

Doing business in tourism is based on cash payments. Most guests, during their
stay in hotels or restaurants, pay in cash or with credit cards. Reports of cash flow
give information about cash inflow and use of moncy during a period oftime, that
are important for investors, creditors, managers and other users.

The financial measurements show business success in many segments of tour-
ism management, such as: marketing, finance and operating business activities in
tourism. The central point of tourism business is sale. The management tends to
maximize sale which is to be enough for covering business costs (operating costs)
and profit and dividends for shareholders. Efficient sale has influence on business
profitability. The modern management in tourism tends to reduce investing and
operating costs in order to achieve a more competitive position. Therefore, prod-
uct innovations and the quality of services are the most important of all segments
of tourism business.

The market competition begins to be much stronger, especially in conditions of
regional integrations. Globalization of market and development of strategie alli-
ances give many opportunities and threats for tourism firms in the future.
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The business in tourism is successful when the scale of sale produces return on
Capital and return on assets in firm. Besides this, it is very important to satisfy
customer expectations, to build good relationship with suppliers and to reward all
managers and employees of a firm.

The strategie and operating decisions that have main role in achieving profitabili-
ty are related to marketing, supply, profit margin, Capital structure, using working
eapital, investment, etc. These decisions have to be adequate from the aspects of
efficiency and effectiveness in business. There are vertical and horizontal analy-
ses. On horizontal level it means investigation of changes in time (month, year
changes). The vertical analysis is done on different levels in organizations and it
depends on global and derivative financial measures.

The main indicators for measuring business success are productivity, liquidity,
profitability, cash flow, debt, etc. Productivity presents efficiency of using ca-
pacity, employees, fixed and working capital. The indicators of liquidity include
assets, cash flow and payment policy for suppliers and other stakeholders. Profit-
ability is used in measuring efficiency of marketing and financial activities (based
on return of capital, action capita etc.). Debt is related to the management’s view
ofrisks and retums, because it has influence on capital costs.

Cash flow is necessary for acquiring fixed assets and acquisitions in short and
long run (time). Key ratios are important indicators of business success. They
help managers in evaluating business performances.

Table 1. Key ratios

Overall measure of performance; links profit
. . ROCE
Main ratio (PBIT / capital generated to the value of assets employed to ram that
Overall P profit. Excludes ginning because PBIT is profit prior

performance employed to interest and long-term liabilities are excluded in
(CE)* 100) CE
Subordinate <o Key measure of performance; reflects all expenses
. Net profit % .
ratios and thus overall business performance. Shows what
- (PBIT/ - :
Profitability sale* 100) money is left to cover finance costs and fund growth.

Expressed as a percentage.
Gross profit % Reflects core profitability of product or service.

(GP / sales Reflects pricing policy and basic cost control of
*100) prime costs. Expressed as a percentage.

0,
E;(S:IZS:S as % Diagnostic ratio that can explain performance; can

be calculated as total expenses or they can be broken

iefo%; sales down, for example: labour costs %, overhead %
Asset Shows hovy many sa_les are bein_g gene_zrated from the
o utilization ass_ets. Indicates the |ntens!ty Wlt_h_wh_lch assets are
Productivity (sales / capital being used. Expressed as time utilization, but can be
interpreted as the value of sales generated per £ of
employed)

assets.



The Analysis o fBusiness Success in Tourism 251

Sales to fixed Isolates the productivity by class of assets; usually

assets and only useful when reviewing a trend to see whether
sale to current e _
assets each class of assets is being managed effectively.

Sourcc: Becch J., Chadwick S., Prenticc Hali 2006, pp.168.

2. Estimating Business Performance

There are many methods and techniques in estimating business performances
especially in analyzing financial information from financial reports which are
based on accounting data.

The quality analysis is a base for making decisions on all management levels in
the firm.

Reliability, comparison and importance are the elements of qualified information
that help internal and extemal users (stakeholders) to make decisions.

Firms have to operate inside the financial barriers and control their costs. The
process of planning is important for resource allocation and for measuring and
comparing results in different periods of time. Cost control is the important aspect
of management resources because it shows where and why the costs are high.
Many authors made estimation of business performances. Jones presented inputs
and Outputs. (2, pp. 104-112) Philip includes elements such as inputs, process,
Outputs, market, and characteristics of environment in the model of measuring
performances. (5, p. 359-365)

It is very significant to compare information from different aspects in order to
identify the level of current business performances: (8)

1 Comparing planning and current results;

* Comparing information in different intervals of time;

1 Comparing with competitors.

Budget presents a business plan that in the best way presents business perfor-
mance. Besides costs and profit, budget includes market instruments, too. Budget
gives information about changing profit which depends on sale, price, label costs
.etc. (7, p. 575)

This planning aspect enables all firms in tourism to define profit goals. If they
want to raise profit, they have to define measurements for goal achievement.
These have to be based on the analysis of competitiveness and market move-
ments. The aspects of creating financial and marketing strategies are showed in
Figure 2.

It is very important for planning process to make distinction between invest-
ments and results that are expected. Large number of measurements (qualitative
or quantitative) can be grouped in the field of input-output analysis on the ways
such as:
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* Number of visiting and sleeping occupancy level
1 Profit and loss (from accommodation, food beverage, etc.)

1 Customer satisfaction
1 Market share etc.

Ttis very significant for business strategy to define need for fixed capital and op-
portunities using different sources.

Whole capital includes fixed and working capital that is used to finance supply of
raw materials, payment and other spending in business.

Before starting business, it is important to define expected profitability from in-

vesting capital.

Figure 2. Formulating a financial plan

Market research
Marketing strategy

REVENUE BUDGET
-Sales revenue

-Raw materials costs
-Production and staff costs
-Sales and distribution costs
-Marketing costs

-Admin and support costs
-Fixed costs and overheads
-Interest changes and short-
term loan repayments
-Dividends/profit share
-Tax liabilities

Sales forecast
Revenue projections

Production plan

CAPITAL BUDGET
-Purchase of fixed assets,
plant and machinery,
vehicles, IT systems, etc.
-Costs of installation and
commissioning, changes
to premises, training new
staff, etc.

-R and D for new products
-Repayments of long-term
liabilities.

CASH FLOW
FORECAST

WORKING CAPITAL
REQUIREMENTS

EQUITY/BORROWING
REQUIREMENTS

Source: Beech J,, Chadwick S., The Business ofTourism Management, Prentice Hall 2006, pp. 174.
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3. The Effects of Internal and External Factors on Firm Performance

Firm profitability in the industry depends on two factors: internal and external.
Internal factors present the source of competitive advantage and factors of dif-
ferentiation of firms in tourism.

The unique resources in firm present the source of suitable competitive advan-
tage. The problem that can appear in the firm is heterogeneity of resources and
ability of the firm on which the strategy is based.

On the other side, inefficient allocation and using of resources indicates hetero-
geneity between all actors in cconomy. The resources are inevitable and viable
assets that a firm owns, manages and Controls (brand, technology, staff, etc.).
The organizational and managerial aspects are very important for a firm such as
coordination, integration, leaming, financial analysis etc.

Firm ability to use its resources in the right way analyzes extemal factors in un-
predicted conditions, can have influence on firm profitability in tourism.

Besides internal factors, the competitions of destination can have influence on
firm performance (especially hotels). Therefore the destination in which hotel
operates has influence on firm profitability, competitions and performance.
There are few models in studying competitions of destination. The most signifi-
cant model was developed by Rich and Crouch. Regardless to this model, the
competitions of destination depends on: (6)

1 global macro environment;

I micro competitive environment;

1 core resources and attractions;

 destination policy of planning and development;

1 destination management.

Global environment includes economic, geographic, social, political and other
factors in the environment.

A competitive environment includes activities of different firms in tourism that
have influence on realization of their goals. This environment includes supply,
distribution, competitive destination, tourists, management and other stakehold-
ers. The key resources and attractions represent attractiveness of tourism destina-
tion.

Core factors are policy of planning and development of destination and destina-
tion management. In the process of planning much information about the des-
tination’s suitability is very important to define mission and vision, to analyze
marketing position and brand development. These factors and other economic
and social factors may play a leading role in developing of tourism destination.
Management destination presents micro activities (operating activities) with the
aim of realization of defined goals and strategy. There are many activities in focus
of management destination that can improve the quality of destination and key
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attractiveness. One of traditional activities is marketing (promotion activities,
choice of target market, product development, price policy, distributive chan-
nels, etc.). Other activities improve quality, development of information systems,
organization, human resource management, financial management, etc. The firm
performance has influence on the competitiveness of destination where a firm
operates.

4. Problems in Performance Analysis and Measuring

In spite of the importance of firm performances, there are many problems in their
measuring and defining. In tourism, some explorers use the measurements of
efficiency and productivity to evaluate performances in hotels or a tourist desti-
nation. As it was said, productivity presents ratio between output and input, and
performances can be observed through three approachcs: financial, financial and
marketing approach, and organizational.

The important analysis of financial indicators is the analysis of sales growth rate,
investment recovering rate, dividends, etc. This approach has a few disadvan-
tages. Firms can refuse to give exact account data, or can use different criteria
in calculating financial indicators. Financial and marketing approach presents
a wider concept of performance analysis, because it also includes, market share,
innovative products, quality of product, market effectiveness, value adding in
the privatization process, etc. Organization effectiveness approach includes, apart
from these indicators, the vision and the mission of a firm too, which is presented
by the concept of Balance Scorecard - BSC. (3, pp.78-85)

According to this concept, performances are seen from the aspect of financial and
marketing indicators that are defined based on primary data. The vision of the
growth ofa firm is the beginning of the definition of business strategy of concrete
firms. Evaluation of realized performances, through one balanced approach, is
the essence of the concept.

Performance identification for individual hotel firms in a region or a country is
very difficult, which was confirmed by the study that dealt with the research of
performances of hotel firms in Spain. It included hotel managers, representatives
of hotel association and University professors. The research was done in the pe-
riod between 2000 and 2004 in 221 hotel firms. Variables used in the analysis are
filling of sleeping occupancy, gross profit margin, and gross profit per room. (4,
pp. 1-7)

Research results have shown an important influence of internal resources of
a firm and factors of environment on firm performances. Competitive advantage
and profitability of hotel firms do not depend on internal resources only, but on
extemal factors in destination. It means that public institutions in tourism that are
on a certain destination can have influence on competitiveness of tourism firms
by the policy of innovations, quality and training, which can improve quality,
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broaden innovations (through some institutions or technology centers), improve
working force skills, or create brands. Regional or local institutions in Coopera-
tion with firms ean create a favourable environment, whieh should provide tech-
nical and financial resources, necessary information, and know-how for achiev-
ing competitive advantage in the global tourist market. (4, pp.6)

It is important to emphasize that it is very difficult to evaluate objectively perfor-
mances in tourism of Serbia, because statistics does not cover that sector in an
appropriate way. Therc is not enough data about performances (business success,
productivity, and efficiency) in tourism, performances are not followed adequate-
ly in accommodation, there is no adequate observation of number of arrivals,
sleeping, assets, employees, etc.

However, there has been the research of efficiency of hotel business in Serbia.
The key elements of the research were: sleeping occupancy level, the struc-
ture of sales channels, realized hotel assets per room, realized average price of
spending nights, etc. The results have shown that the average annual usage of
capacities is 28% that hotels have been oriented to individual guests that the
process of privatization has not been finished, and the investment is not on ap-
propriate level, etc.

Inclusion of hotel management in Serbia in the Standard system of business re-
sults requires fast and efficient adjustment of the current conditions to new de-
mands and needs that are required by international hotel Standards. Prerequisites
for this are: definition of the owners’ structure, firms’ reorganization, usage of
international models for hotel managing, development of integrated information
systems, continuous training of staff, etc.

Conclusion

Managing of firm performances and their continuous tracking and predicting are
the means for realization of defined goals in business. Indicators must be true,
complete and on time, so that a firm management could make adequate decisions,
and the indicator analysis could be useful for both internal and extemal users.
In achieving and maintaining of competitive advantage and the satisfied level of
profitability of hotel firms, the internal firm resources have the key role. However,
the role of extemal factors is important in achieving financial, technological, and
market results. There are some problems in adequate observation of the internal
and extemal factors, and in defining of their influence on firm performances.



256 GORDANA RADOSAVLIJEVIC
Abstract

Tourism is one of the most significant activities in many developed countries. Finance prcsents the
important aspect of management in tourism. The same financial reports and concepts are used in
the business operations of small and multinational Companies. The understanding and measuring
business performances are the critical elements in defining the strategy of company.

In this paper, the different aspects of business performances in a tourism company such as profit-
ability, productivity, liquidity, etc. are analyzed, The key area in researching and analyzing the
ratios that are important in evaluating financial reports for internal and external users (stakeholders)
are also identified. The main focus is on the internal and external factors, which have influences on
business performances, and on the problems in analyzing and measuring performances, too.
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Financial Liquidity Management

Introduction

The eore problem of financial liquidity management resulted from the fact that in
usual circumstances a company may cover its maturing liabilities exclusively in
cash. The cash needed is obtained either through selling and collection of goods,
services and other cashable assets or through resources outside the business pro-
cess. In addition, it is generally known that encashment of assets is a much slower
and more complicated process than turning cash into assets. The reason is in fact
that money, except in financial institutions, participates exclusively indirectly in
a company - covering the maturing liabilities through goods and services and/or
through collection on the grounds of business activity. Accordingly, cash and oth-
er liquid resources available at a given moment may not be in interference with
the business activity of the company. On the other hand, practical experiences
suggest an immediate correlation between the quantity, timing and certainty of
business cash flow as well as the quantity and structure of liquid assets. The cor-
relation reduces financial liquidity management to management of the quantity
and dynamics of cash flow.

In theory, the ideal cash flow synchronization enables that time cash receipts coin-
cide with cash requirements and thus enables the company to operate without any
liquidity reserves. However economically rational it may be (immovable prop-
erty minimized), practical experiences show that operation without any liquidity
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reserves is rather an ideal than an actual Situation. As a result, financial liquidity
management means finding solutions of some crucial problems related to:

1 maintaining liquidity levels to Support solvency,

* form (structure) of liquidity portfolio.

1. Conceptual Framework of Financial Liquidity Management

The issue of definition of liquidity has been present for a long time in both com-
pany’s economics and financial theory. One possible approach relates the issue of
liquidity to convertibility ofparticular assets into cash. There cash is an absolutely
liquid asset (high-powered asset), i.e. it is a liquidity measure in liquidity assess-
ment of other assets. Practically, liquidity of any asset is related to ease and pace
of its conversion into cash with no significant transaction cost and loss of value.l
Among the numerous factors determining convertibility (liquidity) ofa particular
asset the following ones are of particular importance: generic characteristics of
the asset (kind and divisibility), market conditions, price stability, distribution
cost, etc. Thus, liquidity of a company as a whole equals the sum of liquidity of
individual assets being at disposal of the company at any given moment. Liquid-
ity of a company in the context of allowing quick reaction time while portfolio
asset conversion is followed by small value losscs is relatively consistent but
short-term oriented concept, associating with discontinued activity.

Another approach to liquidity begins with the going-concern concept, assuming
indefinite time period of a company’s existence. Liquidity is here put into context
of cash flow dynamics, i.e. the only reasonable test of a company’s liquidity is its
actual capacity for settlement of liabilities as they come due. Relatively cashable
receivables or stocks have no much practical significance if liabilities are mature
and the company is default. This concept points out gaining capacity and finan-
cial flexibility of the company as key factors of liquidity.

Stable financial structure of the company, high gaining capacity and stable cash
flow make convertibility of assets into cash - secondary component of the com-
pany’s liquidity. Financial flexibility (elasticity of financing), as company’s abil-
ity to access an additional amount of its own or other Capital when it is needed, is
an important component ofthe company’s total liquidity. Good financial Standing
and unused borrowing capacity enable the company to come up with the short-
fall of cash immediately and at a reasonable price, either for liabilities due for
payment or for taking chance of favourable investment and market conditions
(“golden opportunities™).

Maintaining the needed level of liquidity is a requirement imposed on the com-
pany from the outside - by the creditor or legislation. The liquidity requirement is
a pragmatic issue imposed by the creditor sirice, under the same conditions, a lig-

1 Van Home, Financial Management And Policy, twelfth edition, Prenticc-Hall International 2002, p. 429-
430.
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uid company provides wider rdnge of guarantees for covering liabilities in due
time. The required liquidity level needed as a guarantee of solvency means Split-
ting some assets off from the company’s business activities. The explicit price
of doing so is in loss of retum which otherwise may be realized if the reserves
of liquidity are employed. Ifwidely observed, the liquidity requirement does not
necessarily collide with the owners’ or management’s interests who are primarily
effects-oriented. Namely, should the problem of solvency escalate, the company
would face financial difificulties and may cease to exist.2

Some dilemmas arise along with the reserves of liquidity such as:

1 level of the reserves of liquidity,

* stracture (form) of the reserves of liquidity.

Although there is a variety of practical solutions, a reasonable approach must
obey the law - high reserves of liquidity guarantee solvency (minimize the risk
ofinsolvency), derogate the principle of cost-efficiency, i.e. minimal cash favours
the principle of gain (all the assets are invested and gain the retum) along with
greater risk of insolvency. Excluding the extremes (high level of cash, minimal
level of cash) as unlikely in normal business circumstances, financial manage-
ment may be reduced to search for an optimal level of liquid resources simultane-
ously meeting the solvency Capital requirement and gaining the maximal retum

(risk-return trade-off). Although the optimal liquidity level is beyond any doubt

proven in theory, its practical operationalization is not simple at all.

One possible approach to the optimization issue involves analysis and quanti-

fication of the costs resulted from existence or non-existence of the reserves of

liquidity in a company. A set of these costs known as relevant cash cost may be
classified according to their occurrence and dynamics as follows:

1 Costofholding cash - results from the reserves of liquidity or open credit lines
and is generally the opportunity cost resulted from cost ofasset immobilization.
Quantitatively, cost of holding cash equals liquid assets (LA) multiplied by cost
ofliquid assets by monetary unit (K f Factor K; is obtained as spread between
the rate of retum on business assets and the rate of retum on marketable
securities, being relatively constant if expressed in monetary unit of liquid
assets. Dynamically this factor is directly proportionate to the amount ofliquid
reserves, and financially it is approximate to the return likely to be obtained
from the available cash put into business operation or the interest payable on
debts which may be paid out of the cash reserves;

* Cost of cash shortfall - is related to the company’s decision to operate
without any or with minimal reserves of liquidity. Quantitatively, this cost is
the product of the amount of liquid assets (LA), probability of insolvency (at
a given volume ofliquid assets) and cost ofliquid assets shortfall by monetary

2 Giroux, Wiggins, Chapter Xi And Corporate Resuscitation, Financial Executive 1983, p. 425.
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unit (K® which tends to decline along as liquid assets increase. Cost of cash
shortfall equals to lost opportunities in the market, cash before delivery,
discounts, trade allowance, etc. Cost resulted from the loss of reputation and
bad credit Standing with suppliers which is hard-to-measure should be added to
cost of cash shortfall. This cost is in inverse proportion to the amount of cash
available;

1 Cash transaction cost - is related to all the operations with the reserves of
liquidity, to Start with extemal fmancing and investment of cash surplus in
other liquid assets and up to the conversion of short-term investment into
cash. This cost involves information, administrative and handling charges and
commissions following cash transactions.

Obviously, depending on the level of the reserves of liquidity some relevant costs

are mutually exclusive - cost of holding cash excludes cost of cash shortfall or

cost of obtaining cash and vice versa.3 Optimal cash level in the context of dy-
namics ofrelevant costs is shown in Figure 1 (Cash level and relevant costs):

Figure 1 clearly shows that optimal cash (reserves of liquidity) of the Company,
according to the theory of cost dynamics, coincides with minimal amount of total
cash cost (point A). Practical application of cost approach to optimal cash level
faces a lot of hindrances embodied in limitations to accurate quantification of
cash cost and difficult forecast of further cash flow.

3 Stancic P. (2006): Savremeno upravljanjefinansijama preduzeca, Ekonomski fékultct Univerziteta u Kragu-
jeveu, Kragujevac, s. 256-258.
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Level of liquidity is closely related to the structure of liquid resources. Generally,
liquid resources may be classified into primary (cash and marketable securities)
and secondary liquid assets (receivables, stocks and unused credits). Because of
the time needed for conversion into cash, use of receivables and stocks to provide
liquidity also requires a relatively large portfolio of marketable securities which
may be something longer-term than in primary collateral. Unused credit lines or
active participation of the Company in the commercial security market may be
used as alternative secondary liquidity resource. Making choice between holding
liquid reserves in the form of real liquid assets or open and unused credit lines
seems like a dilemma of the purchasing department - to keep supplies of raw
materials at the level needed or to establish partnership with suppliers who can
guarantee delivery at any time.

Liquid reserves depend on company’s size, management’s view of liquidity risk
and interest rates in financial markets. It is generally accepted that bigger Compa-
nies have more available options in providing liquid reserves, i.e. they can settle
their due liabilities sooner and more favourably if compared with small Compa-
nies. Holding real assets in pledge of security is a more conservative approach
to liquidity, preferring risk sensible management. Thus, management’s hostility
towards insolvency risk changes the structure of liquid reserves in favour of mar-
ketable securities and cash.

2. Approaches to Quantification of Liquidity

Analyzing and measuring liquidity search for the answer to a simple question;
Does a Company have enough cash and liquid resources at disposal to satisfy its
liabilities falling due? - a wide array of approaches to quantification of liquidity
may be roughly classified in two groups:

1 Asset-based liquidity measures,

2. ‘Going-concem’ measures.

2.1. Asset-Based Liquidity Measures

These measures are often considered traditional and in quantification of liquid-
ity they are based on relationships between certain figures in financial reports of
a Company, particularly in balance sheet. Relative indicators (measures) of liquid-
ity for a period of the financial report result from the ratios of different catego-
ries of liquid assets to current liabilities. In traditional accounting classification
of assets, qualities of liquid assets are usually attributed to current assets of the
Company en block, which means that a relative measure of liquidity is the ratio of
current assets to current liabilities. It is known as Current Ratio (CR) and is the
most populdr and most frequent indicator of current liquidity of the Company.

Taking Current Ratio as a measure of liquidity beyond any doubt, a financially
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based thought does not allow to generally equal current assets (stocks, receiv-
ables and cash) with liquid resources of the Company. Namely, liquidity of an
asset does not result from particular asset classification, but from velocity and
ease of its eonversion into cash. In such a context and from the aspect of liquidity,
current assets make a set of heterogeneous qualities.
Cash is surely the most liquid current asset which makes the essence of prompt
solvency of the Company. Under usual circumstances, receivables also make an
asset close to cash, i.e. an essential category of the company’s solvency. From the
aspect of convertibility into cash, stocks are potentially the most ambiguous cat-
egory of current assets; they may be time-consuming and costly along the line of
stocks - receivables - cash. From the aspect of satisfying liabilities in due time,
holding such assets is irrelevant, and that is why stocks are even not included into
liquid assets of the Company very ofiten, i.e. current liquidity is estimated from the
ratio of cash and receivables to current liabilities. That ratio known as Acid-test
or Quick Ratio (QR) is significantly stricter liquidity test if compared with Cur-
rent Ratio because of excluding stocks from liquid resources.

Main characteristic of these traditional liquidity measures is in simplicity of cal-

culation and interpretation of the results obtained. Some inherent issues must be

taken into account while the results are estimated, and also in the course of pure
application of CR and QR in liquidity quantification as the following:

1 Classification of assets into current or liquid ones resulted from a conventional
accounting classification of assets of the Company according to liquidity and
not according to an assessment ofactual liquidity. Thus, some relatively illiquid
assets may be treated as liquid if CR or QR are applied, which shows a more
favourable liquidity position than it really is.

1 Simplifying the assessment of liquidity to the ratio of current assets to current
liabilities, the key components of liquidity which are not objectively presented
in balance sheet - are neglected, e.g. unused credit capacity or net cash flow
in given time.

1 CR and QR as measures of liquidity are not applicable in periods oftime longer
than the ones covered by financial reports, being their starting point.

1 Categories of current assets and current liabilities are sensible to the techniques
of Creative accounting and window dressing which may result in digression
between CR and QR on the one side and the observed reality on the other.4

1 The issues above mentioned have urged both financial theory and practice to
look for alternative measures of liquidity of the Company which ought to be
more objective in quantification of current liquidity. Among such numerous
measures the following are the most distinctive ones:

1 Net working Capital ratio - NWCR, as ratio of net current assets to total
business assets of the Company. This is generally a variant of CR and presents
a percentage share of net current assets in total business assets. Since, from the

4 Hill, Sartoris (1995) Short-Term Financial Management, third cdition, Prcnticc-Hall, Inc, p. 269.
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traditional point of view, volume of net current assets determines the level of
prospective liquidity of the Company, it is preferable that NWCR is as greater
as possible.

1 Net liquid balance - NLB, as ratio of net liquid assets (current liabilities
subtracted from the total sum ofcash and marketable securities) to total business
assets of the Company. The core issue here is to exclude all the assets whose
conversion into cash depends on financial performance of others (customers
or debtors) from liquid assets, i.e. NLB tends to quantify the level of primary
liquidity of the Company. NLB shows percentage share of net liquid assets in
total business assets and its increase points out to improvement in primary
liquidity. Negative NLB points out to unfavourable primaiy liquidity, although
it does not necessarily mean insufficient solvency which directly depends
on convertibility of receivables and stocks into cash, i.e. on availability of
additional financial resources.

1 Accounts receivable turnover - ARTO, as ratio of net credit sales to average
accounts receivable, which isa measure ofhow quickly customers pay theirbills.
Generally, ARTO measures liquidity (convertibility) of accounts receivable as
a secondary liquidity asset. Increase in ARTO means improved liquidity and
better financial Standing (less investment in accounts receivable).

1 Inventory turnover ratio- I1TO, as ratio of cost of goods sold to average stocks;
testing average convertibility of stocks into cash.

1 Comprehensive liquidity index - CLL, isan adjusted Current Ratio and is based
on adjustment of the volume of current assets and current liabilities, as shown in
the balance, by correction factor obtained from tumover coefficient of categories
calculated in CR. Adjusted values of current assets (accounts receivable and
stocks) and current liabilities are obtained as the product of particular categories
from the balance and the appropriate correction factor as follows:

turnover coefficient

Of course, the correction is not necessary for cash and marketable securities,
since these two categories of current assets may be directly used for payments
falling due. The point of correction of CR is in adjustment of balance amounts
to values corresponding with efficiency of current assets and current liabilities
(tumover coefficient). Practical experiences in applying CLL show that ARTO
=4 adjusts the value of accounts receivable to 75%, and ARTO = 12 adjusts the
same value to 91.7% of the balance value of the accounts receivable. Adjusted
value of current assets is the sum of cash and marketable securities and adjusted
values of stocks and accounts receivable. The ratio of that value to adjusted value
of current liabilities makes CLL, which is lower than CR, thus defining CLL as
a stricter test of liquidity.



264 PREDRAG STANCIC, VLADIMIR STANCIC

2.2. ’Going-Concern’ Measures

Based on assumption of indefinite time period of a company’s existence, these
measures deal with liquidity in the context of dynamics of cash flows. By ig-
noring direct operations of convertibility of current assets into cash and pace of
maturity of current liabilities, these measures neglect the level of primary liquid
assets (cash and marketable securities) and all the current liabilities except the
ones to suppliers. Quantification of differences in timing of business cash flows
is in the core of liquidity measuring. The following measures of liquidity are most
frequently used:

* Cash conversion cycle - CCC5measures the difference between the time cash
remains tied up in stocks and receivables and the time when current liabilities
to suppliers are due. Generally, CCC is most easily explained by using cash
flow time line to present points of time of particular important events of cash
flow, as can be seen in Figure 2 (Cash Conversion Cycle):

Purchase Product Sale

Average inventory Accounts
collection period receivable period

* paynetpiad P o« Cash Conversion Cycle

Paying suppliers Collection from costumiers
(disbursing cash) (collecting cash)

Mathematically, CCC may be calculated from the model:

aqq _ Inventory X 365 Receivables X 365 Current liabilities X 365
Costof goods sold Net sale income Credit buying

I.e. CCC quantifies the following:

Cash Average Receivables Payables
Conversion = Inventory + Processing - Period
Cycle Collection Period

Period

The result obtained presents the time (number of days) needed between the acqui-
sition ofraw materials and the receipt of payment for the finished products or ser-

5 Richards, Laughlin, A Cash Conversion Cycle Approach To Liquidity Analysis, Financial Management 1980,
p. 32-38.
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vices in which acquisition value is included. The longer CCC, the slower turnover

of current assets - that emphasizes strengthening of primary liquid assets.6

1 Weighted cash conversion cytie - WCCC is a relatively new modification of
CCC.1In WCCC the category of inventory is broken down into raw materials
inventory, working-in-process inventory and finished goods inventory. Time
segments for each category of inventory are weighted by the profit margin of
accounts receivable and raw material costs (for raw materials) or production
costs (for working-in-process and finished goods). WCCC measures the
weighted number of days funds are tide up in inventories and receivables
unless the weighted number of days cash payments are deferred to suppliers.
Of course, data on the structure of inventories and the volume of production
costs are hardly available to analysts outside the firm, which aggravates the
application of WCCC as a measure of liquidity.8

Regarding measures of liquidity, Emery’s attempt is also worth attention. He tried

to make a compromise between the approaches based on the liquidity of assets

and concepts based on ‘going-concem’ principle.9 Emery designed a liquidity

risk measure named lambda:

LAMBDA - — s e e
Uncertainty about cash flow

Liquid reserve involves primary liquid assets (cash and marketable securities)
and unused lines of credit. Expected cash flow is net cash flow firom operations
expectcd over the analysed period; if it is positive, it increases liquid reserve
and if it is negative it decreases liquid reserve. Uncertainty about cash flow is
expressed in Standard deviation of the distribution of the company’s expected
cash flow operations. Should the distribution of the expected cash flow bc even
approximately known, lambda might be very useful in assessment whether the
liquidity Standing provides protection against a possible threat of insolvcncy. The
higher lambda coefficient, the higher liquidity Standing of the Company is.

3. Is There an ldeal Measure of Liquidity?

The point of measuring liquidity is in information of solvency and financial flex-
ibility of the Company out of which the investment and financial decisions of both
Capital owners and possible investors and creditors - are made. Financial theoiy
and practice have developed a variety of the measures of liquidity to support the
need for information. All the measures previously mentioned in this paper tend to

b Emcry, Finncrty, Stowe, Corporate Financial Management, sccond edition, Prenticc-Hall 2004. p. 683-685.
7 Emery, Measuring Short-Term Liquidity. Juornal of cash management, July August 1984, p. 90-99.

8 Gentry, Vaidyanathan. Lec, A Weighted Cash Conversion Cycle. Financial Management, Spring 1990.
p. 94-99.

9 Emcry, Measuring Short-Term Lic/uidity, Juomal of cash management, July-August 1984, p. 25-32.
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quantify actual liquidity Standing in the time given. The volume and type of rele-

vant information available and the purposes of liquidity analysis determine a suit-

able approach - asset-based liquidity measures or going-concem ’measures.

Practical experiences in quantification of liquidity suggest that different mea-

sures and approaches may offer contradicting assessments of liquidity, i.e. some

measures may be in conflict with each other. The priority of the criteria opened
the issue of a ‘real’ measure (ideal measure) of liquidity in financial theory. Ac-
cording to empirical and theoretical research hitherto, six key conditions are to be
satisfied by such an ‘ideal’ measure. The criteria are presented in Table 1below:

1 applicability regardless of purpose and time horizon;

2. ability to comprise all the liquid assets available at the Company in a given
time. The assets involve readily convertible assets without interference with
usual operations of the Company, expected cash flow obtained through busi-
ness operation, and open but unused credit lines;

3. selectivity, i.e. doing away with any assets which are actually unavailable in
a given time;

4. feasibility of direct measuring the probability of insolvency in a given period;

5. ease of quantifying the liquidity on the grounds of data actually available to
both inside and outside analysts;

6. comparability of the quantified scores of liquidity obtained in a given time and
place.

Obviously, such complex requirements can hardly be met by any of the measures
of liquidity discussed above. However, the more of the above requirements met,
the closer the indicator to the ideal measure of actual liquidity of the Company.
Table 1is to be used in assessment of particular measures. Criteria for an ideal
measure of liquidity are given horizontally (1-6), and most often used measures
of liquidity are given vertically. Each particular measure of liquidity in Table 1is
assessed following the criteria in a way that fully met criterion is marked ‘+’and
unsatisfied criterion is marked *-*. When it is not possible to determine the level
of satisfying the criteria, the mark is “?’.
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Table I. Measures of liquidity - suitability assessment

Measurements Criteria

of liquidity 1 2 3 4 5 6
CR - - - 7 + -
QR _ _ _ 7 + _
NWCR - - - 7 + -
NLB + _ ? + _
ARTO - 7 + -
ITO + 7 + _
CLI - - - 7 + ?
CCC + - + ? - +
wcCcCC + - + 7 - +
Lambda + + + +

As presented, most measures do not satisfy the first criterion of applicability re-
gardless of purpose and time horizon. CR, QR, RNOK and PIL are particularly
imperfect, sifice they are restricted to a specific period of time covered by finan-
cial reports. Only lambda satisfies the second criterion related to comprising all
liquid assets. Indeed, CCC and WCCC also deal with the amount and/or timing
of cash flow, but they do not include unused credit lines. Only CCC, WCCC and
lambda satisfy the criterion of selcctivity, i.e. ability to do away with any as-
sets from the calculation which are not actually available to cover due payments
in a given time. Lambda is the only indicator which satisfies a particularly im-
portant requirement of direct measuring the probability of insolvency in a given
time, which cannot be fully confirmed or denied for other indicators.

The principle of efficiency is of utmost importance in providing information of
liquidity. In such a context, the remaining indicators of liquidity have the over-
whelming advantage over CCC, WCCC and lambda, since they are obtainable
without additional processing and assessment of information, i.e. on the grounds
ofthe existing data (financial reports) which is available to both inside and outside
analysts. The requirement of comparability of the quantified scores of liquidity
in a given time and place is much easily satisfied by going-concern’indicators
than by asset-based liquidity measures. Namely, direct ratio of current assets to
short-term liabilities provide comparability within the same industry or, at least,
among closely similar industries. This comparability is not possible among in-
dustries that essentially differ in duration of business cycle and cash flow vari-
ability. Time-based measures of liquidity (CCC, WCCC) enable the comparabil-
ity of the results obtained among different Companies through quantification of
time of collecting and disbursing cash. From that point of view, indicator lambda
is in considerable advantage over the others, since using estimates of uncertainty
about cash flow and excluding inventory and receivables from liquid resources
it may provide the necessary comparability of quantifications obtained among
different industries.
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It is absolutely elear from Table I that no indicators satisfy all the requirements
needed to measure liquidity. Indicator lambda is closest to an ideal measure of
liquidity, sifce it satisfies even five out of six criteria. The only problem with
lambda is in its information basis which should be appropriately prepared for
quantification of liquidity of the company

Liquidity of the company should not be taken as equal to convertibility of its as-
sets into cash. Financial theory estimates the liquidity of a iiving’ company in
the context of cash flow, i.e. liquidity is seen as ability to settle payments in due
time. Possible discrepancies in cash flows require holding of liquidity reserves
(cash, marketable securities, prompt access to financial resources) and they pro-
duce opportunity cost if not engaged in business operations (loss of income).
Optimal liquidity of the company assumes the balance between opportunity cost
and expected cost of insolvency. As a relatively abstract phenomenon, optimal
(adequate) liquidity is embodied in attempts of quantification of liquidity. The
complex issue of search for an ‘ideal’ measure of liquidity able to quantify the
essential (actual) liquidity of the company, in spite of what has been done so far,
is still - open.

Abstract

The concept of liquidity for firm dififers from the liquidity of an asset. As ongoing economic entity,
a liquid firm is one that has the ability to pay its bills as they become due. Providing for liquidity
usually involves a cost because resources must be diverted from operating activities. Establishing
the correct liquidity of a firm involves a tradeoffbetween the cost of providing for the liquidity and
the liquidity and the economic cost of insufficient liquidity.

Because the concept ofadequate liquidity is somewhat abstract, there exists a problem in attempting
to measure a firm’s liquidity. Liquidity measures appear to fall into three categories: measures of
the relative balance of short-term assets and short-term liabilities, measures of the cash conversion
cycle, and measures of the excepted liquidity recourses relative to the uncertainty of the cash flow.
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Characteristic of Effecitve Leader’s Communication

1. Basic Channels and Forms of Communicating

In Contemporary circumstances, communication represents by far more complex
and important phenomenon than simple technical information exchange. It makes
the absolute condition of entire human civilization survival and the key segment
of our reality creation. Communication is conditioning qua non of each succcss-
ful leaders process, primarily in the context of introducing the followers with the
organizational vision, as well as in all other spheres of their motivating, inspiring
and mobilizing to be engaged in its realization. In conditions of organizational
changes, effective communication is one of the most important prerequisites of
success in all phases of their performance and because of that it may be consid-
ered the vital dimension of leader’s activity.

For vision distribution and other kinds of communication with the followers,
leaders have a last number of communication channels, starting from their physi-
cal presence and discussion face to face, through interactive channels, such as
electronic media and telephones, all the way to the static channels that can be
personal (memoranda, letters), or impersonal (bulletins, reports, articles and the
like). The channels differentiate among themselves by the capacity of Informa-
tion, transmitting which is determined by the following characteristics [Lengei,
p. 225-232]:
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1 The ability to transmit a large number of Information simultaneously;

1 The ability to provide a swift, two-way feedback;

1 The ability to provide personal focus in the process of communication.
Discussion face to face is, firom that aspect, the richest communication channel
because it makes possible the direct contact, a swift information flow, momentary
feedback and the personal focus. This kind of communicatlON is most desirable
in conditions of organizational changes because they provide a better assimila-
tion of a great deal of data, emotional comprehension and the support necessary
for change acceptance. Besides, messages in connection with the changes are
often ambiguous, nonstructural, unusual and always under some kind of pressure
which may provoke resistance, which is the fact why a more often, immediate
contact with the leader and interactive communication are necessary.

Although verbal constructions are primary, they are not the only messengers be-
tween the leader and the followers in the process of communicating. The message
receiver almost never corresponds only to words he/she hears, but notices speci-
fic behavior, movements, intonation and other non-verbal expressions following
verbal communication. Though, a significant part of nonverbal communication is
being led subconsciously, it transmits an enormous number of messages we are
sending to other people. This communication segment is especially significant
for the emotional message component transmission, for which it is considered, to
the largest extent, to communicate right non-verbally (many believe that a large
number of emotions can hardly be expressed by words and that,because of this
fact, even 90% of emotional contents is expressed nonverbally).

Some research have shown that in cases of verbal and non-verbal information con-
flicts, a person is rather prone to believe in a non-verbal piece of information, even
ifit is adopted at the level of intuition and subconsciousness. Nonverbal communi-
cation represents almost a universal form ofhuman communicating which is devel-
oping and changing under influences of social belonging, culture and personality
characteristics and beside the message information, it may represent a significant
source of information to the one who is sending respective information.

2. Verbal And Non-Verbal Communication

Business organizations, like other social systems, require effective communica-
tion in order to operate efficiently and achieve their objectives. Communication
takes place in two ways: through language (verbal), using words, and through
nonverbal communication or so called “silent language”.

Language is one of the most powerful methods for A vision to be expressed.
Successful leaders use metaphors, style expressions, examples, anecdotes and
stories in order to, in a convincing and interesting way, present the core and the
basic values of a vision and of organizational changes. Language is the main
messenger, no matter which channels of communication are used and in order to
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make communication more convincing; it is recommended that leaders, during
their verbal expression (both vocal and non-vocal) bear in mind the following
[Du Brin, p. 261]:

1 Use powerful and convincing expressions,

1 Use emotion provoking expressions,

1 Know exactly what is to be gained in the communication process,

1 Minimize use of senseless words and phrases, as well as vocalized breaks,

1 Avoid or minimize usual language and grammatical mistakes,

1 Equip the message with strong and logical arguments,

1 Adjust expressing to the listener,

* Point out the key idea in the beginning of communicating,

* Write a short and full reminder if necessary.

A language is a symbolic code of communication consisting of a set of sounds
(phonemes) with understood meanings and set of rules (grammar) for con-
structing message. [Ferraro, p. 44], Language consists of a series of arbitrary
symbols with meanings which must be learned and, when put together accord-
ing to ccrtain grammatical rules, can convey complex messages. Cultures vary
in terms of how explicitly they send and receive verbal messages. In some
countries, and business organizations within, effective verbal communication is
expected to be explicit, direct and unambiguous. Good communicators are sup-
posed to say what they mean as precisely as possible. Speech Patterns in some
other countries are considerably more ambiguous, inexact, and implicit. There
are two different types of speech pattems. Restricted codes use short words,
phrases, and sentences that don’t rely on hidden, implicit, contextual cues (non-
verbal behavioUr, social context, and the nature of interpersonal relationships).
Restricted codes are a form of “shorthand” communication that does not rely on
verbal elaboration or explication. Elaborative codes, on the other hand, empha-
size elaborate verbal amplification and place little importance on non-verbal
or other contextual cues. Edward Hall noted conceptualization of high-contcxt
cultures and low-context cultures [Hall, p. 79].

Low-context cultures, relaying on elaborated verbal codes, demonstrate high value
and positive attitudes towards a word. A primary function of speech is to express
one’s ideas and thoughts as clearly, and persuasively as possible. The Speaker can
be fully recognized for his or her individuality in influencing others. In high-context
cultures, verbal massages are important, but only as a part of total communication
context. The purpose of the holistic approach to communication is not to enhance
the speaker’s individuality through the articulation of words, but to promote har-
mony and social integration. One is expected to be sensitive to subtle contextual
cues and not to assume that critical information will always be verbalized. It is not
unusual to leave sentences unfinished or to tolerate intermittent periods of silence.
Language also reveals culture’s basic value structure. The extent, to which culture
values the individual or group, is often reflected in its language style. The goal of
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communication, in group-oriented cultures, is to achieve consensus and promote
harmony, and language tends to be cooperative, and polite, while in individual-
oriented cultures it is to demonstrate one’s eloquenee, and language tends to be
competitive, adversarial, confrontational, and aims at making a point.
Successfull communication requires not only an understanding of a language, but
also the nonverbal aspects of communication. Nonverbal communication has been
refered to silent language, and the hidden dimension of communication. It is equaly
important to the sending and receiving the messages, bccause it helps us to interpret
the linguistic messages being sent. Nonverbal communication functions in several
important ways regulating human interaction. It is an effective way of: sending
messages about feelings and emotional states, elaborating on our verbal messages,
and governing the timing and tum taking between communicators.

There are numerous aspects of non-verbal communication, out ofwhich the follow-
ing are the most important [Mandic, p. 84-103]: vocal expression - related to the
height ,dynamics and voice rhythm, breaks in speaking and the like, facial expres-
sion - related to the expression ofthe face and is considered by many to be the com-
munication aspect by means of which the largest number of non-verbal messages
are sent, gesture expression relates to the movement of the hands and movements
in general, postural expression relates to the body pose that a person has while
communicating, special behavior means orientation, movements in one’s physical
surroundings, and primarily awareness of one’s own space which is manifested by
keeping a certain physical distance while establishing the contact with some other
person and proxemic expression related to the body contact, that is a touch.

The way that people hold their bodies communicates information about their so-
cial status, religious practices, feelings of submissiveness, desires to maintain a
social distance, and sexual intentions etc. When communicating, people tend to
Orient their bodies toward others by assuming a certain stance of posture. A per-
son can stand over another person or can kneel and in both cases something
different would be communicated by the body posture. Body posture constitutes
very corrective sings of a person’s inner state as well as his/her behavioral expec-
tations towards others.

The human hand is such a precise Instrument so that there are vast arrays of alter-
native hand gestures to convey any given idea.

The face is the most important part of the body channeling nonverbal communi-
cation, and it is rieh in potential for communicating emotional states. The face is
so central to the process of communication that we speak of “face-to-face” com-
munication. The face is capable of conveying emotional, attitudinal, and factual
information in short periods of time.

So the eye contact is a very important mechanism of communicating nonverbally.
In some societies the direct intense eye contact is a sign of attentiveness and re-
spect while in others it is threaten and hostile.
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How people use personal space (proxemics) in their interactions with others is re-
garded as “silent language” that must be understood to achieve clear communica-
tion. How close a person gets to another in a normal conversation will depend on
the nature of the social interaction, but also will be dictated by cultural norms.
Different societies have different definitions of how closely people should stand to
one another in normal conversation. Bodily contact (touching) is perhaps the most
personal form of nonverbal communication. Humans touch in a variety of ways
and for a variety of purposes. Friendly gesture of touching someone with the left
hand (during the handshaking) is considered a serious insult in certain parts of the
world.

3. Characteristics of Effective Leader’s Communication

Communicating bctwccen the leader and the followers is important in all stages
of organizational changes process, but it is of exceptional importance for the
new organizational vision distribution process. Acceptance of the vision by the
organization members may be considered the key prerequisite for a successful
change realization, but at the same time, it also represents significant intellectual
and emotional challenge, connected to the necessity of giving answers to multiple
questions that the change puts.

Effective communication of organizational vision understands respect of certain
rules, out of which the following ones may be emphasized as the most important
[Du Brin, pp.261]:

1 Simplicity,

1 The use of metaphors, analogies and examples,

1 The use of various communication mcdia,

1 Frequent repeating,

1 Giving one’s own example,

1 Explaining insufficiently clear points,

1 Keeping the two-way communication.

The time and the energy necessary for the efficient vision communication de-
pend a great deal on simplicity of the message that the vision transmits, and also
on its clear presentation. Information which are free from slang phrases and the
purpose oriented, that is, focused, are apt to the placement to the larger dient
groups, which is the core prerequisite for vision distribution through all orga-
nization levels. Using technical and too many professional phrases may lead
to confusion, cause suspicion and mistrast, even a degree of alienation which
is outstandingly undesirable in the organizational changes process. Because of
that it is necessary, no matter of a periodical necessity of using specific profes-
sional and expert’s expressions, to keep communication the simplest possible
and easily understood for the largest possible number of internal and extemal
organizational changes constituents.
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Another important possibility for making the vision communication effectiveness
better is in using metaphors, analogies and examples in its shaping and presen-
tation. Metaphors and analogies make possible ereating a clear mental vision
picture, in that way making it closer and more accessible for everyday commu-
nication. Well chosen metaphors increase the degree of message memorability
and make it striking and recognizable in the competence with hundreds of other
information.

Effective communication understands the usage of various forms and media for
information transmittance, starting with the large, organized, formal meetings,
through the memoranda, newspapers, posters all the way to informal, individual
contacts and the conversations. When the same message is put to people from
many different directions, the chance is increased for it to be noticed and leave an
impact on the intellectual and emotional level [Kotter, p. 93],

It is known that the core point of every leaming is in repeating. Except in ex-
ceptional cases, where there is very little possibility for the information to be
remembered for good after it has been uttered just once. The process of frequent
repeating is especially important when it is tried to impose something completely
new in the situations when people are overburdened by various information and
ideas struggling to gain their attention. Due to this fact, it is considered that suc-
cessful vision communicating has to be based on frequent repeating the message
being expressed, using each convenient moment and each free space for its pre-
sentation. Still, what is more important than all is leading by one’s own example
which confirms the fact that the most efificient way of vision communication, in
fact is in one’s own behavior.

The leader living in accordance with his vision and whose behaviour is synchro-
nized with the ideas that the vision expresses, becomcs a better communication
medium than hundreds of written messages, slogans or metaphors. As it has earli-
cr been mentioned, the majority of people are more prone to believe in deeds than
in words, that is, choosing between the verbal and non-verbal, priority is given to
the latter kind of communication. Leader’s behavior which is completely incon-
sistent with the promoted vision of organizational changes represents a certain
way of undermining all communication and other efforts aimed to their carrying
out. If it is impossible to avoid inconsistency from time to time, both in behavior
and messages, it is necessary to, sincerely and openly, face it and explain the fol-
lowers the reasons for such occurrence. Besides, the leader must always be avail-
able for some additional information end explanations if necessary.

Besides all stated, it is important to emphasize that one of the key prerequisites
of efficient communication is in two-way which understands the need of sending
and receiving feedback. Because of the fact that vision communicating is often
a complicated and difficult activity, it may easily happen that it turns into a one-
way information distribution with no suitable feedback which is one of the causes
of hardship in organizational changes realization.



Characteristic ofEffecitve Leader s Communication in

One of the crucial factors of effective two-way communication is the ability
of active listening and perception. It is the generally widespread belief that in
Contemporary enterprises the most important information comes from lower or-
ganizational levels that is moving from bottom up, thus “effective listening” is
considered to be a significant component of a leader’s process [Pearce, pp. 160].
It understands the ability of understanding and interpreting the original and es-
sential meaning, that is the message sense and requires attention, energy and spe-
cific abilities, such as concentration, curiosity, high level of response and the like.
Active listening initiates the development of interpersonal trust, affirms respect
and common perception which leads to better problem understanding and faster
finding appropriate solution. However, experience shows that most people put
much more energy into efforts to formulate their next thought during their con-
versation than to listen carefully to what their conversationalists speak about at
the moment.

The ability of active listening understands the ability of identification with the
conversationalist, with an attempt to really understand the problem being ex-
posed and the message that is wanted to be transmitted. It requires an effort to
give up one’s own inner dialogue which very often has all our attention and to
concentrate completely on what someone eise exposes.

Thcre, the attention must not be put only on verbal but it must be directed to the
non-verbal aspects of communication which understand an attempt to reveal the
implicit message content which is to be transmitted through the communication
process. It is as well necessary, to let the conversationalist know that you have
heard and understood him/her, which may be achieved by paraphrasing his/her
presentation from time to time. The ability of the effective listening is deter-
mined, among other things, by the ability of putting right questions which are of
help in getting the right meaning of what has been said and check if the recipient
has adequately understood the information placed to him, and on the other side,
the person receiving information may ask for some additional explanation also by
putting questions which will make it possible for him.

To reveal the core of the problem, effective listening represents engaged activity
which helps overcome barriers between leaders and followers, as well as to initi-
ale their active participation in the communication process.

An important segment of the effective communication is a constructive dialogue.
In the dialogue process, people create a common opinion and share common
ideas and attitudes on a certain occurrence, which makes it possible to understand
their own and someone else’s position better, as well as their interrelations. It is
necessary to be emphasized that there is a distinction in communication through
a dialogue, compared to classical forms of discussion, which can be seen in the
absence of prejudice, but already made answers and solutions, and also strict
beliefs which are to be kept too strongly. As different from discussion based on
attempts to eagerly defend one’s attitudes and persuade other participants in com-
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munication to accept them at any price, in the process of a dialogue, the starting
point is to reach the real solution through common attempts, by establishing the
relationship of trust and by creating common feelings and thoughts on certain
issues. The dialogue result is not a short term, forced agreement on problem solu-
tion, but a long term unity of a group which is the consequence of transformed
attitudes and the ways of thinking.

Conclusion

The Successful two-way communication is not exclusively the matter of intellect
and logie, but of trust, emotions and accepting difference of other people and
the efforts to comprehend the intention of the communication, with no prejudice
and priori refusing the message content. The ability of keeping such communica-
tion is of an essential importance in the process of organizational changes which
request changes at personal level too, with efforts to understand and appreciate
individual distinctions. "Effective communication understands leaming and ex-
pressing in languages of logie and emotions, with the ability to listen not only by
ears but primarily by heart” [Covey, p.126 -128].

Abstract

Aprerequisite of the successful communication including an enterprise into the globalization process
is the organization changes implementation which demands the effective leader communication.
The most important aspects of the communication process, representing the core prerequisite of
successful carrying out organizational changes, have been considered in the work. Also analyzed
are the basic forms and ways of communicating, the characteristics of verbal and nonverbal
Communications, as well as the most important assumptions of the effective communicating in
relation to active iistening, using feedback and constructive dialogue.
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PETAR VESELINOVIC

Export Performances of National Economy in the
Conditions of Global Economic Crisis

Introduction

The emergenee of crisis in the world economy announced slowing down of eco-
nomic growth and the projections of International monetary fund (IMF) for 2009
testify the same. World economy growth, according to the data received from
this institution in 2008, was 3%, while for 2009 the growth is projected fewer
than 2%. If the following predictions are accomplished, world economy in 2009
would have growth rate for half smaller than growth rate in 2007. Although the
expected tendency of slowing down economic growth is valid both for developed
and developing countries, IMF in its projections indicates diminishing economic
growth of developed countries in 2009 almost to zero growth rate, while the eco-
nomic growth of developing countries and countries with market in the process of
creation would be in the zone of positive values. Such economic growth scenario
for 2009 would have as the consequence fall in the stock market prices, which
would lead to the decrease of income for the exporters of primary goods. Export
of Serbia can not remain immune to the unfavorable trends in international sur-
rounding, so we should expect harder approach to EU market, although the ex-
port to CEFTA countries would be faced with difficulties. Due to that, domestic
Companies would have less income from exports, which is already present as
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the tendency. Decrease of the export level would have the consequence of lower
economic growth. Less aggregate demand in EU countries has the consequence
of harder realization of Serbian export in this region, while in 2009 we can ex-
pect cancelling some of the exporting contracts. Although we can expect slower
growth in trade deficit, deficit in the current transactions balance would still be
very high, that is in non sustainable zone, where we would have the problems
in its financing. Having in mind above mentioned statements, in this paper we
would stress in more details basic performances of Serbian economy export ac-
tivities in the conditions of global economic crisis.

1. Trade (of Goods) with Other Countries

After 2000 there is registered tendency of Serbian trade deficit growth. Parallel,
deficit in current transactions balance was growing that in 2004 rcached 13.8%
of gross domestic product (GDP) while in the first eight months 2008 it increased
to 19.1% (table 1). Deficit in trade balance in 2007 was 9.7 billion dollars, which
caused the growth of deficit in current transaction balance on 13.6% of GDP.
Sudden increase oftrade deficit to almost 10 billion dollars in the first ten months
in 2008 induced the growth of deficit current transactions balance on 7.5 billion
dollars in the same period.

Growth in both trade and current transactions balance was induced by the signifi-
cant increase in the valuc of the import of goods that increased from 10,9 billion
in 2005 on 19,3 billion in the first ten months of 2008. When we start from the
fact that the trade deficit was also high in previous years, it is imposed the estima-
tion that it comes from incoherent structure of domestic export with the structure
of world export demand, that is due to insignificant increase in export. Growing
competitiveness on the world market and in regional frames makes difficult the
export of domestic Companies. Structure and the factors combincd with strength-
ening of competition and weakening of export demand in developed countries,
led to slower growth of Serbian export in 2008 and increase of trade deficit.

Importance of Serbian economy should be looked also from the standpoint of its
participation in GDP. Average level of export of goods in Serbian GDP was in the
period 2001-2004 namely 16%, which was significantly less than in other coun-
tries of the similar level of development. Increase of the level of export and im-
port of goods and services in GDP is imposed as one of the most important tasks
for the subjects of economic policy in the following years. It is undoubtedly need
in order to increase foreign currency inflow for reguldr servicing foreign debt of
the country and reguldr payment for current import of goods and services.

Insufficient growth of export could lead to deepening structural misbalances, es-
pecially ifthere is no expected inflow of foreign currency after the privatization is
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over. According to the table 1we could notice that the participation of Serbian ex-
port of goods in GDP in 2007 was only 22.7% and that insignificantly increased
on 23.6% in the first nine months in 2008, that persuasively illustrates low level
of export in domestic production. For now on there are no serious problems, be-
cause monetary reserves in foreign currency had the tendency of growth that also
continued in the first part of 2008, and the inflow of foreign direct investments
(FDI) revived in 2008. Of course, there was also the increase of foreign debt, so
that the experts of IMF did not miss that and they suggested decreasing of the
deficit in current transactions balance on approximately 10% of GDP.

Table 1. Export of goods, GDP and current transactions balance in Serbia (in mil-
lions of US$ and %)

2001 2002 2003 2004 2005 2006 2007 2008
Import of
goods, FOB*
Export of
goods, FOB*
Trade
balance*
GDP** 11581 15.277 19.755 23.776  25.776  29.604 38.898 36.7562
Export of
goods/GDP 14,9 13,6 14,0 16,3 16,3 21,7 22,7 23,6’
(in %)
Current
transactions 280 -650 -3.281 -3.281  -2.986 -5.286
balance**
Current
transactions
balance/GDP
(in %) **
Note: Sinee January 1, 2008 there is reelassification of current transactions in order to adapt to the schcmce of

balancc of payments of IMF, so that we could expect corrections of data on current transactions balance. and
therefore derived indicators.

1Data are related to the first 10 months (Source: National bank of Serbia (NBS), http://www.nbs.rs/export’
intemct/cirilica/80/80 2/platni bilans/index.html, approach December 12, 2008).

1721 2075 2.756 3.879 4.898 6.428 8.825  9.5591

-4261 -5.614 -7.477 -10.935 -10.617 -13.172 -18.554 -19.275*

-2.540 -3.539 -4721 -7.056 -5.719 -6.744  -9.729 -9.7161

24 -4.3 -7.8 -13.8 -13.8 -10.1 -13.6 19.1

2 Datum is related to the first threc quarters and was gained through addition of the valucs in the quarters
(Source: NBS, 2008, p. 58, tablc A).

3Calculated according to the data from the table, and is related to the first ninc months.

Source: *NBS (2008a, p. 54-57); **NBS (2008, p. 50)

1Monetary reserves in forcign currcncics in NBS has grown from 5.8 billion $ at the end of 2005, on approxi-
mately 14.2 billion $ at the end of 2007, that is on 11.7 billion $ at the end of November 2008 (data on moving
ofmoncray reserves of NBS do not covcr monetary reserves of banks and arc taken from the websitc of National
Bank of Serbia http://www.nbs.rs/export/intemct/latinica/80/80 2/dcvizne rczerve2008.pdf).
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The emergence of world financial crisis has reached the domestic market, and
there is the pressure on exchange rate of RSD. In autumn 2008, sudden weaken-
ing of RSD induced the interventions of NBS on monetary market. Nevertheless,
banks also reacted by placements of the part of short term Capital abroad, which
led to the decrease of monetary reserves.

The overview of trade deficit and deficit in Serbian current transactions balance
(after 2001) is demonstrated on the graph 1

The increase of trade deficit in Serbia led to the increase of deficit in current pay-
ments balance in 2008 at around 19% of GDR Although Serbian export of goods
in 2008 increased according to the rate of 33%, growth of import with the high
rate of around 35% led to the increase of trade deficit compared to the previous
year. Several factors influenced over the growth of deficit: over estimated value
of RSD, loans of Companies and banks abroad, big public expenditures, low re-
sults of the real sector of economy reform, etc. NBS tried to prevent the growth
of aggregate demand and maintain the stability of prices in 2008. Stability of
prices is achieved to some extent, although with the cost of strengthening RSD in
the first part of the year and expansion of trade deficit. Having in mind that this
tendency is not sustainable on long term, prevalently due to the level of foreign
debt of the country, in the future years we need more dynamic growth of export
compared to import in order to limit trade deficit to sustainable level. It could not
be achieved easily unless there is bigger infiow of FDIs, especially Greenfield
and Brownfield investments, and also with mutual effects of monetary, fiscal and
policy of structural adjustment. In order to create conditions for expansion of
trade, there is often stressed the need to decrease “marginal costs”, increase the
competitiveness of the export and creation of similar conditions for trade in the
free trade zone in Southeastern Europe. In the area of custom protections it is
indicated the need for further coordinated liberalization in the process ofjoining
to the World trade organization (WTO) and EU. Further Standardization and ap-
plication of the mechanisms for protection domestic market according to the rules
of WTO, should be the main direction of harmonization of country in the region
trade policy.
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Graph 1 Trade balanee and current transaction balance in Serbia (in million $)
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Deepening of world economic crisis and lowering economic activity acts as limi-
tation on the export growth in future period. Economy of Serbia is in unenvi-
able position due to several reasons: (1) weaker economic activity in the world
leads to exhausting world export demand and its redirection to national frames;
(2) structure of domestic import is defined with the structure of production with
stressed participation of primary sectors and products of the lower phases of pro-
cessing which, in normal conditions, made difficult export growth; (3) increase
the price of rnoney on domestic market make loans more expensive, so the costs
of domestic company grow in fmancing production for export; (4) there is the
need for the Companies to approve export credits with longer periods, before all
to the customers from CEFTA countries, and the possibilities for its refinancing
are made more difficult; (5) finance potential of domestic agencies that operate
in the sector of insurance and credits for export (AOFI and SMEC A) for stronger
support to the export; (6) unilateral application of ASA with EU sifice January 1,
2009 will enable easier approach to the exporters from EU to domestic market,
strengthening competition.

Mentioned reasons are combination of the effects of long term structural factors
and current more difficult circumstances on the increase of Serbian export. Plait
of these circumstances can lead to stronger slow in export comparing to the ex-
pected dynamics of import, which can make big pressure on further increase of
trade and current transaction balance deficit. The question is, up to which limit is
possible to endure the increase of deficit in current transactions balance, which
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is linked to the performances in real sector of economy and the sources for its
covering. The circumstance that deficit in current balance is not specific only for
Serbia imposes the need for comparative analysis with the countries in transition
which are in the process of restructuring of economy and export.

2. Foreign Debt and Export Focus of Serbian Economy

Sustainability of deficit in payments in Serbia is linked to the decrease of deficit
in trade balance, and also with the need for accomplishment of satisfactory inflow
of foreign currencies in order to have orderly paying of obligations related to debt
and paying towards countries abroad for current export of goods and services. In
order to achieve that it is necessary in future years to provide continual increase
of export of goods. According to the data in table 2 we can notice that foreign
debt of Serbia at the end of September 2008 was 29.5 billion dollars, and that it
was 60.6% GDP in that year, that is 195% in value of export of goods and ser-
vices. Although Serbia, according to the both indicators at the end of September
2008, was not in the group of highly in debt countries we should have in mind
that at the end of 2007 foreign debt participated in export of goods and services
with 222%, which was above the upper limit when it is considered that the coun-
try is highly in foreign debt. This fact indicates that in futurc years the burden of
paying off foreign debts of Serbia will increase. Foreign creditors monitor the
trends of these indicators and the rating of the country falls down with its transfer
into the strong obligations zone. Countries that cover their growing deficit in cur-
rent transactions with foreign debts are exposed to the risk to move to the group
of highly obliged countries which questions the sustainability of this deficit. The
conclusion is imposed that the sustainability of one country’s deficit must be seen
from the standpoint of reached level of its foreign debt.

Table 2. Export of goods and services and Serbian foreign debt (in mil. $ and %)

Year 2002 2003 2004 2005 2006 2007 2008
Export of goods and 2061 4358 5557 6605 8763 11798 11836
services
Foreign debt (end of - ,37  13575 14009 15467 10606 26236 29516
the year)
Debt/GDP (in %) 735 681 593 610 662 674  60.6

Debt/export of goods
and services (in %)
Monetary reserves

in foreign currency/
import of goods and
services (per months)

379 312 254 234 334 222 195

4.5 5.2 4.3 5.9 9.5 6.3 5.7



Export Performances ofNational Economy in the Conditions o fGlobal Economic Crisis 285

Year 2002 2003 2004 2005 2006 2007 2008
Paying off the debt/
GDP (in %) 14 2.0 3.9 4.7 6.8 10.2 8.0
Paying off the debt/
export of goods and 71 91 16.8 17.9 231 33.7 26.3

services (in %)
Note: * Data are related to the first nine months in 2008 (sum of first three quarters). Source: http:// www.nbs.rs
/ export / internet / latinica/ 90 /90 5/ infiation novembar 08.pdf.

Significant part of the dcficit in trade balance in Serbia, in the last few years, is
eovered with suffiees of current transfers whose two main components are net
inflow of money orders from our workers and emigrants abroad and net buy out
effective money from the citizens. To this positive balance should for sure be
added irreversible transfers (foreign aid)2 Thanks to such positive net inflow of
foreign currency, balance of payments current transactions balance in Serbia has
significantly less negative amount3 At the end of 2007 and in the first months of
2008 the increase of current transaction deficit is mainly the effect of strong total
demand which is additionally increased with the appreciation of exchange rate
for RSD. To this trend contributed the increase of public expenditures, Invest-
ments and salaries. Negative current transactions balance in Serbia in the last few
years is more than covered with net inflow of FDI and credits from abroad, so
there is continual growth of monetary reserves in foreign currency in NBS. They
have reached the level of 14 billion of dollars at the end of 2007 (without reserves
in authorized banks), and at the end of November 2008 their level feil on 11,7
billion of dollars4. Monetary reserves in forcign currency in 2007 covcred the
value of import of goods and services for six months (this indicator dropped on
5,7 months in the first nine months in 2008). Dynamic growth of foreign currency
monetary reserves was the effect of high inflow of commercial Capital in domes-
tic economy until the end of the first quarter of 2008. Increased interventions on
foreign currency market during October and November 2008 decreased the level
of monetary reserves in foreign currency and tempted economic policy bearers.
Although at the end of 2008 we could not see the problem of prompt servicing
debts towards abroad, we have quoted the reasons for increase the percentage of
export of goods and services in GDR Opposite to this need there are numerous
limitations augmented by world economic crisis impacts. Bad performances of
Serbia related to the participation of export of goods and services in GDP are
shown by the table 3.

2 Balancc of current transactions in balancc of payments for Scrbia in 2007 rcachcd 2.4 billion dollars and in the
first ten months in 2008 3.5 billion dollars (data for 2007 was from NBS (2008a, p. 50), and the data for 2008
trom http://www.nbs.rs/export/intcmet/cirilica/80/80_2/platni_bilans/index.html.

3 Scrbian currcnt transaction balancc in 2007 was negative and was 6.9 billion dollars, and in the first ten
months in 2008 also was negative amount of 7.5 billion dollars (sources are like for footnote 11).

4 Taken from hltpA/www.nbs.rs/cxport/intcmct/cirilica/SO/indcx.html.
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Table 3. Participation of export of goods and services in GDP (in percentages)

2000 2007
Butgaria 55.7 71
Croatia 47.1 47
FRY Macedonia 48.6 56
Montenegro 38.4 42
Moldavia 49.8 43
Romania 32.9 26
Serbia 28.4' 28
Albania 17.6 27
BiH 31.1 36

Note: First data is related to Serbia and Montenegro.
Source: World bank data taken from http://web.worldbank.org on Dccember 14, 2008.

According to the data in Table 3, we could see that the participation of the export
of Serbia in GDP in 2000 was 28.4%, which is significantly less percentage com-
pared to other countries shown in this table, except for Albania. From other coun-
tries, Bulgaria in the same year had participation over 50%, Macedonia 48.6%,
BiH 31.1%, while Albania with the percentage of 17.6% had less participation
than Serbia and Montenegro. It can easily be noticed that most of the observed
countries had performed obvious progress until 2007. For example, Butgaria in-
creased the participation of export of goods and services in GDP on 71%, Mace-
donia on 56%. Serbia significantly lacks behind with the participation of 28%, so
it is the same as in 20005. Mentioned comparisons draw attention to insignificant
participation of export of goods and services of Serbia in GDP, for which is of
course important factor lacking out of several technological cycles comparing to
the world, which prevented creation of competitive export structure. Export still
did not bccome dominant channel for GDP realization, from that comes from
insufficient competitiveness in export. Price of traditional export structure can be
extorted reduction of trade and deficit in current transactions balance, although
reaching out for administrative measures will not be easy due to the reached lib-
eralization of foreign trade and initiation of ASA sinice January 2009.

5 For the comparison with other countries in transition wc should sec Kovaccvic (2008). IMF in 2006 pointed
out on the link between big trade deficit of Serbia with relative low coefficient of investing compared to other
countries in Central and Southcastem Europe, In the analysis is stressed that fix investments in Czech Republic
in period 1995—97 were 31% of GDP, and in Slovakia 32 36% of GDP between 1996 and 1998. Later the ob-
served percentage stabilized on 26 27% of GDP. In Butgaria fix Investments in 2005 reached 24% of GDP, and
in Romania in the same year 23%. In this report IMF estimated that fixed investments in Serbia increased after
2000, although that was according to the estimation of IMF still the low levcl of 19% of GDP in 2004. It was
concluded that low Capital intensity of production in Serbia is the effcct of low coefficient of investing. (IMF,
2006, p. 10). The impact of global economic crisis will be experienced also on the field of investments, which
can significantly diminish the possibilily for incrcase of export of Serbia in future years.
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Availability of the labor factors impacts over technological intensity of export. It
is well known that profit rates in export of goods in intensive work are relatively
low. It for sure does not mean that the countries that have non qualified labor
could not produce goods intended for foreign market. Of course, the profit from
export would in this case be mostly less.

Bigger involvement of Serbia in international production network could lead to
increase of labor intensive goods percentage in export. In the initial phases of
transition, most of the Southeastem Europe countries relied on the export in-
tensive in non-qualified work, within international buying chains for textile and
fumiture.

Some of these countries managed to make tumaround comparing the increase of
export of goods that are intensive in qualified labor, through productive network
of car industry and industrial branches of IT (in whom there is the same owner-
ship of vertically integratcd phases of the production process and mostly is the
result of FDIs). The export of parts and components (within productive chains)
from Southeastem European countries increased for around 5 times, expressed in
dollars (from 6% to 11% of industrial export) in the period 1996-2005. Export of
parts and components from Serbia and Montenegro in the same period decreased
from 5.8% of industrial export in 1996 on 5.4% in 2005. Prevalent part of export
ofthese products in Southeastem Europe region was related to Romania, to which
belonged 60% of regional export of parts and components in 2005, significantly
more than 36% which was in 1996. Tendency of decreasing the export of these
products in the observed period from Serbia and Macedonia in industrial export
of these countries testifies on their insufficient involvement in international pro-
duction chains. Percentage of export of these products in industrial export of
Croatia was increasing (from 8.4% in 1996 to 9.4% in 2005), while in BiH was
noted the jump of percentage from 5.5% in 1996 to 22.5% in 2005.6 Prevalent
part of parts and components trade is owned to the FDI. The foreign direct Invest-
ments inflow in Albania, Serbia and Macedonia was relatively small before 2005,
which influenced to the fact that network trade was insignificant. Larger inflow of
FDI in Serbia induced stronger interest for loan jobs during 2006 and 2007. With
the emergence of crisis the first stroke went towards export of raw materials and
setni processed goods due to the decrease of volume of production in developed
countries. Because of that export of parts and components in machine and electro
industry is decreasing, and the same fate will be of the exporters of black and col-
ored metals. Therefore, primary sector is the first on the strike of the crisis, which
will inevitably influence the total export results of Serbia in 2009. Of course,
from the standpoint of short and long term, processes of structural changes of
production and trade will enable continual export growth. During crisis stronger
accent should be on financing the production intended for export and enabling
export of equipment and technology for strengthening export competitiveness.

6 Kathuria S., Western Bakan Integration and the EU, Washington 2008, DC: The World Bank, 42 43.
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3. Liberalization of Free Trade of Serbia, CEFTA Agreement and EU
Stabilization and Accession Agreement

Liberalization of foreign trade of Serbia led to the big growth of export and in-
crease of trade deficit in the period after 2000. Decreasing the average customs
to the import competitiveness on domestic market increased. Harmonization of
customs nomenclature and customs rates with EU should enable adjustment to
the conditions of doing business in EU and joining Serbia into the membership of
WTO. On the liberalization of trade is looked on as to the mechanism that should
lead to strengthening of export motivation of the Companies, through decrease of
costs of trade. The latest analysis of World bank shows that Serbia on this field
achieves significant progress.

Table 4. Costs and procedures for export and import of standardized goods ship-
ment in 2008

) [ © >
Indicators @ s £ § E s
©
g S o X o 3 © 'g g
n S5 £ o =c ) T
Export documentation
P 6 9 6 7 7 5 5
(number)
Necessary period for
12 18 16 20 17 23 18

export (days)

Costs of export (USD
per Container)

Import documentation
(number)

Necessary period for
import (days)

Costs of import (USD

per Container)
Sourcc: World Bank (2009), taken from the website of World Bank:
http://www.doingbusincss.org/ExplorcTopics/Trading/AccrossBordcrs/

1398 1710 1070 1281 1315 1626 1300

14 19 16 18 15 21 17

1559 1910 1035 1141 1325 1776 1290

According to the costs and procedures in import and export of standardized ship-
ment of goods (one Container of goods) we can notice that Serbia has achieved
significant progress in 2008 compared to the status in 2005. Current status is
characterized by: the number of requested documents (6) is less than in most of
the countries in surrounding, but it is for one document bigger than in Butgaria
and Hungary. But, according to the number of days needed for the export to be
realized, Serbia with 12 days possessed the shortest time from all the observed
countries. Also, total costs of Serbian export per Container (13983) are less than
in Montenegro and Buitgaria, but are bigger than in other observed countries. Ae-
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cording to these data, Serbia has significantly improved export procedures and
made export easier.

Number of requested documents during import in Serbia is 6 which is, like in
Macedonia, the least among all the observed countries. Especially is noticed that
the necessary number of days for import in Serbia (14) is less then all the ob-
served countries in table 5. But the costs of import in Serbia (1559 $ per Con-
tainer) are bigger than in other countries, except for Montenegro. According to
this overview, we could observe that Serbia managed to achieve obvious progress
in the area of liberalization of foreign trade. Borders procedures are simplified,
but the work of services is still not coordinated, which is lowering down so called
“costs of the border”.

Signing CEFTA agreement opened the possibility to increase the trade in this
region. Increasing the CEFTA into multilateral agreement was followed with ex-
pectances in the Companies in all the members to increase export due to cancel-
ing the customs. Such expectations have realistic foundations, although there are
always the effects of non-custom barriers that could slow down potential export
growth. To the extent of removing the effects of these obstacles, in the future
we could expect creation of coherent conditions for doing business on total area
of this integration. Although the Companies due to free flow of goods and ser-
vices could account for usage of advantages of the economy of scale, product
differentiation is imposed as the need in order to take in some market segments.
Investments in modern technology are necessary for it, and transnational Corpora-
tion mostly use such technology today (TNC). On the other side, strengthening
the competition on domestic market will place in a more difficult position the
Companies that are exclusively oriented towards selling on domestic market. It
is important reason for the Companies (especially small and medium enteiprises
- SMES) to join timely the linking with Companies from abroad in international
production networks, with the aim of organizing production of parts, structures
and substructures for foreign ordering party. Therefore, we establish the market
for continual supplies. In Serbia in the last few days we register the occurrence
of stopping the Cooperation between domestic suppliers of inputs for production
in big privatized Companies, and therefore diminish domestic production and in-
crease import, with simultaneous growth of unemployment.7

Initiation of unilateral application of ASA with EU will result in further decrease
of duty rates and with dccrease of export price of certain products in the very
beginning. It will lead to strengthening the competition on domestic market. This
additional liberalization of export comes in bad moment, because the waves of
world crisis poop the coasts of domestic economy. If we have in mind that in
ASA is predicted the dynamics of gradual cancellation of duties for sensitive
products, when the foreseen period expires, it will be followed by the creation of

7 Kovaccvic R., Foreign trade policy as thefactor ofIntegration ofSerbia in the world economy. Scientific
socicty of cconomists from AEN and Faculty of Economics University in Belgradc, Beigrade 2007. p. 150.
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free trade zone between Serbia and EU. Therefore domestic market will be fully
opened (without duties) on the import of products from EU. The fact is that until
now we did not reach significant progress in restructuring of the production and
export of goods, wams on possible bad influences of liberalization on domestic
production. On the other hand, it would definitely have the impact on creation of
competitive structure of production and export, although with significant costs.
In current phase of the development it is very important that in the future years
we secure significant inflow of investments, not only through privatization, but
especially through Greenfield investments. Intensification oftrade in CEFTA area
and increase of the export of goods on the EU market should be the priority of
economic policy.

Conclusion

Overall crisis in the world economy announces significant slowing down of the
global economic growth. Although the tendency of the slowing down of eco-
nomic growth both in developed and developing countries, in the IMF projec-
tions is announced decrease of the economic growth of the developed countries
in 2009 almost to the zero rate, while the growth in developed countries and
countries with market in establishment will be maintained in the zone of positive
values. Such economic growth scenario would have for its effect the decline of
stock market prices, which would lead to decrease of income from export for the
exporters of primary products for 2009.

Export of Serbia could not stay immune to unfavorable trends in international sur-
roundings. We should expect more difficult approach to EU market, although the
export to CEFTA countries will not be without any difficulties. Therefore domes-
tic Companies would make less income from export, which is the tendency that
is already present. Fall in the volume of export would have for the consequence
lower economic growth, which is projected on around 3%. Smaller aggrcgate de-
mand in EU countries already leads to slower realization of Serbian export to this
region. We could expect also the cancellation of certain agreements on export of
domestic products, which will be reflected on slowing down of economic growth
of Serbia in 2009. Although the growth of trade deficit will be slower, deficit of
current transactions balance would also be very high, that is in unsustainable
zone, where there would occur the problems of its financing.

Emergency of crisis and slowing down of the economic activity in the world
acts limiting to the possibility of export growth in the future period. Economy of
Serbia is in non enviable position for several reasons: (1) weaker economic activ-
ity in the world leads to weakening of the world import demand and its redirect-
ing towards national frames; (2) structure of domestic export is defined with the
structure of the production with accentuated participation of primary sectors and
products with lower phases of processing which, also in normal circumstances
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made the growth of export more difficult; (3) the price of money grows on do-
mestic market, so the costs of domestic Companies in financing production for
export also grow; (4) there is the need for the Companies to grant export credits
with longer periods, before all to the Customers in CEFTA countries, and the pos-
sibilities for their refinancing are more difficult; (5) insufficient is financial poten-
tial of domestic agencies that are working in the field of insurance and crediting
the export (AOF1 and SMECA) for stronger support to the export; (6) unilateral
application of ASA with EU since January 1, 2009 will make easier the access to
the products from EU to domestic market, exposing therefore domestic Compa-
nies to the stronger competition.

Unilateral application of ASA with EU will have for the result further decrease
of duty rates and make cheaper the import of certain products in the very begin-
ning. This additional liberalization of import comes in bad time, because the
waves of the world economic crisis are hitting the coasts of domestic economy.
If we have in mind that in ASA is predicted the dynamics of gradual elimina-
tion of duties for sensitive products, when the proscribed period of time ends
it will be made the free trade zone between Serbia and EU. Therefore domestic
market will be fully opened (without duties) for import of the products from
EU. The fact that until now is not achieved significant progress in restructuring
ofthe production and export of goods warn on the possible unfavorable impacts
of liberalization to the level of domestic production. On the other side, it will
definitely impact the creation of competitive productive and export structure,
although with significant costs. In current phase of the development is very im-
portant that in future years is ensured more significant inflow of FDI, not only
through privatization but especially through Greenfield Investments. Intensify-
ing of trade in CEFTA area and increase of export of goods on the EU market
should be the priority of economic policy in the future period. In created cir-
cumstances we should maintain the efforts to make easier financing the produc-
tion intended for export and increase the credit potential planned for crediting
and insuring the export businesses.

Abstract

The main goal of Serbian policy makers is to create preconditions for increasing export possibilities.
Economic development on long run can not be achieved through usage of natural resources and
low labor costs. Without creating competitive advantages and technology development Serbian
economy will not be involved in world trade with opportunity to obtain significant export results.



292 PETAR VESELINOVIC

Literature

Becker T. & P. Mauro, (VA HLIAAKY ) MF working paper 2006/172.

Blaes 2 MnQirties, news at the

ICEG European Center,
Month” 2007 (December).

IMF, IMF Country Report No. 08/55, Republic of Serbia: Selected Issues, Washington D.C. 2008,
(February): IMF.

Kathuria S., Western_ Balkan Inte_gration and the EU: An Age_nda for '_I'ra_de, 2008.

. ] N @, ]
Kovacevic R., W el (>4 d 508 E

lenges of economic policy of Serbia in 2007, ed. Milena Jovicic, Scientific society of economists
with AES and Faculty of economics University in Beigrade, Beigrade 2008, p. 141 154.

kovacevic R FueRdtomtzsttitndtnceaytosshentdzhed
WESC&tECurrent movements in economy, economic policy and structural changing in

Serbia 2007/2008, Scientific society of economists with AES and Faculty of economics in Beigrade
2008, p. 115128.

Radelet 5. & J. sach, SHYCHS MivBdueEmts, adkowicAow, unpublished

paper, Washington, DC 1998, World Bank.

UNCTAD, World Investment Report 2008: Transnational Corporations, and the Infrastructure
Challenge, UN, New York and Geneva 2008.

World Bank, Doing Business 2009, World Bank, Washington, DC 2009.

Internet sites

http://www.nbs.rs/export/intemet/cinlica/80/80_2/platni_bilans/index.html.
http://ww'w.nbs.rs/export/intemet/latinica/80/80_2/devizne_rezerve_2008.pdf.
http://web.worldbank.org.
http://lwww.nbs.rs/export/intemet/cirilica/80/index.html.

http://www.doingbusiness.org/ExploreTopics/TradingAcrossBorders/.


http://www.nbs.rs/export/intemet/cinlica/80/80_2/platni_bilans/index.html
http://ww'w.nbs.rs/export/intemet/latinica/80/80_2/devizne_rezerve_2008.pdf
http://web.worldbank.org
http://www.nbs.rs/export/intemet/cirilica/80/index.html
http://www.doingbusiness.org/ExploreTopics/TradingAcrossBorders/

EMILIJA YUKSANOYIC, RADOSLAV STEFANOYIC

Implementation of FIX Protocol in Stock Exchange
Market in Serbia

Institutional Framework

The capital market of Serbia is in a relatively early stage of development, which
inevitably calls for frequent interventions in existing regulations or setting up of
new ones, in order to adjust them to the needs of everyday practice. The basic
regulatory framework of the current Situation is set out in the Law on Market
of Securities and Other Financial Instruments passed in 2006 (took effect on 11
December 2006). In accordance with the law, the Beigrade Stock Exchange is the
only organizer of securities trading in Serbia. Apart from the BSE, the Ministry of
Finance of the Republic of Serbia, the Securities Commission, the National Bank
of Serbia, the Central Securities Register, broker-dealer Companies, commercial
banks, and purchasers and sellers of securities also take part in securities
trading.

The Ministry of Finance of the Republic of Serbia is responsible for passing and
harmonizing of laws conceming stock exchange operations and securities (the
legal framework for the securities market). Through the Ministry, the Republic of
Serbia - being one of the founders of the Beigrade Stock Exchange - realizes its
ownership rights. The Beigrade Stock Exchange has an Obligation to provide the
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Ministry of Finance with information that are of importance for this institution
based on the owner’s rights to be informed, as well as the National Bank of Serbia
based on supervision of the organized money market.

The Commission for Securities and Financial Market is an independent regulatory
and supervisory body of the organized securities market. It is a member of the
International Organization of Securities Commissions (I0SCO). It is accountable
to the National Assembly of the Republic of Serbia. As part of its activities, the
Commission establishes criteria that must be fulfilled by Computer systems of the
authorized participants dealing with securities if they want to deal in securities
trading. Its supervisory (and protective) function is of paramount importance,
since it functions as a unique regulatory body in the securities market of the
Republic of Serbia. By law, it is its duty to set up an information system with
participants in the financial market and to provide data protection, In respect
to the said, it prescribes criteria for communication security and protection of
the data available. Establishing the criteria that have to be met by information
systems of the participants that take part in securities dealings also comes within
its competence. The Law on Securities Market prescribes that information
received via an information and telecommunication system, in compliance with
characteristics and conditions/terms prescribed by the Commission, are to be
accepted as an original document.

The central Securities Register registers legal holders of securities and other
financial instruments, rights arising out of these securities and instruments, and
third party entitlement to securities and instruments, and is in charge of clearance
and settlement of securities, and securities trading claims incurrcd in the course
of securities dealings. It is based on electronic entry. The members of the Central
Register may be: the Republic of Serbia, the National Bank of Serbia, broker-
dealer Companies, commercial banks, authorized banks, custody banks, stock
exchanges, Companies for fiind management, and foreign legal entities dealings
with clearing and settlement. The central Register has its own information system,
which was established in 2001 for the needs of clearing and settlement required
by the trading process of bonds issued based on frozen hard currency savings.
Later on, it was adjusted several times to meet market requirements, allowing for
the clearance and settlement of all securities.

The National Bank of Serbia Controls the organization and functioning of the
money market and short-term securities market on the basis of the submitted
reports on activities relating to the above mentioned financial instruments and
activities of commercial banks on the financial market, government administration
of the Republic of Serbia as it was the issuer of bonds to reimburse the debt
arising from the frozen currency savings. Trading in securities pertaining to the
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scope of work of the National Bank of Serbia takes place at the Beigrade Stock
Exchange as well as on the over-the-counter marker (OTC).

Open market operations as an indirect monetary policy instrument are based
on securities sale and purchase transactions. The NBS implements the platform
for NBS bills and short-term and long-term RSD (dinar) and foreign currency
securities trading via permanent transactions as well as repurchase arrangements.
Since October 2003, auction trading of securities between the NBS and banks
has taken place electronically through internal electronic platform of the NBS
(the NBS’s electronic trading system - SET-NBS) based on the technological
infrastructure of the RTGS system, according to the DVP model of the Central
Securities Registry.

Figure 1 Participants on the Serbian Capital market

1. Securities Settlement System

Operations of the securities trading system are based on full dematerialization.
Securities ownership and newly created changes are recorded in the Central
Securities Registry. Electronic exchange of data between the Central Securities
Registry, all participants, and the Beigrade Stock Exchange is a prerequisite for
this function. The direct participants, such as brokers, banks, the Republic of
Serbia, and the NBS, have direct online access to the Central Securities Registry.
All transactions executed on the Beigrade Stock Exchange are balanced through
the Central Securities Registry.

Tree types of securities accounts are maintained with the Central Securities Reg-
istry: 1 accounts ofthe Central Securities Registry members, 2. securities deposit
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accounts, and 3. accounts of issued securities. There are two types of members:
clearing and non-clearing members (which are included indirectly, through clear-
ing members, by concluding special agreement with them).

Trading on the Beigrade Stock Exchange is based on multilateral netting, the
“rolling” settlement between T+0 and T+3, depending on request of participants
under the operating rules. In this system, the Beigrade Stock Exchange e-mails
the Central Securities Register about the executed trades at the end of each trading
day. The Central Securities Register executes multilateral netting and informs the
participants about their positions during the same day (T+0). At the moment ofan
order delivery, both sellers and buyers trading on the Beigrade Stock Exchange
need to have a sufficient level of securities on their accounts with the Central
Securities Registry or money funds in commercial banks.

Credit and liquidity risk control is realized through the guarantee system based
on individual collateral and collective pecuniary fund, in which every member
(whether a clearing or a non-clearing member), excluding the NBS and the
Republic of Serbia, must deposit EURO 40,000.

In order to execute settlement, based on the DVP principle, members of the Central
Securities Registry participates in the RTGS system via their settlement accounts.
The prerequisite for settlement at the Central Securities Registry is receiving, by
the Central Securities Registry, the message from the RTGS system informing
that there are enough funds on the settlement account of the buyer’s bank. For that
purpose, the messages for funds transfer between financial institutions, MT202,
are used. In the event of a shortage of funds, the amounts in the collective fund
are used.
Figure 2. Flows of messages in the settlement process

Banka Banka
(BICA) (BIC B)
(1) MT202 (6) MT202
:72:/DVP/ RTGS 72
(2 BIC A Centr. registar (5)
CRHOV BIC B
(3) MT202 * (4 MT202
:72:/DVP/ 72 ..

»

Centralni registar

Payment Systems in Serbia, p. 30.
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2. FIX Protocol Implementation in BSE

The Beigrade Stock Exchange (BSE) was established in 1894 as the first stock
exchange in the Balkans, and resumed its operations in post-war period in 1989.
Today, upon five decades of non-functioning, it walks with long strides into the
future in compliance with business conditions and the current level of corporate
culture. Intensive Cooperation with foreign partners during 2007 resulted in the
first foreign-established index of the Serbian stocks (SRX by the Vienna Stock
Exchange) and the sale of the first license fbr index BELEX15, based on which
structural products are produced and traded at the Frankfurt and Stuttgart stock
exchanges. In the course of the same year, a partnership memorandum was signed
with representatives of the Ljubljana, Zagreb, and Macedonian stock exchanges
to promote the regional market, and the development, and production of regional
stock-exchange products and services, as well as to Service more successfully the
needs of institutional and retail clients.

The BSE has its own electronic trading system in compliance with requirements
set by the modern-state-of- the art organization of system set up for the needs of
this industry. The trading system currently used, put into operation in November
2001, was set up for trading in bonds issued to reimburse the debt arising from
frozen hard currency savings. The system has been modified several times in
accordance with new market circumstances, and technological requirements.
Later on, the electronic platform was also expanded to include stock trading. In
technological terms, the most important element was a remote trading system,
which was established in 2004. The present system is one of the most modern
trading systems in the region, and in line with all technology and performance
criteria - advised by the EU.

The shift to the electronic trading system called for many changes in the operating
process organization, much better possibilities of getting access to the system,
number of shares comprised by the trading system, dissemination of information
to the public, etc. The increasing demands of users led to the development of the
information function. BELEX.info is the Service of the Beigrade Stock Exchange
that enables the distribution oftrading information to all interested users in real-time
(outside the circle of certified brokers that are stock exchange members) via the
Internet. It is made up of three applications: BELEX.info web application, BELEX.
info WAP Service, and SMS. This service gives the users an insight into the current
state of the securities market, that is, price movements of all securities traded at the
Beigrade Stock Exchange, the supply-demand ratio, as well as to the review and
a graph of the total realization, i.e. number of trades executed in real-time.
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In order to increase the security and speed of information exchange, the
Beigrade Stock Exchange in 2008 decided to develop the market organization
and trading system by introducing a trading system based on the FIX protocol.
The introduction of the Protocol ranks the Beigrade Stock Exchange, in terms
of technology, among well-known world stock exchanges, and gives domestic
brokers an opportunity to operate within a wider framework, increase the number
of clients and trading orders, and thus raise the quality of the entire market.

The Beigrade Stock Exchange carries out all activities conceming the
implementation process of the FIX protocol in Serbia. Apart from producing its
own trading application, it has coordinated the activities of all market participants,
has prepared a specification of the FIX protocol, and has created a basic Version
of a broker application for trading at the Exchange (due to an inadequate level of
technological development of numerous market participants). To implement the
FIX protocol, the Beigrade Stock Exchange has formed a special working group
that defined a strategie plan of the new trading system development - BELEX
FIX, whose key role is to communicate with legislative bodies, educate and
promote. It has been made up of the representatives of all institutions included in
the securities trading process.

The implementation of FIX in BSE was based on open architecture of Quick
FIX solution, which was already successfully implemented in Luxembourg. The
solution of BSE on the Server side is developed according to their own requests,
with the basic modules from Quick FIX. This is the hybrid approach to the
development, using all advantages of Quick FIX best practice together with the
all-specific solutions that are implemented in the work in BSE. The main role of
this application is to provide the integral communication of brokers with BSE
and the processing of broker requirements and massages from BSE, with their
distribution to the broker applications. This Server application has two modules
- Client center is managing and processing all functionality of BSE and FIX API
takes all the gateway functionality responsible for acquisition and distribution of
all massages between BSE and broker houses.

The information system of broker houses in Serbia is usually organized through
3 main applications: activities with the Central register, trading activities in
BSE (the subject of FIX implementation) and the back-office system. The FIX
solution implemented in broker houses, on the dient side of this communication
system is the basic Version of broker application developed by BSE. In the first
phase all members of BSE are supposed to use this application and later they
will be able to develop their own solution. This dient side application has the
full functionality for the comfort work in the stock exchange, it does not have
any negative implication on the BSE gateway or their trading system, and the
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members are always recognized by BSE Server side. Their communication is
standardized on implemented FIX documents and eertificates for the work of
members were created 