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N3JIABAY: [IpymBo exoHomucra “ExoHomuxka” Hur

CYU3JJABAYN: Exonomcku ¢akynrer y Ipmmtunan, ®axynrer 3a ycmyxau Om3HHC - Cpemcka
Kamennua, HCTHTYT 3a eKOHOMHKY TOJbONIpUBpene - beorpa, daxynTer 3a MHIYCTPHjCKH MEHAIMEHT
- Kpymesar, ®axynter 3a 00pa3zoBame AWUIUIOMHUPAHMX MPAaBHUKA W AWUIUIOMHPAHHX EKOHOMFCTa
3a pykoBozehe kanpose - Hosu Can, dakynTer 3a TproBuHy M 0aHKapcTBO, YHUBep3UTeT Anda -
Beorpan, Case3 exonomucra Cpouje - pymreo ekoHomucta Hum, J{pymTso padyHoBoha 1 peBusopa
Hun, JpymTeo 3a MapkeTHHT peruona Hum.

I'NTABHU 1 OATOBOPHU YPEJIHUK:
IMpod. np Aparospyd Cumonosuh

IMOMORHUILIU ITTABHOI' 1 OATOBOPHOI YPEJJHUKA

Mp 3opan Cumonosuh (ekoHOMH]ja) Hp Anexcannap Bypuh (mpaso)
YPEJHUIITBO:

[Ipood. np Crexana Bexuh Ipod. np Aparo L{Bujanosuh

Exonomcxu gpaxynmem - Huw Hncmumym 3a eKOHOMUKY noaponpuspeoe -

[pod. np CnaBomup Musetuh Beozpad

Exonomcku paxynmem - Ipuwmuna IIpod. np dparan Momuposuh

Jp Anexcannap AnapejeBuh Daxynmem 3a NOCI06HO UHOYCHPUjCKU

@akynmem 3a ycaysucuu ouznuc - Cpemcka MeHayumenm - Mnadenosay

Kamenuya IMpod. np XKusora PanocasmeBuh

Jp dyumma Kapuh Daxynmem 3a 06pazoearse OUNIOMUPAHUX

Vuusepsumem Angpa - Beozpad NPaHUKA U OUNTOMUPAHUX eKOHOMUCTNA 3

pyKroeooehe kadpose - Hosu Cao

PEJIAKLIMICKU KOJIETUIYM
Axkazemuk 3opan Jlakuh, [Togropuna Axaznemuk Cranuciia Ceprujoid Janerko, Kujes (Yipajina)
Jlp Cno6onan Bunaxosuh, Cpemcka Kamenuna Jlp Aunpej Apjamos, Mocksa (Pycuja)
Jp I'e3a le Cu Tapuc, JIyrano (I11IBajuapcka) Jp Jlusujy dymurpacky (PymyHnuja)
Jp Josau JlaBunosuh (PymyHuja) Ip Cpehko Munauuh, Ipumtuaa
Jp Jypuj Kmazes, Mocksa (Pycuja) Jp bpaunncnas Bophesuh, Hum
Jp Munujanka ParkoBuh Jp WBan Yapora, Munck (benopycuja)
Hp Cnobonan Mapkoscku, Cromje (P. Makenonuja)  [Ip Munuua Byjuuuh, Hosu Ia3ap
Jlp Ana JoBanosuh, beorpan Jp dparyrun unxka, bama Jlyka (P. Cprcka)
Jp Pagmuno Toxocujesuh, Cyboruma

N30ABAYKU CABET

Jp Bo6an CrojanoBuh, Hum Hp Jonen Cy6uh, Beorpan
Jp Cno6onan Liseranosuh, Hum Jlp Anexcannap I'py6op, CyboTnma
Jp Hyman 3npaskoBuh, Hum Hp Ierap Becenunosuh, Kparyjesaig
Jlp Bopusoje ITpoxonosuh, Jleckopan Jlp 3opan Apanhenosuh, Hum
Mp Bpanncnas Jopanunh, Hum Jp Aparan WUnuh, Cpemcka Kamennma
Jp Jby6ouma Mutposuh, Hum Jlp Bpanncnas Murposuh, Hum
Jp Xpuctusoje Ilejunh, [pumruna Jp Bpanko Muxaunosuh, beorpan
Jp Kusopan I'muropujesuh, Hum Jlp Bparucnas Ilpoxonosuh, Jleckopan
Hp Cooduja Jluxoa, Kujes (Ykpajuna) Jp Mupjana Kuexxesuh, Kparyjesan

YV gunancuparsy “EKOHOMUKE” yuecmeyje
Munucmapcmeo 3a nayky u mexnonowiku paseoj Penyonuxe Cpouje




1. Yaconmc “ExoHoMyKa” MOKpeHYT je jyna 1954. ronune u mox HaszuBoM “ Huruku mpuBpenHu
DIACHUK ™ M3J1a3H0 je 1o jyHa 1957. ronume, a kao “TlpuBpennu macHuk™ 1o kpaja 1969. roqune. Hasus
“Hayka 1 mpakca” HOCHO je 3aKJbyqHO ca OpojeM 1/1973. rox. kaga nobuja HasuB “ExoHomuka’ Koju 1
JTaHac MMa.

2. Yaconmc cy nokpenynu [pymrBo exoHomucta Humia u JIpymTBo uEXHEEpa M TEXHHYApa
Huma (ocrano xao u3nasad 1o kpaja 1964. roaune). Vapyxembe KEBHIOBOha HocTaje u3aaBad MoUeB
oz 6poja 6-7/1958. romune. ExoHomMcku (akynter y Huiiry Ha ocHOBY cBoje omtyke 6poja 04-2021 ox
26.12.1991. romune noctao je cymsnasad “Exonomuke”. Takohe n Exonomcku daxynrer y Ipullltuan
nocrao je cymsnasad ox 1992. roqune. IToues ox 1992. ronune cymnsnasad “Exonomuxe” je u JIpymrso
3a MapkeTuHr perrnoHa Humr. Kao cymsnaBad “ExoHomuike” ¢urypupamm cy y Toky 1990-1996. romine
n DoHp 3a HayuHH pax ommurtrHe Hum, 3aBox 3a MPOCTOpHO M ypOAaHMCTHYKO IUTaHUpame Humr u
Kopmnopauuja Bunep bpoxep Hur.

3. Penyonuuku cekperapuar 3a uHpopmanmje CP Cpbuje cBojum Pememem 6p. 651-126/73-02 ox
27. HoBeMOpa 1974. romuHe ycBojHo je 3axreB “ExoHomuke” 3a ymuc y Perucrap HoBuHa. CKymuTHHA
Jpymrea exonomucra Huia Ha cennmim o 24. anpua 1990. roquse craryTapHOM OUTyKOM HOTBpAMIIA
je na “ExoHomuka” nma craryc npasHor jmna. Ha cexamm Ckymutuse pymTea ekoHomucta Hurr o
11. HoBemOpa 1999. ronunHe noHeTa je omtyka aa “ExoHomuka’ oTBOpH ocebaH >KUpo-padyH.

4. Tlpema Munwsersy Peryonuuxkor cexperapuara 3a kynrypy CP Cp6uje 6p. 413-516/73-02 ox 10.
jyna 1973. ronure 1 MuHICTapCTBa 32 HAyKy U TexHONorujy Pemyomnuke Cpowuje 6p. 541-03-363/94-02 o
30. jyna 1994. ronune “ExoHoMEKa” MMa CTaTyc HAyYHOT M PAaHT HAMOHAIHOT Yaconuca “Exonomuka”
je mohes ot 1995. nobuia craryc Mel)yHapogHOT eKOHOMCKOT 4acoruca.

5. YPEJHUIU: np Josan IlerpoBuh (1954-1958), Muonpar ®umumosuh (1958-1962), bnaroje
Maruh (1962-1964), np Hparossyd CrojwbkoBuh (1964-1967), np Muoapar Huxomh (1967-1973),
np Hparosbyd Cumonosuh (1973-1984), np Muonpar Josarosuh (1984-3-4/1988) u np dparosbyo
Cumonosuh (1990-10 nanac).

TEXHUYKO YIIYTCTBO 3A I[IMCABE PAJIOBA

1. PaioBe HaMemeHe 00jaBJPHBARKY Y YaCOIIHCY CIIATH Y €JIEKTPOHCKO] (hopMu: a) Ha AUCKETH, HIT

0) eJICKTPOHCKOM TIOIITOM Ha e-Mawl: zoki@medianis.net. Paose cnatu nucane AUPUIJIULIOM y
nporpamy MS Word, Ha crparu B-4 dopmara (17x24 cm). Kopuctima Trm croa Times New Roman
emmuuee 10. Y language bar-y 3a huprmiyouparu tactarypy Serbian (Cyrilic), a 3a naruamity Ser-
bian (Latin); 2. TekcToBH pajioBa 1Mo MpaBmiTy He 61 Tpedasio na Oymy ay»Ku of eceT crtpaHa; 3. Y3 pan
Tpeba JOCTaBUTH Ha CPIICKOM M €HITIECKOM je3HKY KpaTak caJpikaj (pe3umMe) oOrMa OKO jeflHe CTpaHe
HOPMAJTHOT TIpOpeNa, KJbydHE Pedr 1 HACIIOB paja; 4. AyTOpH MOTY JOCTABUTH TEKCTOBE H HA jeTHOM
OJ1 CTPaHUX je3HKa, C TUM ILTO Y TOM ClIy4ajy Tpeba NPUIIoKUTH HACIIOB Pajia, PE3UME U KIbYYHE Peurt
Ha CpIICKOM je3uKy; S. Ha kpajy paja TpeOa HammCTH CITCak KOpHIITeHe jureparype; 6. HaBectn
Ha3WB M MECTO MHCTUTYIIM]€ y KOjOj ayTop paau u e-Mawy; 7. Pykomucu ce He Bpahajy.

Kommujyrepcka oOpaga Tekcra u rpaduke:

MUJIAH JI. PAHBEJIOBUR

JIukoBHa onpema:

IMETAP OTthAHOBU®, IPATAH MOMYNJIOBU'R
Anpeca:

“ExoHoMuka” JIpylITBO €KOHOMHCTA

18000 Hurir, Makcuma T'opxkor 5/36

Tenedon Pemakmmje: +381 (0)18 4245 763; 211 443

e-mam: zoki@medianis.net WEB: http://www.ekonomika.org.rs
XKupo pauayn: guaapcku 160-19452-17; nesuzau 00-508-00000545
[ramna:

“CBEH”

18000 Hum

Tupax: 500 npumepaka

Tpema muwwersy Munucmapcmea 3a Hayky, mexunonoaujy u paseoj Penyonuxe Cpouje 6p. 413-00-
139/2002-01 00 21.02.2002. “Exonomuxa’” je ny6rukayuja 00 nocebHoz unmepeca 3a HaykKy.
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1. The journal EKONOMIKA was initiated in July 1954. It was published as “Nis Economic Messen-
ger” till June, 1957 and as “The Economic Messenger” till the end of 1969. The title “Science and Practice”
it had till the issue 1/1973 when it changed its name into EKONOMIKA as it entitled today.

2. The Journal was initiated by the Society of Economists of Nis and the Society of Engineers and Techni-
cians of Nis (the latter remaind as the publisher till the end of 1964). The Society of Accountants became its
publisher starting from the issue no. 6-7/1958. The Faculty of Economics, Nis, on the basis of its Resolution
No. 04-2021 from December 26, 1991, became the co-publisher of EKONOMIKA. Likewise, the Faculty
of Economics of Pristina became the co-publisher since in 1992. Starting from 1992, the co-publisher of
EKONOMIKA has been the Society for Marketing of the Region of Nis. Other co-publishers of EKONO-
MIKA included, in the period 1990-1996, the Foundation for Scientific Work of the Municipality of Nis, the
Institute for Spatial and Urban Planning of Nis and the Corporation Winner Broker, Nis.

3. The Republic Secretariat for Information of the Socialist Republic of Serbia, by its Resolution No.
651-126/73-02 from November, 27, 1974, approved of EKONOMIKA’s requirement to be introduced into
the Press Register. The Assembly of the Society of Economists of Nis, at its session on April 24, 1990, by
its statutory resolution, confrmed the legal status of EKONOMIKA. At the session of the Assembly of the
Society of Economists, Nis, on November 11, 1999, the resolution was adopted the EKONOMIKA was to
open its own bank account.

4. According to the Opinion of the Republic Secretariat for Culture of the Socialist Republic of Serbia
No. 413-516/73-02 from July 10, 1973 and the Ministry for Science and Technology of the Republic of
Serbia No. 541-03-363/94-02 from June 30, 1994, EKONOMIKA has the status of a scientific and national
journal. Starting from 1995, EKONOMIKA has been having the status of international economic journal.

5. EDITORS: dr Jovan Petrovic (1954-1958). Miodrag Filipovic (1958-1962), Blagoje Matic (1962-
1964), dr Dragoljub Stojiljkovic (1964-1967), dr Miodrag Nikolic (1967-1973), dr Dragoljub Simonovic
(1973-1984), dr Miodrag Jovanovic (1984-3-4/1988) i dr Dragoljub Simonovic (1990-till the present day).
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_ MEXJIYHAPOJHWM XYPHAJI
10 SKOHOMMWYECKOU TEOPUU U [IPAKTUKEU OBLLIECTBEHHBIM BOITPOCAM

@ LICNOYLINANTIALS A
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KypHan uzgaercs 4eThIpe pas B FOLY. Top LIX, I-111 2013, No 1

N3IATEJI: OO0111ecTBO SKOHOMHKCTOB ,, DJKOHOMHKA Huriia.

CYUBJATEJIN: DOxonomurdeckuii akymsrere B IIprmmrime, dakynsrer B ycmyxanu OmsHuc, Cpemcka
Kamennia, MHCTUTYT SKOHOMUKH cesbcKOro xossiictBa B benrpan, ®akymsTer NpOMBIILIEHHOTO
MeHamkMeHTa, . Kpymesar, @axynrer 3a o0pa3zoBame IUINIOMHAPAHHUX NPaBHUKA W JTUTUIOMHPAHIX
exoHoMmHCTa 3a pykoBonehe kaapose - Hosu Cap , ®axyssrer TOProeiu 1 GAaHKOBCKOTO fena, AJbda
Yrupepcurer benrpanma, Coros sxoHomucToB CepOum, OOmiecTBo SKoHOMHCTOB T. Humia, OOmectBo
OyxrantepoB U peBr30poB I. Hurra, O01ectBo MapkeTuHra pernona r. Humma.

[JIABHBII 1 OTBETCTBEHHBI PEJJAKTOP
IIpo¢. n.1. Iparonod CUMOHOBHY
[IOMOIIHUK TJIABHOI'O 1 OTBETCTBEHHOI'O PEJJAKTOPA

K.1. 3opan CumoHOBHY (SKOHOMHUS) J.1. Anexcaunp Ixypud (mpaBo)
PEJJAKTOPBI

IIpod. n.1. Cuexxana Jxekud IIpo¢. n.u. dparo I{BuitanoBud

Dxonomuueckutl paxynomem 2. Huw Hncmumym sKoHOMUKU CeNbCKO20

[Mpod. n.1. CnaBomup Musetud xo3sicmea - Benepao

Oxonomuueckutl gpaxynomem 2. Ipuwmuna [pod. n.1. Aparan MomupoBud

IIpod.n.H. Anexcanaap AHAPENCBHY Daxynvmem npoMbIULIEHHO20

Daxkynemem 6 ycayschu ousmuc, Cpemcka Meneddcmenma, 2. Mnaoenosay

Kamenuya [pod. n.1. XKusora PagocasnseBud

[Ipo¢.n.1. Qymmna Kapuu DaxynTer 3a 00pa30Bame AUIIIOMUPAHNX MPABHUKA

U JMIJIOMHPAHUX €KOHOMHCTA 3a pyKoBozehe

Anvgha Yuueepcumem, benepaoa
kazpoBe - Hou Can

PEJAKIIMOHHA A KOJIJIET' YA
Axanemuk 3opan Jlakuy, ITogropuma Axarc. Cramcnas CepritoBud Suenko, Kues (Ykpanna)
n.H. Cnobonan Bunakosuy, Cpemcka Kamenuna I.H. AHnpeit ApsimoB, Mocksa (Poccust)
n.H. I'c3a le Cu Tapuc, Jlyrano (11IBeituapust) 1.H. JluBny Jymurpacuy, (Pomanus)
1.H. Moan [aBunosuiy, Byxapecr (Pymbiaus) 1. H. Cpedko Munauny, [Ipumrina
1.H. FOypuit Kusizes, Mocksa (Poccust) 1.H. Bpanucnas Jlxxoppkesud, Hu
1.H. Munujanka ParkoBuy, Benrpan 1.H. Ban Yapora, Munck, MuHck, (benapycs)
1n.H. Cnobonan Mapkoscku, Croruibe (P. Makenonusi) 1. H. Mununa Byituny, Hosu [Ta3ap
n.H. AHa JoBaHoBHY, benrpan 1. H. Aparytun lunka, baus Jlyka (P. CepOust)
1. H. Pagmuno TopocuiteBny, CyboTuna

COBET U3JIATEJIEM

I.H. bo6an CrostHOBHY, Humr 1.H. Mounen Cy6uu, benrpan
n.H. Cnobonan I{BetanoBuy, Hurix n.H. Anekcannap [ py6op, Cyboruia
I.H. Jyman 3apaskoBud, Humr 1.H. ITerap Becenuosuy, Kparyjesarg
1.H. bopusoiie Hpoxonomq, JleckoBaig I.H. 30paH Apanpkcnosuy, Humn
K.H. bpanucnas Mosanuny, Hum I.H. [lparan Uy, Cpemcka Kamenuna
1.H. JIroyouma Mutposuy, Hum n.H. bpanncnas Murposuy, Hum
1.H. Xpuctusoe Ileiuny, ITpumtnna I.H. bpanko Muxaunnosuy, benrpan
1.H. XKuopan Imuropucsuy, Hum n.H. bparucnas IIpoxonosuy, Jleckoparg
1.H. Codpus Jlnxosas, Kues (Ykpanna) 1.H. Mupjana Kuexesnd, Kparyjea

B ¢unancuposanuu ,, SKOHOMUKHU "yuacmeyem Munucmepcmeo nayku
u mexnonoauyeckozo passumus Pecnyénuxu Cepbuu




1. XKypHan ,,OxoHOMHKa” Hayan w3naBarbesi ¢ mronsd 1954 roma u mon HasBaHuweM ,,Hurickuit
XO3SICTBEHHBIN BECTHHK ’ BBIXOIMII 10 MioHs 1957 roza, a Kak ,, X03sHiCTBEHHbIN BECTHHUK - 10 KOHIA 1969
rona. Haspanue ,,Hayka n npaxtika” Hocun 3axmodntenbHo ¢ Ne 1/1973 1, koria v Momydrl Ha3BaHHUe
,»JKOHOMHKA’, KOTOpOE IMEET U ceiyac.

2. Kypnan ocHoBamm OO1ecTBo 3koHOMHCTOB Hurma 1 OO1iecTBO MHKeHepoB M TeXxHHKoB Huima
(ocraBanuch M3aBaresIMU 10 KoHIa 1964 roma). OObequHeHne OyXraaTepoB CTaHOBUTCS W3IaTeieM
HaunHast ¢ Ne 6 - 7/ 1958 ronma. Dxonomuyeckuii daxynsrer B Hue Ha ocHoBanuu cBoero Perenns Ne
04 - 2021 ot 26.12.1991 rogna cran comznareneM ,, DKOHOMHKH . Taroke 1 DKOHOMUYECKHH (aKylIsTeT B
[purrrune cran comznarenem ¢ 1992 roga. Haunnast ¢ 1992 rona consnarenem ,,JKOHOMUKH ™ CTAHOBUTCS
OOmmecTBo0 MapkeTHHra periona r. Humma. Kak comsnarenn ,,OxoHomukn” B TedeHnd 1990 - 1996 roma
(urypuposanu PoH;I 110 HayYHBIM padoTaM, omirHb Huii, MTHCTUTYT ypOaHHCTHYECKOTO TUTAHUPOBAHKS
Huma 1 Koprnioparmst Winner Broker Hu.

3. PecniyOrmkanckuit cekperapuar o uH(popmarmi CP Cepoun cBoum Pemmerrnem Ne651-126/73-02
ot 27 Hos0ps 1974 Toma mpuHSAN 3asBICHAE ,,JKOHOMHKH O BXoZe B cocTaB Perwmcrpa razer. Cobpanne
OorecTBa 3k0HOMUCTOB I. Huiia Ha 3acenanvu ot 24 anpenst 1990 . YcTaBHBIM pellieHHEM TTOATBEP/IHL,
9T10 ,,JKOHOMHKA” UMEET CTaTyc mpaBoBoro yimia. Ha 3acenannm CoOpa-Huest O0IIecTBa SJKOHOMHCTOB
rHuma ot 11 HosOpst 1999 1. npuHATO pellieHre 00 OTKPBITHH ,, JKOHOMHUKOH,, OTIECILHOIO PaCICTHOTO
cyera.

4. CormacHo MHeHHIO PecryOnukaHckoro cekperapuara mo kynsrype CP Cepoun Ned13—516/73-02
or urorst 1973 . m Munmctepersa Hayku u TexHonorau PecryOmixu Cepoun Ne541—03-363/94-02 ot 30
utoHs 1994 1., JKOHOMHKA” UIMEET CTaTyC Hay4YHOTO M paHT HalMOHAIIBHOTO *xKypHaa. C Hadana 1995 rona
,»JKOHOMHKA”” HOJTYYHJIa CTAaTyC MEXTyHAPOIHOIO SJKOHOMHYECKOTO )KypHaIa.

5. COCTABUTEJIN: n.u. Mosan IlerpoBuu (1954-1956), Muonpar ®unummnosna (1958-1962),
braroe Mutia (1962-1964), n.1. Jlparomo6 Croinnskosud (1964-67), 1.1 Muonpar Huxomna (1967-
1973), mu. Jlparomo6 CumonoBru (1973-1984), m.i. Muonpar VMosarosru (1984 - 3-4/1988) u mh.
Jparomo6 Cumonosr4 (1990 1 B HacTosiIee Bpemsi).

TEXHUYECKASI PEKOMEHIALIUSA JIJTA ITY BJIMKALIMN HAYYHBIX PABOT:
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CREATIVITY OF STRATEGIC ALLIANCES
AND JOINT VENTURES

Abstract

Any company that aspires to industry leadership in 21°' century must think in
terms of global, not domestic market leadership. The world economy is globalizing
at an accelerating pace as countries previously closed to foreign companies open
up their markets, as the Internet shrinks the importance of geographic distance,
and as ambitious growth - minded companies race to build stronger competitive
positions in the markets of more and more countries.

This paper focuses on strategy options for expanding beyond domestic
boundaries and competing in the market of either a few or a great many countries.

In the process of exploring these issues, we will introduce a number of correct
concepts - multi country competition, global competition, profit sanctuaries, and
cross - market subsidization. The paper includes section of market conditions;
strategy options for entering and competing in foreign markets, the importance of
locating operations in the most advantageous countries and so on.

Key words: Consumer, organizations having, creativity, strategic alliances, joint
ventures.

JEL Classification: L16, L26, F 23, F60

KPEATUBHOCT CTPATELHIKHUX AJIMJAHCHU
N 3AJEJHUYKUX VIATAIBA

AncTpakT

Csaka komnanuja xoja medcu ka unoycmpujckom eohcmsy y 21. eéexy mopa oa
PasmMunLba 21004IH0, a He Kao HayuoHaaHu mpacuwnu audep. Ceemcka ekoHomuja
ce enobanuzyje yopsanum memnom, obyxeamajyhu u semme Koje cy npemxooHO
Oune 3ameopene 3a Cmpane KOMRAKUje, YIPKOC IUXO80M 3a1d2arby 3a OMEOPEHUM
mpotcucmenm. Jypehu u32padry CHANCHUje KOHKYDEHMCKe NO3UYUje HA Mpicuul-
MUMA MHO2UX 3eMd/bd, KOMRAHUje cy oxpabpene moeyhnocmuma Humepnema y
NPUKYNBARY UHGOPMAYUja U NPEA3UAdNCERY 2e02pagicKe YOabeHOCuuU, Kao u
OPOJHUM PA3BOJHUM AIMEPHAMUBAMA.

Pao ce oxycupa na cmpamewkum onyujama 3a wiuperbe 8aH HAYUOHATHUX
JIUHUJQ pa32panuderba U makmMuyersa Ha mpacuumy eehiune opyaux u oanexo éehux
3eMama. Y npoyecy ucmpanicusara osux Hagood, Goxyc he bumu na ynosnasarsy
ca OpOjHUM KOPEKMHUM MYTMUHAYUOHATHUM KOMAAHUJAMA, 2I0OATHOM KOHKYPeH-
Yujom, npoOGUMHUM YMOYUUMUMA U MPACUHUM cyOeeyujama.
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Pao uuxopnopupa 0eo mpowcuwinux npunuxa, cmpamewikux onyuja 3a yia-
3aK U MAKMUYEre HA CIMPAHUM MPACUMMUMA, KAO U BANHCHOCH JTOKANU308AILA
onepayuja y HajnosobHUjUM 3eMbama umo.

Kuyune peuuu: Ilompowau, opanuzayuja, KpeamueHocm, cmpamewKu casesu,
3ajeOHUYKA Yazared.

Introduction

Strategic alliances, joint ventures, and other cooperative agreements with foreign
companies are a favorite and potentially fruitful means for entering a foreign market or
strengthening a firm’s competitiveness in world markets.!

Cross-border alliances have proved to be popular and viable vehicles for companies
to edge their way into the markets of foreign countries.

Historically, export-minded firms in industrialized nations sought alliances with
firms in less developed countries to import and market their products locally - such
arrangements were often necessary to win approval for entry from the host country’s
government. Both Japanese and American companies are actively forming alliances with
European companies to strengthen their ability to compete in the 25-nation European
Union (and the five countries that are seeking to become EU members) and to capitalize
on the opening up of Eastern European markets. Many U.S. and European companies are
allying with Asian companies in their efforts to enter markets in China, India, Malaysia,
Thailand, and other Asian countries. Companies in Europe, Latin America, and Asia
are using alliances and joint ventures as a means of strengthening their mutual ability to
compete across a wider geographical area - for instance, all the countries in the European
Union, or whole continents, or most all country markets where there is significant
demand for the industry’s product. Many foreign companies, of course, are particularly
interested in strategic partnerships that will strengthen their ability to gain a foothold in
U.S. market.

However, cooperative arrangements between domestic and foreign companies ha-
ve strategic appeal for reasons besides gaining better access to attractive country mar-
kets.> A second big appeal of cross-border alliances is to capture economies of scale in
production and/or marketing - cost reduction can be the difference that allows a company
to be cost-competitive. By joining forces in producing components, assembling models,
and marketing their products, companies can realize cost savings not achievable with
their own small volumes. A third motivation for entering into a cross-border alliance is
to fill gaps in technical expertise and/or knowledge of local markets (buying habits and
product preferences of consumers, local customs, and so on). Allies learn much from
one another in performing joint research, sharing technological know-how, studying one
another’s manufacturing methods, and understanding how to tailor sales and marketing
approaches to fit local cultures and traditions. Indeed, one of the winwin benefits of an

! Joel Bleeke and David Ernst, The Way to Win in Cross-Border Alliances, Harvard Business
Review 69, No. 8. (November-December 1991), pp. 127-35, and Gary Hamel, Yves L. Doz., and
C.K. Prahalad, Collaborative with Your Competitors - and Win, Harvard Business Review 67, no.
1 (January-February 1989), pp. 133-39.

2 See L. Doz and Gary Hamel, Alliance Advantage (Boston, MA: Harvard Business School Press,
1998), especially Chapters 2-4; Bleeke and Ernst, The Way to Win, pp. 127-33; Hamel, Doz, and
Prahalad, Collaborative with Your Competitors, pp. 134-35; and Porter, Competitive Advantage, p. 66,
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alliances is to learn from the skills, technological know-how, and capabilities of alliance
partners and implant the knowledge and know-how of these partners in personnel
throughout the company.

A fourth motivation for cross-border alliances is to share distribution facilities
and dealer networks, thus mutually strengthening their access to buyers. A fifth benefit
is that cross- border allies can direct their competitive energies more toward mutual
rivals and less toward one another; teaming up may help them close the gap on leading
companies. A sixth driver of cross-border alliances comes into play when companies
are an effective way to tap into a partner’s local market knowledge and help it establish
working relationships with key officials in the host-country government..* And, finally,
alliances can be a particularly useful way for companies across the world to gain agreem-
ent on important technical standards - they have been used to arrive at standards for DVD
players, assorted PC devices, Internet -related technologies, high-definition televisions,
and mobile phones.

Cross-border alliances enable a growth-minded company to widen its geographic
coverage and strengthen its competitiveness in foreign markets while, at the same
time, offering flexibility and allowing company to retain some degree of autonomy and
operating control.

What makes cross-border alliances an attractive strategic means of gaining the
above types of benefits (as compared to acquiring or merging with foreign-based compa-
nies to gain much the same benefits) is that entering into alliances and strategic partners-
hips to gain market access and/or expertise of one kind or another allows a company to
preserve its independence (which is not the case with a merger), retain veto power over
how the alliance operates, and avoid using perhaps scarce financial resources to fund
acquisitions. Furthermore, an alliance offers the flexibility to readily disengage once its
purpose has been served or if the benefits prove elusive, whereas an acquisition is more
permanent sort of arrangement (although the acquired company can, of course, be div-
ested).*

The Risks of Strategic Alliances with Foreign Partners

Alliances and joint ventures with foreign partners have their pitfalls, however.
Cross-border allies typically have to overcome language and cultural barriers and
figure out how to deal with diverse (or perhaps conflicting) operating practices. The
communication, trust-building, and coordination costs are high in terms of management
time.’ It is not unusual for there to be little personnel chemistry among some of the key
people on whom success or failure of the alliance depends — the rapport such personnel
need to work well together may never emerge. And even if allies are able to develop
productive personnel relationships, they can still have trouble reaching mutually agree-
able ways to deal with key issues or resolve differences. There is a natural tendency

3 Christensen, Corporate Strategy, p. 43.

* For an excellent presentation on the pros andcons of alliances versus acquisitions, see: Jeffrey
H. Dyer, Prashant Kale, and Harbir Singh, When to Ally and When to Acquire, Harvard Business
Review 82, No. 7/8 (July-August 2004), pp. 109-15.

5 Doz and Hamel, Alliance Advantage, Chapters 2-7, and Rosdabeth Moss Kanter, Collaborative
Advantage: The Art of the Allkiance, Harvard Business Review 72, No. 4 (July-August 1994), pp.
96-108.
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for allies to struggle to collaborate effectively in competitively sensitive areas, thus
spawning suspicions on both sides about forthright exchanges of information and
expertise. Occasionally, the egos of corporate executives can clash - an alliance between
Northwest Airlines and KLM Royal Dutch Airlines resulted in a bitter feud among both
companies’ top official (who, according to some reports, refused to speak to each other).®
In addition, there is the thorny problem of getting alliance partners to sort through issues
and reach decision fast enough to stay abreast of rapid advances in technology or fast-
changing market conditions.

It requires many meetings of many people working in good faith over time to
iron out what is to be shared, what is to remain proprietary, and how the cooperative
arrangements will work. Often, once the bloom is off the rose, partners discover they
have conflicting objectives and strategies, deep differences of opinion about how to
proceed, or important differences in corporate values and ethical standards. Tensions
build up, working relationships cool, and the hoped-for benefits never materialize.”

Even if the alliance becomes a win-win proposition for both parties, there is
the danger of becoming overly dependent on foreign partners for essential expertise
and competitive capabilities of its own, then at some juncture cross-border merger or
acquisition may have to be substituted for cross-border alliances and joint ventures.

Strategic alliances are more effective in helping establish a beachhead of new
opportunity in world markets than in achieving and sustaing global leadership.

One of the lessons about cross-border alliances is that they are more effective
in helping a company establish a beachhead of new opportunity in world markets than
they are in enabling a company to achieve and sustain global market leadership. Global
market leaders, while benefiting from alliances, usually must guard against becoming
overly dependent on the assistence they get from alliance partners-otherwise, they are
not masters of their own destiny.

When a Cross-Border Alliance May Be Unnecessary

Experienced multinational companies that market in 50 to 100 or more countries
across the world find less need for entering into cross-border alliances than do companies
in the early stages of globalizing their operations.® Multinational companies make it a
point to develop senior managers who understand how “the system” works in different
countries; these companies can also avail themselves of local managerial talent and kn-
ow-how by simply hiring experienced local managers and thereby detour the hazards of
collaborative alliances with local managers and thereby detouring the hazards of collabor-
ative alliances with local companies. If a multinational enterprise with considerable
experience in entering the markets of different countries wants to detour the hazards
and hassles of allying with local business, it can simply assemble a capable management
team consisting of both senior managers with considerable international experience and
local managers. The responsibilities of its own in-house managers with international
business savvy are (1) to transfer technology, business practices, and the corporate
culture into the company’s operations in the new country market, and (2) to serve as
conduits for the flow of information between the corporate office and local operations.

¢ Shawn Tully, The Alliances from Hell”, Fortune, June 24, 1996, pp. 64-72.
7 Jeremy Main, Making Global Alliances Work, Fortune, December 19, 1990, p. 125.
8 Prahalad and Lieberthal, The End of Corporate Imperialism, p. 77.
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The responsibilities of local managers are (1) to contribute needed understanding of the
local markets conditions, local buying habits, and local ways of doing business, and (2)
in many cases, to head up local operations.

Hence, one cannot automatically presume that a company needs the wisdom and
resources of a local partner to guide it through the process of successfully entering the
markets of foreign countries. Indeed, experienced multinationals often discover that
local partners do not always have adequate local market knowledge - much of the so-
called experience of local partners can predate the emergence of current market trends
and conditions, and sometimes their operating practices can be archaic.’

Strategy knowledge gap

In the knowledge economy, successful strategic management is critically dependent
on managing knowledge affectively in socio-cultural business systems. Knowledge is
now recognized by business practitioners and academics as one of the most important
sources of innovation and new customer value propositions. While most extant knowledge
management theory and application focus on the organization, and improving its competitive
advantages, there is an increasing need to shift this focus to the socio-cultural business
system, i.e. understanding and effectively enabling knowledge generation and utilization to
enhance the dynamic capabilities of particular socio-cultural business systems.

The purpose of this section is to present three practical frameworks as a basis
for understanding systemic strategy-knowledge links. The reader is encouraged to
explore the various theories underlying systemic knowledge creation and utilization,
e.g. complex adaptive systems theory,!® and theories of how organizations can become
“poised” in their knowledge landscapes by co-evolving with other stakeholders in their
business system.'!

!

What firm and network ‘What firm and network
must know must do
A A
Knowledge Strategic
Gap < > | Gap
\ 4 v
What firm and - What firm and
network knows network can do

T

Figure 1. Identifying the systemic strategy-knowledge gap
(Source: Adopted from Zack, M.H. (1999), Developing a Knowledge Strategy, California
Management Review; 41, 136)

° Ibid.

10 QOliver, D. and Roos, J. (2000), Striking a Balance:Complexity and Knowledge Landscapes, New
York: McGraw-Hil Publishing Company.

1 Lissack, M. and Roos. J. (1999) The Next Common Sense, London:Nicholac Brealey Publishing.
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The Knowledge Creating Process in a Business System

The “raison d’etre” of an organization and the socio-cultural business system of
which in forms part is to continuously create knowledge and convert this knowledge into
socio-cultural value. Knowledge and the capability to create and utilize such knowledge
are the most important source of a business network’s existence and its sustainability.
Various authors, such as Nonaka, Teece, Drucker, Probst, Von Krogh and Stewart
consider knowledge as the most important resource in today’s economy.!> Nonaka and
Takeuchi propose a knowledge-creating model (the SECI model) for a firm that can also
be ap plied to a business network.

In the above knowledge-creating system, knowledge is created through the SECI
spiral (see Figure 2.), that proceeds through four models of conversion between tacit and
explicit knowledge:

1. socialization (from tacit knowledge to tacit knowledge);

2. externalization (from tacit knowledge to explicit knowledge);

3. combination (from explicit knowledge to explicit knowledge); and
4. internalization (from explicit knowledge to tacit knowledge).

Tacit Tacit
1 2

Socialization Externalization Explicit
Empathizing Articulating
Embodying Connecting Explicit
Internalization Combination
4 3
Explicit Explicit

Figure 3. The SECI model of knowledge creation in a business system
(Source: Adopted from Nonaka, 1. and Takeuchi, H. (1995). The Knowledge-Creating Company,
New York: Oxford University Press).

A number of authors e.g. Beinhocker, Govindarajan and Gupta, Hamel, and Kim
and Mauborgne, have suggested approaches for “changing the rules of the game”"

12 Nonaka, 1. (1991), The Knowledge Creating Company, Harvard Business Review, November-
Decebmber 96-104; Teece, D.J. (2000), Strategies for Managing Knowledge Assets: The Role of
Firm Structure and Industrial Context, Long Range Planning, 33, 35-54; Drucker P. (1993), Past-
Capitalist Society, Butterworth-Heinemann: London: Devenport, T.H. and Probst, G.J.B. (2002),
Knowledge Managment Case Book, Erlangen: Publicis/Wiley; Devenport, T.H. and Prusak.
L.,(1998), Working Knowledge, Boston: Harvard Business School Press; Von Krogh, G. (1997),
Intellectual Capital, London: Nicholas Brealey Publishing.

13 Beinhocker, E.D. (1999), Robust Adaptive Strategies, Sloan Management Review, Spring,
95-106; Govindarajan, V. and Gupta, A. (2001), Strategic Innovation: A Conceptual Road Map,
Business Horizons, July-August, 3-12; Hamel, G. (2000), Leading the Revolution, Boston: Harvard
Business School Press; Kim, C., and Mauborgne, R. (1999), Strategy, Value, Innovation and the
Knowledge Economy, Sloan Management Review, Spring , 41-54.
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Most of these approaches (or frameworks) consider business models from an individual
organization perspective. A framework for shaping the development of new business
models for an organization in systemic context is presented in Figure 4. which effectively
encapsulates the previous framework discussed in this chapter.

Figure 4. indicates that a new business model arises not only from reconfiguring
an organization’s core business strategy and dynamic capabilities, but also from making
sense of socio-cultural dynamics and gaps, reinventing of customer value proposition(s),
and reconfiguring the business network and its value chain. A reconfigured core business
strategy should be results of systemic insight, foresight and sense making.

Frameworks for Systemic Strategic Management

Socio-Cultural Customers Business Organizational
Systems and Customer Network Identity, Purpose

Dynamics Co-option Configuration and Dynamic Capabilities

Sense- Reinvent the concept ~ Reconfigure the  Reconfigure core business
making and of customer value  business network strategy and systems
opportunity proposition(s) and value chains capabilities for

organizational resilience
4 A 4 t
Systematic Knowledge Managment

Figure 4. A systemic perspective of developing new business models

Strategic that fit the markets of emerging countries

Companies racing for global leadership have to consider competing in emerging
markets like China, India, Brazil, Indonesia and Mexico — countries where the business
risks are considerable but where the opportunities for growth are huge, especially as their
economies develop and living standards climb towards levels in the industrialized world.'*
With the world now comprising more than 6 billion people - fully one-third of whom are in
India and China, and hundreds of millions more in order less-developed countries of Asia
and Latin America - a company that aspires to world market leadership (or to sustained rapid
growth) cannot ignore the market opportunities or the base of technical and managerial
talent such countries offer. For example, in 2003 China’s population of 1,3 billion people
consumed nearly 33 percent of the world’s annual cotton production, 51 percent of the
world’s pork, 35 percent of all the cigarettes, 31 percent of worldwide coal production, 27
percent of of the world’s steel production, 19 percent of the aluminium, 23 percent of the
TVs, 20 percent of the cell phones, and 18 percent of the washing machines.'s China is the
world’ largest consumer of copper, aluminium, and cement and the second biggest for PCs,
and it is on track to become the second largest market for motor vehicle by 2010.

Tailoring products to fit conditions in an emerging-country market, however, oft-
en involves more than making minor product changes and becoming more familiar with

!4 Prahald and Lieberthal, "The End of Corporate Imperialism”, pp. 68-79, also see David J.
Arnold and Hohn A.Quelch,“New Strategies in Emerging Markets”, Sloan Management Review
40, no.1 Fall 1998), pp. 7-20.

15 Brenda Cherry, “What China East (and Drinks and....)” Fortune, October 4, 2004., pp. 152-53.
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local cultures.'® Ford’s attempt to sell a Ford Escort in India at a price of $ 21.000 - a
luxury-car price, given that India’s best-selling Maruti-Suzuki model sold at the time
for $10.000 or less, and that fewer than 10 percent of Indian households have annual
purchasing power greater than $20.000 — met with a less-than-enthusiastic market
response. McDonald’s has to offer vegetable burgers in parts of Asia and to rethink its
prices, which are often high by local standards and affordable only by the well-to-do.
Kellogg has struggled to introduce its cereals successfully because consumers in many
less- developed countries do not eat cereal for breakfast — changing habits is difficult and
expensive. In several emerging countries, Coca-Cola has found that advertising its world
image does not strike a chord with the local populace in a number of emerging-country
markets.

Single-serving packages of detergents, shampoos, pickles, cough syrup, and
cooking oils are very popular in India because they allow buyers to conserve cash by
purchasing only what they need immediately. Thus, many of developed companies find
that trying to employ a strategy akin to that used in the market of developed countries is
hazardous.'” Experimenting with some, perhaps many, local twists is usually necessary
to find a strategy combination that works.

Strategy Options

Several strategy options for tailoring a company’s strategy to fit the sometimes

unusual or challenging circumstances presented in emerging-country markets:

- Prepare to compete the basis of low price. Consumers in emerging markets
are often highly focused on prices, which can give low-cost local competitors
the edge unless a company can find ways to attaract buyers with bargaining
prices as well as better products.'® For example, when Unilever entered
the market for laundry detergents in India, it realized that 80 percent of
population could not afford the brands it was selling to affluent consumers
there. To compete against a low-priced detergent made by a local company,
Unilever came up with a low-cost formula that was not harsh to the skin,
constructed new low-cost production facilities, packaged the detergent
(named Wheel) in single-use amounts so that it could be sold very cheaply,
distributed the product to local merchants by handcarts, and crafted an
economical marketing campaign that included painted signs on buildings and
demonstrations near stores — the new brand quickly captured $ 100 million
in sale and was the number one detergent brand in India in 2004 based on
dollar sales. Unilever later replicated the strategy with low-priced packets
of shampoos and deodorants in India and in South America with a detergent
brand named Ala.

- Be prepared to modify aspects of the company’s business to accommodate
local circumstances (but not to much that the company loses the advantage of
global scale and global branding)."” For instance, when Dell entered China,

16 Prahalad and Lieberthal, “The End of Corporate Imperialism”, pp. 72-73.

17 Tarun Khanna, Krishina G. Palepu, and Jauant Sinha, “Strategies That Fit Emerging Markets”,
Harvard Business Review 83, no. 6 (June 2005), p. 63.

18 Prahalad and Lieberthal, “The End of Corporate Imperialism”, p. 72.
19 Khanna, Oalepu, and Sinha, “Strategies That Fit Emerging Markets”, pp. 73-74.
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it discovered that individuals and business were not accustomed to placing
orders through the Internet (in North America, over 50 percent of Dell’s sales
in 2002-2005 were online). To adopt, Dell modified its direct sales model
to rely more heavily on phone and fax-order and decided to be patient in
getting Chinese customer to place Internet orders. Further, because numerous
Chinese government departments and state owned enterprises insisted
that hardware vendors make their bids through distributors and systems
integrators (as opposed to dealing directly with Dell salespeople as did large
enterprise in other countries), Dell opted to use third parties in marketing
its products to this buyer segment (although it did sell through its own sales
force where it could).

- Try to change the local market to better match the way the company does
business elsewhere.” A multinational company often has enough market
clout to drive major changes in the way a local country market operates.
When Hong Kong - based STAR launched its first satellite TV channel
in 1991, it profoundly impacted the TV marketplace in India: TV Indian
government lost its monopoly on TV broadcasts, several other satellite TV
channels aimed at Indian audiences quickly emerged, and the excitement of
additional channels triggered a boom in TV manufacturing in India. When
Japan’s Suzuki entered India in 1981, it triggered a quality revolution among
Indian auto parts manufactures. Local parts and components suppliers teamed
up Suzuki’s vendors in Japan and worked with Japanese experts to produce
higher-quality products. Over the next two decades, Indian companies bec-
ame very proficient in making top-notch parts and country other than Japan,
and broke into the global market as suppliers to many automakers in Asia and
other parts of the world.

- Stay away from those emerging markets where it is impractical or
uneconomic to modify the company’s business model to accommodate local
circumstances.?’ Home Depot has avoided entry into most Latin American
countries because its value proposition of good quality, low prices, and
attentive customer service relies on (1) good highway and logistical systems
to minimize store inventory costs, (2) employee stock ownership to help
motivate store personnel to provide good customer service, and (3) high labor
cost for housing construction and home repairs to encourage homeowners to
engage in do it — your self projects.

Company experiences in entering developing markets like China, India, Russia,
and Brazil indicate that profitability seldom comes quickly or easily. Building a market for
the company’s products can often turn into a long - term process that involves reduction
of consumers, sizable investments in advertising and promotion to alter tastes and buying
habits, and upgrades of the local infrastructure (the supplier base, transportation systems,
distribution chanel, labor markets, and capital markets). In such cases, a company must
be system to improve the infrastructure, and lay the foundation for generating sizeable
revenues and profits once conditions are ripe for market takeoff.

Profitability in emerging markets rarely comes quickly or easily - new entrants
have to adopt their business models and strategies to local conditions and be patient in
earning a profit.

2 Tbid, p. 74.
2! Tbid, p. 76.
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Dodge rivals by shifting
High | to a new business model Contend on a global
or market niche level
Industry
Pressures to Defend by using home- Transfer company
Globalize field advantage expertise to cross-border
markets
Low

Tailored for Home
Market

Transferable to Other
Countries

Resources and Competitive Capabilities

Figure 1. Strategy Option for Local Companies in Competing Against Global Companie
Source: Adopting from N. Dawar and Tony Frost, Competing with Giants Survival Strategies for
Local Companies in Emerging Markets”, Harvard Business Review 77, no. 1
(January-February 1999), p. 122.

Conclusion

Strategic alliances with foreign partners have appeal from several angles: gaining
wider access to attractive country markets, allowing capture of economies of scale in
production and/or marketing, filling gaps in technical expertise and/or knowledge of
local markets, saving on costs by sharing distribution facilities and dealer networks,
helping gain agreement on important technical standards and helping combat the impact
of alliances that rivals have formed. Cross - border strategies alliances are fast reshaping
competition in world markets, pitting one group of allied global companies against other
group of allied global companies.

There are three ways in which a firm can gain competitive advantage (or offset
domestic disadvantages) in global markets. One way involves locating various value
chain activities among nations in a manner that lowers costs or achieves greater product
differentiation. A second way involves efficient and effective transfer of competitively
valuable competencies and capabilities from its domestic markets to foreign markets. A
third way draws on a multinational or global competitor’s ability to deepen or broaden its
resource strengths and capabilities and to coordinate its dispersed activities in ways that
a domestic-only competitor cannot.
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Introduction

By assessing the forecasts accuracy, we have a mirror of forecasting process
efficiency. If alternative predictions are made for the same variable, the interest is
to choose the most accurate one. But starting only from the prediction made by one
institution, new forecasts can be provided that could be better than the initial one.

Some techniques of transforming the forecasts were proposed and the accuracy
of the new predictions was evaluated. An exponential smoothing technique and some
filters were chosen for the inflation rate forecasts made by SPF. Starting from these new
predictions and from the SPF ones, combined forecasts are built.

(Bratu, 2012, p. 12) utilized other strategies to improve the forecasts accuracy
(combined predictions, regressions models, historical errors method).

Methods of transforming the initial predictions of SPF
and the accuracy assessment of forecasts

In this article some filters are proposed to extract the data trend. Holt Winters
method is also used to smooth the data series of SPF predictions.

The Hodrick—Prescott (HP) filter is very used in macroeconomics to extract the
trend of the data series and separate the cyclical component of the time series. The
smoothed data gotten are more sensitive to long term changes.

The initial data series is composed of trend and cyclical component:

inf, =tr, +c,.

(Hodrick & I;_rescott. 1997, p. 84) s%_lg,%est the solve of the minimization problem:

min ) (nfe— )24y ) (Vi)
t=1

{erde=1T
t=1

¥- penalty parameter
The solution to the above equation can be written, according to Hyeongwoo as:

inf, = (yF +1Ir)-trr
inf;- vector of the initial data series of the inflation rate

[l 2 10 . ]
“l-2 05 —41 0 . - 0

1 -4 6-4 1 0

The trend is calculated as: trr = [(¥ * F + I )] 1-infr.

Razzak W. (1997) proved that the Hodrick-Prescott filter acts as true “filter’ at the
end of the sample and as a “smoother’ over the sample. The output gap from the true filter
generates better out-of-sample predictions of inflation.
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(Christiano &Fitzgerald, 2003, p. 435) explained that Band-Pass filter is used to
determine that component of the chronological series that is situated within a specific
band of frequencies. (Baxter & King, 1995, p. 38) built a bandpass filter of order K,
where K-finite. If the analyzed time series is a random walk, its spectrum of a Band- Pass
filter is:

flw) = |¢:tf'13'(m}|  where we[—m; 7]

| ()| = 2- sm(—} Z Z — |h|) * cos(ewh)
j=1 h=—ij—1)
The peak that shows a spurious cycle is smaller in case of a Band Pass filter in
comparison with the Hodrick-Prescott one.

||:r*"~13'(m}| is the ptf of the filter.

Christiano-Fitzegerald filter (CF filter) is an asymmetric one and it converges on
long run to an optimal filter. It has a steep frequency response function at the limits of the
band. The CF filter is computed, according to (Christiano &Fitzgerald, 2003, p. 465), as:

€= Byp-infy + By "infegq + -+ B iNfrg + By infig + -

+Bip-inf;+ By -infy

BD =, a=£, b:‘_11

™ Pu o1 .
P, P;- parameters that are cut-off cycle length in month
c- cycle term

B; = sin(jb) —sin(ja) ,j = 1

k-1
1
Bk = - E " Bl} - B_;I'
=1
Holt-Winters Simple exponential smoothing method is recommended for data
series with linear trend and without seasonal variations, the forecast being determined
as: inf ,, =a+bxk.
a,=axinf +(1-a)x(a,,
bn = ﬁ'(an _an—l)+(1_ﬁ)'bn—l

Finally, the prediction value on horizon k is:

hf

+ bnfl )

n+k _&n +bn Xk
Combined forecasts are an important technique used to improve the forecasts
accuracy. Therefore, we try to check this hypothesis for the three forecasts based on the
mentioned strategies. We refer to the most used combination approaches:
*  optimal combination (OPT), with weak results according to (Timmermann,
2006, p. 9);
*  equal-weights-scheme (EW);
» inverse MSE weighting scheme (INV).

(Bates et al., 1969, p. 17) considered two predictions pl;t and p2;t, for the same
variable Xt, derived h periods ago. If the forecasts are unbiased, the error is calculated as:

14 EKOHOMUKA



€ ¢ =X i.t ~Pj - Theerrors follow a normal distribution of parameters 0 and 6i2 It
5 2 5
p is the correlation between the errors, then their covariance is O ;2 =P 00, The

linearcombinationofthetwopredictionsisaweightedaverage: ¢, =m- p1, +(1—-m)- po,

.The error of the combined forecast is: e . , =m-ey, +(1—m)-e, . The mean of the
) X i t 1¢ 2t
combined forecast is zero and the variance 18:

O'c2 =m2-0'12+(1—m)2-O'%t+2-m-(l—m)-0'12, By minimizing the error
2
7279,

variance, the optimal value for m is determined ( m opt ):m opt = > > .
O'l +O'2 —2'0'12

The individual forecasts are inversely weighted to their relative mean squared forecast

2

(o}
error (MSE) resulting INV. In this case, the inverse weight ( M, )is: M, zﬁ .

] + )
Equally weighted combined forecasts (EW) are gotten when the same weights are
given to all models.
The assessment of forecasts accuracy
The most utilized measures of forecasts accuracy, recalled by (Fildes &Steckler,
2000, p. 8), are:
* Mean error (ME)

ME =lZeX(T0 + 7, k)
=

* Mean absolute error (MAE)
1< .
MAE :;Z| ey (Ty + j.k) |

J=1

* Root Mean Squared Error (RMSE)

RMSE = \/lzei( (T, + j, k)
nD
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U Theil’s statistic is calculated as Ul and U2 and it is used to make comparisons
between forecasts.

Notations used:

1- the registered results

f- the forecasted results

t- reference time

e- the error (e=r-f)

n- number of time periods

A value of U, closer to zero implies a higher accuracy.

q,

—1
nZ(le rz+1)2
_ e

U,

n—1

Z(”le_ 7 )2

t=1 t

If U, =1=> the same accuracy for the two predictions
If U, <1=> the prediction to compare more accurate than the naive one

If U, >1=> the prediction to compare more accurate than the naive one .

One-year-ahead quarterly forecasts of the inflation rate made by the Survey of
Professional Forecasters are utilized in this study, the predictions horizon being 1975
Q1-2012 Q3.

The main accuracy indicators were computed and the results are presented in
Appendices. In most cases the simple SPF forecasts for a horizon of one year are more
accurate than those based on econometric filters, according to Ul statistic. Full sample
asymmetric (Christiano-Fitzegerald) smoothed values are more accurate for some
forecast horizons. Only few values based on Band-Pass filter gave the better forecasts
than the original ones. The application of a filter could give better results only in some
cases. All the Holt Winters smoothed values are the most accurate ones for each forecast
horizon. So, this exponential smoothing technique is the best strategy to be applied. Most
of the SPF forecasts are better than the naive ones.

The results for the last five years are presented in the following tables. The mean
errors presented in Table 1 show that full sample asymmetric values provided the most
accurate predictions. These forecasts are overestimated for the entire horizon while all
the other forecasts are underestimated.
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Table 1 The values of mean errors for the SPF quarterly inflation rate forecasts and the SPF
smoothed predictions (forecasts horizon Q1:Q4 2007- Q1:Q4 2011)

Mean Errors (ME) of:
Full sample
Hodrick- . Band- asymmetric .
Forecast SPF Prescott B;Xtir;ilmg Pass (Christiano- Hn?lt Xlrgfers
horizon forecasts | smoothed \s/al(l)xgs ¢ smoothed | Fitzegerald) ial?lgs ¢
values values smoothed
values
Q1:Q4 2007 1.0217 1.2561 1.0218 1.0222 -0.8514 1.00561
Q1:Q4 2008 0.8550 0.8837 0.8546 0.8526 -0.3657 0.78837
Q1:Q4 2009 -1.2351 -1.5658 -1.2346 -1.2319 -0.4238 -1.15658
Q1:Q4 2010 0.0291 -0.1697 0.0284 0.0241 -0.3241 -0.01697
Q1:Q4 2011 1.6476 1.7961 1.6505 1.6680 -0.3700 1.37961

Source: own calculations using EViews and Excel

The values of U1 Theil’s statistic from Table 2 show that the predictions smoothed
by Holt Winters technique are the most accurate. This conclusion implies the fact that
USA inflation rate forecasts depend mostly on recent values of the indicator and less on
the inflation registered in the far past.

Table 2 The values of U1 for the SPF quarterly inflation rate forecasts and the SPF smoothed
predictions (forecasts horizon Q1:Q4 2007- Q1:Q4 2011)

Ul Theil’s statistic of:
Full sample
Hodrick- | Baxter- Band- asymmetric Holt
Forecast SPF Prescott King Pass (Christiano- | Winters
horizon forecasts | smoothed | smoothed | smoothed | Fitzegerald) smoothed
values values values smoothed values
values
Q1:Q4 2007 0.9231 1.2304 1.0511 1.0472 1.1394 0.341019
Q1:Q4 2008 0.9129 1.5169 1.3397 1.3455 1.4665 0.079623
Q1:Q4 2009 0.8555 2.7806 2.4199 2.3954 2.8334 0.016668
Q1:Q4 2010 1.0307 0.8615 0.8288 0.8269 0.8045 0.059355
Q1:Q4 2011 0.9246 1.2148 1.2157 1.2138 1.3154 0.018942

Source: own calculations using EViews and Excel

In Table 3 the values of U2 are displayed in order to compare the mentioned
predictions with the naive ones. Excepting 2010, all the predictions based on Holt
Winters technique are better than the naive ones while the SPF forecasts are better than
those based on random walk model.
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Table 3 The values of U2 for the SPF quarterly inflation rate forecasts and the SPF smoothed

predictions (forecasts horizon Q1:Q4 2007- Q1:Q4 2011)

U2 Theil’s statistic of:
Full sample
Hodrick- Baxter- Band- asymmetric
Forecast SPF Prescott King Pass (Christiano- Holt Winters
horizon forecasts | smoothed | smoothed | smoothed | Fitzegerald) smoothed values
values values values smoothed
values
Q1:Q4 2007 0.9231 1.2304 1.0511 1.0472 1.1394 1.0943
Q1:Q4 2008 0.9129 1.5169 1.3397 1.3455 1.4665 1.3659
Q1:Q4 2009 0.8555 2.7806 2.4199 2.3954 2.8334 2.1695
Q1:Q4 2010 1.0307 0.8615 0.8288 0.8269 0.8045 0.9278
Q1:Q4 2011 0.9246 1.2148 1.2157 1.2138 1.3154 1.3811

Source: own calculations using EViews and Excel

The predictions based on Holt Winters smoothing technique are recommended for
the USA inflation rate. A good strategy of improving the SPF forecasts is to smooth the
original predictions using this method that gives a higher weight to recent values than to
the older ones.

The combined forecasts are utilized as a technique of improving the accuracy of
predictions. Using the three mentioned schemes, combined forecasts were made and
comparisons with previous predictions were done. In Appendix 2, the values of Ul are
presented in order to observe the differences in accuracy for all the forecasts. All the one-
step-ahead combined forecasts for 1976-2011 on a horizon of 4 quarters are better than
SPF ones. The transformed forecasts using filter are less accurate than all the combined
predictions. Holt Winters technique remains the best method to improve the inflation rate

forecasts accuracy in USA. In Table 4 the results for the last years are presented.

Table 4 The values of U1 for the combined quarterly inflation rate forecasts of USA (forecasts
horizon Q1:Q4 2007- Q1:Q4 2011)

Ul Theil’s statistic of:

SPF SPF SPF

forecasts+ forecasts+ ?(frgcastﬁ forecasts+ ?()P;Ie:caster ?(frzcastﬁ

Hodrick- Hodrick- . Holt

Hodrick- X Holt Holt

Prescott Prescott Winters ! .
Forecast moothed smoothed Prescott smoothed Winters Winters
horizon ialues- values- smoothed values- smoothed smoothed

OPT INV valllues- Egl OPT va}llues- INV valllues- EQ

scheme scheme ]SEC eme (C1- scheme Sézenll;w S(C:;Hée

(C1-0pT) | (cl-1Nvv) | EQ (2-opT) | (C2INV) | (C2-EQ)
Q1:Q4 2007 0.103837 0.119924 0.135442 0.118546 0.12329 0.128687
Q1:Q4 2008 0.08472 0.070149 0.069211 0.082549 0.07485 0.071004
Q1:Q4 2009 0.070155 0.069307 0.075774 0.080856 0.076214 0.07496
Q1:Q4 2010 0.080118 0.058709 0.046177 0.08569 0.070227 0.058334
Q1:Q4 2011 0.085425 0.055618 0.036774 0.062155 0.052156 0.044527
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SPF SPF SPF
forecasts+ forecasts+ SPF forecasts+ ?(Frl:cas i+ ?;Ecas i+
Baxter- Baxter- forecasts+ Full sample Full sample | Full sample
King King Baxter-King | asymmetric asymme trr) ic | as mmetII)‘ic
smoothed smoothed smoothed smoothed rr{ thed rr)ll thed
values- values- values- EQ values- ial?l(::s-eINV ialﬁzs-%Q
OPT INV scheme (C3- | OPT scheme scheme
scheme scheme EQ) scheme (C4- INV) (C4-EQ)
(C3-0OPT) (C3-INV) (C4-0OPT)
Q1:Q4 2007 0.132711 0.132671 0.132687 0.126463 0.168253 0.150304
Q1:Q4 2008 0.091893 0.091559 0.0917 0.088433 0.116577 0.1032
Q1:Q4 2009 0.102689 0.102223 0.102419 0.100012 0.121043 0.111077
Q1:Q4 2010 0.119062 0.118419 0.11869 0.117337 0.129209 0.123814
Q1:Q4 2011 0.148907 0.147778 0.148256 0.148335 0.150888 0.149811

In Q1:Q4 2007- Q1:Q4 2011, the combined forecasts between SPF predictions
and Hodrick-Prescott smoothed values are the best in this category. For Q1:Q4 2008,
Q1:Q4 2010 and Q1:Q4 2011, the equally weighted scheme gave the best results, while
for Q1:Q4 2007 the optimal one and for Q1:Q4 2009 the inverse weighted scheme.

Therefore, we can recommend as strategies of improving the SPF accuracy two
elements: the smoothed predictions using Holt Winters technique and the combined
forecasts of filtered and smoothed values and SPF forecasts.

Conclusions

The results of this empirical research highlight that for the USA quarterly inflation
rate predictions made by SPF for a horizon of one year in 1975-2011 a good strategy
of improving the forecasts accuracy is the smoothing of the values using Holt Winters
technique, an exponential smoothing method that considers exponentially decreasing
weights over time.

Applying a certain filter to the initial predictions of SPF is not always the best
method of improving the accuracy. Starting from the results of this study we recommend
the use of exponential techniques to smooth the SPF predictions in order to improve the
forecasts accuracy of USA inflation rate.

The combined forecasts using SPF predictions and the filtered and smoothed
values starting from the same SPF estimations proved to be another good strategy of
getting better forecasts. The values based on Hodrick-Prescott filter in combination with
SPF forecasts using the three schemes gave the best results in the category of combined
predictions.

It is important to choose the best prediction in order to improve the decision
process or to establish a better government policy. Choosing the best inflation rate will
improve the monetary policy and the best solutions to control the inflation will be taken
n time.
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Appendices

APPENDIX 1

The values of mean errors for the SPF quarterly inflation rate forecasts and the

SPF smoothed predictions (forecasts horizon= 4 quarters)

20

Mean Errors (ME) of:

Hodrick- Baxter- Band-Pass 5:;:1181?11322 .
Forecast SPF Prescott King smoothed (Christiano- Holt Winters
horizon forecasts | smoothed | smoothed 1 Fi d smoothed values

alucs values values itzegerald)

M smoothed values
Q1:Q4 1976 -0.2002 -0.5362 -0.1999 -0.1981 -0.4344 -0.2613
Q1:Q4 1977 0.5501 -0.2068 0.5499 0.5489 -0.5440 0.6655
Q1:Q4 1978 0.9995 0.4768 0.9982 0.9899 -0.5833 1.3425
Q1:Q4 1979 3.3751 3.7658 3.3738 3.3658 -0.3979 3.7075
Q1:Q4 1980 4.6141 6.0347 4.6180 4.6418 -0.1716 4.9692
Q1:Q4 1981 2.0928 3.1570 2.0937 2.0992 -0.0858 1.6881
Q1:Q4 1982 -0.0220 -0.3686 -0.0215 -0.0189 -0.1241 -0.4454
Q1:Q4 1983 -1.8434 -2.4956 -1.8436 -1.8445 -0.0108 -1.7989
Q1:Q4 1984 -0.5711 -0.6771 -0.5717 -0.5756 0.3961 -0.6972
Q1:Q4 1985 -0.5857 -0.8526 -0.5847 -0.5782 1.0064 -0.8526
Q1:Q4 1986 -1.1282 -2.0933 -1.1341 -1.1699 1.8265 -2.0933
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Q1:Q4 1987 -0.1792 -0.1942 -0.1771 -0.1639 2.7248 -0.1942
Q1:Q4 1988 -0.0060 0.2303 -0.0062 -0.0075 3.5724 0.2303
Q1:Q4 1989 0.4736 1.0373 0.4743 0.4787 4.5271 1.0373
Q1:Q4 1990 1.3539 1.7185 1.3551 1.3620 5.4132 1.7185
Q1:Q4 1991 0.3555 0.2208 0.3549 0.3515 5.6893 0.2208
Q1:Q4 1992 0.2621 -0.0857 0.2615 0.2581 5.6312 -0.0857
Q1:Q4 1993 -0.0677 -0.1963 -0.0685 -0.0729 4.9484 -0.1963
Q1:Q4 1994 -0.2766 -0.0798 -0.2762 -0.2737 3.8215 -0.0798
Q1:Q4 1995 0.2208 0.1717 0.2204 0.2176 3.4084 0.1717
Q1:Q4 1996 0.4540 0.5669 0.4555 0.4640 2.7510 0.5669
Q1:Q4 1997 -0.3855 -0.2906 -0.3854 -0.3845 1.9616 -0.2906
Q1:Q4 1998 -0.2700 -0.5147 -0.2718 -0.2829 1.4594 -0.5147
Q1:Q4 1999 0.7311 0.5639 0.7309 0.7300 0.3703 0.5639
Q1:Q4 2000 1.1657 1.4409 1.1670 1.1751 -0.6647 1.4409
Q1:Q4 2001 0.3634 0.3455 0.3625 0.3568 -1.3820 0.3455
Q1:Q4 2002 0.0969 0.0586 0.0979 0.1038 -2.0159 0.0586
Q1:Q4 2003 0.2947 0.0387 0.2932 0.2838 -2.5156 0.0387
Q1:Q4 2004 1.0093 0.9827 1.0094 1.0097 -2.5483 0.9827
Q1:Q4 2005 1.3279 1.4724 1.3288 1.3341 -1.9404 1.4724
Q1:Q4 2006 0.6616 0.8460 0.6612 0.6585 -1.4885 0.8460
Q1:Q4 2007 1.0217 1.2561 1.0218 1.0222 -0.8514 1.2561
Q1:Q4 2008 0.8550 0.8837 0.8546 0.8526 -0.3657 0.8837
Q1:Q4 2009 -1.2351 -1.5658 -1.2346 -1.2319 -0.4238 -1.5658
Q1:Q4 2010 0.0291 -0.1697 0.0284 0.0241 -0.3241 -0.1697
Q1:Q4 2011 1.6476 1.7961 1.6505 1.6680 -0.3700 1.7961

Source: own calculations using EViews and Excel

APPENDIX 2

The values of Ul for the SPF quarterly inflation rate forecasts and the SPF
smoothed predictions (forecasts horizon= 4 quarters)

U1 Theil’s statistic of:
. Full sample
Forecast SPF Erz(;?gt]:- Baxter-King Band-Pass asymmetric Holt Winters
horizon forecasts smoothed smoothed smoothed (Christiano- smoothed
values values values Fitzegerald) values
smoothed values

Q1:Q4 1976 0.6544 1.6041 0.8413 0.8337 1.2885 0.000898

Q1:Q4 1977 2.1219 0.6492 0.8014 0.8310 0.3761 8.23E-05

Q1:Q4 1978 1.4810 1.2315 1.5413 1.5319 1.0419 0.002578
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Q1:Q4 1979 0.9432 3.9720 3.5510 3.5420 3.7664 0.026233
Q1:Q4 1980 0.8341 5.2174 4.0563 4.0781 4.8589 0.001023
Q1:Q4 1981 0.7985 2.4827 1.7571 1.7459 2.2030 0.048258
Q1:Q4 1982 0.5407 0.9317 0.5980 0.5799 1.1116 0.004442
Q1:Q4 1983 0.7916 3.8381 3.0869 3.0412 3.9097 0.012992
Q1:Q4 1984 1.5657 0.9287 0.8149 0.8175 0.5213 0.011349
Q1:Q4 1985 1.6837 2.4449 1.7492 1.7106 1.0434 0.028849
Q1:Q4 1986 0.7306 4.2584 2.4947 2.5617 3.4001 0.043886
Q1:Q4 1987 1.0205 1.2985 1.1562 1.1209 1.1386 0.069176
Q1:Q4 1988 0.3788 0.9997 0.3794 0.3695 1.0060 0.09358
Q1:Q4 1989 0.5943 2.3639 1.1045 1.1093 1.8576 0.128365
Q1:Q4 1990 0.9678 2.3975 1.7661 1.8131 1.8172 0.131054
Q1:Q4 1991 1.1128 1.1456 1.1540 1.1362 1.0397 0.159573
Q1:Q4 1992 0.6287 1.8868 2.0084 1.8748 3.2302 0.237398
Q1:Q4 1993 1.7591 0.8861 1.5568 1.4805 0.8931 0.168107
Q1:Q4 1994 1.8883 0.9941 1.1253 1.1150 0.5970 0.079322
Q1:Q4 1995 0.3911 0.8593 0.6623 0.6715 1.6953 0.085313
Q1:Q4 1996 0.8073 3.4008 3.1215 3.1229 3.8666 0.023088
Q1:Q4 1997 0.8242 0.9054 0.9217 0.9359 1.1158 0.005032
Q1:Q4 1998 0.6387 3.0903 2.5880 2.5616 4.0595 0.052562
Q1:Q4 1999 1.2172 1.2149 1.4439 1.4274 1.1893 0.027111
Q1:Q4 2000 0.8645 3.6724 3.1361 3.1548 3.6242 0.000216
Q1:Q4 2001 0.8086 1.7281 1.5348 1.5331 1.8988 0.000653
Q1:Q4 2002 1.1341 1.2574 1.1678 1.1579 1.0312 0.003713
Q1:Q4 2003 0.9858 1.0542 1.2825 1.2777 1.3018 0.052012
Q1:Q4 2004 1.0912 1.1006 1.1809 1.1750 1.0833 0.184135
Q1:Q4 2005 1.0067 2.6362 2.4210 2.4210 2.4049 0.199776
Q1:Q4 2006 0.9814 1.6117 1.4492 1.4491 1.4767 0.396261
Q1:Q4 2007 0.9231 1.2304 1.0511 1.0472 1.1394 0.341019
Q1:Q4 2008 0.9129 1.5169 1.3397 1.3455 1.4665 0.079623
Q1:Q4 2009 0.8555 2.7806 2.4199 2.3954 2.8334 0.016668
Q1:Q4 2010 1.0307 0.8615 0.8288 0.8269 0.8045 0.059355
Q1:Q4 2011 0.9246 1.2148 1.2157 1.2138 1.3154 0.018942
Source: own calculations using EViews and Excel
U1 Theil’s statistic of:
?&)P;I;cgstﬁ ?(:)r];cgstﬁ ?:r];cgster ?(})rl;cas s+ SPF for_ecaster ?(fr];casts "
Hodrick- Hodrick- Hodrick- Holt Winters Holt Winters Holt Winters
Forgcast Prescott Prescott Prescott smoothed smoothed smoothed
horizon smoothed smoothed smoothed values- OPT values- INV values- EQ
values- OPT | values- INV values- EQ scheme (C2-
scheme (C1- | scheme (C1- scheme (C1- i)cll)l%ne (€2 INV) ]szc(g;me (€2
OPT) INV) EQ)
Q1:Q4 1976 0.044982 0.038012 0.036315 0.03997 0.037885 0.03685
Q1:Q4 1977 0.045361 0.038665 0.037249 0.040498 0.03855 0.037641
Q1:Q4 1978 0.080933 0.055844 0.043675 0.064253 0.055212 0.049065
Q1:Q4 1979 0.078648 0.057418 0.04875 0.06424 0.056925 0.052336
Q1:Q4 1980 0.072975 0.054369 0.047507 0.060175 0.053959 0.050236
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Q1:Q4 1981 0.076719 0.059698 0.053537 0.06495 0.059329 0.055989
Q1:Q4 1982 0.071188 0.055417 0.050627 0.060097 0.055101 0.052363
Q1:Q4 1983 0.092999 0.06768 0.054695 0.07623 0.067029 0.060607
Q1:Q4 1984 0.114109 0.09098 0.079165 0.098746 0.09039 0.084564
Q1:Q4 1985 0.140932 0.117659 0.105404 0.125529 0.117057 0.111065
Q1:Q4 1986 0.168991 0.143167 0.128396 0.152143 0.142466 0.135367
Q1:Q4 1987 0.187065 0.167263 0.155955 0.174144 0.166727 0.161289
Q1:Q4 1988 0.208748 0.191013 0.180883 0.197176 0.190533 0.185662
Q1:Q4 1989 0.241045 0.219789 0.207559 0.227194 0.219211 0.213339
Q1:Q4 1990 0.250628 0.235383 0.22645 0.240731 0.234964 0.230688
Q1:Q4 1991 0.246677 0.23192 0.223268 0.237098 0.231514 0.227373
Q1:Q4 1992 0.236826 0.219641 0.209656 0.22565 0.219171 0.214385
Q1:Q4 1993 0.194824 0.185921 0.180846 0.189013 0.18568 0.183239
Q1:Q4 1994 0.146245 0.139948 0.136704 0.142056 0.139788 0.138198
Q1:Q4 1995 0.118784 0.123279 0.127916 0.121211 0.123463 0.125532
Q1:Q4 1996 0.083327 0.104507 0.117999 0.096804 0.105123 0.111502
Q1:Q4 1997 0.073636 0.096851 0.112072 0.088285 0.097541 0.104713
Q1:Q4 1998 0.077561 0.100174 0.117122 0.091238 0.100915 0.108786
Q1:Q4 1999 0.062272 0.067478 0.07602 0.064248 0.067794 0.071505
Q1:Q4 2000 0.060576 0.050978 0.054029 0.052551 0.050957 0.051662
Q1:Q4 2001 0.114745 0.093205 0.0844 0.100124 0.092705 0.088051
Q1:Q4 2002 0.152696 0.131445 0.119074 0.13892 0.130859 0.124911
Q1:Q4 2003 0.204894 0.19292 0.187277 0.196831 0.192629 0.189802
Q1:Q4 2004 0.218655 0.2209 0.226293 0.21911 0.221086 0.223364
Q1:Q4 2005 0.183397 0.194616 0.205049 0.189683 0.195047 0.199774
Q1:Q4 2006 0.153805 0.17204 0.186912 0.16447 0.17268 0.179546
Q1:Q4 2007 0.103837 0.119924 0.135442 0.118546 0.12329 0.128687
Q1:Q4 2008 0.08472 0.070149 0.069211 0.082549 0.07485 0.071004
Q1:Q4 2009 0.070155 0.069307 0.075774 0.080856 0.076214 0.07496
Q1:Q4 2010 0.080118 0.058709 0.046177 0.08569 0.070227 0.058334
Q1:Q4 2011 0.085425 0.055618 0.036774 0.062155 0.052156 0.044527
U1 Theil’s statistic of:
SPF SPF

orecasisr | forocustss | SPEforemter | forsanss | i QLT | oo
Forecast BaxterKing | Baxter-King smoothed asymmetric asymmetric asymmetric
horizon smoothed smoothed values- EQ smoothed smoothed smoothed

values- OPT values- INV values- INV

scheme (C3- | scheme (C3- ;%;me (C3- :Calll‘;je (()cP4T. scheme (C4- :(?ll:;:e f&_

OPT) INV) orn INV) EO)
Q1:Q4 1976 0.067516 0.053487 0.056709 0.064266 0.064083 0.063836
Q1:Q4 1977 0.056895 0.056373 0.056592 0.055729 0.06273 0.059769
Q1:Q4 1978 0.065713 0.065456 0.065565 0.065298 0.068017 0.066784
Q1:Q4 1979 0.066619 0.066477 0.066537 0.066703 0.066509 0.066449
Q1:Q4 1980 0.059336 0.059207 0.059261 0.060854 0.051529 0.05529
Q1:Q4 1981 0.069003 0.068727 0.068843 0.071697 0.05475 0.061697
Q1:Q4 1982 0.062982 0.06302 0.063003 0.066822 0.0432 0.052835
Q1:Q4 1983 0.097046 0.096858 0.096937 0.101723 0.072708 0.084567
Q1:Q4 1984 0.139477 0.139422 0.139445 0.144578 0.113114 0.125973
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Q1:Q4 1985 0.184154 0.183976 0.184051 0.189396 0.156738 0.170155
Q1:Q4 1986 0.218632 0.218493 0.218552 0.223912 0.190694 0.204455
Q1:Q4 1987 0.242001 0.241985 0.241991 0.246712 0.217042 0.229373
Q1:Q4 1988 0.261094 0.261055 0.261071 0.264814 0.241289 0.251086
Q1:Q4 1989 0.283619 0.283597 0.283606 0.285949 0.271196 0.277345
Q1:Q4 1990 0.292662 0.292705 0.292687 0.293692 0.28721 0.289915
Q1:Q4 1991 0.285154 0.28516 0.285157 0.285121 0.285393 0.285263
Q1:Q4 1992 0.270581 0.270547 0.270562 0.269653 0.275673 0.27311
Q1:Q4 1993 0.22859 0.22867 0.228636 0.226954 0.237756 0.233141
Q1:Q4 1994 0.176527 0.176494 0.176508 0.174328 0.189026 0.182657
Q1:Q4 1995 0.139954 0.139885 0.139914 0.136807 0.158266 0.148848
Q1:Q4 1996 0.086171 0.086218 0.086198 0.082403 0.109702 0.097369
Q1:Q4 1997 0.070279 0.070216 0.070242 0.06867 0.08689 0.077038
Q1:Q4 1998 0.086584 0.086436 0.086498 0.087117 0.09139 0.087272
Q1:Q4 1999 0.096864 0.096909 0.09689 0.100186 0.08297 0.088887
Q1:Q4 2000 0.149946 0.14991 0.149925 0.152568 0.137263 0.143218
Q1:Q4 2001 0.204543 0.204453 0.204491 0.205221 0.201726 0.202918
Q1:Q4 2002 0.249636 0.249673 0.249658 0.248729 0.255013 0.252244
Q1:Q4 2003 0.305817 0.305811 0.305814 0.303373 0.319119 0.31247
Q1:Q4 2004 0.315113 0.315104 0.315107 0.311176 0.336247 0.325746
Q1:Q4 2005 0.265694 0.265767 0.265736 0.261125 0.291149 0.27836
Q1:Q4 2006 0.217893 0.217851 0.217868 0.212811 0.246997 0.23222
Q1:Q4 2007 0.132711 0.132671 0.132687 0.126463 0.168253 0.150304
Q1:Q4 2008 0.091893 0.091559 0.0917 0.088433 0.116577 0.1032
Q1:Q4 2009 0.102689 0.102223 0.102419 0.100012 0.121043 0.111077
Q1:Q4 2010 0.119062 0.118419 0.11869 0.117337 0.129209 0.123814
Q1:Q4 2011 0.148907 0.147778 0.148256 0.148335 0.150888 0.149811
APPENDIX 3

The values of U2 for the SPF quarterly inflation rate forecasts and the SPF
smoothed predictions (forecasts horizon= 4 quarters)

U2 Theil’s statistic of:
Full sample
Hodrick- . asymmetric .
Baxter-King Band-Pass e Holt Winters
foreat | S| et | mooned™ | oot | P | oot
values values values
values smoothed
values
Q1:Q4 1976 0.6544 1.6041 0.8413 0.8337 1.2885 0.9893
Q1:Q4 1977 2.1219 0.6492 0.8014 0.8310 0.3761 1.1219
Q1:Q4 1978 1.4810 1.2315 1.5413 1.5319 1.0419 2.0023
Q1:Q4 1979 0.9432 3.9720 3.5510 3.5420 3.7664 3.9022
Q1:Q4 1980 0.8341 5.2174 4.0563 4.0781 4.8589 4.3711
Q1:Q4 1981 0.7985 2.4827 1.7571 1.7459 2.2030 1.3941
Q1:Q4 1982 0.5407 0.9317 0.5980 0.5799 1.1116 0.6777
Q1:Q4 1983 0.7916 3.8381 3.0869 3.0412 3.9097 2.7
Q1:Q4 1984 1.5657 0.9287 0.8149 0.8175 0.5213 1.1444

24 EKOHOMUKA



Q1:Q4 1985 1.6837 2.4449 1.7492 17106 1.0434 1.9742
Q1:Q4 1986 0.7306 42584 2.4947 25617 3.4001 24150
Q1:Q4 1987 1.0205 1.2985 1.1562 1.1209 1.1386 0.6643
Q1:Q4 1988 03788 0.9997 03794 03695 1.0060 0.9081
Q1:Q4 1989 0.5943 23639 1.1045 1.1093 1.8576 1.1024
Q1:Q4 1990 0.9678 23975 1.7661 1.8131 1.8172 2.0011
Q1:Q4 1991 1.1128 1.1456 1.1540 1.1362 1.0397 0.9407
Q1:Q4 1992 0.6287 1.8868 2.0084 1.8748 32302 1.4357
Q1:Q4 1993 1.7591 0.8861 1.5568 1.4805 0.8931 1.8478
Q1:Q4 1994 1.8883 0.9941 1.1253 1.1150 0.5970 0.8075
Q1:Q4 1995 03911 0.8593 0.6623 0.6715 1.6953 0.7841
Q1:Q4 1996 0.8073 3.4008 3.1215 3.1229 3.8666 3.8737
Q1:Q4 1997 0.8242 0.9054 0.9217 0.9359 1.1158 1.0629
Q1:Q4 1998 0.6387 3.0903 2.5880 25616 4.0595 2.8688
Q1:Q4 1999 12172 1.2149 1.4439 1.4274 1.1893 1.8382
Q1:Q4 2000 0.8645 3.6724 3.1361 3.1548 3.6242 3.6443
Q1:Q4 2001 0.8086 1.7281 1.5348 15331 1.8988 1.5230
Q1:Q4 2002 1.1341 1.2574 1.1678 1.1579 1.0312 0.9311
Q1:Q4 2003 0.9858 1.0542 1.2825 12777 1.3018 1.2705
Q1:Q4 2004 1.0912 1.1006 1.1809 1.1750 1.0833 1.4139
Q1:Q4 2005 1.0067 2.6362 24210 24210 2.4049 2.5995
Q1:Q4 2006 0.9814 1.6117 1.4492 1.4491 1.4767 1.5687
Q1:Q4 2007 0.9231 1.2304 1.0511 1.0472 1.1394 1.0943
Q1:Q4 2008 0.9129 15169 1.3397 13455 1.4665 13659
Q1:Q4 2009 0.8555 2.7806 2.4199 23954 2.8334 2.1695
Q1:Q4 2010 1.0307 0.8615 0.8288 0.8269 0.8045 0.9278
Q1:Q4 2011 0.9246 1.2148 1.2157 1.2138 13154 13811
Source: own calculations using EViews and Excel
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Abstract

Competitiveness of enterprises in modern business conditions is based on
intellectual resources. Therefore, a key challenge of knowledge economy is
management, measurement and improvement of intellectual capital. Bearing in
mind that it is a complex categorz, that it consists of several intangible components
and values, the aim of this paper is to reveal the importance which segments of
intellectual capital — identity, image and reputation have in building up, maintaining
and increasing enterprise competitiveness.
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NIEHTUTET, UMHUII X1 PEITYTALIUJA
- IETEPMUHAHTE KOHKYPEHTHOCTHU INPEAY3ERA

AncrpakTt

Kouxypenmnocm npedyseha y cagpemenum YCIoGUMA 3ACHOBAHA je HA
unmenexmyannum pecypcuma. Cmoea je KbyuHU U3A308 €KOHOMUjE 3HAIA
VApasmarwe, meperbe u ynanpeherbe unmenekmyantoe kanumana. Umajyhu y euoy
0a je oH crodicena kame2opuja, OOHOCHO Od ce CACMOJU U3 GUULE HEMAMEPUJATHUX
KOMROHEHMU U 8DEOHOCMU, Yb 0802 PAdd je 0a PACEem.i 3HAUA] KOju CecMeHmu
UHMENeKMYaiHoe Kanumanid — uoeHmumem, UMUY U penymayuja umajy y
uzepahuearvy, o0pocarvy u ygehary KOHKypeHmHocmu npedyseha.

Kwyune peuu: uoenmumem, umuy, penymayuja, KOHKYpeHmMHOCM.

INTRODUCTION

Not so long time ago, identitiy, image and reputation were rather vague concepts.

In the best case, they were assessed as a peripheral concern of higher managers. Typicaly,
they saw them as a part of public relations area. Nowadays, increasing number of the
most discerning managers is treating them as a key business assets, directly connected to
the market success and to the determinant of competitive position. Van Reil (1995, cmp.
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26) 1 Fombrun (1996) remind us that these factors have always been connected to the
strategic positioning. Overcoming the barriers between enterprises and their stakeholders
in modern business world, emphasises the necessity for strategic management of identity,
image and reputation. Apart from that, processes, such as globalization, mergers,
deregulation and privatization, as well as the shortening of the product life cycle, have
created a sence of urgency for many enterprises to effectivelly manage these important
intangible resources.

Identity, image and reputation of enterprise

The identity of an enterprise belongs to the strucutral intelectual capital (Krstic,
2009). Corporate identity represents the total communication embodied in the culture,
beliefs, people’s attitudes, as well as, in the competitive strategy. Corporate identity
is unique, individual personality of the company which differentiates it from other
companies. Corporate identity speaks about what an organization really is. It is based
in all activities of the organization and gives the organization a personal seal. Identity
is a base for public to create an image about the organization. It’s being built from the
beginning of the organization’s functioning, and it is harmonized with its mission and
defence strategy. Ind (1996, p. 6) points out that corporate identity should be accepted as
something which influences and is influenced by everything that organization does and
presents in public. It speaks about that, if it is properly understood and used, identity
should have serious role in increasing business successfulness.

The term identity includes also information and knowledge exchange between
certain company and/or groups/individuals which are connected with it. It involves
communication with employees, which is in the field of internal relations. In addition,
identity is being connected with communication, growing good partnership relations,
cooperation and trust with all the external stakeholders. For these reasons, it includes
lobbying, creating sponsorships and donation programme, as well as, plans for
communication in conditions of business, financial crisis. The basic function of the
corporate identity is to enable enterprises to acquire, improve and keep competitive
advantage.

With the development of marketing and public relations, identity has been
identified with visual appearance of an enterprise in public — the logo or trademark’.
Identity helps to achieve, first, coherence, through the presentation of coherente structure,
second, symbolism, through expression of the attitude, and, third, positioning, through
diferentiation from the competition. The goals can be different so management should:
a) do more on improving communication within the organization, b) increase public’s
perception of the organization’s existance, ¢) increase market value of the firm’s stocks,
d) announce a new business strategy, e) provide “painless” integration of two or more
firms, f) creates firm’s reputation in public, and g) determines its position on the market.

The aim of corporate identity management is to bring it closer and explain it in the
best possible way to the stakeholders who are important for the firm, in the way which
is positive and precise. This process includes positive enterprise identity and transfers
it by communicating to the key stakeholders so that they have affirmative attitude on

5 More closely, identity represents visual and material resources which identify and represent
organization in public, and they include: a slogan, logo, graphical standards (memos,
communication, colours, products and packings), print production (catalogues, annual reports),
web-site, code of conduct, data disclosure, business premisses and corporate film.
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it. However, identity and image should be differentiated. Identity includes the ways in
which enterprise seeks to identify and position itself or its products.

The image is the way public accepts (perceives) company and its products. Image
is conditioned by many factors which are out of enterprise’s control. Image is the totality
of impressions public has gained about a certain enterprise, and the consequence of
experienced, but not real qualities (performances) of an enterprise. That psychological
moment directly determines business or market behaviour towards products/services and
the enterprise itself, and it can be either positive or negative. Image is being formed by
the process of communication with help of presented characteristics (performances) of
the organization. Image is a sui generis net-result of interaction of all the experiances,
beliefs, feelings, knowledge and impressions which every stakeholder has regarding an
organization.

Corporate image represents a picture about the essence of the values which has
been created by consumers and the rest of the public about an enterprise and its products.
Corporate image has been mostly determined by nature/quality of products and services it
creates in a long-term period of time, by culture and employee’s competences, as well as,
by market segments in which it operates (Stankovi¢, Radenkovié-Joci¢, Pukic¢, 2007, p.
38). Corporate image is one of the critical factors of new products/services development
which reduces the uncertainty of innovations, because satisfied consumers transmit the
trust and positive attitudes. Enterprise image is a significant usage performance of the
complex of its resources which includes a number of other resource usage performances,
but also social responsibility performances. Enterprise image is being created according
to tradition in business, financial performances, management quality, product quality,
success in export, position in the industry, enterpreneurial spirit, social responsibility
(Krsti¢, Sekuli¢, 2007, p. 26).

Just like a character of the person is closely connected with motives, attitudes and
interests of a man, and just like it is our image in the eyes of another person, so we can
tell for the image that it is an image public has about the organization, that is, about what
makes its essence embodied in the corporate culture, attitudes and beliefs. “Company,
as well as a human being, develops its character and integrates its reputation into the
consciousness of other people.” (Blek, 1997, p. 101). Main areas of image usage include:
strategic positioning, succesfull market penetration, providing access to different
resources and cost reduction, focusing on the behaviour which increases motivation, and
also productivity and efficiency of business.

Image can be viewed as a function of accumulated experience over the time, and
has two main components: functional and emotional (Weiwei, T., 2007). Functional
component of the image is associated with tangible — visible attributes that can be
easely measurable. Emotional component of the image is associated with psychological
dimension which is manifested through emotions and attitudes towards the organization.

Integration of tangible and intangible elements creates image which is recognized
by unique and effective set of values embedded into the structure of identity. One of the
basic components of the corporate image is a picutre consumers have about company’s
products and services. It’s being created according to delivered quality of products/
services. Intangible elements of the image are quality performances which are smaller,
less detectable or harder to measure. When speaking about relation between identity and
image of the company, there is a simple formula that describes that relation as follows:
identity + communication = image.

Identity corresponds to the values that make company, but, actually, it is important
how much public (external stakeholders) think it is worth. Factors that influence
enterprise image are numerous: employee behaviour, clothing, manner of conduct
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(etiquette, speech), accountability, sincerety, credibility — in one word, total culture and
skill of business and communication. Also, one should bear in mind that attitude and
relationship between management and employees influences corporate image. Here, one
should have in mind: positive attitude towards work, towards colleagues, towards clients
and life in general, creates positive image, and vice versus.

Managing corporate image and reputation has two primary goals. First one si
related to creating the intended image, and second one to creating a favorable reputation
in the consciousness of key stakeholders. Strong image can be built through coordinated,
so called, image development campaign, which includes a formal communication system
— name, logo, corporate advertising and public relations.

The goal of efficient corporate communication is to establish confidence in
products, in future of business orientation, in resources and capabilities of companies,
and, finally, in the brand. Corporative communication is management function with
ultimate goal in establishing and maintaining wanted reputation with the stakeholders
(Cornelissen, 2004). Corporate communication is a critical connection between identity,
image and reputation. When one says corporate communication, it reffers to the entire
communication of many stakeholders who, in return, can influence image and reputation
via secondary and tretiary interpersonal communication. Methods and cannals of
corporate communication should be defined in the broadest possible sense because they
are influenced by interest groups. They include almost everything that enterprise does,
from the way of using telephones, to the participation of managers and other employees
in enterprise activities and in different social activities. Corporate communication
focuses on organization as a whole, but also on the importance of its representation to
the key (Dolphin, 2000).

Image is connected with advantages and disadvantages of an enterprise. The
reputation is being built on the image, through the years of existance and consistency of
the declared values in enterprise culture. Good reputation attracts investments, new and
quality labour, new consumers on new and/or existing markets.

New researches of the enterprise success determinants, show growing interest for
intangible resources and values. Reputation is one of those intangible categories, which
is particularly hard to imitate, which makes it valuable source of competitive advantage.
Over time, positive perceptions are being “crystallized” into the intangible assets —
enterprise reputation, which means enterprise is taking important and specific position in
the minds of stakeholders (buyers, consumers, strategic partners, etc.).

Enterprise reputation is built on enterprise’s basic values. For key stakeholders
those values are: reliability, credibility, trust and accountability. Enterprises build and
save their reputation by developing practice which incorporates economical and social
conditions into the competitive strategy. By respecting quoted principles in business,
enterprise establishes and saves strong reputations, while creating enterprise brand which
represents base of the business concept as a symbol. That kind of business concept,
that is, a symbol, describes enterprise itself and its qualities, and also identifies and
differentiates enterprise on the market.

Enterprise reputation is strategic value or assets. Reputation, amont the others, is
a part of intangible assets (Hall, 1992). Reputation, as well as vast of other intangible
resources is hart to imitate/copy, especially if it’s being viewed as a combination of
past actions and different built relations. Reputation is being built over time and it is a
result of complex internal relations between stakeholders and organization. It is about
the development of these comples relationships over the time, which is hard to imitate in
a short period of (Grant, 1991, p. 117). Reputation is a very complex category which is
hard to be harmonized with other elements in the organization’s value chain and which
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cannot be a subject of (Dierick, Cool, 1989). Therefore, good understanding of the
criteria stakeholders use in assesing reputation can contribute to reputation growth.

Enterprise identity, image and reputation as sources
of competitive advantage

In literature, identity is being viewed as a strategical resource for buuilding
credibility and support which should be generated with different stakeholders for
acquiring competitive advantage in new business surrounding. On the one hand,
strategical approach to enterprise identity, assumes that vision, values, mission and
philosophy of management are connected with image and reputation®. In the phase
of strategic positioning, enterprise creates its own identity as a base to build image
and reputation. Image is being formed from identity through: social responsibility,
quality of products/services, experience, employee’s attitudes and behaviour, financial
performances, organizational structure, organizational culture, etc.

Although corporate reputation is, so called, intangible value, researches undoubtly
showed that good reputation increases enterprise’s market value and provides sustainable
competitive advantage. Business goals can be easier to achieve if enterprise has a good
reputation which is percived by its stakeholders. Reputations does not represent only the
way enterprise conducts. Hilman and Keim (2001) pointed out that enterprise is required
to establish and maintain relationships with primary stakeholders. Companies have to
devote a lot of attention to the needs and expectations of their stakeholders in the aim of
their satisfaction, as a condition for establishing and maintaining successful relationship
with them. Reputation helps enterprises to attract and increase the loyalty of employees
and consumers. In particular, as a factor of building a competitive advantage, reputation
helps enterprise in attracting new investors and buyers.

Trust and reputation can disapeare over night, and without build trust and
reputations, enterprise finds it very hard to exist, and especially to make progress. Key role
of enterprise management should be directed to reputation protection and improvement.
Good reputation is very important for different organizations, bearing in mind that it can
provide calculation of premium product prices, conclusion of favorable agreements with
banks, attraction of the best graduates from prestigious universities, etc. Having this in
mind, it makes valuable assets for an organization. Good reputation provides enterprise
to be accepted and its stocks to be approved by the stakeholders, as well as to achieve
goals, remains competitive and prosperous.

Reputation management is, in fact, management of risk connected to relations with
different public of the company — internal and external stakeholders of the enterprise.
There are four abilities that can be achieved by reputation management (Persey, Heugens,
Van Riel, Van den Bosch, 2004): 1. Ability for dialogue thath provides managers to build
cooperative relations with large number of subjects; 2. Negotiation ability, provides
managers to persuade external public that the position of the organization is appropriate,
that is, good; 3. Ability of avoiding critical/crisis situations; 4. Crisis communications
ability provides managers to be in important interactions with influental stakeholders.

¢ Emphasis is on the symbolical business manifestation, that is, on the external manifestations of
identity (graphical design, logo, organization’s symbols). That is, so called, visual school. Both
schools are focused on building image of enterprise which influences its stakeholders. Therefore,
identitiy can be, apart from viewing from the graphical design corner, observed through the
perspective of organizational behaviour, and therefore through multidisciplinary perspective.
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Built positive reputation represents distinctive competitive ability which
necesarilly leads to the better position of enterprise. Established position like that can be
easely defended if enterprise keeps improving its reputation, which provides achivement
of competitive competitive advantage.

Corporate reputation is getting more and more importance as an intangible
enterprise assets which increasingly influences competitive advantage (Black, Carnes,
2000). Public trust in presence and future is a result of enterprise reputation in the wider
pubic which, on the other hand, influences its competitiveness and market position.
The question is what recognizable and stable reputation provides to the enterprise? The
anser to this question is in the following positions (Bykuh, Bophesuh, 2008): 1. Acquiring
authority for achieving long-term business success and competitive advantage; 2.
Creating reputation of products/services and emotional attachment of consumers; 3.
Creating consumer loyalty in high-risk buyings when complex information make the
estimation of total offer value difficult; 4. Creating goodwill which decreases conflitcs
of enterprise with local community, Government, consumer protection organizations,
and other organizations; 5. Increasing of trust with different interest groups, such as:
consumers, investors, financial analysts, media, employees and others; 6. Easier and
faster overcoming of crisis.

Company which has better market reputation, decreases risk and simplifies
consumers buyings, that is, protects them from bad buying. Companies with good
reputation are more attractive for hard-working and talented employees which, on the
other hand, means acquiring greater knowledge and abilities and increasing enterprise’s
innovative capacity.

Model of influence and interdependance of identity, image
and reputation on enterprise’s competitiveness

In sensitive business milieu of today, firm’s existance can depend a lot from the
development and maintenance of recognizable image and good reputation. In order
to help managing the reputation and image of the organization, a model is presented
(Gray, Balmer, 1998, p. 696) which shows that, in addition to understanding of
corporate reputation and image, managers shoud also understand identity and corporate
communication of their own firm, as well as interconnection of these components.

It is clear that higher managers are forced, due to events in the surroundings, to
think about the importance of reputation and image of their company and how to manage
them. In order to help their proactive and strategic thinking, a model of interdependance of
identity, communication, image and reputation, that is, their influence on competitiveness
is showed (Figure 1). Model suggests following fundamental process components:
identity, communication, image and reputation. Model gives a connection of these
components and points out that feedback information and corrections are of the essential
importance for the efficiency of management process. Model, also, suggests that result of
the management process can be improved competitive advantage, despite the presence of
numerous exogenous factors in the model which can influence the outcome.
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Figure 1.Model of identity, communication, image and reputation management — influence
on the competitiveness (Gray, Balmer, 1998, p. 696)

Exogenous
factors
CORPORATE Leads
CORPORATE through CORPORATE creates IMAGE AND to COMPETITIVE
IDENTITY COMMUNICATION CORPORATE » ADVANTAGE
A A REPUTATION

feedback

feedback

First of all, the aim is to create a certain image with the main constituents. Usually,
this means that enterprise should create widely recognizable name with its key stakeholders
and identify markets of main products. The second aim in managing is to create good
reputation in the heads key stakeholders. Basicly, a prominent image can be created faster
and easier than first-class reputation. Very strong image can be built through coordinated
image by starting the campaign which gathers formal communication system — name,
logo, signals, corporative advertising and public relations. Coordinated communication
program can strenghten and promote good reputation. It is possible that enterprise has top
reputation, but no prominent image, like competition (Gray, Balmer, 1998).

Different authors explained complex relationship between identity, image and
reputation differently. For example, Fiol u Kovoor-Misra (1997) speak about signalization,
interpretation and assimilation, and Marziliano (1997), speaks about individualization,
identification and acreditation. In addition, very interesting explanation of the relationship
between identitiy, image and reputation is given by Vhetten u Gotfrid (1998, p. 308).

Fiolu Kovoor-Misra (1997, cmp. 150) suggested amodel which describes dynamics
of interactive relationship between reputation and identity. 1dentity means signaling
conditions, image means reading those signals, and reputation means assimilation of
the signals, in cases when discredited events influence cognitive categories of observers
(internal and external organization members). These cognitive categories can influence
intensity and presence of bad opinions (stigma) which connect to the organization.
Intensity and presence of previously mentioned stigma amont the observers overlaps
and shapes according to interpersonal opinions. This appears as an internal and external
signal of interpretation and assimilation of organizational image.

Marziliano (1997, cmp. 159) suggests model of relationships between individualization
(identity), detection (image) and acreditation (reputation) in order to explain complex
relations between them. He thinks that organization reacts in internal and external
environment. Inernally, in the aim to face internal problems of coherence and strenght, and
earlier experiences of organization point to the possibility of building identitiy. Externally,
organization creates image which it will manage and control in order to survive and create
good opinion about itself. Internal members of organization see organization’s image in the
way they believe other people see organization and condemn the manner in which external
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members condemn the organization. Organizations do not need legitimacy to do something,
but they need good organizational activities in searching for better reputation. Organization is
acredited into a reputable one by the society, which is worth of its trust.

Vhetten u Gotfrid (1998, p. 308) think there are two kinds of actors involved in creating
reputation: firms and stakeholders. Firms try to make observer’s influence reflected through
projecting image about itself (identity) and development of interpersonal relations. Interaction
of firm and stakeholders depends on their strategic goals and their identitiy perception, shaping
their business practice and relationships, which, in return, shape firm’s image.

From the above mentioned, it can be concluded that identity, image and reputation
can be presented as three sides of the enterprise identity pyramid. Relations between them
are dynamic, because each side of the pyramid depends on the other. In the suggested
model, it is assumed that these interwoven dimensions represent help to answer the
following questions: a) what we believe is the enterprise’s identitiy, b) what we want
others to think is our identity (image), and ¢) what we know about what others think
is our identitiy (reputation) (Whetten, 1997). One should bear in mind that enterprise’s
identity is one of the main drivers of corporate reputation (Marwick, Fill, 1997).

The influence of corporate image and reputation on enterprise’s competitiveness
can be either positive or negative. Competitors can hardly imitate well-designed image,
so it can have positive impact on enterprise’s market position. Correlation between
reputation and competitiveness is achieved by: 1. Generating profitable sales in saturated
markets; 2. Successful response to competitor’s actions; 3. Attracting capital and strategic
partners; 4. Conquest of new markets without any major problems; 5. High level of
consumer satisfaction and repeated purchase rate; 6. Attracting, motivating and retaining
talented employees; 7. Successful strategic management reaction, etc.

In order to create market reputation, perceptions of the stakeholders, who are directly
or indirectly connected with enterprise activities, are crucial. The involvement of a large
number of different organizations in creating and delivering value, further complicates
harmonization of their interests and goals. Successful creation of reputation and strategical
positioning of enterprise in such conditions should provide harmonization of stakeholder’s
goals, long-term market attractiveness, and, consequently, sustainable competitiveness.

Conclusion

Good image and reputation have strategic value and extraordinary significance for
an enterprise. Enterprises with resources which are valuable and rare, have competitive
advantage and can expect to earn well and be profitable. Intangible resources, like strong
image and good reputation, are essential, not just because of their potential to create value,
but for their intangible nature that makes copying by the competitors much more difficult.
Variety of possible uses of strong image and good reputation provides significant connectivity
of these non-financial performances and future financial performances of an enterprise.
Good image and reputation is hard, almost impossible, to repeat in a short period of time.
Reputation has an important role when there is uncertainty about basic quality of firm’s offer.
This uncertainty makes difficulties to competition firms to create offer quickly, in order to
alleviate signalization of utilities connected with good image and reputation. Reputation
and image of the firm has consistently strong influence to constant profit and sustainable
competition. This shows the importance of strengthening interdependancy relation. So, firms
work on profitability improvement, and, consequently, on strenghtening positive image and
reputation improvement. In return, these intangible values facilitate firms to remain good
business (financial) performances and competitive position over time. The conclusion is that
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enterprise identity, communicated and transformed into the strong image and good, growing
reputation, have great importance for competitive advantage of an enterpris
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Abstract

The production of goods and services for haven consumption is a function of
available factors of production among which labour and entrepreneurship are
very prominent. The essence is the skill input which has to do with mental and
physical attributes or resource activities and also acquired by training education
or natural endowments. In this paper, the issue of health workers of all categories is
discussed in terms of their marketing (demand and supply) workforce composition
(population and size) the globalization factor and the ultimate effects on nations
health policy issues, management structures and effectiveness.

This paper presented Nigeria as the case at hand whereby, health workers
at both foreign and local markets with workforce composition in globalization
perspective was examined to determine among others the compositions and
category, competence measurement using local and international determinants,
adequacy and spread among others. This is an explorative research where
secondary data was used to explain questions like do we have well trained health
workers in Nigeria that measure up to international standard? Are they well
remunerated? What of the level of facilities to work and right environment? What
about assessment of international competitiveness among others? Some of the
findings shows that Nigeria's health workers measures among the best world —
wide, highly competitive and marketable internationally, very competent despite
inadequate facilities to works at home and poor working conditions but in foreign
lands very exceptional (brain-drain factor). Again, the supply in terms of rate of
development by training and education is grossly inadequate resulting into many
patients to a particular health worker like doctors to patients’ ratio which is too
high in Nigeria among other findings.

It is therefore suggested that health workers skills acquisition programmes in
Nigeria which is currently too expensive should be subsidized by the governments to
have many of them produced to meet the health needs of Nigerians. They should equally
be well remunerated with good environment to work as well as adequate facilities as
applicable in the global arena. A healthy nation is a productive nation with the potential
for growth and development like other great nations in the global environment.

Keywords: Workforce, Health, Workers, Globalization, Skill, Market, and
Brain-drain.
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TPKUIITE U INTOBAJIN3AIINJA PAJHE CHATE;
HUT'EPUJA TIPUMEP 3/IPABJbA
IIUTABA U JUMEH3UJA

ArncTpakr

Ipou3zeo0ra pobe u yciyea Kao u teHa NOMpPOuirbd je (DYHKYUja PACOIONCUBUX
NpoU3BOOHUX haxmopa mely Kojuma pao u npedy3emHumao cy 6e0Ma UpaA#CeHu.
CywmuHna je eewmuna Koja uma eéese ca MEHMATHUM U QUIUYKUM ampuOymuma
UIU pecypcuma akmueHOCmuU, a CmedeHo oopazoearse 0OHOCHO 00yKa cy bummue
Kapuxe y ceemy mome. Y 06om pady, 2080pu ce 0 numarby 30pascmeenux paoHuka
CBUX Kame2opuja y CMUCTY FUX0802 MApPKemuHea (NoHyoe u mpadicre) paoHe
CHaee, cacmasa (CMAHOBHUWIMEO U BeIUYUHA) 2nobanuzayuje Kao axmopa u
Kpajroux epexmu Ha numarbe 30pascmeere NOAumuKe, ynpagasaike cmpykmype u
epuxacnocmu.

Osaj pao ce oomocu na Hueepujy, a ee3an je 3a npobneme 30pagcmeeHux
PAoHUKa Ha 0b6a mpocuwma paore CHaze cmpanom u oomahem ca KOMRO3UYUjOM
Y nepcnekmusu 2nobanuzayuje 20e mpeda UCRUMAMAMU U 00PeOUmu um
mecmo mehy Opyeum xomnosuyujama u kamezopujama. 0o je eKcniopamueHo
ucmpasicusarse, ce KOpUcmu ceKkyHOapHum nooayuma y yumy oa ou ce objacrnuia
numarea Koauko cy 006po obyuenu 30pascmeenu paonuyu y Hueepuju, 0o xoja
Mepe ucnyrasajy mehynapoone cmanoapoe? Jla iu cy onu 006po niahenu? Kaxas
je xeanumem objekama 3a pao u 0a qu ce Wmumu Jcugomua cpeduna? Jla nu
€y KOHKYpeHmHU ca opyeum melyHapoonum ycmaunosama ucme Hamene? Hexu
00 Hanasza nokasyje oa cy 30pascmeenu padnuyu y Hueepuju mely najoomuma
Y ceemy - BUCOKO CY KOHKVDEHMHU U MPHCULHO NOXMCEe/LHU HA MehyHAPOOHOM
NAGHY, 8e0MA KOMNEMEHMHU YIPKOC Hea0eK8amHuM 00jeKmuma 3a pao y 3emmsu
U IOWUX YC08a paoa, ca opyee cmpane oHu 'y CIMpaHuM 3emmeama oajy uzysemue
pesyrimame (axmop 00nue mo3206a). Onem noHyoa y cCMUciy cmone pacma 00
00yKe u 06pazosarva je HeadeKk8amua u 00800U 8eIUKU OPoj nayujenma oopejeHom
30paAsCmMEeHOM PAOHUKY, OOHOC JeKapa U NAYUJEeHMA je HeCpasmMepaHo GeluKku y
Hueepuju wimo cmo ymepounu Ha 0CHO8Y ocmanux Hauasd.

Cmoea ce npednadice 0a ce 30pasCmeeHUM PAOHUYUMA RPOSPAMU 34 CIMUYATbE
sewmuna xoju cy y Hueepuju mpenymmno npeckynu cybseHyuoHuuty 00 cmpawe
61ade, 0a ce MHO2U 00 FUX WKOLY[Y 0a 6u 3a0080buUlU 30pagcmeene nompebe
Hucepujaya. Onu mpeba oa 6ydy nodjednaxo 006po Hacpahenu ca 000pum
OKpYJicerbeM 3d pao, Kao u 0a paodey 002o8apajyhum oojekamuma Kakeu ce Kopucme
y ceemy. 30pasa Hayuja 00800uU 00 NPOOYKMUBHUje2 HAPOOA €A NOMEHYUjaiom
3a pacm u pazeoj Kaxkae nOCMOoju KoO Opy2ux 8eIuKux 3emasnbad Koje ce Haaaze y
2N00ATHOM OKPYIHCERDY.

Kwyune peuu: paoua cnaza, 30pascmeenu paduuyu, 2nobaruzayuja, 6eutmuna,
MPoHCUMa, 001U MO3208d.
Introduction
As much as it is no longer news that we are living in a globalized world, the

attendant implications are constantly and daily steering us in the face whether as
individuals, organizations or nations. The issue at stake for now is the market and
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workforce constituent of Nigeria health workers. The bone of contention here is
multifarious in various degrees. Aside the issue of cost implication on the nation in
training and developing these health workers, there is the problem of their inadequacies
compounded by the few available ones leaving the country for greener pastures further
compounding the already worsen health care services and delivery in the nation. The
points now is looking at health workers market in Nigeria and the global arena and
explore ways by which Nigeria and her people will not be disadvantaged.

Market and market analysis of health workers services

The market is not just a place from the literatures. It is more than a mere geographical
location though traditionally, world over, this is still recognized as the market in primary.
Technically, the economist viewed the market as any situation where buyers and sellers
meet to transact business on buying and selling either in goods or services. The actual seal
of transaction is payment effected and goods or services delivered as paid for in terms of
transaction. Market exist locally guided by local laws, policies, medium of exchange like
the local currencies among others while there is also the international market which is
business of buying and selling across nations’ frontiers. The principle here is in line with
the acceptable international standards like immigration rules, certification documents,
visa, work permit, foreign exchange, sponsorship or guarantor among others. Despite
the challenges of foreign trades and markets, many still go for it possibly because of the
international prestige, earning of foreign currencies and better standard of living among
others.

Just like other similar professionals and professions in Nigeria for instance,
the academia, engineering and other carriers, health workers of all categories are also
suffering from problem of brain-drain in the country. Brain-drain is the emigration of
skilled professionals from a country to another (immigration) in search of a greener
pasture. From available records in the literatures, most health workers of Nigeria origin
have immigrated into other countries like Saudi — Arabia, Australia, U.K., U.S.A and the
rest due to some pull factors such as;

- Poor working environment.

- Poor remuneration, salaries and other entitlements.

Desire for self fulfillment and improvement in living conditions.

- Acquisition of more skills among others.

The market structure of health workers world-wide is also of importance to be
looked into. Itis no longer news in Nigeria like many other developing nations that the ratio
of patients in the hospitals to the population of the available health workers is completely
deficient. The medical personnel are inadequate to meet the health requirements of the
people whether as out-patients or in-patients. The various categories like nurses, hospital
assistants, Para-medics, pharmacists, general practitioners, specialists among others
are grossly inadequate across the nations which make their services highly competitive
and perfectly elastic where any positive or negative variables can easily instigate their
mobility. Health workers have high level labor mobility intra and inter since their services
are constantly in high demand. This is further presented graphically;
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The graph above represents different equilibrium given supply and demand for
health workers services. The various positions are possible in inward and outward shifts
in the supply and demand curves due to other factors or variables that can influence the
workers except changes in the salary or income which will only be reflected as movement
along the curves and no shifting. The equilibrium can therefore be any of el,e2 or e3.
However, another imperative situation to be considered based on the health workers
supply elasticity which is perfectly structured is the distribution, spread and amount.
Graphically, the curve will be in this form;
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The situation above is a function of the limitation in their supply given various
reasons like long years of training to acquire expertise and certification to practice, high
cost of training and developing the man-power, limited carrying capacity of their training
institutions (universities, colleges of health sciences, teaching hospitals and the rest) and
again, the fact that their services are indispensable, they can maintain any cost to demand
their services since they do not have close substitutes. Head or tail, it is like they can
always win and though they have professional ethics to save life among many others,
their services are still so much available to those that can afford to pay whether locally
or internationally and Nigeria is no exception.
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Literature exposé

According to some literatures in terms of health workers supply in the world,
generally, it is estimated to be too poor, compare to the level of demand. In Ethiopia as
an example, it is said to be significantly tiny further compounded by few entrants into
the profession from the area. Definitely, the short fall or deficit can only be catered for
through migration of the health workers from other regions. In the bulleting of the World
Health Organization examining migration of health workers on bases like personnel /
supply and distribution, physicians / supply and distribution (2004) it is in the ratio of 82
to 595 and 600. Zurn et al (Google search Engine 2012) painted the picture of what the
situation is like in remote and rural areas in terms of having assess to health care workers
which nonetheless can be nil in some places and grossly inadequate in others. The saving
grace here is sometimes the activities of charitable donor agencies bringing free health
care services and personnel to those areas or at times, through the efforts of the WHO,
Red cross among others. Bill and Bilinder Gates foundation efforts in the eradication of
polio, malaria and other childhood diseases in Nigeria’s infants and mothers is worth
commending here as an example in this regard among others.

To WHO and ILO, nothing can be done to stop the migration of the health workers
since they have the right to market their services where the returns will be high, however,
the migration can also be managed. In both developed and developing countries, migration
and recruitment of health care services workers is said to be in crisis for instance labour
and social issues. According to Wikipedia, all categories of health workers are involved
including the nurses and this is not helped by the poor funding of health workers
education making it very expensive and also the problem of high wages. Lorenzo F. in
Google search Engine (2012) using demand and supply of nurses in Philippines reported
that health workers migration is primarily demand led which is very correct since like it
was said before, their services end up being for those that can afford it living many others
uncatered for. By estimate, Global physician forecasts in terms of demand and supply by
year 2015 is already put at ratio of 8 to about 2006. The world Health Report (2006) had
a vivid description of the situation and trends demanding immediate attention to avoid
looming crises like some causative organisms and host parasites of diseases becoming
more and more resistant to treatments for instance the case of malaria parasite in many
countries including Nigeria. This is aside many lives that will be lost due to not having
access to health care facilities to mention just a few.

It may not be too much therefore for the UNO through WHO to declare state of
emergency in the health sector the world over and for nations to rally round themselves
to see ways to produce more health workers across nations’ frontiers to reduce migration
while putting in place good health policy to also protect the interests of the health workers
and safeguard the patients needing medical care.

Looking at globalization factor relatively critically as it affects health workers
across the globe, the pertinent variables are not indices of competition but that of universal
standard binding on all in respect of skill competence and training. Unfortunately, this
does not take into cognizance varying capacities of the nations to train and develop health
workers for the same market and health challenges across the globe. This is why some
literatures are advocating giving globalization a human face when it comes to developed
and developing nations like Nigeria in the global arena on issues of common challenges
and common solutions which unfortunately we do not have common resources to tackle.
However members of the international community should be commended in this regard
for instance, constant helping hands to needy states across the globe in particular,
developing and less developed economies in Asia, Africa, South America and others.
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Ways out of the challenges

It may be practically impossible to legislate a ban on health workers migrating
from one nation to another except under a totalitarian or autocratic government which is
out of place in the current democratic type of government. The sure measure of remedies
for governments across the globe is to promote health workers education by subsidizing
it to make it more affordable to many which will give room for majority of them to be
trained in other to meet the health needs of the populace. Of relevance equally to this
is that more health institutions should be established while the carrying capacity of the
existing ones is also enhanced and increased.

From technical point of views, health care delivery world over should be operative
on the bases of being proactive rather than curative. That is the people should be
educated on how to stay away from diseases and getting sick rather than looking for cure
which sometimes may not be available or if available not affordable. The emphasis is
on primary health care services where people are taught simple hygiene rules like eating
balanced diets, living in neat and tidy environments, avoiding causative organisms of
diseases like malaria parasite which breeds easily in unkempt environments while simple
learning of hand washing before eating and personal health maintenance may go a long
way preventing out break of diseases. Immunization activities should be continuously
promoted while adequate funding into research work to discover cures to many other
internationally acclaimed communicable and non-communicable diseases should be
sustained.

It is a fact know and ever that an health body produces a sound mind in healthy and
sound nations and by implication, the whole world.

Summary and conclusion

The manpower base in the health sector the world over is encumbered in serious
challenge of inadequacy of capabable hands and developing states like Nigeria are greatly
entrapped. Many have called for declaration of state of emergency in the health sector
of the nation but the most important solution will be a multi-dimensional approach of
training and developing more health workers locally and internationally across the globe,
greater commitment by all concerned (public and private partnership) to develop and
sustain the health sector by adequate supply of human and material inputs and finally,
the development of primary health care programmes and services among the people
and pursuance of preventive medicine to avert diseases’ causative organisms in the first
instance.

Policy statements and recommendations

The government and private concerns should invest more in training and
development of health workers and there is need for adequate supply and funding of the
health sector in terms of input and material needs. Also, internationally collaborative
efforts to be spearheaded by the WHO of the UNO should be constituted to tackle global
health challenges across the continents among other issues confronting mankind and our
existence on earth. For Nigeria like other developing nations, all hands just must be on
deck to supply and meet our health care needs whether human or material.
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TRANSITION OF LABOR MARKETS IN SOUTH EAST
EUROPEAN COUNTRIES DURING ECONOMIC CRISIS!

Abstract

Labor markets of South East Europe are going through deep and significant
changes typical for transitional period of economy but prolonged and deepened by
economic depression which started in 2008 and continues even today. In the SEE
countries the key labor market indicators were much lower in comparison with
West European economies. The general idea in this paper is to compare the labor
markets of the countries in the region across different variables and to discover
the main characteristics of the regional labor market during economic depression.
Through implementation of multivariate analysis changes in the last three years
were monitored and key features were identified. On the basis of situation in the
last few years we can conclude that countries of SEE have the constant and even
growing problems on the labor markets characterized by large unemployment,
long term unemployment and structural mismatches.

Key words: Labor Market, Southeast Europe, Dendogram
JEL Classification: J21, J64, J70

TPAH3UIINJA TP KUIITA PAJJA 3EMAJBA JYTOUCTOYHE
EBPOIIE Y NEPUOAY EKOHOMCKE KPU3E?

AncTpakT

Tporcuwma paoa 3emama jyeoucmoune Egpone nponaze kpo3 0yboke npomene
MUnUYHe 3a MPAH3UYUOHU NePUoo, aiu ¢y 000amHo HPooyb/beHe U NPOOYIHCEHe
eKoHOMCKOM Kpuszom Koja je nouena y 2008 xoja mpaje u Oawnac. Y 3emmama
Jjyeoucmoune Espone imwyunu nokazamesmu mpocumma paoa Ouiu ¢y 3HaAmMHO
aowuju 'y nopehery ca zanaonoesponckum npuspedama. OCHOBHU YUb 0802
paoa je 0a ce ynopede mpoCUULmMa paod 3emMassd Y pecuony npeko pasiudumux
NPOMEHBUBUX U O Ce OMKPUJY 21A6HE KAPAKMEPUCTUKE PESUOHATHO2 MPICULUMA
paoa mokom ekoHomcke Kpu3ze. [Ipumenom mynmueapujayuone anaiuze npame ce
npomene u UOeHMUPUKYJy ce 2iasHe Kapakmepucmuke y nociedrme mpu 200uHe
Ha nojedunaynum mpocuwmuma paoa. Kwyunu nanas je oa zemme jyzoucmoune
Espone umajy xoncmanmue, na wax u pacmyhe npooneme Ha mpoicuwny paoa Koje
Kapaxkmepuuie 6UCOKA He3aN0CIeHOC, OY20POYHA HE3ANOCIEHOCT U CIPYKIMYPHE
Heyckaahenocmu.

Kuwyune peuu: Tpoicuwe paoa, Jyzoucmouna Eepona, [{enooepam

! This paper was initially presented on a XXXIII Annual Scientific Conference AISRe Rome, 13-
15 September 2012 Institutions, Networks and Territorial System Country: The governance of
local relations - national
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Introduction

Labor markets of South East Europe countries are going through deep and
significant changes typical for transitional period of economy but prolonged and
deepened by economic depression which started in 2008 and continues in 2012. It is
important to monitor and analyze the main trends in the countries of the region and draw
conclusion about their development, especially in the light of economic crisis which
started in the second half of 2008.

During the last decade the structure of labor market has been changing significantly
from the aspects of age, gender, occupation, sectors, education, etc. After the start of
transitional reforms in the Eastern Europe, at the beginning of introduction of free market
economy instead of state-run planned economy, the key labor market indicators were
much lower in comparison with West European economies. Common phenomena were
large unemployment with significant long-term unemployment, structural mismatches
followed by gender and age gaps. If we consider weak educational system and strong
negative demographic changes (intensive emigration of labor force, low fertility rates,
ageing, etc.) the situation at the beginning of transition was even worse.

During this turbulent period of transition some East European countries succeeded
to reduce the negative effects of transition (like Check Republic and Slovenia) but in the
case of South East Europe many countries have the same problems as in the first years of
transition end even more problems caused by 2008 economic crisis.

Process of transition in the most of the countries in the SEE region started
approximately two decades ago and since then they have been trying to adapt to fast
changes of market economy where opportunities for life-long jobs will be scarce and job
mobility will be even more intensified in the future.

The general idea in this paper is to compare the labor markets of the countries
in the region of South East Europe across different variables and to discover the main
characteristics of the regional labor market since the beginning of economic crisis in
2008. Also we wish to discuss what are the main consequences and challenges of recent
economic development on the labor markets in SEE.

Through implementation of methods of multivariate analysis changes of regional
labor market in the last three years were monitored and key features were identified.
Through cluster analysis on the basis of key labor market indicators we have discovered
the most similar countries in the region and main changes caused by the recent
development in the world economy.

The plan of this article is as follows. After the short introduction, the state of the
art in the field of labor market analysis in East Europe and SEE countries is presented.
In the section “Scientific Methods” analytical tools used for the research were described.
In the next section the results of research were presented through graphical presentations
followed by short description considering comparison of two periods: 2008 and 2010.
In the last section the main findings were discussed and general conclusions were drawn
about changes on the labor market of South East Europe. The last section in this paper
also includes recommendation for further development of labor markets.

Literature Review
The transition of SEE economies and their labor markets has been different from

the predictions of scientific literature two decades ago. After long period of changes, it is
still characterized by stagnant unemployment pools, large flows to inactivity, enormous
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informal sector, significantly low labor mobility, large gender and age gaps, and deep
structural mismatches.

All the countries in the region are sharing the similar history of labor markets,
and Kuddo correctly notices that “The labor market in the economies of the former
Yugoslavia® was shaped by the particular legacy of the “self-management” system for
enterprises, and the existence of the so-called social ownership, which led to a high level
of job protection and overall rigidity, and to widespread labor hoarding (...) Despite
major revisions in the 1990s and 2000s, the ideology of the current labor laws (labor
codes) in many countries in the region still dates back to the 1970s, 1980s or early 1990s
when the laws were first adopted.” (Kuddo, 2009). The traces of this old ideology we
can still find in SEE, and it is especially expressed in public and state owned enterprises.

Today, we can see that labor markets of SEE countries are mainly the function
of Mediterranean social policy model which is typical of Greece, Italy, and Portugal.
This model is characterized by high spending on pensions, employment protection, early
retirement provisions and strong unions’ influence (Rovelli & Bruno, 2008)*. Protection
against undesirable risks of labor market is provided mainly by rigid employment
protection legislation which is the main obstacle for entering and re-entering the labor
markets. Rutkowski (2006) explains the accumulation of a large pool of workers and
problems of entering and re-entering the labor market on the examples from Croatia and
FYR Macedonia. Similar opinion about rigid employment protection legislation we can
find in great part of contemporary literature (Boeri (1999), Burda (1993), Lehmann and
Muravyev (2010), Tyrowitz (2009), World Bank (2003), etc).

Since 1990’s the main goal for all the countries of the region was to become the
members of European Union. Some of them have already succeeded (Slovenia, Bulgaria,
Romania and Greece) and Croatia should become the member in the near future. One
of the main challenges of EU accessions for candidate countries is to develop the labor
market in such way to become competitive in every sense. “If we think about this
competitiveness from the labor demand side, this implies that labor market institutions,
regulations in general and the tax system all need to be shaped in such a way as to boost
the willingness of firms to create jobs. When we focus on the supply side reforms need
to have at least a two-fold thrust to ensure that the workforce in the new member state
is competitive with workers elsewhere in the union.” (Lehmann, 2010, p. 2). Lehmann
also stresses that “Changing the behavior of workers and firms is a long-term process
and most of the NMS have spent at least a decade before accession to improve the
performance of their labor markets by reforming their institutions.”

Through analysis of ALMP Kuddo discovered that the countries in the SEE region
have different priorities in provision of ALMPs. While some of them are spending more
on employment incentives (Croatia) and job creation programs (Bulgaria), the others are
spending funds on start-up incentives (FYR Macedonia).

One of the main problems in SEE is inadequate educational systems because they
are not producing qualified working force with competitive skills. When it comes to
education, some researchers are arguing that orientation must be on the younger cohorts on
the labor market in order to reduce the drop-outs and minimize bad educational outcomes
(Lehmann, 2010). The SEE countries are making significant efforts to introduce life-long
learning and improve the outcomes of vocational education.

* Countries of former Yugoslavia: Serbia, Slovenia, Croatia, FYR Macedonia, Montenegro, Bosnia
and Herzegovina, and Kosovo.

* Rovelli and Bruno are quoting Boeri and his four social policy models among EU members:
Nordic, Anglo-Saxon, Continental and Mediterranean.
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Scientific Methods

On the basis of labor market indicators and employment structure we have
conducted a comparative analysis. In order to achieve relative perspective of SEE national
labor markets in the analysis we have included also EU members from South East Europe
(Greece, Slovenia, Bulgaria and Romania). These comparisons will be conducted for
two periods: 2008 and 2010. The analysis will actually have two directions: relative
comparison among countries and dynamic comparison of two periods.

Data were collected for 11 countries in the region of South East Europe: Croatia, Serbia,
Bosnia and Herzegovina, FYR Macedonia, Albania, Montenegro, Slovenia, Bulgaria, Romania,
Turkey and Greece. Kosovo is not included in the analysis because the data for 2010 were not
available. Main data sources are Eurostat database and annual labor force surveys.

Data set consists of 140 labor market variables: employment, unemployment,
activity, inactivity, and occupation across genders, age groups and two years. Additionally,
labor market indicators from World Economic Forum for 2008 and 2010 were used for
more comprehensive analysis.

After short descriptive part, in order to discover the similarities among countries we
have used the cluster analysis. Cluster analysis was conducted in two steps. On the basis
of joining (tree clustering) method the number of clusters was selected. The technique of
joining was complete linkage amalgamation rule, based on squared Euclidean distances.
Second step was to conduct K-means clustering method for selected number of clusters.
We have obtained two dendograms for 2008 and 2010.

On the basis of dendograms we have discovered the relative position of each
country and changes in the three years period. On the basis of analysis of variance we
have discovered which labor market variables are making the most significant differences
among countries of the region.

Results

On the basis of unemployment rates for the countries in the SEE region (Figure
1) we can conclude that situation on the labor markets is getting more unfavorable
in 2010 than two years before because in all the countries (except FYR Macedonia)
unemployment rates have increased significantly.

There is statistically significant difference between unemployment rates in 2008
and 2010 (p=0.0097 < 0.05). Variation of unemployment in 2010 is smaller than in 2008
(standard deviation in 2008 is 8.91 and in the 2010 it is 8.09). This shows that in the
interval of two years labor markets of the SEE countries are changing significantly. This
was the main reason for deeper and more comprehensive analysis of changes in the last
few years through multivariate methods.

Figure 1 - Unemployment rates in the countries of South East Europe in 2008 and 2010 (age 15-64).
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Source: Eurostat data and LF'S data for BIH, Serbia, Montenegro and Albania.
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If we look at the changes in unemployment on a different way, through relative
changes (Figure 2) we can see that the most dramatic increase of unemployment is in
Bulgaria where unemployment rate is 80% larger in 2010 than in 2008. All in all, the
relative increase of unemployment is larger in EU members than non-EU members, with
two exceptions: Serbia and Croatia.

Figure 2 - Relative increase of unemployment rates from 2008 to 2010.

=]
=
=

80,70%

64 44% 52.82%
47,068%
40, 70%
24.59%
15.45% 16.24%
10,10%
547%
. -5,29%
T T T T
0O

. . > Q\
SO S
Y ) » &
F (}O & .@f '\‘;\
& G
& N

q‘o
Source: Own calculations on the basis of Eurostat and LFS data

e [t (RS =, [ B =y} -] [= =]
[ T e T e D — R e T e T = BN =]
F 2 EE B2 E ==
I 1 1 I 1 1 I I

=
=

G

KN
=]
F
=
%
4”6‘
("

This could be partially explained through level of flexibility of labor markets.
More market oriented labor markets are more flexible and in the time of depression they
react more intensively on the negative changes in the economy. On the other hand, after
the crisis we can expect that market oriented and flexible labor markets will have more
dynamic growth of employment and decrease of unemployment rates.

Some labor markets, like Montenegro and BIH have more rigid labor legislation
which actually helps in the time of depression to reduce the growth of unemployment rates.
The problem will occur after economic depression because recovery of labor market will go
to slow and rigid labor market will slow down the entering and re-entering of working force.

In order to get the full picture of labor markets in the region it is necessary to
analyze the whole set of labor market indicators (employment rates, activity rates,
inactivity rates, occupation, education level etc.) across genders and age groups. With
use of multivariate statistical methods it is possible to obtain summarized results easier
for qualitative analysis, especially in the case of comparative analysis of labor market
performance across countries.
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Figure 3- Tree diagram — Similarities of labor markets in 2008 on the basis of 70 indicators
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The first step was to conduct cluster analysis on the basis of labor market indicators.
The outputs are presented on the Figures 3 and 4 where we can see dendograms and
relative position of each country. In 2008 we can clearly see the difference among 3
clusters. The first cluster consists of 6 countries with the most developed labor markets:
Croatia, Romania, Bulgaria, Slovenia, Montenegro, and Greece. These countries can
be considered as the leaders in the region. Second cluster consists of 4 labor markets:
Turkey, Serbia, Macedonia, and Albania. The third cluster is Bosnia and Herzegovina
which is characterized with very unfavorable indicators and represents significantly
different case. These results were obtained through complete linkage amalgamation rule,
based on squared Euclidean distances. Almost identical results were obtained with other
clusterization techniques.
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Figure 4 - Tree diagram — Similarities of labor markets in 2010 on the basis of 70 indicators
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On the basis of three cluster solution the K-means clustering method was
conducted. In Table 1 the members of each cluster are presented both with Euclidean
distances from cluster centers. In Table 2 we can see distances among clusters in 2008
and these results will be compared to the cluster distances in 2010.

Table 1- Members of each cluster and distances from respective cluster center / year 2008

Cluster 1 Cluster 2 Cluster 3
Country | Distance Country Distance Country Distance
BIH 0,00 Croatia 2,39 Macedonia 10,65

Montenegro 6,40 Albania 9,63
Bulgaria 5,34 Serbia 9,27
Romania 5,01 Turkey 8,75
Slovenia 5,83
Greece 5,95

Table 2- Euclidean Distances between Clusters Distances below diagonal / Squared distances
above diagonal / year 2008

- Cluster 1 Cluster 2 Cluster 3
Cluster 1 0,00 452,53 455,93
Cluster 2 21,27 0,00 103,64
Cluster 3 21,35 10,18 0,00
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Two years later, in 2010, we can see that situation has been changing (Figure 4).
We can still see that exists three cluster solution but the memberships of the clusters are
different. Table 3 is showing the membership of each cluster. Turkey now belongs to the
group of countries with relatively better performing labor markets while Montenegro is
in the group of countries with weaker labor markets, together with Macedonia, Albania,
and Serbia. The leaders in the region from the aspect of labor market are Croatia,
Slovenia, Bulgaria, Romania, Greece, and Turkey, while Bosnia and Herzegovina is in
very problematic position.

Table 3- Members of each cluster and distances from respective cluster centre / year 2010

Cluster 1 Cluster 2 Cluster 3

Country Distance Country Distance Country Distance
Croatia 4,07 BIH 0,00 Macedonia 5,98
Bulgaria 6,48 Albania 8,64
Romania 4,23 Montenegro 7,11
Slovenia 5,84 Serbia 6,26
Turkey 8,84

Greece 5,99

If we now compare distances among clusters in 2008 (Table 2) and distances in
2010 (Table 4) we can see that distances are getting shorter which means that differences
among labor markets are getting relatively smaller and similarities are growing. The
explanation is that because of economic depression negative influence is larger on a
labor markets of cluster 1 and their performances are getting relatively more similar to
the labor markets of cluster 2 and cluster 3.

Table 4- Euclidean Distances between Clusters Distances below diagonal / Squared distances
above diagonal / year 2010

- Cluster 1 Cluster 2 Cluster 3
Cluster 1 0,00 193,77 84,09
Cluster 2 13,92 0,00 159,58
Cluster 3 9,17 12,63 0,00

The basic conclusion is that labor markets of EU members in SEE are relatively
similar and belong to one cluster. There is one exception in the case of Croatia. The
explanation for Croatia is simple: this country will become the EU member before all the
others in the region and labor market reforms in last few years were relatively successful
because of significant support from EU financial funds.

Where are the main differences among clusters? According to ANOVA results,
in 2008 the statistically significant differences among countries are in distribution of
employment and unemployment rates across different levels of education (pre and
primary, secondary, and tertiary education) especially in the case of female labor force.
In the case of pre and primary level of education for both genders we have found
statistically significant differences among countries.

In 2010 the situation is different. ANOVA results are showing that we have still
statistically significant differences in employment and unemployment rates across all
three educational levels, but we have also significant differences in unemployment rates
across all age groups and both genders. The long term unemployment rates are also
statistically significant for both genders.
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We can draw the conclusion that the countries of SEE have similar levels of activity
and inactivity in labor force, followed by similar structure from the aspect age, gender,
occupation, status in employment, etc. The main difference among labor markets in the
countries of SEE region in the three year period of economic depression are educational
levels of labor force and how they have been handling unemployment.

Conclusions

On the basis of situation in the last few years we can conclude that countries of SEE
have the constant and even growing problems on the labor markets characterized by large
unemployment, long term unemployment and structural mismatches. For the countries
in the region we can repeat the statement from Lehmann about reforms conducted in the
EU NMS: “However, according to many observers, the NMS have not pursued labor
market reforms consistently enough, and more consistent and coherent reforms could
have produced an even better performance of their economies after 2004.” (Lehmann,
2010, p. 3). In other words, despite economic depression, the process of transition is too
long and inefficient because of inconsistent labor market reforms. The conclusion is that
many of the SEE countries are in the status of prolonged transition and without hope of
finishing this process in near future: Serbia, Macedonia, Albania, Montenegro, and BIH.

The main challenge, especially for the Serbia, FYR Macedonia, and Montenegro
is the status of EU candidate which brings new responsibilities and targets that must be
achieved in much shorter period of time. “In order to find adequate answers to these
challenges labor markets in the region should become more market-driven” (Savic,
2011). The countries in the region must develop more flexible labor markets in order
to integrate into EU economy. They must continue to transfer workers from declining
sectors and occupations into new, emerging sectors with help of reformed educational
system and life-long learning.

On the basis of experience of NMS we can conclude that reforms of labor market
institutions should lead to labor market structures that are more or less as flexible as
structures in old EU members. On the basis of analysis it is clear that slow decrease
of labor hoarding shows high level of employment protection of regular jobs which
indicates rigid labor markets. That means that restructuring efforts in SEE economies
are going slowly.

Policy Recommendations

There is a reach list of scientific papers analyzing labor markets of individual
countries in the SEE region (Gligorov et al. (2011), Tiongson and Yemtsov (2008),
Dobre et al. (2008), Koske (2009), Beleva (2011), Hoffman et al. (2011), etc). More or
less we can notice similar recommendations for improvement of labor markets. On the
basis of literature and similarities among countries of SEE it is possible to conceptualize
list of general recommendations for the whole region:

*  The most important measure is improvement of investment climate and
reduction of business costs. Entry and growth of business needs to be
encouraged through further incentives. This will contribute to job creation
and faster inclusion of workers previously displaced by structural changes.
The main challenge is how to do it in the period of economic depression.

*  Further improvement of labor legislation in order to develop more flexible
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labor markets. Labor laws must be more business friendly and allow to
employers to modify their work force to market variations. This fact is
especially important in the period after the economic depression because
more flexible labor markets will react with faster growth of activity and
employment.

Reform of all levels of educational system is necessary in order to meet
the needs of economy for certain skills and qualifications. It is necessary to
monitor skills requirements on the regular basis through surveys and react on
them through flexible educational and vocational system.

It is necessary to increase employment of low skilled and unskilled people
through reduction of tax wedge for the smallest wages. This is important
especially for the FYR Macedonia and BIH.

The incidence of part-time jobs must be significantly larger. Change of tax
policy can make this type of work more attractive for the work force.
Training unemployed and re-training of employed in order to increase the
skill level has tremendous importance. Currently large part of unemployed
working force, both older and young, has unnecessary skills and they are
in the pool of long-term unemployed. During 2012 Serbia will adopt new
strategy of education and accent is on the lifelong learning and orientation
towards labor market demand.

More effective and detail oriented monitoring and analysis of ALMP
measures and their efficiency. Many countries do not have database that
covers the ALMP participants and outcomes of implemented policies. Some
countries that have databases are not performing analysis of ALMP outcomes
on the micro level but only on the aggregate level. This problem is especially
significant in Bosnia and Herzegovina, Serbia, Albania, Kosovo and
Macedonia. It is impossible to analyze the behavior of labor force without
proper data collection. Additional problem is availability of data collected
through Labor Force Survey. In the case of Albania, for example, the only
available data (and very limited) are from LFS in 2008 and 2009.

Relatively successful ALMP in other Eastern European countries should
be considered for implementation in the SEE labor markets. Countries of
the region must rely more on the experiences of new member states in EU.
Design and effectiveness of existing policies must be improved.

Reform of PES must be continued. Special attention must be oriented towards
monitoring of unemployment and long-term unemployed. Distribution of
unemployment benefits must be strictly supervised.

Reduction of informal sector. Traditionally informal sector has deep roots
in the economies of SEE and each country must evaluate the size of it and
implement the measures for effective transition into formal sector. Through
enlargement of formal sector the government will have additional incomes
and measures of labor market policies will be more successful. This measure
is especially important for Croatia, FYR Macedonia and even Slovenia.
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Abstract

Experience shows that the question of whether or not to introduce a hypothesis
is most vital in methodology, but special importance is assigned to its conceptual
definition: how it originates and is discovered, its functionality, classification, and
structure, and the derivation of the hypothesis and its indicators.

In methodology exists an understanding that the hypothesis role is not important,
but necessary for elaborate subjects of research and is a basic term that is usually
expected from a PhD thesis title. It is an issue regarding whether it is possible
to conduct research without the pursuance of a hypothesis, which requires the
additional effort of researcher to formulate said hypothesis and adjust the paper to
its operational determination of the subject of the research.

There is a second opinion based on the fact that hypotheses make up the research
process framework, and suggests the other elements of the research goal are not
as important. This understanding directly promotes a methodology built solely on
a system of hypotheses and indicators as a sufficient road to project realization.

The research goal of this paper is to determine the importance of creating
hypotheses with all their necessary scientific attributes by using a comparative
analysis between the two above-mentioned scientific research approaches.

Keywords: Hypothesis, Scientific Research, Scientific Research Method, Subject
of Research

JEL Classification: B41, B49

HOPEBEBE PABJIMUNTUX ITPUCTYIIA
HAYYHO-UCTPA’YKUBAYKOM METO1Y

Ancrpakr

Hckycmeo je nokazano oa je npoonem xunomesa y Hayyu Haj3HavyajHuju y memooo-
Jlo2uju, a nocebaw 3nauaj ce npudaje nojMoeHoM oopehervy, Hacmajarsy, OOKPUBArb),
dymryuju, Kiacugurayuju, cmpykmypu u u3eohersy Xunomesa u UHOUKamopa.

Y memooonoeuju nocmoju cxeamarse 0a xunomese Hemajy 3HAYAJHO MeECMO
u ynoey, eéeh da je MHo20 8adicHuje 000po pazpadumu npeomem UCmpaicuéarba u
Odeghunucamu 0cHoO8He nOjMo8e Koju ce, 00UUHO 0edYKYjy U3 HACI08A UCIPANCUBAFLA.
Cmanna je Ounema 0a iy ce UCIPAdXCUBALA MO2Y CHpogecmu De3 u38oljerba xunome-
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34 U 000AMHO2 AH2ANHCOBAILA UCPANCUBAYA HA FLUXOBO] hopMynayuju u ycaznaua-
8arb) C ONEPAYUOHATHUM OOpelervem npeoMema UCMpaxcusarsd.

pyeo cxeamarve nonasu 00 uurbeHuye 0a Cy Xunomese OKOCHUYA UCmpaicusa-
uKO2 NOCMYNKA U 0a Opyeu enemMeHmu Hayune 3amuciu Hucy snauajuu. 0o cxea-
marbe OUPeKHO 3a208apa Nym KOPEKHO2 U3epalhusarsa camo cucmema Xunomesd u
UHOUKAMOPA KAO 0080/bAH NYM 30 PEalU3ayUfy UCPAICUBAFDA.

Thasuu ucmpasicusauxu yus y 08om pady je ymephusaroe 3uauaja oegpunucaroa
Xunomese ca C6UM FeHUM HAYYHUM ampudymuma u nopeherbe 08a 08a NpUCmyn d
V3 nomoh Komnapamuene ananuse.

Kwyune pueuu: xunomesa, HayuyHo-uCmpajicusauky pao, UuCmpajicusarse, Hay4Ho-
UCMPAANCUBAYKU MEMOO, NPeOMem UCIPAXCUBAFA

Introduction

In scientific methodology is a developing belief that the hypothesis does not have a
significant role, and the more important aspect of a thesis paper is the definition of basic
concepts deducted from the title of the paper.

The other interpretation is based on the concept that the hypothesis is the framework
of the scientific research, and the other elements of the scientific concept are not as
important. This interpretation supports the opinion that correctly constructing a hypothesis
and its system of indicators will be sufficient for accomplishing the research project.

It becomes a consistent question as to whether scientific research can be accomplished
without defining a hypothesis, which requires a lot of additional research time.

In this paper, these two opinions are examined with the help of comparative
analysis. This comparative analysis is formatted as a line by line evaluation and analyzes
first the similarities and then the differences between these two approaches.

Hypotheses are not possible to analyze outside of the scientific research context,
where the hypothesis has a central role and a special meaning. Our examination of
methodology reveals the different approaches to scientific research. While some authors
see only two basic types—the quantitative and qualitative methodology approaches—
other authors identify three different styles: quantitative, experimental, and historical
methodology approaches. (Roberts 2004; Samic 1980)

What approach will be used depends on the subject of the scientific research, as well
as the nature of the scientific research. For example, while a researcher in the natural sciences
will most likely use the experimental method, a researcher in the sociological sciences will
use the historical method, or combine this method with the quantitative method.

The discussion on whether or not a hypothesis is necessary for proper research is
closely related to choosing one of these three approaches. While an experimental approach
inevitably requires identifying a hypothesis as the basis for defining an experiment to test
the experiment’s results, the historical approach can start and finish all research without
ever defining a hypothesis. Although it can be argued that both methods are based on
observation, the historical method in the case of sociological research has certain limits
that can avoid carrying out any experiments.

On the other side, experiments and experimental results are fundamental elements
in the study of natural sciences, for example, mechanical sciences, physics, and biology.

Both approaches have their advantages and disadvantages. Supporters of the
hypothesis and the experimental process can be criticized for too much active involvement,
causing interference that certainly influences the experiment’s results. Those who do not

56 EKOHOMHKA



see a need for defining a hypothesis in their dissertations can be criticized that their
interpretation of the results of their research and observations are always subjective, and
that it is very difficult for them to avoid attributes of belonging to a particular culture,
ethnic group, region, or school.

The final conclusion is that the role of the hypothesis is not possible to analyze
outside of particular contexts. Whether a hypothesis is necessary or not depends mainly
on the nature of the scientific work.

In the case of research in the field of natural sciences where results are based
on experiments, it is quite normal and even necessary at times to define a hypothesis,
because the hypothesis becomes a basis for defining the next steps, experiments, and
testing of results, and dictates and leads the whole process of scientific research.

In the case of historical scientific research, when the options for experiments are
very limited, or even impossible, such as research related to changes of the social systems,
or where a huge number of facts can influence such changes, defining a hypothesis can
hinder the researcher, and limit, or even wrongly direct, the process of gathering evidence
to specific results that cannot be used to draw a general conclusion.

Comparison of Hypothesis and Subject of Research

In this section of the paper, we begin to learn more about the other approach to
scientific research that does not use a hypothesis. This is called the subject of research, by
which it is assumed that the hypothesis is not explicitly specified, but rather the research
process is based on the subject to be researched. The subject of research in principle can
also be called a choice of research theme.

The subjects of this comparison are the two different approaches. The first approach
is the example of scientific research applicable in natural sciences, based on a hypothesis
and using experiments, while the second approach is applicable in historical or social
scientific research, based on choosing a subject of research, and avoiding the additional
work to define and prove a hypothesis. Both approaches are based on a hypothetic-
deductive model widely used today that can be generalized in following steps:

1 Gathering data and information and learning about a problem

2 Definition of the subject of research or hypothesis

3 Gathering evidence, materials, and proof, demonstration and classification
of materials used for demonstration purposes

4 Analysis and revision

5 Conclusion

The fourth step is necessary, but interesting because in those cases where the result
of the research is known in advance, why do the research?

Scientific research can be compared to a sandglass. At the very beginning, the scientific
research is very broad, and as the sand travels to the bottom of the sandglass the space, the subject
of research, becomes narrower. The chosen theme becomes more concrete and definition gets
more detailed and precise, and in the most narrow constricted section, the subject of research
fits perfectly into the frame that is defined by time constraints, a financial constraints, constraints
related to resources, as well as the limitations related to the current development level of science
and technology. These technological constraints, however, should not limit the imagination or
prevent new inventions and preparation for future research projects.

”Another of the qualities of science is that it teaches the value of rational thought
as well as the importance of freedom of thought; the positive results that come from
doubting that the lessons are all true.” (Feynman 1968)
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Then, after all of the constrictions of the scientific research pass, just as in a sandglass,
the results and conclusion are applied more broadly, generalized for the wider view. Arguments
are given that the observed examples and their connections, relationships, and behavior are
valid for an entire category or belong to a category of generally applied laws.

Roberts (2004) illustrate this process by calling this V or funnel-shaped fashion.
She explains four steps, where the first step is at the top of funnel, and begins with
description of general area to be studied. Next step identifies more specific problem
within area and then next step identifies what is not known about a subject of studies.
Final step is very short and specific and defines research question. Roberts (2004) calls
hypothesis also a research question.

The following sections describe the similarities and differences between working
with and without a hypothesis during research.

Similarities between hypothesis and subject of research

The most apparent similarity is that both approaches are based on hypothetic-
deductive method. Therefore the research process in both approaches goes through the
same phases described in the previous section.

The next similarity is that both approaches apply limits and specifications to the
scientific research. The goals of both approaches are to enable research to be completed
according to predefined time constraints and both approaches narrow the scope of the
research in order to identify the correct focus.

Both the hypothesis approach and subject of research approach contain similar terms
and concepts. Both define the terms and concepts that are found in the research title or research
description. This also means that the hypothesis and the subject of research more or less
specify a target group or groups and the object of observation, measurement, and experiment.

If we again use an analogy between scientific research and the sandglass, traveling
to the most narrow part of a scientific research project is the same or very similar
regardless of whether using a hypothesis or a subject of research.

For both approaches, the first steps are an introduction to the problem and the study and
research of already available knowledge and previous research projects about the same subject.

Both approaches are searching for the correct title or description that will clearly
express the idea of the research and serve as a guide in further research.

Susnjic (2007:126) quotes two methodology approaches:

1 General method as a strategy that is independent of a content or subject of
research

2 Research method as a tactical or research technique that is adapted to the

content or subject of research

“The general methodology in all science can be the same: for example, structuralism.
A biologist strives to discover the structure of cells, a physicist the structure of an atom, a
chemist the structure of a molecule, a linguist the structure of a language, a sociologist the
structure of society, a psychologist the structure of a person, a anthropologist the structure
of an archaic community, a philosopher the structure of science, etc.” (Susnjic 2007:126)

Collecting evidence and testing it is the next step for both hypothesis and subject
of research approaches.

The hypothesis approach and the subject of research approach record and manage
evidence, and classify it according to their sources and importance. Both approaches
derive their conclusions based on the evidence, logic, and logic principles.
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Susnjic (2007:126) further argues the general logic methods, such as analysis,
synthesis, abstraction, induction, and deduction, are mutually used by researchers of
many different sciences with the same terms and concepts.

Of course, the definitions of key terms and concepts are different in some sciences,
such as history and physics. History research as a cause of change can assume sources
like economic crises, war, rebellion, strikes, and the downfall of industrial production,
while physics research regarding cause of change can probably assume natural forces are
involved that are interacting with an object of observation.

Both approaches need to define terms that are measurable. For example “We
cannot just say we will “reduce anxiety.” We must define how anxiety will be measured
and just what is a reduction in anxiety. In our example we define anxiety as a change in
galvanic skin response generated by the discussion of potentially emotional content (i.e.,
one s pending death)”. (Marion 2004)

Both approaches can use the same research methods or techniques, such as different
types of observation, analysis, questionnaires and surveys, case studies, or statistics for
collecting and handling of data. Both approaches can use the same technical equipment
for collecting and classification of data. Today, for example, it is unthinkable storing and
handling materials without the use of a computer.

Both approaches use the same mathematical and statistical methods for processing
quantitative data, and use the same tests and methods for discovering trends or phenomena
levels according to widely accepted standards and nomenclatures.

In both cases, the approach enables comparison of research results that are
logically similar or identical, but are based on different principles and obtained by using
different starting assumptions.

In both cases, it is necessary to publish results and enable a wide range of scientific
community insight into the scientific work and results of such work, as well as insight
into the methods and techniques used and the data and materials collected. In both cases,
this is a final test and examination that any kind of hypothesis or subject of research
must pass, without any difference as to the title or differences in research or the research
process.

Nagel (1961) in his capital work “The Structure of Science” cited Aristotle who
compared “poetry, like theoretical science” and a history and conclude that poetry is
“more philosophic” then a history.

“Aristotel’s remark is possible source of widely accepted distinction between two
allegaly different types of sciences: the nomothetic, which seeks to establish abstract
general laws for indefinitely repeatable events and processes; and the ideographic, which
aim to understand the unique and the nonrecurrent. It is often maintained that the natural
sciences and some of the social ones are nomothetic, whereas history (in the sense of
an account of human events, as distinct from the events themselves) is pre-eminently
ideographic.” (Nagel 1961)

Differences between hypothesis and subject of research

Similarities are distinctly visible at the research method level and research
techniques, as well the first phases of scientific research work. The differences, however,
between the approach of using a hypothesis or the subject of research style becomes
visible in the content and formulation of the problem type, as well as in the nature of a
problem that is the subject of research.
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Differences become especially noticeable when it is necessary to define a hypothesis
or subject of research. To define a hypothesis, it becomes necessary to first invest additional
work on specifying its terms and concepts, as well as a title for the hypothesis.

“Scientists balance what is said in the hypothesis (termed clarity) and influence
the phenomenon about which they talk (precision of speech). Such measurements are
demonstration of the limits of cognitive interest.” (Susnjic 2010:149)

For the definition of a subject of research approach, it is not necessary to invest
the additional work and effort. The subject of research can be a working title or so-called
work hypothesis, a hypothesis that is still specifically undefined and the final definition
will probably be delayed until the very end of research.

The level of precision used for defining terms and concepts subject to scientific research
also differ depending on whether you use the hypothesis approach or a subject of research.

While the hypothesis aspire to limit scientific research to an examination of the
least amount of variables as possible, the subject of research approach enables research
in a wider context and provides freedom for the researcher to see his or her work in
interaction with a much larger number of events and phenomena.

Other differences between these two approaches are the collection of necessary
knowledge and experience, as well as in the applications of different techniques.

For example, during research based on the historical method it is possible to use
interviews and questionnaires. This is still not possible in the case of medical or biological
experiments on mice or physics research connected to CERN project in Switzerland.

While it is possible in science research based on quantitative methods to repeat an
experiment over and over, sciences based on qualitative methods in most cases do not
have that option.

While it is possible to regularly repeat the experiments with water and temperature
changes with the same results, it is not possible to repeat certain events that already
happened even in the near past, for example wars, rebellions, the French Revolution, or
the transition from feudalism to capitalism, or changes that happened in Eastern Europe.
It is impossible to recreate the events in the case of research related to humanity’s genesis
or the creation of primal communities in the Stone Age.

“There exists an aspiration that scientific knowledge would only be considered
knowledge if based on precise measurement, while all other knowledge not based on
measurement be considered hypothetical.” (Susnjic 2007:148)

Hypothetical in this context does not mean based on a hypothesis, but rather that
the knowledge is not proven and therefore is a subject for debate and controversy.

This difference between scientific work based on measurements and experiments
and scientific work based on history and social sciences is well known. Djuro Susnjic
also says:

“Analytical expressions (logic, mathematics, etc.) are products of deductive
reasoning and are true by their own form. Unsystematic expressions from particular
sciences are products of opposing ideas with facts, which mean that the logical form is
not sufficient, but rather empirical content is necessary.” (Susnjic 2007:129)

Empirical content is subjective by nature and always connected to an individual
person, culture, or environment. Where in the world the information is coming from,
where the person grew up, where he or she was educated or spent more or less time,
it is dependent on experience, reading, awareness and contacts, and personal, social,
political, and particular interests.

Djuro Susnjic, with good reason, quotes the great French philosopher, enlightener,
and romanticist Jean-Jacques Rousseau in the beginning of his first chapter with the title
“Structure of Science”:
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“Let us begin, thus, we will remove all facts.”

In many cases, facts are subjective experiences that limit ideas and bind discussion.
Intellect without fact is free and focused on subjects and can be elaborated on without limits.

If results are going to be accepted as scientific work, the conclusions cannot be
based only on experience that is subjective, but must be based on objectivity. The term
inter-subjectivity covers this in cases of qualitative method, where conclusions are
between objectivity and subjectivity. If a phenomenon or observation could be considered
inter-subjective, then it should be repeated on more than one subject. The subject in this
philosophical context focuses on the relationship between an observer and an object that is
the subject of observation.

The next difference is that the hypothesis more precisely defines research and
the expected consequences. The hypothesis almost always predicts the expected
consequences in cases where the assertion is true. Here, true means that the hypothesis is
not disproved and the null-hypothesis is rejected.

But it can be a mistake to assume that in the case of qualitative research it is
not possible to accept consequences. One example of such a hypothesis is that from
social research based on the qualitative method, which was defined by the previously
mentioned French philosopher Jean-Jacques Rousseau. The title of his hypothesis was
“Technical progress and material goods corrupts man'’s morals.”

The subject of research can be based on observation and a record of events and still
not foresee the consequences. Historical research is an example of how this can occur.

In cases when the hypothesis is defined, the definition is used to harmonize the
definition with the operational title of the subject of research. A hypothesis is used for the
definition of an experiment and analyses that can be tested empirically.

In the case of the subject of research approach, empirical testing or experimenting
is often not possible. The wait for changes to happen and make a difference can take
a long time. One example is the massive changes in Eastern European countries after
the Berlin Wall was pulled down. I could not imagine how long after the destruction of
Ancient Rome that changes were still occurring.

A hypothesis is proven by experiments and tests, while the weight of proving a
subject of research is on the verification about the credibility of sources and materials
used during the scientific research process.

While it is usually possible to specify the hypothesis in research based on the
quantitative method, such as in the case of natural sciences, the qualitative method is
most often used when terms and concepts are not possible to measure directly.

Results of experiments are crucial for confirming, correcting, and concluding a
hypothesis, especially for the final recognition or rejection of the hypothesis. In cases
when research begins without defining a hypothesis, the importance is switched to
proving the reliability and credibility of sources and material that are used as the starting
and ending points of the research.

Qualitative terms are often a part of the description of the subject of research.
Terms like development, civilization, culture, science, power, and domination are all
examples of qualitative terms that cannot be directly quantified and cannot be used
directly for an experiment. At this point it becomes necessary to find indirect terms, or
indicators, that can help to quantify the qualitative terms.

During research based on the quantitative method, experiments directly determine
the value of terms, and their relationships and differences with an object of observation.
The results are recorded and often themselves are the subject of observation. For example,
the changes of color or changes of structure are observed and recorded during chemical
and biological experiments.
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For historical and sociological research that focuses on the past, it is not possible
to use observation. In these studies the primary focus is on collecting accurate materials
that could enlighten and explain the event or phenomenon, therefore the most important
evidence becomes the source’s reliability.

“A definition is always broader than a measurement, because some elements of the
definition cannot be measured, and are, by rule, qualitative; measurement is a rejection of
the qualitative side of reality.” (Susnjic 2010:149)

While it is easy confirm or reject a hypothesis by using experiments, it is not so
easy to defend a subject of research in a historical essay or paper, because the results and
conclusions are based on experience and are by nature subjective and disputable.

This difference is especially important when comparing the two approaches.
Although acceptance and rejection is clear for hypotheses, it can be unpleasant when
events and phenomenon are interpreted differently by a multitude of people, each from
their own individual point of view.

While in research based on the quantitative method it is possible to control debates
technically, and keep the experiments and results on the exact same measurements and
comparisons between quantitative indicators, relationships and differences, in research
based on the qualitative method, which is insufficiently specified, this can be an impossible
task. This is especially true in cases where the political or individual interests of different
groups are mixed. In these studies, proving and rejecting the subject of research can take
an unlimited amount of time and practically never finish.

While subject of research title can simple describes research project, as for example
“French Revolution” or “Italian Renaissance Painters”, hypothesis is expressed as
“preliminary or tentative or postulate by researcher” (Gerber 2011a) and “an hypothesis
is a suggested solution to a problem. A problem (question) cannot be directly tested,
whereas an hypothesis can be tested and verified.” (Gerber 2011b)

While subject of research can be expressed as assertion, for example “Migration of
Nations in the First Half of 3 Century”, a hypothesis do not asserting anything. “When
you hypothesize something, you are not asserting anything about whether the hypothesis
is true. It might be known true, known false, probable, improbable, completely unknown,
or whatever. Usually the intention is to determine at some later stage the truth or falsity
or probability of the hypothesis”. (Denker 2004)

In research based on hypotheses and experiments, the equipment used and each
step in the experiment are precisely described, as well as any other kinds of auxiliaries.
These descriptions make it possible not only to verify the original experiment, but to
allow other researchers to repeat the experiment just through the paper.

In the case of investigations using the qualitative method, such as historical
research, that is not possible, even is the sources and materials were available. The
interpretation of the sources and materials, and recognition of reliability is much more
difficult to replicate. This is because the research is based on the subjectivity and
competence of the person participating in that process.

This difference in principle has nothing to do with the hypothesis or subject of
research, but is interesting to mention it.

Scientific Research Method and Hypothesis and Subject of Research

To be able to understand the signification of defining a hypothesis for dissertations,
as well as defining of subject of research, first it becomes necessary to understand the place
where these terms are defined and their role and importance explained. It is also necessary to
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know about the basic assumption that creates the framework of the scientific research project
and the requirements the researcher needs to achieve to be considered a valid scientific study.
If research is to obtain the label “scientific,” it should first satisfy the methodology
requirements that are defined at the beginning of this paper, which can be summarized as:
1 Problem definition
2 Observation and experiment
3 Observation and experiment results
4 Publishing of results

It is not necessary at this point to once more explain that each of these steps is very
complex and in reality represents an individual project that requires additional efforts by
the researcher for successful completion to be able to continue to the next step.

For this paper, the first step is especially interesting. The definition of a problem
is a key, because in this step either the hypothesis or subject of research is defined.
The other important step is step three—observation and experiment results—because
the results are used for the modification of both the hypothesis and the subject of
research.

The standard methods and techniques that are used in the first step, as well as
those used in other steps, are described through terms and concept definitions. These are
the basis for understanding the correct definition in each individual study and provide a
sufficient level of details that such definitions should guarantee that the research can be
successfully accomplished and obtain the epithet of “scientific.”

Deviations and challenges are not small or simple, and that is why in the definition
of analysis is quoted the idealist opinion that analysis inevitably contains elements of
falsification and distortion. Analysis defined in scientific research is a framework and
basic tool for any kind of research. By using an analysis the definitions of the subject
of research and hypothesis are discovered. If we accept previous assertions about the
analysis, then it means that these definitions contain falsification and distortion.

It is very difficult to argue against the above assertion, when it is known that
past science has manipulated even natural laws, ignoring results—even in experimental
sciences—that deviate from measurements necessary for proving a hypothesis. Such
results have been used for making conclusions and discovering new laws, in turn building
theories that civilization—to amass wealth and fame—boosted forward.

This does not mean that quality of life measured in qualitative terms, like happiness,
satisfaction, success, or joyfulness, are directly proportional to success in science. In
many parts of the world, unfortunately, such success has brought grief and sadness.

On the other side, it is necessary to understand this complexity in order to break
it down. This approach has been criticized as well, for example, by followers of Neo-
Kantianism, who hold the opinion that the whole is more than its set of component
parts.

The definitions of the subject of research and the hypothesis themselves are a
subjective choice, as well as the choice of variables and indicators necessary to quantify
the qualitative terms and concepts.

The interpretation of results is often the focus of protest because of subjectivity,
and in the case of research and experiment design, objection are often made regarding
too much researcher interference.

To mitigate these objections, or more and less remove them, it is necessary to
repeat the research and compare results again. If there are numerous repetitions of
research, then confidence that the results are confirmed is higher. Of course, this process
is limited by available resources as well as time constraints.
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Comparative analysis, as it is obvious from the name, compares two or more
alternatives and attempts to explain the similarities and differences discovered. When
quantitative results are compared, the results of the analysis can be the subject of debate.
Especially the interpretation of the results can be treated as subjective and becomes the
subject of recommended modifications and rejection in endlessly long discussions.

How does the scientist explain to a test subject who has never seen a human being or
a monkey what the advantage is to being one or the other by using comparative analysis?
How certain can the scientist be that the subject after such an analysis would decide to be a
human being rather than a monkey or be a monkey rather than a human being?

While similarities and differences can be represented fairly easily, the interpretation
of advantages could be an unbridgeable issue.

Could the subject first of all understand what the term “advantage” means?

One of the most illustrative examples is speech. The argument that speech is an
advantage for human beings can be rejected by the argument that human beings use
speech to spread hate and conflicts. More developed languages offers more possibilities
and more sophisticated kinds of offense.

Other reason language is subjective is that language is not unique. The process
of learning a foreign language is long and complex and many spend years learning
the language and are still unable to use it in conversation, or if they do, they do not
understand enough and a number of misunderstandings and mistakes occur. This is not
acceptable in a huge number of occupations where even a small mistake can produce
fatal consequences, as for example in nuclear plants, hospitals, or in machine-driven
industries. Even with less vital examples, inaccuracies or misunderstandings create
unnecessary debate and waste precious resources and time.

On the other hand, monkeys do not have a need for a more developed language
because their communications are effective. The human languages are not effective and
language is often used for fruitless discussions that amuse indolent people.

Some could conclude that human kind would be more effective if they talked
less. Also the outspoken word is quickly forgotten and it is not easy to reconstruct a
conversation from memory. If everything was to be written and recorded, life would
become a real hell. And how many resources would be wasted on re-play and deletion?

The support for human beings argues they are capable of changing their environment
with the help of tools manufactured by their own hands. This can be rejected by pointing
out the results: exterminated forests and pollution of food and water, destruction that is the
source of climate changes that may be catastrophic for future survival of human beings.
The possible extinction of human beings as well as animal and vegetative life forms points
to what a bad concept humanity is in the world. Human beings, according to war and these
other activities, could be considered viruses and parasites destroying that which gives them
life.

These examples illustrate how a definition, as well as the results of an analysis,
can be interpreted differently by different observations. The results depend on the
person who makes the analysis, as well as the person who interprets the analysis results.
Unfortunately, in the current world, a huge number of the human population would
without any doubt choose to be monkeys and escape from their miserable and extremely
hard living conditions. Despite that I do not live in such terrible conditions, exchanging
humanity to live life as a free monkey looks very attractive. This is not a joke, but rather
the eternal human dilemma about making the right choices.

Another important message that can be taken from this example is that an analysis
cannot be unlimited and consider all possible combinations, but rather must be based on
representative examples. The quality of the analysis depends on those chosen examples,
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as well as the style and presentation, if an analysis is to be presented to those who know
about the subject and the goals of the research.

Presenting a complex mathematical analysis—such as quantum theory, with the
help of mathematical formulas—to literary critics can be interesting exercise, and in
special cases can provide additional understanding for both sides, but it is difficult to
believe that literary critics can estimate the validity of the analysis.

Inthe above example it would be a better argument supporting humans by describing
how human beings care for children and describe how, unlike monkeys, humans are able
to produce medicine that reduce mortality rates and can build shelters that protect human
beings from rain and cold. Humans are able to develop sources of energy that enable
shelter heating during the winter time as well as extend food production. In this way,
human beings are better when compared to monkeys, being much less dependent on
nature and weather conditions, drought, flood, or diseases, thereby increasing the human
population.

This conclusion is not a fixed truth, and is concluded on the basis of the author’s
personal experience of the environment where he grew up. Someone else could easily
see an increase in population in a negative context.

One example of the negative effect of growth on a population is the famous Irish
example, when the people of Ireland starved and died. Almost a million people perished,
and just as many fled the country. I can’t even mention examples from Africa, where each
day children starve and die because of illnesses caused by insufficient nutrition and lack
of clean drinking water.

Another negative example is the effect of population growth on increasing
expenditure of natural resources and increase in environmental pollution caused by the
enormous amounts of garbage.

Even argument that human beings are “of having a memory for the race, of
having an accumulated knowledge passable from one generation to another” (Feynman
1968), can be presented in negative context because it was possible to pass on ideas
which were not profitable for the race. The race has ideas, but they are not necessarily
profitable”. (Feynman 1968) Such ideas caused destruction, racism and discrimination,
and exploitation, and huge suffering for large human being population.

The primary goal of these examples is to illustrate how there are many different
points of view of the same information and this demonstrates how it is possible to argue
for and against any argument. This also clearly shows how complex research can be and
what kinds of issues are related to drawing the correct conclusions.

Methodology and philosophy are both tools that enable one to control the quality
of research during the process of concluding and deriving the general principles and
laws. Simply using these tools is not a guarantee of high quality. These tools can be
abused and wrongly used.

“But the misuse of methodology obscures an important conceptual distinction
between the tools of scientific investigation (properly methods) and the principles that
determine how such tools are deployed and interpreted.” (“Methodology” 2000)

It is an essential precondition for the researcher to recount the work in its entirety,
and with pertinacity and honesty record all results and sources without consideration
what they reveal. That is what makes the difference between a scientist and someone
who produces the results for political, marketing, or strictly private interests. To uncover
fraudulent reports, science requires that the results, as well as the methods used are made
public and available and able to meet critics’ close scrutiny.

The supporters of the hypothesis will find in the above discussion the explanation
that the hypothesis is essential, because a hypothesis defines and limits the field of
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research. The hypothesis clearly identifies the terms and concepts, as well as the expected
consequences in case the assumption is true.

This characteristic of the hypothesis is not necessarily included in the definition of a
subject of research. In the case of historical research, it is possible to conclude one’s research
by proving that in a certain historical period a certain location was populated by members
of particular ethnic group or even nation and their most important activity was agriculture.

“A historian, for example, reluctantly talks about cognition-theoretical questions
relating to his own science. History happened and the historian makes notes about what
happened: they do not create history’s time-table, but precisely manage its records! Very
often they accentuate that they are researchers and they do not have the time, power, or will
to deal with the scientific questions of their own science. We do not make assumptions,
but we collect facts; we do not ask questions how our science is possible, but we built
it; we do not ask what the facts are, we describe them; we do not check hypotheses, we
are asking questions about historical sources; we do not aspire to cognition of general
principles of law, but insist we perceive events by their uniqueness; we avoid abstract
theory, because we know in advance that enormous amounts of historical material were
snatched from one thought or experience; our subjects of research are past events,
therefore, we do not dare speak about the present and the future; our method is inductive
and empirical, thus we do not derive from a logical law of conduct; we are not falling
into a trap of predicting evaluation opinions, but we portray how something really
happened; the historian’s job is to narrate, but not preach; our task is to reconstruct that
what happened, but not build the past according to our wishes or any other interests; the
purpose of our science is discovering people and their relations as they were, whereupon
we step back from evaluating how they are or shall be.” (Susnjic 2007:139)

The similarities between a hypothesis and a subject of research are radically
visible on a level of scientific research methods and research techniques, especially with
using a general method as a strategy. They are also similar in how they conduct the very
beginning phases of scientific work or the pre-research where the primary goal is to learn
about previous research and available knowledge.

The differences are most visible in content and the types of problems that are formulated,
as well as in the very nature of the problem that is the subject of scientific research. The
differences become visible at the moment when there is a need to define a hypothesis or
subject of research. The definition of hypothesis requires additional work and engagement
by the researcher to specify the terms and descriptions of the hypothesis, as well as its title.

The subject of research can be a working title or so-called work hypothesis,
a hypothesis that is still not precisely defined where the final definition may remain
undefined until the end of the research. The subject of research, when compared to
hypothesis, permits greater freedom for the researcher to explore relationships and
expands research area to include a larger number of parameters and mutual connections.

On the other hand, it can be stated that research based on a hypothesis is in some
ways easier, because the focus is on a fewer number of relations and connections, so the
number of combinations are less and easier to test.

All of the above mentioned reasons are arguments that the approach to define
research should be serious. The researcher should be aware of the pitfalls and difficulties,
as well as understand very well the multiple methods and techniques and their advantages
and weaknesses, to be able to complete this task successfully.

Allegations that establishing a hypothesis is a pre-condition sine qua non to start
any research is not true. The definition of a hypothesis is an important part of the research
project and, to conclude it successfully, is often necessary. An defined hypothesis helps
the researcher accomplish the pre-research for the project to purify the idea and focus
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to a point in research that can give a scientist the most hope that an assumption and its
consequences are provable so that the scientific research method can be accepted as a
good enough for that kind of problem type.

The hypothesis, according to its own nature, requires a high level of precision, and is
preferable, because the hypothesis focuses and narrows research to what can be considered
essential and important. The hypothesis directs and guides research directly to the target.

Susnjic (2007) was right when he said that the hypothesis is the center about which
everything moves around.

Scientific research starts with the hypothesis definition, then plans a process of
argumentation based on that definition. The results of the argumentation process are used
again to replace, modify, and polish the hypothesis, and in the end the conclusions are
used as the framework on which the hypothesis stands.

Everything, from beginning to end, moves around a hypothesis. Even the rejection
of a hypothesis is still connected to that hypothesis—in this case, a null-hypothesis,
which represents the reverse of the original assumption, or alternate hypothesis.

General discussion

It would be wonderful if the human brain was capable of understanding the whole,
without instinctively dividing everything into its parts, and if the human knowledge was
capable of providing laboratories and equipment for such kinds of massive research.
Reality teaches us that the human capability of understanding and interacting with
complex systems is limited. Because of this, to be able to understand and control a
process, humans must divide it into a lesser degree of the whole so it can be analyzed
and explained, and then group and recombine the process to its greater whole that is
concatenated by theories and laws.

To overcome the limitations related to understanding the complex whole, human
beings use specialization and interaction. Specialization means that to solve a particular
problem human beings use their potential to apply knowledge to the information and
control the problem.

As other problems arise, the researcher continues to focus on each, until all
groupings are shaped and—with the help of interaction, and its important parts,
communication and collaboration—Ileads the project to its desired and expected end.

In this way, human beings overcome their individual limitations, both spiritual and
physical, and are able to make machines that can lift enormous loads to incredible heights,
fly, or successfully accomplish complex calculations that the human brain cannot. When
all of this can be accomplished by only one member of human kind, without any help
from others, that human being would surely even today be called a Living God.

The hypothesis can be compared to this form of specialization, because the
hypothesis aspires to limit and explain the assumptions and consequences and define the
connections and relationships in a research project.

When human beings are provided alternatives, there will always be those who
favor one way and those who will support the other, even in science where experiment
can be repeated and proofs demonstrated on concrete example.

In sciences such as sociology or philosophy, research is based on observation and
much wider terms, definitions, and examinations than for sciences like mathematics,
physics, biology, or medicine. These differences in viewpoints are much greater for
observation sciences, and researcher can go further to totally ignore or disclaim one or
more alternatives.
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The final product of science research is based on the written word and textual explanation
of terms. But it is also a freely influenced interpretation of that which has been observed and
analyzed, directly dependent of the observer and analyst’s capacity, and his or her capability
to recognize patterns. These researchers generalize and build a language of terms, and create
terminology that meaningfully describes his or her thoughts and conclusions. Their research
will always be subjected to bitter discussions and disagreements.

For anyone who even slightly recognizes the nature of human beings, such
behavior is not strange. Besides the emotions, and differences related to age, experience,
and education, and the culture and environment where they were raised or lived for a
time, there exists objective circumstances that makes each human being unique. Not only
physical difference, such as dress, hair color, nose length, or distance between eyes, but
rather objective physiological differences that do not allow us to see the world with the
same eyes, to hear voices the same way, or feel the same way.

For example, although it is not always easy to keep in mind that no one experiences
the same color the same exact way, nor color combinations, and that probably affects
what people like or dislike, it is easy to hear foreigners speak the same language with
different accents. This explanation is very simple and physiologically explained.

A human’s sense of hearing is developed by the time they are seven or eight years
old. Those who learn a foreign language during this time has a greater chance of learning
to speak that language without an accent. Those who learn other languages later in life
tend to speak foreign languages with an accent that more or less singles them out as non-
members of those respective groups or nations.

When researchers is performing an observation and analysis, and during the
process of making the conclusions and recognizing the patterns and consequences, all
these personal influences are mixed into the research, and many more that are not easily
visible or easy to explain, and which are still a mystery for science.

The famous film instructor, Akira Kurosawa, and his even more famous film
“Rashomon” demonstrates how witnesses of violence do not always agree about the
interpretation of the same event, but they describe totally different basic facts. Some
individual testimonies were directly opposite to that others described.

One possible explanation for this is the process of thinking and creating ideas and
searching for solutions. It is often explained as the result of chemical processes in the
brain producing unique combinations that cause different reactions.

The understanding of this process of thinking is a subject of an immense number
of research papers. How can the thought process be recognized in the earliest years of
a lifetime, and how can scientists categorize human beings according to their level of
intelligence? Evidence that intelligence depends on race or ethnicity was the basis for
many racist theories and discrimination that was not uprooted until the modern era.

Genetics and genetic engineering open doors to new hopes as well as speculation.
Humanity’s dream to become a God has never died, as along with dreams regarding flying and
immortality. These dreams could be interpreted as a human being’s congenital idleness and
wish to accomplish eternal happiness and readily available pleasure. But this can be interpreted
as the constant aspiration to change one’s living conditions and influence the laws of nature that
limit him and makes him dissatisfied, sick, or angry at the environment where he lives.

I deeply hope that these scenarios will never be realized. One God is more than
enough. Imagine how it would look if there were even two human Gods, not to mention
a million or billion of such Gods?

I strongly believe that the entire universe would turn against them, and in the end
exterminate them, never mind how much power they have, long before they would end
up doing it themselves.
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Conclusion

When all this is then considered again, the question of whether a hypothesis is necessary
or not can be answered simply. Should the alternative of a subject of research be considered?

In the case of experimental, natural sciences, it is quite clear that one must define a
hypothesis. It is natural also in the case of historical research to work without a hypothesis
definition, and instead use the subject of research as one’s guide and restrictive factor to
keep research inside the framework and warn the researcher quickly if the study leave
that frame.

If taking into account the human nature and inclination to controvert even itself,
then the answer can be generalized this way.

Those who believe that it is possible to work without a hypothesis will do so, until
they do not discover the hypothesis’ advantages and needs that arise from it.

Those who believe that the hypothesis is indispensable will first define their
hypothesis and support only that hypothesis and believe the proof'is important and ignore
all the facts that are outside of the scope of the hypothesis, until they find an example
where the hypothesis limits their progress and jeopardizes their project’s success.

There are, of course, those who will exclusively stand for one of these two
principles and do not reconsider their stance at any price. Such examples of researchers
usually do it to be different, at any cost—even at the cost of common sense.

On the other hand, what today is accepted as objective opinion would support the use
of a hypothesis where it is possible or necessary, as for example in research based on the
experimental or quantitative method, but encourage the freedom of choice for researchers
in cases of research based on historical or the qualitative methodological approach.

What can be noted is that a hypothesis narrows the focus to certain research fields
and leads research to deeper problems, and can produce research without sufficiently
detailed definitions of the subject of research. That is to say, without a hypothesis
definition, the scientist is led to broader research and an observation of the object of
research in a wider context and interaction with its environment.

Even previous conclusions can be accepted as generally correct, since the depth or
breadth of research is defended best by the researcher. Different researchers in any case
will go to lesser or greater levels, to one side or another.

It simply does not exist, only one truth or only one choice, which is applicable to
all subjects of research. I would rather say that the subject of the research determines the
appropriate application of which method should be applied.

For example, historical research would probably best define the theme or subject
of research without a need for a hypothesis to narrow their focus. Research based on
experiment and the results of experiments would only in particular cases, if such cases
exist, perform research without defining a hypothesis. This is because the hypothesis
becomes the basis for defining experiments.

Many times it is necessary to isolate a subject of research, first to understand the
subject as a singular entity, and then to observe that same subject in a wider context or
interacting with a different environment. In this case, a hypothesis can be a valuable
tool for defining goals and identifying necessary experiments. The best examples are
mathematics, physics, and biology, where the experiment is one of the most important
tools and likely the only one that can confirm the research results.

In other sciences, as for example psychology and sociology, most important are the
observations of the object of research in interactions with its environment. A hypothesis in this
case could limit the freedom of the subject and direct research to less important aspects and
formalities. This would obstruct the researcher to discoveries that are not the objects of research.
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It is not unique for science to discover a very important finding by accident. Such an
example is roentgen. Without roentgen, it is difficult imagining medical diagnostics today.

An accident in this context cannot be considered as incidental, because discovery
in scientific research that applies a scientific research method is not an accident. This
method is a detailed, defined process where each step produces result and those results
are recorded and analyzed. That means that in natural sciences, the result should be the
same or almost the same every time, and even in philosophy and sociology the result
should be approximate.

That does not mean that new interpretations of results do not create new theories
and modify applied methodology. That also does not mean that unexpected results
should be ignored or forgotten. Unexpected results can become the embryos of exciting
discoveries and new branches of science.

Another important factor, in deciding what approach to use, is the research’s
complexity.

In statistics it is easy to explain that the validity of results in marketing research or
questionnaires are directly dependent on the number of tested samples.

In metallurgy, it is a known problem that the scale of tests within a laboratory can
produce different results when applied to industrial production. For example, in iron production
a laboratory oven can be few meters in height but in the iron production factory, a real oven can
be over twenty meters in height. Even if the production process is enlarged proportionally to
other parameters of the scale, the changes in the scale of the real oven usually produces quality
differences and, in extreme cases, can cause massive waste of material, time, and labor.

On the basis of the example, we can conclude that measuring with proportional
scaling is not necessarily negative, nor positive, and positive or negative effects vary
from example to example.

Can a problem regarding scale change a researcher’s decision about their
hypothesis definition?

In the end I will mention one more example that illustrated how implacable the
scientists’ attitude can be.

“Nurture versus nature, behavior acquired against behavior inherent, is still the
subject of one of most lively discussions and discrepancies of modern psychologists. The
division is so deep that it was assured that reasonable discussion between supporters of
the influence of environment and supporters of the influence of genetically intellectual
development were impossible (Crawford, 1979).” (Naklada Slap 2002)

Susnjic (2007:66) in his final discussions about the importance of the hypothesis,
asserts that research can start with any kind of hypothesis, but cannot start at all without
a hypothesis. He states further that the hypothesis can be truth-less but never absurd,
because that same hypothesis can be the source of a new hypothesis or hypotheses, as
well as new research, or even divide a single research study into two or more independent
research projects, because the results are so different that they cannot be explained by
only one hypothesis.

“Researchers otherwise do not inform the public about their wanderings; they
inform the scientific community about their success, but about failure they keep quiet,
which is a immense pity, because from great failure can be derived great lessons.” Almost
all great discoveries started from wrong hypotheses (R. Muzil, Eseji, Svetovi, Novi Sad,
1993. page 115).” (Susnjic 2007:66)

Under full consciousness and responsibility, I state that today I will not question
the necessity of a hypothesis.

Tomorrow, I do not know....
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Abstract

The aim of this paper is to elaborate the impact of the new Basel 111 rules of the capital
position on Macedonian banks and their activities. Having in mind the characteristics of
the banking system, although Basel I1I still isn t at force in Macedonia, this paper will
analyze its impact on the CAR on banks.

The financial crises showed that the bank s resistance to crises is very fragile and two
main issues were recovered that should be enhanced.: the capital strength of the banking
system and the liquidity position. As a result of the identified weaknesses of the regulatory
framework the Basel Committee acceded to revision of the Basle 1l principles. The main
question is will the new regulatory framework enhance the resilience of the banking
system and how these changes will affect the business model of banks. Off course the
effectiveness of the new framework depends on the decision of national regulators and
legislation in different countries and regions.

Having in mind the aim of this paper; the implications from Basel Ill regarding quality
and quantity of the capital that is required will be analyzed on Macedonian banks on
individual level.

Key words: Basel 111, capital adequacy, banking system, Macedonia
JEL classification: G28, G21

CTOHNA AJEKBATHOCTH KAIINTAJIA Y MAKEJOHCKOM
BAHKAPCKOM CUCTEMY HAKOH UMIVIEMEHTALIMJE
BA3EJ 111

ArncTpakTt

Luw 0602 paoda je oa ucmpaxcu ymuyaj Hosux npasuna baszen Il kanumannoe
nonodicaja Ha MakeoOoHcKe Oanke U FUXOGUX akmusHocmuma. HMmajyhu y eudy
Kapaxmepucmuxe bankapckoe cucmema, uaxo basen III jow ysex nuje na cnasu y
Maxedonuju, osaj pao he ananusupamu rbe208 ymuyaj Ha CHONU AO0EK8AMHOCMU
Kanumana Ha 6amKe.

Dunancujcra Kpusa je noxasana 0a je omnoprHocm 6anaxa 6eoma Kpxka u 06a 21aeHa
numarea cy ce Hamemmyne, 0a mpedoa noboLUIAMU. KANUMATHY CHAZY OaHKapCKoe
cucmema u no3uyujy auxeuonocmu. Kao pezynmam uoenmuguxosanux crabocmu
peaynamopHoe okeupa, baszencku komumem je npucmynuo na peeuzuju bazen II. 11agno
numarve je danu he nosu pezynamopHu okeup noeefiamu omnopHocm OAHKAPCKO2
cucmema u Kaxo fie oée npomene ymuyamu Ha nociosHu mooen oawaxa. Hapasno
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eghuKacHocm HOB02 OK8UPA 3aBUCH 00 00JIYKe HAYUOHATIHUX pe2yamopa U nponuca y
DPAIULUMUM 3eMbAMA U PESUOHUMAL.

Hmajyhu ceée y eudy yumw, osoe paoa, cy umnmuxayuje uz bazena Il y noziedy
KGQIUmema U KaHmumema Kanumanda Koju je nompeban u ouhe anamusupan Ha
MaKeOOHCKe OaHKe HA UHOUBUOYAIHOM HUBOY.

Kuwyune peuu: basen I, aoexeamnocm kanumana, OGHKApCKu cucmem

Introduction

Economists say that a financial asset exhibits a bubble when its price exceeds
the present value of the future income that would be received by owning it to maturity
(Brunnermeier 2008). Regarding housing bubbles, they can occur in local or global real
estate markets. In their late stages, they are typically characterized by rapid increases
in the valuations of real property until unsustainable levels are reached relative to
incomes, price-to-rent ratios, and other economic indicators of affordability. This may
be followed by decreases in home prices that result in many owners finding themselves
in a position of negative equity—a mortgage debt higher than the value of the property.
The underlying causes of the housing bubble are complex. Factors include tax policy
(exemption of housing from capital gains), historically low interest rates, lax lending
standards, failure of regulators to intervene, and speculative fever (Laperriere, Andrew
2006). This is scholar definition of mortgage bubble that was initial burst for the world
financial crises. The Bank for International Settlements (BIS) has argued for a long time
that the financial system is intently procyclical and thus chronically prone to bubble-like
behaviour. As BIS has pointed out, very rapid credit growth led to increases in asset prices
above fundamental values, which in turn fuelled a boom in consumption and investment
(Claudio and Schim, 2004). The financial crises once again pointed on the fragility of the
banking systems and macroeconomic consequences of their instability. The focus on the
Central banks policies now except on the price stability is put on stability on the financial
system as a precondition for stability of the economy.

In order to overcome the main weaknesses of the existing framework and enhance
the shock absorbance capacity, BIS has strengthened the capital adequacy rules. There
were improvements in the quality and quantity of the capital base and more stringent
international liquidity standards. Bearing in mind the focus of this paper, only changes
relating to capital and their impact on the banking system in the Republic of Macedonia
will be analyzed.

The current macedonian regulation for calculating
capital adequacy ratio

The current regulation issued by the central bank regarding the CAR (NBRM,
2012) is compatible with Basel II with small modifications taking into account the
activities on the Macedonian bank and their level of development. The core capital
includes only stocks, reserves and profit, but excludes the innovative debt instruments.
The minimum capital adequacy ratio that the banks shall permanently maintain is 8%.
The amount of supplementary capital I may not exceed the amount of bank’s core capital
and the amount of subordinated instruments which are part of the supplementary capital
I, may not exceed 50% of the amount of core capital. Regarding the approaches that are
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used for calculating the capital needed for covering risks, the regulation is in different
stages of Basel II. Standardized approach for credit risk is introduced from July 2012,
and the obligation for capital needed to cover operational risk has started from September
2012. The calculation of capital needed to cover market risk is according to Basel II.

Another aspect that is important before we analyze the impact on Basel III of the
CAR is the structure and characteristics of the banking system. The banking system
dominate in total financial system with over 90% share in total assets of financial system.
The banking system in the Republic of Macedonia at the end of 2011 is comprised of
seventeen banks and eight saving house (NBRM, 2012, p. 10) Thirteen of the total
numbers of banks have foreign shareholders as dominant owners. The banks with a
dominant foreign ownership have above 87% share in the total capital of the Macedonian
banking system and above 92% share in total assets (Figure 1). The analysis of the
structure of the banking system by dominant shareholder points Greece and Slovenia
as well as foreign portfolio-investors as owners with dominant share in the total assets
of the banking system in the Republic of Macedonia. Although Greek banks owe more
than 30% of Macedonian banking system, the obligatory limit is exposure to the parent
Greek banks to be maximum 10% of the bank capital. Also Macedonian banks don’t
have investments in Greek securities and the deposits are invested in Macedonian
companies and citizens (Bogov, 2011, p.1) which make Macedonian banks resilient from
the developments in Greece.

The structure of the Banks’ assets and liabilities indicates that the Macedonian
banks business model is traditional. The dominant banking activities are collecting
deposits and granting loans. On the liabilities side at 31.12.2011 the deposits of non-
financial entities with 70% are dominant source of financing (NBRM, 2012, p.23). The
assets side is dominated by loans on non-financial entities whose share in the total assets
is 55%. This kind of structure makes Macedonian banking sector resistant to direct
influence of the world financial markets that was confirmed during the global financial
Crisis.

Figure 1 - The Structure of the Balance Sheet Positions According the Banks” Ownership on

31.12.2011
100% 1
S50 =
r
assets loans capital total
deposits income

® banksin domimant domestic ownership
® banksin dominant foreign ownership
hanksin dominant state ownership

Source: National Bank of The Republic of Macedonia, (2012) Report on Banking System of the
Republic of Macedonia of 2012, NBRM, Skopje
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Concentration according to the CRS5 ratio is high in all segments of banking
activities, being highest in household deposits, and lowest in total assets (NBRM, 2012,
p-18). The five largest banks on 31.12.2011 occupy over 75% of all segments of banks’
operations (Table 1). Concentration according to the CRS ratio is high in all segments
of banking activities, being highest in household deposits, and lowest in total assets
(NBRM, 2012, p.18). The five largest banks on 31.12.2011 occupy over 75% of all
segments of banks’ operations (Table 1).

Table 1 — CRS5 and CR3 ration of Macedonian banking system on 31.12.2011

Year Total Household Corporate Househpld Corpor.ate
assets loans loans deposits deposits
31.12.2009 77.40% 81.20% 81.30% 85.70% 81.50%
CR5 31.12.2010 77.20% 79.30% 81.10% 84.90% 83.30%
31.12.2011 76.60% 78.80% 81.70% 82.90% 83.50%
31.12.2009 67.50% 68.30% 71.40% 76.40% 71.10%
CR3 31.12.2010 66.00% 68.60% 69.20% 76.70% 62.50%
31.12.2011 64.00% 67.70% 67.40% 75.00% 57.50%

The market share of individual banks is stable. However, in thirteen out of
seventeen banks the individual share in the total assets of the banking system is less
than 5%, whereas in nine of them it is below 3%. The concentration is even higher if
we analyze CR3 ratio. CR3 is above 64% in all segments of banking operations which
means that there is oligopoly structure in the banking system. With is share of 90% in
the whole financial system, the banking sector has crucial role through channelling on
the financial resources to the deficient economic agents. The financial intermediation in
the Republic of Macedonia is still on the lowest level relative to some countries from the
European Union, the EU average and the Euro zone average.

Having in mind the concentration, it is clear that CAR on the banking system is
dominated by CARs on the three biggest banks. The share of the three largest banks in
the capital base on the banking system is 67% which means that the resilience of the
system strongly depend from CAR of each individual bank from the three largest one.
The exposure of the Macedonian banks mainly arises from the credit risk, and because
of that 95% the risk weighted assets is due to credit risk exposures. This is consequence
of the traditional business model of the banking system that was mentioned earlier. So,
the credit risk is dominant in banks’ operations, with minor significance of the market
risk. If we analyze the CAR by individual bank (Figure 2), it is clear that the small and
medium banks have higher CAR despite the CAR of the larger banks. This means that
big banks are constrained in their credit growth from their capital. The market distress
leads to circumstances where it is difficult to ensure their recapitalization which leaves
space for credit growth of the smaller banks.The quality of the capital base is strong,
and 85 % of it is due to core capital (NBRM, 2012). Only, 7 banks have supplementary
capital I which participate with 15% in the total capital. The capital adequacy ratio at the
end of 2011 on the banking system is 16,8%.
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Figure 2 - Capital adequacy ratio by individual bank
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Source: NBRM, (2012) Report on Banking System of the Republic of Macedonia for 2011,
NBRM, Skopje

The market distress leads to circumstances where it is difficult to ensure their
recapitalization which leaves space for credit growth of the smaller banks.

Impact on basel iii of the car on macedonian banking system

BIS main idea that the resilience of the banking system should be enhanced at
individual bank will be followed in this section and the impact on Basel III will be
assessed by individual bank. All Macedonian banks at the end of 2011 fulfil Basel III
requirements regarding capital. Tier I ratio is above 8.5% (Figure 3). As can be seen
from Figure 3, Tier I ratio on the Macedonian banking system is between 9.5% and 93%.

Figure 3 — Tier I ratio on Macedonian banking system at 31.12.2011
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The three largest banks according to RWA (Figure 4) share of individual bank to
total RWA of the banking system have Tier I ratio of 13.5%, 9.5% and 13.4%. So the
conclusion is that one bank of the three largest one, don’t have enough capital if we
calculate additional capital for countercyclical buffer. Having in mind the growth of the
banking system in the last 2 years this buffer won’t be necessary.

The capital adequacy ratio on each individual bank is above 10.5%, and all banks
fulfil the Basel III requirements for this ratio including the capital conservation buffer.
(Figure 5) Three banks have surplus capital ratio of only 2 p.p and further deterioration
of their credit portfolio can put them in situation when additional capital will be required
under Basel I1I. The conclusion that follows is that CAR at each individual bank is higher
than the prescribed Basel III rules so tougher capital rules won’t have impact on the
activities of our banking system.

Figure 4 — Share of RWA of individual bank in total RWA of banking system
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Regarding the obligation for Macedonian banks to calculate capital for operational
risk from September 2012, it will have small impact on the capital adequacy ratio
(NBRM, 2011). If we assume that all banks will use basic indicator the required level of
capital to cover operational risk would lead to reduction of the capital adequacy by 1.7
p.p. in the overall banking system for 2011.

Also all banks on 31.12.2011 have CAR above 12.5% which gives space for
further growth in the future even if countercyclical buffer is calculated.
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Figure 5 — CAR at each individual bank
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The need for countercyclical capital is calculated under instructions of Basel
committee. In that purpose for credit exposure is used the Credit exposure/GDP ratio
and trend is calculated with the Hodrick-Prescott filter. The process that is used will be
explained in details further. The necessary steps that have to be conduct are:

e Calculation of loans/GDP ratio,

*  Calculation of difference between loans/GDP ratio and the trend,

*  Calculation of the needed % of capital.

As can be seen from Table 2 in this point there is no need for countercyclical buffer.
This measure was needed in 2008 when there was massive credit growth. The last step
is to calculate the needed capital. Having in mind the deviations from the trend in that
point of time, if we have assumption that Basel III was in force than, banks would have
to distinguish countercyclical buffer of 0.5%. The increase in leverage, as mentioned in
the first part, states as one reason for the great vulnerability of the financial system.

Table 2 — Calculation for countercyclical buffer

Year Loans GDP Loans/GDP Trend (HP filter) GAP
2003 46,644 258,369 18.05% 18.10% -0.05%
2004 58,298 272,462 21.40% 22.00% -0.60%
2005 70,524 295,052 23.90% 25.89% -1.99%
2006 92,017 320,059 28.75% 29.79% -1.04%
2007 128,071 364,989 35.09% 33.68% 1.41%
2008 172,150 411,728 41.81% 37.57% 4.24%
2009 178,196 410,734 43.38% 41.45% 1.93%
2010 190,816 434,112 43.96% 45.33% -1.38%
2011 202,405 461,730 43.84% 49.21% -5.37%

Source: NBRM and State Statistical Office
The current regulation enabled increasing the coefficient of leverage by keeping

the rate of capital adequacy within the prescribed limits. During the financial crisis, banks
have tried to get rid of part of leverage through the sale of assets which further influenced
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to reduce their prices. This condition imposes the need for the Basel Committee to
consider the introduction of restrictions on the rate of leverage in the banking system.
This is one of the most important innovations in Basel III and is defined as the rate of
debt (leverage ratio). The purpose of this rate is to serve as a complementary measure
together with the rate of capital adequacy. This rate is projected to be calculated as a
quarterly average of monthly state capital and total assets (balance sheet and off-balance
sheet). The minimum level of leverage ratio is projected to be 3%.

The leverage ratio on the bank with the smallest one is above 5%. Each individual
bank is in line with the requirements regarding the leverage ratio. In figure 6 are shown
the leverage ratios by groups of banks. Large banks, which have lowest leverage ratio,
have above three times higher ratio than the prescribed ratio of 3%. Having in mind
the concentration in the banking system, the conclusion that the banking system is not
leveraged at high scale follows. So Basel III rules regarding leverage won’t have impact
on the banking activities of the banking system.

Figure 6 - Leverage ratio of the Macedonian banking system by group of banks
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Source: From audit reports at each individual bank

Conclusion

Macedonian banks fulfil Basel III qualitative and quantitative rules. Macedonian
banks don’t use hybrid instruments that are accepted as capital under Basel II and
are excluded from Basel III. Our banks engage in traditional banking so the changes
regarding the trading activities won’t affect CAR on Macedonian banks. Further analyse
of capital components show that Tier I capital of Macedonian banks meets the qualities
and quantities requirements on Basel III. So, the Macedonian banks will not have to
increase the Tier I capital level. These rules won’t affect the current structure of the
capital base and consequently on the banking activities.

The same conclusion can be conducted for CAR. The CAR of each individual
bank is greater than minimum Basel III CAR including capital conservation buffer and
countercyclical buffer. Regarding countercyclical buffer the calculations show that there
is no need for additional capital because of the reduced credit activity of Macedonian
banks. The Macedonian banking system meets the requirements for the leverage ratio too.
The rules regarding the leverage ratio won’t have any impact on the banking activities,
because the Macedonian banks have leverage ratios well above the prescribed level.
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At the moment, all Macedonian banks have the required capital level and there
won’t be major changes in their strategies or activities. However, further capital position
of the banking system will depend on the economic situation in Macedonia as well as
developments in the euro area. Big shocks which will have devastating effect on the real
sector can create huge losses which can deteriorate the capital position. Additionally, the
uncertainty is greater due to the length of time for Basel III implementation.
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INNOVATIONS IN BUSINESS ARE INEVITABLE
Abstract

Nowadays, management activity inevitably involves computer, lap top, mobile
phone, Internet and IT application. Modern information availability approach
is necessary component of a successful manager, especially having in mind the
newest happenings on new technology market (lap top, notebook, I pack, USB, CD
and other flash memories). There is no place for the old way of behaving in modern
business.

Key words: manager, business, modern technology...
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NHOBAIUJE Y BU3HUCY CY HEMUHOBHOCT
AncTpakT

Hanac, ynpasmarwe axmusHocmuma Heu30ex’CHO YKLYUY[VY pauyHap, aan
mon, mobunnu menepon, unmepnem u IT anauxayuje. Caepemenu npucmyn
docmynHocmu  uHgopmayujama je HeonxoOHa KOMNOHEHMA YCNewlHoz Me-
Hayepa, nocedbno umajyhiu y 6uody HajHOSUje Oeulasarba HA MPAHCUULMY HO-
sux mexuonozuja (nan mon, nomoéyx, USB, CD u opyeu obnuyu grew memo-
puja). He nocmoju mecmo 3a cmapu Hauun NOHAWARA Y MOOEPHOM NOCTI08ARbY.

Kuwyune peuu: menayep, busnuc, MooepHa mexmonozuja

Introductory notes

Business activities and management work of our enterprises during the last
decade is inconceivable without use computers, lap tops, mobile phones,' Internet and
IT technology appliance, which immensly influences modern business. Mobile phones,
computers, note books, different terminals and many technical gadgets enabling inland
managers almost immidiate access to information from any part of the world. In the
constant race for profit, Internet usage enables 24 hours business, so workhours cannot

! Pioneer phase of mobile phones appliance (1921-1945) is the time when they were used mainly
in army and police, when they were considerably bigger in dimensions, bigger energy consumers
and only portable with cars. Moden pocket mobiles, during that period of time, was inconceivable.
The first technological breakthrough in this field presents invention of frequency modulation (FM)
by Edvin Armstrong in 1935. This invention provoked real revolution in radio industry, because
frequency modulations were rapidly introduced in mobile communications as well. During The
Second World, price and reliability of communication devices were significantly improved, and
already from 1946 starts commercial phase of mobile telephony.
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be barrier anymore. Internet gives our companies the opportunity to connect mutually no
matter what part of the world they are in. With help of Internet, employees are better and
more rapidly informed, while business procedure becomes considerably shorter.?

Innovations and business

In our country there is increase in commerce over the Internet (E-commerce).
Our managers have accepted the main electronic business canal, realising that online
presence is equally important as presence in the real world. Electronic adress has become
inevitable in our business communication, and number of managers who send their
business documentation by post, on paper or by fax is decreasing.

To some inland managers use of electronics still stands for status symbol. In our
companies they decide independantly about in what amount and way they are to apply
modern IT at work. Besides the fact that in the last couple of years there have been great
advances achieved by adopting the act regulating electronic business, our company still
does not have clearly defined and well conceived national strategy of IT development of
e-business.

IT implementation in companies is mainly reduced to so called basic use,
controlling documents creation and storage. Fundamental change of business manner
along with modern technologies usage in companies is yet to be carried out. And in order
to achieve economic success it is necessary to greatly deal with innovations, that is:

* enterprises should invest more in informational and communication
technologies and knowledge,

*  to have high level of comptuter possessing and

*  education and training about computer usage to be developed.

Our country has pretty weakly conceived development strategy in IT sense and
we miss greater initiative of the authorities, in order to create modern and competitive
telecommunicational infrastructure,?

IT appliance in our country is greatly consequence of wish always to be in and
it is essencial to change our people’s consciousness regarding the use of electronics in
business and evetyday life. Propaganda of the new IT products existing on our market
is also important, because representatives of the companies producing and selling
electronic equipment and computers say that journalists and media have considerably
contributed popularization of computers, lap tops, telephones and other products usage,
so this should be used.

It is often said that media and marketing have given important contribution to the
development of electronic usage in our country. The same way, journalists have, with
a number of texts and supplements, greatly contributed development of our people’s
consciousness and need for individual usage of informational technologies. It is important
to overcome fear from use of new, which is greatly present among our people, regarding
informational technologies.

> Main characteristics of this medium are its universality, multifunctioning and constant evolution
which brings more complex and powerful mass communication services

* Enterpreneurship possibility, investments and employment considerably decrease if in country
dominates redistributive mentality and interventionism. In those cases citizens are hostages of
monopollies created by symbiosis of politicians and new businessmen, enterpreneurs with broker
mentality dominant over industrial one, and reformists reform only themselves.
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Nowadays, our younger managers follow new achievements and buy contemporary
electronic devices, and equipment producers and distributors claim that business people
in our country are trendy regarding electronic devices equipment, since everything that
can be purchased in the world is available to them as well. In our country we only lack
richer palette of services and utitities necessary for inland managers’ business activities;
there is also lack of information on the stock market, video news and other services.

Our managers in everyday business should use notebook and mobile phones
more; they should constantly create trends in IT usage and advantages of business afloat.
Because it is often not important where you are, but it is important to fulfil work tasks
and complete everything on time. It is known that work can be done at home or in the
street, but it is always necessary to be familiar with electronic devices usage.

New access to information

The greatest number of our enterprises while getting electronic equipment for
business use most of the time services of branded world companies, whose equipment
enables unfailing daily report and uninterrupted flow of business information. In some
of them, manager over portal is in a position to have provided access to certain segment
of business information, and all information published/posted daily in media concerning
them are available in electronic form.

The greatest number of information published about companies are available to all
the employees with the access to computer, so it is necessary to have company internet
mail, which is used for work material distribution, giving data about appointments and
cancelled neetings and other information important for enterprise business. When
presenting a company also projectors should be used for different purposes from office
to fair appearance ones which are much stronger. It is necessary to constantly follow all
modern trends regarding IT equipment, that is to daily update enterprise business activities.

Modern technologies implementation in our country is in short period of time
going to reach the level that Europe has, and each company owner, with market and
business development, have to provide complete equipment for electronic business
activities if he wants to be market competent.

Pocket Internet

In modern world of business, need for mobility is one of the greatest change.*
Our managers nowadays cannot even imagine they workday without mobile phone,
getting mere and more computerlike characteristics. By this gadget usage, e-mails can
be received, newspapers read, driving schedule information got, stock market position,
interesting pictures observed etc. The greatest number of information about company
business activities or the newest data from business activity available to manager just by
ine click on his mobile phone whereever he is.

IT centar of Serbian Chamber of the Economy enables all the managers usage
of mobile phones and lap tops, whose usage enables them on everyday meetings and

4 With tendency to impose ourselves to rich and fastidious west-European market, more initiated
question in our country as well is regarding brands, because on the great international market only
our products which have their ”name, mark and origin” can reach satisfying price. Otherwise, they
will be lost in the crowd of nameless things.
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business negotiations faster access to information. For bigger inland enterprises, however,
it is of immense importance to have fast information access and direct database.

Our managers mainly follow development of modern technology, intelligibly, all
depending on kind of business they are inbusiness kind, but on their standard as well. For
a modern manager today it is of essential importance to have the right information in the
right time which may importantly influence the business flow. Just in case something goes
in an unscheduled direction, timely data enable manager to ”’in motion® correct certain
irregularities and finish job successfully. There is no rule regarding use of electronics in
manager’s business and work. Before, it was enough for an organized manager to use
only one mobile phone for everyday job activities. However, nowadays, if he presents
company business on business meetings, than team of managers must have notebook,
USB memory and other necessities for audio and video projections.

Companies today must daily invest in new knowledge and technology updating.’
Sice foreign companies present their work most often via notebook or USB memory,
our business association — chamber is in possession of complete equipment for video
projections, projection screen, projector and computer for presentations.

The number of global net users today per one computer in our country is very
impressive, and recent surveys have shown that between number of computers and
Internet users there is equallity, that is one computer, one Internet user.

Table 1. Internet statistics of Serbia

Population (2009) 7,379.339
Population of the capital (2007) 1,764.650
Internet users number (September 2009) 3,300.000
% population penetration 44,70%
Internet users number with wide connection 451.200
% from the whole number of the users 13,67%

Source: Internet World stats

In our country today is almost complete average family (the one with the
computer). It is evaluated that there are over two million computers in Serbia today, so
that the number of those who have used the Internet at the beginning of this year has
finally overcome the number of three and a half million users, that is over 45%. However,
it is well known that information is resource of huge importance for successful market
performance, that is that finding efficient ways of information reaching is the aim of each
and every company.

> If expectations of increased investment intake in our country in the following period of time
are real, is the question possible overcoming of created problems for future development of our
country depends on the most. If omitting the exaggerations, it could be said that there is baseless
optimism that foreign direct investments are notably going to increase compared to those last year
and based on inland enterprises selling. However, unless fund from abalienation from still not
privatized and public enterprises are not ultimately rationally used, which will only temporarily
abate very difficult issues regarding the sphere of econonical-financial relations with overseas and
only postpone its entrance into deeper charge crisis.
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Young managers and achievements

Modern business activity today is inconceivable without computers. It presents a
very important gadget, becoming out of date very fast, so it is neccessary to change and
update it, which is mainly dictated by modern business trends, that business computers
become multimedial (radio, TV, DVD, Internet). Our older managers still consider that all
the information can be “’carried” in head. They have difficulties in adjusting and unwillingly
apply modern electronic in their business activity, while younger managers use almost all
up-to-date appliances, are interested and follow the newest achievements in this domain.
Personal computer nowadays is changed by notebook, and its role is rapidly overtaken by
new PDA mobile devices with I pack among them.

The last one is replaced by notebook and fits into pocket, and along with it message
is downloaded, accounts department of company is being entered, balances checked and
other jobs are done. It is mainly possessed by younger managers, but in Serbian business
circles notebook is still the most dominant one. Older managers are said to accomodate
more difficult and unwillingly innovate their business activities. They unwillingly decide
to buy new devices and introduce modern software solutions, while young follow the
trends in electronics and almost all of them use lap tops and I pack.

Our country does not stand behind the world a lot regarding electronic and IT
development, since everything from the seen and noted modern devices for business
activity when dealing with foreign managers in European countries and around the
World rapidly reaches our country as well. Foreign associates are often surprised when
they see the spectrum of mobile electronic devices our managers use.

Our business people most often,® beside standard computers, ask for notebook,
being replaced already by I pack, because versions with new solutions appear bery fast.
The greatest number of managers today it is essential to have desktop computer as work
station, mobile phone and lap top, because wireless access to the Internet is often of
crucial importance for business activity and work of our manager. Modern manager
nowadays, in every moment has to have mobile phone. On business meetings he regularly
uses notebook and I pack, depending on the kind and aims of the working meeting.’

Business activity as it used to be

Some of our managers still do their business in the old manner, relying on the
personal contacts, acquaintances and concluding business jobs in hotels. Rarely, or
reluctantly, they use electronic devices in business and work, still being not completely
aware of advances in business activities enabled by modern informational systems and
electronic devices usage.

Until recently, it was impossible to imagine main headmaster’s team of a big
company without a couple of helpers and secretaries. Special aluminium suitcases with

¢ Modern manager, if he wants to comprehend his poosition on the market must become familiar
with «triPOp, that is to research needs, form offer and think of messages.

7 For all that, notably bigger investments are necessary, because only with their help development
can be made sustainable. And that is what we need and what, again, opens the competition story,
about that small economy today may some time in future become middle, and of course the one
for export. Export would have to be that healthy economy development generator. Exactly for
this reason eveything should be done in order to not only start bigger foreign investments but also
stimulate domestic savings, which is of crucial importance for development all around the world.
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documents, weighting sometimes even a couple of kilograms, were carried on a business
visit. Nowadays, however, everything necessary for a manger’s successful business is
in a portable computer, being the most important working tool. However, apart from a
computer, it is also necessary to have a lap top, USB, CD or another flash memory, in
order to do business successfully and present company around the world. All the things
stated acknowledge us that modern technology basis are the Internet and services based
on this global communicational infrastructure.

Modern company managers daily use computer or lap top, all data are available
to them on the net, and files on the server are organized the way they can carry, that is
record and take on business meetings.?

Conclusion

In highly competitive surrounding nowadays, modern technology use is out of
question, while there is bigger dilema regarding defining involvement.

Dynamic surrounding defines and determines increasingly new rules, especially
reflecting on modern technology applying in domain of communication with public, that
is with customers and suppliers.

Owing to new informational-communicational technologies today, it is possible to get
more complete information important for market behaviour of company. For that purpose,
use of new trends on the web, like social webs service, giving the basis for higher quality
data gathering without a user’s permission, with facts sometimes the users was not aware of.

In work, huge importance of modern informational technologies is being
emphasized, along with distinguishing the need for constant increase of innovations in
that domain. Necessity for knowledge expanding is especially emphasized in work, since
we live in time of great changes companies themselves have to adapt constantly to.
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Abstract

Amid the information available on management that impacts the status of a
university, a leading role belongs to the financial and accounting information,
formed in all kinds of accountability and control processes. There is a need for the
creation of a reporting system, based on new organizational and methodological
basis, adapted to current economic conditions.

Key words: Accounting systems, University, Management accounting, Mission,
Strategic objectives

JEL Classification: M41, M48

MNPOBJIEMHU Y YCIIOCTAB/bABBY PAYUYHOBOJACTBEHUX
CUCTEMA HA YHUBEP3UTETUMA
(ITPAKCA JABHUX YHUBEP3UTETA Y BYTAPCKOJ)

AncTpakTt

Hzmely pacnonodicusux ungopmayuja o ynpasasaivy Koje ymuyy Ha Cmamyc YHu-
sepzumema, gooekha ynoza npunada GUHAHCUJCKO-PAYYHOB00CMEEHUM UHGOpMayuja-
ma, ghopmupanum y ceum epcmama npaherba u KOHmMpone QUHAHCUJCKUX npoyeca.
3amo, nocmoju nompeba 3a cmeaparbem CUcmema U38eummaearsd, 6a3upaHoe Ha Ho-
60] OPeAHU3AYUOHO] U MEMOOONOUIKO] OCHOBY, U NPULA2oheHoe MPeHyMHUM eKOHOM-
CKUM YCL08UMA.

Kuwyune peuu: Pauynosoocmeenu cucmem, Yuusepsumem, Menaymenm pauy-
nosoocmsa, Mucuja, Cmpamewku yuwvesu

Introduction

The management of a university requires a solid amount of financial information
on the base of which it can perform its specific activity. Information on financial
resources and their effective management has always been the main task of accounting.
The development of micro-accounting systems clearly identified two main aspects -
financial accounting and managerial accounting.

Universities as a part of the non-profit sector have very different information needs
compared to those of business. Universities often serve several purposes, which must be
provided with the necessary information.
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Although in literature there are many ways of defining and characterising non-
profit organisations, particularly universities, all formulations agree on one thing: the
main objective is not the profit.

Nonprofit organisations are created to serve public purposes. This is another
specific feature.

The objectives of the nonprofit sector define their activities and product decisions.
The product is not tangible, real asset, but service. Those services are not freely traded on
the market, so there should be other regulators which are important for decision-making
and managerial information system.

Specifics of universities’ activities and their impact
on accounting systems

As part of the non-profit sector, universities possess the already outlined above
specific features as well as some others.

Today education is related to prime national priorities. Systems for managing the
quality of education, which meet the international standards such as ISO, TQM and
others, are designed and operate in many universities. The basis of all models of quality
management lies on the system approach, which alone requires a supply of reliable
information about all activities, including financial and analytical information.

As a key area of financial and analytical information could be outlined the
systematic reporting on the activities of the university, the analysis of the efficiency of
the implementation of all aspects of the educational process and the results of internal
control.

Nowadays, when priorities change - from funding the costs to funding performance,
a crucial mechanism of management in the sphere of education is budgeting which aims
to achieve a particular result.

Significant place in the mechanism of performance management of a university take
accounting and control. Control generally gives the university management “feedback”
from managerial processes, confirming or rejecting the estimates of performance and
efficiency of decisions.

Information, defining decision making, should be formed according to the mission
and strategic goal of the university. The significance of such information, its analysis and
use for the sake of planning is so important that it becomes a major prerequisite for the
development of management accounting system.

With the entrance of the universities on the market of educational services they
become equal players on it, which means that the main market principles and rules have
a direct influence on the development of the universities’ strategies. In this context, the
educational service offered by universities can be seen as a product having a consumer
value and a value determined by the supply and the demand on the market. At the
same time, the “product” of the universities has a high social value, which requires a
state regulation. This circumstance requires the development of specific methods for
determining the market price of educational services, which meet the market situation
and answer the standards and regulations for funding universities.

Demand of employers for specific occupations and qualifications of the future
university graduates also determines the level and quality of educational process at
any university. In this sense, the sphere of higher education shouldn’t be seen just as
absorbing money, but as “producing” activity and therefore its funding should be viewed
as investment in the reproduction of state’s labour potential and its individual regions.
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In order to create adequate to the needs of higher education management
information, the mission, strategic goals and objectives of the university should be
clearly defined.

The mission of a university can be expressed with its transformation into a centre
of a national scope and importance, which provides broad preparation and training of
bachelor, master and doctoral students.

Strategic goals could be:

— Creating conditions for the introduction of dynamic and competitive

specialities;

— Improving the attractiveness and quality of higher education;

—  Strengthening the institutional capacity to improve the management process;

— Establishment of self-motivated administration, loyal to the mission and

goals of the university, complying with the law and ethical principles of the
administration.

The most common tasks of a university are:

— Addressing the needs of different categories of students for educational
services;

—  Creating a market for educational services;

— Saturation of the market with services satisfying the demand of different
categories of learners;

— Improving the quality of education;

— Qualification of teachers;

— Research;

— Additional income from other activities, etc.

In the whole quantity of managerial information of a university main priority has the
finance information, which is formed in the process of all types of accounting and control.
Appear a need to establish reporting system, on a new organisational and methodological
basis, which is adapted to current economic conditions. The implementation of this
process requires solving a number of specific for the higher education problems.

A major problem is the fact that accounting is orientated to support and satisfy the
needs for establishing public accountability - all of the efforts of accounting activities are
aimed at drawing up the annual financial report, which is subject to verification by the
Ministry of Education, Ministry of Finance, National Audit Office, the National Agency
revenue and others, but the received information cannot be of any help in solving current
operational problems and tasks.

Another significant problem is accounting’s lack of flexibility in responding to the
requirements of users in the sense of rapidly changing internal and external environment;

The absence of a systematic approach in solving complex problems of accounting
and management control embarrass the establishment of working reporting systems.

There is fragmentation and in some cases contradictory reporting of information
received from various user groups;

There is a lack of an organisational model of accounting in universities that meets
the requirements for adaptation to the united European information space in higher
education. Last but not least, adequate methods of cost management in universities are
missing.

In the contemporary, actively developing market relations in the educational
sphere, supplemented with intense competition between universities on a national as
well as international level, the attention is focusing on the issues of cost control. The
later are a mechanism with a significant meaning for increasing the efficiency of the

EKOHOMUKA &9



university’s activity. In the sense of a free market, urgent is the need for transforming the
operating methods - from cost mechanism to other based on saving resources.

Specific mechanisms for effective cost management could be based on:

— Introduction of short-term planning (budgeting) as a necessary condition for
the forming of accountable and information security system and a preliminary
cost control in order to enhance the competitiveness of institutions of higher
education.

— Taking into account the cost of processes, training and research programs,
supporting services and centres of responsibility.

—  Preliminary and subsequent managerial control on costs with the provision
in the required form of information and within the prescribed period to the
interested parties.

In general the models of accounting used in universities have not changed from the
era of planned economy. The penetration of market principles in education and the growing
autonomy of universities require the development of new models for the implementation
of accounting. In the accounting theory, as well as other sciences, modelling is widely used
as a tool for studying the researched object. Building a model of organisation and financial
management of higher education could be based on the following principles:

— Clarity of the mission and strategy of a university and awareness of all
involved in educational, research and supporting processes;

— Implementation of human, IT, and organisational resources in such a way
that the best return from the investment made into them is obtained;

— Identification of key internal strengths as well as any weaknesses of the
managerial process;

— Immediate detection of weaknesses in the existing management system.

Specificity of accounting systems in universities

Accounting systems are used to create information in financial terms for assets and
liabilities, revenues and expenses, profits and losses. The companies from both profit and
nonprofit sectors need accounting information system to operate optimally, according to
the economic and market laws. The fundamental difference is that universities do not
pursue profit. This fact is the basis and plays a vital part in building the structure of the
accounting information system in these organisations.

Objectives of prime importance in the business sector are gaining a positive
financial result and increasing the value of the shares. These goals are leading in both
short and long term. As a result, companies need a system that shows the impact of
business decisions and performance on the economic goals. Therefore, the traditional
accounting systems calculate the value of units in the balance sheet, net income and
expenses, cash flows and financial results for certain periods of a particular activity.
As a consequence, the structure of the entire accounting system and accounting and
management information system are subject to the stated purpose.

As it was clarified above, traditional accounting systems are fully oriented to profit,
which is not valid for organisations of the non-profit sector. Consequently, the standard
financial and management accounting systems are to some extent irrelevant to the needs
of a university. Categories such as “costs” and “financial results” are important to the
extent that those organisations should operate effectively. However, the efficiency could
not be considered as part of the mission, but of the tactical objectives of a university.
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Institutions of higher education need information and accounting systems, which
create data, subordinated to the mission. Otherwise, the traditional accounting system
will contradict the objectives pursued by the organisation.

For example, if the university management uses only traditional systems of
financial and management accounting, designed for the business sector, the decisions
concerning the selection of students and staff, structure and content of courses, different
projects, etc. will be cost-orientated and not determined by the quality. With a profit
aiming system it is impossible to succeed in adequate managing and controlling of a
non-profit organisation.

Enterprises in the economy are integrated into national and global economic
systems, which not only pursue profits, but create a strictly defined type of information.
In all enterprises belonging to the sector objectives are standardised, and therefore their
systems for accounting (financial and managerial) are similar in content. Contrary to
them, non-profit sector organisations are very different in nature, with different missions,
goals and objectives. Unlike companies from the business sector, where the environment
is strongly linked to the economic objectives and markets, non-profit organisations are
influenced by their specific tasks.

It could be concluded that for each type of an organisation from the non-profit
sphere, information and accounting systems are characterized by certain differences.

The accounting system in companies from the business sector forms the core
of the information system, a large part of which consists of financial data. In contrast,
non-profit institutions need a more diversified information system. Both financial and
non-financial information should be “produced” in order to create measures for the non-
financial objectives of the organization.

The organisation’s activity directly reflects on the kind of created information. In
a company the information system should include data showing supply, introduction and
use of materials, labour, fixed assets, financial resources and other resources, duration,
capacity and other characteristics of the processes, characteristics of the products or
services;

The “product” of non-profit organisations - services can not be characterised by
financial information such as revenue. Their characteristics depend on the purpose of
the institution. In a hospital a characteristic could be the number of patients and doctors,
at a state university - the number of students, research projects etc. To measure and
evaluate the efficiency of the organisation as a whole or of an individual process, it is
necessary to compare the information between input resources and output services. Such
rates of effiency should relate to the objectives of a non-profit organisation. Otherwise,
they might not be significant in evaluating the processes.

Higher education institutions are legally obliged to prepare and publish annual
financial report which contains unified information. It is designed for a specific group of
users, namely external users - government, regulators, auditors, etc.

Although universities are obliged to publish annual financial statements, the
primary objective of their information systems is to provide information about the
processes of decision making and control of their management and members. The refore,
emphasis should fall on the created for internal users information.

Conclusion

The development of micro-accounting systems clearly identified two main aspects
- financial accounting and managerial accounting.
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The companies from both profit and nonprofit sectors need accounting information
system to operate optimally, according to the economic and market laws. The fundamental
difference is that universities do not pursue profit. This fact is the basis and plays a vital
part in building the structure of the accounting information system in these organisations.

It could be concluded that for each type of an organisation from the non-profit
sphere, information and accounting systems are characterized by certain differences.

Institutions of higher education need information and accounting systems, which
create data, subordinated to the mission. Otherwise, the traditional accounting system
will contradict the objectives pursued by the organisation.

Non-profit institutions need a more diversified information system. Both financial
and non-financial information should be “produced” in order to create measures for the
non-financial objectives of the organization.

Although universities are obliged to publish annual financial statements, the
primary objective of their information systems is to provide information about the
processes of decision making and control of their management and members. Therefore,
emphasis should fall on the created for internal users information.
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Abstract

In the last 30 years has drastically increased importance of multinationals
in world trade. This is partly caused by the increased integration of national
economies and technical progress, especially in the field of communication.
Increased number of multinational companies to put the tax administration and
the company before any taxation matters more difficult, because the individual
national rules for taxation of multinational companies can not be seen in isolation
but must be viewed in a broad international context.

The requirement to comply with laws and administrative regulations may differ from
country to country creates additional problems for multinational companies. Different
requirements may be associated with the additional workload for a multinational
company and lead to higher costs related to compliance with these regulations than is
the case with a similar company that operates exclusively under one tax sovereignty.

Contentious issues, both for tax administrations and for multinational companies,
resulting primarily from the practical difficulties in rvelation to establishing the
expenditure and revenue companies or business units within the multinational
companies that are taken into account in a particular country, especially when
they concern jobs closely related.

Key words: taxes, national regulations, transfer prices, income, expences.

JEL Classification: H25

IIOPECKH OPTAHU U TPOLEAYPE - EOEKTHU HA
MHK-TPAHCITAPEHTHOCT MEBYHAPOJHO UCKYCTBO

AncTpakT

HUckycmeo je noxasano 0a je npobiem xunomesa y Hayyu HAj3HAYAjHUU Y Me-
modonocuju, a noceban 3nauaj ce npuoaje NOjMoOSHOM oopeleryy, Hacmajary, 00-
Kpusary, Qyukyuju, Kiacugurayuju, cmpykmypu u uzeohery xunomesa u uHou-
Kamopa.

Y memooonozuju nocmoju cxeamarve 0a xunomese Hemajy 3HA4AjHO MeCmo U
ynoey, éeh 0a je MHO20 8adiCHUje 006PO paspaoumu npeomem UCMPAXCUBAFA U
Odeghunucamu 0CHO8He NOjMOGe KOju ce, 0OUYHO 0eOVKYJy U3 HACI08A UCMPAICU-
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sarva. Cmanua je ounema oa iy ce UCMpaicugarba mMozy cnpogecmu oe3 uzgolherna
Xunomesa u 000AMHO2 AH2AHCOBATLA UCTNPAICUBAYA HA FUXO60] opmyrayuju u
VCaznauasary ¢ onepayuoHarHumM oopelersem npeomema uCmpaxtcuearsa.

Hpyeo cxeamarbe nonasu 00 uurbenuye 0a cy Xunomese OKOCHUYA UCMpPadtcu-
8aUKO2 NOCMYNKA U 0a Opy2U eleMeHmu HayyHe 3amucau Hucy snavajuu. O8o cxea-
marbe OUPEKHO 3a208apa Nym KOPEeKHO2 U3pahusarsa camo cucmema Xunomesa u
UHOUKAMOPA KAO 0080/bAH NYM 30 PEATUIAYU]Y UCTIPAICUBARLA.

Iasnu ucmpasxcusauxu yussb y 086om paody je ymephusarse suavaja degpunucaroa
Xunomese ca CUM FeHUM HAYYHUM AMpuoymuma u nopeherbe 08a 06a npucmyn da
¥3 nomoh Komnapamuere aHanu3e.

Kwyune pueuu: xunomesa, Hay4HO-UCMpPAdNCUBAUKYU PAO, UCIPAICUBAbE, HAYY-
HO-UCMPANCUBAUKYU MEMOO, NPeOMen UCIPAdICUBARLA

Legal sources, international experience

Contentious issues for both tax administration and for multinational companies,
resulting primarily from the practical difficulties related to the determination of income
and expenditure of companies or business units within the multinational companies that
are taken into account in the States, especially when they concern jobs closely related.
The requirement to comply with the law and administrative regulations may
differ from state to state creates additional problems for multinationals. Different
requirements may be associated with the additional overhead of a multinational
company and lead to higher costs related to compliance with these regulations than is
the case with a similar company that operates exclusively under one tax sovereignty.
For the tax office in a political standpoint and from the standpoint of practical
implementation of special problems. From a political standpoint States must coordinate
the two types of needs: on the one hand, their legitimate right to tax those gains
taxpayer derived income and expenses that are reasonably believed to be located at
the source of their national territory, on the other hand, taxation the same income by a
larger number of states. Such double or multiple taxation can create a barrier to cross-
border activities in the area of goods and services and movement of capital. From a
practical standpoint, the attribution of revenues and expenditures made by a State may
be additional difficult obstacles in obtaining authoritative information from abroad.
The rights of taxation which emphasizes a state first depend on whether you
poreskisistem state relies on a universal principle, the territorial principuilinaoba
principles. The tax system which is based on the universal principle of the state tax
base partially or fully include all revenues generated by licekojese considered a resident
of that state (including legal entities - corporations), ukljucujué¢iione income derived
from sources outside that State. The tax system kojisetemeljinateritorijalnom principle
states the tax base includes those areas prihodekojipoticuiz its tax sovereignty, and that
regardless of ukojojdrzavije resident taxpayer. In relation to multinational companies
this means that these two principles, which are often applied together, generally treat
each company within the multinational company as a separate legal entity. OECD
member countries have opted for the principle of an independent company, as an
instrument that is most suitable for achieving fair results, and that the risk of double
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taxation neotklonjenog reduced to a minimum. Thus, each individual entity within the
group with their actual income is subject to tax under universal or territorial principle.
Relations between the companies within the group may, however, permit the company in
terms of its internal relations renegotiate conditions that differ from those which would
be made to the companies included in the Group’s operating as an independent company.
To the principle of independent companies could be applied to the internal
affairs group, individual companies within the group should be taxed as if in
their mutual affairs act according to the principle of external comparisons. In
order to ensure the correct application of the principle of independent companies,
OECD member countries are usvojiie principle external comparisons, based on
which it is to be eiiminiSu effects of specific conditions on the amount of profit.
OECD member countries have opted for this international principle, because they serve
to satisfy two objectives:
*  On one hand, their application provides adequate taxation in the State,
¢ on the other hand to avoid double taxation, thus the conflict between tax
administrations is reduced to a minimum, and be able to promote international
trade and investment. In a globalized economy, the coordination between the
state of the appropriate tax competition.

OECD Guidelines 1995/96/97 “tansfer pricing guidelines for multinational
enterprises and tax administration” (“the OECD Transfer Pricing Guidelines”) - Guidelines
for transfer pricing for multinational companies and tax authorities ), as well as review
of Article 9 OECD Model Contract (“Affiliated Companies™) containing a consensus
of member states on the formation and control of the appropriateness of transfer prices.
They are especially important in cases of agreement or arbitration the Procedures,
because it is about the principles that are internationally recognized.

Example: The Federal Republic of Germany

Federal taxes for the central government and the Department for field control.
Federal taxes for the central government of the Federal Republic of Germany is
the highest federal authority that is directly subordinate to the Federal Ministry
of Finance. Federal taxes for the central government consists of five departments,
one of the functional departments and two classes of taxes and field control.
Tax departments perform tasks at national and international level. Tasks at the
national level, for example. How rebates and exemptions, supervision over the
implementation of old-age allowance, providing official support for national authorities.
Tasks at the international level, for example. providing official assistance to foreign
authorities, the implementation process of agreement, the delivery of foreign tax
solutions, providing information to law projects (International Settlements, the providing
of information and opinions about the tax regulations in foreign countries) and other
activities of the Federal Ministry of Finance, the refund of value added tax and Anti-
Fraud The VAT, indentifikacionog allocation of the VAT for intra-Community trade.

Thedivisioninfield control for about 150 federal inspectors field audits participating
in field control of provincial services for site control in about 15,000 large enterprises and
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the concern in the Federal Republic of Germany. The structures of provincial services
for site control and the Department for site control are different. Provincial inspectors
in the field of control so. comprehensive control exercise control companies from all
industries in the province of his. In 2007. year in the states were engaged in 13,646
inspectors field control. The controls have led to additional revenue of € 16.6 billion.
On average, the total additional revenue of € 1.2 million per inspector. From 8,352,473
companies registered in tax administration branch is controlled companies 213,375
(2.6%). Additional revenue from 13.2 billion € by large companies and corporations,
to € 1.39 billion medium-sized enterprises, and the rest to small and micro enterprises.
Papers in the Department for site control are organized by industries, inspectors on
the territory of states controlled by different areas, often simultaneously, in various
companies. My paper is a report to the trade industry, which means that the large trading
companies, for example. department stores, discount stores to sell groceries, store
construction equipment, etc.. control inspectors in Germany this report. Participation in
international decision to establish contacts with foreign tax authorities.

Sector field control is working closely with the Tax Department of the Federal
taxes for the central government, which is responsible for the process of agreement,
transfer pricing and APA (advanced price agreement).

A special emphasis in the work of the Department for site control is a control cases
with a foreign element, especially transfer pricing.

The reasons for this are, among others:

e international tax competition

* increasing pressure of foreign tax authorities

» scientific publications on the reduction of the tax base in Germany for transfer

prices that are not common in the business with external parties

The object of the transfer pricing provision of income tax

*  About 60% of the volume of world trade, according to the OECD, the Group’s
internal affairs

*  For Germany this means the volume (transfer price) of about 715.000.000.000 €

» transfer pricing adjustments of 1% and a tax rate of 40% means the potential
revenue from a year 2.860.000.000 €

Atthe international level, around 27% of the control transfer pricing leads to results.
Participation in international decision to establish contacts with foreign tax authorities.

Transfer pricing and international experience

Administrative principles for dividing revenues were published 1983rd years,
and some parts are still valid. The principles laid down by this document are largely
undisputed and relevant principles of the OECD, in its Guidelines on transfer pricing
(OECD Transfer Pricing Guidelines). Germany participated in the work on the guidelines
and agreed with them.
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Transfer pricing

Transfer rate = reported value of products, services and other goods conveyed and
transferred between related companies. When independent companies doing business
with each other, the conditions related to their commercial and financial relations (eg the
price of the goods supplied or services and the terms of delivery of goods and services)
usually determine relevant costs. When you do business with each other affiliated
companies, it is possible that their commercial and financial relations are not in the same
way directly affected by external market forces, although associated companies often try
to imitate the dynamic effect of these forces in their mutual business relationships. Tax
administrations should not automatically assume that affiliated companies manipulate
their winnings. Dealing with transfer pricing should not be confused with the treatment of
the problem of fraud or tax evasion, although the transfer pricing can certainly be used in
such purposes. In addition to thinking about the tax aspects, other factors may influence
the distortion of conditions relating to the commercial and financial relations between
associated enterprises. Companies can, for example, to be exposed to the pressures of
the state, both in their own and in a foreign country, in determining the customs value,
the anti-dumping duties, and monetary controls and price controls. The cause of the
disturbance transfer rate and pressure can be a shareholder who wants to see a high level
of profitability of the parent company.

As arule, there is no real international transfer price, but the usual range of external
transfer prices. In this regard, the OECD says: “Transfer Pricing is no exact science.”

Differences in goods or services justify various international transfer pricing.

Since the control of transfer pricing primarily on matters relating to the facts, the
clarification of the facts is crucial.

Companies have the freedom to shape their affairs until obey the laws. If a
decision is companies are rational economic reasons, the tax authorities shall accept it.
Decisions are economically rational, if passed as is common among unaffiliated third
parties, ie. business partners are independent of each other, and between them there is
a natural opposition of interests. When this starts with the fiction that the two orderly
and conscientious businessman negotiate with each other so that each side for yourself
achieve optimal results. From independent companies, for example, before buying a
product at a certain price can be expected to consider the possibility that they buy a
product from another company at a lower price.

Comparability (associated companies

Under comparable conditions are the following:

»  the size of comparable companies

» conditions (type, shape, volume)

» the functions and risks

*  the duration of the relationship posiovnih

*  business strategies business partners

*  microeconomic framework conditions (conditions of contract and delivery)
»  general conditions in the market

» the level of market

*  comparable quality of information
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Another factor to be taken into account when checking the contents of the economic
risk sharing is its effect in the case of work between unrelated parties. With operations
between unrelated persons generally makes sense to attribute to the parties a greater share
of those risks which may be exercised more influence. Suppose, for example, the company
concluded a contract for the production and shipment of goods, company B, and the amount
of product and shipping company determines B. In this case, it is unlikely that the company
will be a ready to bear significant risk in terms of stock, because there is no control over
the volume of storage, while the Company B is the case. Of course there are risks, such
as general conjunctural risks, that no party can have a pronounced effect and is therefore
among the unaffiliated third parties may be attributed to one or another business partner.
Can be significant and of the risk of exchange rate exchange office and possibly interest
rates, is whether there is a strategy for reducing the risk of such operations by the security
guards, forwards, and ‘put and call’ option. Loss of the taxpayer who bears the risk of
planetary gear exchange and interest rates may be the cause of the business strategy of
multinational corporations. Such practices can lead to significant gains or losses that
can be transferred to a location that is most convenient for multinational corporations.
If anyone associated company constantly suffer losses, while a multinational corporation as a
whole makes a profit, you should thoroughly check the particular function and transfer rates.
Of course you can associate as well as independent companies that suffer real losses, whether
they are caused by the high initial costs, unfavorable economic conditions, inefficiency or
other legitimate business reasons. An independent company, however, would not be ready
to for an indefinite period of time to accept permanent losses. An independent company that
always causes losses in the end will not undertake further work under the circumstances.

In contrast, the associated company is incurring losses can continue its business
activities, it is useful for the multinational corporation as a whole. Repeated losses in an
acceptable period of time may be eligible for certain business strategy in order to win
market provides particularly low prices.

So, for example, a manufacturing company in the interest of market entry, market
expansion, introducing new products or services, or for the defense of competition
can lower prices for their goods even to the point of temporary losses incurred. These
special low rates are to be expected, however, only a limited period, while bearing in
mind the long-term increase in profit. But if pricing strategies remain in effect after
the expiration of the eligible period, it may be justified to correct transfer price.
Especially if the comparable independent enterprises have incurred such losses.
You have to be addressed and contractual conditions. With operations between unrelated
persons contractual terms of a deal explicitly or implicitly determine what will be the
division of duties, risks and benefits between the parties concerned. Therefore, the
analysis of conditions of one of the analysis functions. In addition to the contract that
need to be checked and the accompanying correspondence, in particular, the actual
execution of the contract.

The tax system and tax reform - local experience

Recession, economic downturn caused some errors in the process of privatization
in the country, significantly affect the existing tax system does not provide enough
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revenue. In order to curb the budget deficit is already critical, as agreed with the IMF,
the proponents of tax reform in Serbia, his attention on the “classic” easiest, but the most
dangerous of the current government, the budget deficit by increasing tax burden on
the population? The main changes in the tax system is based on the increase of the VAT
from 18% to 22%, and lower “slums” in the VAT rate on food, water, utilities, heating,
newspapers, books, housing, and so on. from § to 12%, which will automatically lead to a
significant increase in prices, inflation and a further reduction in living standards. Second,
it provides an increase in the payroll tax of 12% to 20%, with a comforting increasing
tax-free earnings, which significantly affects the deterioration of the competitiveness of
the Serbian economy, hindering exports and does not contribute to the creation of new
work places .. On the other hand, it is proposed to reduce unpopular health insurance
contributions of employees, as alleged tax relief economy. In fact it’s about reducing
funding for primary care population, which in turn affects the broader segments of the
population? All other proposals of the concept of tax reform accelerated fall in with
the wrong shade directing attention to the main tax burden on already impoverished
population.

The proposals of tax reform in Serbia should be based on the experiences of
the European Union, and certainly not unpopular experiences on the other side of the
Atlantic, where it caused the biggest global financial crisis of the century. Real additional
public revenues can be quickly achieved only by increasing taxes on the enormous profits
organizations in the financial sector, in all forms of mediation, rental, telecommunications
and similar institutions that generate high profits by investing outside the real economy.
In the midst of the Great Depression is not acceptable to the tax and continue to protect
the best financial standing legal and physical entities in the country, particularly
banks, insurance companies, financial intermediaries and privatization, other financial
institutions and the like, but by keeping unsustainable low tax rate of 10% profit , the
lowest in Europe.

The new tax system in Serbia, should be working to strengthen the economic
power of the creators of public revenues in the country, fostering faster economic
development, job creation and improved living standards, which is when downloading
valstzi proclaimed the existing government. Tax reform, among other things, should not
be the only function of the already privileged financial sector and other organizations
in similar business activities, it will cause unnecessary social tensions, as has
already happened in some close neighbors, on the one hand, and continue to protect
existing rights acquired numerous direct and indirect beneficiaries, on the other hand.
Does not exclude the possibility of other more appropriate score, the better proposals and
solutions. necessary tax reforms in Serbia.

Conclusion

OECD member countries have committed themselves to international
principles, because they serve to satisfy the basic goals related to the fact that
their application provides adequate taxation in the State, on the other hand to avoid
double taxation, which is thus a conflict between the tax administrations reduced to
a minimum, and to enhance the opportunities of international trade and investment.
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In a globalized economy, the coordination between the state of the appropriate tax
competition. They are especially important in cases of agreement or arbitration the
Procedures, because it is about the principles that are internationally recognized.
Recession, economic downturn caused some errors in the process of privatization in the
country, significantly affect the existing tax system does not provide enough revenue. In
order to curb the budget deficit is already critical, as agreed with the IMF, the proponents
of tax reform in Serbia, his attention on the “classic” easiest, but the most dangerous of
the current government, the budget deficit by increasing tax burden on the population.
Our new tax system should be working to strengthen the economic power of the creators
of public funds in the country, fostering faster economic development, job creation and
improved living standards, which is when downloading valstzi proclaimed the existing
government. Tax reform, among other things, should not be the only function of the
already privileged financial sector and other organizations in similar business activities, it
will cause unnecessary social tensions, as has already happened in some close neighbors,
on the one hand, and continue to protect existing rights acquired numerous direct and
indirect beneficiaries, on the other hand.
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SMALL AND MEDIUM ENTERPRISES IN SERBIA
IN THE ERA OF GLOBALISATION

Abstract

This work focuses on the development of small and medium enterprises (SME)
in Serbia and the effect globalization has on its growth, as well as correlation
between the development of small and medium enterprises (SME) and commerce
rise. The goal is to improve and create national conscience about the importance
of development of the small and medium enterprises (SME).

Small andmedium enterprises (SME) are consideredto be one of the leading guidelines
of the economical growth. It stimulates private ownership and entrepreneurship skills,
since this area is flexible and can quickly adjust to market changes. This is generated by
employment, creation of diversified economical activity and contributes to export and
trade and is the basic factors of development of competitive economy.

It is obvious that the internationalization and creating global network of
small and medium enterprises (SME) presents the focus for future research of
development of entrepreneurship in the EU. Innovative capacities for small
and medium enterprises (SME) are modest and usually represent local values.
By creating international networks the obvious misbalanced between potential
partners disappears, by which we open the possibilities for greater achievements
and successful international partnership which provides small and medium
enterprises (SME) with bigger chances in the EU system of public procurement.

In contemporary conditions small and medium enterprises (SME) represent
the combination of the innovative, proactive and risky behavior which exceeds
national borders and tends to create certain values in the organizations, since they
appear more often as the suppliers in the big production systems.

Development of privately owned entrepreneurship in Serbia — country born from
one of the Yugoslavia ex republics, in the present transitional economy does not
differs much from the other countries in the Southeastern Europe.

As society we are at the historical milestone in determining our own future. So the
key question is: how can we set the concept of future development which would lead
us to higher productivity of our companies, their inner and outer competitiveness by
using entrepreneurship and knowledge as the most important resources. In the last
few years, there has been a vast group of activities in the line of developing business
environment in Serbia. SME is recognized as one of the major growth priorities. In
that sense, we can say that their perspective is quite certain. We only have to bear in
mind that this is a process which in many aspects requires a certain period of time.

Key words: Small and medium enterprises, entrepreneurship, globalization,
commerce growth
JEL Classification: L23, L.25, F60

! alija.jasarevic@atlanticgrupa.com
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MAJIA 1 CPEJILA TIPEAY3ERA Y CPBAJHU
Y EPU INIOBAJIM3ALTUJE

Ancrpakr

Y paoy je uznoowcen pazeoj manux u cpeorwux npedyseha (MCII) y Cpouju u ymu-
yaj enobasuyaje na pazeoj MCII, kao u koperayuja pazeoja Maiux u cpeorux npe-
oyzeha (MCII) u npuspednoe passoja, ca yusmsem yHanpehera u pa3eoja HayuoHal-
He ceecmiu 0 3HAUAJY pazeoja maaux u cpeowux npedyseha (MCII).Mana u cpeora
npeoyzeha (MCII) ce cmampajy jeonom 00 600ehux cHaza eKOHOMCKO2 pa3eojd.
OHa cmumynuuy npusammuo 1acHUUMS0 U npedyemuuike CHOCOOHOCML, OHA CY
@rexcubunna u moey ce 6p3o npunazohasamu npomenama na mpocuwmy. I enepu-
Uiy 3anOCieHoCcm, Cmeapajy ouepcuhuKo8amy eKOHOMCKY AKMUHOCH U 0onpu-
HOCe U3603) U MP2OBUHU U OCHOBHU CY YUHUOYU PA360ja KOHKYPEHMCKe eKOHOMUje.
Ouueneno je 0a uHmMepHAYUOHATUIAYU]A U CIMBAPATbEe 2NOOATIHUX MPEeHCa MANUX U
cpeowux npedyseha (MCII) npedcmasma ¢oxyc Oyoyhux ucmpasxcusarsa passeoja
npedysemuuwimea y EY. Hnosamuenu kanayumemu manux u cpedrux npedyseha
(MCII) cy ckpomnu u Hajuewhe npedcmaswajy nokaite gpeonocmu. Cmeaparbem
UHMEPHAYUOHATHUX MPeXHCa e8UOEHINHA acumempuja mely nOmeHyujarHum napm-
Hepuma Hecmaje, uume ce cmeapajy mozyhinocmu 3a éehe nodyxeame u ycnewno
UHMEPHAYUOHAIHO RAPMHEPCIE0 WMO MAIUM U cpedrum npedysehuma daje gehe
wawnce y cucmemy jaguux nabasxku 'y oxeupy EV. V cagpemenum yciosuma mana u
cpeora npedysehia (MCII) npedcmasmajy KoMOUHAYU]Y UHOBAMUBHOZ, NPOAKMU-
6HO2 U PUBUUHOZ NOHAWATLA KOje NPenasu HAYUOHATHE SPaHUYe U medxCu 0a Kpeupa
8peOHOCI Y Opeanusayujama, ¢ 063upom 0a ce cee guuie jasnajy Kao 000a8mbayu
BENUKUM NPOU3BOOHUM cucmemuma. Pazeoj npusamnoe npedyzemuuwmesay Cpouju
Jjeonoj 00 opacasa Hacmanux pacnadom Jysociaguje, y mpaH3uyuoHOj eKOHOMUjU
bummno ce He pasnuxyje o0 Opyeux zemasba u3 okpyscerba y Jyeoucmounoj Eeponu.
Kao opywmeo nanazumo ce na npecyonoj npexpemuuyu oopehueara eracmume
oyoyhnocmu. 3amo je KbyuyHO numaree: Kako nocmasgumu Konyenm 0yoyhux pas-
60ja koju mpeba doa Hac dosede 00 ehe epukacnocmu Hawux npedyseha, wuxose
VHYmMpauitve U Cno/bHe KOHKYPEHMHOCMU Kopucmehu npedy3emHuuimeo u 3Harbe
Kao Kmyunu paseojuu pecypc. Ilocneonux eoouna nokpenym je uumae ponm ax-
musHocmu Ha yHanpelusary nocioenoz ambujenma y Cpouju. MCIIII cy npeno-
3Hame Kao jeoawn 00 pazeojHux npuopumema. Y mom konmexcmy, modxce ce pehiu oa
Jje muxosa nepcnexkmusa npunuyno usgecra. Tpeba camo umamu y eudy oa ce paou
0 npoyecy Koju y MHO2UM ACHEKMUMA 3axmesa oopelenu nepuoo.

Kuwyune peuu: Mana u cpedrwa npedyseha, npedyzemnuuimeso, 2robaiuzayuja,
npUBpeoHuU pazeoj

Intorduction review

Commerce growth of one country does not consist only of the existence of big

enterprises, but from the right combination of small, medium and big enterprises. Small
enterprises can adapt with new technologies the easiest way in order to fill market
voids. They swiftly acquire proper solutions than the big enterprises. Size of the small
enterprises in relation to the big gigantic corporations’ shows clearly in the shorter
time span for implementing decisions, faster decision periods, market closeness and
motivation. Small enterprises in the developed countries are the source of commerce
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growth. These enterprises produce the significant part almost half of it of the entire range
of offered products and services. Small enterprises, however poses certain qualities, i.¢.
they provide jobs, implement innovations, stimulate competition, help big enterprises
and efficiently produce products and provide services. Small enterprises work as the
suppliers for the big enterprises.

World trade globalization trend is undoubtedly connected with enterprise existence,
including the growth of small and medium enterprises. Small and medium enterprises
are very successful way of preparing for “upcoming” financial and intellectual capital
arriving outside of the beneficiary country. In the last decade we have witnessed great
political turmoil and technology boundaries. Today small and medium enterprises in its
form are present in practice in every country. It is especially specific for many developed
economies. Development of the small and medium enterprises and so called middle
class act should be treated with greater attention. This helps enterprises to resist market
requests which are enforced by big and strong participants-players.

Turbulent business environment is the main characteristics of the last decade of the
second millennium, which creates challenges for big as well as to small organizations.
Past market position protection which the big economy uses to provide is no longer
available by the arrival of new technologies, so the big enterprises have to find the
ways to decrease and simplify various activities to smaller independent enterprises.
Small enterprises thus don’t have the global range so much needed in this time of global
competition, where even a family shop at the corner is overwhelmed by the competition
from all over the world.

Business concept of the small and medium enterprises has been rapidly growing
in the last decade to all worldwide markets. Desire of the entrepreneurs for expanding
business operations and creating bigger profit, has made them to consider strategies fro
approaching other markets.

Observing business ethics and practical implementation, small and medium
enterprises (SME) become one of the alternative possibilities which contribute to
development and success. Principle advantage and weaknesses of the small and medium
enterprises have to be well known in order to use the maximum from this form of
entrepreneurs union.

Past years have devastated the capital of socially owned companies up to the level
that the losses extend the value up to two or three times the value of the company itself
and any prolonging of the privatization process can have terrible consequences for the
further development of the Serbian commerce. Nothing is as important as the time, which
doesn’t play for us and only the swift and diversified action towards the competitiveness
of the Serbian commerce can help us recover. Small and medium enterprises will
certainly play an important role in achieving the set goals.

Growth of the enterpeneurs and small business in serbia

Various researches show that Europeans in general tend to work in a company
rather than to start their own business? . This characteristic is especially obvious in post
communist countries in which the long term laidback work tempo in socially owned
companies was dominant and normal behavior stance for citizens of these countries?.

? Jones, V.M., Nummela, N., (2008) International Entrepreneurship: Expanding the domain and
extending our research questions, European Management Journal, 26: 349-353.

* Jiangyong Lu, Zhigang Tao, (2008) Factors of entrepreneurial activities in China, Journal of
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In the conditions of the transition economy which all post communist countries go
through (Poland, Check Republic, Slovakia, Hungary, Romania, Bulgaria, ex Yugoslav
republics, ex Soviet countries and China), with dominance of state ownership, new so
called “entrepreneurs”, generally had the experience in the companies with various
ownership forms. Decision to become an entrepreneur usually means that they have to
negate the position in some of the state owned companies and start private business with
uncertain legal status*. Forming European Union (EU), boundaries have been broken
and harmonization of relations is broken on the market of 450 million consumers.
Creating friendly environment has a key significance for starting and developing private
ownership. Council of Europe has adopted ’a book of small enterprises’ in order to help
providing recommendations for private ownership development®.

Finalizing privatization of the big enterprises in post communist countries in
Europe (similar situation is in China and ex Soviet countries) which has been performed
in many cases on the verge of the law with leading men in privatization close to the
new political structures. At the beginning of 21 century during the phase of creating
new economical order, various new entreprencurship undertaking arises. These
entrepreneurship undertakings of creating new private ownerships are followed by
numerous difficulties, most important as: lack of knowledge and initial financial funds.
Wish to create private business has only small number of people (45% Europeans want to
have their own business, in regards to 67% of people in the USA). Only 4,5% citizens of
the EU tried to start their own business in the last three years which is different than the
13 % in USAS. These percentages are far lower in post communist countries in Europe,
and it indicates that the goal in the entrepreneurship growth is a far fetch thing. The
ability for creating business must include leadership skills, creativity and persistence, as
well as few managerial qualities such as creativity and credibility.

In modern conditions, small and medium enterprises present combination
between innovative, proactive and risky behavior which exceeds national boundaries
and tends to create the certain value in the organizations, since they work more and
more as the suppliers to big systems’. It is obvious that internationalization and creating
global networks of small and medium enterprises is the focus of the future research
of entrepreneurship development in the EU. Innovative concept of small and medium
enterprises is modest and usually represents only local values. By creating international
networks we can seen the obvious asymmetry between potential partners disappears and
therefore create bigger accomplishments and successful international partnership® which
gives small and medium enterprises greater chances in the sector of public acquisition
of EU.

In the table below (table 1. Serbia is ranked according to World Bank criteria) we
can see the negative tendencies of the economic indicators in Serbia, which we have to
take into account for creating future commerce-economy development politics for this
country.

Business Venturing, (Article in press- doi: 10.1016/j.busvent.2008.10.005).

* McMillan,J., Woodruff, C., (2002) The central role of entrepreneurs of transition economics,
Journal of Economic Perspectives, 16(3): 153-170.

> Jones and Nummela, 2008; European Commission, 2005.

¢ Jones, V.M., Nummela, N., (2008) International Entrepreneurship: Expanding the domain and
extending our research questions, European Management Journal, 26: 349 — 353.

7 McDougall and Oviatt, 2000.
8 Coveillo, 2006; Chetty and Andal, 2007.

104 EKOHOMHKA



Table 1: Serbia is ranked according to World Bank criteria

Description Rank 2006. Rank 2007, | Change Rank
Total 84 86 -2
Establishment of companies 84 90 -6
Operations that require a permit 148 149 -1
Employing workers 109 110 -1
Registering property 110 115 -5
Getting Credit 21 13 +8
Investor Protection 62 64 -2
Paying Taxes 117 121 -4
Cross-border trade 54 58 -4
Enforcing contracts 99 101 -2
Closing a Business 106 103 +3

Source:The World Bank, Doing Business 2008, Washington, 2007.

In the table no.2 (Number of the enterprises in Serbia, classified by size - without
Kosovo and Metohija) we can see the number of companies in Serbia, classified by
size (without Kosovo and Metohija) where we can see the development of private
entrepreneurship in Serbia as one of the ex Yugoslav countries, that in transitional
economy it does not differ that much from other region South East European countries.
Since the commerce reform began in the year 2001 until today number of 400.000 small
and medium enterprises in Serbia have over 1.200.000 employees. Every third privately
owned company is located in Belgrade, with more than other half located in four regions:
Belgrade, Novi Sad, Nis and south Banat. More than 40% privately owned enterprises
consist of wholesale and retail, which with dowrstream industry, transportation makes
more than 2/3 enterprises. There is a very small number of export oriented enterprises.
In East Serbia — region of Timok (region of Bor and Zajecar) at the border triangle with
Bulgaria and Romania, there are 7500 small and medium enterprises registered which
have around 65.000 employees. This region is pretty devastated and only participates
with 2,5% GDP of Serbia. Structure of the listed enterprises is the following: 44%
services, 31% trade, production 18% and agriculture 7%.

Table 2: Number of the enterprises in Serbia, classified by size - without Kosovo and Metohija ®

Year Small Medium High Total
Number % Number % Number % Number %
1999 58.662 94.8 2.359 3.8 879 1.4 61.871 100
2000 59.106 94.3 2.616 4.2 973 1.5 62.695 100
2002 63.995 95.6 2.223 33 742 1.1 66.961 100
2003 65.547 95.8 2.181 32 663 1 68.391 100
2004 66.989 96.9 1.515 2.2 605 0.9 69.109 100
2005 68.309 95.8 2.292 3.2 702 1 71.303 100
2006 73.382 96 2.347 3.1 665 0.9 75.394 100
2007 80.939 96.23 2.572 3 598 0.7 84.109 100
2008 83.939 96.36 2.572 2.95 598 0.68 87.109 100

Source: Serbian Chamber of Commerce

9 Statistical Yearbook of RS
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Table no.3 (Structure changes in commerce of Serbia 2005-2012.) shows the
structure of our commerce and changes things to be expected, which can help us in
making a concept for creating future economic politics.

Table 3: Structure changes in commerce of Serbia 2005-2012.

Food products, beverages and tobacco 20@3,7 230123; 23011,5
Textiles and textile products 9,5 4,1 3,7
Leather and leather products 1,6 1,1 1,1
Wood processing 1,1 1,0 0,5
Paper and publishing 4,9 5,7 4,9
Coke and refined petroleum 1,5 12,3 12,7
Chemistry 12,6 12,3 12,7
Rubber & Plastics 4,8 4,4 5,0
Non-metallic minerals 7,3 5,2 4,8
Metals 11,9 12,7 12,0
Machinery and equipment 4,1 6,7 8,0
Electrical and optical equipment 3,9 4,3 5,0
Vehicles 5,1 3,6 5,0
Other industry 2,8 2,3 2,0

Source: “National Strategy for Economic Development of Serbia 2006-2012.”,
Belgrade, 2006., pp. 15.

By carefully analyzing the table above (table no.3) we can see dominant influence
of food industry in the structure of Serbia economics that is understandable considering
possibilities and growth chances for industrial-food sector as the underdeveloped sector.
Entrepreneurs in all sectors indicate that time is needed for starting privately owned
business in Serbia, in average 105 days, costing around 620 Euro.

Entrepreneurs indicate the problems as follows: lack of affordable credits,
complicated start up procedures, administrative problems, exchange rate, etc. For more
than ten years transition in ex Soviet republics clearly shows that the market is more
efficient coordinator of economical activities than having administrative mediation in
sector. Efficient market needs competition, i.e. competitive commerce structure, so the
main point of the socialistic reconstruction was increasing outer and inner competition,
i.e. opening towards outer markets and also creating mass of new competitors. SME
mostly at the local level significantly contributes to its market growth and generating
new jobs. So from the aspect of local community development SME plays an important
role and justifies efforts to stimulate its growth and development. Efforts that are put in
these activities relate to creating institutions and funds, specialized for working with
SME, such as: regional/local agencies/development centers for SME.

Direct role and importance of SME sector in social life of every country can be
seen through:

1. Fulfilling market needs through different commerce segments:

e In normal circumstances SME fills the void on the market, which is not
interesting for big companies, but at the same time opens new market
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segments with their innovations.

*  When big enterprises meet on the verge of their growth in fulfilling social
needs, SME takes over the part of their business (for example: creating
cluster of big companies, etc)

*  During the recession big enterprises almost cease to exist and then SME plays the
leading role of how to survive in society (for example: in transitional period, etc)

2. Innovative P/U with entrepreneurs oriented towards SME,! shows that they
often change daily work routines of the people and their lives. These new and innovative
SME provides to the world commerce the vitality which is much needed.

3. Entrepreneurs are the people who provide through their SME process of
creating new jobs, in the only possible way: recognizing society needs and upgrading
their resources from the lower productivities to upper productivity.

4. SME, together with tax and other mechanisms (sponsors, donors), becomes
financing source and in that way spreads among social communities.

5. SME represents the most desirable form of disengaging planned commerce
system. It is characteristic for the commerce transition period that the most of the subjects
in state owned ownership are being shut down, cut down into few smaller enterprises or
being sold, with clear ownership status. But also, through creating larger number of SME
it is possible to reconstruct national economy.

6. With SME it is possible to provide faster regional interaction, within the state
as well as between other countries. This especially gets recognized by pushing SME to
better global market appearance.

Character and essence of the necessary changes in Serbia can be defined as — new
entrepreneurship society or:

* Society whose values (enterprises and entrepreneurship) and their combination
are in the constant process in creating wealth and jobs,

* Society which entirely supports and encourages taking risks,

* Society which creates new entrepreneurship vacancies in all areas, without
discriminating ‘ new ° and ‘ old ¢ economy,

* Society which identifies new talents in the enterprises to get into the adventure
of entrepreneurship creation

Swift changes happening in the world with fast reaction to changes is the key of
success and economy politics as:

* Support to entrepreneurship activities;

 Creating environment which is positive to innovation and changes;

* Ensuring the market for successful products and services.

Problems with developing every social community by its complexion and volume
vastly exceed government capacity and their institutions. Modern concept of sustainable
growth requires much bigger participation of other risk factors like business community,
citizens and their organization.

'® Remark: Not every SME is oriented towards entrepreneurship. Numerous statistics show that the
world average of entrepreneurship oriented people in each population is 3- 5 %.

! Group of authors (2002) Analyzing and developing small and medium enterpises in Serbia, Op.
quo., pg. 2.
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Experience in promoting sme and enterpreneurship in region and
transition countries

Small and medium enterprises (SME) are considered as one of the leading powers
to economical growth. They stimulate private property and entrepreneurship skills; they
are flexible and can adjust swiftly to market changes. They generate employment, create
diversify economical activity and contribute to export and trade and are the basic factors
to developing competitive economy.

USA

USA, country which upgraded the support to SME on the highest level, creating
cooperation of all three state sectors, but at the same time providing space for functioning
of social entrepreneurship and creating USA as the picture perfect example for Serbia.
However, as with other analyzed countries we have to take into consideration specific
characteristics of the non-financial help to SME sector and its growth. So in the USA,
besides big support of the Government and local institutions, in the law and finances area,
great support is also provided by big companies regarding space, clustering, market and
finance. Besides that Serbia like the USA could give universities a more active role in the
growth of this sector with space, knowledge, transfer of technology and other education
means. Similar as the universities, non-financial support in Serbia, as per USA sample
we could involve /&R institutions, whose basic activity is producing new knowledge’s,
so necessary for the commerce. Finally, tehnopolises all around USA contribute to this
fact and show that this is a significant part of non-financial support to SME sector.

Japan

Similar to USA, Japan has seriously developed system of non financial support
to SME sector and managed to sustain entrepreneurship economy. State has in its legal
frames, created and developed a non stop and key support. Japan‘s role in the national
SME strategy called JASMEC is very beneficial for Serbia, since their approach can be
implemented in Serbia system. During daily trainings, SME people were present and
besides them few state officials, i.e. people outside the business, which have their role
in this and assist the whole process. In this way, they start to get to know each other
and understand each others problems. Japan has also created numerous smaller /&R
institutions, which provide support for SME in finding innovations as the key factor
of competitiveness. Besides that, famous all over the world are clusters in car industry
as the clear example of small and medium enterprises. Based on positive experiences
of such unions, there have been formed smaller SME industrial groups which between
themselves work together and operate with certain individual ideas of group members, as
well as they are open to outside suggestions. Regional advices for investments promotion,
business incubators with secured sales places, as well as the network of on-line available
business consultants which complete the picture of institution development for non
financial support for SME sector in Japan, i.e. with the possibility of their implementation
in Serbia.

EU

Importance of the experience of EU countries and at the most with EU15, the
significance of developed united Europe, which Serbia took as its goal destination.
Besides the fact that EU has been for a long time on purpose limiting private initiative
and adjusting it to their legal frames. In the past few years there have been serious efforts
to achieve the goals of creating entreprencurship society and culture, as the basics for
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society welfare. According to this, developed non financial SME institution gets the true
meaning of its existence and gets the first results. Annual programs for SME development
are resulting with progress all over the countries EU15 and now even bigger with EU27.
Their experiences with developing network RAMSPP, would also give positive results,
since SME receives support at the right moment and the right place and not in centralized
and bureaucracy institutions. Development of Information service for I&R community,
has advanced the work of I&R institution all over EU15, since there has been wide
spread offer and demand for services. Learning entrepreneurship has been set as the task
for EU members to achieve, implementing it in their education systems so that young
generations can be raised in the spirit of creativity, competition and entrepreneurship.
Network of European enterprises is a higher level of institution which connects SME
with EU institutions and improves cooperation with foreign countries and innovations.
Science-technology parks are the main holders of region development all over EU, so
therefore we can conclude to be quite necessary for Serbia too.

Hungary

Hungary, neighboring country that has passed the entire process of entering EU,
can surely contribute with its experience to development of non financial institutional
support of SME sector in Serbia. It is a typical example of country from former “east”
block which has relatively successfully passed transitional period by harmonizing
legislation, creating institutions and reconstructing commerce. At the beginning of
transition Hungary has passed first and later second SME Law in which it is regulated
position and support to the sector. Parallel with these development programs, a national
development program has also been created that directly addresses this sector. Afterwards,
Hungary has formed Regional development holding as an institution, with its network
spreading all over Hungary, specialized in supporting innovative SME. One of the
priority tasks of the Holding is to professionally, precisely and accurately secure flow of
information relating to regional and entrepreneurship development through National and
EU contests. Network HDNG is actually Hungarian development network group that
participates in all developing programs for entrepreneurship all over Hungary and the
fact that entrepreneurship centers and their owners are the heart of this project, promises
long-lasting future to these institutions and positive example to similar institutions in
Serbia.

Slovenia

Slovenian experience is very special for Serbia, since its history before
becoming a country and its transition experience is of vital importance for EU and all
ex Yugoslav republics. Many of them can be seen through recent activities such as:
founding and existing of Regional agencies for SME development and entrepreneurship,
consulting, etc. Raising SME capacity can be seen in Slovenian experience through
voucher consultation, though we can see the usage of free expertise support from the
consultants. Slovenian experiences in reconstruction of commerce sector can be of great
significance in order to form Professional-entrepreneurship chamber that would have
a role in informing, educating, issuing “craftsmen letter”, etc. We can also learn from
few interesting experiences of individual business incubators that have a tendency in
growing into technological parks.

Croatia

In regards to Slovenia, like other ex Yugoslav republics, Croatia had a few years of war
that additionally weakened and prolonged transitional period. However, besides that Croatia
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has managed to receive a status of the country candidate in order to join EU, but only if
they pass stabilization process. For our research it is very important to learn from their SME
experiences, i.e. system of creating relevant institutional environment. Croatia has done a lot
regarding legislation issues, so the relevant Law on trade communities — harmonized with
EU legislation, as well as Law on turnover, where all craftsmanship chambers are defined.
Besides that, basic law for regulating this sector is considered to be Law on developing small
commerce sector, based on which they create programs for other operational plans and sector
growth. Characteristics of the plans are that they operate on annual level and besides the
projects they also contain list of executors and full budgets. On short term level, it would
be interesting for Serbia to also implement experience of HAMAG, relating to consulting
network on national level, in order to support development of the sector. On the long term
level it is for sure that the experience of Croatian free zones is very interesting for Serbia,
which has few difficulties in operating and functioning, while Croatia has already developed
functional webs of these institutions.

Countries in transition (constitutional legal act)

In comparison to other countries in transition, Republic of Serbia has started its
reforms later than others, baring in mind all troubles it had during the Nineties. Period
from 2001. to 2006. reflects the implementation of numerous reforms, introduction of
macro economical stability and sustainable and stabile commerce growth, restriction
of big systems, privatization of the companies and beginning of EU union that includes
numerous legal adjustments in the sectors of commerce and society. Basic goals of the
economy politics were sustaining macroeconomic stability, with performing high rate
commerce growth (average rate of GDP for the period of 2001. to 2005. year were 5,2
%). Production activity for the period after the year 2000. was performed with positive
attitude of economic transition and reforms of tax system, employment market and social
sector. Exchange rate of national currency Dinar is stabile with constant growth of foreign
currency reserves, a significant deregulation and prices and foreign trade linearization
was made, together with international financial institutions. A significant progress was
made in structural reforms, especially in companies’ privatization and consolidation of
banking system. There were 350 system laws passed which support structural reforms.

Forming the Agency for development of small and medium enterprises at the level of
Republic Serbia in June 2001. and spreading agency network all around the country, adopting
The Strategy of developing small and medium enterprises and entrepreneurship as well as the
Law on guarantee funding has formed institutional foundation for the faster growth of SME.

Most of the countries in transition have accepted SME as the essential part of
economical reforms (Check Republic, Hungary, Poland, Slovakia and Slovenia).
Transition towards market economy has the strong correlation towards developed
private sector especially with SME that plays the main part in the reform process. Recent
activities of these countries show that:

*  SME is the generator of economical growth

* SME was the crucial element of industrial reconstructing, which can be

confirmed in the early stage of economical transformation

*  Even tough many countries in transition consider development of SME as

and important element in the reform process, governments would rather deal
with privatization issues than with SME and entreprencurship.

*  Countriesintransition don’thave solved legal issues, have limited understanding

of entrepreneurship, lack of infrastructure and financial possibilities which
represents big setback in formulating acceptable politics for SME
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*  Countries in transition in south east Europe have to figure out the cooperative
politics relating to SME development (Bosnia and Herzegovina, Bulgaria,
Croatia, Macedonia)

. Before political and economical changes, central and south east Europe
concept of SME did not almost exist. SME were regarded as cradle of
capitalism.

Macro economy and result analysis of commerce movements in Serbia show
negative fluctuation on the market:

* High level of company inefficiency in all commerce sectors,

¢ Three times higher import than export,

+  Fall of industrial production,

*  Higher number of unemployed,

*  High percentage of administration material expenses in the republic and

federal budget.

Key reason for this is:
*  Engaging state owned capital of high value and putting it to practical use.
*  More than 66% value of total commerce in Serbia in the last eight years
generates only loses and unemployment.
* Inefficient state companies in every business circle contaminate negatively
balance of subcontractors and their banks and therefore entire Serbian market
ends up being insolvent and inefficient.

Having a lot of assets, state companies can secure credits with banks, but are
not solvent to pay out the credit, so based on collateral they end up spending their own
substance. The consequence of this is a decrease in capacity usage, lowering the level of
employees productivity and at the end them - being fired.

On the other hand, privately owned companies show the following:

*  They are the only ones which in the continuity for the last eight years show
some positive progress,

*  With small number of employees and modest capital they still can’t erase
negative affect that state owned companies have on the market.

Highly capitalized privately owned companies don’t have the opportunity to
guarantee credits (with present conditions) in the banks with their own capital, so that
this sector could enter investment development and therefore generate higher profits and
more jobs. Possible efficient solution needs an urgent relocation input to the higher level
of efficient usage which can only be done with entrepreneurship reconstruction.

Entrepreneurship reconstruction is possible to perform at the least two ways:

1. selling companies to foreign strategic partners (by importing entrepreneurship
skills and capital) and/or

2. By selling state capital under good conditions to domestic entrepreneurship
and managerial teams originating from existing private (and/or to internal
entrepreneurship and managerial teams from own companies.

Referring to this, Serbian Government has opened tender and auction privatizations
and it has been marked as good concept. Weakness of the non existing laws as well
as of follow up instruments and institutions in performing privatization shows as
low accumulative and capitalized private enterprises and their owners — so that they
can appear as buyers of partly or whole part of the state owned company. Victory of
opposition at the 2000 elections has created political and social assumptions towards
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creating market economy and civil democratic society in Serbia. It has been made
possible to bring political legal framework for processing necessary reforms, without key
institutional changes that have been announced by creating new Constitution. Regarding
this it is impossible to precisely determine necessary social context for developing
entrepreneurship and SME since the following hasn’t been defined:
*  Regional and unitary concept of the future Serbia
* Owners decentralization and giving bigger rights to municipalities in
handling their property
e Tax decentralization and tax competitivness
*  Administrative decentralization and providing bigger rights (and
responsibilities) to local authorities
*  Centralized or decentralized education system
*  Centralized or decentralized inspection surveillance

Conclusion

Entrepreneurship in Serbia is yet not recognized as good choice of career.
However, evaluation of potential in Serbia shows the few possibilities in developing
entrepreneurship as well neighboring countries. In the last few years, there have been
operating actions taken by various domestic ministries, government agencies and non
governmental organizations and international donors towards developing creative,
competitive business environment showing in numbers and vitality of SME.

Existing institutions such as Agency for small and medium enterprises, National
employment office, regional and local agencies for developing small and medium
enterprises, chambers of commerce on various levels, increasing number of domestic
and foreign non governmental organizations and local self-government and recognize
entrepreneurship of young people as the sector to be invested in. Through support of
mentioned institutions and organizing, youth entrepreneurship gets additional support
for development, but due to increase in efficiency it is necessary to improve work of all
institutions and their mutual cooperation.

Success depends on many factors, but we can influence on some of them and on
some not, lucky is also to be reckoned with. However, one of the big, as not the biggest,
advantage is getting to know it possibilities. If we know our limits and abilities and
how far we are ready to go, we have the advantage not only on personal but also on
business level as well. Getting to know yourself and your personality is not an easy job
but with a lot of psychoanalysis; thinking and experience we can get to know ourselves
and react accordingly. However, work and/or company we don’t know that good, nor we
have spent much time getting to know it and also there are a lot of extern factors which
influence its potential. Still, to know advantages and defects of your company, your work
environment, work sector and project can be essential for success. Furthermore, even if
you know well your business, you should always take periodical checks and put remarks
on the piece of paper, since its better to understand them like that and remember them
and written form are available to your other associates.

Main goals of developing small and medium entrepreneurship in Serbia should be:

1. Increasing number of small and medium enterprises for 20% in the next five years

2. Encouraging growth of profit and additional value of small and medium enterprises

3. Encouraging growth of fast track, innovative and export of small and

medium enterprises
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N —

10.

11.

12.
13.

14.

15.

16.

Encouraging development of small and medium enterprises by developing
franchises, connecting domestic and foreign franchise systems

Encouraging entrepreneurship environment to create and increase investment
of small and medium enterprises

Standardization of business of small and medium enterprises, as important
pre condition for developing SME in global world tendencies
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Abstract

The aim of this study is to indicate the growing importance of the active innovation
policy in the contemporary economic conditions. A dominant attitude in the studies
dedicated to the analysis of national innovation policies is that the national
innovative capacity denotes a key determinant of the international competitiveness
of the countries. The improvement of the national innovative capacity and building
an adequate national innovation system are in the very epicenter of the activities of
the country, and that is known as the innovation policy.

In the 1960s and 1970s, the conduct of the national innovation policy was
present only in the most economically developed countries, whereas during the
1980s and 1990s, it was also established in many developing countries along with
the process of economic globalization.

In its initial phase, the innovation policy dominantly had the elements of protection
policy (primarily, patent policy). In the latter phases, its basic characteristic is
merging of the science, technology, and industrial policies. Within that period,
the innovation policy has acquired various expressive forms, from research and
development organizing in the national laboratories and other research institutions,
to the selection, winning, and applying new technologies in industry.

Contemporary trends in the conduct of innovation policy refer to abandoning the
top-down approach to its implementation. They underline the importance of inclusion
of all interested parties in creating and implementing processes of the innovation policy.
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PACTYhU 3HAYAJ HIOJIMTUKE HHOBALINJA Y YIIPABJbAIBY
CABPEMEHMUM PA3ZBOJEM

Ancrpakr

Lun paoa je yxasusare na pacmyhu 3uauaj akmueHe nonumuxe uHOBAyUja y
caspemeHum ycioguma npuspehusarba. Y numepamypu noceehenoj anaiusu Ha-
YUOHATHUX NOMUMUKA UHOBAYU]A, OOMUHUPA CMA8 04 UHOBAYUOHU Kanayumem
npuspede 03Haua8a KwyuHy OemepMuHanmy mehynapoone KOHKYPeHmHOCmU 3e-
mana. Yuapehere unosayuonoz kanayumema npugpeoe u uzepaorbd a0ek8amHtoz
HAYUOHANHOZ CUCMeMA UHOB8AYUja Hala3ze ce y enuyeHmpy akmueHoCmu opoicase
NO3HAMUX KAO NOAUMUKE UHOBAYUJA.

YV epemeny weszdecemux u cedamoecemum co0uHama npemxooHoz exka 8oherve
HAYUOHAIHe NOAUMuUKe UHO8ayuja Oulo je nPUCymHo camo y eKOHOMCKU HajHan-
PeOHUjuUM 3eMbama, 00K je MOKoM ocamoecemux u Oegedecemux 200UHd napa-
JIEIHO €a npoyecom eKoHoMcKe 210banusayuje 0oulio 00 rene agupmayuje u y
MHO2UM 3eMBAMA Y PA3BO]).

Y nouemmnoj ¢pasu pazeoja nonumuxa unosayuja je OOMUHAHMHO UMANLA eleMeH-
me noAUMuKe 3auimume (namewmua ROIUMUKA, npe ceéeza). Y kacnujum gazama
FeHA OCHOBHA KApamepucmura ce 021eod y 00jedurbasarby HayuHe, mexHoiouKe
u uHOycmpujcke noaumuxe. Y mom nepuooy nOAUMUKA UHOBAYUjA je NONPUMUTLA
Hajpaznudumuje uzpasicajie 00uKe noues 00 oOp2anu3ayuje UCMpadicudarba U pas-
80ja y OpatcasHuM 1a60pamopujama u OCMaium UCHpalNCu8aukum UHCMumyyuja-
Ma na cee 00 cerexyuje oceajara U NpUMeHe Ho8UX MexHON02Uja y UHOYCMpUju.

Caspemenu mpenoosu y eofervy nonumuke uUHOBAyUja 2080pe O HANYWMajy
mon OOWH NpUCMYNna y eHoj KOHKpemHoj peanusayuju. Yxazyjy na eadcrHocm
VKBYUUBARA CEUX 3AUHMEPECOBAHUX CMPAHA Y KPeupary U KOHKPEMmHOj peanusa-
Yyuju noaumuxe uHosayuja.

Kawyune peuu: nonumuxa unosayuja, UHOBAYUOHU Kanayumem npugpeoe,
HAYUOHATHU CUCMEM UHO8AYUjA, UHOBAYUOHU KIACMEPU, HO8e MeXHONo2uje,
MelyHapOoOHa KOHKYPEHMHOCHI.

The Concept of National Innovative Capacity

Michael Porter and Scott Stern hold the opinion that the following determinants
define the structure of the national innovative capacity (Porter & Stern 2003, p.4):

* national innovation infrastructure,

e innovation environment in the national industrial clusters, and

* linkages between common innovation infrastructure and specific clusters.

Each of the aforementioned determinants may be described, but also measured to
some extent, by a group of indicators, which enables modeling of the national innovative
capacity. ”The efficiency of the development policy, from the micro level of a company,
over sectors, to the level of national economy, may be evaluated by observing how the
value of the three mentioned components of the national innovative capacity changes
within a certain period of time.” (Semencenko 2009, p.18) Macroeconomic development

EKOHOMUKA 115



policy here denotes “a group of activities of a modern country, which are focused in
the direction of creating economic conditions convenient for the maximum acceleration
of the development dynamics, that is, maximum possible efficiency of the resource
allocation. Bearing in mind that spontaneous, i.e. market outcomes, even beside all
advantages in the resource allocation, also show certain deficiencies, it is logical that
external macroeconomic regulation plays very important, and in certain situations, even
irreplaceable role in modeling real macroeconomic flows.” (Cvetanovi¢ 2002, p.17)

The national innovation infrastructure consists of a series of the interconnected
factors which stimulate innovations in different economic fields, including a group of human
and financial resources dedicated to scientific and technological progress, development
of the wider public economic policy regarding innovation activities, and to the inherited
level of technological development. The basis for the common innovation infrastructure
of one nation lies in its engineering and scientific cadre engaged in the innovation issues.
This basis also includes investments intended for the institutions dealing with the basic
researches, which improve fundamental understanding and emphasize the importance of
the commercial valorization of technology. Government financing remains the essential
source of investments for every research whose objective is to break the limits and to
set the new ones. The spheres whose policy overlaps with the innovation development
policy refer to the protection of intellectual property, the level of utilization of the funds
acquired through the taxes for the innovation stimulation, the level of conducting the anti-
monopolistic policy so as to motivate and stimulate the innovation activities, the level of
innovation stimulation as opposed to their thwarting by the security and quality structures,
and regulations for the protection of the living environment. Taking all the facts into
consideration, strong national infrastructure for innovation denotes national investments
and decisions which have been brought over the decades.

Innovation environment in the national industrial clusters (Figure 1) consists of
four wider elements which define the way the location influences the possibilities of a
company to implement innovations in the wider area. Although this frame has been made
so as to be applied at the national level, it can also be used for evaluating the innovative
capacities at the regional or local level.

Figure 1. Elements of Innovation Environment

Cluster - Specific
Environment
for Innovation

W N

N T Ane

Company
orientation
for innovation

Source: Modified according to Porter & Stern 2003, p.4.

116 EKOHOMUKA



Although the common framework sets the basic conditions for innovations,
development and commercialization of new technologies occur within clusters — groups
of companies, and especially institutions which are interconnected in certain geographic
area. Four attributes of the macroeconomic environment which contribute to the vitality
of a cluster regarding to competitiveness and innovation are: the presence of specialized
and high quality products, the local context which stimulates investments and follows the
way of expressive rivalry, the insight into needs and demands for products and services
of the given cluster, and the local presence of related industries.

The importance of clusters can be noticed in the external capacities for innovations
which are offered by certain geographic area. Presence in clusters enables companies to
see the needs as well as the possibilities for innovations. Flexibility is of equal importance
as well as the capacities of the clusters to convert new ideas into reality. Within the
cluster, a company organizes staff, components, machines, but also the services which
are necessary for the commercialization. Providers of the basic products and ’main’
buyers become key partners in the innovation process, and the relations necessary for the
efficient innovation are established more easily with the participants who are near. The
increasing number of possibilities for innovation represents a certain kind of pressure, the
pressure to be competitive, the pressure among related companies, the pressure imposed
by the clients, and constant comparing. We deal with clusters rather than with individual
industries due to wasting of energy and to external pressures which individual industries
face with, and which has vital influence on the success in introducing the innovations.

Innovation environment, characteristic for the cluster, is of outmost importance for
the competitiveness of the cluster. The recent growth of Australian wine industry is a good
example. Although the climatic conditions in Australia have always provided the possibility
for wine industry development, Australian companies have not appeared at the global
scene of wine industry until Australian wine clusters have realized their strength within
each element of the *diamond’. This industry has made progress owing to the combination
of a moderate pressure exerted by sophisticated consumers in Australia, emphasized rivalry
among domestic competitors, and local environment which stimulates the development
of advanced agricultural technologies and methods. Establishing of the Australian Wine
Research Institute and the domestic wine school in the 1950s was of key importance for
the rise of this industry, which took place several decades afterwards. Similar examples
of cluster vitality and tendency toward innovation exist in many spheres, such is the case
with the longtime domination of the pharmaceutical companies which have based their
researches in the USA, and the global leadership of the Scandinavian companies in the field
of technology for the protection of living environment.

The quality of linkages which exist between the common innovation structure at
the national level and the individual industrial clusters is crucial for the innovation. This
relation is reciprocal: strong clusters invest into the common infrastructure, and at the
same time they benefit from it. If there are no strong linkages, scientific and technological
achievements may disperse and cross over to other countries instead of being used at
home. For example, although fax machine was invented in Great Britain and the USA,
Japanese companies which manufacture electronic and telecommunication equipment
made it commercial as an innovation during the 1970s.

Universities play an extremely important role in linking and bridging the gap
between researchers and companies. A great number of diverse formal and informal
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organizations, including trade organizations, agencies for standardization and technology
networks — which are defined as ’institutions for cooperation’ — is present in many
countries, and they also establish connections between research centers and companies.

National Innovative Capacity and Globalization

The globalization process makes the research of national innovative capacity, as
a determinant of the efficiency of macroeconomic development policy, complicated,
primarily because the attempts to specify the concept of the national innovative capacity
give the impression that the activities and the processes related to the innovations of a
country are limited to the national territory, which is far away from the truth. One of the
less debatable globalization trends is an increasing number of technology alliances and
international joint ventures of the companies, most often organized by the transnational
corporations. The main influence of the globalization on the innovative capacity of
some countries lies in the fact that it made them open systems. The cardinal question
still remains: How has the globalization influenced the innovative capacity of certain
countries in terms of development of particular technologies? The answer to this question
connotes previous short retrospection of the nature of the strategic alliances in the sphere
of technological development.

A company reduces the business risk by entering into an alliance with other partners
or competitors because, due to the scarce financial resources and qualified personnel, it
shares performing of the research, promotional, and distributional activities, financing
of more complex projects, as well as undertaking of more extensive and more riskier
forms of international engagement (joint venture companies, direct investments, and
similar arrangements), with other companies. However, more powerful globally oriented
companies often use alliances to have dominant influence on the nature and the flow of
competition within the given branch. Frequent manifestation of power of such alliances
represents imposing of their productivity and marketing standards to their competitors.
On the other hand, it may cause a significant increase in production costs, distribution,
logistics, and management, as well as additionally complicated goal coordination among
the alliance partners.

Of all the aspects of globalization, the least disputable dimension of this
phenomenon is the technological one. ”Technology is one of the main incentives of
globalization. It is not difficult to perceive that the world is heading towards competition
in the global technologies. Technology is ’a product’ which, once created, becomes
available everywhere. There are no serious barriers to using new technologies in large
number of countries.” (Milisavljevi¢ 2000, p.467)

Technological development is a result of the activities at several levels:

* The first level — individual ideas for development, theories known to
individuals or to a smaller group. They may originate from experience,
experiments, or personal imagination.

*  The second level — it consists of knowledge which is verified and codified
through scientific experimental processes. During the process of verification,
some ideas will be confirmed, some will be discarded, and some will wait
for the verification. In the process of codification, ideas are formalized and
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translated into a language which is understandable to the users. It becomes
available to a wider population.

»  The third level — knowledge is put into use, that is, it acquires its physical
dimension through products, services, and processes.

In order to fulfill social requirements, new technology must possess four

characteristics:

» A possibility for further improvement — technological progress starts when
a possibility for improvement of a technology is observed, for substantial
or economic reasons. Therefore, there should exist a possibility of further
improvement of the new technology.

» The appropriateness of the technology — in many cases, when the
technological improvement is driven by economic motives, individuals will
make the improvements only in the case when the results of that development
are returned to the researcher.

*  The possibility to transfer the technology — the transfer of technology or
knowledge is not an easy process. While people communicate, there is no
perfect correspondence between a sender of the message and the recipient.

*  Available resources — technological development spends certain resources.

Major trends in the modern technology development are:
1. Time compression, and
2. Technology integration. (Narayanan 2001, p.175)

Time compression implies that the time interval between the creation of new ideas
and their successful application is significantly reduced, as well as the period between
product introduction and peak production. It also brings another important source of
competitive advantage — speed. This speed refers to the ability of a company to learn,
to adapt to the continual changes, as well as to be innovated in shorter and shorter time
intervals.

Time compression includes the following processes:

»  Shortening the product life cycle,

»  Shortening the development period, and

»  Shortening the invested resources restitution period.

In the process of the globalization of world economy, information technologies
play the essential role, such role that there appears a tendency to label the information
as the fifth factor of production, along with the labor, capital, natural resources, and
entrepreneurship. Among the main novelties in the development of ’the new economy’
are fundamental changes in the production structure which reflect in the increasing
dematerialization. Nowadays, it has been estimated that around 80% of the input value
are of non-material origin, whereas only 20% have the form of material investments.
New forms and contents of the production factors in newly created values may also lead
to the change in the ownership over the factors of production.

The data show that over 95% out of total number of strategic technology
alliances in the world represent different forms of technological collaboration among
the companies in the most developed countries of the world (USA, EU, Japan). What
is more, in certain fields, distribution of strategic business cooperation in the sphere of
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technological development to a great extent resembles a closed shop to a cooperation
which almost entirely occurs among the companies of the developed countries. For
instance, this particular indicator of concentration in the field of development in medical
technology and medical instruments amounts to 100%, in biotechnology 99.5%, and
in software 99.1%. (Hagedoorn 1995, p.39) Therefore, “’the crucial internationalization
of research and development is to a large extent limited to developed economies.
Starting with the given, but not necessarily potential, technological abilities, world’s
leading corporations limit their research and development internationalization to the
regions where they are situated and where they discovered technological advantages.
The companies internationalize only one part of the research-and-development activities,
leaving the greatest segment of research and development near the domestic base or with
the partners from the regions with the favorable factor yield.” (Levi-Jaksi¢ 2006, p.414)

In the globalization era, there is a constant conflict of the attitudes advocated by
Porter, who emphasizes the significance of the national basis of a company, and Ohmae,
who holds the opinion that the national borders will soon become obsolete and that the
countries will become a part of interconnected economies of the USA, Japan, Western
Europe, and rapidly developing countries. He even states that this group is so powerful
that it has already devoured the majority of consumers and corporations, almost caused
national borders to disappear, and directed the bureaucracy, politicians and the army
toward the status of the industries in decline. (Ohmae 1990, p.XL) He adds: ”When money,
goods, people, information, and even companies so freely cross the national borders, it is
not logical to talk about *U.S. industrial competitiveness’.” (Ohmae 1990, p.99) Ohmae
accepts the fact that before the 1980s national policies and national differences were
important. Let us compare this with Porter’s statement that competitive advantage is
created and maintained through an utterly localized process. The differences between
national economic structures, values, cultures and histories significantly contribute to
the competitive success. The role of the country of one nation seems to be stronger than
ever. While it might seem that the globalization of competitiveness makes the national
less important, actually, it is quite the opposite. The significance of the nation rises with
less obstacles in commerce which would protect uncompetitive domestic companies
and industries because it represents a source of skills and technologies which upholds
competitive advantage. (Porter 1990, p.19)

The question is which approach is more acceptable. Some authors think that
both approaches are correct in different ways. However, they require very careful
quantification. Main argument of Ohmae’s analysis is that transnational corporations
have become oriented toward the consumer, with the rise in the consuming ’power’ and
the need to serve to the global market. He also recognizes the importance of the increasing
number of strategic alliances of the companies from different continents. However, it
seems that Ohmae treats the complex of technological innovations in an unacceptable
way. He ignores the way new technologies may appear, as well as a strategic form of the
companies to develop them. In any case, technological innovations are not per se at the
disposal of the companies. He claims that technological innovations are widely available
for the simple reason that it is difficult to control them, and that individual companies
can afford to develop every critical technology. The lack of any serious discussion on this
issue prompts Ohmae to completely marginalize the significance of new technologies.
Considering the fact that globalization does not abate, the debate between Ohmae and
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Porter inevitably brings into question the entire concept of the national innovative
capacity and makes it almost insignificant. (Saviotti 1997, p.196) Porter’s analysis and
the empirical evidence suggest that, although globalization has changed the nature of the
national innovation system, it will continue to change it, and that there are only slight
hints that the essential importance of the concept will be diminished.

Innovation Policy in the Function of National Innovative Capacity
Growth and the Improvement of Macroeconomic Efficiency

Over the last thirty years, the innovation policy has held one of the central roles
in the improvement of macroeconomic efficiency in the economically leading countries
of the world. It is logical if we are aware of the fact that innovations, understood in
its broadest sense, represent the most important factor of the structural economic
transformations and economic growth.

Figure 2. Innovation Policy

Economic and industry
policy: maintaining a robust
economy in which innovative activity
thrives and supporting industry

development

Regional policy: ~ Education policy:
building competitive regions S identifying skill shortages and
by developing skills and iniiatives | | needs for re-skilling or up-skilling

that boost local economic " and investing in skill
activity development programs
Science and technology

policy: supporing collaborative
research involving networks
with industry and stimulating
the commercialisation
of research

The role of science and technology in initiating the economic growth came to the
fore especially in the period after the end of the Second World War. Over the last fifty
years, numerous specific macroeconomic policies have been established with the intention
to optimize this role, among which the central place belongs to the innovation policy. At
the beginning, this phenomenon occurred only in the world’s most developed economies,
whereas the innovation policy was also established in the developing countries during the
1980s and 1990s, along with the process of economic globalization. (Sagasti, 1989)

In short, the innovation policy comprises permanent efforts of the country in the
direction of supporting the creation and application of innovations in the production of
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new products and services. In its initial phase, it had the elements of protection policy
(patent policy), whereas it has gradually come to the merging of the science, technology,
and industrial policies. Within that period, the innovation policy has acquired various
expressive forms, from research and development organizing in the national laboratories
and other research institutions, to the selection and application of new technologies for
the support of industrial branches whose development is primarily based on innovations.

The farthest ranges of more-less efficient innovation policy in certain environments
are reflected in their contribution to the improvement of national innovative capacity.
However, in the economic studies, the complex of national innovative capacity is often
wrongly identified as the concept of national innovation system. Without engaging into
more detailed explication of these categories, we want to point out that the complex of
national innovative capacity represents the ability of the national economy to use the
existing knowledge and to create new one in the goods and services production process,
while, on the other hand, national innovation system is a network of public and private
institutions which are included in the processes of creation, import, as well as the widest
application of innovations. (Freeman 1987, p.4)

The economists of the neo-Schumpeterian provenance ascribe more and more
visible differences in the quality of key macroeconomic performances of the countries to
the differences in the quality of some components of the national innovative capacity, and
especially to inadequate coordination of institutions which represent national innovation
system. The absence of an adequate coordination between the activities and the objectives
of public institutions, on one hand, which represent national innovation systems of
certain countries, and institutions responsible for the creation and practical achievement
of the objectives of the conventional macroeconomic policies, on the other, inevitably
leads to the poor economic results. The problems here refer to the poor coordination and
harmonization of the activities of the institutions within national innovation systems,
which are also responsible for the implementation of the conventional macroeconomic
policies and national institutions included into the realization of the concrete innovation
policy as a specific sublimate of the industrial, technology, and science and research
policies. (Nassif 2007, p.1)

Innovation policy, beside activities related to advancing of the technology research
and development, must count with numerous measures of other macroeconomic policies
which, at first sight, have no direct relations with the dynamics of economic innovations
(market regulation policy, tax policy, infrastructure development policy). With this,
innovation policy becomes more comprehensive, more coherent, and more significant
factor in promoting and supporting of innovation activities of certain economic subjects.

Nowadays, nobody denies that existence of active innovation policy is necessary.
The experts consider that the innovation policy is especially relevant to the small
developing countries, and that it represents a strong catalyst of their adapting to the
global economic and technological changes. This is the case because of the fact that
low private rate of return, due to the high risk and uncertainty in technology research
and development, as well as ever-present external effects in this sphere, may discourage
private investors to invest into the field of innovations which are of the key long-range
national interest. This problem is more serious in small developing countries, which
already have many investment barriers standing in the way of innovation activities of
the private sector (low absorption capacity of the national market, insufficient economic
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potential of the private sector, etc.). The deficiencies of the corresponding institutions
(e.g. the lack of research capacities, equipment, etc.) can be partially mitigated by the
activities of a modern country. The open questions of inadequate international national
competitiveness increase the pressure for the intervention of the country in the field
of innovation. (Hadjimanolis 2001, p.807) Therefore, the conduct of active innovation
policy is characteristic of the majority of countries, as the small ones so the big ones
whose economies are ascending. (Freeman & Lundvall 1988)

Modern trends in the conduct of innovation policy in certain countries abandon
the fop-down approach and underline the importance of inclusion of all interested sides
into its creation and practical realization. Bearing in mind the circumstance that private
companies are also the major users of innovation policy measures in small economies, it
is logical that it should be adjusted to their needs and expectations.

Conclusion

The innovation policy represents more and more significant component in the
management of economic development in most countries, and especially in economically
leading ones. A special place in the innovation policy of each country holds the concept
of national innovation system, whose building process, however, is directly related to the
increase of the innovative capacity at the national level.

National innovative capacity is in its own way represented by national innovation
infrastructure. National innovation infrastructure consists of a series of interconnected
factors which stimulate innovation in different economic spheres, also including the group
of human and financial resources dedicated to the scientific and technological progress,
development of wider public economic policy regarding the innovation activities, and to
the inherited level of technological development.

Over the last twenty years, the quality of innovation infrastructure of the
economically successful countries has been determined by the innovation clusters to a
large extent. The importance of clusters reflects in the external capacities for innovations
offered by certain geographic area. Companies get the opportunity to recognize the
needs and possibilities for innovations by being a part of a cluster. Flexibility is of equal
importance, as well as the capacities of the clusters to convert new ideas into reality.
Within the cluster, a company organizes staff, components, machines, as well as the
services necessary for commercialization.

The significance of innovation systems for the economic development of certain
countries is not decreased even in the globalization era. Porter’s analysis and the
empirical evidence suggest that, although globalization has changed the nature of the
national innovation system, it will continue to change it, but there are only slight hints
that the essential importance of the concept will be diminished.
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Abstract

Expected return and standard deviation are a good measure of future return
and risk estimation, not only for the investments in securities, but for the whole
company § portfolio as well. This paper contributes to the understanding of the risks
and returns of a company s portfolio, consisting of financial assets and projects.
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MNPOLEHA PU3UKA U ITOBPATAK HA IIOPT®OJINO ITPEAY3ERA
ArncTpakTt

Ouexueanu npunoc u cmanoapouna oesujayuja cy 0oopa mepa 6yoyhux npuroca
U npoyeHe pusuKa, He camo 3a Yiazarea Koja ce o0Hoce Ha Xapmuje 00 8peOHOCMU,
eeh u 3a nopmeonuo yene komnanuje. O8aj pao 0ONPUHOCU paA3YMeBARLY PUUKA U
npuHOCa NOPMEONUja KOMAAHUje, Koja ce cacmoju 00 QUHAHCUJCKUX CPedCmasad U
npojexama.

Kwyune peuu: ouexusanu npunoc, nopm@oauo; pusuyi; CmaHoapoud
desujayuja; npojekmu.

Introduction and theoretical background

As far back as 1952, Harry Markowitz introduced a portfolio theory, whereas
investors had been interested in securities on an individual basis. The Markowitz theory
defined an efficient portfolio as a portfolio with minimal risk for a given return, or,
as the portfolio with the highest return for a given level of risk®. The expected utility
of an individual’s terminal wealth is a function of the mean and the variance of the
portfolio return. The expected return of the portfolio is measured by the mean return.
The risk, which corresponds to the uncertainty of obtaining the return, is measured by
the variance’ .

In the 70’s, evaluating the performance of investment portfolios received a great
deal of attention, mostly as a result of developments in the Sharpe’s theory of capital-

! vdarko@hotmail.rs
 Markowitz, H., 1952. Portfolio Selection, Journal of Finance, March, pp. 77-91.
* Amenc, N, Le Sourd, V., 2003. Portfolio Theory and Performance Analysis. John Wiley & Sons Ltd.
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asset pricing?, which have led to an improved understanding of the criteria necessary
for evaluating investment performance. Also, this theory has influenced an increasing
number of studies on this issue’. Measurement of portfolio performance is usually
based on Sharpe ratio — “the ratio of the excess expected return of an investment to its
return volatility or standard deviation®, by large a number of authors’. Sharpe (1964)
improved the Markowitz’s model on the possibility of simplifying the calculations in
order to develop the practical use of the model.

The Sharpe ratio is now used in many areas of Finance and Economics. It is used
for the purpose of evaluation of portfolio performance, to tests of market efficiency for
risk management®. According to Levy (1972), the Sharpe ratio is closely related to the
investment horizon under the assumption that portfolio return distribution is stable over
time. Levy’s assumption means that historical returns have predictive value regarding
future performance. For many investors and mutual funds, this can make a highly

4 Sharpe, W. F., 1964. Capital Asset Prices: A Theory of Market Equilibrium Under Conditions of
Risk, Journal of Finance, Vol. 19, pp. 425-442.

S Fama, E., 1968. Risk, Return, and Equilibrium: Some Clarifying Comments, Journal of Finance,
Vol. 23, pp. 29-40.

Lintnfer, J., 1965. The Valuation of Risk Assets and the Selection of Risky Investments in Stock
Portfolios and Capital Budgets, Review of Economics and Statistics, Vol. 47, pp. 13-37.

Jensen, C. M., 1968. The Performance of Mutual Funds in the Period 1945-1964., Journal of
Finance, Vol. 23, pp. 389-416.

Friend, 1., Marshall B., Crockett, J., 1970. Mutual Funds and Other Institutional Investors: A New
Perspective, New York: McGraw-Hill Book Co.

Schlarhau, G., 1974. The investment perfomance of the common stocks portfolios of property-
liability insurance companies, Journal of financial and quantitative analysis.

6 Sharpe, W. F., 1994. The Sharpe ratio, Journal of Portfolio Management, Vol. 20, pp. 49-58.

" Levy, H., 1972. Portfolio performance and the investment horizon, Management Science, Vol.
18, pp. 645-653.

Hodges, C. W., Taylor, W. R., Yoder, J. A., 1997, Stocks, Bonds, the Sharpe ratio, and the Investment
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Quantitative Finance, Vol. 10, pp. 443-453.
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Kan, R., Smith, D. R., 2008. The distribution of the sample minimum-variance frontier,
Management Science, Vol. 54, pp. 1364-1380.
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18, pp. 645-653.
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important signal for purchase or sale. Later, Cvitani¢, Lazrak and Wang® argue that
the Sharpe ratio creates a tension between the short term performance and the long-
term performance, called as the horizon problem'. This horizon problem arises mainly
because the investment horizon of investors is different from that of fund managers.

Following these models, many authors have offered their models or so-called efficient
portfolio models, which are usually based on Markowitz or Sharpe’s theory, such as Optimal
one-fund theorem, Merton and Jorion models, Cadsby ratio, Simplified methods by Elton and
Gruber, etc. All these models are exclusively designed for measuring portfolio performance
of mutual funds or finance companies, or even the interest of the investors in securities on an
individual basis (Markowitz theory). However the question still lingers on how other companies
measure the performance of their portfolio, with the observation that most companies do not
deal only in securities or have a relatively small value of their assets as securities. This issue
discusses the problem of majority of portfolios, which mostly include various projects. With
regard to period when these theories were written, many financial instrument are designed,
which influence on the selection of the portfolio and the ability to hedge. This is especially
important for corporate risks and opportunities to manage these risks''.

The primary purpose of this paper is to give expressions which will include the
measurement of performance of the company’s portfolio. The plan of the paper is as follows:
First, the authors will express the returns within the period of investment, followed by
measurements of the risks associated with the company’s portfolio. The returns and risks are
related to the securities held by the company and other various company projects. This will be
closely followed with an illustration that explains the use of the expressions. The final section
of the paper is a concluding statement and remarks on findings and learning statement.

Methodology

Monroe and Trieschmann'? are researched portfolio performance of property-
liability insurance companies. In their study, the rate of return measure used for all
portfolios is the ratio of all realized and unrealized investment income to the market
value of the investment at the beginning of the year. According to these authors (1972, p.
3) the annual rate of return for each insurance company portfolio is defined as:

Iil + RGit + UGit

Vi(t-l) + NIit / 2

° Cvitani¢, J., Lazrak, A., Wang, T., 2008. Implications of the Sharpe ratio as a performance measure
in multi-period settings, Journal of Economic Dynamics and Control, Vol. 32, pp. 1622-1649.

1 Kim, S., Park, H., 2011. Examining the effect of investment horizon on the mutual fund
performance measures. Annual Paris Conference on “Money, Economy and Management”. Paris,
France.

1" Grubisi¢, Z., Vukovi¢, D., Brankovi¢, B., 2012. Upotreba fjudersa u zastiti na finansijskom
trzistu. Ekonomika, Vol. I-111 2012 (1) pp.80-88.

Jovanovic, M., 2012. KoriS¢enje opcija u upravljanju korporativnim rizikom — analiza uporedne
teorije i prakse. Ekonomika, Vol. I-111 2012 (1) pp.157-164.

12 Monroe, J. R., Trieschmann, S. J., 1972. Portfolio performance of property-liability insurance
companies. Jourlial of financial and qvastitative analysis, March 1972.
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Where:

* R, = annual rate of return for i" firm during year t,

¢ IT, = investment income (dividends and/or bond interest) ,
* RG, = realized gains on the sale of securities,

* UG, = unrealized gains on securities,

* V.., = end-of-year market value, and

. Niit = net investment (purchases-sales).

Monroe and Trieschmann (1972) defined investment company portfolio rates of
retum from reported per share data adjusted for all stock splits and dividends, as:
Vit + Iit + CGit
IR, = -1

Vi(l- 1)

Where:

IR, = annual retum for i investment company in year t,
* V, = end-of-year market value per share,

* I, = income distributions, and

* CG, = capital gain’s distributions.

In Schlarhaum study!, the measurement of investment performance was based
on the following way: Portfolio performance is examined from the point of view of
an insurance company shareholder. Schlarhaum is evaluated the performance of the
companies’ common stock portfolios by comparing the returns earned by these portfolios
with those that could have been achieved by investing in randomly selected portfolios
of common stocks. Risk is taken into account by keeping constant either the variability
of annual rates of return or the coefficient of nondiversifiable risk (the beta coefficient
in the market model). He argued (1974) that the variability measure is more appropriate
for an insurance-company shareholder with no other investments in securities, while the
beta coefficient is more appropriate for an insurance-company sharcholder who holds a
diversified portfolio of his own.

In performance evaluation, many authors uses Sharpe ratio, which is widely adopted
and used to compare the performance with other funds and market indices'®. According to
Sharpe’s formula, using historical holding period returns (i.e., monthly, quarterly and semi-
annual returns) for fund p, each investment horizon can be calculated as:

R,0.)-R ()

SR (1) = e
o*(h.

This formula is adopted from Kim and Park (2011), where R (%) and R (1) are
the mean values of mutual fund returns and the risk-free rate at investment horizon A ..
In this specification, SRP(XJ.) indicates the Sharpe ratio of mutual fund returns, whic
can be varying depending on the investment horizons. Given formula clearly shows the
possibility of calculating returns, returns of mutual funds or banks.

13 Schlarhau, G., 1974. The investment perfomance of the common stocks portfolios of property-
liability insurance companies, Journal of financial and quantitative analysis.

4 Kim, S., Park, H., 2011. Examining the effect of investment horizon on the mutual fund
performance measures. Annual Paris Conference on “Money, Economy and Management”. Paris,
France.
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What happens to everyday investment? Is this formula should be used by other
companies that do not invest only in securities that have a different portfolio, which
consists in part of a larger of material asset. The answer to this question is given below.
The investor’s holding period is the interval of time between successive portfolio actions.
In our expression it is assumed on lengthening investment horizon. Assumptions are as
follows:

1. First, company’s portfolio can be very complex, in terms of duration,
associated risks and mix, as they range from long to short-term, medium to
high risks and a mix of stocks, bonds, cash-equivalents etc. It is easier to
express complex company’s portfolio in a long term interval. Bearing this
assumption in mind, the time interval in our expression will be shown as time
T-1 (beginning) and T (ending). For the purpose of simplicity of expression,
multiple time intervals will not be considered.

2. Numerous authors consider that the investors are better off holding risky
assets in the long-run investment climate. This point was confirmed through
research and analysis by the following authors: Lloyd and Haney 1980,
McEnally 1985, Butler and Domian 1991, Bodie 1995, Levy and Spector
1996, Hansson and Persson 2000, Strong and Taylor 2001, Jan and Wu
2008'5. However, there is a group of authors who argued that increasing
the proportion of investing risky asset over long-run investment horizon is
illusory'®. Bearing in mind the assumption 1 and referring to the researches
of majority authors with the view that investors are better off to hold risky
assets in the long-run investment horizon, our expression is based on long-
run investment horizon.

3.  We defined portfolio as a set of various kinds of assets belonging to any
institution or individual, which hold these assets in order to achieve returns
and therefore are willing to take a risk. Company’s portfolio consists
of projects and financial assets. We consider projects as all company
investments in order to achieve the expected results (returns) and those they

15 Lloyd, W. P., Haney, L. R., 1980. Time Diversification: Surest Route to Lower Risk, Journal of
Portfolio Management, Vol. 6, pp. 5-9.

McEnally, R. W., 1985. Time Diversification: Surest Route to Lower Risk?, Journal of Portfolio
Management, Vol. 11, pp. 24-28.

Butler, K. C., Domian, D. L., 1991. Risk, Diversification, and the Investment Horizon, Journal of
Portfolio Management, Vol. 17, pp. 41-47.

Bodie, Z., 1995. On the Risk of Stocks in the Long Run,” Financial Analysts Journal, Vol. 51, pp.
18-22.

Levy, H., Spector, Y., 1996. Cross-Asset versus Time Diversification,” Journal of Portfolio
Management, Vol. 22, pp. 24-34.

Jan, Y.C., Wu, Y.L., 2008. Revisit the Debate of Time Diversification, Journal of Money, Investment
and Banking, Issue 6.

Strong, N., Taylor, N., 2001. Time Diversification: Empirical Tests,” Journal of Business Finance
and Accounting, Vol. 28, pp. 263-302.

Hansson, B., Persson, M. Time Diversification and Estimation Risk, Financial Analysts Journal,
Vol. 56, pp. 55-62.

16 Samuelson, A. P., 1990. Asset Allocation Could Be Dangerous to Your Wealth, Journal of
Portfolio Management, Vol.16, pp. 5-8.

Kritzman, M., Rich, D., 1998.Beware of Dogma, Journal of Portfolio Management, Vol. 24, pp.
66-77.
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are not securities. Due to the simplicity of the model, the financial assets in
the company’s portfolio are not diversified into different forms of assets.

Picture 1.Different forms of assets in long-run investment horizon

Securities
Projects

Other
assets

Source: Authors

Holding period return is the rate of return over a period of investment. Marking the
ending price and beginning price of securities as P, | and P ,  respectively, and project
ending price and project beginning price as P ané Py formula can be expressed as:

Holding period return of company = Holding period return of securities +
Holding period return of projects

HPR,=HPR +HPR  (a)

HPR_ = dividend yield (interest yield)" + capital yield = [dividend (interest) +
(ending price - beginning price)] / beginning price

HPR_ = [dividend (interest) + (P - P (5))] /P

t(s) t=1(s)

* If a company holds shares, the expression involves the calculation of dividends.
Where the company holds bonds, the expression involves the calculation of interest.
In both cases, the calculation is the same. Consequently , for the sake of clarity and
transparency, only dividends will be calculated.

HPR = [project ending price - project beginning price] / project beginning price

HPR =[P -P_ /P

tp) t1(p)

Holding period returns on project is essentially similar to the definition of Return
on Investment (ROI), where instead of total benefits and total costs we use project ending
price and project beginning price. Use of this terminology ensures simplicity of expression.

Given expression (a) can be represented as (b):
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P

HPR_ =HPR_+ HPRp: [dividend (interest) + (PI(S) -P, (S))] /P, oT [P @ P

l(p)] / PH(P) (b)

This formula allows the exact arithmetic return on a portfolio to be obtained
easily, as a linear combination of the returns on the assets that make up the portfolio.
By introducing probability (p) for each HPR, we could calculate the Expected return
- E(HPR ). Expected return can be expressed as the average HPR of all investments in
company’s portfolio. The term can be expressed as:

E(HPR)=E(HPR)+E(HPR)=Y pr+Y pr, ()

Considering that we have probabilities to realize a HPRs and expected return, it is
now easy to determine the squares of deviations from the expected value and calculate
the variance (d) and standard deviation ().

&= p, [r,- E(HPR )] +lz p, [r, - E(HPRp)]il @

o=Vo> (e

The uncertainty surrounding the investments depends largely on unforeseen
factors. The risk of possible surprises expresses the variance, i.e. the standard deviation
is the square root of the variance. All deviations are squared, otherwise the negative
deviation reverse the positive deviations, which would result in the expected deviations
from the average value is zero. Nonlinear transformation (squaring) increases the
importance of large deviations, and reduces the significance of small deviations. Also,
the risk is expressed in the same way as the expected return; standard deviation is used
as the square root of the variance.

Picture 2. Risks and returns of a company’s portfolio

Company’s | Risks |

. EEE—— i

| Standard deviation (o) |

Source: Authors

Illustration

In our example we will assume that company ABC operates over a longer period
of time, passing through a phase of cyclical expansion, normal growth and recession.
Beginning price is 30 dollars for the financial asset and 2.000.0000 for project. For each
cyclic phase we assume the probabilities, ending prices and dividends for the financial
asset. According to this data, we could calculate the returns and risks that the company
generates. The data is presented in the table below.
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Table 1. [llustration of portfolio of the company ABC

Portfolio of ABC company
Financial assets Projects
. Ending
Probabilities | .. . Ending | potums | Probabilities | prices | RerumS
Dividends | prices
®) b t) ®,)
1(s) P (rp)
1(p)

Recession 0,25 4 17 -30% 0,25 2.200.000 10%
Normal 0,35 5 31 20% 0,35 2.600.000 | 30%
growth
Expansion 0,25 7 33,5 35% 0,25 2.800.000 40%

Sources: Authors

E(HPR) = E(HPR) + E(HPR) = [0,25(-10%)+0,35(20%)+0,25(35%)] +
[0,25(10%)+0,35(30%)+0,25(40%)] = 8,25% + 23% = 31,25%

o? = o2 + o2 = [0,25(-30-8,25)*+0,35(20-8,25)>+(0,25(35-8,25)] + [0,25(10-
23)2+0,35(30-23)+(0,25(40-23)7] = 592,978 + 131,65 = 724,628

6=V562=26919

Concluding remarks

With a simple illustration we have demonstrated that it is possible to calculate
expected returns and risks of portfolio of the company, which consist of both - financial
asset and project. Standard deviation is calculated as the square root of the variance of
the total of the portfolio, rather than as the sum of standard deviation of portfolio that
relates to financial asset and portfolio that relates to the project. Therefore, the standard
deviation of the total portfolio of company ABC is less than the standard deviation which
calculates the sum of standard deviations of each one. The reason lies in the nature of the
portfolio - when the portfolio is more diversified then the risk is lower.

Acknowledgement:
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Abstract

Rapid changes, uncertainty and risk require a new approach to business,
new business orientation and strategies. Economic relations that reproduce the
transition are directly related to the present and future position of each individual,
households, businesses, state and nation in the world. It is necessary to create
the conditions for rapid economic development, the need to maintain economic
stability, narrowing the technological and social gap between the rich and the
poor, the role and influence of multinational companies in the modern world,
providing higher living standards and a common understanding of human rights in
the homogenized world.

At the beginning of this century, developed economies of the world entered
a phase of change, and from the century of information technology entered the
century of knowledge, and the global economy became based on knowledge and
irreplaceable factor of development. Developing and undeveloped countries are in
the permanent transition period. Entrepreneurship is interesting for all economies
in transition as a factor that can significantly accelerate growth and mitigate the
consequences of changes in economic structures through self-employment and job
creation, as well as an engine for growth.

Entrepreneurship is a feature of developed economies and market economies,
and it achieves the best results in such a business climate and business environment.
However, entrepreneurship reaffirmed its full creativity and experience in countries
that are returning to an open market economy.
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MHOJOXAJ NIPEAY3ETHUIHITBA Y CPBUJU IO YTUIAJEM
TPAHZUITMOHUX NPOIIECA U MAKPOEKOHOMCKHUX TPEHJIOBA

Ancmpakm

bpze npomene, necueypnocm u pusux, 3axmeeajy Ho8 NPUCHYn OUHUCY, HOBe
nocnosHe opjenmayuje u cmpamezuje. EKonomcku 00HOCU Koje npoyec mpan3uyuje
Penpooykyje HajuenocpedHuje ce muuy caoauirbee u Oyoyhee nonoscaja cearoe
nojeounya, domahurncmea, npeoyseha, nayuje u opocage y cegemy. [lompebro je oa
ce cmeope ycio8u 3a 6piicu npuspeoHl paseoj, nompeda 3a 04y8arbeM eKOHOMCKe
CMAadUIHOCMU, CYICABarbe MEXHONOWKO2 U coyujantoe jasa usmehy bozamux u
CUPOMAWMHUX, YII02A U YMUYA] MYTMUHAYUOHATHUX KOMAAHUJA Y MOOEPHOM C8enY,
obesbehere gefiez dcUBOMHO2 CMAHOAPOQ, 3ajeOHUUKO CXBAMAbE /bYOCKUX NPABA
Y c8€ XOMO2EHU308ANHUJEM CEENLY.

Passujene exonomuje ceema cy nouemkom 06oe 6exa yuinie y hazy npomena, u u3
8eKa UHGopmayuore mexHoao2uje yuiie cy y 6ex 3Harbd, Ui 2n00aiHy eKOHOMUJy
3aCHO6aMY HA 3HARY KAo 8o0ehem u Hesamersueom gaxmopy paseoja. 3emme y
Ppazeojy u Hepaseujene npuspede Haaaze ce y nepuody nepmanenmue mpanzuyuje.
Kao ¢paxmop xoju mooice 3nauajno oa yopsza pacm u yonasicu nocieouye npomenda
NPUBPEOHUX CMPYKMYPA KpPO3 CAMO3ANOUL/bABAIbE U OMBAPAIbEe HOBUX DPAOHUX
Mecma, Kao Nokpemay paseoja, npeoy3emHumeo je UHMepecanmuo 3a cee
npuspeoe y mpanH3uyuoOHUM Npoyecuma.

Ilpedysemuuwmeo je obenexcje passujeHux eKOHOMUjA U  TPAHCUULHUX
npuspeda u OHO nocmudice HajoO/be NOCIO0GHE peyimame y MAakeoj NOCI08HO]
Kaumu u ambujenmy. Mehymum, npedyzemHuumeo ceojy peagpupmayujy u nyHy
KpeamueHoCm 00JCUBbABA Y 3eMbaAMa Koje ce 8pahajy omeopeHoj mpicuHoj
npuepeou.

Kwyune peuu: Exonomcku paszeoj, npeoysemHuuimeo, mpauzuyujd, npoyec
npusamusayuje, uHosayuje, UHeeCMuyuje, He3anocieHocm

Introduction

The modern world is painted with constant changes, in which the key to economic
success lies in the ability of their understanding and optimum adaptation to new business
environment. The changes that occur are not related to any specific point of the planet,
but affect every single point in it.

Does the globalization lead to an increase in inequality in countries around the
world, or on the contrary, it just contributes to reducing inequality between countries in
their economic development? On the one hand are those who believe that the process is
desirable and beneficial because of increased competition, creating the conditions for
making a healthier market and a possible reduction in the gap between rich and poor
countries. On the other side are those who believe that globalization deepens inequalities
and leads to permanent poorer part of the globe.

Social relations of globalization and the transition are directly related to reproduce
the present and future position of each individual, households, businesses, state and nation
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in the world. It is necessary to create the conditions for rapid economic development,
the need to maintain social stability, effective international peacekeeping, narrowing
the technological and social gap between the rich and the poor, the role and influence
of multinational companies in the modern world, providing higher living standards,
a common understanding of human rights and preservation of cultural identity in the
homogenized world.

Globalization, as an independent variable, produces a variety of changes and
responses in different societies. Thus, the status and trends in the field of employment
and unemployment are determined by global labor flows in the economy of any country.
However, they express the content of economic and political measures to be taken,
both in the field of economic development, employment policy and labor. From the
perspective of economic development, unemployed labor force is untapped economic
potential to be exploited using different measures of development policy. On the other
hand, unemployment of labor force - particularly if it is high causes a number of social,
demographic and political consequences of contemporary society where everyone has
to care about. Therefore, solving the problem of unemployment of labor has different
aspects: economic, social, demographic, political, and others. They are all interconnected
and conditioned, and their center is the use of labor as a factor of development.

High unemployment in Serbia is caused by low levels of economic development
and the economic reforms carried out in recent years. The labor force remains under-
utilized development potential, which leads to many social problems in the society. Such
unemployment is unsustainable, both from economic and social reasons, but also be-
cause of the Euro-integration process in which Serbia entered.

Macroeconomic trends in transition

In the late 80’s, as a federal unit of the former Yugoslavia, Serbia was a medium
industrialized country, with about $ 3000 of GDP per capita, where the unemployment
rate of labor was relatively economically and socially acceptable. The industry had a
dominant position in the economic structure, and therefore in the structure of employment.
However, between the ends of the eighties of the last century coincided with major
changes: a decline in production and major changes in its structure, a large foreign trade
deficit, rising unemployment workforce, reduction in the standard of living, etc. In some
years of that time a decline in gross domestic product was noted: in 1992. - 27.9% in
1993. - 30.8% in 1999. - 19.3%. In those same years, there has been a large reduction
in industrial production. In following years in the same order, the reduction was noted:
-30.6%, -38.2% and -33.0%. Such a reduction in gross domestic product and industrial
production was a hurricane attack to the Serbian economy, the consequences of which
will have to be treated for a longer period of time.

At the beginning of this decade, there was a major change in the political and
economic development of Serbia. Internal political changes that have occurred in 2000
provided the new position of Serbia in relations with the West, international organiza-
tions and institutions. From the phase of confrontation to the world, Serbia crossed in the
stage of cooperation on new grounds and with new goals. This has created the conditions
for a new macro-economic policy in Serbia, whose main tasks were raising and acceler-
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ating the process of economic development. The basis of the policy was of political and
economic system and the inclusion of the country in Euro-integration processes.

Generally, under the new conditions, there was an evident gradual economic re-
covery in Serbia. However, closer analysis of economic trends in individual sectors of
the economy, leads to conclusions that are not in agreement with this assessment. There
have been large fluctuations, economic and systemic-economic and political changes
that have affected the corporate sector. A decisive influence on the trends in this sector
was the privatization and investment growth.

The process of economic recovery and development of Serbia, apparently, is not
going the desired dynamics. It is still very strong instability of developmental processes
in key sectors of the economy: agriculture, industry and construction. In addition to
affecting the overall pace of economic growth and development, such movements have a
particular impact on the growth and structure of the labor employment and the possibility
of solving unemployment. This process takes place parallelly with the rapid change in
social development and operations of the economy that have a transitional character.
Privatization of SOE’s and entering into the process of European integration are two very
important activities, because they create a new social environment of which will largely
depend future flows of economic development in Serbia.

In the transitional market conditions, entrepreneurship is also emerging as one of
the prerequisites of development and development opportunities with a clear goal and
outcome of privately owned property and the suppression of other forms of property to
be less efficient and less innovative. The transition caused by private enterprise tends
to achieve steady growth and development through innovative business that strives to
constant growth and progression. Entrepreneurship as the transition period must be
offered to contribute to strengthening the organization and efficiency of the market,
competition and aspirations called steady growth and development.

However, Serbia still can not be listed into developed countries in transition. The
process of transition changes in our country is not yet finished. It should be noted that
the transition is not a goal to itself, but that it needs to create conditions for economic
expansion.* These changes will certainly lead to economic growth and development, and
resolving some of the economic and social problems, particularly those in the area of
employment of labor.

Position of entrepreneurship in the privatization process
(transition through ownership transformation)

Privatization, as one of the strongholds of the transition was not painless, and in
this region lasts practically too long, leaving behind too many unresolved issues, short-
comings and failures, and the spirit of entrepreneurship that is not encouraging at all.

When the process of privatization of socially owned enterprises started, it was cal-
culated that it would have a less impact on the growth of unemployment. The assumption
was that the privatization of those companies and the development of entrepreneurship,

4 Golubovi¢, N., ,, Politika tranzicije i razvojna strategija - koje pouke Srbija moze da izvuce iz
iskustva ostalih tranzicionih privreda “, Theme, No. 4, october-december 2002.
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would lead to the creation of new jobs rather than creating a number of redundancies.
However, the problem of unemployment proved to be more complex, than previously
assumed. The main reasons could be found in the inability of privatized companies to
quickly launch their business activities and restructure their operations (adapt it to the
market demands), etc. Apart from a few exceptions (large and attractive market com-
panies, such as tobacco factories, cement factories, brewery, etc..), a number of other
privatized companies are not investing in new production and new jobs, and instead of
hiring new workers without jobs they stayed without existing work force.

It is obvious that the manner and the policy of conducting the privatization of
SOEs, especially in industry, did not take care of ability of the new owners of these
companies to invest in their development, in order to achieve greater and faster impact
on labor employment and production development. Privatization procedures are often
accompanied by lengthy litigations, which was the reason for extending agony of the
workforce. On the other hand, the ratio of their customers based on commitments in terms
of investment, new technologies and organization, restructuring of production processes
etc, stayed with no serious government control and effective measures to fulfill given
obligations. For these reasons, a considerable number of privatized enterprises continued
business and development agony after privatization. These facts were fundamental
reasons why the process of privatization of socially owned enterprises, rather than to
allow faster growth in employment and production, yet leaded to unemployment of the
workforce.

It is characteristic that with a high degree of certainty can be derived that practically
all economic actors in the transition process appear to have obvious problem with the
number and structure of employees. In this regard, the legal framework has shown
deficiencies and did not allow the new owners to properly adjust the number and structure
of employees with the basic objectives of its business concept and for employees to fulfill
their legal security to greater extent. It has led the quality human resources to crumble
as a redundancy due to the mass principle for the new owners of privatized enterprises
to transform the company into real estate where the business activity does not continue,
shutting off with their jobs. In this way, hundreds of thousands of employees lost their
jobs or their jobs put at risk. For these reasons, a considerable number of privatized
enterprises continued business development and agony in the aftermath of privatization.
In fact there are fundamental reasons why the process of privatization of socially owned
enterprises, rather than to allow faster growth in employment and production, yet became
generator of unemployment of the workforce.

The Graph | below shows a drastic drop in the number of employees of private
entrepreneurs challenged by the conditions of the economic environment in the country.
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Graph 1: Employees - private entrepreneurs and their employees
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The role of law is to contribute to the necessary process of transition taking place
in accordance with the objectives of the transition, with minimal social upheavals in
scale and intensity, which in our case was not satisfied. So the question is, in which way
legal decisions went to meet requirements set in transitional demands, i.e. did it manage
to provide the basis for an employer in a company in which the ownership changed to
meet its obligations towards its employees, while also organizing the process of work
based on the principle of economic efficiency and entrepreneurial goals.

The fact is that in the countries in transition, in the long term, employment is
viewed primarily as a social and secondly as an economic category. One of the main
characteristics of this type of economy and denying the market rules are manifested
in existence of the apparent, economically unjustified employment. In other words, in
this way, regardless of market criteria, the problem of employment was solved, but the
long-term economic consequences were very bad: almost all the jobs was performed by
much larger number of employees than necessary, while productivity and efficiency were
below any acceptable level, with the complete lack of motivation of employees, valuable
but unused human resources, as shown in the Graph 2.
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Graph 2 Data on the efficiency of Serbian companies from 2006.-2010.
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From the very beginning of the transition process, in all countries in transition, the
apparent employment was a major problem, and the method of its solution in terms of
employment and human resources usability was the biggest challenge.

Considering that because of well-known events in our region, the transformation
was evidently stalled, now we face with the problem of objective redundancy in all types
of functioning of the economic system.

At this point, we can say very opposing views on the causes and consequences of
the emergence of a large number of unemployed persons in the sense of the privatiza-
tion process consequences. Also, we are facing with a big problem of un-motivation of
entrepreneurship as the only solution in this economic environment.

5 Ministry of Finance of the Republic of Serbia, www.mfp.gov.rs
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According to the union, dismissal of employees was mainly the result of misuse of new
employers, while employers and economic analysts approach to this problem from an
economic point of view, justifying such behavior with rational considerations that are
often not acceptable and reasonable.

Graph 3 Hiring new employees - Project Svillupo
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These conflicting attitudes always induce caution because certainly there are a
number of new business owners who dismiss employees without clearly defined stan-
dards and criteria, which largely reflects on the result of the concept and implementation
of privatization in our country.

Therefore, it must be noted the fact that a dominant number of social enterprises
had objective redundancies at the time of privatization, and that any prudent business-
man, in order to increase productivity, would first rationalize the workforce. From this
reason we can determine that the workforce is not viewed as a creative entity, but as a
bunch which could be cut as surplus to resolve the burden.

Contradictions presented, are mainly the result of the current situation. However,
it is very likely that they result from major deficiencies of legal regulation and incon-
sistency in control of the implementation of the privatization process, but also in the
background of the entrepreneurial capital.

Both views are based on the arguments. First, new employers are not controlled
in part with the legal provisions governing the status of employees who lose their jobs
as part of the social programs, in part of the severance payments, severance paid not ra-
tionally used (for the purpose of solving the employment of persons who have lost their
jobs), which results with huge amount of money spent for a irrevocably purchase of con-
sumer goods, and not with the creation of an entrepreneurial center and use of knowledge
of available human resources, capital and invaluable experience.

Innovation as a key factor in the transition process

Real economic drivers are the knowledge and new developments, i.e. to penetrate
new knowledge to the market. Innovation creates demand for new capital, and general,
structural innovations are providing equity value.

Previous development of business awareness recognized the specific gravity and
importance of the quality of knowledge as well as the usage of this knowledge and
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specific experience to design, launch and create business opportunities and the successful
result of ideas. Such ideas are heavily based on business intuition and willingness to
fight for market, introduce innovations to the market through the entrepreneurs in a new
or different way then others. Innovations in this regard through their interaction offer
widely preferred options in the market.

Innovations come in different sizes and shapes. From time to time, really big
waves of innovation sweep the society and create a discontinuity - a breakthrough - in
the development of knowledge. Such fundamental innovations generate new economic
activity with a huge amount of new products, they tend other activities to disappear, due
to changes in total demand and produced radical changes in the production process in
almost all other industries.

Innovation increases welfare. In the global economy, countries need to innovate
constantly in order to maintain the standard. Status quo inevitably leads to poverty. This
is exactly what makes big differences between rich and poor. The better you understand
it, is more likely to help poor nations to escape from their situation.

Kind of transition we are exposed to a number of years resulted in a large number
of owners of small and medium enterprises operating in severe conditions and poor busi-
ness environment and comply entrepreneurs to have the vision, the knowledge and skills,
but also to turn their vision into practice in a sense of production.

Entrepreneurship therefore offers constant innovation of production and organiza-
tion in order to the continuously increase efficiency and reduce business risk in order to
maximize profits.

The success of entrepreneurship and entrepreneurs shows the liberation of the hu-
man resources to create their own culture and business environment of companies and
organizations to which they belong, leading their entrepreneurial talent to the continuous
development and progress as a basis for economic development of society and economy
in general.

The global economy can be seen as a kind of pyramid - hierarchy of knowledge — in
which those who continually invest in innovation remain at the top. It seems that today’s
society allocates just one value, over whose importance there is no collective consensus,
and it is believed that the development of science and technology can provide a better
future for mankind.

In recent years, noticeable is increase of unemployment among those with no
education, but also among those with a higher education who often have decades of
experience. This indicates that our economic environment does not show a growing need
for skilled labor, which can be connected with skipping the process of modernization of
technology, and thus the labor force and in the privatized enterprises in general.
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Graph 4 Faculty educated workforce on the National Employment Bureau waiting for
employment
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A tendency is absent to adapt technological development in the privatized enter-
prises, increasing the lag in relation to the criteria of highly developed markets, all of
which leads to less need for skilled labor and the application of knowledge of available
human resources in the labor market.

The applicability and the real needs for specific skills of these categories are, in the
context of the changed market environment, main problems in our labor market, because
our education system for decades does not track the actual market demand for labor. This
is why it goes wrong way, and our competent employment services and the state, under
pressure of realistic staffing needs, take on the responsibility for finding and creating
conditions for employment of persons without qualification (eg, public positions, etc..)
which is not a systematic solution to the problem, but relative, offering skilled workers
with unskilled jobs, which slowly destroys the knowledge and capacity of available hu-
man resources.

Certainly such resolving of unemployment issues is not how it should be on the
market and has to be temporary, but apparently there is no strategy that would substantiate
it. Therefore, there remains a need for further reform of the education system and its
harmonization with the needs of the labor market, which would not accompany the needs
of the market and the market itself, according to the speed of reforms.

¢ Politika, www.politika.rs, 27.02.2011.
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So absurd appears for having continuously growing number of unemployed people
develops, with work experience and educational qualifications, and reducing the number
of unemployed persons seeking work for the first time and who have no work experience.

It is clear that the rationalization of the workforce in privatized enterprises had
to lead to the termination of employment of a number of people for organizational,
economic or technological changes (redundancies), but those changes were not followed
by the state creating an environment that would absorb and redirect the knowledge and
experience where needed. So employees lay off after 20-30 years of service, which
significantly complicates the overall future employment and retraining and it becames a
burden for the state, which cannot create and organize appropriate mechanisms to solve
problems.

This situation causes permanent workforce difficulties in re-employment, and
of course the budget burdened by the funds for compensation for the redundancies,
constantly allocating significant funds, which again does not contribute living capital to
create new value, but only passive mass caseload burden to the state.

Privatization, as the core part of the transition process with its every mistake in
the initial steps always has grave consequences for the social status of a large number
of individuals, primarily because of a sudden shift from politically regulated economy
to market economy, which also means losing jobs for employees who by energetic state
action must immediately be returned into the system while “fresh” and still keep up with
work habits and general technological development and the necessary knowledge.

Therefore, it is reasonable to expect that the long-term impact of privatization on
the labor market and the economy in general will not be good, because of the absence
of increase in economic activity, attracting foreign investment and involvement in the
international labor market that could eventually lead to the opening of a number of work
places, and thus a tangible improvement of the overall situation, which could be seen
from the following table, showing the comparative trends in the number of employees
at the national level.

Table 1 Comparative change in the number of employees in the period Oct. 2008. — Dec.
2010 in 000 of employees

Jan. Feb. Mar. | Apr. May June | July Aug. Sept. | Oct. Nov. Dec.

2008. 1,994 | 1,991 | 1,990
2009. | 1,983 | 1,081 | 1,860 | 1,856 | 1,849 | 1,845 | 1842 | 1,835 | 1,867 | 1,864 | 1,861 | 1,857
2010. | 1851 | 1,846 | 1,817 | 1,815 | 1813 | "3 | 1808 | 1.806 | 1775 | 1773 | 1773 | 1

Economic growth, investment and unemployment

Trends in macroeconomic developments and in the unemployment sector in Ser-
bia last year are apparently at odds. The problem of unemployment in Serbia reached
the limit of economic and social endurance. A trend in the sectors of employment, that
is unemployment, in the last decade is not in accordance with the economic growth and
development and does not express, in full, its trends. This condition requires that the
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increase in labor employment to a special attention resulte in measures in a relatively
short period of time whih would yield with positive results: for the start an immediate
termination of growing unemployment, and later its final reduction.

Analysis of economic growth and development, as well as rising unemployment,
clearly shows two problems that affect the growth of unemployment. The first refers to
the condition and development problems in the industry that had, until a few years ago,
the largest share in employment. Continuous decline in industrial production and its
slow restructuring has a negative impact on economic development and the increase of
unemployment’. The second considers the reform of the economic system and current
economic policy, with special emphasis on the process of privatization of socially owned
enterprises. In this context, it is particularly small contribution of privatized part of
the economy to the employment so far, in most cases, contributed only to the increase
of unemployment. Last years had no effective measures for development of the labor
market and economic policies in order to increase employment. Almost alarming state
of unemployment in Serbia and the consequences caused by requires urgent measures
and activities in many areas of economic and social life. Among the most important are
the measures and activities related to the economic development of the country - the
structure of the development and changes in the system and employment policy.

The basic condition for the acceleration of economic development, and therefore
increase the employment of labor in Serbia is the increase in the volume of investments.
The low level of investment is our reality for years, and as a consequence, slows
economic growth, technological obsolescence and high unemployment. By the amount
of funds for investment in gross domestic product Serbia is still lagging behind other
countries in transition. For this purpose, it is necessary to change the current policy of
macroeconomic distribution, but also take more account of the accumulation of domestic
savings and investment as long-term sources. Reducing the tax burden, stimulating
savings - its development of new forms appropriate to market economy and securing
monetary stability in the country are the most important activities in this direction.

In recent years the state has made large privatization revenues and income from
foreign investments. A large part of this revenue is made for investment. Structure of
investments from this fund is such that most of it is invested in economic and social
infrastructure: road construction and reconstruction of health facilities, education and
culture, the construction of infrastructure in the tourism industry and utilities. Investments
from these sources directed in the revitalization of production are relatively small. The
effects of these investments on the employment of the labor force are mostly short-term
— achieved by the growth of employment in the construction industry and its related
industries. The long-term significance of such investment structures is reflected in the
fact that it creates a more solid infrastructure investment environment for foreign and
domestic investors.

In order to increase global investment in recent years Serbia worked hard to attract
foreign investment. Realized FDI was largely achieved by sales of state and socially-
owned enterprises and banks, and to a lesser extent Greenfield investments. This struc-
ture in the long term is not sustainable for the simple reason that the attractive companies

7 Reinert, E., ,,Globalna ekonomija: kako su bogati postali bogati i zasto siromasni postaju
siromasniji “, Cigoja $tampa, Beograd, 2006.
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and banks for sale to foreign customers is less in time. This means that future policy
in this area need to ensure changes in the structure of foreign investment in favor of
Greenfield investments. But there is an important question. Which Greenfield invest-
ments are desirable for the Serbian economy? Certainly, not investments in large retail
chains offering foreign goods to the domestic market. Such investments generate profits
using the Serbian market, and contribute little to the labor employment and supply of the
domestic market of consumer goods. It puts additional pressure on the import of con-
sumer goods and often with a system of monopolies and unfair competition, and stifle
domestic production. Of course, such imports have a negative effect on the trade balance
of the country. In a long term, Serbia needs Greenfield investments in the export sector
of the economy which would contribute to greater use of domestic resources - including
labor and employment, and through exports to increase export earnings, and more lasting
impact on the balance of trade balance of the country. The policy of attracting foreign
investment should go in the direction of their increase in industry, agriculture, construc-
tion, services etc.

Table 2 Number of Greenfield FDI projects from 2004-2011.

The World as a Source
2011.
2004. 2005. 2006. 2007. 2008. 2009. 2010. LIV
Serbia 2 - 7 2 15 9 13 1

Source: UNCTAD, www.unctad.org/templates, 16.09.2011.8

Graph 5 Net FDI inflows in the period from 2000 to 2010. (In millions of USD)
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Source: NBS, Department of Economic Analysis and Research, Department of Payments
Statistics, www.nbs.rs®

In addition to the volume of investment, the greater and more rapid reduction of
unemployment in Serbia, the most significant is the structure of investments. From this
point of view, it should not just be the result of uncontrolled action of the market, but

8 UNCTAD, www.unctad.org/templates, 16.09.2011.

9NBS, Sektor za ekonomske analize i istrazivanja, Odeljenje statistike platnog bilansa, www.nbs.rs
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also the result of the action of development policy. Returning to priorities of investment
in the manufacturing sector (industry and agriculture), would make possible use of the
potential we have for development, greater long term stability and development of the
production sector of the economy that makes basis for future development of the service
sector, and involvement in the international division of labor.

When it comes to investments and development of agriculture in function of
employment of labor, it should be noted that the contribution of this activity would be
very frugal in the future. Serbian agriculture needs large changes in the organizational,
technological, human resources and other aspects. The current state of fragmented,
technologically outdated, dissorganized and lack of the modern way of market-oriented
production must be overcomed.

The rapid economic growth and increased employment of labor are the main
directions of action against poverty. In Serbia, the problem of poverty is very strong
and is mainly caused by unemployment and low wages. Unemployment and poverty
in Serbia have a pronounced regional dimension. Seen from this point of view these
problems are far more pronounced in the southern and eastern Serbia, as well as in some
municipalities of Western Serbia and Sumadija. The process of transition and the process
of de-industrialization have led to the unemployment rate of working age population
increase rapidly, and with it the poverty of the population in those areas. As a result, we
have accelerated the process of depopulation of these areas, and increased emigration
of population towards Belgrade and other major cities in Serbia and abroad. These
problems require more active and more comprehensive regional development policy in
Serbia, with more rapid growth in employment of labor in underdeveloped areas.

Unemployment and European integration

The strategic goal of Serbia is to join the European Union and other European
associations. On the way to this goal it is necessary to make a number of changes in the
political and legal system, economic policy, the justice system and other areas of social
life. In all these areas it is necessary to accept the standards and policies of the European
Union.

In the last decade, the basic characteristics of an unstable environment were
unfavorable makro-ekonomic parameters, such as unstable currencies, hybrid banking
system, a huge long-term foreign-trade debt and no transparency in business and
financial flows. The result of such an approach is creation of a general unfavorable
investment climate that is primarily manifested through poor economic, legal and
political organization of government institutions in the country. In order to overcome
such a situation, it is necessary to prove that Serbia has not only desire, but also a
sincere intention expressed by taking concrete actions, the ability to reform the legal and
economic systems, as well as creating a favorable environment for foreign investors and
their capital, as order to enable the possibility of their investment.

A particularly important part of the process of European integration of Serbia re-
fers to its economic development and solving the problem of unemployment of labor. In
both areas Serbia is far behind the EU and its member states individually. This means
that in the process of approaching the most important European association it is neces-
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sary to raise the level of economic development and reduce unemployment of labor.
This is a very important activity that Serbia needs to provide a more favorable position
in relation to other EU members at the time when it becomes its full member. In solving
these problems Serbia already uses the help of the EU and other European associations.
Only after Serbia will join the EU, it would realize the full access to needed EU develop-
ment funds.

Table 3 shows exactly how Serbia and other countries are lagging behind in the
transition process to the EU.

Table 3 The unemployment rate (%)

Year B&H Croatia MNE Serbia Kosovo Turkey EU27 Bulgaria Greek Romania
2005. 44,7 17,9 18,5 21,8 41,4 10,2 8,9 10,1 9,5 7,2
2006. 44,2 16,6 14,7 21,6 44,9 9,9 82 9 7,7 73
2007. 429 14,8 11,9 18,8 43,6 9,9 7,1 6,9 83 6,4
2008. 40,6 13,2 10,7 14,7 47,5 11 7 5,6 8,9 58
2009. 42,7 14,9 11,4 17,4 14,1 8,9 6,8 9,9 6,9
2010. 11,5 13,9 9,7 79 11,8 8,5
2011. 1 13,4 9,8 73 13,2 7,9

Source: Database of National Department of Statistics, www.comtrade.un.org'

It is unrealistic to expect that the process of assigning and eventually EU
membership itself allow solve the problem of unemployment in Serbia. The European
Union has its own principles and policies to tackle unemployment, but also requires
countries - especially those who are preparing to join, to maximize their engagement in
order to achieve their unemployment to be in “acceptable limits”.!!

The strategic approach to solving the problem of unemployment of labor in Serbia,
especially in the area of attracting foreign investment and its eurointergations, raises
the special importance to its competitiveness in labor costs and the level of wages. This
raises the question of whether Serbia has a cheap labor force and whether it could be its
long-term competitive advantage in these and other international relations. In reality, the
economic situation in Serbia is such that the level of wages is relatively low.

The new position of Serbia in international economic relations, based on global
liberalization is important for employment and labor. It provides opportunities to our
workforce to employ in an organized manner, temporarily or permanently abroad in most
industrialized countries and in developing countries and countries in transition. While
most countries in Western Europe have problems with their workforce employment, job
opportunities in certain occupations and skills exist for our work force in these countries.

10 Database of National Department of Statistics, www.comtrade.un.org

"' The EU has adopted a strategy of employment (The European Employment Strategy), which is
part of the political program that the Union launched the 1997" in Luxembourg, and confirmed
in 2000th in Lisbon. The main idea of the policy has been implemented in this area: Employment
is the best barrier to poverty and social problems. The European Employment Strategy sets the
framework for the EU members, and the main points of the program include: 1) improvement in
employment and quality of work, 2) the development of entrepreneurship, 3) adjustment fostering
relationships between businesses and 4) strengthening equal opportunities policies
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Conclusion

What is the position of Serbia in relation to future trends of globalization and the
transition? Lost time, both in relation to these two comparative processes turned their
cost. Is it going to stop there, or despair indefinitely, depends on whether there is an
awareness that globalization and the transition are caused by objective laws, and not
one’s arbitrary, and whether it should meet these flows, introducing liberalization and
free markets as a part of the modern world, or Serbia will remain an isolated island,
where poverty, corruption and social conflicts would reign?

High unemployment in Serbia is one of the major economic and social problems
at this stage of its development. It expresses the negative macroeconomic trends in the
development of the country, but it is also an expression of rapid transitional changes. A
major impact on its growth had been sluggish economic recovery, development, status
and trends in the industry, as well as the privatization of SOEs.

Given the consequences that entails, high unemployment can not be tolerated.
From the economic point of view it is an untapped economic potential that can be used
to accelerate growth and development, and in terms of domestic consumption and
domestic markets, a factor that reduces their volume and size. Taking into account both
of these aspects, the complete use of labor as a development potential to contribute to
the economic revival of Serbia should lead to a better position to solve social problems.

Condition in this area requires urgent measures and activities to be taken in a
short period of time in order to increase employment and reduce unemployment. These
measures are primarily related to the acceleration of the growth and development of the
economy and the continued restructuring of the labor market and labor employment
system reforms. Among development activities, increase of the volume of investments
and appropriate structuring, are at the very top of the agenda. Directing investment,
especially through the system and the structure of foreign investment towards the
production activities (agriculture and industry), would allow faster employment growth.
This may significantly contribute to the encouragement of all forms of entrepreneurial
activity and development of small (family) businesses. It is also a way to put into the
function more domestic sources of investment, economic development and employment
growth.

Serbia is in the process of European integration, with the ultimate goal of becom-
ing an EU member. Speed and results of this process to a large extent depend on solving
the problems of economic growth and unemployment. The low level of economic de-
velopment and high unemployment are not good recommendations for EU membership.
Therefore, it is necessary to accelerate the European integration through solving these
problems in Serbia. Help in that direction provided by the EU and other European insti-
tutions, should be maximaly used. Of course, one has to accept the standards and policies
with the essence that “employment is the best dam to poverty and social problems.” For
Serbia, at this stage, reducing unemployment means preparing for faster access and equal
status in the EU.
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STRATEGIC PROJECTS FOR DEVELOPMENT
OF GAMZIGRAD SPA

Abstract

Choosing and ranking projects are complex tasks in business operations.
Ranking of projects considers Multiple-Criteria Decision Making as a very
popular way to support decision makers. This paper deals with proposed projects
for development of the tourist resort of Gamzigrad spa in Eastern Serbia and its
thermo-mineral wells. The projects are ranked by application of the ELECTRE
method and by application of the AHP method, as ancillary method to determine
the weights of criteria.

Key words: project ranking, MCDM, ELECTRE I method, AHP method,
Gamzigrad spa.

JEL Classification: Q00

CTAPTEI'MJCKU ITPABIIA PA3BOJA
T'AM3UI'PAICKE BAIBE

Ancrpakr

Paneuparee npojexama, 00HOCHO pa3gojHUX NPABAYA NPEOCNAB/bA KOMIIEKCAH
3a0amak NociogHux nooyxeama u onepayuja. Memode Buwexpumepujymcroe
Oonyuusarwa (MCDM) ce yecmo xopucme xao noopuika OOHocuoyy ooayka. Y
paoy je akyenam cmaemer Ha paHesuparee CMpamezujckux npojekama 3a paseoj
Tamsuepaocke 6amwe, mecma y Hcmounoj Cpouju. I[lpojexmu cy paneuparnu
ELECTRE memooom, kao enagnom u AHP memooom npunuxom oodpehusarsa
medicuHe  Kpumepujyma, Kao nomolimom memooom  Buwexpumepujymckoe
Oonyuusarea.

Kawyune peuu: paneuparwe npojexama, MCDM, ELECTRE, AHP, I am3uepadcka
bama.

Introduction

Tha Gamzigrad spa is one of the important Serbian marketing destination.

Marketing is the sum of the activities that are used to direct the flow of goods and services
from producers to consumers (users, customers, clients).? Great potential for development

! biljana.ilic@fmz.edu.rs

2 Simonovi¢ Z., Mileti¢ S., Mileti¢ V., Uloga i znacaj marketinga u svremenom poslovanju,
Ekonomika ¢asopis 3/2012, 93-101 str., Nis§, 2012
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of both marketing and protection of natural values lies in using up renewable energy
resources °. The paper presents the possibility of finding adequate solutions for strategic
selection between several projects for development strategies, applying the ELECTRE
method, as major and AHP method as ancillary method to determine the weights of
criteria. The concept of the paper was done as follows: in the part of introduction it is
given a brief overview of the problem of decision-making, then in the second part of
paper it is explained Multiple-Criteria Decision Making and it is theoretical presented
the ELECTRE method. After that, it is explained application of selected method that is
used for ranking optimal projects of Gamzigrad. Finally in the section of conclusion, it is
given recommendation for the final selection of projects.

Multi-Criteria Decision Making - ELECTRE method

Multi Criteria Decision Making (MCDM) is one of the most well known branches
of decision making. According to many authors, such as Zimmerman, MCDM is
divided into Multi-Objective Decision Making (MODM) and Multi-Attribute Decision
Making (MADM) 4. MODM studies decision problems in which the decision space is
continuous. MADM concentrates on problems with the discrete decision spaces. The
concept of MCDM refers to situations when there is making a number of conflicting
criteria. However, MCDM has its bad side, that is the need to use much more complex
mathematical models for solving multi-criteria problems’. The ELECTRE method
(ELimination and ET Choice Translation REality) was made up by Bernard Roy, 1971.
There are a few versions of this method °. ELECTRE 1 is used for determining partial
order of alternatives, while the ELECTRE II method is used for complete arrangement
of the assembly of alternatives. The ELECTRE III and IV are the methods of higher
rank. To select the ELECTRE I method for evaluating the projects for development of
Gamzigrad spa, a number of specific factors were influental. For the start, preferences

in ELECTRE methods are modelled by using binary outranking relations, S, whose

meaning is “at least as good as”. Considering two actions a and b, four situations may
occur (Salminen, Hokkanen, Lahdelma, 1998):

aSb and not bSa , i.e., aPb (ais strictly preferred to b ).
bSa and not aSb , i.e., bPa (b is strictly preferred to a ).
aSbh and not bSa ,i.e., alb (a is indifferent to b).

Not aSh and not bSa,i.e., aRb (a isincomparable to b ).

b=

At the very begining of a process of ELECTRE method, it is necessary to define
the initial decision matrix. The general form of the initial decision matrix is shown on

3 Magdalinovié¢ N. (2007), Upravijanje prirodnim resursima, Inorog, Bor, 2007

4 Zimmermann, Niklaus E. Kienast, Felix, Predictive mapping of alpine grasslands in
Switzerland:Species versus community approach, Journal of Vegetation Science 10: 469-482, 199
© IAVS,; Sweden

5 Nikoli¢ M (2009), Metode odlucivanja, Univerzitet u Novom Sadu, Tehnicki fakultet
,,MihajloPupin, Zrenjanin

¢ Roy B. (1968), Classement et choix en présence de critéres multiples (la méthode ELECTRE),
RIRO, 8, 57-75.
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table 1. Beyond that, it should be quantified matrix via the linear scale. The linear scale
usually has values ranging from 0 to 10 for estimating the importance of criteria. In the
paper, the following grades of criteria are used: 1- very low , 3 —low, 5 —average, 7 -high
and 9 —very high.

Table 1 - General form of the initial matrix

Criteria C, C, C,
Alternative
AI Xl 1 12 In
AZ XZ! XZZ X2n
AJ X31 X32 X}n
A X

n nl n2 o mn

The first step involves calculating normalized decision matrix via adequate
formulas (3, 4) by which normalized elements are calculated. The formula 3 is applied
to the attribute of type max, while the formula 4 is applied to the attribut of type min.
Each element of a vector columns from the normalized decision matrix, is divided by its
norm?®.

©)

(4)

The general form of normalized decision matrix is shown in table 1.1.

Table 1.1- General form of normalized decision matrix

l’l11 nlz nln
nZl nzz n2n
1’lml an nmn

The second step involves calculated weighted normalized matrix, where the
decision-maker actively participates in the procedure of solving the problem by
determining the preference, that is the weight of user’s criterion (formula 5). The general
form of weighted normalized matrix is shown on table 2.

N =TeN (5)

" Mitevska N. (2005), Terija odlucivanja, Tehni¢ki fakultet, Bor 59-69.
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Table 2 - General form of weighted normalized matrix -TN

t,n, tn,, tn,
t1 nzl tlnzz tl n2n
tn tn , tn

In the paper, it is the section where the Analytical Hierarchical Process (AHP)
method is applied, so that by comparing in pairs, on the basis of opinion of three experts,
it is possible to get more exact determination of criteria weights. The AHP method was
developed at the start of the 1970’s, by Thomas Saaty (Saaty, 1980). It is a useful tool in
decision-making analyses at solving problems in which a pretty large number of decision-
makers participate 8. The third step of the ELECTRE method, there are determined the
assemblies of agreement and disagreement. This step compares all pairs of the analyzed
actions on the basis of value of elements from weighted normalized matrix®. There, we
compare the pairs of actions p and . Firstly, it is determined the assembly of agreement
Spr for the actions a» and ar (actions mark the alternatives), made up of all criteria, for
which the action, or alternative a, is more desirable than the alternative, or action ar, that
is shown in formula®.

Spr :{]| xijxrj} (6)

Then, it is formed the complementary assembly of disagreement — NS, by using
the following formula 7 ©:

NSpr =7 -8, ={j| apj <} ™

In the fourth step, it is defined the matrix of agreement on the basis of the assembly
of agreements. The elements of the matrix of consent are the indices of agreement, and
they are calculated as a sum of weights of criteria belonging to certain assemblies of
agreement. Based on the assembly of agreement, it is determined the matrix of agreement
MS. For calculating the values of the matrix, it is used the formula 8 °.

Spr = 31, ®)

JjeSpr

The fifth step refers to determining the disagreement matrix on the basis of the
assembly of disagreements. The elements of the matrix are the indices of disagreement,
determined by the formula 9 ¢. The element of weight normalized matrix in the formula
is marked as

max [tn b~y ] ©)
JjeNSpr
ns,, =
max|m,; —n,;
jeJ

In the sixth step it is determined the matrix of agreement domination, on the basis
of the value of so-called threshold of agreement index (the average index of consent) -

8 Cupic M., Tummala R. (1997), Savremeno odlucivanje: metode i primena, Fakultet Organizacionih
nauka, Beograd
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which can be also defined as average index of agreement - PIS (10)*.

m m s
PIS:Z:{Z]: ﬁ where p#*r (10)
p=l r=

The matrix of disagreement domination (step seven) is calculated on the basis
of the average index of disagreement, as it is analogous to the matrix of agreement
domination®. First, it is calculated the average index of disagreement — PINS (11) .

P]NS:ZZ —p) where p #r (11)

The step eighth determines the matrix of aggregate domination. The elements of
this matrix are equal to the product of the elements on definite position in matrices of
agreement and disagreement domination (12) (Mitevska, 2005).

mad ,. =msd . ®mnsd,, (12)

Finally, in the ninth step, less desirable actions are eliminated, while one or more
alternatives is/are sorted out as most desirable. The matrix of aggregate domination gives
partial preferred order of actions. Therefore, the ELECTRE method I provides a partial
order of actions '°.

Ranking projects of Gamzigrad applying the ELECTRE method

Gamzigrad spa is the little village of termomineral well, settled in Eastern Serbia.
Taking into consideration degree of utilization of the existing facilities, we should point
the fact that business operations of Gamzigrad spa is based on relatively modest capacities
of'a hotel ,,Kastrum®. This paper emphasizes the choice of the best alternatives at making
adequate decisions for the development of the geo-thermal well, as a renewable energy
resource. To make good possibilities for future development of the Gamzigrad spa, a
group of experts made up a list of projects, that could be acceptable relating to financial
and other criteria. The following five development projects have been defined and
accepted: Health tourism, Sport tourism, Recreational tourism,Rural tourism,Congress
tourism. Each project or the alternative for future development strategy, was defined
by its attributes, that is, appropriate criteria. After talk with the Management team,
the following five criteria (with some attributes shown in brackets) were defined for
evaluation of the projects:

1. FI financial investments (investments in Euros —200,000)
2. EN (the environment)- (the influence on resources and approach to resources)
— maximum care for the environment.

? Cupic M., Tummala R., Suknovic M. (2001), Odlucivanje : formalni pristup, Fakultet organizacionih
nauka, Beograd

10 (Adamovic et al, 2008)
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3. SD (solution delivery) — relating to subsequent appropriate solutions if initial
ones are not adequate (proof of technology, uncertainess, if benefits are

measurable)- expressed in Euros — 250,000.

4. SC (strategic contribution) (the contribution of the business plan for
Gamzigradska Banja and its surroundings) — it was estimated that maximum

is necessary.

5. RM (risk management) it is necessary to lessen risk to its minimum.

Table 1.2 - Values of criteria and project

Criterias F
Project min
Healthy (P)) 200,000
Sports (P,) 70,000
Recreative

60,000
®)

Country (P,) 120,000
Congress (P) 40,000

SD

min
250,000
90,000
70,000
140,000
60,000

SC
max
high
v. high
v. high
high
high

RM
min

average
average

low

low

low

EN
max
v. high
high
v. high
high
v. high

The table 1.2 shows the values of five projects and five criteria that were using for
selecting optimum development project of Gamzigrad. Majority of criteria were divided
into simpler measures of well-defined attributes, combined in the way that a result for
each project and each criterion could be obtained. On the basis of the table 1.2, it was

created the initial decision matrix, shown on table 1.3.

Table 1.3 - Initial decision matrix

Criterias F SD SC RM EN
Project min min max min max
P, 200,000 250,000 7 5 9
P, 70,000 90,000 9 5 7
P, 60,000 70,000 9 3 9
P, 120,000 140,000 7 3 7
P, 40,000 60,000 7 3 9

Applying the formulas 3 and 4 (Mitevska, 2005) using the data from the table 1.3,

it was obtained the normalized decision matrix, shown on table 1.4.

Table 1.4 - Normalized decision matrix

F SD SC RM EN
P, 0.790 0.800 0.398 0.570 0.487
P, 0.275 0.286 0.511 0.570 0.380
P, 0.236 0.222 0.511 0.341 0.487
P, 0.472 0.445 0.398 0.341 0.380
P, 0.157 0.190 0.398 0.341 0.487
EKOHOMUKA
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Applying the formula 5, it is calculated the weighted normalized matrix -TN.
In this part the decision maker determines the weights of criteria. In the case of the
Gamzigrad, three experts (ecologist, sociologist, economist) were consulted to calculate
the weights of criteria.

Table 2.1 - Weights of criteria — Expert 1

F EN RM SC SD Cr Wt
F 1 1/7 1/3 1 1 F 0.072
EN 7 1 5 7 7 EN 0.580
RM 3 0.200 |1 3 3 RM 0.188
SC 1 0143 0333 |1 0333 | SC | 0.061
SD 1 0.143 10333 [3 1 SD 0.099
Consistency Ratio (CR) =7,39%
Table 2.2 - Weights of criteria— Expert 2
F EN RM SC SD Cr Wt
F 1 1/7 1 5 1 F 0.136
EN 7 1 3 7 7 EN 0.539
RM 1 0.333 1 5 3 RM 0.190
SC 0.200 0.143 0.200 1 0.333 SC 0.042
SD 1 0.143 0.333 3 1 SD 0.093
Consistency Ratio (CR) =9,30%
Table 2.3.- Weights of criteria — Expert 3
F EN RM SC SD Cr Wt
F 1 1/7 1/3 3 1 B 0.091
EN 7 1 5 7 7 EN 0.569
RM 3 0200 |1 5 3 RM 0.204
SC 0.333 | 0.143 | 0.200 | 1 0333 | SC 0.045
SD 1 0.143 0.333 3 1 SD 0.091

Consistency Ratio (CR) =9,50 %

By using of arithmetic mean for the final weights, the mean values of criteria were
found, and the same are shown in tables 2.1, 2.2, and 2.3. The final values of criteria weights,
obtained by calculating the arithmetic mean for each criterion, are shown in table 2.4.

Table 2.4 - Arithmetic mean - weights of criteria

Cr Wt

F 0.100
SD 0.094
SC 0.049
RM 0.194
EN 0.563
> 1
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The weighted normalized matrix —TN, is shown on the table 2.5.

Table 2.5 - Weighted normalized matrix - TN

F SD SC RM EN
P 0.078 0.074 0.020 0.110 0.274
P, 0.024 0.021 0.025 0.066 0.274
P, 0.016 0.018 0.020 0.066 0.274
W 0.100 0.094 0.049 0.194 0.563

Cr

Having calculated the before mentioned, also applying the formulas 6 and 7 it the
is determining the assemblies of agreement - S and disagreement - NS (table 3).

Table 3 - Assemblies of agreement (S) and disagreement (NS)

Matrix of agreement — MS, for definite values of index is calculated applying
formula 8 and it is shown on table 4.

Table 4 - Matrix of agreement - MS
0 0.757 0.563 0.612 0.612

1 1 0 1 0.806

1 0.951 0.951 1 0
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Table 5 - Matrix of disagreement - MNS

0 0.840 1 0.725 1
1 0 1 1 1
0 0 0 0 1
1 0.045 1 0 1
0 0.092 0.708 0 0

The matrix of disagreement —-MNS is calculated applying formula 9. It is shown
on table 5. Matrix of agreed domination - MSD is shown on table 6. It is calculated

applying formula 10.

Table 6 - Matrix of agreed domination - MSD

1

0

0

=~ O ~» O|Oo

S =)

= O O O

o =

o o ~» Oo|o

The matrix of disagreed domination — MNSD is shown on the table 7. The elements
of the matrix are calculated applying formula 11.

Table 7 - Matrix of disagreed domination - MNSD

0 0 0 0 0
0 0 0 0 0
1 1 0 1 0
0 1 0 0 0
1 1 0 1 0

Table 8 - Matrix of aggregate domination - MAD

P 0 0 0 0
0 P, 0 0
1 1 P, 1 0
0 1 0 P, 0
1 1 0 1 P

The next step is determining the aggregate domination matrix — MAD (matrix of
aggregate domination). In this case, the matrix has the values, shown on table 8. It is calculated
applying formula 12. The last step, step nine, of the ELECTRE method, by eliminating less
desirable projects, led us to the following reccommended projects (Mitevska, 2005).

Table 9 - Final ranks of projects

P :

Do not dominate

Dominate under P,

Do not dominate
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Conclusion

Approach of the ELECTRE method, described in this paper, besides the ranking
projects, also separates objective components from subjective ones. In the case of
ranking projects of Gamzigrad, it has been allocated that the projects P, and P, do not
dominate, while the project P, dominates under the project P,. However, projects P, and
P,, dominate under the projects P, P, and P,, which means that these two projects, P, and
P, are the approepriate. The further question can be defined on the next way: between
the two projects that have applied in the ELECTRE method as acceptable, which one is
better? If we take into account the Financial criterion, then the development strategy of
Gamzigrad should be based on Congress tourism, because the investments in this project
are lower than the investment of the project Recreative tourism. Therefore, the project
of Congress tourism is economically better than the others. In the experts’ opinion and
on its rank in the selected method, beside the least investment, this project, requires the
shortest time of realization.
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TERRITORIAL INNOVATION SYSTEMS AND THEIR
INFLUENCE ON ECONOMIC DEVELOPMENT

Abstract

Spatial innovation systems consist of a network of local participants and the
relationship which forms the production system and through which joint forces
for learning are created. In networks, economic, social, political and institutional
participants possess specific ways of rule organization and a unique culture. Territorial
innovation systems increase productivity, direct investments and innovation activities
stimulate the development of new business forms and affect the expansion of the
existing economic structure.

Key words: innovation, territorial innovation systems, innovation clusters, economic
growth.

JEL Classifications: 010, 031

TEPUTOPUJAJTHU NTHOBAIIMOHU CUCTEMMU U IbUXOB
YTHULAJ HA IPUBPE/THU PA3BOJ

ArncTpakTt

Tepumopujanne uHoOBaYUOHE CUCMEME YUHU MPedica TOKATHUX YHEeCHUKA U 6e3a
KOje 00OnuKyjy npou3eo0HU cucmem u Kpo3 Koje ce cmeapajy 3ajeOHuuKe cHaze 3a
yuere. Y mpedcama, eKoHOMCKU, OpYUIMGEHY, NOTUMUYKU U UHCIUMYYUOHATHU
yuecHuyu nocedyjy cneyu@uune HauuHe op2anuzayuje npasuia u jeOUHCmeeHy
kyamypy. Tepumopujarnu unoeayuonu cucmemu nogehasajy npooyKmugHocm,
yemepaeajy uneecmuyuje u UHO8AYUOHEe AKMUEHOCHU CIMUMYIUULY PA360j HOBUX
nOCI06HUX 00IUKA U 0enY]y Ha wiuperse nocmojehe npuspeone cmpykmype.

Kwyune peuu: unosayuje, mepumopuojainu uHo8ayUOHU CUCEMU, UHOBAYUOHU
Kaacmepu, npuepeoHU paseoj.

Genesis of territorial innovation systems

Territorial innovation systems include mutually connected enterprises in certain
sectors, together with appropriate suppliers and the service sector, as well as a series of
supporting institutions.

Territorial innovation systems have a threefold role in the economy:

- they increase productivity,

- they spread enterprise innovation on certain territory and

- they stimulate the appearance of new innovation-oriented enterprises.

In the economic literture, far more has been written about clusters as a form of
territorial innovation systems. In insufficiently developed economies, the promotion
of clusters is founded on cheap labour, natural resources etc., whereas adversely, in
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developed economies, cluster organization is primarily based on new technologies,
specialization, infrastructure etc.

The development of industrial clusters which include innovative enterprises and
research institutions has become one of the priorities of economic development of many
countries, which is not surprising, having in mind that jobs in these countries stand out
due to their productivity and level of earnings. However, the problem is that there still
is a great gap between the research results and concretization of state interventions. A
certain number of economic analysts notice, with a cause, that future research must much
more thoroughly break through in the nature of territorial preconditions for the formation
and success of industrial clusters.' The challenge is more evident in the context of effort
to alleviate development inequalities of certain spaces. Namely, it is clear that the
activity of highly technological clusters is closely related to the educational structure and
that most of such clusters are located in the most advanced regions. The mechanism of
cummulative causality acts in the direction of increasing the already obtained advantage
of economically most advanced territorial areas, while simultaneous globalization
processes increase the pressure of competition, especially in less developed areas. This is
the reason why specific activities, oriented towards raising innovativity of less developed
areas, faced with additional risks and problems. The advantages in terms of possibility to
realize innovations which exist in clusters in certain areas strengthen due to competition
pressure. The similarity of basic conditions (for example, the costs of labour and utilities)
combined with the presence of numerous rivals force companies to express themselves
creatively. The pressure for innovations is increasing. Individual companies in the cluster
can hardly maintain dominance for long, but most enterprises advance faster than those
which are located at other places.>

Characteristics of territorial innovation systems

Crucial characteristics of spatial innovation systems are:
» geographical concentration,

* high level of specialization,

» great number of small and medium size enterprises

» easy way of arrival and departure,

* high level of innovativity.

Geographical concentration is one of the characteristics of all forms of territorial
innovation systems. The attribute territorial is important because the group consists of
a greater number of companies which belong to the same or mutually related fields of
industry which are grouped within a certain location. What makes this form of group
different from other types of industrial locations is the fact that companies are located
close to one another and that they work on interrelated subjects.

The presence of a great number of enterprises, most of which are small, is
good ground for the development of a high level of specialization. This is completely
opposite the situation when companies offer a wide range of products. The significance
of specialization is not just one of the approaches to define the nature of the group. It
is related to the group nature because the presence of a great numnber of companies
enables the realization of specialization.

! Smith, D. 2010. Exploring Innovation, McGraw-Hill, p. 208.
 TToptrep, M. 2008. O kouxypenyuju, DEDA, Beorpan, ctp. 224.
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One characteristic of the group is a simple way of entering and leaving of
companies. In other words, companies must be enabled to simply access the group.
Economically speaking, all barriers at the entrance must be removed. At the same time,
the companies must be provided with the possibility to leave the groups whenever they
wish to do so.

Group operation, as a rule, is related to high innovativity. New ideas, new
concepts, new designs and new processes can easily be commercialized by founding a
new company which is the spin-off of the preceding one.

Company concentration enables efficiency growth based on:

» employee specialization,

» company specialization for certain production phases and

» knowledge circulation.

A great number of specialized workers is engaged in the industrial fields because
the existence of small companies improves high concentration of specialized labour.
For some companies this can mean saving because in this way they can overtake
employees from other organizations before they spend their money on their training
and specialization. The number of companies which are specialized for certain phases
of production can significantly increase the demand from other companies. Knowledge
circulation takes place significantly in an informal way.

However, the most important factor which is behind the return of industrial areas
to the top of the list of economic goals, especially behind the promotion of clusters
comes from two economists, Michael Porter and Paul Krugman®. They have done a lot
for renewed interest in the industrial clusters. Porter’s paper on clusters, which came
almost a decade after his earlier paper, drew attention to the importance of competition.
Politicians from the whole world were impressed by Porter’s idea of business clusters
as a means in promoting both the national and regional wish for competition and the
promotion of innovativity.

Forms of territorial innovation systems

Four most commonly mentioned forms of territorial innovation systems are:*
¢ Form of neo-Marchallian industrial district,

* territorial innovation systems in the form of center-suburbs,

* territorial innovation system in the form of satellite platform,

* state innovation systems.

The first form of territorial innovation system has a structure which is characterized
by the presence of a great number of small companies in local ownership. Since the
companies are in local ownership, the decisions about production are mostly made on the
local level. There is also a significant level of trade on the local level, with raw materials

*Krugman, P. 1991. Geography and Trade, Cambridge: MIT Press; Krugman P. 1995. Development,
Geography and Economic Theory, Cambridge, MIT Press; Krugman P. 1998. What's new about
New economic Geography?, Oxford Review of Economic Policy, vol. 14, no. 2; Krugman, P. 1991.
Increasing returns and economic geography, Journal of political economy, 99:3, 483-99; Krugman
P. R. and A.J. Venables 1995. Globalization and the inequality of nations, Quarterly Journal of
Economics, 60, 857-880.

* Markusen, A. 1996. Sticky Places in Slippery Space: A Tipology of Industrial District, Economic
Geography, 72. pp. 293-313.
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which are obtained locally which results in a strong connection among companies within
the territorial innovation systems. On the other hand, products can be sold outside the
area which is covered by the local level. Labour force is also employed on the local
level without expressed migration. The presence of gread contigent of workers who deal
with design or development ensures that these groups are fertile ground for innovations.’
According to the criteria of innovation, the number of companies which it connects,
according to special suppliers, the Silicon Valley in California is an example of the type
of technologically-oriented, neo-Marchallian industrial district. In Britain, Motor sport
valley in Oxfordshire is another example of this type of spatial innovation system. It
represents an innovative center which is focused on the development and production
of racing cars, the first of this type in the world in relation to the number of small and
medium-sized enterprises grouped in the diameter of around seventy kilometres from
Oxford.® Within this field there are more than 600 companies located which deal with
design, development and production of racing cars and the components for them. What
makes this spatial innovation system similar to the Silicon Valley is not only the presence
of the leading constructors of racing cars, but also a great number of suppliers of special
components, but also a well-trained staff and scientific community, mutually well-
connected, which enables the collection and spreading of knowledge which leads to high
dominance of innovations.’

Territorial innovation systems of the type center — suburbs are characterized by a
small number of big companies or plants which have the role of the center around which
a great number of enterprises can be found, connected to the strategic company in terms
of the theme, origin or business relationship. Companies-centers are usually big with
international business amount which can include relationships with branches, suppliers,
consumers and competition on the local level, as well as outside the region.

Terriorial innovation system of the satellite platform form is characterized by a
concentration of branches of great organizations with the headquarters and ownership
abroad. In these groups, there can be companies starting from those that mainly deal with
routine jobs and all the way to the organizations which handle sophisticated research.
However, one of their main characteristics is the tendency towards the formation of
separate facilities which are separated in the physical sense, with relatively little
connection with other companies within the territorial innovation system. As a result,
permanent cooperation with the local suppliers mostly does not exist.

With an economic structure in which branches of big technologically advanced
companies are dominant, center Sophia Antipolis in France is a good example of spatial
innovation system of the satellite platform type. Among companies which have their
branches within it are: IBM, Digital, Thompson, Rockwell. They were attracted to
Sophia Antipolis by the prestigious character of the scientific park. Attempts to influence
the development of small and medium-sized enterprises through incubator programs
have had limited success.

The forth form of spatial innovation system can be found in public ownership. It is
formed when one of the companies of the public sector or some non-profit organization
takes the place of the main tenant of land in some region.

5 Markusen, A. 1996. Sticky Places in Slippery Space: A Tipology of Industrial District, Economic
Geography, 72. p. 301.

¢ Henry, N. Pinch, S. 2000. Spatialsing Knowledge: Placing in Knowledge Community of Motor
Sport Valley, Geoforum, 31. pp. 191-208.

" Henry, N. Pinch, S 2000. The Industrial Aglomeration (of Motor Sport Valley): A Knowledge, Space,
Economy Approach, in Bryson, J. et. all. Knowledge, Space, Economy, Routledge, London, p. 127.
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Examples of this type of spatial innovation systems are Denver in Colorado, where
the second largest concentration of state agencies in USA can be found and Ann Arbor in
Michigan, where a university is located at the center. The structure of the state innovation
systems has many similarities with the structure of the ceter-suburbs group because one
or a small number of organizations show a tendency towards domination in the economic
development of the region. This is the reason why it is likely that the local business
structures will probably be the reflection of the central organization.

Characteristics of spatial innovation systems

There are certain characteristics of spatial innovation systems which make them a
good basis for innovations. These characteristics are:
= networking,
=  gspecialization,
= facilitated entrance and exit,
= resource mobility.

Innovation is a phenomenon which is transferred by a system of more
intermediaries, which implies a high level of integration among companies. The model
shows that companies mostly do not do business in isolation, but they tend to attract
other companies and ideas, information and service. As long as they do so, closely
related groups of people that work in the same field, but in several different companies
which are located close to one another, can enable the growth of networking. Closeness
stimulates the development of business communities where different professions meet
their equivavalents all the time in other companies and in this way they allow knowledge
to circulate with the help of common experience which in turn provides each company
with an access to a much wider range of information.

Another characteristic of territorial innovation groups is encouraging and
stimulating innovations on the basis of more expressed degree of specialization. The
presence of a great number of companies which belong to the same industry or, at
least, to similar sectors, which are located close to one another, allows companies to be
specialized in those activities in which they are good, as well as to provide specialized
products and services. As a result, a new type of specialized suppliers can appear in the
group. This can further spread on the appearance of entrepreneurs and factory owners
who can perform production tasks vital for innovation, which is the case with the
solutions related to the prototype development.

Most company groups in the field of new technologies include the presence of
significant number of small, relatively new companies. This is the result of an easy
admission to the group and also an easy exit. Therefore, it is relatively simple for certain
entrepreneurs to separate from their existing employer and start their own business.
Although it was believed that most companies could be great innovators, based on the
fact that they have the potential needed for obtaining innovations, there is increasing
evidence which confirms the claim that small companies are the best for the development
of innovations. Why? Primarily, because they do not contain the load of old technology.
Secondly, in small companies decisions are made fast and quickly, while in big companies,
which have a higher level of management, it is much more difficult. Finally, knowledge
circulates much faster in small companies. Therefore, since groups have the tradition of
young enterprises combined with facilities which greatly facilitate beginnings, they can
provide the best conditions for the formation and generating innovations.
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Resource mobility, especially human resources, is a common characteristic of
many enterprise groups. Several studies on this topic have shown that groups are often
characterized by a high level of labour force mobility. Mobility encourages innovations
in several ways. If people move, the ideas will move too. A high rate of mobility implies
the existence of an active market for certain abilities. Under these conditions, awards
present the most accurate indicator of an individual’s abilities. Finally, labour force
mobility implies that companies are very aware of what other enterprises do, which
further motivates them for rapid development of innovations.

Impact on economic development

Innovation is the central initiator of economic growth, development and creation
of better jobs. It is the key which enables companies to successfully compete on the
global market and the process which searches for solutions for social and economic
challenges, from climate changes to the battle against deadly diseases. It is the source of
improvement of our everyday lives.

Innovation environment has significantly evoved in the recent years. First, the
change has occurred in the geography of innovations. Trends in economic growth and
forms of investment in education and research and development encourage development
of multipolar innovation horizon. Companies in undeveloped countries (lower-income
countries) are not only passive technology implementers of the developed ones but also
like enterprises from economies which are developing (middleincome economies) are
rapidly appearing on the international innovation scene. The technological gap between
countries which are developing and highly developed ones (high-income countries) is
narrowing.

Secondly, the complexity of the way from an idea to a commercial realization is
more intensely recognized, which brings about the spreading of our understanding of
innovation. Non-technological form of innovation, such as new organizational forms,
new marketing approaches, successful design, etc. — are now seen as vital elements of an
innovative environment. Innovation capacity is also the ability to exploit both the new
and the incremental technological innovations.

Thirdly, the innovation process in nowadays more open, collaborative and
internationalized than ever. It is important to emphasize that in the new global
environment, innovation as the initiator of economic growth is not only the prerogatice
of only highly developed countries. Opportunities for innovation can and should be used
by everyone.

Territorial innovation systems represent one form of expression in estavlishing
economic stability and economic progress of many countries, that is their regions.
They include mutually connected enterprises in certain areas, together with appropriate
suppliers and the service sector, as a series of institutions, including universities, institutes,
services, laboratories, branch associations, agencies etc. In the strategy of improving
competitive advantage of a country, territorial innovation systems have a threefold role:

- they increase productivity, since the specialization in a certain economic
activity enables the growth of productivity,

- they specify long-term development directions, which directs investments
and innovation activities,

- they stimulate the development of new business forms and affect the
spreading of the existing economic structure.
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A successful territorial innovation system can create the needed basis for
cooperation among companies and specialization, improve the private-public dialog,
encourage external stakeholders (suppliers, buyers, etc.) and accelerate innovation.
Owing to the closeness, both the geographical and in activities, members of spatial
innovation system obtain certain economic benefits and advantages. These advantages
include access to human resources and supplier, professional knowledge, pressure
for better business because of direct competition and learning from close cooperation
with specialized consumers and suppliers. Territorial innovation systems are important
because they create tangible economic benefits for its members. Benefits from spatial
innovation systmes appear in two forms:

1. productivity growth:

a) exchange of information and use of mutual resources

b) expenditure decrease trhough connection with agencies for providing specialized
services (marketing, accounting, consulting, professional and other services)

¢) easier approach to specialized suppliers and human resources

2. improvement of the national innovation capaciti owing to:
a) rapid circulation of new ideas and technological knowledge
b) lower costs of developing new products and services

c) greater innovation-directed investments.

Conclusion

In the past twenty years in finding factors which decisively contribute to the
economic growth of a region, a significant place belongs to the innovation complex.
Although it is a vey heterogeneous group of interpretations of economic development,
on the one hand, and the fact that these explanations are very frequently intertwined with
different forms of endogeneous theory of economic development, on the other hand, it is
a fact that the phenomenon of spatial innovation systems is based on the concentration of
a great number of highly-innovative companies which invest directly in the development
of new technologies and new products and services.

References

Smith, D. 2010. Exploring Innovation, McGraw-Hill.

Porter, M. 2008. O konkurenciji, FEFA, Beograd.

Krugman, P. 1991. Geography and Trade, Cambridge: MIT Press.

Krugman P. 1995. Development, Geography and Economic Theory,

Cambridge, MIT Press.

5. Krugman P. 1998. What’s new about New economic Geography?, Oxford
Review of Economic Policy, vol. 14, no. 2;

6. Krugman, P. 1991. Increasing returns and economic geography, Journal of
political economy, 99:3, 483-99;

7. Krugman P. R. and A.J. Venables 1995. Globalization and the inequality of
nations, Quarterly Journal of Economics, 60, 857-880.

8. Markusen, A. 1996. Sticky Places in Slippery Space: A Tipology of Industrial

District, Economic Geography, 72. pp. 293-313.

b NS

168 EKOHOMHKA



9. Markusen, A. 1996. Sticky Places in Slippery Space: A Tipology of Industrial
District, Economic Geography, 72.

10. Henry, N. Pinch, S. 2000. Spatialsing Knowledge: Placing in Knowledge
Community of Motor Sport Valley, Geoforum, 31. pp. 191-208.

11. Henry, N. Pinch, S 2000. The Industrial Aglomeration (of Motor Sport Valley):
A Knowledge, Space, Economy Approach, in Bryson, J. et. all. Knowledge,
Space, Economy, Routledge, London.

12. Rodgers, E. 1996. Fliying High: The Story of Boeing and the Rise of the
Jjetliner Industry, The Atlantic Mountly Press, Oxford.

13. Cvetanovi¢ S., I. Mladenovi¢, i M. Nikoli¢. 2011. Teorijske osnove koncepta
inovacionog kapaciteta privrede. Ekonomika 4, pp. 14-23.

EKOHOMUKA 169



[TPETJIEJHU YJIAHIIU Pan je npumiben 26. 11.2012.

Radomir Stojkovi¢, Ph.D. student
Bratislav B. Prokopovi¢, Ph.D.
Mihailo Raicevi¢, Ph.D. student
Business School of Nis, Nis

FOREIGN DIRECT INVESTMENT AS DEVELOPMENT
CHANCE FOR SERBIAN

Abstract

In this paper author considers globalization problcms, observed through prism
of foreign direct investment activities in transition countries framework, with
special review on economy of Republic of Serbia.
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CTPAHE JUPEKTHE UHBECTHULIUJE PA3BOJHA CY
INAHCA CPIICKE ITPUBPEJIE

ArncTpakTt

Y pady obpahyjemo npobnemamuxy oanac eeoma axmyenHoe peHoMeHa 2no-
banuzayuje. I[lpu mom, enobaruzayujy nocmMampamo Kpo3 RPU3My CMPAHUX Ou-
PpeKmHux ungecmuyuja y 3emmpama y mpanzuyuju. Ilocebna nasxcroa noceehena je
MozyiHOCmuMa Koje npysca Hauia npuepeda Ha NPUGIAYersy CMpPAHo2 KAanumaid.

Kwyune peuu: [Jupexmne cmpane ungecmuyuje, Kanumai, 2100aiu3ayuja. ..

Introduction

The development of the human society is inextricably linked to the concept of
investment, which is theoretically and empirically proved. Therefore, it is a well-known
claim that the investments are the generator of the society development. Also, argument
that the investment are in fact only the potential energy of the society sounds good, while
for the real development their kinetic effects is essential or their effectiveness.!

Serbia’s economy, at the beginning of the new millennium, faced a major problem
of economic development: the lack of capital, without which it can not solve the key
issues of sustainable development. The overall economic crisis, as a result of ten
years of war and isolation, outdated technology and a lack of domestic capital, call for
attracting foreign investments in order to guarantee sustainable economic development.
In addition, our economy in all aspects of the manifestation of performance success,
primarily external liquidity and solvency, is one of the most indebted countries in the
group of countries in transition.

Because of that, foreign direct investments (FDI) are its most significant
development opportunity for sustainable development, because the symbolic level

! TIpoxonouhi b. Bopusoje, Hnsecmuyuje y mpeosuru, lponrkom, beorpan, 2002., pp.14.
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of domestic savings? and high indebtedness of our economy are limitations in the
development, which we can overcome only through the active engagement of the private
foreign capital to fill a “investment gap “ and to effectively implement reforms .

The scope and the dynamics of foreign direct investment in
the economy of the Republic of Serbia

The inflow of foreign capital after the collapse of the former Yugoslavia and the UN
imposed sanctions on Yugoslavia was almost suspended, and international trade and financial
flows were discontinued. In the process of Serbia’s ten years isolation, there has been: a
great slowdown in economic transition; a decrease in the level of overall economic activity;
reducing in the domestic investments; and a large decrease in the level of investment.

The experience of some countries in transition in the past ten years have shown
that the inflow of foreign direct investment was the main generator of their economic
development, which was not the case in Yugoslavian, ie. Serbian economy, which has
not felt significant effects in this domain. Political stability is the most important element
of the investment climate and to a large extent is determined by the value of investment
flows in the period. It is believed that foreign investors are highly valuing, above all,
the stability of the potential borrowers of FDI. For them, in addition to profits, market
conditions, economic potential, geographical location, cost of labor and other resources,
skills and infrastructure, the political stability is essential.

The last decade of the last century in our country was marked by the existence of
objective circumstances, and they were a serious obstacle to the inflow of foreign capital:
international sanctions and isolation of the FRY and Serbia with the explicit prohibition
of foreign investment. The traditional economic partners of our country, because of UN
Security Council sanctions, could not invest their capital in our companies until 1996.,
and as a result of these limitations there are a significant reductions in the number of
contracts on foreign investments.’

At the presentation of the “White Book 2012.” of the Foreign Investors Council
(FIC) Prime Minister Dacic said that over the last ten years, companies that make up this
Council, have invested in the Serbian economy 17 billion euros, that they participate in the
gross domestic product to 16% of value and to are employing more than 88.000 workers.

By observing the volume of foreign investments in Serbia in the last decade of
the last century, we notice that the intensity of FDI was largely conditioned by political
developments and international relations of our country. It was only after the suspension
and abolition of UN Security Council sanctions, in 1996. and 1997. year, that there was
a significant increase in the number of contracts on foreign investment, of which, if we

2 Formation of the savings mass and its distribution by sectors, spillovers of the savings and its
use, in the present economic and financial theory and policy are areas of particular interest and
guidance. Otherwise, the tendency to save and to spend, processes of the concentration of formed
deposits, relations between savings and credit system, the monetary system and the policies and
processes of the formation of savings and others are the central issues of development of each
national economy. It is possible to start up the economic growth with the accumulation of imports,
but it is difficult to maintain it, because, ultimately, the formation of sufficient domestic national
savings is necessary for maintaning the import. Imported accumulation can be accelerate or help to
accelerate the pace of economic growth, but it can not be the basis for long-term economic growth.
Base for that are, above all, national income and national accumulation (savings).

3 In the period from 1991. until 1995. only 1038 agreement on foreign investment were concluded.
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look at the types of investments, very few were related to privatization.* Much larger
single foreign investment in this period was related to the purchase of 49% of shares
(from 738.5 million USD) of the Serbian “Telecom” by the telecommunications company
from Netherlands and Greece. However, this investment has not generated significant
developmental effects, as privatization revenues were not used for investments, but they
are used to cover the budget deficit and other social benefits.

Prohibition of investing in Yugoslavia, introduced in mid-1998. caused a serious
deterioration in the business environment and in the operations of our companies,
particularly because of the conditions under which privatization took place. Direct
result of sanctions imposed by the EU was to stop the process of privatization that has
started, because foreign investors were unable to engage. NATO military aggression on
our country and the tightening of economic sanctions, followed by its end, even more
alienated the Yugoslav, that is, Serbian economy from international economic flows of
capital. Foreign direct investment, in such circumstances, were more than symbolic,
and in 2000. they amounted to barely 54 million. The changed political relations in the
international community towards our country and its reintegration into the modern global
integration processes have led to increasing interest of foreign investors in our economy.

The total value of foreign direct investment in 2001. amounted to 160 million
euros, which is two and half times more than in 2000. It is, however, far below
expectations and the real needs of the Serbian economy. The largest investors in 2001.
were as follows: Germany (16.9), USA (9.7), Cyprus (7.6) and Austria with 6.1 million
euros. It is interesting that the sectoral structure is dominated by: trade and services in
the fields of transport, food and beverage, construction, textile, leather and footwear,
beauty sector, production of household appliances, wood, paper, etc. During 2001. the
significant amount of foreign investment was related to the banking sector in which,
with the funds of foreign investors, several banks were set up: “Micro-Finance Bank”,
“Raiffeisenbank Yugoslavia”, “HVB Bank Yugoslavia”, “National Bank of Grecce” and
“Societe Generale Yugoslav Bank” (with a minimum initial capital of 5 million dollars).

Based on the available data of the Agency for the promotion of exports and
foreign investment, the total amount of foreign investment was totaled at about $ 300
million in September 2002. It is interesting that, at this time, unlike in previous years,
in the total foreign investments, foreign currencies have dominant role, because of the
significant privatization ventures in the country. In this regard, tenders for sale of shares
in the following cement plants are standing out: “Beocinska fabrika cementa” to the
partner in France “Financiere Lafarge SA” (with 50.89 million dollars), cement plant
“Novi Popovac” to the partner from Germany “Breitenbyrger GmbH” (with 52,5 million
dollars) and cement plant “Kosjeri¢” to the partner from Greece “Titan” (with 35.5
million). At the same time, “Merima” from Krusevac was also sold to a foreign partner
for 42.3 million U.S. dollars. Auction processes provided 16 million dollars, and all the
sales were linked with the foreign legal entities.

Serbian economy and foreign direct investment
The isolation of our economy from international economic flows is strongly

reflected in its economic lag in the last decades of the 20th century. The consequences
of this lag are manifested in the modest attracting of the foreign capital. Changes in

4 In the period from 1996. until 1997. in Yugoslavia were registered about 2,800 contracts on
foreign investments.
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the political relations of the international community towards our country created the
conditions in which Serbian economy can integrate into the wider international trends
(economic, trading, investments and so on.). The conditions for an easier access to the
international capital market are created.

How foreign direct investments are the most important means of the economic
recovery and sustainable development of the economy, strategy for the inflow of foreign
capital has to be treated as the backbone of our economic and development policies.
In this regard, it is essential to define the priority areas of the economy for foreign
investment, and to determine the most desirable form of this influx. Development
strategy of our country should determine the priorities of economic development, starting
from the areas which are of the most interest for its achievement. In connection with the
above highlighted, comparative advantages of the country are determining the choice
of industries that Serbia should develop and within which foreign investments can be
implemented in the best way. Strategy of attracting foreign investment in our economy,
then, must be oriented to those economic areas in which they can get the best of our
strengths. We believe that between them these are standing out: the geographical and
strategic position - that should be used better, cheap and educated labor force, the size
and connectivity of the domestic market with other markets, natural resources and so on.

It is important to emphasize at this point, that our country, for a long period
of history, was present in markets other than the European countries, in many under-
developed countries, and that fact can be useful in restoring the broken relationships, that
arose from the earlier mentioned reasons.

Events in this region, that largely influenced our economy, have influenced on
the change in its industrial structure, which certainly determinates the choice of sectors
in which foreign investors want to invest. Perhaps this is the reason that a potentially
attractive areas for foreign investments are oil sector, trade and transport infrastructure.

For our economy today especially important and attractive are the investments
in infrastructure and energy,’ because in this way the conditions for investment in other
sectors are created, so that with the infrastructure development we are removing the
restrictions on foreign investment ventures. Especially in this context, attracting of the
foreign investment through concessions in the fields of: road and rail infrastructure,
mining, spa and mountain tourism resorts and the like, should be promoted. Law on
Concessions can significantly simplify the procedure to obtain the necessary financial
resources.

Metal and chemical complex of our economy, is an investment opportunity too. In
this section it is necessary to determine the areas that are considered to be competitive
in the regional market, because, once a significant exporter, today has a lot of problems
and its structural changes may contribute significantly to the revival of export activity.

Telecommunications, where the local market determines the interests and business
decisions of foreign investors, have attracted significant foreign investments, but we still
believe that it remains a significant investment opportunity in our economy.

Agrocomplex and tourism also represent significant sectors of interest to
foreign investors. Since there is a major problem in financing of agrocomplex, and as

5 According to the Minister of Energy, Development and the Environment, the Ministry will
greatly simplify and speed up procedures that precede the investment in energy, and there will be
an elimination of a large number of administrative and bureaucratic obstacles. The Ministry plans
that, to the end of 2012., the number of currently required permits, that investors need so they can
start business, will be reduces from 27 to 5. The Ministry plans to be in charge of licensing for
investment, in the next year.
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it does not have its own capital, foreign investment in this area are the best solution
for its sustainable development. Foreign partners are particularly interested to finance
production of products that they can not produce in their own countries: products with
known geograph1c 0r1g1n (which have a certificate of health safe food). Today, tourism
as an economic activity is rapidly evolvmg and is a particular challenge for the countries
that, in the export of tourism services, see one of the most significant opportunities to
accelerate economic growth and development. Our country has an economy in transition
and is facing numerous economic difficulties, and the foreign tourism development
offers great opportunities. Certainly, the improvement of the political situation in our
country would contribute to creating favorable conditions for a substantial inflow of
foreign capital and strengthening the competitiveness of our tourism offer. Favorable
geographical position and natural resources of our country can be a valuable asset
for significant involvement of foreign investors in the sphere of our tourism industry.
Otherwise, the intensification of foreign investment activities of the tourist areas in
the country, includes benefits such as: the construction of new modern facilities and
modernization of existing hospitality and tourism facilities, use of modern information
technology and involvement in global tourism trends, innovations in the promotional
activities, promoting the concepts of modern marketing management in hospitality
and tourism, as well as raising the quality of hospitality and tourism services, all in
accordance with the requirements of a demanding global market.

We believe that high qualifications and relatively low labor costs are the benefits that
would be used specifically to attract foreign investment (textiles, clothing and footwear).
When this industry is at question, we are talking about a labor-intensive industrie, in
which to the fore comes our competitive advantage (related to the labor force), and that
is something that should always be emphasized in talks with foreign investors. However,
the national strategy must respect and other competitive industries, the benefits of which
are not only based on skilled labor and abundant natural resources, but also on the
tradition of the production of certain goods/services, such as eg. production of: healthy
food, beverages, clothing, footwear, as well as providing services in the hospitality and
tourism, health etc.

When it comes to the attention of the foreign investors, it should be directed towards
traditional European partners, because past experience may be of importance for future
joint business arrangements. In addition to attracting large transnational corporations that
individually make more capital, the interest of the Serbian economy must be oriented on
a small and medium enterprises that are willing to take entrepreneurial risk, because they
take much less care on various limitations.

Neighboring countries are also an important potential investors for us. The reasons
for this may be in geographical proximity, but also in the fact that these countries already
have significant experience with the operation of their market economies. In this regard,
the most important are the countries of the former common state - Yugoslavia, because
we believe that once a very intense connection system of economic actors, who not so
long operated within a unified economic space, is guaranteeing more active economic
cooperation and significant investment and other connections.

The authors advocate with all their heart to attraction of capital and other resources
of our diaspora, because that act may be an important source of funding for the large
number of development projects in our economy. Valuable experience of Greece and
other countries that were able to take advantage of this important segment to strengthen
cooperation with the diaspora, should also be used by us. In fact, Greece, thanks to
its diaspora (with strong companies and individuals), during the nineties has made five
times bigger export to other Balkan countries. To achieve similar results, you need to
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give up a long time present assumptions that patriotic motives of our citizens abroad are
the main motivation for their investments. We are committed to, first of all, creation of a
stable institutional environment, which will be more effective in diplomatic and consular
missions abroad, will animate Serbian diaspora to get intensively involved in all aspects
of the functioning of the Serbian state.

In order to attract FDI, much more aggressive strategy of promoting Serbia should
be implemented, so Serbia would be promoted as an attractive destination for foreign
investment. Given the fact that the role of the state in attracting FDI in the present
context is completely changed, she must constantly make efforts for the promotion
of potential investment opportunities in the country and raise the level of services to
foreign investors.S To Serbian economy foreign capital is undoubtedly a primary mean of
recovery and our country has to do anything that will allow foreign investors to change
their perception of Serbia.’

In order to ensure successful attraction of foreign investments it is necessary to do
much more, and here we can only mention urgent points:

« eliminate the political risk, creating a highly credible government;

* quicker implementation of economic changes;

* create a predictable business conditions, by eliminating barriers and restrictions;

* deeper involvement of the country in international organizations and like.

Some of the necessary improvements in economic conditions are offered by
Minister Dinki¢ at the presentation of the “White Book 2012.”, where he announced a
number of laws, including: Excise Law; Law on lump sum taxation; the Law on Property
Tax; Law on company commitment to pay its obligations within 60 days (in which the
state should be the leader); Law on tax for unused agricultural or urban land plots (by
allowing those who do not use it, that it can be sold or rented) and others. At the same
time, the Minister said that, for those investors who invest more than 10 billion dinars
(10 million euros), the government will get rid of income taxes over the next 10 years.

Conclusion

Harmonization of relations between our country and the international political,
economic and financial institutions has led to a significant inflow of foreign funds in
the form of foreign loans and grants. The inflow of capital by some developed countries
and international financial institutions is a considerable support in the initial phase of
the reforms, as well as in creating conditions for the inflow of foreign capital. However,
given the high indebtedness of the our economy and the time constraints of the donor

® The State, through its mechanisms must undertake promotional activities, with the aim to:
provide a complete package of services to potential foreign investors with: true analysis of our
business environment; overview of the situation in specific sectors of our economy; provides
instructions and materials to facilitate the process of establishment of foreign companies in Serbia;
the possibilities of organizing meetings between interested investors with local managers and local
authorities and other.

7 Foreign Investors Council (FIC) recommends to the government of Serbia, in order to improve
operations in 30 areas, the improvement of conditions in the real estate and construction,
employment of law and tax regulations. The main message of the "White Book 2012." Is that
foreign companies in Serbia are expecting that the government continues with economic reform
and liberalization, and continues along the path towards the EU.
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assistance, Serbia must not only rely on these forms of international economic aid.
That’s because it is well known that the true form of international capital movements
that can trigger production in our economy and increase of its employment are foreign
direct investment. To successfully attract foreign direct investment, management of our
economy and government bodies must do everything to produce all necessary conditions
for the creation of a favorable investment climate for foreign investment. Among the
elements of this climate we can mention: stable and well functioning legal and tax
systems, political and macroeconomic stability, exchange rate stability, liberalization of
foreign trade and prices, quality laws and liberalization of foreign investment, dynamic
and stable economic development and other.
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Abstract

The negative effects of the global financial crisis shook the more or less all
countries of the world. The problems caused by the global crisis in the Republic
of Srpska are most pronounced in the financial and real sector of the Republic of
Srpska. In the current financial crisis, the Investment Development Bank receives a
key role in the financial support of Serbian economy. A stable and efficient financial
system plays a role in achieving the objectives of economic expansion. FINANCIAL
sector capital strengthening the financial crisis imposed as a necessity, especially
for smaller banks. The problems caused by the global crisis in the Republic of Srpska
expressed primarily in financial and real-sector. The main objective of this paper
is to highlight the importance and role, and the advantages and disadvantages
of financing the development of financial and real sectors of the global financial
crisis. The paper elaborated analysis of the degree of development of financial and
real sectors of Serbian, conditions in the banking sector and the role of Serbian
Investment and Development Bank of the Republic of Srpska in the development of
financial and real sectors of Serbian. As a result, an analysis should highlight the
importance of financial support to banks in developing financial and real sectors
of the global financial crisis.

Keywords: Investment, banks, financial sector, real sector, financial instruments,
the Development Bank of the Republic of Srpska

JEL Classifications: GO1, G21, G38

OUHAHCHUJCKA ITIOAPIIKA BAHAKA PA3BOJY ®UHAHCHUJCKOI'
N PEAJIHOI' CEKTOPA Y YCJIOBUMA CBETCKE
OUHAHCHUJCKE KPU3E

ArncTpakTt

Hezamuenu egpexmu ceemcke unancujcke kpuse y3opmanu cy y eehioj unu
Maroj mepu cee opacase ceema. Ilpobnemu xoje je ceemcka Kpuza u3aseana y
Penybnuyu Cpnckoj najsuwie cy uzpaxicenu y QQUHAHCUJCKOM U PEAHOM CEKMOopYy
Penybnuxe Cpncre. V ycnosuma unancujcxe kpuse Hneecmuyuono paseojua
banxa PC 0obuja xnjyuny ynoey y gunancujckoj noopuyu npuepeou Penyonuke
Cpncke. Cmabunan u euxacan QuUHAHCUjCKU cucmeM UMA YEeHMPATHY Yiozy y
ocmeapuearvy yuijeea npuspeote excnansuje. Kanumanno jauamwe ¢unancujkoe
cexmopa y ycnosuma punancujcke kpuze namelie ce Kao HeMUHOBHOCH, HAPOYUMO

! dragan.milovanovic@efbl.org
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KoO Mareux banaxa. [pobnemu koje je ceemcka kpusa uzasseanay Penyonuyu Cpnckoj
NPUMAPHO CY UPANHCEHU Y PUHAHCUJCKOM U peranom cekmopy. OcHosHU yunj pada
Jje oa ykadxice Ha 3nayaj u ynozcy, Kao u npeOHoCcmu U Hedocmamke QUHAHCUPara
passoja uuancujckoz U peanHoz cekmopa y yClo8umda ceemcke uHancujcke
Kpuse. Y pady je enabopupana ananusa cmenena pazeujeHocmu QuHancujckoe u
peantnoe cekmopa Penybnuxe Cpncke, cmara y obracmu dankapcmea Penyonuxe
Cpncke u ynoea Husecmuyuono paszeojue banxe Penybnuxe Cpncke y pazeojy
@unancujcroe u peannoe cekmopa Penyonuxe Cpncke. Kao pesynmam, uzepuena
ananuza mpeba 0a ykajxce Ha 3Hauaj Qunancujcke noopuike bamaka y paseojy
@unancujcrkoe u peannoz ceKmopa y ycro8uma ceemcke GUHAHCUjcKe Kpuse.

Kuwyune peuu: Hnsecmuyuje, banke, QuHanHcujcku cekmop, peannu cexmop,
Gunancujcku uncmpymenmu, Hneecmuyuono-paseojue 6anke Penybnuxe Cpncke

Uvod

The fall in economic activity in the real sector through sectoral interdependence
negative impact on the financial sector through the difficulty and interest payment loan,
and the public sector through a pad of indirect and direct taxes, which in turn reduces
the scope for public investment and expenditure budget for all users. Problems of
research results from the current financial crisis that has engulfed the financial system
of the Republic of Srpska. In the last quarter of 2008. The Republic of Srpska began to
experience the first negative effects of the global economic and financial crisis.

The banking sector of Republic of Srpska banks, ten, engaged primarily in
traditional banking, with no significant innovation in the segment and the products we
sell in the financial market. The financial analysis of banks in the Republic of Srpska
shows that there are significant differences in asset quality and results of operations of
banks in the Republic of Srpska. Therefore, their role in providing investment banking
services in terms of guarantee, can be very different. Based on consideration of data
and financial indicators in the period (2007 - 2010.) We can conclude that it will take
a significant period of time while the Republic of Srpska banks start getting business
results in terms of investment banking services, as well as the performance of banks in
general, as they were before the global financial crisis. Before the banks of the Republic
of Srpska followed by a period of restructuring the loan portfolio, changes in business
philosophy and reorganization mode. Also, I was the main goal is to work with technical
and scientific point of first analyze the negative effects of the global economic crisis on
the Republic of Srpska and the interdependence of sectors (real, financial and public
sectors) in the crisis, and secondly, to explain the financial support of real sector of the
economy in the Republic of Srpska by the Development Bank of the Republic of Srpska.

The analysis used the annual reports of the Banja Luka Stock Exchange in 2007, 2008,
2009 and 2010. year financial statements of commercial banks in RS, reports on the situation
in the banking system of the Serbian Banking Agency of the Republic of Srpska and other
publicly available data on the Internet. The paper used the scientific method of deduction,
analysis and comparative analysis of good practices. Interpretation of results should point to
the importance of banking in the function of financial and real sectors of Serbian.

The paper is organized in four interrelated and coherent chapters. The first chapter
provides an analysis of the situation in the Republic of Srpska financial system. The
second chapter analyzes the data of the banking sector of the Republic of Srpska. The
third part of the work entitled “Lending in the function of financial and real sectors,”
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where he elaborated the basic theoretical and practical perspectives. In the fourth chapter
of the thesis elaborated the empirical analysis of the role of investment banks in the
development of Serbian capital market.

Effects of the global economic crisis on financial and
real sector of serbian

The negative effects of economic crisis in the Republic of Srpska first appeared to
be the capital of Serbian market, but in the second quarter of 2008. year, the fall in prices
of financial instruments, a large reduction in turnover and withdrawal of foreign investors.
Investor confidence was seriously shaken by the economic crisis and it is certain that the
long period of investment and expansion of the race for new markets to be replaced by
a period of much greater caution and reduced investment. Shortly after the crisis in the
capital market problems occur in the real sector, which arise as a result of falling demand
for goods and services both on foreign and domestic markets, reduce sales of products and
services companies, inability to collect receivables or insolvency companies, industries
and the economy as a whole, then harder and more expensive access to sources of financing
with commercial banks at the end of the fall of profitability and downsizing.

Individual bank crisis means its insolvency or inability of banks to settle their
obligations in full at the moment, which occurs as a result of problems in business, primarily
because of the quality of its troubled assets. Due to the integration of the banking sector and
the domino effect of the rare cases of crisis and bankruptcy of the bank remain limited to
individual cases. These issues determine the loss of confidence in the banking system as a
whole, creating panic and complete withdrawal of deposits, the bank without the injection
of additional liquidity and guaranteeing their role can not stand.

Attack on the real sector initially had a strong sectoral dimension and then poured
the whole economy. At the beginning of the crisis are the most negative effects of the
crisis exposed sectors that are export oriented and labor intensive (the metal sector and
the textile industry). Sectors of the domestic market will drop depending on the elasticity
of demand to changes in income or can be expected that the sector of the food industry
have the most stable demand. In contrast, the greatest impact will certainly feel the
construction sector and building materials industry and metal industry. Negative trends
in the real in 2009. and 2010. The spill in the financial (banking) sector through lower
collection rate for loans disbursed due to worsening general economic situation, the
decline in interest income, higher credit risk of future investments, reducing the number
of good customers and total investment capacity of the banks, then the higher costs of
provision for potential losses and finally falling profitability. Because of difficulties in
the real sector of the company is unable to meet its credit obligations and domestic banks
face the problem of collection of overdue receivables.

Tabela.1. Past due loans and the ratio of overdue loans to total (see / 21 /)

31.12.2008. 31.12.2009. 31.12.2010.

DK/UK | DK (KM) DK/UK DK(KM) DK/UK DK (KM)

Bank / parameters
Balkan Investment banka 4,38% 6.816.000 7,54 % 11.904.000 10,23 % 16.771.000
Hipo-Alpe-Adria Banka 2,23 % | 31.003.000 5,30 % 72.304.000 12,03 % 166.939.000
NLB Razvojna Banka 0,62 % 3.692.000 1,16 % 7.250.000 6,10 % 38.919.000
Nova Banka 2,62 % 11.784.000 2,89 % 14.994.000 4,39 % 25.241.000
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Volksbanka 2,70 % 7.193.000 2,97 % 8.608.000 5,31 % 17.546.000
Pavlovi¢ Banka 3,60 % 2.655.000 6,01 % 4.388.000 | 13,60 % 13.314.000
Unikredit Banka 4,04 % | 16.458.000 4,21 % | 17.249.000 8,67 % 40.245.000
Komercijalna Banka 1,39 % 1.989.000 2,34 % 2.219.000 4,08 % 5.885.000
Bobar Banka 9,26 % | 10.879.000 6,13 % 7.986.000 | 12,04 % 16.845.000

DK-matured loans; UK-Total loans granted;

The growth of loans due attention to the necessity of detailed analysis of credit
requires the approval of loans and better tracking of regular servicing of loans, to
better manage credit risk. Deterioration of bank loan portfolio in terms of increasing
participation of bad loans to total loans, increasing the concentration of loans and related
lending is the result of banks trying to maintain life and prevent the bankruptcy of
customers encountering problems.

Credit risk is the major cause of bank insolvencies, and the reason is that more than 80%
of bank balance sheets generally refers to this form of risk management. Exposure to credit risk
the bank is directly dependent on the quality of bank lending policies and the way it manages its
credit portfolio, ie. manner in which loans are approved, monitored and evaluated free of charge.
Adequate and effective risk management activities are generally planning and maintaining an
acceptable relationship between the risk taken and the actual degree of collection and control
activities and to reduce to minimum risk of all forms related to quality, concentration, insurance
billing, or instruments to secure the collection, maturity , currency, etc.

The forms of the crisis in the banks and the banking sector as a whole are expressed
as follows: (See / 13/ p.2)

1. The disproportion in operating costs, or inappropriateness bank size measured
by a network of branches and number of employees.

2. Disproportionate growth of deposit (deposit) interest rates above market levels
in order to attract new deposits in the function of “growth for growth,” the coverage
gap created by poor credit or even worse to cover the costs, or prevent withdrawals of
existing deposits. This leads to narrowing interest margins, if at all deposits and use those
on new loans and the losses are increased.

3. The increase in interest rates in an effort to maintain minimum profitability. At
a time when bank credit is limited by high reserve requirements and share of bad loans
in the total portfolio of the bank and when the high deposit interest rates and operating
costs of banks, bank, reaches for the higher interest rates on loans / credits by trying to
cover its imbalances. This results in higher interest margins and higher interest income,
but only on paper, because the degree of collectible of accrued interest is very low.

4. Concentration of loans and related lending as a key generator of banking crises.
Banks frequently to prevent failure of its major borrowers new loans granted to them,
trying to keep them alive, while trying to supervision by the regulator or hide information
about the issues. Thus, the remaining credit potential, including one that is obtained by
the much higher price now is almost entirely sold already troubled borrowers.

5. Deterioration of bank loan portfolio in terms of increasing participation of bad
loans to total loans, increasing the concentration of loans and related lending, which arise
as a result of banks trying to preserve life and prevent bankruptcy.

6. Unhealthy corporate culture a culture that is manifested in the behavior of bank
management that creates or enhances these banking deformation.

A stable and efficient financial system, allows the realization of new investment
opportunities (through the availability of favorable sources of financing for the implementation
of profitable business ventures), which contributes to the vitality of the economy, its
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liquidity, growth, employment and government revenues and the like. Any disturbance in
the functioning of the financial system has significantly multiplied the negative effects on the
real sector and its prospects of growth and development. Sectoral interdependence is reflected
in the public sector and the decline in revenue from indirect and direct taxes from which the
most part full budgets of all levels of state government, central government and local. Decline
in revenue reduces the space for public investment and expenditure budget for all users and
leads to a drop in demand at the national level. Further deepening problems in the real sector
also initiated to increase pressure on social welfare state, through various social programs
to care for the unemployed. The increase in systematic macroeconomic risks have led to
a reduction in credit ratings in almost all countries in transition. In order to neglect higher-
level business financial risk, the efforts of investors are based on obtainingevidence of ability
to earn potential of the company (See /15/, p. 151.).

Financial analysis of banks in the republic of srpska

Commercial banks in the Republic of Srpska institutions that collect funds from
domestic and foreign individuals and legal entities, to invest the same in the various forms
of credit and non-credit loans, with the aim of making profit. Modern Bank in addition
to lending, also giving its customers more and more of other financial services. The
banking sector accounts for 10 of the Republic of Srpska banks: Hypo Alpe Adria Bank,
NLB Development Bank, New Bank, Unicredit Bank, Volksbank, Balkan Investment
Bank, Commercial Bank, Bank Bobar, Pavlovic Bank, Bank of MF. MF bank is the
legal successor of the IFK bank in which in 2010 saw a transformation in ownership.
This bank was not considered because of its participation in the banking services of
Serbian is very small, a considerable period the bank has not maintained the minimum
requirements necessary to carry out banking activities in terms of capital adequacy.

Financial analysis and evaluation of bank solvency is her professional work that
is based on a detailed analysis of the balance sheet, income statement, statement of cash
flows and the like. At the end of 2010. compared to the end of 2009. The total assets
of banks surveyed in the Republic of Srpska was on the same level and is 5.31 billion
KM. Classified assets in category A and B analyzed in nine banks as of 31.12.2010.
amounted to 3.4 billion KM and represents 82.22% of total classified assets. The total
risk-weighted assets at end of 2010. amounted to 3.83 billion and to 2.83% higher than
the end of 2009. year. In 2010. was increased in non-performing assets (C, D and E),
indicating a deterioration in asset quality, particularly in the global financial crisis and
the inability of banks to such conditions due to collect their claims, or problems that spill
over from the real sector in the financial sector .

An important indicator of the strength of capital adequacy ratio, which represents
the ratio of total capital to total risk assets, which under the Republic of Srpska banks
must be at least 12%. Movement of capital adequacy ratio is shown in Table 2.

Table 2. Capital adequacy (see / 21 /)

31.12.2008. 31.12.2009. 31.12.2010.
Bank / parameters AK OK AK OK AK OK
Balkan Investment banka 17,80% 28.445.000 17,90% 30.106.000 21,40 % 38.391.000
Hipo-Alpe-Adria Banka 13,90% 142.992.000 13,50% 139.268.000 14,20 % 137.131.000
NLB Razvojna Banka 15,80% 63.967.000 15,50% 72.950.000 15,70 % 77.702.000
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Nova Banka 13,50% 54.474.000 15,20% 57.936.000 12,70 % 68.891.000
Volksbanka 17,09% 42.370.000 16,30% 44.998.000 13,70 % 44.744.000
Pavlovi¢ Banka 33,21% 22.983.000 33,90% 24.666.000 23,10 % 24.928.000
Unikredit Banka 15,40% 57.894.000 15,60% 57.533.000 13,60 % 60.804.000
Komercijalna Banka 15,20% 19.302.000 17,20% 19.751.000 37,10 % 59.972.000
Bobar Banka 15,58% 17.102.000 18,70% 23.562.000 18,90 % 30.382.000

AK-capital adequacy, OK-capital

Successful operation of financial institutions depends on the honest reporting of
fair values of current and expected salary,business expenses, assets and debts, so that
the controllers and supervisors can gain objective insight into the operations of the bank
and which direction the bank aims. Experience of previous banking crises suggests
that bank statements in their level of capital adequacy, as an important determinant of
the stability of the banking business and to protect depositors, formally presented at a
satisfactory level, or even above it, thereby creating a false sense of security. Return on
assets (ROA) and return on equity (ROE) compared to the end of 2009. was a positive
trend in most banks (except for Hypo Alpe Adria Bank),ie. the growth in the majority of
banks surveyed. The coefficients return on equity and return on assets are negative for
HypoAlpe-Adria-Bank ad Banja Luka reported loss due to the end of 2010. year.

Table 3. The profitability of banks (see / 21 /)

31.12.2008. 31.12.2009. 31.12.2010.
s ROE Profit ROE Profit ROE Profit
Balkan Investment Banka 2,30% 686.000 -1,03 % -321.000 2,15% 895.000
Hipo-Alpe-Adria Banka 6,06% 9.433.000 1,57 % 2.322.000 -22,99% - 48.650.000
NLB Razvojna Banka 17,61% | 14.084.000 8,63 % 7.003.000 9,94 % 8.870.000
Nova Banka 5,82% 3.749.000 13,94 % | 10.371.000 9,94 % 8.607.000
Volksbanka 4,24% 1.907.000 1,04 % 479.000 7,23 % 4.474.000
Pavlovi¢ Banka 6,34% 1.618.000 0,59 % 148.000 6,15 % 1.742.000
Unikredit Banka 0,75% 505.413 0,06 % 39.000 0,53 % 378.000
Komercijalna Banka 1,91% 391.000 1,05 % 218.000 0,85 % 512.000
Bobar Banka 1,79% 327.000 327 % 819.000 3,06 % 1.009.000

Lending in the development of financial and realsector

Investment-Development Bank of the Republic of Srpska ad Banja Luka was
founded with the intention to become a major pillar of support and investment in the
development of Serbian economy, by financing projects of development of character, the
implementation of privatization projects, as well as efficient management of state assets
in six of the Republic of Srpska public funds. The strategic objectives of the Investment
Development Bank are to promote investment and stimulate development in Serbian.

Placements of the Fund managed by the Investment Development Bank used to
finance development projects. Funds are distributed by approving loans earmarked by the
financial intermediaries lend these funds to end users, as well as investments in securities
on the capital market of the Republic of Srpska. The funds invested by approving loans
to borrowers as financial intermediaries, representing the Investment Development Bank
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high-quality assets, whose value could be significantly reduced only major disruptions in
the banking sector of Republic of Srpska. Investment Funds of Funds, which manages the
Development Bank, which are invested in securities are directly exposed to market risks.
It is important to emphasize that the initial position of the Investment Development Bank,
the nature of work performed, similar to the fund management company, was very bad
because the portfolio is formed based on a set of laws on the privatization of state capital,
and not on the basis of investment decisions Investment Development Bank of RS. It is
also necessary to note that some portfolios (RS Restitution Fund), to the establishment
of the Investment Development Bank does not manage. A large unrealized losses Funds
consequences of poor quality portfolio, and the fact that after the formation of funds has
been a sharp drop in the securities markets at the Banja Luka Stock Exchange. In the
period until the Funds portfolio is formed on economic principles, and reduce the number
of issuers in the portfolio, it is reasonable to expect significant unrealized / realized losses.
It is important to note that the Investment Development Bank is not under regulations
of the Banking Agency of RS, and there is no limitation on the maximum amount of loans to
capital, as well as limits to the amount of required reserves in the Central Bank. Investment
and Development Bank based its business on the Law on Investment and Development
Bank of RS having the obligation to respect the principle of preserving and increasing
the real value of capital funds that it manages. Activities of the Investment Development
Bank focused on funding projects relevant to the national economy, which is not interested
in the private sector, either because they do not bring immediate profit (eg, infrastructure
facilities), require large investments or carry a higher risk. Therefore, financial support by

the Investment Development Bank provides the real sector is done through:
*  Purchase of securities (stocks and bonds) whose issuers are companies, local
governments, which are based in the Republic of Srpska and Serbian Republic itself.
+  granting loans to companies, businesses and municipalities from the Republic

of Srpska, and through financial intermediaries (commercial) banks;

Investment and Development Bank has invested in securities of 105.3 million convertible
marks on 31.12.2010. year. In 2008. year in the capital market of the Republic of Srpska realized
the first IPO, which is also supported by the Investment Development Bank of the Republic of
Srpska. Although the Republic of Srpska capital market is experiencing the infamous traffic,
characterized by small, shallow market, insider information, the reform of financial systems
and regulations in the functioning of financial markets and capital markets undertaken in recent
years, though uncompleted, closer to the formal business conditions in the financial markets
to those in developed countries. Basic interest rates can be further reduced by the privileged
user groups and projects that are implemented in underdeveloped communities Republic of
Srpska of 0.8%. Approval of loans from the funds of funds managed by the Investment and
Development Bank of the Republic of Srpska performed by six lines of credit:

Table 4. Credit lines and terms of allocation of resources (see / 24 /)

Line of Credit Proceeds In;;:::st Deadline S:rr?zz Amount
1. Loans for starting businesses | fixed assets and working 5,9% 7 god. 12 mj. 50.000 KM
i'griLc‘fl‘t‘jri‘“ micro business in | 5.4 assets and working 51% | 10 god. 36mj. | 5.000.000 KM
;tifpi‘i‘:esfor entreprencurs and | g o4 2csets and working 54% | 15 god. 24mj. | 5.000.000 KM
4. Mortgage Loans E;;Efii;;ggﬁ;ﬁrﬁﬁﬁgn 56% | 20 god. ; 100.000 KM
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5. Loans to local governments - 5,9% 10 god. 6 mj. 3.000.000 KM

6. Loans for the purchase of

. - - - 2.000.000 KM
accounts receivable

The lending and deposit interest rates are formed and retained at a higher level than
the market as a result of distortions determined the banking crisis. Depositors require
higher interest rates to compensate for the uncertainty of their deposits, a bank to accept
the same offer higher interest rates in an effort to prevent the leaking of existing and
attract new deposits to maintain its liquidity. Due to the threatened profitability, banks
are trying to improve his bad situation charging higher lending rates. This practice has
serious implications for overall economic growth and development. Precisely because
many development projects, which would under normal market price of capital be
profitable, not realizing it can not handle extremely high interest rate.

Table 5. Plasirana funds on credit terms on credit lines in the period 2008.-2010.
(As 0f 31.12.2010. Year) (see / 24 /)

Types of credit lines invested assets
Loans for starting businesses 2.452.876,36 KM
Loans for microbusiness in agriculture 14.651.142,50 KM
Loans for Agriculture 51.651.360,50 KM
Loans for entrepreneurs and enterprises 329.271.909,89 KM
Mortgage Loans 152.708.417,72 KM
Loans to local governments 35.825.000,00 KM
Loans for the demobilized soldiers of the VRS 1.571.650,00 KM
In total 588.132.35,97 KM

From the table above can be seen that the Investment-Development Bank of
the Republic of Srpska majority of funds placed with credit lines to enterprises and
entrepreneurs, a minimum of funds under the credit line for starting the business.
Entrepreneurs say that the reasons for placement of funds by a small line of credit
for starting business does not guarantee the existence of the fund, the unordered land
registers, lack of entrepreneurial initiative and the financial crisis itself.

The influence of the negative effects of the global economic crisis significantly
deteriorate the quality requirements for loan approval, which is reflected in the following:

+  Companies are largely responsible and seek salvation in new borrowing;

*  Refinancing of existing debt is increasingly coming to the fore;

*  The new credit is trying to cover the debts of the failed investments of the

previous period;

*  Preparation of new investment and investment studies is very simplified

(more form than substance).

Rating feasibility of financing the investment project is a very complex process that
requires review and consideration of all relevant factors, primarily determine the effects
that come the realization of certain investments. In the process of evaluating investment
projects, have an important function of the method of evaluation of its effectiveness. By
applying the appropriate methods for evaluation of profitability of investment, provide
the relevant information and create prerequisites for the selection of the best projects and
making quality investment decisions. A key criterion for evaluating investment projects
are called. dynamic aspects such as internal rate of return, net present value, etc.., while
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static indicators serve as its complement. Lack of technical and scientific preparation of
investment decisions is one of the main causes of failure and inefficiency of investment.

When granting loans should be cautious and put more emphasis on companies that
have a real argument, and the chances of overcoming financial problems for which it is
estimated that in times of crisis can be held sales and maintain employment capacity.
These companies other than cost reduction, should be given to the restructuring of
production and market introduction of the so-called. crisis management, in which short-
term goals may sacrifice profitability in favor of creating a new basis of productivity.
The pressures in the market will go in the direction of price cuts, but the long term need
to follow the course of creating new sources of competitiveness through innovation in
the ways in which the production or provision of services and developing new products
and services. That is the real content of the idea that the crisis can create opportunity or
the company should strive to create opportunity out of trouble how to Professor Nikola
Vukmirovi¢ often cited.

As mentioned earlier the Investment and Development Bank of the Republic of
Srpska assets, which are approved for credit based economy, sold through financial
intermediaries (banks) and therefore the Investment-Development Bank, a very
significant financial stability of the banking sector of the Republic of Srpska. Business
failure of any bank in RS may initiate a”> domino effect” on the stability of the financial
and real sectors. The bankruptcy of any bank would deepen confidence in the stability of
the financial sector, which resulted in the withdrawal of deposits from those banks that,
never had financial problems or have had a smaller scale. For this reason it is necessary
to strengthen the capital of financial institutions to create real conditions for the stability
of the financial system, in the context of preventing and mitigating the negative effects
of the global financial crisis. In the current financial crisis, the Investment Development
Bank has given a greater role in an effort to provide the backbone of Serbian economy.
Special purpose loans that are sold from the IRB RS are the cheapest loans that exist
in the region. Investment-Development Bank of the Republic of Srpska monitors
developments in real and in the financial sector and the emergence during the period
of crisis intervened by amending the rules of lending (the reduction commitments of
its own shares, increasing the amount to fund working capital, refinancing of existing
indebtedness, obligation to maintain rather than increase the existing number workers in
sectors of particular interest, lower interest rates).

Role of investment development bank of serbiancapital market
development in the republic ofsrpska

Investment-Development Bank of the Republic of Srpska ad Banja Luka was
founded with the intention to become a major pillar of support and investment in the
development of Serbian economy, by financing projects of development of character,
the implementation of privatization projects, as well as efficient management of state
assets in six of the Republic of Srpska public funds. The strategic objectives of the
Investment Development Bank are to promote investment and stimulate development in
Serbian. Placements of the Fund managed by the Investment Development Bank used
to finance development projects. Funds are distributed by approving conditional loans
from financial intermediaries that lend these funds to end users, as well as investments
in securities on the capital market of the Republic of Srpska. The funds invested by
approving loans to borrowers as financial intermediaries, representing the Investment
Development Bank high-quality assets, whose value could be significantly reduced
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only major disruptions in the banking sector of Republic of Srpska. Investment Funds
of Funds, which manages the Development Bank, which are invested in securities are
directly exposed to market risks.

It is important to emphasize that the initial position of the Investment Development

Bank, the nature of work performed, similar to the fund management company, was very
bad because the portfolio is formed based on a set of laws on the privatization of state
capital, and not on the basis of investment decisions Investment Development Bank of
RS. Investment and Development Bank has an important role in the development of
capital markets, primarily through funds disbursed in the purchase of various financial
instruments, as presented in Table 6.

The issuer | Vlaue
2009 year
Gradiska 416.000,00
Bijeljina 7.690.000,00
Samac 4.189.700,00
In total: 12.295.700,00
2010 year
Brod 2.634.600,00
Kotor Varos 4.197.100,00
Farmland 448.221,00
Srbac 1.500.000,00
Balkaninvestment 750.000,00
In total: 9.529.921,00
2011 year
Atlantik 260.000,00
Fabrika cij.UNIS 5.000.000,00
Nova banka 2.500.000,00
Boska 3.749.000,00
In total: 11.509.000,00
In total (2009-2011) 33.334.621,00

Table 6. Bonds purchased in the period 2009-2011 by thelnvestment Development
Bank (see /21 /)

Activities of the Investment Development Bank, the purchase of bonds in the Fund

for the development of the eastern part of the Republic of Srpska, are presented in Table 7.

Table 7. Bonds purchased in 2010-2011 by the Investment Development Bank (Fund for the
development of the eastern part of the Republic of Srpska) (see / 24 /)

186

The issuer | Value
2010 year
I.Stari Grad 312.800,00
In total: 312.800,00
2011 year
OC Jahorina 15.000.000,00
Lopare 950.000,00
Pl.dobro Nevesinje 277.500,00
Osmaci 261.500,00
In total: 16.489.000,00
In total (2010-2011) 16.801.800,00
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Securities purchased by the Investment Development Bank in theframework of
the Action Fund, are presented in Table 8.

Table 8. Securities purchased by the Investment Development Bank in the framework of the
Action Fund in the period (2010-2011) (see / 21 /)

The issuer [ Value The issuer [ Value

2010 Bond: 2010 Shares

Farmland 1.120.552,50 | Aura 999.000,00

Balkan banka 1.500.000,00 | Balkan banka 2.500.000,00

Gradiska 3.500.000,00 | Bobar banka 3.750.000,00

Srbac 500.000,00

Knezevo 2.800.000,00

In total: 9.420.552,50 | In total: 7.249.000,00
2011 Bond 2011 Shares

Novi Grad 1.000.000,00

Atlantik 520.000,00

UNIS fabrika ciljevi 10.000.000,00

Boska 7.499.900,00

Kostajnica 810.000,00

Laktasi 4.500.000,00

Nova banka 5.000.000,00

In total: 28.329.900,00

In total bonds (2010-2011) | 37.750.452,50 | 17 total shares (010- 7.249.000,00

Securities purchased by the Investment Development Bank under the Restitution
Fund, are presented in Table 9.

Table 9. Securities purchased by the Investment Development Bank under the Restitution Fund
in the period (2010-2011) (see / 24 /)

The issuer | Value The issuer | Value

2010 Bonds 2010 Shares

Farmland 672.331,50 | Aura 999.000,00

Balkan banka 750.000,00 | Bobar banka 2.250.000,00

Gradiska 3.500.000,00 | Balkaninvestment 2.500.000,00

Srbac 500.000,00

KneZevo 2.800.000,00

In total: 8.222.331,50 | Ukupno: 5.749.000,00
2011 Bonds 2011 Shares

Novi Grad 1.000.000,00

Fabrika ciljevi UNIS 5.000.000,00

Boska 3.749.900,00

Atlantik 260.000,00

Nova banka 2.500.000,00

In total: 12.509.900,00

In total bonds (2010- In total shares (2010-

2011) ( 20.732.231,50 2011) ( 5.749.000,00

It is also necessary to note that some portfolios (RS Restitution Fund), to the
establishment of the Investment Development Bank does not manage. A large unrealized
losses Funds consequences of poor quality portfolio, and the fact that after the formation
of funds has been a sharp drop in the securities markets at the Banja Luka Stock
Exchange. In the period until the Funds portfolio is formed on economic principles,
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and reduce the number of issuers in the portfolio, it is reasonable to expect significant
unrealized / realized losses.

Conclusion

Analyzing the banks in the Republic of Srpska and their comparison with the
leading banks in the region, it is evident that our banks are less than the bank in the
region and to have lower rates of return on equity and assets employed. The effects of the
global financial crisis will hit several smaller banks in the Republic of Srpska. Smaller
banks, which often have a more liberal credit policy, if the recapitalization does not
obtain funding sources, the effects of the financial crisis could significantly undermine
their business results. The high share of deposits of government institutions in total
bank deposits (35%) indicated that the stability of the banking sector is significantly
correlated with the stability of the budget and economic policy implemented by the
Serbian Government.

Despite high interest rates, people eagerly spending continues to borrow, while the
strongest regional banks continue to expand their offers, and strengthening its position in
the Balkans. The strongest players in the banking market will certainly try to close this
gap in the near future. All these are facts which we partly explain the price performance
of banks in the Republic of Srpska Banks and neighboring countries. At the end of
2010. compared to the end of 2009. The total assets of banks surveyed in the Republic
of Srpska was on the same level and is 5.31 billion KM. Classified assets in category
A and B analyzed in nine banks as of 31.12.2010. amounted to 3.4 billion KM and
represents 82.22% of total classified assets. Out of the economic crisis must be sought
through measures to help the corporate sector based on the principles of maintaining and
increasing demand and consumption. Republic of Srpska can maintain current levels
of consumption are things that only through borrowing, as higher abstractions from the
corporate sector would be absurd. Better position of the Serbian region in relation to the
crisis is reflected in the significant resources that are distributed through the Development
Programme of the Government of the Republic of Srpska.

Compared with banks in the region, most banks in the Republic of Srpska before
the crisis had a much lower yield strength in terms of return on average equity. Expressed
a high return on equity (ROE) was the only NLB Development Bank ad Banja Luka
(32.92%). The minimum return on average equity had Pavlovi¢ banka ad Bijeljina
(0.91%) and UniCredit Bank ad Banja Luka (0.40%). In the current financial crisis, the
Investment Development Bank plays a key role by providing support of Serbian economy
with loans cheapest dedicated that are placed out of the Development Programme of
the Republic of Srpska and operations in the capital market. Looking at the underlying
causes and characteristics of the banking crisis we can come to the realization that in our
banking system has the same discernible. This is indicated by the fact that banks in the
Republic of Srpska increase interest rates where they place their funds, to increase the
deposit rates in order to collect deposits and increase the credit potential, and to conduct a
stricter credit policy. It should be noted that the global recession reduced export of goods
abroad, that a certain number of “good” bank’s customers due to reduced marketing,
lower cost of delivery, billing harder, get into problems.
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CTPYYHU YJIAHII

Maja Martinovi¢, MSc
DZU Kombank Invest, Belgrade

IMPLICATIONS OF VOLATILITY MODELING
ON QUANTIFYING MARKET RISK

Abstract

Due to fluctuations in financial assets, market risk represents the most prevalent
risk in the category of financial risks. The process of market risk management
includes its quantification and control. Measure that quantifies the maximum
potential loss in a given period of time with a certain statistical confidence level is
the value at risk, VaR. Treating financial assets prices as a time series that could be
described as a random walk with drift or returns of financial assets as a white noise
typically underestimates the value at risk. Back testing shows that the estimation
of the risk with variance modeled as a generalized conditional autogressive
heteroscedastic (GARCH) model is a reliable method for a quantification of risk.

Key words: value at risk, constant volatility, variable volatility

JEL Classifications: G11, G17, G32

NMMIIVIMKAIIMJE HAYUNHA MOJEJOBAIBA BOJIATHJIMTETA

HA KBAHTU®UKOBAILE TP KULTHOI' PUSUKA
Ancrpakr

Tporcunu pusux xoju Hacmaje kao nocreduya Konedara yeHa uHancujcke
axkmuge npeocmasba HAjpacnpoCmarseHuju pusuK y Kameeopuju Qurancujckux
pusuka. IIpoyec ynpaemarsa mpoCumHumMm pu3uKom noopasymesa mezos8y Kea-
mughuxayujy u konmpony. Mepa xojom ce xeanmuguxyje najeehu nomenyujannu
2youmax y 0amom 8pemMeHCKOM nepuody ca 00peleHum cmamucmuykom HUB0OM
nosepera npedcmasba 8peOHocm nod pusuxom, BaP («value at risky). Tpemu-
parve yena QuUHAHCUjCKe akmuee Kao 6peMencKe cepuje Koja ce Modice onucamu
Kao cayuajuu x00 ca npupacmom (,,random walk with drift”) oonocno npunoca
@unancujcke akmuge xao 6enu wiym no npasuIy nomyeryje peoHocm noo pu-
3ukom. «Back testingn-om ce nokasyje 0a npoyena 8pedHOCMU HOO PUSUKOM Cd
8apujabUNUMemom MOOeN0BAHUM KAO 2eHePAIU308aHI AYMOPecPeCUOHU YCI08HU
xemepockeoacmuunu (GARCH) moden npedcmasmsa noy30any memooy 3a K6aH-
mugurayujy pusuxa.

Kawyune peuu: epeonocm noo pusukom, CmaiHu 601AMUIUMEN, NPOMEHbUBU
gonamunumem

Introduction

Expected return and its variability are the key issues in the process of risk control

and it’s valuation. The assumption of stationarity of time series of financial assets’ return,
which in practice often is not fulfilled leads to underestimation of the level of market risk.
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Its calculation perform a significant number of professional investors (banks calculate
interest rate VaR etc)!

Financial assets variability

Starting from the common assumption that the prices of financial assets have
stochastic character which can be described as a random walk with drift:

x,=pu+x,,+& E()=0 E(E)=0 E@E)=0 )
return can be calculatet as:
V=X, =X, =HTE, E(gt)zo- E(th):GZ E(gtgs)zoza t#s

If we assume that the return on financial assets is calculated continuously, which
is equation (2) has the form:

Yi_In(S,,)~1In(S,)_p+&, E(z)=0 E(z,e)=0 E(6,6)=0 (=

v S8 .
where ! denotes return and ~+1° "~ are prices.
Then, if the assumptions of model are met: E(g,)=0 , E(g/)=0" and

E(s,e,)=0 for t # s (which means that returns are independently and identically
distributed with mean p and variancy ¢?) then applies:

E(In(S,,,) =t*u VAR(n(S,,,) =t*c’.

This relationship stems from the fact that the linear combination of variables with
normal distribution (which is a common assumption about the distribution of return) is
also normally distributed. If the variable does not come from a normal distribution, based
on the central limit theorem their mean has an approximate normal distribution.

Assumptions of random walk model are in practice often not met. Time series are
characterized by the existence of correlation in residuals, with the variance that is variable
in time (heteroscedasticity) and symmetrical distribution with thick tails. Periods of high
volatility are followed by periods of lower volatility and vice versa. Autoregressive
model can be evaluated using least squares if the time series is covariance stationary, and
residuals are not correlated (Weiseberg, 2005). If the autocorrelation of the residuals is
significantly different from zero, model is not well specified.

As it has been previously mentioned, heteroscedasticity indicates residuals
variance dependence on independent variables (Nelson, 1991, Bollerslev 1996). In
contrast, homoscedacity presents random error variance independence of the independent
variables. In order to produce reliable models it is important to detect heteroskedasticity
in time series. Robert Engle gave a solution to test the interdependence of the variance
in one period of the variance in the previous period (Christoffersen, 2000). This type is
called autoregressive conditional heteroskedastity (ARCH).

ARCH (1) model has the form:

2
E~N(0,a) + A1E] ) oo rapgpeeeeeeeneneeaeene 4)

! About bank interest rate risk see.Radevi¢, Lekpek (2010)
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with distribution &,, conditional on its value in the past &,_;, has a normal distribution

-1°
with a mean 0 and variance @, . If a= 0, the variance of the random errors in each period

is a,.If a,> 0 the variance in the observed period depends on how much was the
variance in the previous period. If the variance is significant in one period, then over the
next period, will be even more significant.

For example consider the correlation structure of daily returns of the company &
Goodyear Tire (GT) in the period from August 2008 to July 2009 (Fig. no.1).

Fig.1 Autocorrealation of residuals, Fig.2 Partitial autocorrelation of residuals,
Goodyear & Tire Goodyear & Tire
Sample Autocorrelation Function (ACF) Sample Partial Autocorrelation Function
0. 08
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§
§ 02 % 02
;
&
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Lag Lag
author’s calculation author’s calculation

The graph shows the correlation structure of 1,2, ... 20 lags, with a confidence
interval of 95%, which is shown by horizontal lines. Correlations within this interval
are not considered statistically significant. The autocorrelation graph did not show any
characteristic pattern. As in Fig. no. 2 it can be seen that even partial autocorrelation graph
is also not typical. Assumptions of the model described by equation (2) are satisfied from
the existence of serial correlation of residuals. Correlogram of squared returns given in
Fig. no. 3 indicates that, although the yields are not necessarily correlated, their variance
is characterized by the existence of serial autocorrelation.

For quantification of serial correlation of residuals, it can be used formal tests that
are based on hypothesis testing, such as Ljung-Box-Pierce Q-test and Engle’s ARCH test.

Ljung-Box-Pierce analysis of independence of random variables is based on

L 7 2
Q-statistics © = N (IV 4 2) > et 5)
2N (
where N is the sample size, L number of lags for which autocorrelation is calculated,
while I’k2 is the serial correlation at lags k. Q-statistic hasa ¥ ? distribution.
The null hypothesis of no serial correlation at lags k is rejected if the test statistics

with confidence interval (1 — ) , for the L-lag is greater than the critical value, ie:

2
Q > Zl—a,L
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In this example the obtained result is statistically significant, which confirms the

presence of serial correlation in residuals.

Fig. 3 Autocorrealation, Goodyear & Tire-
squared returns
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Fig.4 Autocorrealation, Goodyear & Tire-
squared standardized residuals
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A formal test for autoregressive conditional heteroskedasticity was also statistically
significant and indicates that the observed series is characterized by existence of ARCH
effects.

The basic model for a random walk with drift must therefore be adjusted in order
to fulfill basic assumptions of the model. In practice for modeling the time variable,
conditional variance is most commonly used in simple GARCH (1,1) model described
by the equations:

G2 =t G072, AJE2 | wrrrsrrrsesssssss s s s (6b)

t t—1

The general form of the GARCH (P, Q) model is:

il Qo
O-r2 —k+ ZGI_O_?_I_ + ZAjg?—j B PP PO PP PP PPN (6¢)
i1 J=1

where o-f_l.is the estimated value of the variance in the next period expressed as a linear
combination of the estimated number of variances from previous periods O'i ; and
realized errors Etz_ ;e

Residuals with stochastic character can be presented in the form of:
€y T O, Z, 5 ekttt @)
where O',2 is the estimated value of the variance in the next period expressed as a linear
combination of the estimated number of variances from previous periods O'tzfi and

realized errors é‘tz_ i Thus standardized residuals are independent and equally distributed
(Barone-Ades, 1997).
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Estimation of parameters in regression equations (6a) (6b) gives the model that
best describes the data sample:

P, = 0.00032133 4 £, oovrrrrreeeeisiseeeeeeessssssssss s ®)
o] =0.00014172 +0.87880,, + 0.089556&, | cvveeouvvvererreeerreeierevieeneeiiseneneas (11)

Correlogram of squares of standardized residuals indicates that the variances are
not correlated with each other.

Evaluation of value at risk by Monte Carlo Simulation with
constant and variable volatility

In order to determine the maximum loss over a period of specific period at

given statistical level of confidence (1—(1) by Monte Carlo simulations with assumed
constant volatility, from assumptive distribution (usually standardized multivariate
normal distribution) are generating a large number of equally probable outcomes with
probability in the interval from 0 to 1 that represents realization of random variable X.

For each realization of random variable X, marked as X ma
Vector of portfolio returns are calculated as:

-R, =f,(X)=Kk , + 4, where:

-m indicates the m-th simulation;
-k is the Cholesky decomposition of the matrix X ;

- X, is the return vector of the m-th simulation;

-X, is the m-th realization of the random variable X from the standardized
multivariate normal distribution;

- U is a vector of the expected value of random variable X.

The values for mean p and variance ¢ are determined based on a sample of
historical data for a specific period..

Daily VaR for the required level of confidence (1 - ) is determined as the
percentile of the set which consists of a large number of simulations. Value at risk for an
investment horizon T is estimated from equation:

VaR,, =VaR, *T -

Note again that this method of calculating the value at risk is made with the
assumption that the variance and covariance remain constant value over time (Hamzagic,
2010).

In contrast, GARCH models give more realistic predictions of variance (Baillie,
1992). In order to determine the variance in the number of time periods in this paper, will
be used GARCH (1,1) model.

After determining total standard deviation for all securities in the portfolio value
of the variance covariance matrix, with the approximation, which involves a constant
correlation (not observed for the overall period, but at a level of observation), among the
securities in the portfolio is obtained as the product matrix:
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corv =

In the diagonal matrix, are present total standard deviations (i.e. the total regression
error), while kor marks correlation matrix of returns.

The only difference in estimating value at risk by Monte Carlo simulation with
assumed constant and variable volatility is in tha way of calculating variance-covariance
matrix. It should be noted that this method predicts the value at risk over the next T
periods, because in the variance covariance matrix are given overall standard deviation,
as opposed to the Monte Carlo simulation with assumed constant volatility when the

value at risk for one is determined first and then multiplied with ﬁ .

Back testing of evaluation of value at risk by Monte Carlo simulation
(consatnt and variable volatility)

Reliability assessment of a certain level of risk is done by comparing the estimated
VaR using Monte Carlo simulations (constant volatility) and Monte Carlo simulations
(variable volatility) for a given period and return achieved in the same period.

Taking into consideration freely selected portfolio weighted by market
capitalization from different industries and with the following structure: Industrial
Metals & Minerals: Alpha Natural Resources (ANR), Independent Oil & Gas: Petrohawk
Energy Corporation (HK), Biotechnology: Celgene Corporation (CELG), Gilead
Sciences (Gilda), Dairy Products: Dean Foods (DF), Plastics & Rubber: Goodyear Tire
& Rubber (GT), Networking & Communication Devices: Juniper Networks (JNPR),
Internet Information Providers: Google (GOOG), Semiconductor: Trina Solar (TSL)
Financial: Nasdag OMX Group (NDAQ).

Fig. 5 Monte Carlo simulation (variable | Fig. 6 Monte Carlo simulation (constant

volatility) volatility)
4 M
1 i M "1 (g
i A ™ w v
- Vo L Y LI Y | ' d
L I:‘ 4 2, LR h F : i e L W ||
1 ' Tl 4 ¥ b WA LU

author’s calculation author’s calculation
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Monte Carlo simulations (variable volatility) was performed for the selected
portfolio in the period from 8/8 /2008 to 6/10/2011. There where 716 observations and
31 times realized returns were lower than those introduced by the 95% VaR. That is 4.3%
of all observations and it can be considered as a satisfactory result (Fig. no. 5).

By contrast, method Monte Carlo simulation (constant volatility) gave unreliable
results (Fig. no. 6). For the same set of data (previously designated portfolio and in the
same period) realized returns were lower than those introduced by the 95% VaR in 56
cases that is 7.8 % (of 716 observations) and it comes from the corridors of 5%.

Concluding remarks

The issue of variability is essential in many applications related to investment
decisions and risk management. Estimation of value at risk represents a legal obligation
for a significant number of professional investors. Adopting the assumption that financial
asset prices follow a random walk with drift path, and that return is a white noise, with
no confirmation of conditions that every autoregresive model must satisfy in order to be
well-specified, leads to unreliable results and underestimating the value at risk.
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USING DECISION ANALISYS WHEN SOLVING
MANAGEMENT PROBLEMS

Abstract

The importance of using decision analysis, styles and types to resolve management
problems. The process follows sequences of problem identification, alternative
solution generation, conseqence analyses, solutions and implementation,
evaluation, and feedback. The researcher’s job is to actively investigate problems
before they appear and anticipate their importance. Managers must discover
corporative resources to resolve problems before they take on greater meaning.
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KOPUIIREILE AHAJIM3E OJJIYUYUBAIbA Y PEIITABAILY
MPOBJIEMA YIIPAB/bAIbA

Ancrpakr

Pao uma 3a yuw oa anocmpoghupa 3nauaj kopuwhierra ananuze o0nyuuUarsd,
cmunoga u munosa 0a Ou ce pewiunu npobremu ynpasmarea.llpoyec creou
cexsenye udenmuuxayuja npobrema, armepHamueHe coyyuje 2eHepayuje,
KOHCEeKGeHMmHe ananuse, peulerod u UMNieMeHmayujy, esanyayujy u noepammy
cnpezy. Ilocao ucmpasueaua je 0a akmueHo UCMPAdiCyjy npobieme npe Heeo ce
OHU nojage U AHMUYUNUPAJY FUX0BY 6adCHOCM. Menayepu ca enmysujazmom
Mopajy uoeHmugpurosamu KopnopamugHe pecypce Kako Ou e@ukacHo peuunu
Ynpaswaike npobieme npe He2o WMo OHU 3HAYAJHO onmepeme Noci08arve.

Kuwyune peuu: menaymenm, 6usnuc, npobremu ynpasmared, 00Ly4UEAIbE,
npoyec.

Intoduction

Managerial function reveals that virtually every manager, no matter what his or
her offical title, makes decisions during the course of business. This points to decision-
making as the common function of manageres, and some writers have used the term
“decision-maker” in place of manager. The decision-making proces is the sequence of
events taken by management to solve business problems, a systematic proces that follows
a sequence of problem identification, alternative solution generation, consequence ana-
lyses, solution selection and implementation, evaluation, and feedback. We have briefly
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examined this managerial decision-making proces by describing the social actionphase
of social responsibility and examining the proces in greater detail. First, however, we
must clarify the ways in which the management thinks about decisions, the general types
of decision, preferred styles of decision-making, the organizational levels at which the
various kinds of business decisions are made, and the condition that influence managerial
decision-making.

Thinking about business decision-making

Contemporary business has become more complex, there has been a growing
consensus that effective decision-making must take the complex nature of business into
account. The simplest approach, however, to the solution of business problems exemplifies
liner thinking. This assumes that each problem has a single solution, the solution will on-
ly affect the problem area, not the rest of organization, and, once implemented, a solution
will remain valid and should be evaluated only for how well it solves the problem. Pro-
blems are conceived as discrete, singular and unique. The way in which most fast-food
restaurants deal with hiring and retention of counter or table personnel shows evidence
of linear thinking. In the past, most fast-food restaurants hired teengers and experienced
150-300 percernt turnover - the average duration of employment was just under 4 mo-
nths.(1) A liner thinking approach to personnel has suggested in the past to managers
that the solution to the turnover problem is “hire more teenagers”. The abundance of
teenagers made this Jook like an effective solution. But, when the demographic picture
changed and there were fewer available teenagers, it became apparent that this simplistic
solution no longer worked. Now management must consider many potential solutions
- higher pay, making jobs more interesting, hiring retirees, hiring the physically cha-
llenged, offering better benefits, and others. These solutions will impact and interact with
other aspects of the organization: benefits and compensation, the need for different ma-
nagers and supervisory structures, employee training, and so on. As long as the problem
was seen in a simplistic and linear manner, neither the range of solutions nor the impact
of these solutions upon the whole organization was considered.

Although there is allure for managers in the very simplicity of a linear thinking
solution, it often does not prove an effective way of dealing with organizational proble-
ms. In the rapidly changing environment of modern business, there are least three major
difficultes with this approach to problem-solving.(3)

- Since the solution affects not only the problem area but also the rest of the
organization, the results of the solution may not be anticipated. Parts of the
organization not considered in the original problem-solving efforts may be
affected by the solution and react in unanticipated ways. A manager may get
more than was originally bargained for.

- Even if the results of a solution are only desired and intended, the focus on
a single problem area ignores the interrealtionships among organizational
elements and may lead to a simplistic solution that does not solve the larger
problem.

- Linear thinking assumes that problems, once defined, and solutions, once
implemented, are always valid and ignores the rapidly changing nature of a
business environments .

Such difficulties have led many business thinkers and practicioners to take a
different aproach to business decision-making. This new approach is called .
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System thinking

As we say, system thinking is a more contemporary and encompassing aproach to
problem- solving that assumes that problems are complex and related to the situation, so
that the situation does not solve the problem but has impact on the rest of organization
and should be evaluated on how well they solve the problem (intended results) and
affect the total organization (unintended results), and further, that neither problems nor
solutions remain constant - situations change, problems evolve and new solutions are
constantly necessary.(2)

This approach does not view problems as discrete but sees them as related to
all aspects of an organization. Organizations are composed of interrelated systems and
processes, and any chage in one organizational aspect affects all others. A system thinker
would therefore consider the interrelatioinships among the systems and processes of the
organization before implementing a solution. That solution will be evaluated on the basis
of all results produced, as cited earlier. Further, there is the recognition that not only do
circumstances change, requiring new solutions, but solutions themselves also function
to change circumstances. It is therefore necessary, after implementing any solution, to
evaluate the effect of that solution and provide feedback to the organization as it begins
anew the problem-solving process. Problem-solving is therefore a dynamic proces as
new solutions create new realities and those new circumstances require new solutions.

Managerial decisions

Whether a manager takes a linear thinking or approach to business problems,
there are two major kinds of problems confronted, and the nature of the problems will
influence the methods applied to reach satisfactory solutions. These are programmed and
nonprogrammed decisions.

Chracter of the programmed decisions

This is the point, that programmed decisions are characterized by those problems
that are well understood, highly structured, routine, and repetitive and that lend
themselves to systematic procedures and rules. Each time one of these decisions is made
is similar to every other time. The checking out of a book from a library or the processing
of a hospital insurance claim are examples of programmed decisions because they are
repetitive and routine. Much effort may have gone into the solving of these problems
the first time they were encountered in the enterprise. As they were solved for the first
time, there was probably much thought given to how the solutions could be routinized.
When a processs is produced that will give an acceptable results each time, management
has created an algoritm, a mathematical concept applied to management. An algorithm
is “respective calcualtion”, in this instance a repetitive proces by which an acceptable
solution will always be found. Once implemented, such solution-generating processes
become SOP-standard operating procedures.(4)

Programmed decisions, since they are well structured and understood, may lend th-
emselves to linear thinking, but this will only be so if the programmed decisions are simple
problems. A programmed decision, however routine and well understood, may be quite
complex and requires a true systems approach when first encountered. This implies that a
systems aproach will be necessary the first time the problem is solved, but the result of this
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problem-solving approach will be an algorithmic solution that can then be applied every
time the same problem recurs. The computer is particularly well suited to algorithmic
processing since it processes the ability to make error-free complex calculations each time.

After understanding how an individual approaches a well-understood problem,
artificial inteligence (Al) seeks to duplicate human reasoning and action. The good of Al
is to improve decision-making by enhancing consistency by applying decision-making
rules as an employee woluld do. Thus, by defining decision-making rules based on
mathematical modeling of expert decision-making, that expetise is preserved (even when
the expert no longer has the job) and passed to others. An example of such an Al expert
system would be a customer service computer-generated voice rotary consisting of a
series of “if....then” alternatives. Each positive answer leads to a specific alternative, the
“then”, and the consumer eventually arrives at a satisfactory resolution of the problem
initially presented. These systems may be either rule-based and operate by reference
to a series of expert rules or case-based, where, having been presented with a problem,
a computer searches through a data-based of past cases for the case that most closely
resembles the current situation.

Decisions which are not programmed

Non programmed decisions are those problems that are not well understood,
not highly structured, tend to be unique, and do not lend themselves to routine or
systematic procedures. The key to understanding this decisions is to remember that it
happens infrequently, and because they happen so rarely, there is little precedent for
decision-making. A merger is an example of the kind of event that requires management
decision-making and happens so rarely that neither standardized nor routine decisions
are available.

Nonprogrammed decisions rely heavily on the decision-making abilities of mana-
gers since there is no routine solution available. Management will make use of data
from past problems and performance, examining historical analogy-how others in the
past have solved similar problems. Managers look for principles and solutions that may
apply in the current situation but must be ever mindful that past solutions and problem-
solving methodologies may not apply now.(5) There may well be something in the past
problem that was unique or special to that problem that makes deriving a solution for the
current problem impossible. Additionaly, managers may review how similarly situated
companies are currently solving similar problems to discern ways of dealing with the
difficultes currently facing their organization.

Because nonprogrammed decisions are so important to business and so common
to the managerial position, a managerer’s effectiveness and future promise to the busin-
ess will often be judged according to the quality of his or her desision-making. Business
have created training programs in decision-making to help traning managers because
they make so many nonprogrammed decisions. Many managers elect to seek advanced
educational degrees in business, and much of this education teaches problem analysis
and decision-making.(6) One of the most popular ways of developing analytic abilities
and managerial decision-making is the case study. The case study is a written history of
a business problem and the manner in which management solved it. A good case study
does not pretend to teach a unique solution, although it may be valuable to see how that
solution worked in a specific situation. The greatest benefit to be derived from a case
study is to learn how a decision was made and a solution selected. The decision-making
methodology can then be applied to other problems.
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Levels of decision-making in an organization

Just as there are different kind of business decision-making, there are different
levels of decision - making within a business. These are the strategic, administrative and
operational levels of decision-making in an organization.

Top management has the “big picture” of all the elements of a complex business
enterprise, and it must be able to integrate all aspects of a business into a coherent whole.
The decision made at this level also determine how the business will relate to external
environments. Because strategic policies affect the entire business, they can best and must
be made at the highest level within an organization. These policies and goals are not very
specific because they must be applied to all levels and departments in a company. Strategic
decisions are usually nonprogrammed in nature. The general decision to produce a breakfast
cereal or to entire a new market are examples of strategic decisions.(7)

Administrative decision-making are those made on a lower level than the previously
discussed strategic decisions. They are usually made by midlevel management, such as di-
visional or departmental magares. These decisions concern the development of tactics to
accopmplish the strategic goals defined by top management. Although top management’s
strategic decisions are nonspecific because they are applied to all departments within the
organization, administrative decisions express corporate goals in a specific departmental ma-
nner. Administrative decisions are therefore more specific and concrete than strategic de-
cision and more action oriented. The decision to produce a specific kind of cereal, in this
case a fruit-and-fiber breakfast cereal, is an example of this kind of administrateive decision.

Operational desicion-making in managemnt problems

This is made on the lowest or supervisory level within the company and
concern the course of daily operations. These decisions determine the manner in whi-
ch operations are conducted - operations designed to accomplish the tactical decisions
made by mid-management. These decisions concern the most effective and efficient way
to accomplish the goals stated on the administrative level. Setting a production schedule
and determining the appropriate level of row materials inventors are examples of operati-
onal decisions. In our continuing example of the breakfast cereal, an operational decision
would be to produce each week 10,000 boxes hoilding 12 ounches.

Figure 1. is a graphic representation of the levels of decision-making shows for each
part of the organiuzation.
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Pt. 1. Levels of decision-making in an organization

EKOHOMUKA 201



The task of the new manager is to determine the most effective decision-making
style. This can be done by observing the styles of established executives in the specific
company. This manager functions to maintain current conditions, and although this may
not be the stated goal of managerial decisions and actions, it will be the practical results.
When confronted with difficulty, the PA will either reconcile the conflicts in the reported
data with a rationale that seeks to “smooth over” any conflict or ignore it completely.
This PA is often called a smoother. This manager may not recognize problems in the
business environment and will be able to come up with rationales for supposed problems
that demonstrate that they are not really problems at all. He or she may appear blind to
business difficultes and will be the person who most resists business changes, even when
the changes are obviously for the best interest of the company.(8)

These studies will present and justify organizational efforts designed to minimize
change. Problem avoiders are good people to keep an organization on a calm and
even course, and this may be the most effective decision-making style in undustrial
environments in which there is litttle need for change. However, if the business is
conducted in a dynamic, changing environmenmt, a more active approach will almost be
more effective for problem-solving. Such a manager will be known as a problem solver.

How to solve managemnt problems

Most managers expect to be confronted with problems and to solve those problems
in the normal course doing business. There is no hesitation to make changes when there
is an indication that such changes are good and necessary. There is no prior commitment
to make changes, however, until it has been determined by means of research and
scientific analysis if the data that changes are necessary. It is recognised that change
without necessray is gratuitous, a waste of organizational resources. Such gratuitous
changes serve to foster an illusion of progres while merely cofusing everyone. Change
is made more acceptable when those affected by the changes undrestand the reasons for
those changes.(9)

The problem solver accepted that modern business operates under conditions of
risk and uncertainty. This means that business is often in a very turbulent environment
with the imperative to adopt to changed circumstances. Business that fail to adopt suffer
decline, crease to be productive and profitable, and may eventually die. It has been obse-
rved that the market-place is unforgiving of a business that fails to change when conft-
onted with necessity to do so. The problem solver accepts the risk and makes decisions
that help deal with the uncertainty. These managers deal with problems as they arise
and do not seek to preserve the status quo unless the current situation is better than any
possible change.

The problem seeker, as the name implies, actively seeks out problems and attempts
to deal with them before they emerge as major dificultes for a business. This manager
is enthusiastically involved with future planning and the creation of contingences.(10)
The problem seeker not only recognizes the need for change but also believes that the
best way to deal with change is to anticipate it, not merely react to current needs. This
kind of managerial decision-maker makes use of data analysis, not merely to understand
the present, but also to project the future. The problem seeker is a corporate champion
of research and will devote many hours of dedicated work trying to understand the
implications of research data for the company’s future.

There are two major points in favour of the decision-making style of the problem
seeker: (1) It is often eiaser and more efficient to deal with small problems before they
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become big ones. It is not enough for a company to change; it must change in the right
direction to survive in the rapidly changing contemporary environments of business.
(11) The problem seeker is a major corporate resource in planning for the future, but it is
obvious that a company must be able to change both in response to current problems and
in response to anticipated future problems.

The problem avoider seeks to mini-maze risk and eliminate uncertainty by
promoting the status quo, a totally known condition. The problem solver recognizes
the need to risk change and function in an environment of uncertainty in which there
are unknown conditions and the possibility of unanticipated results. The problem
seeker accepts the greatest amount of risk and uncertainty in actively seeking to deal
with problems before they have emerged and become known. We now turn a general
description of the different levels and types of risk and uncertainty to better understand
the conditions under which managerial decisions are made.

Conclusion

This is a systematic process that follows sequence of problem idnetifiaction,
alternative solutions generation, consequnce analysis, solution selection and imple-
mentation, evaluation, and feedback. Liner thinking is a simplistic approach to problem-
solving that assumes that each problem has a single solution; and, once implemented, a
solution will remain and should be evaluated only for how well it solves the problem.

This systematic thinking is more contemporary and complex approach to problem-
solver that solutions not only solve the problem but also impact on the rest of the organi-
zation and should be evaluated on how well they solve the problem (intended results)
and affect the total organization.

The problem seeker actively seeks out problems before they emerge and will ant-
iciapate their significance. This manager will enthusiastically devote corporate resources
to solving these problems before they can assume major significance. This manager anti-
cipates rather than merely reacts.
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THE IMPORTANCE OF FINANCIAL CONTROL
AND SUPERVISION OF A SMALL COMPANY

Abstract

This paper deals with the method of financial planning which is presented as
the instrument of financial managing. It represents the basis of small business
management.

Since there are two aspects of control, internal and external, the emphasis is put
on internal aspect, for it represents the sum of measures which the management
puts into action in order to accomplish the business goals. Those measures could
be defined as: the protection of property from excessive spending, providing the
reliability of accounting data, consistent realization of business politics in all areas
of operation, as well as grading the overall performance of sectors, employees and
company management.

To inform and assure the management that all sectors of small business are realizing
the basic business plan and politics in the analyzed period, is considered to be the
fundamental task of internal supervision. The financial control can be: preventive or
subsequent. While the preventive control acquires information on business actions,
the subsequent control allows us to perceive the disadvantages in determining and
applying the financial politics in the previous period. Based on that knowledge, the
management in finances uses the subsequent control as the basis for making business
decisions regarding the future actions. Moreover; it is also being used for correcting
the already undertaken actions and reducing their effects, if possible or necessary.

Key words: financial control, financial planning, internal control, supervision,
accounting records, small business...

JEL Classification: D23, D24

3HAYAJ PUHAHCHUJCKE KOHTPOJIE
N HAZI3OPA MAJIE ®PUPME

ArncTpakTt

Y paody ce 2060pu 0 memody punancujckoe niaHUparsa Koju ce jag/ba Kao UHCIpYMeHm
Qunancujckoe ynpassarea u NPedcmas/ba 0CHO8Y HOCI08AkA Malle (hupme.

THowmo nocmoje 06a acnekma Kowmposne, eKCmepHu U UHMEPHU, aKyeHam je
dam Ha unmepHu 0ONUK, jep OHA 03HAYA8A CKYN Mepd Koje npedy3uma MeHaAyUMeHm
Y CMUCTY 0CMEapusara NOCI06HUX yumesa. Te mepe ce mozy Oepunucamu
Kao: 3aumuma UMOBUHe 00 Npemepanoz mpouiersa, obezbelerve noy30anocmu
PAUYHOBOOCMBEHUX NOOAMAKd, O0OCIeOHAd peanu3ayuja NOCI08HE NONUMUKE Y
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C8UM 0eN08UMA NPUBPEOHOZ OPYMEA U OYerUsarse pada Cekmopa, 3anocieHux
U MeHayumenma.

Hugopmucarwe u ysepasarbe meHumenma 0a ce c8u 0el06u maie @upme
npUopIHCABajy 0CHO8E NOCNIO8HOZ NIAHA U NOCIO8HE NONUMUKE Y AHATUSUPAHOM
nepuody, cmMampa ce mememHUM 3a0amKoM UHmMepHoZ Hao3opa. PuHancujcka
KOHMPONA Modice Oumu.: npegeHmueHa U HaKHaoHa. JJoK npeeeHmueHoM KOHMpPOIM
donazumo 00 uHgopmayuja o NOCIOBHUM pAOFAMA, HAKHAOHA KOHMPONQ
omozyhyje nam 0a ce Ha ocHo8y npubaswseHux ungopmayuja cazrnedajy Hedocmayu
y ymephusarey u cnposolervy ¢unancujcke norumuxe y npomexiom nepuooy. Ha
OCHO8Y MO2 Ca3HaIbA OP2aHu y QUHAHCUJaMA KOpUcme HAKHAOHY KOHMPOLY KAo
OCHO8 3a OOHOWIere NOCI0GHUX 00yKa o Oydyhium nocroguma, a xopucme je u
paou Kopexyuje el 06a6beHUX NOCI08d, OOHOCHO PAOU OMKIAFAFA FoUXOBUX
nocneouyd, ako je HysicHo u mMozyhHo.

Kwyune peuu: gunancujcka xonmpona, (uUHAHCUJCKO NAAHUpAIbe, UHMEPHA
KOHMPOd, HA030p, PAYYHOBOOCMBEHA e6UOEHYU]a, MALd PupMd...

Introduction

A small business doesn’t let its future development be affected by the elements. It
tries to base it on good projection of all its individual types of activities. That projection
comprises of the whole array of business plans which appear as the method and the
instrument of financial managing. It synthesizes and coordinates all material plans.
Otherwise, a competent and objectively designed financial plan should present a solid
basis for performing all the projected financial activities in the company.

Financial planning, therefore, represents the prediction, beforehand projected
shifting of the elements of small business’ financial functions. The link between planning
and control is therefore eminent, since the control presents check, supervision and
correction of deviations in plans’ realization.

Modern business management is faced with the need of making business decisions
regarding the accomplishment of business goals. The decisions which the management
makes are, to a great extent, based on information produced in the accountant
informational system.

The system of internal supervision, which includes all the measures shifted at
preventing the mistakes of overspending, checks and secures the reliability of information.
The key task of internal supervision is to control all parts of the company in consistent
appliance of the business politics adopted at the beginning of business period, as well as
briefing the company’s management.

In conditions of increased effect of free market, so is the role of internal
supervision increased too. The reason more is also the presence of unlawful competition,
the increased corruption and the erosion of business moral. The structure of internal
supervision system is comprised of both internal control and internal revision.
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Financial control

The control of financial management of small business is a type of expert control
with the task to monitor, test, evaluate and correct all the actions performed by financial
function. Therefore, the object of this control is the overall financial management of the
company, which basically means that it tests and evaluates the following business areas
of small company:

- treasury business,

- financial accounting,

- business with banks,

- process of investment funding (the control of investment loans),

- process of financing regular business (the control of short-term credits),

- use of foreign currency credits,

- use of international financial credits,

- use of corporative investments,

- process of self-funding (the use of profit and amortization),

- means of international payments (in foreign currency),

- process of monetary financing of business partners,

- process of goods financing of business partners

- process of business on the financial market.

Internal control and supervision

The system of internal control comprises of all the actions adopted by the company
management in order to achieve goals related to securing regular and efficient business.
It includes the protection of property, the prevention of frauds and mistakes, securing
accurate and complete accounting evidence and prompt preparation of reliable financial
information.

In all business activities of a company there is a system of internal control, and
its existence has been tightly connected to performing business activities. The important
goals of this control are the accuracy of information on which internal decisions are
made and the protection of property. If not properly protected with control, material and
non-material means, important documents and proper evidence of the company might be
stolen, misused or accidently destroyed.

For internal control, the responsibility falls on all employees: management, the
board of directors, internal revisers and other staff; the most responsible by far is the
executive director who directs the internal control and issues directives to the managers
in charge. The board of directors has got the highest potential for identifying and
correcting the management’s attempt to be excluded from control and neglect or prevent
communication with lower-ranked employees.

Small company’s management should be fully informed whether all of its segments
work in unison according to the current politics and plans. Therefore, internal control
must be thus based and organizationally structured.
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Types of internal control

From analytical point of view, internal control could be divided into two broad
categories of supervision: administrative and accountant supervision.

Both of these supervisions have the management function, and in most cases they
are interwoven so that there is not a clear, distinct division between them. However, in
the process of revision, especially when it comes to external revision, reviser deals with
internal accountant supervision lot more than administrative supervision. Because of
this, the focus will be put on internal accountant supervision.

Administrative internal supervision deals with activities not directly financial in
character, and its task is to ensure such efficiency in business so that it would run in
all sectors and divisions in keeping with proclaimed business politics of the company.
Efficient administrative internal supervisions have great effect on the success of business,
for they secure a steady pace of personal servicing business activities, and also leave the
impression of security with business partners.

Financial control covers financial activities and involves such organization,
methodology and evidence which ensure total protection of property and reliability of
financial reports. It is designed in a way to provide reliable evidence that the transactions
have been:

- Authorized by the management,

- Logged so that financial report could be provided,

- That the value of means have been properly presented,

- Thatthe disposal of means is allowed only under the authority of management,

- That the accountant state of means has been compared with the existing state
in proper intervals,

- That the losses and profits have been established.

In practice of considering the efficiency of internal financial supervision might include
considering certain business control that refer to activities which have, or might have a
potentially significant financial impact on true and objective presentation of financial reports.

In order for internal control to meet its supervision function, elements for
comparison must be presented. Each business transaction should undergo four different
phases. It should be clearly stated who:

- approves the transaction,

- signs the documents,

- executes the transaction,

- logs the transaction.

Proper division of obligations and responsibilities is an important element
of supervision. A business transaction should not be done by an individual from the
beginning till the end. In other words, the mentioned phases have a control role, so that
a person responsible for the next phase of transaction controls the work done in the
previous phase, and the controlled performance allows us to detect and correct any errors
prior to the completion of transaction.

The final phase belongs to the accountant division, which logs the sale after they
received the documentation of: buyers order, the approved credit, shipping list and other
documentation.
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The supervision insists on incompatibility principle of responsibilities and
authorizations.

The main point states that people who have access to the means do not have access
to accountant evidence, which prevents various frauds and misconducts.

Internal supervision testing by reviser

The first phase of reviser’s work is testing and grading the existing internal
supervision. Namely, a reviser cannot check all business transactions within one year,
or even majority of them. To what extent would a reviser check, and what areas would
require more intensive checking, is determined by the analysis of internal supervision.

Acrevision of balance and success will be done if it turns out that the system of internal
supervision is adequate, by method of testing and sampling. It is based on the assumption
that the testing of logs or other relevant data would reveal the same characteristics as testing
all the positions. Each transaction category is seen as a separate unit.

The fact that the adequate system of internal supervision is the key factor in
revision performed by external reviser raises the question what he or she should do if
they perceive that the internal supervision has got some serious faults. A detailed check
of all logs on the accounts and all transactions, in theory, should compensate for the lack
of internal supervision. However, such procedure would not be practical unless it is a
small company.

The traditional form of testing and introducing the existing system of internal
control is represented by questionnaires for internal supervision, which are being done
by many well-known revision companies.

A long-term experience has caused a standard form of questionnaire to be
established, which ensures:

- Indication of information source necessary for the reply on every question
and check, if necessary,

- Distinction between significant and minute imperfections in internal
supervision,

- Adetailed description of imperfections in internal supervision which allows
composing a written report on those weaknesses.

The weaknesses of using the questionnaire for internal supervision might be:
rewriting the replies given in last-year’s questionnaire, a mechanical filling out yes/no
replies without actual understanding of the problem, seeing the questionnaire as a goal
instead of means.

Textual description and presentation of business trends and duty assignment and
responsibilities are the tools which revision firms use instead of standard questionnaires
for internal supervision. The description includes identifying the people who perform
certain functions and who might indicate the details related to the way a certain job is
carried out. Reviser after the description of the procedure is able to give final grade by
classifying each main part of the supervision as ‘good’, ‘satisfactory’ or ‘weak’.

One of the procedures used in the phase of studying internal supervision is the
schematic (graphic) presentation of internal supervision system, which is symbolic
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presentation of the system, which is series of successive processes. This gives the reviser
ability to quickly grade the efficiency of internal supervision and thus avoid detailed
study of procedures described or long questionnaires.

During the schematic recording, the basic principle is that the scheme only covers
certain types of business changes which impact the formation and giving opinion on
reality and objectivity of the company’s financial reports. This technique means
production of special scheme for each closed system of processing business changes, or
the most part of one such system.

As mentioned before, the schematic recording displays documentation flows
within small company’s accountant system, and making too detailed schemes should be
avoided since the information should be limited to most important aspects of accountant
system and controls installed in that system.

Internal supervision reports

When a serious problem is detected during internal supervision, majority of
revisers practice making up a report and sending it to the client, its management. The
report is in form of a letter and contains suggestions for solving the problem, and is there
to minimize the reviser’s obligations in case some great fraud or other serious losses are
revealed later. With this letter a contact is made which otherwise would not be established
and it helps building an adequate understanding and greater respect of services provided
by external reviser. Considering the fact that the grade often includes part of the work
done prior to the date of revision, a letter to the management stating main problems in
internal supervision might be posted several weeks before the formal revision report.

It should be stated that the important condition in doing financial control is
high-expertise in knowing the essence and all forms of company’s business, as well as
mastering the methods and instruments of control function.

Types of financial control

There are two types of financial control:
- Preventive and
- Subsequent.

A preventive control sets the goal of performing the intended job, establishes the
facts related to the job execution and, based on that information, evaluating whether
it is a strategic and planned action. A preventive control could be used as a method in
managing finances, for it ensures the completion of actions.

With this type of control we acquire the information on what business actions
should be undertaken, how and when. Based on that information action’s justifiability
is determined so that in case of negative review, the same action could be prevented
or stopped. This method allows for a business without irregularities and without any
negative effects. Therefore, a preventive control should justifiably be considered as the
most effective assistant in managing finances.
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Considering the role of preventive control in managing finances, one could
generally conclude that it prevents irregularities and unfinished financial dispositions,
improper dealing with funds. The common form of organizing preventive control is the
control within liquidation. It is a methodological solution which enables the execution of
only correct monetary operations.

The control, using the method of comparison, is able to provide the information whether
the planned scales are within or under the possible scales, that is if they excess these scales.
When the presented scales are smaller than the objective ones, intentionally or not, then there
are hidden reserves. The control enables timely prevention of unrealistic plan’s fulfillment and
thus gaining necessary precedence. Apart from that, a preventive control creates conditions
for exploiting all the capacities and opportunities when the hidden reserves have been made
unintentionally, as the consequence of insufficient study of existing capacities.

Subsequent control, as subsequent supervision, has got the task to establish the
facts regarding business performance after the business has been done, and based on
that information evaluate whether the business actions have been planned and effective.
Moreover, subsequent control may be used as a method of managing finances, for it
allows defects to be shown, all based on gathered information. The management may
use subsequent control to make future business decisions, and also correct the defects, if
necessary or possible.

Financial control is one of the activities in the system of managing finances and it
requires, apart from efficient supervision over business actions, managing the financial
aspects of all business processes. ‘While the companies were simple and work processes
not complicated, the responsibility for managing decisions fell on one person - the
director. The problems of control were then hardly noticeable. The industrial progress
has significantly increased the volume of information processed, and that is why the
director had to delegate certain functions; this delegation required control, so the scale of
controlled information increased.’

The activity of financial control seen in this light is actually part of informational
importance. The control provides information necessary for making certain decisions
regarding the performance and business success.

Conclusion

Financial control is the easiest way to perceive business success of a certain company.
Company’s assets value is presented in monetary terms, and therefore financial control efficiently
perceives business results, regularities in finances and overall success of business politics.

If the manager could foresee the market demand, general economic situation, the
availability and costs of resources, as well as human labor and technological processes,
there would be no need for control. Since one cannot entirely foresee the future events,
the need for control is absolutely necessary. When a system is established with the
purpose to achieve certain goals, internal and external events, which constantly appear,
want to throw the system out of balance, so that the goals would not be reached.

In ideal circumstances, supervision ‘looks forward’. It means the managers would
attempt to prevent possible deviations from planned activities, if possible, or prevent
repetition of earlier mistakes.
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INTERNET ABUSE IN MONEY LAUNDERING
Abstract

Money launderers constantly find new ways to launder money and become more
efficient at it. Due to the occurrence of rapid information and communication
technologies, which are incurred as a technical support to the new trends of
international trade on global markets, money launderers use the same approach
for the execution of the mentioned offense. Classical techniques are bypassed
and replaced by more modern and much faster methods of laundering, used by
launderers with the help of experts from the information technology field. It is
difficult for the government agencies to identify, locate and track these modern
sophisticated money laundering techniques and there is a clear need and demand
for increased cooperation between institutions involved in combating money
laundering and IT professionals, as experts in the information technology.

Key words: Money laundering, Internet abuse, e-money

JEL Classifications: L86, L81, G18

3JIOYIIOTPEBA UHTEPHETA PA/IN ITPAIbA HOBLA
AncTpakT

Ilepayu Ho8Ya KOHCMAHMHO NpPOHANA3e HOGe HAYUME 34 Npare HO8Yd,
me nocmajy cee epuxacHuju y mome. Ycned nojage 6p3ux unHgopmayuoHo-
KOMYHUKAYUOHUX MEXHON02Uja, Koje Cy Hacmaine Kao mexHuuka noOpuiKa HO8UM
MpeHoosuUMa mMejyHapooHe mpeosure HA 2100ATHOM MPAHCUULIIY, Nepadu HO8Yd
npucmynajy Kopuuwihiery ucmux paou u3epuierba Hase0eHoe KpueuuHoz Oeld.
Knacuune mexnuxe ce 3aobunaze u busajy 3amerbene MoOepHUjuM u 0anexo OPIHCUM
HAUUHUMA npared, 00 Kojux nepauyu 0oaase y3 nomoh cmpyurbaxa 3a ungpopmayuone
mexHonozuje. Braounum acenyujama je omedcano uoeHmugukosarse, 10yuparbe u
npaherve 08UX cagpeMeHux CoPUCMUYUPaHux mexHuka nparea Hosyd, me HOCMoju
Jjacha nompeba u 3axmes 3a nogelianom capadrom usmehy uHCmumyyuja Koje ce
base bopbom npomus npara HO8YA U NPOPecUOHATHUX UHopmamuyapa, Kao
CMpYuraKa 3a UHopmayuoHe mexmoaozuje.

Kwyune peuu: Ilparve nosya, snoynompeba Humepunema, e-nosay

Introduction

Money laundering is transformation of illegally acquired money into legal money
that can be used (spent). The purpose is the legalization of capital, acquired by execution
of different criminal offenses, in order that it can be used legally. Money laundering

! profmmilosevic@gmail.com
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undermines the financial system, damages the reputation of national and international
financial institutions, harms the production sector of national economy and the capital
flows and produces wider legal and social consequences, because its purpose is also
hiding the perpetration of other crime acts, and especially its organized forms, and
continuation of commission crime acts, without fear of detection. Unlawfully gained
property which by the process of laundering acquires an appearance of legal capital,
increases criminal’s greed for more power, which often results in the entry of criminal
structures in the politics and greater influence on the social trends. In the early days of
money laundering activity itself demanded physical transfer of financial assets (cash
money), which was a significant effort at laundering large amounts of money. Today,
cheap, accessible and effective information and communication technologies provide
money laundering in a quick, cost effective and much safer way. Consequently, there
comes a need for more active cooperation between government agencies responsible for
combating money laundering and IT professionals in order to prevent money laundering.

Internet and electronic money

The trend of international trade and capital flows takes a new global form that
dominates the global economy, leading to the cancellation of many of the existing
constraints. Progress in the development of information technology has led to the
appearance of the Internet as a medium for a business, which provides more opportunities
to the companies for a rapid business expansion and penetration on the global market. The
development of computer systems and telecommunication networks, market integration
and globalization has enabled rapid transfer of information and money. Cheap computer
resources (PCs, Internet domain lease, etc.) and more demanding, but also “more static”
consumer populations, requesting purchase (payment) without going to the store or bank,
led to the emergence of electronic commerce and electronic banking.

There is a requirement for using fast and reliable information and communication
networks supported with payment software in retail, in accordance with the intentions
of each manufacturer/dealer - achieving higher sales and profits which strengthens its
own sales infrastructure and position on the Internet and the increases efficiency of the
Internet transactions. Feature of the Internet is in the fact that it carries lower overhead
costs to the e-trading companies (e-commerce companies). Through on-line commerce
it is possible to trade with higher volume of transactions than with the classical methods.
The same goes for the banking sector. In the financial sector, banks were refusing to start
online business at first, but over time have realized that the Internet is essential to their
business banking services, and that it has a great potential in the future. Today there is
no a single bank that does not have electronic banking in its range of services, due to
the many benefits oriented to the customers and other banks, and it is evidently common
struggle of competitors for new banking products related to the Internet.? In the U.S.,
almost 30% of all payment transactions in the retail sector are accomplished through
the Internet, while in Japan, almost 90% of the financial transactions are carried out
e-banking.?

Demand for efficient consumer transactions has led to the creation of electronic
cash (e-money). Although, nowadays e-money still isn’t used in the way cash is, its

* Miljkovich, A., Miljkovic Lj., ,,Development and Benefits of E-banking®, Economics 1-2011,
p.130-131.

* Direct banking, on-line banking, Internet banking, cyber banking.
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utilization is significant. Electronic, digital money is electronic substitute for cash,
cyber payment instrument and facilitates the transfer of financial value. It is a specific
“monetary information”, series of numbers that have a value in some currency, which
transfers between transactors who carry out payments through electronic networks,
through electronic impulses, in realistic-time frame. This is the greatest technological
achievement in the development of money. It allows purchase of goods and services
by using a computer connected on the Internet thus quickly executes payments in a
convenient, direct, secure and anonymous way. In addition, it suppresses and replaces
cash and is more convenient than paper money (bank notes), due to the storage and
transport, but also risks the loss or destruction, etc. Digital money uses the technique of
“blind” digital signature and cannot be traced. The elusiveness stems from a technical
base, which prevents linking payment transactions with payers. On the other hand, the
payer can easily prove that he has paid funds, without revealing any other details of the
transaction. Wire transfers become increasingly popular among the citizens, but also
among the criminals - money launderers. Features such as speed make the system more
efficient and together with anonymity, which makes e-money safe, they attract money
launderers. Fast transfer of financial resources from anywhere on the planet without
facing the bank officer is crucial for the launderers. If the money launderer was forced
to personally be present at the bank while carrying out financial transactions, he would
be encounter serious problems. Certain financial transactions are subject to reporting
to government agencies in specifically defined form - Report on monetary/suspicious
transaction (Currency transaction report-CTR, Suspicious transaction report-STR).

The advantage of e-money over traditional money bills is in the fact that e-money
is information that can be programmed. The ability of e-money enables it to become the
“smart money” stored on a “smart card” with which is possible to withdraw cash, place
a deposit, transfer to other accounts and payment of various bills at the ATM. Using
e-money enables the entrance to the accounts, payments and transfers from any computer
workstation (computer properly connected on the Internet). E-money circulates freely
between transactors in the same way cash does. Being in the form of an electronic wallet
(e-wallet), it is based on executed pre-payments monetary values, which are registered
on the microchips integrated on electronic payment cards used to pay goods and services
(MasterCard, VISA, Dinners Club).

Internet and the continued development of e-money payments changes the
way of business, but also provides significant ground for potential money laundering.
Characteristics that make it suitable for e-commerce such as speed, access, anonymity
and the ability to spread beyond national borders also make it ideal for money laundering.
Therefore, new possibilities create new risks.

Money laundering using the Internet

E-money is transferred to anyone, anywhere, any time through digital
communications by using the Internet. Use of digital cash is the latest technique for
hiding cash money.

‘Dirty Money’ (acquired by criminal activities), divided into many small
amounts (which are not subject to registration under the Law on Prevention of Money
Laundering) is converted into a digital e-cash, making illegally obtained money
anonymous. Consequently, it can immediately be transferred to the launderer, who has
legitimate access to the e-cash. Legal regulations are violated in the process of layering
(fragmentation), the structuring of deposits where many small amounts of cash are
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distributed to many deposit accounts, which are not subject to completing the report on
financial transactions (Currency transaction report - CTR), and thus there is the omission
of reporting government agencies (Service for Prevention of Money Laundering).

The transfer of the electronic cash (e-cash) can be repeated several times. Once
dirty money is set up to the SMART card, money launderer can accessed it from any
computer properly connected to the Internet. Creative money launderers can access money
via Telnet, the command which includes connection procedures to another computer at
the Internet. As a result launderer can move illegally acquired funds from his laptop
located in the Caribbean by chartered account of Internet provider in the U.S linked to
a bank which then transfers funds and thus the identity of the launderer is concealed.
In order to make money illegally separated from the actual source, the launderer does
a series of hidden transactions. This process is known as layering. It usually involves
a series of financial transactions related to the purchase of goods for resale by an off-
shore company. The bank that holds the digital money in the account and any vendor
that receives digital money do not have the ability to identify the purchaser. Anonymous
e-money and Internet can provide the launderer with a substantial advantage in avoiding
operational actions and measures of supervision of government agencies. Launderer
may attempt to legalize cash by tax payment under the excuse of completed consulting
services. If the procedures for opening an Internet bank account are such that allow
the opening of accounts without face-to-face application or without a connection/link
with traditional bank accounts where there is a requirement of possessing a verification
of identity; money launderer can easily open accounts under a false name and make
transactions between those accounts without the possibility of being connected back
to him. Hence, financial transactions can be controlled from his personal computer.
Launderer may share resources across multiple email accounts in several countries,
which reduces the odds to track and verify the money source, since e-money passes
through a number of national jurisdictions.

Integration legislates that the money should be used by its owner. Owner of the
money (launderer) can use a company that provides Internet services to counterfeit
existence of services, from which comes the money. Laundered money can be on the
bank account of a fictitious person or company. Payment is made from that account to
the account of the company that provides Internet services (consulting, market research,
betting), as a payment for completed fabricated services. However, regardless the fact
that neither the services nor payments have been done the company which provides
Internet service will show sales revenue and profits in the business books. Thus, the
wealth of the owner of the Internet Company becomes legal, as a profit from provided
services.

This mechanism is much better to the launderers, faster and easier than traditional
methods of money laundering. In the classical money laundering there must be a lot
of false invoices, often commercial office space of the company that launders money,
counterfeited stamps, or other false documents related to the shipment and transportation
of non-existent goods (receipts, delivery notes, return receipts, invoices, warchouse
lists, etc.). Fictitious business firms can be oriented to only one category of customers/
purchasers of one region or a country, giving rise to suspicion and harder to justify the
high turnover (it turned out to be that the entire company has a market share whose
products/services no one has ever heard of). Also, it can create unnecessary attention
of government agencies to combat money laundering when large amounts of money
is transferred from overseas foreign banks or from branches nearby the company. Real
estate agents, law firms, public notaries, audit companies, etc. have the obligation to

216 EKOHOMHKA



report suspicious transactions.* These reports may result in initiating prosecution against
the launderer and cause considerable consequences. If the launderer can reduce the
risk arising from the submitted suspicious transaction reports, he can also reduce the
possibility of being identified and prosecuted, which is exactly what the Internet provides.

There are several reasons why launderers use Internet:

* Inability to identify a person. Internet transactions are conducted without
personal presence, so there is no possibility of being reported by banking
officials on the basis of observation of suspicious behavior, fear, pressure of
another person, and so on.

*  The lack or inadequacy of the system for keeping records of transactions and
reporting of suspicious transactions by technology provider.

+  Use a higher level of encryption, leading to the inability of law enforcement.

Internet gambling has been recognized as a potentially ideal Internet service for money
laundering. Virtual casinos further complicate the monitoring of suspicious transactions
because gambling records are unplaced at the Web site, usually located in off-shore
destinations. This makes the evidence collection very difficult, because it is difficult to find
the data, if they exist at all. Casinos are used to launder money through the placement and
layering dirty money. Launderer buys chips for gambling, deliberately losing a percentage of
the money (the price of money laundering), but a larger amount of chips turns back into cash,
which is transferred to his bank account. Payments to his account come from a legitimate
source - Internet casino. Of course, the classic casinos are regulated by law and there is an
obligation of identifying the players. Many Internet gambling sites are located in off-shore
destinations, so getting any information or evidence is even more difficult or impossible.

Prevention of money laundering through Internet

Today there are about 700,000 electronic transfers per day in the U.S and it’s easy to
hide illegal money transfers. The U.S federal agencies estimate that less than 10% of
these financial transactions are money laundering operations. By the Internet banking
development, monitoring of dirty money flows becomes extremely difficult, because of
the anonymity provided by Internet. Report of the Financial Action Task Force - FATF,
major international organization for combating money laundering, quotes the existence
of major difficulties, if the procedure for opening a bank account does not require a
physical presence. A particular problem is the lack of transparency whether the account
was accessed in a country where money is kept, or from another location.

The U.S. Federal Reserve has ordered that the banks, which operate as a cyber
banks and accept anonymous e-money, must comply with the regulations of Federal
Deposit Insurance Corporation-FDIC. It is believed that these banks will be under
pressure from federal authorities because insurance of deposits received in the form
of anonymous e-cash. Since the same may prove risky and unprofitable for the banks,
they could entirely abandon an anonymous e-money. Also, cyber banks may be forced
to implement special investigative software in their computer systems, whose purpose
would be to recognize and highlight the suspicious accounts with e-money.

Cyber money laundering, using the Internet and e-wallet, is a special concern
for international organizations. They are trying to warn the society to establish specific

* The Law on Prevention of Money Laundering and Financing of Terrorism (Official Gazette of
Republic of Serbia, N°.20/2009, 72/2009, 91/2010).
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regulations and that this should be placed under the control as soon as possible. While
traditional credit cards and bank accounts are easy to track and monitor, because of the
more complex document verification and the fact that it is easier to locate the account
holder, the situation with e-wallet is different. E-wallet can be purchased anonymously
in cash (as a prepaid phone card) and used to anonymously purchase goods or transfer
funds without leaving a written record of the transaction, as well as with a credit card or
check.
In order to prevent money laundering, FATF has published the following proposed
measures, oriented to the Internet service provider, trough the request of:
*  maintaining reliable subscriber registers with the appropriate identification
information;
* the establishment log files with required information of the electronic
communication, ID number, and phone number used in the connection;
+  storing data during reasonable time frame (six to twelve months);
* providing access to data to international investigation authorities in the
conduct of investigations.

In October 1999-year, the U.S. Currency Control Office has issued a manual
on Internet banking. Office recommends that banks set the compatible control system
for identification of unusual or suspicious activities, including on-line transactions
monitoring procedures. The following types of Internet activities are highlighted as
indicators to raise suspicion of the bank:

* the unusual requirements and mail format, the timing of transactions.

*  Anomalies in the type, amount of transaction.

*  The user who submits an incomplete online account application and does not

submit the required needed information.

*  On-line applications in contradiction with information about the address

location.

*  On-line application with multiple accounts, without a good reason.

*  Users who repeatedly transferred without justified cause.

Governments of states that are members of the G7,° have published a list of
countries which allow money laundering in a simple and fast way, which are registered
on the FATF’s “black list” and threatened them with a speedy international action and
severe sanctions, if their governments do not join international efforts to strike and break
up of criminal money laundering activities.

The U.S. Internal Revenue Service, which is engaged in checking suspicious
transactions, does not have enough financial inspectors to constantly check each
of the legitimed reports for suspicious transaction reporting (CTR, STR), which
are related to money laundering. However, the U.S. Financial Crimes Enforcement
Network-FinCEN, in order to expedite the work of the IRS, plans to deal with
each report of a suspicious transaction with the means of artificial intelligence. It is
believed that these launderer’s attempts to launder money will be significantly
obstructed. Although government agencies are trying to develop software solutions
and enable money laundering to be detected, computers still does not have ability
to recognize signs of doubt and anxiety, caution, fear, unlike human persons.

5 States, members of G7 are founders of Financial action task force — FATF.
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Conclusion

There is a critical area for money laundering in the twenty-first century, which is
not present on the FATF’s blacklist. That location can be accessed by anyone at anytime.
There are no special requirements for the formal entry and it is a very inexpensive way
to it. Internet has no geographical boundaries and is not regulated. That is why launderers
use Internet, because it provides endless opportunities available in cyber space. It is clear
that laundering in cyberspace is more than national problem that hardly any country can
solve alone, just because of the fact that the Internet is a global network, which does not
observe national boundaries, regulations and jurisdiction. The cooperation between the
authorities of different jurisdictions with rapid investigations and sharing information is
of crucial importance.

Electronic money transfers, which are increasing on a daily basis are not currently
registered and followed are indubitably a black hole system in combating money
laundering. There is still no access to the accounts with deposited electronic money, and
to define the amount of laundered money remains only to be a relative assessment by
officials of various government agencies.

Aside from all the benefits, Internet has also created conditions for criminals to
abuse it. Today, every analyst must have knowledge of the on-line financial transactions
on the Internet. Although the classic money laundering methods are still in use, new
methods based on the Internet and new electronic technologies are rapidly spreading.
From electronic money to prepaid debit cards and from virtual currency to mobile payment
systems, the Internet has become very attractive to venturesome launderers, but also a
serious obstacle to the government agencies officials, who are fighting against money
laundering. The reality is that the technology developed resources and opportunities for
the money laundering by using digital cash that cannot be traced. Although the current
laws on money laundering apply to these new money laundering modes, effects are
limited. Layering financial transactions to avoid executing a request for reporting of
suspicious financial transactions becomes less risky when using virtual channels. Using
digital money, which cannot be traced, money laundering is less risky.

For the foregoing reasons, government agencies are justifiably concerned that
Internet does not become a haven for money laundering. While there are plenty of
regulations governing the issue of money laundering, they are difficult or impossible to
implement due to anonymous cash and no transaction records. However, the question
is whether to prohibit the use of digital cash or secretly monitor its use because of the
possibilities of facilitating illegal activity? Such action would certainly be contrary
to the right to privacy. The result may be a compromise between the requirements of
government agencies that want to have access to all financial databases and individual
users’ needs of e-money in a reasonable level of financial privacy.

The struggle against these negative phenomena influences the development of
sophisticated tools, mechanisms and procedures aimed at achieving greater efficiency
in combating money laundering. Government agencies should hire professionals who
master advanced knowledge in the field of information technology, to be able to counter
increase use of new Internet money laundering techniques.

EKOHOMUKA 219



220

References

R. Bortner [1996] “Cyberlaundering: Anonymous Digital Cash and Money
Laundering”, final paper, University of Miami School of Law.

Chaume, D., Fiat, A., Naor, M. [1990], “Untraceable Electronic Cash”, In
Advances in Cryptology - CRYPTO 88, Vol.403 of Lecture Notes in Computer
Science, p.319-327, Springer-Verlag, Berlin.

Chaume, D. [1983] “Blind Signatures for Untraceable Payments”, In Advances
in Cryptology - CRYPTO 82, Vol.403 of Lecture Notes in Computer Science,
p.199-203, Plenum Press, New York.

Claessens R. [2006] “Ethics, Corporate Values and Prevention of Money
Laundering”, the Association of Banks of Serbia, Belgrade, with translation.
Raicevic.

Grabosky, P.N. and Smith, R.G. [1998] “Crime in the Digital Age: Controlling
Telecommunications and Cyberspace Illegalities”, The Australian Institute
for Criminology.

Lynch, DC and Lundquist, L. [1996] “Digital Money - The New Era of
Internet Commerce”, John Wiley & Sons Inc.., New York, USA.

Miljkovic, A., Miljkovic Lj., “Development and benefits of e-banking”,
Ekonomika 1-2011, p. 130-131.

The Law on Prevention of Money Laundering and Financing of Terrorism
(Official Gazette of RS, br.20/2009, 72/2009, 91/2010).

EKOHOMHKA



CTPYUHU YIIAHII Paj je npumiben 30.10.2012.

Vladimir Mirkovié,' MSc
EUROBANK EFG a.d. Beograd, Belgrade

SOUNDNESS OF MARKET RISK MEASUREMENT TECHNIQUES
DURING GLOBAL FINANCIAL TURMOIL

Abstract

Value-at-Risk (VaR) is one of the most popular tools used to estimate exposure to
market risk and it measures the worst expected loss at a given level of confidence.
This paper explains the main characheristics of the VaR concept, as well as, its
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system worldwide and put under the question mark usefulness of market risk
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Introduction

Value-at-Risk (VaR), as a standard risk measure, indicates the worst expected loss
of a financial portfolio under normal market conditions over certain time horizon at a given
confidence level. In other words, as it is stated in J.P. Morgan, RiskMetrics—Technical
Document “VaR answers the question: how much can I lose with x% probability over
a pre-set horizon”. In the simplest manner, VaR is a model of the distribution of future
profits and losses of a bank’s trading portfolio.

VaR was introduced when stock market crashed at the late 1980s, and also has
attract global attention when 2007-2009 financial crisis put under the question mark the
functionality of whole risk management system. (e.g. Lehman fell, Merrill Lynch was
sold, AIG was saved by the U.S. government). The main challenge is to analyze the
robustness and accuracy of VaR estimation methods under different market conditions -
before and during financial crisis.

VaR has been the subject of criticism in recent years, with note that many of these
criticisms relate to important precondition as to how VaR results should be interpreted
as well as limitations on their use. For better explanation of VaR we need to back on
some details mentioned in VaR definition. First, VaR is an estimate, meaning that value
of VaR will depend on the stochastic process, which is assumed to drive the random
realization of market data. The structure of random process has to be indentified and
specific parameters must be calibrated. This requires historical data and number of other
issues such as: the length of the historical sample, weightening of events whether they
are more recent or further in the past. All efforts need to be made in order to have the
best possible estimate of stochastic process driving market data over specific time period
to which VaR estimates apply. Different circumstances in practice require alternative
methods for random processes encompassing, so that is a main reason why VaR estimates
are not unique. Second, trading positions under review are fixed for the observed period.
It creates difficulties when the evaluation period is long enough to make this assumption
unrealistic (i.e. to estimate VaR over 10 days for the purpose of regulatory capital
calculating under the Basel Accord.). Third, VaR does not give the “whole” picture if
it is not used combined with some alternative tools, such as: extreme value theory or
simulations guided by historical worst-case market moves.

The basic time period T and the confidence level a are the two major parameters
that should be chosen in a way appropriate to the overall objective of risk measurement.
The usual holding period is one day or one month, but the institution could holding period
adjust to other objective, for example reporting or investment horizons. Holding period
depends on market liquidity, so with other data unchanged, the ideal holding period can
be described with length of time it takes to ensure liquidation of positions in the market.
The choice of confidence level depends on purpose to which risk measures are being put.
When the primary goal is to satisfy bank capital requirements, the confidence level is
usually very small (e.g. 1% of worst outcomes).

At the same time, for an internal risk management model used by a company
to control the risk exposure, the confidence level is around 5%. In the context of VaR,
suppose that a portfolio manager has a daily VaR equal to $1 million at 1%. This means
that there is only one chance in 100 that a daily loss bigger than $1 million occurs under
normal market conditions or the bank’s trading portfolio should not lose more than $1
million the next day.

VaR measures can have many applications, for example: to evaluate the performance
of risk takers and for regulatory requirements. Namely, in 1996 the Basel Committee on
Banking Supervision imposes to financial institutions to meet capital requirements based
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on VaR estimates, emphasizing the importance of providing accurate estimates. If the
underlying risk is not properly estimated, a sub-optimal capital allocation will affect
the profitability of financial institutions and thorough their stability. The number of VaR
estimations growing rapidly, so we can divide VaR models into several different manners.
Although Monte Carlo simulation and stress testing are commonly used methods for
VaR estimations, one often used classification is related to 3 broad categories:

1) parametric Var models — such as RiskMetrics

2) non-parametric models — i.e. historical simulations

3) semi-parametric models — e.g. Extreme Value Theory.

Parametric models has an advantage that they allow complete characterization of
distribution of returns and through avoiding the normality assumption it has a greater
opportunity for performance improvement. On the other hand, the major disadvantage
is tendency for VaR underestimating. The most common used non-parametric model is
historical simulation, which simplifies the calculation of VaR, because it does not make
explicit assumption about distribution of portfolio returns. But this is not completely true
due to existence of implicit assumption that derives a lot of problems, such as logical
consistency of the model. In order to overcome the wrong premises of parametric and
non-parametric models, there were introduced semi-parametric models, such as Extreme
Value Theory.

In this paper, it will be presented only the simpliest model — analytical VaR model.
It assumes that holding period returns are normally distributed so if n-day returns R
normally distributed with mean p and standard deviation o:

RNN(,uaO'z) (1)

When the portfolio is worth S, our n-day VaR at confidence level 100 (1- a) is:

VaR = —x,S 2

Xa — is the lower o percentile of normal distribution N (u, ¢?).

Taking into account requirement of high degree of confidence, o is small value,
usually between 0 and 0,1. As it can be seen, estimating VaR at a given probability using
normal distribution is very easy.

Example of analytic VaR calculation

Suppose a portfolio worth $1 million and we are interested in normal daily VaR at
95% confidence level while mean is 0,005 and standard deviation 0,02.

VaR, | .= - (0,005 - 1,64485 x 0,02) x $1 million = § 27.897

The important conclusion is correlation between confidence level and VaR in the
sense that the higher confidence level is, the greater is VaR. For 99% confidence level
and other equals data, the daily VaR is:

2 NORMSINYV function in Excel for 95% confidence level.
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VaR, ;= -(0,005 —2.32634° x 0,02) x $1 million = § 41.527
If we are going to change basic assumption regarding one day holding period into
for example 10 days, the corresponding VaRs would be:

VaR .= V10 VaR .= 3,16228 x $ 27.897 = § 88.218; and

10,0.05

VaR = V10 VaR, | '=3,16228 x $ 41.527=$ 131.320

Although VaR is simple and intuitive technique, it has also some shortfalls
which must be emphasized. Maybe the most important disadvantage is that almost all
parametric VaR models are based on assumption of normal distribution of market data
changes, which is in practice very rare situation. Beginning with wrong assumption
regards normal distribution; we are close to wrong estimates of VaR so VaR will be
underestimated at relatively high confidence level and overestimated at relatively low
confidence level.

Also, market value sensitivies are not stable as market conditions change and
as a consequence even modest instability of the value sensitivies can result in major
distortions in VaR estimate. Analytic VaR is inappropriate when there are discontinuous
payoffs in the portfolio®. In order to exceed shortcomings of analytic Var, a lot of
simulation methods were designed, but there will not be the subject of this paper.

Financial turmoil and VaR

Global financial crisis put under the question mark usefulness and validity of
some market risk measurement techniques, in first line VaR method. In that sense,
some economists (namely, Nassim Nicholas Taleb) strongly argued and criticized the
main thesis of VaR methodology. He emphasized the influence of VaR methodology
and subscribed the largest responsibility for financial crisis escalation to VaR. Although,
only one short review on historical events could help us for unambiguous evaluation
regarding financial crisis. Namely, financial crisis did not originate on large dependency
upon risk measurement techniques and optimization models, already reasons for their
existence are much more different, such as: over-indebtedness of physical and legal
entities, outrageous greed for large profits, problematical operations and frauds. VaR
measure is a mandatory technique in process of risk meauserement and banks are obliged
to apply VaR, but managers were reluctant toward VaR. Managers argue with attitude
that top management ignore or did not respect enough their opinion, because of mostly
profit-orientation, non risk-orientation. Clearly, they emphasized that source of the
problem was not on risk management side, rather in the area of corporate management.

Problem, originated from VaR concept essentially, is related to impossibility of
applying VaR as a tool for total encompassing of leverage and liquidity risk. Hence,
careful risk managers treat VaR only as one of the many techniques on which they
rely on in a process of risk-taken evaluation. In the criticisms of VaR technique, Taleb
highlighted assumption on normal distribition and emphasized the importance of Monte
Carlo simulation. He also stressed that Monte Carlo simulation is a helpful tool for the
most important conclusions from future simulations (which is superior than past) and
could help us in resolving problems, independently of people appeal to forgot many
useful lessons from past.

3 NORMSINYV function in Excel for 99% confidence level.
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Beside theoretical approach, we can be faced with one logical fact: if market
movements are oposite from our expectations, then neither VaR concept nor some other
methods will not help us to avoid financial crisis. Only reasonable question in that case
would be: how much we will be dependent upon VaR concept in crisis?

Philippe Jorion, famous economist and one of the supporters of VaR method,
has qualified VaR as ,,wobbly compass in a dense forest. It can point you in the right
direction, but it never gives you a proper coordinates where exactly you need to go*".
That opinion regarding VaR is maybe the closer definition of VaR, which simbolically
show us the level of their usefulness.

Consequently, VaR needs complement tools for risk measuring, in order to
make reliable conclusions. As a result of research, parametar VaR model does not give
satisfactory results because of large number of limit excessess, if we compare daily VaR
prices with daily gains and losses in portfolio. Taleb stressed significantly this argument,
while Monte Carlo simulation, although burdened with a lot of shortfalls, performed
better results in a period of high volatility.

Statisticaly observed, at 95% confidence level, it can be expected limit excess
on every 20 trading dates, whilst applying parameter model we have 4 limit excesses
in 21% day, which is comlpetely unacceptable result. Furthermore, at 99% confidence
level, one limit excess shows on every 100 days, while applying parameter model, limit
breach exists on every 20 day. Abovementioned data clearly shows that parameter VaR
model is not adequeate and economist can not believe in it too much, mainly due to
embedded assumption of normal distribution. Empiric evidence goes in favor of VaR
applying for encompassing and aproximation of risky assets, such as: equities, swaps,
futures etc. Even in conditions, without high volatility, parameter VaR undervalues
risk when asset with non-linear or asimetric distribution is involved in portfolio (for
example, options).

Monte Carlo simulation, combined with conditional VaR model*, gave much
better and comprehensive picture of porfolio risk, especially comparing with parameter
VaR. Certainly, it does not mean that Monte Carlo simulation is the perfect solution. On
the contrary, the choice of Monte Carlo simulation has a lot of weaknesses:

+  complexity of calculation increasing as number of risk factors rise;

+ random simulations are not always a proper projection of future;

* Monte Carlo simulation is created on the large number of embedded
covariance matrices. If those matrices are not applicable in future or if they
are not success in crisis situations, the whole simulation is wrong.

+ volatility parameter is constant during the simulation period. In case of
computation 1-day VaR, it could not have massive consequences, but it has
important consequences if the horizon is longer, for example 10 days.

In order to overcome mentioned shortfalls, risk managers implement historical
scenario to define performances of current portfolio during extremely negative market
events. Guiding idea is derived from a famous cliche: the history repeats itself. Each
new event has some specific characteristics, while some events are very unpredictable,
so experience from the past can help and prevent, due to high level of similarity between
unexpected market events. Risk managers take steps in order to hedge their portfolio
and must take care of predictable negative events extent and possible manner of events
controling. Hence, they will focus on stress scenarios conducting on certain number of

4 That is usually case for certain types of barrier options. Barrier options are type of exotic
derivatives, in practice very similar to ordinary option with the difference that they become active
when the price of underlying asset reaches pre-determined level (barrier level).
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risk factors and will try to make some conclusions, which could be helpful when they
deal with unpredictible market events.

Final result would be possible gain or loss under hypothetic stress situations.
VaR methodology implementation, must be kept with dosage of qualitative scepticism,
transparency and strict qualification to compliance measure (liquidity limits, exposures
limits etc.), which make possible for risk managers to efficiently control, report and
limit risk-taken, if situation required limitations. VaR model weaknesses, particularly
expressed in a period of global crisis, ilustratively are presented with Figure 1:

Figure 1: Comparing 10-day VaR model for trading book activities,
at 99% confidence level, in millions EUR in 2007. and 2008.

in min EUR
415,5 406,1
354,2
318,1
96,3 98,
51,9 54,3
35,
Commerzbank Deutshe bank HVB UBS HSBC RBS
02007 B 2008 I

Source: Commerzbank AG Frankfurt

Clearly, VaR measure in observed period, was significantly larger in 2008 than in previous
2007 year for each bank (except UBS), proving once again the fact that VaR has a lower power
in predicting the possible losses under extraordinary circumstances. Observed banks had faced
with greater potential losses in 2008, as well as global financial crises expanding. During
financial crisis, VaR model did not show a high level of efficency for prediction of potential
losses and also had embedded assumption of liquidation of all position overnight, which meant
direct influence on market liquidity. Many economists consider modern financial crisis as the
largest from the period of Great Depression, in 30" years of previous century, but only the future
period can give the correct answer regarding of modern financial crisis extent.

Surely, this crisis is very serious with consequences to whole planet. Models
for risk measurements were wrong, even in their basic assumptions, annuling famous
Keynes test that is ,,better to be aproximetaly correct, rather than completely incorrect®.
In that sense, risk models were imprecised and wrong, in other words incorrect, so 2008
year can be qualified as failure year for stress testing.

5 this quote was attributed to Keynes after his death, whilst origin of this quote is related to Carveth
Read and sounds as follows: “It is better to be vaguely right than exactly wrong”.
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Stress test as a complementary tool

It is very difficult to define the exact origin of stress testing, but in 2001 IMF
released details of methodology for stress testing and experiences, which has been
considered as the main contribution in the second technological revolution in risk
management. New age started with simultaneous low risk and high return. Sub-prime
mortgages market had a significant role in whole process, because people changed
expectations regarding financial system efficency, especially when system seems showed
great results during period of high returns. When mortgage prices felt down as well
as serious decrease of share market prices in banking industry (loss even more than
60% of value) initiated entire surge of negative events, the main question was related to
efficient risk management. Namely, the most of financial insitutions need to revise their
procedures in the risk management area, due to real danger of enormous losses during
financial turmoil.

Even before financial crisis began, Bank of England and Financial Services
Authority (FSA) organized seminars about stress testing practice, with main intention
to define different types of stress tests, which companies usualy could used. At the
same time, FSA made several very interesting and potentially useful suggestions for
improvement of stress testing practice in financial institutions. Those suggestions could
be categorized into following 5 categories:

1) stress scenarios definition — which means deriving multi-factor risk scenario
by government bodies due to solving the problem of myopia in treatment of unexpected
market events. The optimum could be achieved if those scenarios also include liquidity
and solvency scenarios.

2) regular evaluation of stress scenarios — the aim is to provide comparable results
between institutions, comparation between models and implementation of results based
on stress testing for decision making.

3) review of stress testing effects — as a starting point for risk evaluation inherent
to the system. Stress testing conducted by banks and decisions made by management
initiate the second phase of stress tests, to whom are companies faced. Companies could
adequately evaluate consequences of its actions as well as actions of competitors and in
that way could create the framework for network effects monitoring.

4) transfer of stress testing results into the liquidity planning and the firm capital
- results had to influence on management if they are treated as useful. Bank management
periodically had to react on stress testing results and those results are inputs for decision
making regarding liquidity and the firm equity.

5) transparency in relation with regulators and financial markets — banks regularly
report to official regulatory bodies regarding equity and liquidity. Transparency
significantly improves to exerting of higher level market discipline and more efficient
functioning of whole market.

Although it seems that mentioned program is robust, it is very important because
it exceeds all weaknesses with which are we faced in the process of using stress test
techniques in period of financial crisis.

Basel II achieved very well results in area of recovery losses in a periods before,
ongoing and after financial crisis. It could be concluded that countries which have
not accepted Basel II yet, must do that in a shorter period. Beside this, one additional
reccommendation for Basel II modification in daily capital requirements area is related
to shortening average day’s number from currently 60 working days on for example
20 days. On described manner, capital requirements daily adjustment will be faster in
compliance with VaR changes.
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Considering period from 2008 to 2009 and financial crisis, volatility was 4 times
increased and it was maintained on the extremely high level. Financial turmoil had changed
risk measuring model for optimization of daily capital requirements. Various risk models
were optimal in a period before and during crisis. Mixed use of different models for VaR
evaluation is the basic and major strategy taken in crisis situations. Agressive strategy
for risk management gives the lowest average capital requirements and has the largest
frequency of daily capital requirements due evaluation periods, but also has frequent
limit excesses (that could bring negative publicity in the public and temporary trading
prohibition). On the other side, conservative strategy of risk management is followed
with a less number of limit breaches and higher average of daily capital requirements. It
is consider that optimized strategy is those that combine alternative risk models for VaR
evaluation and minimizing daily capital requirements.

In the background of financial crisis, implementation of Basel II Accord in many
countries, as well as in Serbia, was slowed down due to lack of financial resources.
Basel Committee suggested, at the beginnig of 2009, series changes which have to
improve regulatory rules in crisis period. In first pillar, the most important change is
related to resecuritization of assets for efficient risk management. As a part of second
pillar, guidelines for concentration risk are predicted, while changes in the third pillar
are related to increasing of transparency in risk management and market discipline.
Major focus for banks in following period (i.e. period after global financial crisis) should
be upgrading of risk management process, development of new instruments for client
selection and increasing level of control and monitoring of loan portfolio.

Introducing Basel III, as the answer on some unresolved problems founded in
a crisis period, has the main objective in strengthening the resilence of banks during
crisis, emphasizing the importance of efficient risk management in banks and higher
transparency in banking industry. The key changes are related to capital requirements in
terms of larger amount and quality of capital which consists of Tier 1 and Tier 2 capital.
Tier 1 capital include share capital and retained earnings, with minimum of share capital
at 4.5% of risk weighted assets, whils total Tier 1 capital could not exceed 6% of risky
assets. Also, through Basel III are introduced: capital conservation buffer, countercyclical
capital buffer, leverage ratio and 2 separate minimum standards for liquidity, namely:
liquidity coverage ratio — for short term liquidity and net stable funding ratio — for long
term liquidity. Implementation of mentioned indicators represents a great challenge for
banking sector, with a lot of demands in order to meet requirements and make banking
industry efficient.

European Banking Authority (EBA), released in July 2011, the results of analyis in
banking sector which undoubtfully showed that negative shocks caused a lot of problems
for banks, in other words there is a need for prompt and significant regulatory reaction in
order to achieve and later maintain financial stability. In that study, 8 European banks did
not pass stress testing, because they did not succeed to reached desired level of capital
adequacy set at 5%. Detailed analysis indicated that those banks have 2.5 billions euros
lack in case of pessimistic scenario arrival. Capital adequacy between 5% and 6% was
recorded in other 16 banks, whilst another 20 European banks will be in “trouble” if
increasing capital was not allowed them after testing already began. An introduced figure
tells us how much banking industry need more discipline and transparency in operating
especially in a periods which follow financial crisis.

During May 2012, Basel Committee on Banking Supervision takes into
consideration and proposes the possibility of scrapping VaR as the basis for modeling
market risk capital requirements and their replacement with expected shortfall. One
of the main arguments was found in encouraging false confidence in bank boards and
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investors prior to the financial crisis. As a alternative method is observed expected
shortfall, which measures the expected values of losses above a given confidence level
and has an advantage in measuring of tail risk. It has been noted that expected shortfall
requires greater computation power than VaR, but is more problematic to backtesting.
Theoretical superiority of experted shortfall in comparison with VaR does not mean that
it will make better results in practice.

Financial entities are obliged to measure risk applying portfolio theory, i.e. VaR as
a product of portfolio theory, according to official legal act. In that sense, planning for the
moment of crisis is more important than VaR technique implementation, so imperatively
need to complement VaR with other methodologies: with stress testing, in first instance.
New methodologies are the most appropriate answer on crisis in financial sector, while
they also require development of new products and education of potential new members
on the market, which are interested in implementation of new products. If we implement
dynamic measures of risk defining, the whole market could be made less affected by
financial crisis.

Conclusion

Value at Risk (VaR) has an important role in process of measuring bank’s exposures
to market risk. Although, it has some shortcomings, it also has a lot of advantages which
are going in favor of VaR as an irreplaceable tool. In this paper, it must be pointed that
VaR and other quantitative methods are necessary in risk management, but they are not
sufficient for risk controlling. It is widely agreed that stress tests can address some of
the shortcomings in VaR estimates, but stress tests have their own problems. Some of
the problems with building good stress tests can be dealt with given sufficient resources.
Financial turmoil caused a lot of distortions on financial markets worldwide and in the
financial system generally. Subscribing the guilty for escalating financial crisis to VaR and
other market risk techiques is too biased approach. VaR can not be blamed for efficiency
during financial turmoil, because the concept of VaR was not designed to operate under
extreme conditions, on the contrary it was created to help in measuring of market risk
exposure under normal circumstances. So, it is wrong to put under the question mark the
validity of VaR during crisis, although some poor results in that period.

During financial turmoil, some firms identified shortcomings in VaR assumptions
about the scale of shocks or degree of market volatility they may face; how their
holdings of instruments may behave in comparison with more established debt products
when shocks strike markets; or how the accuracy of their VaR measure is affected by
the accuracy of price estimates for less liquid or illiquid securities. Nonetheless, some
companies emphasized that the dependence on historical data makes it unlikely that
a VaR-based measure could ever capture severe market shocks that exceed recent or
historical experience, highlighting the importance of supplementing VaR with other
views on risk. Only acceptable approach would be focused on acceptation of all VaR
limitations and using its advantages complementary with other market risk techniques in
order to achieve objectives and get the most reliable results. Obtained results are major
input for top management’s decision making in banks confirming that VaR methodology
(independently from latest information about scrapping VaR and replacing with expected
shortfall) has the important historical role in risk management evolution.
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THE PLACE AND ROLE OF THE CONSUMPTION TAXES
IN CONTEMPORARY TAX SYSTEMS

Abstract

The primary purpose of collecting the tax is financing the budget and financing of the
prescribed State duties and its units. Taxes are the main source of budget and without
them the state would not be able to operate and finance public goods and common
needs, such as defense, protection of property and civil rights, public order, education,
health, infrastructure and the like. Taxes on consumption are among the oldest forms
of taxation. It is an indirect tax forms, which main characteristics are elasticity and the
yield on the one hand, while on the other hand, they represent a regressive tax forms
with distinct inflationary potential. Although these tax forms are one of the oldest, in
modern tax systems they provide significant funding for the government budgets. Taxes
on consumption represent forms of tax to be paid in connection with the operation of
final goods and services in the country of consumption. The most important forms of
consumption taxes are: sales tax, excises and customs.

Key words: Taxes on consumption, advantages and disadvantages of indirect
taxes, regressivity and abundance of the consumption taxes...

JEL Classifications: E62, H20,023

MECTO U YJIOT'A ITIOPE3A HA TIOTPOLIBY
Y CABPEMEHUM ITIOPECKUM CUCTEMHUMA

ArncTpakTt

Ochosna cepxa ybupara nopesa je GuHancupare Oyyema u NPONUCAHUX
HaonexcHocmu opoicase u reHux jeournuya. Ilopesu cy Hajeasxchuju uzeop oyuema. bes
UX Oporcasa He 6u Moana 0a QyHKyuoHuwe u puHaHcupa jagna 0obpa u 3ajeOHuyxe
nompebe, Kao wmo cy: 000pana, 3aumuma ceojuHe u npasa epahana, jagHu peo u mup,
obpazosarse, 30pascmeo, ungpacmpykmypa u cauyno. Ilopesu na nompowrsy cy jeoau
00 Hajcmapujux obnuxa onopesusarsd. Paou ce o nocpeonum nopeckum obnuyuma, uuje
Cy 21a6He KapaKmepucmuke uz0auiHoCm U elachu4HOCH ¢ jeOHe cmpane, 00K ca opyee
Cmpare OHU NPedCcmas/bajy pespecusie nopecke 00NUKe ca U3PANCEHUM UHGIAMOPHUM
nomenyujanom. HMaxo cy o8u nopecku oomuyu jeOHu 00 HAjcmapujux, y cagpemeHum
nopeckum cucmemuma 06e30elyjy 3HauajHa  QUHAHCUJCKA CPedCmea OpPHCABHUM
oyuemuma. Tlopesu na nompowrsy npeocmaesmajy nopecke oonuxe Koju ce niahajy y
6e3u ca kopuwihiersem uHaIHux 0006apa u ycyea y semsmu nompouwrse. Hajznauajuuju
obnuyU nopesa Ha NOMPOWIBY Cy: NOPe3 HA NPOMENt, AKYU3e U YapuHe.

Kuyune peuu: Ilopesu na nompouirsy, npeoHocmu u Hedocmayu nOCPeOHUx
nopesa, pecpecugHoCm U U30AUtHOCM NoOpe3a Ha NOMPOUUILY...
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Introduction

Consumption taxes are taxes paid in connection with the use of final goods and
services in the country of consumption. They are always indirect taxes who indirectly
affect the tax power which is manifested in the actions of use and spending of income or
assets. Consumption taxes are one of the oldest forms of taxation, as they are known in
ancient times in the form of sales tax and excise duty. Also, they are always occupied,
and still occupy, prominent place in modern tax systems and the structure of public
revenues. Consumption can be taxed or through general sales tax or through a special
taxes on consumption. As the most important consumption taxes we will mention: sales
tax, excise and customs. Sales tax has the characteristics of a general consumption tax
because it procedures the turnover of most of the products and services. Excises are the
oldest form of consumption tax where is taxed consumption or use of certain products
correctly (petroleum products, alcohol, tobacco, coffee). Customs are the kind of fiscal
revenues, charged by the state when moving goods across state or customs border.

Concept and characteristics of the consumption taxes

In depth analysis of public finance position is that the manifestation of the
economic forces that should be taxed or tax objects make:!

1. revenues or income as the sum of net income,

2. property,

3. consumption.

Sales taxes are taxes that are indirectly affecting the economic strength of the
taxpayer, occur exclusively in the transport and property tax for a consumption of certain
goods and services. They are one of the oldest forms of taxation, known in ancient
times in the form of sales tax and excise duties, and always have a prominent place in
the structure of public revenues. The burden of the consumption tax borne by the final
consumer of the product, ie, the buyer or recipient of services, so as to purchase a product
or service that you receive, you pay the price and tax is included.

The aim of the consumption tax is to strike a good intended for personal
consumption, on their way to the consumer. Therefore, except the fiscal importance,
these taxes could be used for achieving certain objectives of economic policy (eg prices
by industry, health, education, etc..). Their potential use as an instrument for achieving
social goals are quite limited due to regressive effect.

Taxes on consumption are characterized as indirect, as opposed to direct taxes,
for which a taxpayer personally bears the economic burden of taxation (the tax payer
is also tax recipient), the consumer tax as a tax payer occurs entity that sells a product
or provides a service, while recipient occurs as the ultimate consumer. indirectness of
consumption tax is implemented through transferring of the burden of taxation from the
taxpayer to the consumer as a tax recipient.

If all forms of taxes on goods and services grouped according to the usual
theoretical criteria, it could be concluded that these taxes could be reduced to:?

1. taxes on goods and services (in its different modalities),

! Radi¢i¢ M. and Raicevi¢ B., Public Finance - Theory and Practice, Faculty of Economics, Subotica,
2008., P. 145.

2 Radi¢i¢ M. and Raicevi¢ B., Public Finance - Theory and Practice, Faculty of Economics, Subotica,
2008., P. 145.
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2. excise taxes (as a special type of consumption tax),

3. profits of fiscal monopolies,

4. other types of consumption taxes,

5. other duties (import and export duties and other duties).

From the standpoint of economic efficiency, taxation of consumption is generally
more desirable form of taxation from direct taxes on income and profits because
consumption taxes disrupt less the functioning of the economy and the behavior of
economic factors, leaving less space for tax avoidance and have less impact on the
competitiveness of the economy in the regional / global environment. Direct tax forms
in turn enable the progressive taxation may be more desirable from the standpoint of tax
fairness.’

Advantages and disadvantages of the consumption taxes

Advantages of the consumption taxes. Taxes on goods and services are the
preferred form of taxation for each country due to its numerous advantages. First of all
their abundance provides a steady, safe and reliable income to the state budget, which is
of great importance in the planning of government expenditure. Convenience in paying
taxes on consumption is reflected in the fact that the ultimate consumer is bearing the
burden of taxation in the state “tax anesthesia” because he is paying the price for the
product or service with the tax whom does not know the exact amount. In addition there
is a depersonalized nature of the consumption tax because it provides its application
without any discrimination to taxpayers personal property, ie, recipient. In line with this,
while paying the consumption there are no any resistance, because the taxpayer pays
the tax, but not bears it economically. The tax burden in this case bears the ultimate
consumer (tax recipient) which can not be avoided because it is included in the price.

At the end, consumption taxes are characterized by low collection costs.
Specifically, these costs are tax account, tax assessment, collection and control of taxes
also are relatively low compared to other forms of tax, and because of the high value of
taxation the product net effect is high.

Disadvantages of the consumption taxes. The shortcomings of the consumption
taxes is regressivity and expressed inflationary potential. Regressivity is the weakest side
of the consumption taxes, because in their collection is not possible to take into account
the ability of tax recipient. Specifically, the tax burdens the proportionately more people
with lower incomes resulting in unfavorable social effects. Regressive consumption taxes
can be partially mitigated through tax exemption, reduced tax rates for products and
services of the existential character, and so on., but it can never be removed completely.
In addition, consumption taxes, during the introduction or changes in tax rates can have
a powerful inflationary character.

Regressive effects of indirect taxes

In the finance literature, the sales tax as an indirect tax and general consumption
tax, is considered a “market tax” because it is an integral element of the price of taxable
product. Simultaneously, the sales tax is a “cost-tax “, because the size of the cost depends
on the price of goods without sales tax and received tax burden. Therefore, the sales tax

* Stojkovi¢ A. and Gasi¢ M., Application of value added tax in Serbia, Ekonomika, No. 4, 2012.
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is appropriate to a modern state as it clings to all the joints and pores of the “economic”
body. Nevertheless, the sales tax is regressive from a social point of view, given that the
increase in household income declines average propensity to consuming although the
economic power of tax recipient does not come to the fore in consumption.

In fact, indirect taxes are progressive taxes from in a negative sense, which strongly
affect the poor. Since it pays under the so-called fiscal anesthesia, unsocial, regressive
effect of indirect taxes is greater as the difference of the material position between taxpayer
pronounced, if a wider range of products is subject to tax and if the tax rates are higher.

Regressive effect of the sales tax is evident, although its exact quantification is
very difficult in practice. Thus, the literature has known Davis’s model (determination
coefficient correlations rank between the effective tax rate and the group at the level of
available funds) and Calmus’s model (index of tax regressivity in the lowest groups in level
of available funds) measurements regressivity. Nevertheless, in the financial policies exist
a number of measures to reduce and eliminate regressive effects of the sales tax:*

1. selection of the appropriate form of sales tax between overall, multi-phase
and single-phase sales tax (in production, wholesale and retail trade) and
value added tax;

2. differentiated treatment of certain products, the release of products of mass
consumption taxes, reduced tax rates for other goods and increasing the tax
rate for luxury goods;

3. application of progressive tax and income;

4. provide economic and social transfers;

Applying unique sales tax rate leads to a negation of the principle of taxation
according to economic strength. Differential tax rates on products of mass consumption
(lower) and luxury goods (higher) somewhat paralyze regressive effects of sales tax
forms, such as the appropriate choice of the sales tax that is. preferences for single-sales
tax in the retail trade and the value added tax in which regressive effects are less severe
than other forms of taxes.

Application of progressive income taxation in general neutralize regressivity of
sales tax in the form of so-called. compensatory progression. Total tax effect now reflects
the fact that the overall economic strength of tax recipient is taxed using the proportional
rate, or the progressive income taxation in complementation with regressive sales taxes
converted into proportional taxation.

In order to occur taxation by economic strength, what we need is so called.
absolute progression by which are taxed higher incomes at a higher percentage. Anti-
cyclical fiscal policy implies progressive taxation, which, with complementary economic
and social transfers now reduces side effects of unsocial, regressive effects of sales tax.

The introduction of indirect taxes provides the real size of direct taxes on the
incentive effects of personal demand and consumption in the economic system. In
general, the economic effects are evident in the transfer of funds (performance of the
fiscal burden on the economic situation of economic subjects and the incidence of
budgetary policy in the adjustment of prices of goods and factors of production and real
output), and as an effective impact and percussion effects (increasing the income of the
taxpayer for the amount of the subsidy) fiscal and tax and budget policy.

Shifting indirect taxes usually stops and locates the so-called. incidence (the incidence
is decreasing of nominal income which is caused by the introduction of tax). Tax recipient
finally bears the fiscal burden in the form of so-called. formal incidence, which involves a
process of harmonization (the effective tax incidence or tax diffusion). In essence, we should

* Garner C. A., Consumption Taxes, Macroeconomic Effects and Policy Issue Retrieved, 2010., P. 54.
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distinguish the so-called. effective incidence (which nominates the change in the distribution
due to the imposition of taxes or due to taxes substitution) of the so-called. percussion
incidence (which nominates reduced income of the new taxpayers for the amount of tax cuts)
since their distinction represent the so-called. result of shifting.

Consumption taxes in the European Union

Tax revenues in the European Union may be classified into three basic categories: the
first comprises indirect taxes defined as taxes linked to production and imports, followed
by direct taxes consisting of current taxes on income, property and capital gains, the third
group consists of contributions that include actual social contributions. Sales taxes occupy a
prominent place in the structure of tax revenues of modern state: less than 20% in the United
States, Japan and Switzerland, 50% in Iceland, Ireland, in OECD countries over 30%.

Figure 1. The share of tax revenue in GDP of selected countries (2010)°
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Highest coefficient of consumption tax relative to GDP was recorded in Sweden
18.2% and Denmark 16.9%, a high share is also recorded in Hungary 17.2%. The lowest
ratio of indirect taxes was recorded in Spain 10.6% and Switzerland 6.9%. The share of taxes
on consumption rose slightly in the overall structure of taxation in 2010. (see Figure 2).

Figure 2. Evolution of the major components of the tax revenues of the EU® (% of GDP)
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The structure of tax revenue in the EU is still relatively evenly distributed between
the social contributions, 35.1% of total tax revenue, taxes on consumption, 33.3% and
the current taxes on income, property and capital gains 31.2%. The share of consumption
taxes in the European Union is on average 1/3 of total revenue. The most important types
of consumption taxes in the EU as well as in most of the modern tax system is non-
cumulative turnover tax (VAT). In the European Union, VAT revenue consists 50% of

total revenues from the consumption tax.

Table 1. The share in total revenue from taxes on consumption in selected countries of the EU (2010)’

— Total Income Reverélé?lssgr?l;it(;i;(es on 113[ :)/:a?f

(in mill. €) (in mill. €) revenue
Austria 120.130,4 33.648,5 28,0
Belgium 154.488,5 33.648,5 21,7
UK 643.171,0 198.663,0 30,8
Greece 71.203,0 26.413,1 37,1
Denmark 112.706,0 35.711,9 31,6
Estonia 4.857,0 1.932,2 39,7
Italy 665.859,0 171.571,0 25,7
Germany 899.400,0 265.157,0 29,4
Slovakia 18.686,2 6.800,3 36,3
Slovenia 13.360,6 4.987.4 37,3
Portugal 54.031,7 21.385,9 39,5
Finland 75.959,0 23.944,0 37,3
France 828.459,0 207.343,8 25,0
Czech Republic 51.444,3 17.160,2 333
Sweden 181.620,0 53.491,8 29,4
Spain 336.834,0 89.936,8 315

Source: http://stats.oecd.org

The beginning of the economic and financial crisis had a strong impact when it
comes to taxing consumption. The rate of consumption taxes which had a downward
trend since 2007., have risen sharply in 2010. (see Figure 3). In 2010. The rate steadily
increased in most Member States, compared to a year earlier, and only in eight countries
the indicator decreased. In four cases (Denmark, Germany, Cyprus and Hungary) rates
have decreased slightly, while in Estonia, Malta, Austria and Finland fall was relatively

higher, about half a percentage point.

7 http://stats.oecd.org
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Figure 3. Tax rates on consumption in the EU since 1995. by 2010.}
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Consumption taxes in Serbia

Tax policy of Serbia implements the principle of fiscal federalism, which means
that the public revenues and expenditures, defined and implemented in several levels
of government as well as the republic, provinces, cities and municipalities. Basics of
Serbian tax system are regulated by the basics of the tax system. This system law is an
attempt to create the conditions for our single market works (especially in planning tax
rates and exemptions) in order to reduce tax evasion into a minimum.

Indirect taxes, including customs and other customs charges are the most generous
public finance revenue participated with 44.6% of consolidated government revenues.
Individually, however, income from contributions for social security, is relatively highest
28.3%. This means that the revenues from contributions are greater than the sum of all
direct income taxes, which make up 27.1% of total revenue.

Table 2. Standard taxes of the Serbian tax system’

Direct taxes Indirect taxes
1. Corporate income tax 1. VAT
2. Personal income tax 2. Excises
3. Property tax 3. Customs

Source: S. Barac. & B. Stakic., 2008, p. 110.

If we look at the structure of the budget revenue of Serbia (2012) we will see that
tax revenue have dominated with the total share of 90.4%. In the total revenues a largest
share have consumption taxes (sales tax, excise and customs), ie 3/4 of the total revenue
86.6%. In our tax system share of the property tax is low 1.2%, and there is a tendency
declining participation of income taxes 6.2%.

Indirect tax forms involved in the last five years, with about 80%, while direct tax
forms belongs the rest. As the most bounty indirect tax we can single out value added tax
(VAT), which contributes about 50% and makes up half of total revenue.

8 http://ec.europa.eu/taxtrends
° Bara¢ S., and Staki¢ B., 2008., p. 110.
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Table 3. The share of consumption taxes in total tax revenue of Serbia (%)

Year | Taxes Consumption taxes VAT Excises Customs
2007. 100 81,84 52,26 19,10 10,48
2008. 100 81,22 52,24 18,66 10,32
2009. 100 79,09 52,92 18,24 7,93
2010. 100 76,28 49,58 20,04 6,66
2011. 100 81,76 52,53 23,78 5,45
2012. 100 78,35 48,36 25,46 4,53

Source: http://mfp.gov.rs/pages/issuel1578

Table 4. The share of consumption taxes in total revenue of Serbia (%)"!

Total Income Revenues from taxes on
Year consumption In % of Total
o s revenue
(in mill. €) (in mill. €)
2008. 639.600,3 484.352,8 75,7
2009. 698.756,2 506.428,1 72,5
2010. 655.971,0 500.481,0 76,3
2011. 726.400,0 556.500,0 76,6
2012. 750.100,0 587.800,0 78,3

Source: http://mfp.gov.rs/pages/issue1578

Conclusion

Consumption taxes always occupied and still occupy, a prominent place in tax
systems and the structure of public revenues. They appear in the form of general sales tax
and taxes on individual goods and services. Their key advantages are: bounty, elasticity,
greater comfort of paying with almost no resistance to the payment, low collection
costs. Disadvantages of consumption taxes are regressivity and expressed inflationary
potential. When you look at the balance sum of income in modern tax systems, it is not
difficult to conclude that the share of consumption taxes is much higher in countries with
less developed economies, where consumption taxes take up 3/4 of total income. than
in developed countries, where the share is considerably less 1/3. Increasing importance
of indirect taxes in the countries in transition in accordance with giving the advantage
to economic benefits in relation to social goals in these countries. Giving priority to the
economic objectives (fast growth, reduce unemployment, etc.) maintains intent of these
countries to eliminate the gap in the level of development in relation to the EU.

10 http://mfp.gov.rs/pages/issue1578
" http://mfp.gov.rs/pages/issue1578
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ECONOMIC JUSTIFICATION FOR USE THE GREEN FORAGE
CONVEYOR IN PRODUCTION!

Abstract

Modernizing of livestock production, it is necessary to create a quality base
for production of quality green forage. In terms dictated by climatic conditions
and market trends, it is necessary to switch to a different way to make enough
food to feed farm animals. Accordingly, the use of green forage conveyor, shown
many advantages over the traditional way of meadow-pasture utilization system
of forage. In agronomic terms, stimulates fuller utilization of nutrients in fresh
form, in economic terms reducing costs the processing and storage, as well as
the use of machinery in the production process. The use of this method is the most
cost effective way to create economic production and conservation of plant genetic
resources.

Key words: green forage conveyor, modern livestock production, economical
production
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EKOHOMCKA OITPABIJAHOCT YHOTPEBE 3EJIEHOTI'
KPMHOI' KOHBEJEPA Y ITPOU3BOABU

AncTpakT

Ocaspemersasarvem cmouapcke Hpou3Bo0rwe, HEONXO0OHO je Cmeopumu
Keanumemny 6azy 3a NpOOYKYUjy Keanumemwue 3eleHe kpme. Y yciosuma Koje
OUKIMUPAjy KAUMAMCKU YCIO8U U MPHICUUIHEe MeHOeHYUje, HeOnXoOHO je npehu
Ha Opy2auuju HaYuH CMeaparea 0080/bHUX KOIUYUHA Xpane 3a npexpany domakhux
orcusomurba. CxoOHO mome, ynompebda 3elleHo2 KPMHOZ2 KoH@ejepa, uckasyje
bpojue npeoHocmu y OOHOCY HA KAACUYHU HAYUH NAUHO-TUBAOCKOZ cucmemd
uckopuwhiasarem kabacme cmoune xpane. Y azpoHoMCKOM CMUCTY, nOcCneuyje ce
nomnyHuje kopuuiherse Xpanmsugux Mamepuja y ceedxicem 0OnuKy, 00K y eKOHOMCKOM
cMUCy nojepmurbyje npoyec npepade u uysarsd, Kao u ynompebe mexanuzayuje

! The paper is part of research on the project III 46006: “Sustainable agriculture and rural
development in function of achievement strategic goals of Republic Serbia in the Danube region”
and as part of project TR 31016 “Improvement of production technology and cultivation of fodder
crops on arable land and grassland”, which financed by Ministry of Education, Science and
Technological development of Republic Serbia.
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Y npoyecy npou3goorse. Ynompeba 08aKe02 HAUUHA je HajpayUOHATHUJU HAYUH 34
cmeaparse eKOHOMUUHUje NPOU3600Ibe U 04Y8arba OUBHUX Pecypca.

Kayune peuu: 3enenu kpmHu Koneejep, cagpemeno cmouapcmeo, eKOHOMUYHOCH
npou3soomse.

Introduction

Modern and developed livestock are based on quality and rational production of quality
forage in long period during one year. Possibilities for production and nutrition of domestic
animals is first of all determined with species and cultivars of forage crops which can be used,
and which has the following characteristics:

* high yield,

* good quality,

* short vegetation,

* high power of regeneration

* possibilities of using different edaphic — climatic conditions,

» growing in several deadlines throughout the year

* possibilities of procurement of seed at affordable prices.

In practice is not always possible to find all wanted characteristics in one plant species,
and for this reason approach is to combined organization of plant production, i.e. combining
two or more cultures which have the desired traits.

The question arises in what way to provide a stable base for the development of livestock
production, which in the last decade saw a fall in total production, due to the devastation of
permanently low subsidies in this activity. Climatic trend in recent years causes a drought in all
regions due to the high temperatures and reduced rainfall, leading to extreme price increases
of raw materials, which affects the growth rate of the concentrated feed, which then raises the
price of the price of basic foodstuffs.

For this reason, in the developed countries, as a means of overcoming the crisis problems
cited as desirable, the introduction of green conveyor in crop production. In this way, the
choice of range forage crops and their varieties, their organization and the proper combination
of sowing to the continuous arrival of food (green forage conveyor), forage production, and
therefore feeding green fodder can be extended, even on the winter, and thus cheaper to make
livestock production

Green forage conveyor system is a continuous (continuous) production of forage
for livestock feed, to produce in the long run. Green fodder production is a specific form of
roughage (organic matter) through the utilization of forage plants at the stage of technological
maturity, and that your circle is closed by the exploitation of the animal nutrition into essential
for human food (meat, milk, eggs, wool, etc.. ). Our country is so far-selected, as it is known,
a number of different varieties of forage and other crops (cabbage canola, corn, soybeans,
millet, etc..) Used for forage production, high yield and excellent quality. They provide the
full sequence of anthesis conveyor. That is why we are able, by his own varieties, which is a
comparative advantage of the country, to organize the production of forage for green fodder
conveyor system. Of course, just to be irrigated forage production throughout the growing
season.
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Materials and methods

The objective of this paper is the presentation of the reasons why it should be wider
representation of green conveyor in practice, as a way of organizing production plant. One of
the conclusions of the work should show this kind of business as a way to get the economic
situation in agriculture may affect the use of cheaper feed as the main raw material for further
processing.

Results and Discussion

Green fodder has an effective impact on the digestive system, because consuming of
fresh food the livestock utilize sufficient amount of carbohydrates, fats, oils, vitamins and
other substances for their development. Also due to the reduction of certain costs (canning,
preserving in losses) makes those food costs as low as possible. In this way, direct impact
on reducing variable costs involved in the overall costs of around 60% and thus make to
production to be as profitable as possible. At the same time the percentage of utilization than
other types of food (hay, silage, etc..). Dietary green fodder, milk production increases, and the
use of concentrate can be reduced by 16%.

Today there are three types of green conveyor as follows:
- natural grassland (meadow-land),

- culturally cultivated soil (limited),

- combined conveyor.

Cultural conveyer cultivated soil is most suitable for food because it can be planned that
by time, and by the percentage of forage, while at the same time provides better utilization of
arable land, Soil and proper crop rotation.

Planning a green conveyer requires intensive production method which implies
agglomeration, irrigation system and a plan for decades and months feeding livestock.

When we talk about plants that can be grown in the green conveyer differentiate six
groups. The first group includes: winter crucifers: cabbage canola, Turnip rape, Borecole,
Collard greens, etc. The second group includes: winter annual forage legumes: Pisum
sativum, Vicia sativa, Vicia panonica, Vicia villosa. The third group includes : spring annual
forage legumes (early sowing, and the same in the mixture): cabbage canola, Vicia sativa,
broad bean (Vicia faba) , Lupins (Lupinus sp.). Also in this group includes: spring cabbage
(early sowing) forage kale (broadleaves).The forth group includes: forage species gajive
several deadlines throughout the year: forage kale, forage mallow, Alexandrian clover, etc. In
the fifth group is included: one year species of cereals: forage corn, forage millet, sudan grass,
etc. The sixth group includes: one year forage legumes (late sowing, and the same mixture):
soyebean, vigna, white lupines and etc.

In preparing the baselines, particular attention was paid to:

* possibilities of using some cultures even during the winter (forage kale),

+ the nutrition value and digestibility of forage crops some plant species,

* the length period of use without significant decreases of quality,

+ and of the consumption of green forage of the different forage plan species.
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We recall that it is greater in the premises, on less pasture, and the best in the younger
stages of plant growth.

In Table 1., will be show the basic characteristics of plant species which can be part of
green conveyor, the time of their sowing, and also the time of their maturities for use.

Table 1. Green food from arable land, time of use and yields

Species Tlm‘e of Time of use Yield, t/ha Duration of use,
sowing days
Winter rapeseed End of July Middle of April 20 15
- T —
Winter rapeseed + winter | Beginning of Beginning of May 30 15
rye September
i +
Winter rapeseed + forage End of Middle of May 30 15
kale September
Spring oats + vetch + Beginning of .
forage pea March Beginning of June 32 15
Forage corn End of April Beginning of July 31 15
Middle of Middle of July and
Sudans grass May August 31 15
Forage corn (after oil Beginning of Middle of August 31 20
rapeseed) May

Middle of
Forage corn (after oats Beginning of September , 31 30

with forage pea) June October and

November

Beginning of Middle of
Forage kale July November 22 15

Beginning of

Alfalfa September May, June, July 20 40

Source: Author’s calculation, 2012.

Based on obtained data, can be concluded that with organizing of production the
green forage by green forage conveyor, is been achieved that on field comes to change of
qualitative species, which provides production of qualitative forage since April, in some
areas until November.

Plant species which goes into structure of green forage conveyor characterized
by intensive production of biomass, where the biggest amounts can be obtained by
combining spring oats, vetch and forage kale (32 t/ha), and lowest amount of green
forage obtained by growing the winter rapeseed or alfalfa in monoculture. Optimal
period of use this cultures is different, and ranges from 15 days until 40 days (alfalfa),
reducing the proportion of high-quality components in the green cabin.

In this way it can be achieved for long term utilization of green biomass, a reduction
in costs involved in processing when a crop is harvested, and in its place must come the
second crop. It can also be achieved by a significant reduction in the costs incurred in
processing and storage of biomass obtained. Plant species included in applications have
green conveyer characterized by a high percentage of dry weight, sufficient amounts
of protein and energy. Use of forage can be obtained to provide a sufficient number of
properly-balanced meals to eat.
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Conclusion

Green conveyer organization, an increase in forage production on their own farms,
induced reduction of costs proper organization of work, reducing nutrient losses during
preparation. Is no room left for the introduction of new, advanced technologies and
introduction into production of new and more profitable crops.

Using forage plants from the six groups of growth, creates the optimum areal
coverage of arable land and nutritious crops, which can alternately provide sufficient
amounts of biomass in the period from mid-April when the cattle grazing plays in high
mountain regions, and even to November, when the cattle in lowland regions close to
the stables.

Imposes itself question why green forage conveyer, despite a number of advantages,
not the few, represented in domestic production practice. The answer to this question should
be sought in the following: introduced several kinds of forage plants, which significantly
complicates the production of plants, green forage conveyor needs a good organization,
technical equipment, great dynamics and seamless operational and technological discipline.
Adding to this the fact that the work of the Serbian society sufficiently stimulated, the shortage
of staff, especially in forage production, it is clear why, even for modest estates, avoids the
organization of production of forage for green fodder conveyor system. Added to this, a
negative opinion of nutritionists, that the frequent changes in types of nutrients causes certain
changes in the physiology of digestion of domestic animals, which are ultimately reflected in
the next 1-2 days, the slight drop in milk production and daily gain. In doing so, forget it, just
how central hinterland use of forage, when it comes to the medical service of livestock and
how antibiotics are consumed to maintain it.
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NATIONAL DEBT AND BALANCE OF PAYMENT DEFICIT
Abstract

The author examines the problem of national debt. He is particularly interested
in countries in transition where the national debt and budget deficit are interrelated.
The problems of foreign debt servicing, export reduction, import increasing, poor
balance of trade are the reasons which make a country over indebted. The author
examines the causes of “capital flight”. Poor management of the economy in the
countries in debt which leads to foreign loans and their non-dedicated spending are
also topics of interest of the author. The author indicates the reasons for debt crisis
and the strategy of national debt management.

Keywords: national debt, budget deficit, market conditions, management,
central bank.

JEL Classification: H68

APKABHU YT U AEOULUT IIJIATHOI' BUJIAHCA
ArncTpakT

Aymop ucmpaxcyje npobonem Opowcasne 3adyocenocmu. Hbeea nocedno
unmepecyjy 3emsme y mpaH3uyuju y Kojuma cy OpacasHa 3a0YiceHOCm u 6YiemcKu
Odeguyum y y3poyHo nocireouuroj eesu. Ilpobnemu onciyxicusarna cnomauirbes
odyea, cmarverse u3803a, noseharse yeo3a, 10w MpeoGUHCKU OUNAHC CY PA3NO3U KOJU
yuHe 3eMmy npesaodydiceHom. Aymop ucmpasicyje wma cée 00800u 00 ~bexcmea
kanumana”. Jlowe ynpaemarbe eKOHOMUjOM YV 3eMbaMA  OYICHUYUMA Koje
Pe3VIMuUpa CHObAUFUM 3JMOBUMA U THUXOB0 HEHAMEHCKO Kouuiherve ¢y makole
npeomem unmepecosarba aymopa. Aymop je yKkazao Ha paszioze OYliCHUUKe Kpusze u
cmpamezujom ynpasearba OpHcagHoM 3a0yxHceHoutliy.

Kuwyune peuu: opocasuu dye, Oyuemcku Oegpuyum, KOmYKmypa, ynpasasaroe,
yenmpaina bauxa.

Introduction

Many countries face the problem of national debt. We are particularly interested
in the transition countries and their problems. Their debt is caused by many internal and
external factors. And the mentioned countries partially got into debt in order to cover
the balance of payment deficit. Debtor financing of the state budget deficit is equivocal
because it comes from many dubiosities derived from poor economy management,
furthermore in countries such as Serbia the foreign exchange reserves are often partly
spent for balance of payment regulation. It is often the case that the country gets into debt
in order to open new firms, whereas it uses most of the funds to cover the budget deficit.
Today many countries ask for debt reconstruction which includes changed conditions of
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its servicing, which is also called reprogramming. This measure is required for both the
debtor country and the institutions that gave the debt. In case of Serbia it is mostly the IMF.
The problem with deterioration of the market conditions in the world economy caused
interest increase which is often followed with slowing down of the economical growth.
The whole problem was further complicated by so called “oil shocks”, which served as
an instrument for income redistribution. Mechanisms for internal debt reduction such as
debt purchasing, exchanging debt for capital stock, replacing current debtor obligations
with new obligations are the measures whose efficiency depends on the skillfulness
of the debtor. This is why it is insisted on building of institutional structures for state
expenditure management.

The notion of the national debt

The number of the countries with big national debt and balance of payment deficit
increases every day. The connection between internal and external debt has been noted.
What is the national debt? The national debt represents “the total sum of the indebtedness
of a government by the state securities holders which is equal to the sum of previous
budget deficits (minus the rest of the budget)”!. Internal national debt is “indebtedness
of the country to its citizens, companies and institutions who are holders of the securities
issued by the government. We also need to define the external debt. It denotes the
indebtedness of the country to foreign citizens, companies and institutions, while the
general amount of the indebtedness of the nongovernmental sector to the securities
holder referred to as private debt. The national and the private debt are elements of
the relationship between income and expenditure. Generally speaking, when the income
grows, the savings also grow. Those savings are meant to be used by domestic industry,
companies and the Government. Debt creation is actually a mechanism by which the
savings are given to those who make expenditure. If the consumers and the business
are not prone to borrowing than private debt is not growing fast enough to absorb the
growing volume of savings. That function is carried out by national debt increase. If this
is not the case, the given economy moves further away from the state of full engagement
of the resources.

Budget deficit

Budget deficit is the difference between national expenditure and income. We are
interested in the problem of debtor financing of the budget deficit, because this is the
weakness of all developing countries, especially ex socialist countries. Debtor financing
of the budget deficit is present in those countries. The interest rates grow especially in
the case when stimulating fiscal policy is performed by limiting money offers in order to
control and decrease inflation. Debtor financing of the national budget deficit enhances
demand for money, and the Central bank limits its offer. This combination of measures
of economic policy stimulates fast growth of interest rates. The increase of interest rates
on domestic market increases foreign demand of securities of the given country which
causes capital inflow and increase of foreign debt. Servicing of the foreign debt demands
giving away a part of the real production at the disposal to other countries, this can result

''T.A. Agapova, S.E Seregina, Macroeconomics, Market DS, Moscow, 2009, p.342
2Ibid
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in lower national production in the future. As the foreign demand of domestic securities
grows, the demand for national currency required for its gaining also grows. This results
in the growth of exchange rate of the national currency which leads to export reduction
and import increase. The reduction of so called clean export has negative impact on the
economy: the level of employment and production in the export branches decreases, and
this inevitably leads to social and other tensions. Obviously the effects of the budget
deficit that were stimulating at first later have negative effects on already mentioned
clean export that worsens balance of payment conditions in the country in connection
to the current operations. However the inflow of capital increases internal resources and
serves the relative reduction of interest rates on the domestic market. Current operations
deficit related to the poor balance of trade in financed on behalf of clean capital inflow
that can result in international loans, in our case from the IMF or the World Bank or
commercial banks abroad which actually increases external debt. The other possibility
is to sell assets to foreign investors. The money received from selling assets is usually
used for financing balance of payment deficit in relation to current operations. It is
often the case that direct investments which assume import of foreign currency into
the country in order to open new companies are used to cover budget deficit. Foreign
exchange reserves in Serbia are often used for regulating balance of payment. Each of
the mentioned measures leads to the reduction of clean foreign assets, actually balance
of payment crisis and foreign debt crisis happen when the government increases the
debt with foreign loans which exceed the deficit itself. If the borrowed funds are not
used for investments in national economy, which is the case with Serbia, but for buying
social peace and filling the budget, then the country is in real problem. Such countries
have dire need for debt reprogramming which includes changed servicing conditions
(interest rate, amount of money, debt returning deadline, etc). The reprogramming makes
sense only when the country is not in condition to return the loan in accordance to the
previously signed loan contract. This measure is forced for both the debtor country and
the institutions that gave the loan. Balance of payment crisis and foreign debt crisis are
deepened by the communication vessels principle. The foreign loan resources are used
for financing private capital outflow from the country which becomes a kind of capital
“escape”. Credit market in such countries is out of balance which limits the production
activity. “Unrealized production potentials of the part of the participants in production is
good for reduction of the level of efficiency and economic growth™

All in all the macroeconomic policy that leads to this capital “escape” is not
problem only in Serbia, but in the world also, since the foreign debt crisis showed signs
as early as 1982. Many of the debtor countries stated that they were not capable to fulfill
their debtor obligations. Having this in mind we have already mentioned the notion of
and the need for debt reprogramming. We are particularly interested in discovering the
reasons for foreign debt crisis! Namely, during the 1980°s the marketing conditions in
the world economy worsened. The real interest rates grew, the pace of economic growth
slowed down, the commodities cheapened. With the increase of interest rates the debt
servicing coefficient also increased. Reduction in commodity prices and slowing down
of the pace of gross domestic product in debtor countries leads to reduction in exporting,
thus to reduction of export incomes. Since this income is lacking, the country is no
longer capable to service its debt regularly. Thus the debtor countries got new burden
that becomes heavier and heavier. Surely, this is not the only reason for such situation.
Bad economy management in debtor countries also can be seen from the budget deficit

* 10. B. Illapaes, Teopust axoHOMMYecKoro pocta, Mamarenscknmit som I'V BIII9, Moscow 2006,
page 183.
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and unrealistic high exchange rate of national currency. Currency speculation is mirrored
in growing export and capital escape from the country. Foreign loans are not used as
earmarked funds. They are not used as investments that would bring the growth of total
income, but for financing less important projects and different speculative operations.
The consequence of everything is also wrong macroeconomic policy that is financed
by excessive credits from commercial banks. The banks approve new loan without
paying attention to the fact that the debt is rapidly growing. There are several reasons for
such type of crediting. First of all oil shocks from 1973/74 served as an instrument for
redistribution of a share of world income in favor of the countries exporting oil. Short
term accumulation was huge and it made possible huge investments to be made in its
economy. Those countries allowed liquid credits, which served as a source for spreading
resources for international crediting. Those new financial resources enabled allowing
additional credits to the debtor countries, because at that time the investment policy in
those industrial countries was rather inconsistent. Besides, debtor countries were using
foreign interest-bearing loans without the right to control the property, which stimulated
the growth of their foreign debt. On the other hand, commercial banks offered credits
to “outrun” the competition. The IMF and the World Bank often give consultations and
sometimes even partly finance operations for reducing debt and providing conditions and
stimulus for increasing domestic investments, but also increasing foreign investments
in the debtor countries. There are several different mechanisms for reducing internal
debt, like repurchasing the debt, exchanging debt for equities, replacing existing debtor
obligations with new ones etc.

The dynamics of the average annual indicators of the GDP growth, export and
import in the debtor countries from 1987 till 2010, in %

On
On average
On average for average
the whole group
of countries that
. 2003 2004 2005! 2006!

reconstructed their | 1987— 1995— 2003— 2007—
foreign debt from 1994 2002 2006
1999 to 2003 20107
Real GDP 3,6 32 6,1 5,8 6,6 6,0 59 5,6
Export volume 6,3 7,7 6,3 4,7 7,1 5,8 7,8 6,0
Import volume 4.4 4,1 9,8 6,3 11,5 14,2 7.4 6,2

1. Data for 2005-2006 are assessment
2. Predicted estimation

Source: World Economic Outlook, 2005, September, p.280

Efficient national debt management in both industrial and transition economies
cannot be achieved isolated from other measures of budget and tax policy of the
government, because it is a constituent of the national expenditure management system.
Capital inflow achieved by increasing foreign debt suits the private investments, which
calls for stimulating tax reform. And it is not possible without reducing tax burden
together with spreading of the tax base. Expenditures for servicing national debt are
the least flexible item of the expending part of the national budget. This is because the
flexibility of the transfer payouts is not big, so limiting the rate of growth of other items
of national expenditure and increasing their efficiency in transition economies is actually
an important factor for reducing tensions in the budget and tax sphere. It is necessary
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to avoid quasi fiscal operations when regarding national budget, because this is the only
way to establish confidence in the economic policy of the government and the Central
bank. Naturally, this has to be followed by building appropriate institutional structures
for national expenditures management. When we say management, first of all we think
of budget management whose function is also servicing national debt.

Structural adjustment

The debtor country is not the only one to blame for great indebtedness, but also the
institutions that allow loans. It is interesting that — although the bank is without a doubt the
main strength for promoting structural adjustment and sending that message to the whole
industrial sector — the concept itself is actually not its child, but of the IFM, because the
IMF since the 1940 encouraged and forced countries to “adjust” one way or another...
Thus, it is not surprising that the bank accepted enthusiasm for structural changes from
IFM*. Obviously the IMF is rather present in financing in transition countries. “Its task
is to supply the member countries with the money that helps them overcome short term
problems with balance of payment, but such money is available to the receivers only
upon making an obligation to implement economic policy reform, or in other words,
when they comply to undergo structural adjustment. Strict control of putting in motion
these often devastating reforms is an integral part of the deal.””” The IMF is organized, as
far as management structure is in question, the same as the Bank, because the strength of
a vote in the IMF is equal as in the Bank. This is where the interests of the big countries,
especially the USA, come from. For example, financial participation of the mentioned
countries is as follows: “USA (19,14%), Great Britain (6,63%), West Germany (5,79%),
France (4,81%), Japan (4,53%)”. These data illustrate the best the relationship between
the IMF and the big countries, especially the USA. Transition countries, like Serbia are
slowly entering debtor obligations by the carrot and stick strategy. Actually, what happens
is this: if you are not a member of the IMF you will not be admitted to the World Bank.
The rule is that the World Bank does not give help for development if a country doesn’t
meet the conditions imposed by the IMF. That is why many researchers stressed the way
the IMF and the World Bank share the same goals. Structural adjustment is promoted by
both the IMF and the World Bank. The Governments are forced to subdue their policies
to the reform. All this does not happen without the influence of the rich countries, but that
is topic for another story. It is obvious that “real contradiction demands its solution on
the basis of exploring the causes, the content, the character and possible consequences™’.
Thus the IMF, the World Bank, the USA and other great powers have their common
goals, but also interests that make small and poor countries dependent on them, because
they are sunk into debts they cannot service.

* Graham Henkok, Gospodari siromastva, Plavi krug, Beograd, 2002, p110.
5 Ibid, p111
¢ IMF Annual Report 1987, International Monetary Fund, Washington, DC.

7 10. B. Beprakosa, O. B. CoraueBa, VccregoBaHue colmarbHO-9KOHOMIYECKUX U TTOTTUTUYECKIX
mporeccos, Kaopyc, Mocksa 2009, p330.
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The reasons for debtor crisis and strategies of national
debt management

The reasons for foreign debt crisis are the following:

1. Worsening of the market conditions in the world economy:

During the 1980s the real interest rate started rapidly to increase. Among other
things the most noticeable was slowing down of the pace of the economic growth and
reduction of commodity prices. The increase of the real interest rates lead to increasing
the coefficient of the debt servicing. Commodities price reduction and slowing down the
pace of GDP growth in the consumer countries which import from the debtor countries
lead to decrease of export and export profit in debtor countries, and the export is basic
source of debt settlement. The result of this was increased debt of the debtor countries as
the export profit was reduced, and the cost of debt servicing grew.

2. Unsatisfactory economy management in debtor countries:

The practice of constant budget deficit and artificially maintained high exchange
rate of national currency is sort of speculation whose long term result is currency
devaluation. This is what happened in Serbia. In this case foreign currency speculations
are taking shape of import enhancement, or so to say, capital escape from the country.
Such situation worsens balance of payment situation, because external loans are not
earmarked: one part of the funds is used for servicing the budget, while the other part
goes missing, which is characteristic of the countries with poor legal system. Those
funds usually end up on different private accounts of some members of political and
economic elite. This means that the loans are not used for investments that would lead
to the growth of total income, but for financing suspicious projects and for speculative
operations. The point is that countries like Serbia hugely increase their foreign debt,
and the results of that indebtedness are not smart investments, but different disbalances
which can be devastating for economies like Serbian.

3. Wrong macroeconomic policy

Wrong macroeconomic policy is in essence any economic policy that is over-
financed by commercial banks’ credits. It often happens that commercial banks, when
asked for a new credit, do not pay attention to the current indebtedness of the loan-taker.
Why was that so?

A.During the 1970s and 1980s there was an important redistribution of the world
income in favor of the oil-exporting countries and the short-term tendency towards
saving was formidable. Since savings were accumulated for big investments in their
own economy, those countries allowed liquid credits which strengthened the resources
for international crediting. It is obvious that oil shocks from 1973-1974 and 1979-1980
served as an instrument for redistribution of the mentioned incomes. This relates to
Serbia less, but it certainly had indirect influence on it.

B. Those new financial means were additional credits to the debtor countries since
the climate for investments in industrial countries at that time was rather undefined. At
the time direct foreign investments into debtor countries were limited. Without serious
plans, they started to use foreign loans that were approved with interest without the right
to control the ownership which stimulated the growth of their foreign debt.

C. The biggest commercial banks certainly wanted possibilities for similar operations to
outrun the competition. The reason for periodical repetition of the foreign debt crisis is, besides
the mentioned ones, in relation with the world’s market conditions. The debtor country can take
foreign credits up to the moment when the amount of the credit exceeds the amount of capital
outflow for servicing the accumulated debt in the shape of interest payoff and amortization
of its basic sum. Then, the payment termination is announced. International practice showed
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that payment termination usually occurs in cases when it is economically the most suitable
for the debtor country, not only when the country has no resources to service the debt. It is
not a coincidence that the IMF and the World Bank offer consultations to such countries, and
sometimes accept to finance operations for reducing indebtedness and creating new stimulations
for increasing internal investments, as well as increase of foreign capital investment into
a debtor country. And this is not without tensions, diplomatic but also economic and others.
External debt as a limit for development is more that obvious in transition countries. Although
foreign investments in such countries have profound economic sense, there is a paradoxical
situation “developing countries pay off debts from national incomes more that they are able
to receive from new investments... Balance of payment deficit includes capital inflow from
abroad and is almost normal phenomenon in the process of development. It stands to reason
that some activities may develop in unwanted and unexpected directions. Indebtedness crises
and collapse of many banks in developing countries during the 1980s are the best proof of
this possibility.””® We would not agree with the conclusion that it is logical for some activities
to develop in opposite direction than expected. On the contrary, economic and political elite
of the country would have to anticipate the mentioned possibility and thus to readily await
crashes that happen on the financial market. We have already mentioned the mechanisms for
reducing foreign indebtedness which include debt repurchasing, exchanging debt for equities
(swopping), changing existing debtor obligations with new obligations etc. Having this in mind,
itis interesting to see average indicators of foreign debt servicing in different groups of countries
from 1994 to 2010. This can be seen from the following chart

Average indicators by groups of Year
countries
1994 | 1998 | 2002 | 2003 | 2004 | 2005! | 2006' | 2010%
1. The countries of Central and Eastern Europe
-8,5
Balance of the account of current 4.2 -8,5 -10,1 -10,6 -10,3 -10,3 8,1
operations of the balance of payment 127,8
135,2 118,4 1249 114,9 105,9 102,3 88,0
The oveall volume of external debt
Payment to service the external debt 19,1 24,2 26,7 26,1 21,6 213 22,1 18,0
3
(total) 63 10| 80 | 84 | 73 6.9 6,7 54
Payment of interest
Amortization 12,8 14,0 17,7 14,3 14,4 15,3 12,7
17,9
2. CIS countries and Mongolia*
Balance of the account of current
operations of the balance of payment
2.4 -7,6 18,0 16,0 20,8 26,5 26,5 9,7
The oveall volume of external debt 1328 1752 1119 106,6 92,3 7.8 71,0 91,0

1. Data for 2005-2006 are assessment

2. Predicted estimation

3. Interest payments and the overall volume of the debt (long term loans) amortization.
Servicing the debt towards the IFM is excluded.

4. Mongolia is not a member of CIS countries, but is included in this group of countries due
to geographic position and similar economy structure

Source: World Economic Outlook, 2005, September, p281

8 Ip Ouana Jdparytunosuh, Op Munopag ®@ummnosuh, Ip Cnobogan Lseranosuh, Teopuja
IPUBPEIHOT pacTa u pa3soja, Exonomckon daxynrer y beorpany,2005, p 588.
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National debt servicing expenditures are the least flexible item of the expenditure
part of the national budget. Since the flexibility of transparent payments is small, then
limiting the pace of growth of other expenditure items and increasing their efficiency
in Serbia and other transition economies is key factor of reducing tension in the budget
and taxes sphere. Eliminating quasi-fiscal operations and making an order in the national
budget system reestablishes trust in the economic policy of the government and the Central
bank, especially if this is implemented together with creating appropriate institutional
structures of market economy which refer to national expenditure management, where
we can now enumerate national debt servicing.

Conclusion

Today a great number of countries in the world are over indebted. Different
countries deal differently with the problem of indebtedness. International capital mobility
is related to the interest rates policy, but also with other problems following investments.
Countries like Serbia are over indebted and have constant problem with national debt
and balance of payment deficit. It has been noted that there the external and internal
debts are interrelated. Debtor financing of the national budget deficit enhances demand
for money, whereas the Central bank limits its offer. Such economic policy stimulates
rapid growth of interest rates. “Increasing interest rates on domestic market increases
foreign demand for securities of the given country, which results in capital inflow and
increase of the overall volume of foreign debt”. Servicing the foreign debt is a problem
for small and undeveloped countries, because it reduces national production on long
term basis. Unsatisfactory balance of trade in such countries is financed on account of
net capital inflow that is taking the shape of international loans, selling assets to foreign
investors, spending reserves etc. Balance of payment crisis and foreign indebtedness
crisis are mainly interrelated. They are a result of poorly managed economic policy. A
country cannot service its debt obligations, which requires debt restructuring, meaning
agreement with official creditors.
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STRESS - TESTING IN BANKING
Abstract

The purpose of this paper is to analyze the negative impact of “mundialisation”
on the banking sector. It is evident that the global banking system has become more
fragile. As a response to progressing instability in financial architecture, policy
makers have become interested in better understanding of high sensitivity in the
financial sector, particularly in banks. One of the basic techniques for calculating
banking fragility is stress - testing. In order to estimate the potentially harmful
and unpredictable effects on their transactions, banks have created stress - testing
models, which turned out to be an indispensable tool in the bank supervision
process. Banking regulators have started using improved stress - testing methods
for estimating aggregate risk and for defining the adequate capital level in the
banking sector.

Key words: banking sector, control risks, stress - test
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CTPEC - TECTHUHI' Y BAHKAPCTBY
ArncTpakTt

Cspxa 0802 pada jecme 0a ananusupa He2amuean ymuyaj ,, MmyHoujarusayuje”
Ha banxapcku cekmop. Eeuoenmuo je oa je enobannu bankapcku cucmem nocmao
¢pazunnuju. Kao 002080p Ha npocpecusHy HecmabuiHocm y @OUHAHCUJCKO]
apxumexmypu, Kpeamopu ROIUMUKA NOCMANU Cy 3auHmepecosanu 3a 0Oosme
pasymesarse 8UCOKe 0CEmbUBOCTNU Y PUHAHCUJCKOM CEKMOPY, NOCeOHO Y bankama.
Jeona 00 Oasuunux mexnuxa 3a uspauyHasare OAHKAPCKe (pazuirHocmu jecme
cmpec - mecmune. Kaxko 6u npoyenunu nOmenyujarHo wimemue u Henpeosuouge
eghexme Ha wuxoge mpancaxkyuje, 6anke cy Kpeupane mooene cmpec - mecmunea,
3a Koje ce ucnocmasuno 0a cy Heu30Cmagau aiam y npoyecy cynegusuje OaHaxa.
Bankapcku pecynamopu nouenu cy 0a kopucme nobosuiane memooe cmpec -
mecmunea 3a nPoyerusarbe aspe2amioe pusuKa u 3a degpuHucaroe a0pekeamnos
HUB0A KANUMAana y OAHKApCKOM CeKmopy.

Kwyune peuu: cexmop b6ankapcmea, KOHMpoa pusuka, cmpec - mecm

Introduction

The stress - testing is a common instrument of the monetary and crisis management. The
prolongation of crisis has encouraged banks and supervisory agencies to review the validity
and quality of the stress resistance test practice, that is, business resistance to changeable
market shocks. Looking back, test results of bank stress resistance did not fully indicate the
seriousness of the current financial crisis. Moreover, it is even possible that the global crisis was

! majadnovisad@gmail.com
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deepened and accelerated due to the drawbacks in general stress resistance testing practice.
It is essential to update the stress resistance testing framework. Stress resistance tests should
be realistic, objective, comprehensive, far-reaching, multi-dimensional. Their purpose should
be to properly understand, deduct and forecast. Results obtained from business “endurance”
testing should be in the service of anticipatory decision making, planned and systematic
reactions. Stress-testing results should also point to the adequate level of capital i.e. to suggest
how much capital is necessary for the loss absorption, in case of oversized market “impacts”
or overflow of banking “contagion”. Stress-testing is particularly important for providing
ex-ante risk evaluation, overcoming limitations of the model in which only historical data are
used, for spurring the development of risk minimization strategy and behavior in troublesome
situations, for the whole set of various crisis scenarios.

The “casino” economy and unknown risks

The US mortgage market used to be regarded as one of the most developed and safest
markets, where profit was almost guaranteed with a minimal risk. Owing to low interest rates,
the US real estate market was flourishing. In a constant run for more profit and due to extensive
cheap cash flow from abroad, American banks began uncontrollable placement of free reserves
and taking over new risks. Consequently, it led to a total degradation of mechanisms for credit
and portfolio risk management as well as to range of drawbacks in defining and realization of
measures for regulating the financial sector and financial institution supervision. Banks and
other financial institutions have started to apply new financial instruments that is, financial
derivatives. Hybrid financial instruments also involved unknown risks (“Ponzi scheme™ and
money multiplication, financial “Russian roulette” and speculative “bubbles” and dangerous
financial “tailoring”). In order to invest and multiply as many free reserves as possible with
the aim of increasing their revenues, financial institutions have reduced criteria for granting
mortgage loans. After sublimating main reasons for the emergence of the global crisis and the
transfer of the financial meltdown to the real economy together with the velocity of the financial
“infection” spread of the US crisis on the European economy, three global crisis “zones”
appeared.

Figure 1: Three global crisis “zones”

The Global Crisis

First Wave Second Wave Third Wave
Real Estate Bubble Toxic Asset Liquidity Crisis

Source: http://www.cb-mn.org?

2 http://en.wikipedia.org/wiki/Ponzi_scheme, (April 17, 2012)
*  http://www.cbmn.org/slike_i_fajlovi/fajlovi/fajlovi_publikacije/radne_studije/globalna_finansijska_
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The crisis, that is, depression refers to a low level of absolute values, employment
and domestic production, while the recession refers to the decrease in the level, that is,
to the relative change of these values within at least two successive periods.* Different
phases of the crisis spread are mutually interdependent and overlap, so they have a
sinuous form. Therefore, individual or periodic measures are hardly sufficient for the
prevention and stopping of crisis. In the first phase of crisis, the mortgage “bubble”, that
is, the consumer loan “bubble” burst. In the second phase, the banking system began to
suffer huge losses caused by “poisonous assets”.® These financial losses destroyed the
reputation of banks as most reliable and professional institutions. The third phase was a
logic consequence of the first two. The liquidity crises also emerged forcing banks to stop
their core function: provision of loans to citizens and legal entities (retail and wholesale
banking). This resulted in a drop in consumer demand which affected production and
service companies. The economic “vicious” circle was then closed and the recession
began. On the European continent, the financial-economic dependence spiral was similar
to the one in the United States of America. The American sub-primary mortgage market
had created the “financial contagion” and then spread it across the globe via “mutated”
financial instruments. The result of suspicious financial transactions were “toxic assets”
and “creative accounting”. The liquidity crisis paralyzed the global banking system.

The “spread” of the recession outside the US border was a result of a high level
of connection and interdependence among global world financial markets and global
economy in general. Under the influence of globalisation process, the wave of crisis
spread over the planet easily, quickly and violently, like tsunami.® The first to be affected
were highly developed countries. However, the crisis spared neither countries in transition
nor underdeveloped countries. The economic doctrine argues that the flaming wave of
recession firstly overtakes the most developed countries, and then less developed ones.
It remains in the most developed countries for the shortest period, while it spends more
time in less developed countries in order to stay the longest in the most underdeveloped
countries.’

Crisis management and stress resistance test

Due to a strong financial integration, that is, a possibility for the crisis to be
transferred “instantly” from one country to countries on the opposite side of the planet,
it is necessary to build an efficient mechanism which will ensure a financial stability.
Proactive crisis management comprises activities which are directed towards the
prevention of crisis occurrence. Proactive crisis management has an offensive character;
it focuses decisively against potential and latent crisis. An adequate anti-crisis policy
should involve effective measures of the crisis management, as well as system measures.®

kriza.pdf, (April 13, 2012)

* http://www.cbmn.org/slike_i_fajlovi//fajlovi/fajlovi_o_nama/nagrada_cbcg/diplomski_marijana_

scekic.pdf, (April 14, 2012)

> Barjaktarovi¢ M., Trziste kreditnih derivata - uspon i pad, Ekonomika: Drustvo ekonomista
»Ekonomika“ Ni§, (April - June 2012, No. 2), page 89

¢ http://news.bbc.co.uk/2/hi/7687101.stm, (April 16, 2012)

7 http://www.cbmn.org/slike_i_fajlovi//fajlovi/fajlovi_o_nama/nagrada_cbcg/diplomski_marijana_
scekic.pdf, (April 14, 2012)

8 http://www.cbmn.org/slike_i_fajlovi/fajlovi/fajlovi_publikacije/radne_studije/globalna_finansijska_
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The stress - testing estimates the impact which the movement of relevant variables has
on bank assets and liabilities, which, in turn, has an impact on its capital position.” The
stress - testing represents an analytical technique, which gives a quantitative estimate
of the “vulnerability” of a bank portfolio. However, the stress - testing is a lot more
than just a mere application of set of mathematical and statistical formulae. Therefore, it
also includes a series of assumptions which may be essential for precise interpretation,
obtaining of realistic results and drawing wise conclusions. The stress - testing uses
a wide range of methodologies, from highly simplified “sensitivity” analyses, which
study the influence of one risk factor only, up to complex scenario analyses, which are
used for studying the cumulative impact of various factors on a financial situation of a
credit institution. The stress - testing should establish whether the bank, due to certain
unfavorable events, can normally and unobstructedly carry on its regular operations,
whether it can settle its obligations timely that is, whether its available risk management
funds are sufficient and whether it should engage additional sources of funding. Stress
- testing techniques are also applied in a more comprehensive macro-context, with the
aim of “the embodiment of sensitivity” of a group of financial institutions or a complete
financial system to external shocks. Most frequently used variables in the scenario
analysis process are: gross domestic product, unemployment rate, inflation, real-estate
price, credit risk and profitability of certain industrial branches. After establishing values
of these variables, at least two macro economic scenarios are created: real (basic) and
pessimistic (extremely negative scenario), with stringent assumptions as compared to
the previous year.'® Furthermore, such hypothetical conditions, bank loans, deposits and
cash flows are tested. These indicators provide a wide insight into a liquidity situation
and bank solvency, in case of stressful situations on the market. For example, in the
liquidity risk management, the most analyzed scenarios are:

*  panic “bank rush” (mass deposit),

*  progressive growth of loan demands,

» disturbance on domestic and international financial market which blocks or

causes difficulties for the access to fresh source of funding,
* degradation of credit rating, which has a detrimental effect on borrowing
capacity.!!

The global financial crisis has only additionally intensified drawbacks of common
stress resistance testing practice in the following four segments:
* in the manner of application of stress - tests and their integration in the risk
management concept,
* in stress - testing methodologies,
¢ in the selection of scenarios,
* in the stress - testing for certain risks and products.'?

kriza.pdf, (April 13, 2012)
? http://www.webcitation.org/60CfdCOTN, (April 13, 2012)
10 http://www.vijesti. me/kolumne/stres-test-banaka-kolumna-32115, (April 13, 2012)

1 http://www.vibilia.rs/srpski/izvestaj/0508/Otpornost%20bankarskog%20sistema%20na%20sokove%20
likvidnosti.pdf, (April 13,2012)

12 http://www.hnb.hr/supervizija/papiri-bazelske-komisije/h-tesatiranja-otpornosti-na-stres-i-supervizije.
pdf, (April 14, 2012)
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A dedicated participation of bank management is crucial for provision of proper
implementation of stress - tests in the risk management and capital planning. This
comprises defining the goals of stress resistance testing, formulating various scenarios,
discussing obtained results and estimation of possible alternatives for activism and
mature and final decision making. Unfortunately, most banks do not go further from
initial premises, that is, most banks do not deal with deeper “under surface” research
and review. Also, the financial crisis has also revealed drawbacks in the organizational
sphere. Prior to the beginning of crisis, stress resistance testing was most commonly
carried out isolated from the risk management concept and insignificant interaction
with other business functions. In certain banks, stress-tests were carried out completely
mechanically. The routine approach does not take into account turbulent conditions of
business activity, nor does it incorporate the latest qualitative knowledge. In many banks,
stress resistance testing was carried out by separate units, focusing solely on certain
business lines and risk types. This led to organizational barriers due to the efforts to
permeate and integrate quantitative and qualitative results of the bank stress resistance
testing. Although the stress resistance test related to the interest and market risk has
been carried out for several years now, stress resistance testing for credit risk (whose
movement has seen significant discrepancies in regular distribution and which has the
highest degree of “obliqueness”) has appeared only recently. The most advanced forms
of stress resistance testing are still in their initial phase of development. The consequence
of insufficient comprehensiveness and unity was a fatal inability to recognize risk
concentrations and exposure correlations. In most cases, frameworks for risk resistance
testing were not flexible enough and thus not able to react quickly as the crisis was
spreading. Risk resistant testing programmes should become an integral part of the bank
management structure. Banks have to update and tighten existing frameworks, both from
the detail aspect, and from the aspect of comprehensiveness. Undoubtedly, investments
in the information technology infrastructure are also necessary for the provision of better
access to risk information, which will further enable timely analysis and situational
approach.

The stress resistance testing can be carried out on different degrees of aggregation,
from individual instrument up to institutional level. The stress resistance testing is carried
out for different types of risks, including market, operational, liquidity and credit risk.
Most of the stress resistance tests carried out by banks were not designed to comprise
extreme market events, the consequence of which was that obtained results not even
closely matched reality. Various scenarios usually forecasted only minor shorter shocks.
However, more sophisticated, more advanced models analyze the influence of stronger
and more persistent shocks on several parameters simultaneously. The following risks
were not comprised with enough detail in majority of stress resistance tests:

* behavior of complex-structured products,

* “pipeline” / security risk,

+ “warehousing” risk on the market of derivative financial instruments,

* third party risk,

+ unknown risks and modified protection strategies.'?

Looking back, the common stress resistance testing practice did not recognize
dynamics of new risk development. This significantly decreased the success of previous
stress resistance tests. In numerous cases, the stress resistance tests dealt exclusively with
the risk of main movement direction of crisis. However, they did not include analyses of

3 http://www.hnb.hr/supervizija/papiri-bazelske-komisije/h-tesatiranja-otpornosti-na-stres-i-supervizije.
pdf, (April 14, 2012)
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crisis “branching” and side causal relations, which had a negative impact on their logic
and effectiveness. Nevertheless, the latest series of stress-tests has been assessed as the
most complete and strictest than previous ones. Earlier banking stress - tests were usually
regarded as too mild, due to the fact that some banks went bankrupt soon after passing
the test.™

Minimizing fragtility in banking sector

The interbank market plays a significant role in ensuring banking liquidity and efficient
functioning of monetary policy. However, the interbank market can also represent a channel
of “financial contagion”, which is used to transfer liquidity and solvency problems from one
bank onto another ( “domino-effect ), thus creating a risk of banking crisis. Using simulations
and stress - tests, financial analysts (“rocket scientists™*) tend to estimate potential losses
which would occur in case of direct “financial contagions”. However, more often than not
it happens that stress - testing gains importance only after the crises has aroused, ex - post.
Nevertheless, as stress - testing awareness increases together with changes, the stress -
testing credibility, as an additional tool for risk management and capital planning, increases
with time.!® Results of simulations and stress - tests show that the scope and direction of
“financial contagion” depend on the characteristics of interbank market and/or structure and
size of the interbank exposure. An assumption for the simulation is the collapse of each bank
individually. If it is confirmed that a downfall of one company will not lead to the downfall of
another, then there is no “financial contagion”. Otherwise, the “financial contagion” occurs
and the simulation is continued, investigating further the impact that the “infected” bank
might have on other, healthy banks. The simulation should last until it comes to a stage in
which “financial contagion” does not occur. When carrying out a simulation, it is firstly
necessary to determine the interbank exposure matrix, which reflects bilateral obligations and
demand. The next step is an actual simulation. In order for “financial contagion” to appear,
losses which result from interbank exposure at least in one bank, should surpass its capital. As
opposed to the simulation of “financial contagion”, which presumes that the initial downfall
of a certain bank was caused due to a specific, that is, idiosyncratic shock which was specific
only for that bank, there are also simulations of “financial contagion” which presuppose that
the initial downfall of a certain bank or banks was caused due to a macroeconomic shock
which the whole banking sector is exposed to. The second assumption is closer to the reality
since available data indicate that most downfalls are the result of shocks which several banks
are simultaneously exposed to. This model observes the impact of various macroeconomic
shocks: fluctuation of foreign currency, interest rates and financial instruments prices.!” The
Law on Banks obliges all banks to continually perform risk planning and to provide adequate
risk management mechanism, which should involve identification, measuring, monitoring
and analysis as well as ex-ante risk control, which is adjusted to the bank size, exposure of its
products and services, its geographical dispersion and assumed risk level.'® Pursuant to the
Law on Banks, all banks shall test its “fragility” not only to certain individual types of risk,

" http://www.24sata.rs/vesti/ekonomija/vest/eu-planira-da-spasava-banke-koje-ne-poloze-stres-

test/7390.phtml, (April 13, 2012)

'* http://visions.iop.org/v4.html, (April 15, 2012)

1¢ http://www.vijesti. me/kolumne/stres-test-banaka-kolumna-32115, (April 06, 2012)
17 http://www.hnb.hr/publikac/istrazivanja/i-023.pdf, (April 14, 2012)

18 http://www.paragraf.rs/propisi/zakon_o_bankama.html, (April 14, 2012)
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but on a summary basis as well. The stress - tests also include the estimate of the bank’s ability
to withstand a negative scenario without a recapitalization. The stress - test result is regarded
as positive if the bank shows resistance to 70 percent of tested scenarios, while the testing
period usually lasts from 6 to 18 months. Credit institutions which are on the verge to pass the
stress - test should be placed on the “monitoring list”, in case their situation worsens further.
If a certain bank jeopardizes wider stability, the justification of efforts for its rehabilitation
should be re-examined (above mentioned syndrome “too big to fail”).” Out of the banks
with branch offices in Serbia, the Austrian Bank “Volks” and Greek bank “Eurobank EGF”
failed the stress - test in 2011. On the other side, with the deposit guarantee up to 50,000
EUR, the state protects interests of depositors and prevents the panic of citizens (eases the
“crisis of mistrust”), but at the same time it also reduces costs of “rescuing” jeopardized
banks.?’ When talking about stress - testing, banks consider fiture improvements within
following fields: permanent reviewing and finding futuristic scenarios, more careful study
of new, unknown risks, improvement of abilities to identify and aggregate correlated risks,
drawing conclusions on the interaction between market, credit and liquidity risks as well as
forecasting the “timing” of the crisis and feedback estimate.?! As a response to global crisis,
the European Union has established three new supervisory institutions: for banks, securities
and for the field of insurance. The European Banking Authority was established at the end
of November 2010, as a successor of the Committee of European Banking Supervisors. This
Agency carried out a stress - test comprising 90 banks that is, 65 percent of the European
banking sector. The bank with the adequacy capital ratio of at least 5 percent of risk assets
passed the test. The stress - test from 2011 is much more rigorous as compared to previous
ones, which should contribute to regaining the trust in testing of banks and in seriousness,
transparency and responsibility of the European Union. It was agreed that the stress - test
results should be as follow: “pass”, “not pass” and “barely pass”. The goal was to force the
weak banks to recapitalize i.e. to increase their loss reserves.?? The key element of the stress
testing practice reform is to end Basel II auditing, which means the implementation of set
of rules which are a lot more comprehensive than the original Basel principles. The Basel
committee on banking supervision has also issued new guidelines in the form of regulatory
framework Basel I11, with the goal of strengthening banks ability to absorb shocks which arise
from financial “pressures”, that is, strengthening their power to adjust to given circumstances.
Consequently, the danger of the financial risk “overflow” and expressing the impotence of the
real sector is reduced, the concept of risk management and strategic management in general
is improved, and the level of banking transparency is also increased. Looking from the aspect
of fixed capital and reserve capital, the new regulatory framework Basel III has tightened the
requirements, thus influencing the creation of more conscientious, cautious and sustainable
banking. Requirements tightening is planned for 2013 and new rules should completely be
met by January 2019.2 Therefore, the purpose of banks is not to avoid the risk, which is
impossible, but to professionally manage all risks. The professional risk management does

1 http://www.24sata.rs/vesti/ekonomija/vest/eu-planira-da-spasava-banke-koje-ne-poloze-stres-
test/7390.phtml, (April 13, 2012)

20 http://www.politika.rs/rubrike/Ekonomija/Evropske-stresne-banke-ne-prete-Srbiji.sr.html, (April
13,2012)

21 http://www.hnb.hr/supervizija/papiri-bazelske-komisije/h-tesatiranja-otpornosti-na-stres-i-supervizije.
pdf, (April 14,2012)

2 http://www.cb-mn.org/slike_i_fajlovi/fajlovi/fajlovi_publikacije/radne_studije/globalna_finansijska_
kriza.pdf, (April 13, 2012)

2 http://www.ubs-asb.com/Portals/0/Casopis/2011/1_2/B01-02-2011-Ekoleks.pdf, (April 16,2012)
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not mean that the bank should choose only low risk activities. Professional risk management
by a bank means optimization of relationships between accepted risk and accompanying
returns.*

Concluding remarks

Carrying out the stress - testing is particularly important after a long period of expansion,
that is, the period of favourable economic and financial conditions, in periods when faded
memories of negative conditions and a lull in the ostensible perfection can lead to a feeling
of leisure and thus underestimation of risk. The stress - testing is a main instrument for the
risk detection and risk management during the period of intensive and rapid growth, when
innovations are easily transformed into speculations and when “financial snowboarding”
occurs, when the number of “disguised” and “cancerous” risks is increasing thus creating an
immense chance for “injury”” and damage. The stress - testing should be more comprehensive
and should include the most pessimistic scenarios in order to obtain as objective results as
possible and develop an adequate, protection system of the new millennium. The Basel
board has recently reviewed the stress resistance testing practice and its aim is to improve
it. The stress resistance testing cannot cope with all the risk management problems on its
own. However, as a part of the integral approach it holds a leading role in developing the
banking management concept and strengthening their resistance. The unpredictability of
the economic world points to the imperative of regular implementation of stress - testing in
banking and to the need of its continuous improvement in order to prevent the “contagious”
crisis or mitigate its negative effects.
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ITPUKA3

Austexcanap B. ®emnopos!
Auekcaunp b. Jixypud?

MPOTUBOJAEMCTBUE HE3AKOHHOMY OBOPOTY
HAPKOTHYECKHUX CPEIACTB, ICUXOTPOIIHBIX,
CUJBHOJAENCTBYIOIINUX U SITOBUTHIX BEIIECTB:
YT'OJIOBHO-ITIOJIMTUYECKHUE, UCTOPUKO-ITPABOBBIE,
YI'OJIOBHO-ITPABOBBIE U MEXK/JIYHAPOJIHO-ITPABOBBIE
ACIIEKTBI - KHUT'A IPO®ECCOPA A.B.®E/IOPOBA

AHoTanus

Hayunas obwjecmseennocms Poccuu u 6 yenom mupogozo nois ¢ unmepecom
ecmpemuia mpyo POCCUUCKO20 Npasoseoda U 00WecmeeHHo20 Oesimens,
npogeccopa  Anexcanopa  Bsauecnasosuua — Dedoposa, NOCEAUCHHDIL
6CECIMOPOHHEMY PACCMOMPEHUI0 NpodieMbl NPOMUBOOCUCTBUA  HE3AKOHHOMY
0bopomy Hapkomukos. Llennocms 0anHOU KHUSU COCMOUM 6 MOM, YMO 8nepevle
6 ¢opmame 00nOU pabomvl NPEONPUHUMAETCS NONBIMKA NPeoCmasumy
B0YMYUBOMY HUMAMENIO DONLULYIO NATUMPY CYHCOEHUL RO 60NPOCAM He MONbKO
V2ONl08HO-NONUMUYECKOU, — Y20N08HO-NPABOGOU U MeNCOYHAPOOHO-NPABOBOT
NIOCKOCMU, HO MAKdCce KPUMUHONOSUU U COYUONO2UU HAPKONPECHYRHOCMU,
ucmopuu napxonozuu 6 Poccuu. JJannas paboma umeem cpomaoHoe HAYYHO-
npakmuueckoe 3Hauenue 6 YCIO0GUAX KONOCCANbHO20 000CmpeHus npobnembvl
HapKonpecmynHocmu 60 6ceMm mupe u, 6e3ycnosno, 6 Poccuiickou ®edepayuu
u cmpanax bankancrkoeo peeuona. Hecommenno, umo , napkobusmec” u
00CAYIHCUBAIOWASE €20 NPECHYNHOCHY, ,, MPAHCHOPMUPOBATUCL 6 OOHY U3 POpM
MPAHCHAYUOHANBHOU — OP2AHU30BAHHOU  Npecmynnol Oeamenvhocmu .  Kax
ez23eMniap, HANOMHUM HAPKO-MePOPUCIUYecKoe 2ocy0apcmeo ., pecnyonuka
Kocoso “. Knuea pazoenena na uemoipe memamuseckux onoxka: 1) cocyoapcmeaento-
npasosas anmunapkomuyeckas noaumuxa Poccutickou @edepayuu, 2) ucmopus
Pa3sumus. poccutickozo 3aKOHO0amenbcmea 00 OmeemcmeeHHoCmy 3a OesaHus
C HAPKOMUYECKUMU CPEOCMEAMU, NCUXOMPONHBIMY, CUTLHOOCUCMEYIOWUMY U
A0osumbiMu  geujecmeamu, 3) MercOyYHApoOHoe COmpPYOHUUecmseo 8 6opvbe ¢
HApKONpecmynHocmuio, 4) namsamu 6bl0arouuxcsa yueHvix 6 cghepe napxonocuu. B
POCCULICKOU HaYKe euje 8 00PeBONIOYUOHHOE BPeMsL PAOOM A8MOPO8 BbICKA3bIBAIUCY
MHEHUsL O BblOENIeHUU CAMOCMOAMENbHO20 HAYYHO20 HANPAGIEHUS, HA3bIBAEMO20
npaeosoii norumuxou (JIL.U. IHempascuyrxut, M.I1. Yyounckuii u op.), nosmomy
nooxX00 aemopa MNOIHOCMbIO CO2NACYeMCs ¢ uoeell IMAHCUNAYUYU NPasosol
NOMUMUKU 8 cucmeme HAyK. Aemop Oenaem 6b1600 00 emOM HMO COBPEMEHHAsA
poccuiickas 2ocy0apCmeeHHo-npago6as aAHMUHAPKOMULECKAs, NOTUMUKA ecm
,, KoMnIeKcHou (medxcompaciesou) codepocanuu . Taxoce, amemop oOenaem
661600. ,, OmeemcmeenHOCMb 3a 0esHUS C OMHOCUMBIMU K 3€1610 HAPKOMUYECKUMU
cpedcmeamu, NCUXOMPONHBLIMU, CUTLHOOCTICIBYIOUUMU AO0SUMBIMU 6EUjeCEamMu
8 [pesnepycckom 2ocydapcmee YCmanagiu8aidacy ¢ NPUHAMUEM XpUCMUAHCIBA
8 COOmMBEeMCMEUU ¢ HOpMAMU SU3AHMULICKO20 npasa.” Bonvuioll 610K KHuu

! [MaBHBII 1 OTBETCTBeHHbII pefiakTop >XypHana HAPKOKOHTPOJIb, npodeccop yH1Bepcuteta
U [1.10.H.

2 Cosetnuk Koncruryumonoro cyga Cepbun, mpodeccop yHUBEpCUTETA U [1.10.H.
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NOCBAUEeH BONPOCAM MeNCOYHAPOOHO20 COMPYOHUUECMBd, 2apMOHU3AUUU U
VHUpUKAYUU 3aKOH00amenbemeda, 6 cghepe 6opbobl ¢ Hapkonpecmynuocmuio. Knuea
umeem 6onbULOe HAYYHO-NPAKMUYECKOe 3HAYeHUe U, HeCOMHEHHO, MOodicem Obimb
UCNONL306AHA He MONLKO 8 chepe hopmuposanus NPAKmuKy npomueo0eticmaus
HApPKOMU3MY, HO U NPUMEHAMbC 8 Kauecmee yueOHO020 Nocooust 0iisi cepOCKux
KPUMUHAIUCTNO8 U KPUMUHOTO208.

Knroueeswvie cnosa: Ilpomusooeticmaue He3aKOHHOMY 000pOMY HAPKOMUUECKUX
cpedcms.

CIIPEYABAIBE WIETAJIHE TPTOBUHE HAPKOTHUKA,
INCUXOTPOITHUX, OITOJHUX U OTPOBHUX CYIICTAHIIM:
KPUMHUWHAJIHO-ITIOJIMTUYKHA, UCTOPUJCKOIIPABHU,
KPUBUYHOIIPABHU U MEBYHAPO/JHOIIPABHU ACIIEKTH —
KIBbUTA TIPO®ECOPA A.B.®@JOJOPOBA

AbcTpakT

Pycka u meljynapoona nayuna jagnocm, ca 6enuKum UHMepecosarsem je 0ouexand
Kruzy npoghecopa Anexcanopa Bjeuecnasosuua ®@jodopoea xoja je noceedcena
npobremuma 6opbe npomug unezaine mpeogure napkomuyuma. Ipsu nym y jeouoj
CB8e00YX6AMHO] HAYYHO] CIYOUjU pasMampana cy numared npeseHyuje unecanHe
Mp2osUHe HAPKOMUYUMA CA CIAHOBUUIMA KPUBUYHOR NPABA, Mel)yHapoOHO2 npasd,
KpUMUHaIne NOAUMuUKe, KPUMUHONO2Uje U COYUOoNo2uje HapKo OenuHKeeHyuje u
ucmopuje Hapkonozuje y Pycuju. Hagsedena monozpagpuja uma o2pomHo meopujcko-
NAKMU4HO 3HaYerve Y YCl08UMA eKCMPeMHO2 MellyHapooHo2 paseoja HapKoOusHuca
¥ yenom ceemy, kao u 'y Pyckoj @edepayuju u opocasama bankanckoe pezuoua.
Hanac, , napxobusnuc* u 1mweeo6e npomuenpasue gopme umajy Kapaxmep
,, MPAHCHAYUOHATHOR OpeaHu3068anoe kpumunana ‘. Kao npumep, nasooumo napro-
mepopucmuuky opxcasy ,,penyonuxa Kocoeo“. Kruea je nodemwena na wemupu
enage: 1) [lpowcasnonpasna anmunapxomuuxa nomumuka Pycke @edepayuje; 2)
Hcmopujcku pazeoj pyckoe 3akono0ascmead o 002060pHOCHIU 3d KPUBUYHE OEUKMA Ca
HapKOMUyuma, NCUXOMpOnHUM, JaKum u ompoernum cpeocmeuma, 3) Melhynapoona
Koonepayujay 6opou ca Hapxo kpumunanom, 4) Teopuje nosnamux Hayunuxay Oomemy
Hapkonoeuje. Y pyckoj nayyu, npe cosjemcke OKmobapcke pegoiyyuje, nocmojanu
Cy HayuHUyu KOoju cy 2060puiu 0 NOMpedu paszeoja KpuMmumaiHe NOAUMUKe KAo
camocmante Hayune oucyunaure (JLU Ilempaxcuyxuj, M.I1.Yyouncku u opyeu), u
3amo ce aymop Krvuze y HOMNYHOCIU Caznaulasa ca 06UM HAYYHUM CIAHOGUULMEM.
Aymop u3800u 3axmyuak 0a je cagpemMena pycka OprHcasHONpasHa AHMUHAPKOMUYKa
noaumuka ,, unmepoucyunIunapone (Mmynmunayune) caopxcune . Taxohe, aymop
3aKmyuyje 0a je KpUUUHONPAGHA 002060PHOCT 34 OEUKIME Y 83U CA HAPKOMUUKUM,
NCUXOMPONHUM U OMPOSHUM CYNCIMAHYAMA Y OPEBHO] PYCKO] OpAICcasU YCMaHo6/berbd
ca npujemom Xpuwhancke penucuje u nopmama Busamnmujckoe npasa. Benuku
0eo Krvliee nocsehen je numarsuma meljyHapooHe Koonepayuje, XapmMoHuzayuju u
VHUYUKAUju 3aKoH00ascmea, y céepu bopbe npomus Hapko Oenunkgenyuje. Krouea
UMa 8eNUKU HAYYHO-NPAKMUYHY 3aHYA] U, HECYMIbUBO, MOdice Oumu kopuuthena kako
y OoMeHY ghopmuparsa npakmudHux goopmu 60pbe npomue HapKo KPUMUHALA, MAKO
U Kao ypbeHux 3a cpncke Kpumunanucme u kpumunonoze. Kwyune peuu: Cnpevasarve
unezanne mp2ogune HapKomuKa.
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IIporuBoneiicTBHE HE3AKOHHOMY 000POTY HAPKOTHYECKUX CPEACTB,
NMCHXOTPONMHBIX, CHIIBHOAECHCTBYIOIIUX M IIOBUTHIX BellleCTB:
YI0JI0BHO-IIOJIMTHYECKHE, MCTOPUKO-TIPABOBbIE, YT0JIOBHO-IIPABOBbIE
W MeKIYHAPOIHO-IIPABOBBIE ACIeKThl — KHUTa npogeccopa, 1.10.H
A.B.®enopoga’

Hayunas oOmectBeHHOCTh Poccny M B 1€JI0OM MHPOBOTO TOJISI C MHTEPECOM
BCTpETWJIa TPYX POCCHHCKOTO MpaBoOBela M OOLIECTBEHHOTO aesiTens, npodeccopa
Anexcanpa BsiuecnaBoBuua @enoposa, HOCBSIIEHHBIN BCECTOPOHHEMY PaCCMOTPEHUIO
poOIeMBbl IPOTHBOMACHCTBUS HE3aKOHHOMY O0OOPOTY HapKOTHUKOB. LleHHOCTH maHHON
KHUTH COCTOMT B TOM, YTO BIEpBble B (opMare OJHOI padoThl MPEANPUHHUMAETCS
MOMBITKA MPEACTaBUTh BIYMUYHBOMY YHUTATEII0 OONBIIYIO MAIUTPY CYXACHHH MO
BOIIPOCAM HE TOJIBKO YTOJIOBHO-IOMUTUYECKON, YTOJIOBHO-IPAaBOBOM M MEXKTyHApOIHO-
MPAaBOBOW IUIOCKOCTH, HO TaK)Ke KPUMHHOJIOIMH M COLMOJIOTHH HAapKOIPECTYITHOCTH,
ucTopux Hapkoioruu B Poccun.

JlanHast paboTa UMeeT rpOMaJHOE HAYYHO-IPAKTUIECKOE 3HAYEHHE B YCIOBHAX
KOJIOCCAIBHOTO 00OCTpPeHHs MpPOOIEeMBbl HApKONPECTYMHOCTH BO BCEM MHpE W,
6e3ycioBHO, B Poccuiickoii demeparuu u crpanax bankarckoro peruona®. Hecomuento,
YTO «HApPKOOM3HEC» W OOCIY)KUBAIOIIAsl €r0 MPECTYIMHOCTh, «TPAHC(HOPMHUPOBAINCH B
oiHy 13 HOPM TPaHCHAMOHAILHOW OPraHN30BaHHOM NPECTYIHO ASSATEBHOCTH» , 4TO
BBI3BIBACT 0COOYIO aKTyaJhbHOCTh HAYYHOTO OOpAIIeHUs] CEpOCKOTO YUTATENS K JaHHOU
mpobieMaTnke depe3 MpHU3My CBOEBPEMEHHBIX HAy4HBIX BBIBOJIOB mpodeccopa A.B.
®denoposa.

B bankaHCKOM peruoHe OCHOBAHO HeJEeranbHOE, HAPKO-TEPPOPUCTUUECKOE
rocynapctso ,,Pecniyonuka KocoBo®, koropoe CPP IOrocnasum 6pmo AO Kocoso
n Meroxust B cocraBe PecnyOmmkn CepOum. DTO KBa3HM TOCyJapcTBO, OJHHM U3
HAlpaBICHUH JESATENbHOCTH KOTOpOTa SBISIETCS JIeTalu3anusl HapKo-OM3Heca W
TEProBIIsl YEIOBEYECKUMH OpPraHaMH, MEXX/JyHapOAHO MPU3HAHO CO CTOPOHBI 9 BEIyIINX
rocygapctea EC, CIHA u BenukoOputanuu. MexayHapoqHbIi BOSHHBIH TPUOYyHaI
mo OwiBiied COPHO B [Maare moATBepIus JETalM3alldi0 HAPKO-TEPPOPHUCTUUCCKOTO
rocyaapcrTsa ,,Pecryonnka KocoBo® BeIHECEHHEM OCBOOOIUTENBEHOTO HMPUTOBOPA, T.C.

> A.B.®jogopos: CrpeuaBarbe JIerajHe TProBUHE HAPKOTHMKA, NCUXOTPOMHUX, OHOJHUX U
OTPOBHUX CYICTAHIM: KPUMMHATHO-NOMUTUYKY, UCTOPMjCKOIIPaBHY, KPUBMYHOIPABHU U
MebyHapOJlHOl‘IpaBHI/I ACIIEeKTHU. 360pHI/IK panoBa, usfaBay ,,HpaBHMK“, Mocksa, Pycuja, 2011.r,,
406c¢Tp.

A.B.®enopos:  IIpoTuBOmeiicTBMe  HE3aKOHHOMY OOOPOTYy  HapKOTMYECKMX  CPEfCTB,
IICUXOTPOIHBIX, CWIbHONENCTBYIOIIMX U ANOBUTBIX BeLeCTB: YIOMOBHO-TIOMUTHYECKIUE,
MCTOPUKO-TIPaBOBbIE, YTOMIOBHO-IIPABOBBIE U MEXAYHApOJHO-IPAaBOBble acHeKTbl. COOPHUK
crareil. M.: MspatenbctBo «fOpuct», 2011.1., 406 c.

* Tax, HampuMep, 1o ganHbiM OOH, 6anKaHCKMe U CeBepHbIe MapIIPYThI ABISAIOTCS OCHOBHBIMU
TepPOMHOBBIMM KOPUAOPAMH, CBA3BIBaOWIMMM AQraHUCTaH C OTPOMHBIMU pbIHKaMu Poccuu
u 3amagHoit EBponbl. BankaHckuit MapiipyT mpoxomut depes Vcmamckyio Pecriy6rvky Vpan
(qacto yepes ITakucran), Typumto, Ipenuro u bonrapuio no IOro-Bocrouynoit EBporne Ha prrHOK
3amaguoit EBpomsl (06beM pbIHKa COCTaBILIeT 0KO/MO $ 20 MyIpA. B rox). CeBepHBIit e MapIIpyT
IPOXOANT B 0CHOBHOM depe3 Takukuctan 1 Keipreisctan (mim Ys6ekucta win TypKkMeHNCTaH)
B Kasaxcran n Poccuio (06bem pbiHKa coctasysier okono $ 13 mypp. B rox) // http://www.unodc.
org/unodc/en/drug-trafficking/index.htm

*> @emopos A.B. Yxas. pab., C. 15.
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0CBOOOX/ICHHEM OT YTOJOBHOM OTBETCTEHHOCTH 3a I'€HOLHJ, aT0aHCKOTO TEpOpUCTa
Pamym XapanaunHas — opraHusaropa W JMJEpa TEPPOPUCTUYECKON OpraHU3aluu
,»OcBoOoanTenbHas apmusi KocoBo, MOTEHIMAJIBHOTO NPEMBbEP-MUHUCTPA KBa3W
rocynapctsa ,,Pecryonuka KocoBo®. DToT e TprOyHanm He 0CBOOOMMII OT YTrOJOBHOM
OTBETCTBEHHOCTH 32 T'CHOLMJ CEepOCKMX OCY)KIEHHBIX 1.I0.H. Boiincnmasa Illemrens,
Munana Jlyknda n ap. CraBUTCS BONPOC O HEOOXOAMMOCTH CYIIECTBOBAHMS Kak
BOCHHBIX TPHOYHAJIOB, OCHOBAHHBIX JUIS BEICHNUS CyIeOHBIX IIPOLIECCOB Ha/l OT/ICNbHBIMU
rocynapctBamu, TakumMu kak C®P IOrocnaBus wnm Pyanpma, Tak u CyliecTBOBaHHE
MOCTOSIHHOTO MEX/IyHapoOHOTO YrojloBHOrO TpuOyHana. B Takom ciydwae, Toraa
HEOOXO/IMMO OCYIIECTBUTh PEBH3HMI0 MEXKIYHAPOAHBIX YTOJOBHBIX HPOLIECCOB B
Hiopub6epre u Tokno, 1 penieHni TPHUHATHIX 10 3THM IIPOLECCaM.

Crnenyer OTMETHTb, YTO Ha CyA dYWTATeNsl Hpeiaraercd COOpPHMK HayYHBIX
WCCIICIOBAaHMM, TTOJTOTOBJICHHBIX B TedeHue mocieanux Jjer (¢ 2006 mo 2011 rr) u
OnyOJIMKOBaHHBIX B BEIYyLIEM POCCHHCKOM KypHaise ,,HapKOKOHTpONIb®, IIaBHBIM
penakTOpOM KOTOPOTO SBJISIETCS caM aBTOP KHUTH. JJaHHBIH sKypHaI ke Ha IPOTSHKEHUH
MHOTHX JIET SIBIAETCS €AMHCTBEHHBIM POCCHUMCKMM Hay4YHBIM U3JaHUEM, HA IUIOLIAJAKE
KOTOPOTO C PAa3HBIX MO3ULUI 00CY>KIAI0TCsI TPOOIIEMBI HAPKOTH3MA, ITPEXKIIE BCETo, eT0
KPUMHHOJIOTHYECKAs M yTOJIOBHO-TIpaBoBas heHoMeHonmorns. HecmywaiiHo, poccuiickue
CHELHUATICTHI MPU3HAIOT npodeccopa A.B. denoposa B kauecTBE OJHOTO U3 BEAYIIUX
YYeHBIX B 001aCTH MPOTUBOAEHCTBHUSA HAPKOMAHUN M HAPKOIIPECTYTHOCTH.

OO6parumcs K cTpykType KHUTH. COBEPILIECHHO CIPaBEITNBO, 110 HAIIEMY MHEHHIO,
OHa pazzieieHa Ha YeThIpe TeMaTHYeCcKHX OoKa: 1) rocynapcTBeHHO-ITpaBoBasi aHTHHAP-
KOoTH4YecKas monutuka Poccuiickoit denmeparum; 2) HCTOPHS pa3BUTHS POCCHICKOTO 3a-
KOHOJZIaTENIbCTBAa 00 OTBETCTBEHHOCTH 32 JCSHUS C HAPKOTHUECKHMHU CPEICTBAMH, TICH-
XOTPOIHBIMH, CUIBHOJCHCTBYIOIIMMH U SAOBUTBIMHU BEILIECTBAMH; 3) MEXKIyHApOIHOE
COTpPYIHHYECTBO B OOphOE C HAPKOIPECTYIMHOCThIO; 4) MaMsATH BBIIAIOLIMXCS YUEHBIX
B c(epe Hapkonoruu. KHura ocHoBaHa Ha OrpOMHOM MacCHBE HOPMaTHBHO-ITPaBOBOTO
Marepuaia 1 (paKTH4eCKHd BOCIIPOM3BOAUT BCIO XPOHOJIOTHIO TIOATAHOTO (hopmMHpoBa-
HUSI IPABOBBIX OCHOB ITPOTUBOICHCTBUS HapKOTH3MY B Poccnm.

C mepBBIX CTPOK aBTOpP KOHIIETITYaTbHBIM O00pa3oM BBICTPAWBaeT COOCTBEHHOE
MOHSTHE «TOCYIapCTBEHHO-IIPABOBAsi AHTHHAPKOTHYECKAs] IMOJIMTHKA», IPEICTaBIASA
€e B KaueCTBE CAMOCTOSTEIFHOIO M KOMIIJIEKCHOTO 3JIEMEHTA MIPABOBOW MOJIUTHKU. B
poccuiickoil Hayke ellle B JOPEBOJIOIOHHOE BPEMs PsIIOM aBTOPOB BBICKA3BIBAJIICH
MHEHHS O BBIAECICHUN CAMOCTOSITEIBHOTO HAYYHOI'O HallpaBlIeHMsl, Ha3bIBAEMOT'0 IIPaBO-
Boit mommtHkoit (JI.W. Ierpaxunkuii, M.I1. UyOuHCKMIA 1 1p.), TOSTOMY MOAXOM aB-
TOpa MOJHOCTBIO COTIIACYETCS ¢ M/eCH IMAaHCHIIAMHU MPABOBOIl MOJIUTHKH B CHCTEME
Hayk. [IpaBna, ykas3bIBaeTcCs, YTO ydEHHE O MPABOBOM IOMUTHUKE MPEICTAET B KaUECTBE
COCTaBHOTO 3JIEMEHTa CHCTEMBI TEOPETUKO-TIPABOBOTO 3HAHUA. Takoi Moaxon HaydHO
000cHOBBIBaeT (opmMupoBaHue Hanbosee 3(PPEKTUBHON CHCTEMBI TPOTHBOJCHUCTBHS
HapKOTU3MY.

ITo MHEHUIO aBTOpA, COBPEMEHHAs POCCHICKasl TOCYIapCTBEHHO-IIPABOBAs aHTH-
HApKOTHYECKasi OJIMTHKA HAXOAUT CBOE CYITHOCTHOE BOILIOIIECHHE B: CHENU(HIECKON
CHCTEME TOCYIapCTBEHHBIX OpPraHOB; CBOCOOpAa3HU YTOJIOBHO-IIPABOBOTO, YTOJIOBHO-
MIPOIIECCYyaIbHOTO, ONEPATUBHO-PO3BICKHOTO M aIMHHUCTPATHBHO-IIPABOBOTO ITOIXO-
JI0B B Oopp0e ¢ HapKOTH3MOM, a TakKe 0COOOH MpakTHKE WX pean3alliy; HIMPOKOH
npoduiakTHyeckoil paboTe M MHBIX HANpPaBJICHUSIX T'OCYAaPCTBEHHOTO M OOIIECTBEH-
HOTO KOHTPOJISl. DTO MO3BOJISIET CAEJIATHh BBIBOJ O €€ «KOMIIEKCHOM (MEXOTPACIICBOM)
conepxxannm»®. [1o HalleMy MHEHHIO, M B YCIOBHSX (POPMHUPOBAHUsI CEpOCKOI rocynap-

¢ ®epopos A.B. Tam xe, C. 37-38.
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CTBEHHO-IIPaBOBOM aHTMHAPKOTUYECKOM MONUTUKH POCCUMCKHM OIBIT MOXKET OKa3aThCsl
JIOCTaTO4YHO BOCTPEOOBAHHBIM.

be3ycioBHYIO IEHHOCTh KHUTH COCTABJISIIOT OOIIUPHBIE MaTepHaIbl 110 UCTOPHU
Pa3BUTHSI 3aKOHOJATENHCTBA O MPOTHUBOJICHCTBIH HE3aKOHHOMY O0OpOTY HApKOTHKOB.
BriepBbie B pOCCHICKON HayKe aBTOPOM IPOBOAWTCS IIMPOKUI MCTOPUKO-JOrMaTHye-
CKHMI aHaJIU3 [IPaBOBBIX OCHOB IIPOTUBOJAEHCTBUS HapKoTuKaM B nepuoj ¢ X no XVIL
IIpodeccop A.B. @emopoB aemaeT BaKHBIN M JUIS CIaBIHCKUX CICIIMAJIFICTOB BBIBOA:
«OTBETCTBECHHOCTH 3a ACAHHA C OTHOCUMBIMH K 3€JIbI0 HAPKOTHYCCKUMH CPEICTBAMU,
TMCUXOTPOITHBIMU, CHHLHOHeﬁCTByIO[HMMM SAJOBHUTHIMU BCIICCTBAMU B I[peBHepyCCKOM
TOCYyapCcTBE YCTaHABIMBAJIACH C IPUHITUEM XPUCTHAHCTBA B COOTBETCTBUH C HOPMaMHU
BU3aHTHICKOTO TIpaBay’.

Bonbimoe BHUMaHuEe B pabOTe OTBEACHO MPUHIMITHAIEHBIM BOIIPOCaM OOPBOEI €
KPUMHUHAJIBHBIM HApPKOTU3MOM. AKIIEHTUPYETCSI BHUMaHHE Ha HEBO3MOXKHOCTH €€ 3(-
(heKTUBHOHM peann3alii BHE COOTBETCTBYIOIIEH OPraHM3allMOHHOW M, MPEXIe BCEro,
(hbMHAHCOBOM MOJIEPIKKH.

B xHHTE MBI HAXOTMM OY€Hb UHTEPECHBIE CY>KACHHS 00 Y3JIOBBIX poOiieMax yro-
JIOBHO-TIPABOBOI aHTWHAPKOTHYECKOH momuTuku. Hampumep, rryOokuM oOpa3om OT-
TAJIKUBAsICh OT OOMIMPHOTO CPABHUTENBHO-TIPABOBOTO MaTepHabl, OCTABICH BOIIPOC O
COBPEMECHHBIX BO3MOKHOCTSIX YCTAHOBJICHHS YTOJIOBHOM OTBETCTBEHHOCTH 334 HEME/H-
MHCKOE NoTpebiieHne HapkoTukoB. Hanomunm, uto B Poccuu B Hactosiiee Bpemsi Be-
JIyTCst OOJIBIIME JUCKYCCHH O 1I€7€C000Pa3sHOCTH MOA00HOH KpuMHHANIU3aKu®. ABTOp
KHUTH OTMEYAET, YTO OT TOTO, KAKUM OyIET pelIeHue 110 JaHHOMY BOIIPOCY, «BO MHOTOM
3aBUCHT HajbHEHIee pa3sBUTHE NPAKTUKU HPOTHBOJICHCTBHS HE3aKOHHOMY 00OpOTY
HapKOTHKOBY .

Bornbmoit 610K KHUTH TOCBSIIEH BOIIPOCAM MEXIYHAPOIHOTO COTPYyAHHUYECTBA
B cepe OOphOBI C HAPKOMPECTYITHOCTHIO. BBISBISIOTCS MPOOIEeMbl TAPMOHHU3ALUU U
yHuuKanun 3akonoaarenbctsa Compyxectsa Hesasucumpix I'ocynapers!?. I[pusomsit-
csl MHTepecHbIe (DaKTHl O Poi (GPyHKIMOHHPOBAHUS MEXTyHAPOJHBIX OpraHu3alui B
cdepe MpOTUBOACHCTBHUS HE3aKOHHOMY PACTIPOCTPAaHEHHIO HAPKOTHKOB.

Kuura nmpodeccopa A.B. @egopoa umeer 00IBIIOE HAYIHO-TIPAKTUIESCKOE 3HA-
YeHHEe W, HECOMHEHHO, MOXET OBITh MCIOIB30BaHa HE TONBKO B chepe GopMUPOBAHUS
MIPAaKTUKU IPOTUBOJACHCTBUS HAPKOTU3MY, HO U IPUMEHSTHCS B Ka4eCcTBE y4eOHOTO IMo-
cobust y1st cepOCKUX KPUMHHAIMCTOB M KPUMHHOJIOTOB, MHTEPECYIOIINXCSI TpodIeMamMu
IIPaBOBOTO U OPTaHU3AIMOHHOIO COMPOBOXKAECHUS POCCUICKON aHTUHAPKOTUYECKOH Mo-
JIUTHUKH.

7 ®emopos A.B. Tam xe, C. 124.
8 ®emopos A.B. Tam xe, C. 83-84.
® ®epopos A.B. Tam e, C. 84.

' Coppyxecrso HesaBucumbix Tocymapcers (CHI) - MexiyHapoHas permoHanbHas OpraHnsanms,
perympymolas OTHOIIEHNSA COTPYBHMYECTBA MEXIY PANOM TOCYAAapCTB, paHee BXOAVMBLINX B
coctaB CCCP.
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