ISSN 0350-137X UDK: 338 (497,1)

EKOHOMMUKA

\ an |
-

\

N

LXV NIS, 2019



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

Se EKOHOMVIKA

Yaconuc u3na3u 4eTUPU MyTa FOAUIIEbE Tomuaa  LXV, I-111 2019, 6poj |

W3JABAY: [Ipymrso ekoHomucra “Exonomuka” Huti

CYU3JTABAUYN: Exonomcku dakynret y [putrinn, THCTHTYT 32 eKOHOMUKY nosbonpuBpene - beorpa, Exonomckn
(axynrer y Cy6oruum, Dakynrer 3a MOCIOBHE CTyMje U npaBo - beorpan, dakynrer 3a MeHayMeHT - CpeMcKu
Kaprnosim, [IpymtBo exonomricta Hura, ®axynreT 3a NpUMEHeHH MEHAMEHT ekoHOMHjy U uHancuje MED -

Beorpan
TJTABHU U OA'OBOPHU YPEJIHUK:
Ipod. np [Aparossy6 Cumonosuh
3AMEHUK I'TTABHOI" 1 OZI'OBOPHOI" YPEJTHUKA
JHom. ap 3opan CumoHoBHh
WN3BPIIHU YPEJAHUIIA:
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[Ipoo. ap dparo Lipujarosuh, Bpmauka bara (Cpouja)
PEAAKIINICKU KOJIETUJYM
Axanemuk 3opan Jlakuh, IToaropuna (Llpua T'opa) JIp Mapko Konaxosuh, 3arped (Xpsarcka)
Axazemuk Jby6umia [Tannh, Yauax (CpOuja) Jp Hejan Jakumh, Cy6oruua (Cpouja)
Hp Pajmynn Muppana, Kommne (Croauka) Jp Juno Maprenaro, Benenuja (Mranuja)
Ap Iper Punrep, Jyrmi (CAJD Jp Ajue Ymur Tokznenns, Mcran6yn (Typeka)
Jlp Mapuja ITasnoa, Benuko Tproso (Byrapcka) Jlp Usan Yapora, Munck (Benopycuja)

Jp Annpej XKan-Bacune, ITnoemrn (Pymynuja)

Jp Jypuj Kmvazes, Mocksa (Pycuja)

Jlp Aunpec Kapuon I'apuua, Banencuja, (Inannja)
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Jlp Bopusoje Ipoxorosuh, Huur (Cp6uja)
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Jlp Iaono Llecap Yarac Poxpurec (bpasn)

Jp Kpuc Iaren, Cunnej (Aycrpanuja)

Jlp Aunpej Apjamos, Mocksa (Pycwuja)

Jp JTusujy dymutpacky, [Tnoemru (Pymynuja)

Jp Cpehko Munaunh, Kocoscka Mutposua (Cpouja)
Jlp Muan AMGpox, HoBo Mecto (CrioBennja)

Jlp Mununa Byjuunh, Hosu ITasap (Cpouja)

Jlp Yu Beu Cy, Kunrnao, (Kuna)

Jlp Yop ®ou Tawr, [Tenanr (Mane3suja)

Jp XKaknuna Cnanesuh, bujesbuna (P. Cpricka)

Jp Hejan IMerposuh, Beorpazn (Cp6uja)

Jlp Becna Crojanouh Anexcuh, Kparyjesau (Cp6uja)
Jlp Mapuja Crankosa, bnaroesrpan, (byrapcka)

Jp Annpuena Buruh-Ilerkouh, Kotop (Llpna Topa)
Jlp Bishwajit Bhattacharjee, Kapumras (Muamja)

Jlp Hparan Muxajnosuh, 3ajedap (Cpouja)

Jlp Tomucnas bp3akosuh, Beorpaz (Cpouja)

Jlp Musnom Kperuh, Hum, (Cp6uja)

Jp Topan Kepruh, Cpemcxu Kapnosiw (Cp6uja)

Jp Annakcen bykay, Munck (benopycuja)

Jlp Cuexana XXuskosuh, Humr (Cp6uja)

Jlp 3opan Jeporujesuh, Beorpan (Cpouja)

Jp Anexcannap I'py6op, Cybornna (Cpouja)

N3IABAYKU CABET
Jp l'opnana Mpaaxk, Bpame (Cp6uja) Mp Haranna I'maronesa, benropon (Pycuja)
[ p Aywan 3npaskosuh, Hu(Cpouja) | Jlp Becua Jankosuh-Muiuh, Hum (Cp6uja)
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Jlp Mapko Munojesuh, bujessuna (P. Cpricka)

Jp Cnaeko Mekosuh, Beorpax (Cpbuja)

Jp Codwuja JInxosa, Kuje (Ykpajuna)

Jlp Pajko Byksuh, beorpax (Cp6uja)

Jp Terap Becenunosuh, Kparyjesar (Cpouja)
Jlp UBan Bypuh, Xane (Hemauka)



1. Yacomnmc “ExoHomMuka” mokpeHyT je jyna 1954. roguse u o Ha3uBoM “ Humiku npuBpenHu
IJIaCHUK” M371a3Mo je 110 jyHa 1957. roxune, a kao “TlpuBpennu miacHUK” 1o kpaja 1969. ronuse.
Ha3us “Hayka m mpaxca” Hocmo je 3akibydHo ca Opojem 1/1973. rom. kama nobwja Ha3uB
“ExoHOMHKA” KOjU M JaHAC UMA.

2. Yaconwmc cy nokpeHynu [pymrBo ekoHomucta Humma u [lpymrBo WHXUEBEpa U TEXHUYApA
Huma (ocTano kao u3aasad 1o kpaja 1964. ronuue). Yapyxeme KibUropoha nocraje u3aaBad rmoyes
o 6poja 6-7/1958. ronune. ExoHomMcku dakyarer y Hutity Ha 0CHOBY cBoje otyke 6poja 04-2021
ox 26.12.1991. roguue mocrao je cym3maBad “‘Exonomuxe”. Takohe n Exonomcku dakynrer y
[pullltian ocTao je cymsnasad ox 1992. ronune. [loues ox 1992. rogune cymsnasad “Exonomuke”
je u [lpymrtBo 3a mapkeTuHr peruonHa Hum. Kao cymsnasau “Exonomuke” ¢urypupanu cy y TOKy
1990-1996. ronune u @onx 3a HayyHu paj omnmruHe Hum, 3aBox 3a MpoCTOpHO U ypOAHUCTUYKO
manupame Hum n Koprioparnuja Bunep bpoxep Hu.

3. PenyOimukn cexperapuar 3a nHdopmanuje CP Cpouje cBojum Pememem Op. 651-126/73-
02 ox 27. noBemOpa 1974. romune ycBojuo je 3axteB “ExoHoMuke” 3a ynuc y Permcrap HoBuHA.
CkynmrrHa JpymTBa ekoHoMucTa Huma Ha cemamnm on 24. anpuna 1990. roguHe cTatyTapHOM
O[UTyKOM TOTBpAmiIa je na “ExoHomuka” mma craryc mpaBHOr Jmna. Ha cemnmmm CkymmTrHe
JpywtBa exonomucta Humr ox 11. HoBemOpa 1999. romune ponera je omtyka aa “ExoHomuka”
OTBOPU MocebaH KUPO-PadyH.

4. Ilpema Munusewy PermyOmmukor cexperapuara 3a kyiarypy CP CpGuje 6p. 413-516/73-02
ox 10. jyma 1973. romure n MuHHCcTapcTBa 3a HayKy W TexHouornjy Pemybmuke Cpouje Op. 541-
03-363/94-02 ox 30. jyna 1994. romunae “ExoHOMEKA” MMa CTaTyc HayYHOT W PaHT HAI[OHAITHOT
yacomnuca “Exonomuka’ je mohes ox 1995. no6una craryc mehyHapoIHOT €KOHOMCKOT YacOIHCA.

5. YPEAHUIIU: np Josau I[Terposuh (1954-1958), Muoapar ®ununosuh (1958-1962), bnaroje
Maruh (1962-1964), np parosbyo Crojusskosuh (1964-1967), np Muoapar Hukonuh (1967-1973),
1p Hparoseyo Cnmonosuh (1973-1984), np Muonpar Josanosuh (1984-3-4/1988) u np [Iparospy6
Cumonosuh (1990-10 nanac).
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MEX/TYHAPOIHUU )XYPHAJI
10 SKOHOMMWYECKOM TEOPUU U [IPAKTUKEU OBLLIECTBEHHBIM BOITPOCAM

Se EKOHOMMWVKA

KypHan uzgaercs 4eThIpe pa3 B FOy. Tog LXV,I-1II1 2019, Ne 1

W3ATEJT: O01iecTBO S3KOHOMHCTOB ,,JKOHOMHKKA” Huria.

CYUBIATEJI: DxoHomudeckuii (axynsrere B [IpuTiHe, MHCTUTYT KOHOMUKH CEIIBCKOIO XO3stiicTBa B benrpar,
OroHomuueckuii pakynsrere B CyboTria, Dakyirer 3a MoCIoBHe CTyuje U npaBo - beorpaz, DakyssreT yrpapieHus! -
Cpemcku Kaprnosry, Acconmaryst skoHoMECTOB Hrmita, dakyisTer MprKIIaHON SKOHOMUKY H YIIPABIeHHsT (pHHAHCAMH
MEF - benrpa.

[JIABHBI 1 OTBETCTBEHHBIN PEJAKTOP
IIpod. n.H. paronro6 CuMOHOBUY

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

HUCIOJHUTEJIBHBIE PEJJAKTOPBI

TIpod. n.1. Boitan Kperuy, Hum (CepOust) Mpod. a.1. XKusora Panocasnsiesnt, benrpan (Cepons)
IIpod.n.H. bnaroiie [Taynosuy, benrpan (Cepoust) IIpod. n.1. Monen Cy6ud, benrpan (Cepbus)
TIpod. n.1. CnaBomup Mueruy, [Tpumtuna (Cepoust)  Ilpod. a.H. boban Crojanouy, Hum (CepOust)

PEJJAKTOPBI ITEPCOHAJI
Ipod. n.1.CHexana Jxeknd, Humr (CepOust) 1.1, Anexcannp lxypuy, benrpan (CepOust)
Ipod. n.1. Jlparan Momuposud, benrpan (Cepous)  n.u. Bnagumup Pagusounesny, Hum (Cep6us)
A.H. Huxona Hypuny, Beorpax (Cep6ust) Ipod. 1.1 bpanko Muxannosuy, benrpan (CepOust)

Mpod. x.1. [paro Lipuitanouy, Bpusuka bans (CepOuist)
PEJAKIIMOHHA S KOJUIETUA

Axanemuk 3opan Jlakuy, [Toxropuua(Yeproropus) 1.H. Munan AM6posx, HoBo Mecto (Crosenust)
Axanemuk Jlro6uma IMarmna, Yauak (CepOust) 1.H. Mapko Konakosnu, 3arpe6, (Xopsatus)
n.H. Paiimynn Muppana, Kommne (CroBakwst) .H. leitan Jakumy, Cy6oruna (CepOus)
J.H. I'per Punrep, Jyunn (CIIIA) J.H. Jluno Maprenaro, Benermst (Mrais)
11.H. Mapust I1aBnosa, Benuko TeiproBo (bonrapust) 1LH. Ajute Yvut Foknenns, CranOys (Typius)
JL.H. Auzpeii Kan-Bacuibes, ITnoenrru (Pymbinus) 1.H. ViBan Yapora, Munck (benapycs)
1.H. FOypwuii Kusizes, Mocksa (Poccus) J.H. Mmnna Byituuy, Hosu ITazap (CepOust)
J1.H. Mupxko Casuu, Cy6ornna (Cepoust) 1.H. Yn Beu Cy, Kunrnao, (Kurait)
1.H. Auapec Kapuon ["aprma, Banencus, (Mcnauns) 1.H. Yop ®ou Tanr, [enanr (Manaiizus)
J.H. Penara Kpaxoscka, Bapiuaga (ITosbia) 1.H. XKaxmna Crianesud, bujessuna (P. CepOckait)
1.1, Jlio6unka Mokucumosuy, Benrpan (CepGus) 1.H. Jlejan ITerposuh, benrpax (Cepoust)
J.H. Anexannpy Henenea, Cyuesa (Pymbiaust) 1.H. Becna Crojanosuh Anexcuh, Kparyjesan (CepOust)
1.1 Habuesa Y.H., Maxauxana (Poccust) 1.H. Mapust Crankosa, Biaroesrpaz, (Bonrapust)
1.H. Cno6onan I{Beranosuy, Humr (CepOust) 1.H. Auapuena Burnu-Llerkosuy, Kotop (Uepnaropusi)
11.H. 36urnues [Tamek, Kpaxos (ITonbmia) 1.H. Bishwajit Bhattacharjee, Kapumram (Muans)
1.H. Bopusoiie ITpokonosny, Humu (Cep6ust) 1.H. [Iparan Muxajnosuy, 3ajedap (CepOust)
1. Tapeymn I'pabuncku, Kpakos (ITonbrua) 1.H. Tomucnas Bp3akosud, benrpan (Cepoust)
J.H. Jauko Pagynosuy, [Toaropura (Yepuaropust) .H. Mot Kperuya, Hu, (CepGust)
1.1 [Taono Llecap Yarac Poxpurec (bpazumms) n.H. Topan Kepruy, C. Kapnosuu (CepOust)
n.H. Kpuc Taren, Cupnej (ABcTpaims) L.H. Anmnakcen bykay, Munck (benapycs)
J.H. Auapeit Apsimo, Mocksa (Poccnst) 1.H. CHexana JKuskosuy, Humr, (CepOust)
1.1 Jlusuy ymutpacity, [noeurrn (Pomanust) 1LH. 3opan Jeporujesuy, benrpas (Cepous)
11.H. Cpeuko Munauny, Kocoscka Murposuua (CepOust) ILH. Asekca, nap I'py6op, Cy6oruma (Cepbus)
COBET W3JIATEJIEN

1.1. Topnana Mpuak, Bpame (Cep6ust) k.H. Haranma Inaronesa, Benropox (Poccust)

[z dyman 3npasxosud, Hum(Cepbus) | 1.H. Becna JankoBua-Mumny, Humr (Cep6ust)
k.H. bpanucnas Mosanunu Hum(Cep0si) 1.H. Bparucanas ITpokonosuy, JIeckosar (CepOust)
1.H. XKusopan Tmuropujesuy, Hur (Cep6Oust) 1.H Mupujana Kuesxesuu, Kparyjesai (CepOusi)
1.1 Coduja Jluxosa, Kujes (Ykpanna) 1.H. Anexcanznap Koctuu, KocoBcka Murposuna (Cep6ust)
1.H. Pajko Byksnu, benrpan (Cepoust) 1.H. Coma JoBanosny, Hum (Cep6ust)
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RISKS OF ENERGY SECURITY
Abstract

According to its significance, energy production is in the same group of
activities like production of food and raw materials, and supply of necessary
drinking water. The lagging in those forms of production has negative impact on
economic growth and development of countries and regions as a whole. Therefore,
the problems of development of energy sector cannot be observed as isolated from
the development of overall social-economic development of a country, even out of
context of development of international political and economic relations. In that
light,energy security is one of the most pronounced risks in the modern world.
Unlike the previous period when oil was predominantly considered the factor of
energy security, nowadays, the discussion about the energy security takes into
account energy sources as a whole. Due to the continuously growing demand for
energy (resulting from increased economic activities and raising living standard),
on the one hand, and the growing number of uncertainties of different origin
that accompany production, transport, distribution, storage, and final energy
consumption (environmental, technical, economic, political, security), on the other,
energy security has become one of the most important global development goals.

Key words: energy security, environmental risks, economic risks, political risks,
technological risks.
JEL classification: 040, 050

PU3NIHN EHEPTETCKE CUT'YPHOCTH
AIncCTpakT

Ilpema sasxcnocmu, npousgoorba enepeuje HaIa3u ce y UCmoj epynu 0endamHoc-
M Ko U npou3sootsa Xpame U CUposuHd, Kao u obezbehere nompeoHux KoIuduHa
600e 3a nuhie. 3aocmajarve y mum obIUYUMA NPOU3BOOILE HE2AMUBHO Oelyje Ha

1

slobodan.cvetanovic@eknfak.ni.ac.rs

* ddespotovic@kg.ac.rs

? vnedic@kg.ac.rs

©/lpymtBo exoHomHucTa “Exonomuka” Hurm 1
http://www.ekonomika.org.rs



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

EKOHOMCKU pAcm U pa360j 3emasbd U pecuoHa y yeauHu. 3amo ce npobiemu paseoja
eHep2emcKoe CeKmopa He Mo2y ce noCMampamu U30108aHO 00 pa360jd YKYNHOZ
OpYUImMeeHo-eKOHOMCKO2 PA360ja HeKe 3eMsbe, NAd YaK HU 8aH KOHMEKCma paseoja
MeNYHAPOOHUX NOTUMUYKUX U eKOHOMCKUX OOHOCA. Y MOM C8emiy, eHepeemcKd
cucypHocm npeocmassbd jedan 00 uspaxdceHujux npobiema Oanaurmes ceema. 3a
PA3IUKY 00 panujez nepuooda Kaod je akyenam y pasmampary Kameeopuje enep-
2emeke cucypHocmu Ouo Ha Ha@mu, y 080M €Ky, pacnpagasajyhiu o geromeny
eHepeemcKe CUSYPHOCTIU, UMAJy ce Y 8UQY eHepeemCcKU U3B0pU mMpemupany Kao
yenuna. Ycned KowmuHyupaumo pacmyhux nompeba 3a eHepeujom (ycliomeHux
yeeharbem npugpeoHUx akmusHOCMU U NOOU3AEM HCUBOMHO2 CAHOAPOA /bY0U),
c jeOHe, u cee OPOJHUJUX HEU3BECHOCTU PA3IUYUNOS NOPEKIA Koje npame npous-
8001Y, NPEHOC, OOHOCHO MPAHCHOPM, OUCMPUOYYUJY, CKAaoumerse U (UHAIHY
NOMpuirey enepeuje (eKoIOWKUX, MEXHUUKUX, eKOHOMCKUX, NOTUMUYKUX, 6e30e00-
HOCHUX), ¢ Opyee cmpare, peanu3ayuja eHepeemcke CueypHOCmu je npOMOSUcana y
jeoaH 00 Haj3HauajHujux yumsesa 2nobanHoe paszeoja.

K/bytmepelm: eHepeemcKa cucypHocm, eKoN0WKY pU3uK, eKOHOMCKU pusuy, no-
JAUMUYKU pU3UYU, MEXHOI0WUKU PUSUYU.

Introduction

Adequate explanation of the problem of energy security and ability to offer
appropriate solutions need to be understood first (Yergin, 2006; Kruyt, et al., 2009).
The question refers to the essence of phenomenon, increasingly circulating in theoretical
debates and public discussions among representatives of various political options.
Hence the issue should be carefully analysed. Energy security should not be identified
as energy efficiency (Winzer, 2012). On the other hand the difference between energy
and thermodynamic efficiency should be borne in mind. The importance of external
dimension of energy policy with the predominant problem of energy security is often
emphasized by many authors, while environmental policy heavily influences the internal
dimension of energy policy (Kern & Smith, 2008). The emergence of various risks
follows the implementation of energy policies in individual countries and hence regional
economic integration (Yépez-Garcia & Dana, 2012). Thus, not only that all these facts
should be known, but also the instruments of their measuring and minimising (Ldschel,
Moslene & Riibbelke, 2010; Kruyt, et al., 2009). To do so, the role of state, market,
technology and the interests of various stakeholders must be included. Therefore, the risk
management is essentially important in ensuring conditions for upgraded energy security
(Ang, Choong & Ng, 2015).

The subject of the paper is identification of risks related to energy security, which is
one of the most significant issues of global development. The aim is to explain the nature
of uncertainties that unavoidably accompany the production, transmission, distribution,
storage and final support of energy in contemporary living and manufacturing conditions.
The starting point is that energetic uncertainty, which would be followed by favourable
energy prices and realisation of climatic aims can be achieved only by sustainable
development of energy based on high energy efficiency, renewable energy and creation of
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“clever” energy infrastructure. In order to provide conditions for improvement of energy
security, it is necessary to manage risks that may be ecological, economic, political and
technological.

Energy as a factor of economic growth and risks
of energetic security

During a long period of development of economic theory, energy as a factor of
economic growth has not received the attention it has in practice. Energy is tested as
intermediary goods while according to other, still recognised models of neoclassical
economy, economic growth is ascribed to technological progress and the knowledge
based on that progress. Economic theory that considered the quantity of available energy
in the observed economy was endogenously determined, logically under the influence
of biophysical and economic limitations. However, the fact is that the process of
manufacturing involves the transformation of matter from one form into another, which
includes the use of energy. (Jakovec, 2015).

By placing the energy into the centre of economic activities its undisturbed
utilisation is recognised as a significant precondition of economic growth. It means that
economy should be observed as an energetic system which includes energetic courses
and conversions that culminate exactly in manufacturing of goods and services (Imran i
Siddiqui, 2010, p. 206).

According to ecological economics, energy is the most significant primary
manufacturing factor. This is justified by the fact that thanks to the energy, human
society progressed from rural to post-industrial during two human lifetimes, or to put
it metaphorically, from mattock to a computer, or from manual to machine work. To
manufacture, transport, accumulate and innovate energy is the imperative of economic
growth (Viskovi¢, 2008, p. 25). Hence, stable energy supply is the base of total economic
activity (Abaidoo, 2011).

According to its significance, the production of energy is ranked the same as the
production of food and raw materials together with water supply (Rasul & Sharma,
2016). The stagnation of energy production limits the economic growth and development
in certain countries. Therefore, the problems of production of energy can neither be
considered nor investigated without the development of total social and economic
system of a country, even out of the context of development of political and economic
relationships (Dekani¢, 2011). Bearing this in mind, it can be concluded that growing
risks of energetic security are a significant, limitation factor of economic growth at
global level.

The need for energy increases with the economic development. Hence the stability
of sufficient energy supply acquired growing global importance. The problem here is
not only how to provide sufficient amount of energy, but also how to create balance in
satisfaction of energy needs and establishment of social and ecological acceptability.

Energetic security is one of pronouncedly significant problems today. It is not static
but utterly dynamic category, dependant on numerous risks, such as market oscillations,
international policies, and the behaviour of economically developed countries (Fig.
1). Unlike the previous period when the focus of analysis of energetic security was
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on oil, in this century, discussions on the phenomenon of security of energetic sources
as a whole should be borne in mind. Due to continuously growing needs for energy
(conditioned by the increase of economic activities and elevation of life standard of the
population) on the one hand, and increasingly numerous uncertainties of various origin
that accompany production, i.e. transmission, i.e. transportation, distribution, storage and
final consumption of energy (ecological, technical, economic, political and security) on
the other, the realisation of energetic security is promoted to one of the most significant
aims of global development.

Affordable/
competitive

supply

Reliable/ & Accessible/
uninterruptible available

suply supply

Energy
security

Figure 1: Defining energy security (World Energy Council. n.d.)

There are numerous risks of safe energy supply. Depending on the set criteria, they
can be classified in different ways. This paper takes in account the quarterly distinctions
between environmental risks, economic risks and technological risks. Each of them will
be theoretically explained in short.

Environmental risks

At the end of the twentieth and in the twenty first centuries the location of most
important sources of energy production has been basically important for economic and
security policies in the countries worldwide. The increasing use of fossil fuels in the
production of energy has especially contributed to the manifestation of the phenomena of
strong environmental changes, most visibly manifested as global climate change. During
the last thirty years many countries paid serious attention to incorporation of energy
security requirements into the policy of energy and sustainable development (Martinez,
2015; Filipovi¢ & Despotovic, 2014). Now the changes of energy policy concept are
being made. They include energy security, increasing significance of renewable energy
sources, improvement of energy efficiency and environmental protection as the most
significant (Fig. 2).
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Environmental
sustainability

Energy
trilemma

Energy

Secutity g  Affordability

Figure 2. The energy trilemma (Gove, Beresford & Williams. 2016).

This century is characterised by the risk related to the climate change as an
important challenge. Speaking of the risks associated with the energy security, a high
level of environmental protection must be guaranteed (Heffron, McCauley & Sovacool,
2015). In addition to environmental, the climatic and health risks should also be borne
in mind together with the impact of unconventional fossil fuel extraction (Fig. 2). This
includes risks of accidents at nuclear power stations and plants as long as they are in
operation.

Another risk is related to nuclear plants and their radioactive waste and disposal
facilities that can experience terrorist attacks. In addition, the process of ‘global warming’
due to greenhouse effect may result in climate change. The greenhouse effect means that
the gases such as carbon dioxide, methane, nitrous oxide, and water vapour retain infrared
radiation like the glass in a greenhouse, thus preventing the infrared radiation to release
into the Earth’s atmosphere. This higher level of greenhouse gases undoubtedly results
in increase of temperature on Earth. Gas emissions increase the global temperature,
especially compared to natural fluctuations of temperature levels.

The utilisation of land including the land for urban purposes is found to be
responsible for nearly half of the changes in temperature differences in specific
regions. Besides, although construction materials such as concrete, used for roads and
buildings and other structures tend to absorb sun heat, they do not reflect it. Increasing
deforestation eliminates natural cooling obtained by shadows. Al those factors increase
regional warming, known in literature as the urban ‘“heat island effect” (Debbage &
Shepherd, 2015). It should be emphasized that this effect differs from global warming,
but their influence may affect global climatic changes. Therefore, in the conditions of
global climatic changes, energy security management requires making decisions under
uncertain conditions. In addition, the link between the production of energy and human
health should not be ignored, especially related to risks of environmental pollution
caused by thermal power plants.
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Economic risks

Economic risks are related to vulnerability of economy price “shocks”, which
negatively influence economic growth. In that respect, cost-effectiveness of nuclear
choice not only provides autonomous and cheaper production, but also allows for the
creation of predictable energy price, which is contrary to oil and gas prices (Nakata,
2004).

After a series of events that led to serious price fluctuations and difficulties in
transportation of gas across certain territories, the energy security has become a key
issue of energy policies in most EU countries that import energy. In comparison to the
previous period, energy market is more turbulent. These new circumstances resulted in
the need for saving and creation of strategic primary energy reserves. Hence economic
risks related to energy projects can be classified as those related to market (with
consumer prices below the cost of production and maintained by subsidies, or a decline
in fuel or technology demand), macroeconomic environment (that includes unstable
or inflationary economic environment and fluctuations in foreign exchange rates) and
finance (i.e. interest rate rise). In time, investors and financers have become skilled in
reacting to risks, thus avoiding them. One of possible solutions for risk reduction is
to make fixed or guaranteed-price contracts. Market risks can also be diminished by
making long-term energy supply contracts, since the key economic risk related to energy
security is possible fluctuation in the energy price. Like in all other domains, the price is
formed on the basis of supply and demand. When energy security is considered, short-
term effects of prices can be analysed by the factors of reduced demand, while long-term
effects by those that cause the energy supply growth.

The short-term measures taken in order to drastically reduce the demand for
energy is not an effective strategy. It is important to make integrated planning of energy
demand and energy supply at this level, and give priority to reduced demands and
decentralized solutions, thus achieving cost-effective security in supply, and avoiding
unnecessary or excessive energy infrastructural investment. A significant contribution to
energy security can be made by investment in reduced energy demands, particularly in
buildings and industry, which can stimulate economic growth and create new jobs. To
reduce energy demand, especially for heating and use savings and energy efficiency is of
vital importance for a few reasons such as positive effect on energy security, availability
of energy and economic growth, competitiveness, fight against energy poverty and
creation of sustainable jobs. International Energy Agency suggests that investment in
energy efficiency and development of energy sector are the best return of investment
from any source, and hence energy efficiency should be considered significant source of
energy. Energy efficiency and demand side responce should equally compete with the
production capacity, bearing in mind urgent and remarkable problems of energy security.
All these should be taken into account in industrial policy, especially energy efficiency
and renewable energy sources, thus contributing to re-industrialisation and achieving
the share of industry in gross domestic product. Potential energy savings are meant for
all sectors of economy, including industry, trade, construction, agriculture and service
sectors.
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Political risks

Energy security is increasingly important political issue, which cannot be fully
responded by market mechanisms. Unlike intrusive state interventions, typical of the past,
each form of public intervention should be conducted through the partnership between the
state and private enterprises. According to Multilateral Investment Guarantee Agency of the
World Bank (MIGA), political risk is defined as the probability of disruption of company
operations by using political forces and events, regardless to whether they occur in host
countries or are a result of changes in the international environment. Political risks are
related to state (e.g. quality of legal system and political institutions, possible expropriation
and nationalization, trans-boundary problems, etc.), policies and regulations (sustainability
and validity of energy policy framework, changes in environmental policy and standards,
stability and consistency of tax system), and complexity of business environment (e.g.
permits and licenses) (Stojanovic & Pordjevic, 2016). While previously, risks were mostly
related to oil supply (since the fuel was imported from politically unstable countries), today,
liquid gas supply is a prominent risk factor (as it is the fuel to which Western systems are
currently turning). In fact, gas supply is controlled by relatively small number of countries
led by Russian Federation and Iran, with over 40% of world supply. The favoured option
was a misconception: it seemed that gas differed from oil in the aspect of security. But
this changed after the gas crisis in Ukraine in 2008. Development of geopolitical crises of
regimes in a number of African countries such as Libya and Syria, then the war in Middle
East led to changes in the previously adopted energy strategies of most European countries,
which were able to provide long-term supply stability exclusively in case of ensured energy
security, and thus develop conditions for production of goods and services that could
provide satisfactory macroeconomic performance over a long period. Therefore, oil and
gas companies are constantly exposed to risks in both internal and external environment.
In addition, nationalization is also a source of political risk, which often occurred in the
course of history. Today, expropriation is seen as a risk of taking control over companies
by the government for a fee, which is typical of less developed countries. Among other
political risks, the currency convertibility, breach of contracts and violation of financial
organisations should also be mentioned. Political risks of the investors are especially
pronounced in the countries where legislation and sanctions for violation of rules are not
properly developed, hence the investors face problems in the realisation of their oil and gas
supply projects, which is mainly the characteristic of poor and underdeveloped countries.
And finally, there is a constant risk for investors in the domain of energy, where the projects
may be jeopardized due to instability or political changes in the host country.

Technological risks

Technological risks include technical reliability of energy supply on separate
markets. Nowadays, the most serious and expensive disruptions take place within the
end markets, not outside them, which is paradoxical and significantly concerns the
Western world. Many countries experience emergencies related to gas production and
problems of transmission network. If these events are considered an alibi, their role is
to hide the real causes which include either lack of investment or economic integration
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of markets, thus resulting in their mutual dependence and individual vulnerability. If
infrastructure is not adequately reinforced, the network systems are extremely sensitive
to any unpredictable occasion. The increasing complexity of energy networks is more
and more exposed to security risks, mainly related to their IT infrastructure. The risks
also include the so-called cyber weapons that can attack infrastructure in increasingly
sophisticated ways and are more accessible to a wider circle of people. Thus, one of the
most urgent tasks is to find an effective response to cyber security risks, using the sources
that would ensure energy security.

Conclusion

Energy security has its geopolitical dimension. Namely, the issue of energy supply
where some developed countries are still importers, leads a great number of developed
counties to energy dependence. Energy security is an important topic in shaping and
planning energy policy and strategic development.

In the conditions of intensive environmental changes, it is increasingly evident that
energy based on the use of fossil fuels significantly contributes to visible manifestation
of these negative phenomena on a global scale.

Economic risks occur due to economic vulnerability to “shocks” induced by
prices, which has a negative impact on economic growth. The cost-effectiveness of
nuclear choice was not obvious in guaranteeing autonomy or cheaper production only,
(although those that adopted it benefit now), but, above all, in the fact that this option
allowed for the creation of a predictable energy cost/price, contrary to recent experiences
with oil and gas.

Political risks are associated with state (quality of political institutions and the
legal system; possibility of expropriation or nationalization; transboundary issues
and problems), policies and regulations (credibility and sustainability of the energy
policy framework; changes in standards or other regulations in environmental policy;
consistency and stability of the tax system) and complexity of the business environment
(permits, licenses).

Technological risks are related to technical reliability of energy supply within
individual markets. It should be emphasized that the most serious and most expensive
“disruptions” nowadays result from the events within, not outside end markets, which is
a special concern of Western world.
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Abstract

Business Excellence Models (BEM) are frameworks developed to guide
organizations into best practices that lead to sustained high performance. These
models are internationally recognized as both providing a framework to assist the
adoption of business excellence principles, and an effective way of measuring how
thoroughly this adoption has been incorporated. There are several BEMs adopted
by different countries. North America, Europe, Asia, South America and Australia
have over the years implemented National BEMs. However, in Africa, various
countries have established National and industry/sector based BEMs with minimal
success. This is an exploratory study focusing on reviewing existing literature on
the BEMs and identifying challenges that the African BEMs have faced. The paper
also provides some practical recommendations that can be adopted to ensure
success of the BEMs.

Key words: business excellence models; national quality awards; Africa
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N3A30BU MOJEJIA ITOCJIOBHE U3BPCHOCTHU Y A®PUILIN:
CTYAUJA CIIYYAJA ITIPEJAPEAY3ERA I'OAUHE (COYA)

AICTpaKT

Mopnenu nocnosre m3BpcHocTH (BEM) mipesctaBipajy OkBHpe pa3BHjeHE J1a yC-
MepaBajy opraHu3alyje Ka HajooJbUM Impakcama Koje BOJE JI0 OJPKUBUX BHCOKHUX
nepdopmancu. OBu Mozenn ¢y Mel)yHapoIHO IPU3HATH Kao OKBHP 3a TOMON mpu
yCBajamy MPHHINIIA IIOCIOBHE U3BPCHOCTH M KA0 JICJIOTBOPAH HAUYMH MEperba KO-
JIMKO Cy OBH NPHHIUIIN IPUMEHEHN Y opranu3anuju. Iloctoju HeKoauko Monena
MTOCITOBHE U3BPCHOCTH KOjU CE€ KOPHCTE Y pasIHuuTHM 3eMJbama. CeBepHa Ame-
puka, EBpoma, Asnja, Jy)xaa Amepuka U AycTpanrja UMajy HallMOHATHE MOJIENe
MIOCJIOBHE M3BPCHOCTH. Y AQpHUIHM pa3inuuuTe 3eMJbe Cy Kpenpayle HalHOHAJIHE
1 MHIYCTPH]jCKE/CEKTOPCKE MOJENe TTOCIOBHE M3BPCHOCTH. MelhyTuM, mpuMeHa
OBHX MOZETa HHje nana godpe pesyarare. OBo UCTpakuBame ce (OoKycHupa Ha
Iperies JINTEepaType 0 MOACINMA ITOCIOBHE H3BPCHOCTH U HACHTU(DHUKOBAE U3a-
30Ba ca KOjIMa Ce CyodaBajy MOJENH MOCIOBHE U3BpcHOCTH y Adpumu. Takole,
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pax maje mpakTHYHE TPeropyKe Koje Tpeba yCBOjUTH paayl YCIEITHE MPUMEHE MO-
JieJ1a TIOCIIOBHE H3BPCHOCTH.

Kawyune peuu: Monenu ocjaoBHE H3BPCHOCTH; HAIMHAJIHE HArpaJie 3a KBaJIUTET;
Adpuka

Introduction

Business Excellence Models (BEM) are frameworks developed to guide
organizations into best practices that lead to sustained high performance. Business
excellence is a continuous improvement to error-free performance by everyone in an
organization so as to be the best in delivering high quality services which meet or exceed
the expectation of customers. Business excellence has been adopted by organizations
globally as a tool to enhance their competitiveness, locally and internationally. It ensures
a firm’s economic survival as the principles underlying the global business excellence
framework builds a pathway to long term success and continuous improvement. Business
excellence is also seen as an effective strategy to promote global quality awareness
that countries have their own award system to recognize and reward organizations that
demonstrate the highest standard of business excellence.

Excellence models can be traced back in Japan with the Deming Prize, which was
established in 1952, to recognize the work of successful organizations in the Japanese
manufacturing sector (Ghobadian & Woo, 1994). It was the success of the Japanese
companies in quality excellence and continuous improvements in the 1980s that drove
Western countries to develop similar quality excellence models in these countries. The first
quality award that was introduced to reward organizations that demonstrates significant
growth in performance is the Deming Prize. The Deming Prize was established by the
Board of Directors of the Japanese Union of Scientists and Engineers (JUSE) in 1951.
The improved performance in Japanese companies under the influence of quality gurus
such as, Deming and Juran inspired the United States to develop the Malcolm Baldrige
Award.

The Malcolm Baldrige was designed to recognize American firms that practice
effective quality management and make significant improvements in the quality of their
goods and services. After the American Model came the European Quality Award (EQA)
which was officially introduced by the European Foundation for Quality Management
(EFQM). The Australian Quality Award was first established by Australian Quality
Council (AQC) in 1988 and was later acquired by SAI Global (formerly known as
Standards Australia International Limited) in February 2002. Over the years, other
countries have established their excellence models with mixed results. These include
Singapore, Malaysia, India, China, Brazil, Mexico, UAE, Saudi Arabia, among others.
The major Business Excellence Models have driven the institution of quality distinctions
around the world and served as benchmarks for national quality awards (Alonso-Almeida
& Fuentes-Frias, 2010).
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Table 1: Global Excellence Model Members

Country Organization Award gdmmlstered !
ponsor
Baldrige Performance Excellence Malcolm Baldrige National Government
USA .
Program Quality Award Agency
Japan Japan Quality Award Council Japan Quality Award Industry
Eurone European Foundation for Quality European Foundation for Quality
P Management (EFQM) Management Model. Industry
Australia Australian Organizational Excellence | Australian Organizational Indust
Foundation (AOEF) Excellence Awards v
. Enterprise Singapore formerly . .
Singapore (SPRING Singapore) Singapore Quality Award Government
. . .. . Malaysia Business Excellence Government of
Malaysia Malaysia Productivity Corporation Framework Malaysia
India The Confederation of Indian Industry | CII-EXIM Bank Award for Industr
(CID) Business Excellence y
China China Association for Quality (CAQ) | China Quality Award Industry
~ . . El Prémio Nacional da
Brazil F;;I((%Gil(I)\Iljt?ggﬁ%szli?u%tii%eati on Qualidade® (PNQ) - The National | Industry
Y Quality Award
Iberian
Peninsula Fundacion Iberoamericana para la . . Industry and
and Latin | Gestion de la Calidad (FUNDIBEQ) | [Pero-American Quality Award | G U oo
America
Instituto para el Fomento a la Calidad
Mexico Total (IFCT) - Mexican Institute for Mexican Quality Award
C . Industry
ompetitiveness

The main National BEMs have formed the Global Excellence Model (GEM) Council.
GEM consists of organizations that are recognized globally as the guardians of premier
Excellence Models and Award processes in their specific geographical region/area or trading
block. Currently, there are 10 members of the GEM Council. South Africa used to be a
member of the GEM council but was suspended due to lack of meeting membership criteria.
At the moment, there is no African country or region represented in the GEM Council.

Benefits of BEMs

There are different reasons as to why organizations participate or implement the
BEMs. These can be categorized as both internal and external reasons. On the other
hand, according to Gémez-Lopez, Serrano-Bedia, and Lopez-Fernandez, the motivations
can be grouped into: external market reasons, external reasons of requirements and
internal institutional reasons (Goémez-Lopez, Serrano-Bedia, & Lopez-Fernandez,
2015). Heras-Saizarbitoria, Casadesus, and Marimon (2011) found that the critical
drivers for implementing the EFQM model were of an internal character which included:
productivity issues, optimization of resources, improvement of the quality of products
and services, and reduction of costs.
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Boulter, Bendell and Dahlgaard posited that organizations that had been awarded
for quality performed better than those that had no awards or recognition for excellence
(Boulter, Bendell & Dahlgaard, 2013). Additionally, it was also observed that there was
significant improvement by participating in the years following the award (Corredor &
Goni, 2010). This is due to the fact that on the first year of participation, most businesses
may be at the stage of developing their quality systems and processes. The awarding
process is able to identify various gaps which is worked on in the consecutive years.

It has also been found that by participating in the BEM, organization’s image
is improved, there is greater client satisfaction as well as increased commitment of
employees (Tutuncu & Kucukusta, 2007). In some instances, when the model is
implemented within the organization and there is improvement of the way things are
done, this leads to improved employees level of satisfaction (Nabitz, Jansen, van der
Voet & van den Brink, 2009; Tutuncu & Kucukusta, 2010; Krsti¢ & Krsti¢, 2015).
Participation has also been linked to the greater competitiveness of the business and to
obtaining competitive advantages by participating organizations (Pesic & Dahlgaard,
2013; Santos-Vijande & Alvarez-Gonzalez, 2007).

BEMs have also been found to drive improved organization performance as a
result of increased profits (Dadfar, Dahlgaard, Afazeli & Brege, 2015). Due to the role
that productivity and innovation plays in the BEM process, participating companies
have been found to have a greater predisposition to innovation (BayoMoriones, Merino-
Diaz-de-Cerio, Escamilla-de-Ledn & Selvam, 2011; Gutiérrez, Torres, & Molina, 2010),
strengthening the effectiveness of knowledge management projects and optimization of
the use of the information systems.

Barriers in Implementation of BEMs

Despite the identified benefits and impacts of BEMs, various barriers have been
found affecting their implementation. Santos-Vijande and Alvarez-Gonzalez found that
the main barriers were the lack of understanding of the model by organizations and
the lack of a clear quality leadership (Santos-Vijande & Alvarez-Gonzalez, 2007). Due
to the complexity of the models, it was a challenge to understand the same especially
for smaller and first entrant organizations. Heras-Saizarbitoria et al. found that for most
organizations, lack of resources presented the single most critical obstacle followed by
model complexity which affected effective adoption of the model (Heras-Saizarbitoria
etal., 2011).

The models have resource demanding activities and detailed model criteria for
participating companies (Eriksson, 2003; Eriksson & Garvare, 2005) making it difficult
for will companies to participate. The resources required in the implementation of the
model were sometimes a barrier especially for resource deficient organizations both
large and small. The resources required other than financial resources were the human
resources for undertaking the self-assessment and managing the entire process of the
external assessors’ visits as conducting the self-assessment is a time-consuming task
(Rusjan 2005). This was similarly found out by Goémez-Lopez, Lopez-Fernandez
and Serrano-Bedia (2015) who indicated that the lack of time, physical and financial
resources were barriers affecting EFQM.
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Other barriers were organizational cultural barriers and behavioral barriers.
These were factors derived for an organization being and attitude towards quality and
quality improvement processes. Inherent in this is the issue of leadership and teamwork.
For successful participation in the model, the role of each organizational member is
critical since quality in an organizational wide undertaking. Resistance to change or
organizational initiatives also affects implementation (Dahlgaard & Dahlgaard, 2013).
Lack of commitment form top management was also identified as a key barrier. Top
commitment must provide exceptional support to the process both in corporate resources
and personal involvement (Porter & Tanner, 2004). Dahlgaard & Dahlgaard (2013 ) stated
that the excellence frameworks can create bureaucracy due to the need for a massive
amount of paperwork and documented procedures (Dahlgaard & Dahlgaard, 2013).

Excellence models and quality awards have also been criticized as having inherent
weaknesses. Loomba and Johannessen criticize the MBNQA and concluded that the model
had some levels of unfairness and that superficially and publicity related problems, may
arise in the process of applying (Loomba & Johannessen, 1997). The unfairness of the
program was the prohibitive cost of joining the competition, the imbalance in the number
of laureates between competing categories and the conflict of interest arising when
examiners judging the competition also work as consultants for competing companies.
The superficial area included that the Baldrige program was used by the recipients only
to get free and extensive publicity and that companies with mediocre consumer ratings
won and thus got undeserved positive media coverage. Rajan (2005) stated that due
to the lack of clear understanding of the value of achieving business excellence, some
companies focus on improving the score itself and the getting of the award rather than
working to achieve the long term advantages of business excellence.

Africa BEMs

In Africa, several quality awards and excellence models have been initiated over
the years as indicated in the table below. The success of the African models is mixed
as most of them are either dormant or facing operational challenges. Nigeria with the
support of UNIDO is the latest to develop a quality model in 2017. Other than Kenya
and Nigeria, the other counties did not have the award process conducted in 2017. Due
to the fact that the models are run on a not for profit basis, sustainability of these models
have been a challenge.

Table 2: African Quality Models

Country Region Name of Award ;E{E:‘:blishe d
Mauritius Eastern Africa | Mauritian National Quality Award 1992
Egypt Northern Africa | The National Award for Excellence in Quality | 1997
South Africa | Southern Africa | South African Excellence Award 1997
Kenya Eastern Africa | Company of the Year Awards 1999
Nigeria West Africa Nigeria National Quality Awards 2017
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As mentioned, part of the challenges facing the African Models is sustainability.
Most of them have been having challenges in being able to administer the annual
assessment process and identify the company to award for quality. As indicated in the
table below, apart from Kenya and Nigeria, the other known models have not had the
award process since 2014.

Table 3: African Quality Models Performance

Country Sponsors Es t;{bfl?:he d In existence

Mauritius Government 1992 Last Awards in 2013
Egypt Government 1997 Last Awards in 2014
South Africa |Non-Governmental Institutions 1997 Last Awards in 2004
Kenya Non-Governmental Institutions 1999 Last Awards in 2017
Nigeria Government 2017 Last Awards in 2017

Study Focus Questions

Due to the challenges facing the African BEMs, the current exploratory study
attempted to address the following two research questions:
1.  What have been the challenges facing the success of the African BEMs?
2.  What strategies can the African BEMs use to ensure sustainability of their
frameworks?

Methodology

In order to address the research questions above, an exploratory study was
undertaken. This study was to inform a further detailed study on the viability and
sustainability of the BEMs. Data for this study was collected from information from the
Kenya Institute of Management (KIM), the sponsors of the Kenyan BEM (Company of
the Year Awards - COYA). Interviews were also conducted with the COYA Secretariat
and past participating companies. Further, information was gathered from experts
who were involved in the award process. The information was analyzed using basic
exploratory techniques. The collected information will assist in developing quantitative
tools for gathering information from past and present participants, assessors, as well as
companies that have never participated.

Challenges Facing African BEMs
Process Based Challenges

The process of participating in COYA was identified as a barrier to continued
participation. This was because the process was seen to be time consuming. Most of
the participants felt that the process required a dedicated project team to go through the
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champions training, self-assessment and on-site assessor engagements. On average it was
felt that the process required the dedicated team to spend at least 3 months on the process,
yet the same team had to fulfil their job requirements as per their job descriptions. For
most organizations, this was a tall order and thus after participating once in the process
some declined to further engage. It was also noted that a number of organizations were
recruited, paid the participation fees but due to the demands of the process declined
midway to proceed to finalization of the process.

Coupled with the time demands of the process is the efforts required. Due to the
nature of the assessment tool, any scoring was required to be supported with evidences.
Such required gathering of volumes of evidences from different departments, sections,
branches and units. This required internal buy-in and support from those to provide
evidence which was not assured in some organizations thus making the process difficult.
At the end of it, the participants provided both relevant and irrelevant evidences to the
assessors making it a challenge in evaluating the submitted evidence for the award and
in turn make it difficult for objective scoring of the organization.

The lengthy process of preparing to participate and undertaking the assessment
was also indicated as a barrier to participation. The COYA process required that after
recruitment of a company to participate, it was a requirement that the company identifies
between 3 — 5 employees as champions to drive the process internally. Those identified
were to undergo a 3 day intensive Champions Training that would equip them with the
capacities to sell and drive the process within the company. While this was a noble idea,
some organizations were hard pressed to send staff away on 3 days training. Even those
that did, it was a challenge to rally the whole organization and especially top management
to support the process. This again took time to sell the model and get everyone involved.

The champions also faced challenges in getting cooperation from the different
departments and sections who were required to be involved in the assessment. On the
other hand, some of the companies indicated that participating in the process for a second
time led to fatigue of the champions thus affecting the quality of the assessment and the
evidence submitted. This is collaborated by the COYA Secretariat who indicated that
same evidence was submitted year in year out by those who participated for several
years. This would end with the conclusion that there were no new quality improvement
initiatives undertaken even after a preceding year of assessment.

Tool Based Challenges

In terms of the tool, most of the respondents opined that the tool was too complex
to fill. During the self-assessment, some of the respondents indicated that they did not
understand the tool fully and thus filled some sections just for the purpose of filling.
Whereas champions were taken through a 3-day process of understanding the tool and the
COYA process, it was evident that the tool due to its complexity was not well understood
especially the scoring part. This led participants to score themselves highly even in areas
where there was no evidence to support such a high scoring. In a few instances, the
self-assessment and filing of the tool was done by members of staff who had not even
attended the champions training and this lacked familiarity and understanding of what
was required. There was also the complaint of too many questions making the tool too
long and demanding.
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The complexity of the questions was also an issue. While the questions would
have made sense to employees in some specific levels and functions, in some instances
the self-assessment was let to employees who did not have the ability and competence
to fill it. The tool and some questions were deemed too complex by some participants.
Others described the tool as being too abstract and circumstantial and difficult to use
especially for organizations that were participating for the first time. Due to the fact that
the COYA heavily borrowed from EFQM and Baldridge in its design, some of the issues
therein might not have been relevant for a developing country and thus the complexity.

Other participants felt that the language and terminologies used were hard to
understand and appropriate for a large multinational organization. Though the tool had
instructions on how to fill, they felt some sections did not have detailed and comprehensive
instructions to aid step by step successful self-assessment.

Some respondents also indicated that the tool had similar questions repeated in
different sections of the tool and hence felt it was duplicative. Due to this, when there
were different employees of an organization filling a particular section, there was a high
likelihood of differing responses from same organization. To avoid the duplication,
the filling of the tool required a controlled centralized process through a project team
approach. This require several engagements before sending the self-assessment to review
the responses, which according to some respondents took several days.

Most of the respondents felt the tool was also too academic and theoretical and
as having been developed by consultants who did not have a sound understanding of
the issues in organizations. This, they alluded as a result of the feeling that some of the
questions asked in the tool were not relevant to them and their sector. COYA used a
standard tool to evaluate all organizations regardless of sector, industry or orientation.

Perceived Benefits Challenges

The perceived benefits of participating in the COYA process varied among the
different entrants/participants. A number of them participated for the sole purpose of
winning an award as opposed to business excellence and quality improvements. Whereas
the objective of the model is to help organizations improve on their processes and results,
when the reason behind participating was to win an award/trophy, some companies
ended up employing consultants to prepare them to win. When such was undertaken,
the objective of quality improvement was lost. The win in the end meant nothing to the
organization in terms of quality improvement as quality improvement and excellence
was not attained. As such seeking an Award for outstanding performance against the
criteria can be a major distraction from the main game of building excellence capability.

Some of the respondents did not perceive much benefits from the assessment
report submitted at the end of the process as well as the benchmarking visits organized by
the Secretariat. In terms of the report, some participants complained that the report either
arrived too late or wasn’t forthcoming. The quality of the report was put into question
especially on the issues and recommendations. Some participants stated that the report
received did not reflect their companies and in some instances the gaps identified in the
report were nonexistent in the organization. The recommendations were also found to be
either irrelevant or inappropriate for the organization. In some instances, the report was
a cut and paste from a previous report or that of another organization.
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While benchmarking with the winners was one of the driving force and benefit to
participating in the COYA process, it was felt that the same did not adequately achieve the
intended outcomes. In terms of benchmarking, some of the participants identified time
as the main hindrance as well as objectives of the same. They felt that the benchmarking
was a visit with minimal lessons learnt as it was not structured as a learning event. This
was because the participants wanted to have a detailed understanding of what made the
organization win in the category and what they non winners would do to improve quality.
Some felt the benchmarking visits failed as most of the time was spent in a conference
room as opposed to visiting the departments and seeing what the organization did in
detail. Others attributed the shortcoming to benchmarking to the numbers of participants
involved in the exercise which made it ineffective.

Cost Based Challenges

Due to the complexity of the process, inherently the cost of the process was also
quite high. According to the COYA Secretariat, participation fee was $7,000 per company.
This cost covered the training of champions and assessor visits to the companies. It
excluded participation in the quality awards conferment dinner ball. Some companies felt
that this was quite prohibitive and thus limited their participation. Some of those who had
participated felt that the process did not quite deliver value for money. The Secretariat
indicated their frustrations at convincing companies to pay the amount and when they did,
most companies paid a commitment fee with the balance being an odious task to collect.

Leadership and Organizational Culture Based Challenges

For any quality excellence to succeed organizational leadership is critical. Some of
the respondents indicated lack of leadership support in their organizations to the process.
Some of the companies relegated the process to middle level management with little
executive support. This was deemed to frustrate the champions especially when data and
evidence was required from some sections within the organization.

Some respondents indicated the unwillingness of some managers to release their
champion trained staff to the assessment process. The lacked of a shared quality vision
from management affected the success of the initiative. This lack of ownership made
the initiative to appear as owned by the champions as opposed to an organization wide
quality improvement initiative. As a result, the champions owned the process and worked
exclusively on their own. Even when a company won, the win was attributed to the
champions and lacked corporate wide ownership and celebration of results.

On the other hand, where improvements were recommended, the same were not
implemented since in some organizations the buy in was minimal. This was collaborated
from the Secretariat who stated that some companies never bothered to review the
recommendations of assessors as contained in the assessment report. This was visible
during the consequent periods of assessment.

The dominant organizational culture was also a barrier. Where an organization
lacked a quality philosophy, innovative culture, team based culture and a change
readiness mindset, acceptance of the model and quality improvements was a challenge.
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Credibility of the Excellence Model Process

The credibility of the process came out as an issue to participating. Where some
organizations felt they were not treated fairly, others felt that the whole awarding of
business excellence was quite subjective with some participants indicating that they felt
that the winners were predetermined. The credibility of the assessors was also identified
as a barrier to participating. Some respondents questioned the professionalism of the
assessors on different aspects. Some felt that some of the assessors were not competent
enough to undertake the company organization. Others were of the view that some
assessors were more driven by person interests especially in securing for a consultancy
opportunity and thus would indicate gaps within the organization in order to position
themselves for the same. It was also pointed that the some of the assessors had a consulting
relationship with the winning organization and thus a feeling of unequal playing round.

Recommendations

In order to improve the performance of the African BEMs, and based on the challenges
articulated from the different respondents, a number of recommendations are given:

The sponsors of a BEM should engage in aggressive marketing of the framework
focusing more on the perceived benefits of participating. Case studies showing the before
and the after of past successful participants should be developed and communicated to
would be participants. The same should stress the tangible benefits of participant in the
framework. There is a need to relook at the benchmarking visits and structure the same
as a strategic outcome of the process.

Need to simplify the process. The sponsors of the model should consider simplifying
the process and making it more relevant to the participating organizations. As it was found
that some companies shied off to participate or complete the process due to this complexity.
The tool should also be shortened with fewer questions as opposed to the current tool
which has over 140 questions, each of which requires supportive evidence. The tool should
be simple to understand and as simple as possible to implement. Such a tool should also
show and specify how all the essentials of business excellence can be linked.

In linking the essentials of business excellence, the sponsors should consider
developing an automated and integrated assessment tool. This will make it easier for
objective self-assessment and ease of sharing the assessment organization-wide as well
as simultaneously working on key parameters of the tool from different locations of an
organization. It would ensure that inbuilt automated controls are embedded in the tool
ensuring that an awarded score will only be accepted upon providing relevant evidence.

The involvement of stakeholders in tool development and validation would ensure
support of the same. BEM sponsors should consider a participatory process of tool
development and review and inputs from stakeholders about the process. This would
ensure buy-in from companies. The companies should also be given a period to trial the
tool and process before participating in the award process.

The organizers of BEMs should consider reducing the participating fees for the
companies. With a redefined tool and process, the costs of administering the same should
be lower leading to reduced participation fees. They should also look for partnerships
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with other business associations to share in the costs of the process. Partnerships should
be sought from government and other stakeholders to support the process with resources.
Such partnerships should be long-term in nature to ensure sustainability. Companies
should be encouraged to set aside a resource budget for the implementation of the model.

Some of the successful National Quality Awards have the sponsorship of the
countries governments including being owned and driven by a government agency. The
sponsors should consider the involvement of the government n the process and in order
to make it a National Award to create a separate entity with the government, chamber
of commerce, association of manufacturers, private sector alliance as well as other
professional and membership bodies to develop a National Framework. Currently, there
are many fragmented sector based award frameworks, some of which may not be driven
by the need for quality and business excellence.

There should be a thorough selection and recruitment processes for the assessors
to ensure that only professionally competent assessors who have no conflict of interest
are chosen. A model of assessor development should be instituted that would see
assessors starting off at an entry level and through capacity building are developed to
the intermediate level and finally to an advanced competency level. The institutional
should also developed long term mutually beneficial relationships with assessors for the
credibility and sustainability of the BEM model.
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nocmojehee konyenma oyuemcxoe cucmema y Penyoruyu Cpnckoj u oasarwe npe-
NOPYKA 3a He2060 yHanpeherwe, Kako Ou JoKanHe 3ajeOHuye nojavane ceojy exko-
HOMCKY (pyHKyujy. Ananuse ypahene y 06om paody noxasyjy 3HAUajHA 02PaHUUersa
y mom noanedy. Hzmjenanocmojehux mooena puHancuparea J10KAIHUX 3ajeOHUYA
je HeonxooHa axo ce dHcenu jauamu muUxoea ekoHomcka Qyukyuja.Ha mom cmagy
Jje basupana ocnosHa xunomesa 06oe pada. Mcmpasgcusarse je basupano na uuie
OCHOBHUX U NOCEOHUX Memo0a OPYUMBEeHUX HAVKA.

Kuwyune pujeue: noxanne 3ajeonuye, punancuparse 10KATHUX 3ajeOHUYd, Cnosb-
HU Oye, TOKATHU eKOHOMCKU PA360)].

Introduction

Citizens of the local community to fund local economic development. To create
new jobs and improve their living standards. Their requirements and expectations are
increasing in terms of weak economic development situation in Republic of Srpska (RS).
Implementation of these requirements is possible only with the strong financial position
of the local community. The subject of this research is financial position of municipalities
and towns in Republic of Srpska’s budget system and the possibility of strengthening
their economic functions.

Association of Municipalities and Cities of Republic of Srpska (AMCRS) delegated
the question of bad position of municipalities and cities in the budget system of the Republic
of Srpska a few years ago. Their analysis showed that the income of local communities
are falling or stagnant over a longer period of time. Such a trend is present in terms of a
constant budget income growth at the entity level. The aim of this work is a critical analysis
of the existing concept of budget system in Republic of Srpska and recommendations for
its improvement, so that the local communities step up their economic function.

Providing a larger amount of funds from the budget of local communities for
investment in capital projects is a precondition of economic strengthening. Municipalities
and cities of Republic of Srpska in the long run face the situation of constant growth of
budgetary finances for employee salaries and social benefits at the expense of capital
investment. Modification of such a system of funding local communities is essential if
one wants to change their role, from the dominant social to the dominant development
function. That attitude is based the basic hypothesis of this work.

The work consists of four interconnected units. In the first part of the work is
represented by the existing concept of financing local community in RS. In the second part
of the paper, the changes of total revenues, in several years, which are available to local
communities. The factor especially analyzed is the foreign debt of RS and its influence on
the movement of income to local communities. In the third part of the paper, analyzed the
provisions of local communities for investment and other opportunities that are available
to local communities to fund local economic development. On the basis of previous
knowledge, in the fourth part of the work, I have been given specific recommendations and
conclusions to improve the existing system of funding local communities.

More basic scientific methods used in this study. In particular, we relied on
methods: analysis, synthesis, concretisation, abstraction, generalization, induction,
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deduction, comparison. Ageneral scientific method used is statistical and historical
comparative method.

Politics of Funding Local Communities
in Republic of Srpska

Local communities in Republic of Srpska are financed on the basis of the various
direct and indirect sources of income. Basic, direct, sources of revenue of local self-
government are: local taxes (on real estate and other baselines), local taxes (municipal,
administrative and other fees), local fees (for usage of construction land, rent and other
fees), revenues and disposal of assets (income from rent, interest, sale of assets, etc.),
other revenues (from the municipal taxes and fines issued) and other revenues based on
law (22. Article 18).

Indirect sources of revenue are divided, by specific percentages, between the
Republic’s budget and budgets of local communities. These revenues are: revenues from
indirect taxes, income taxes, income from fees for changing the purpose of agricultural
land, income from lease of land in the ownership of the Republic, revenues from
concession fees for use of mineral resources, proceeds from the special fee taken from
water, material gain and the funds obtained from the sale of the seized items from the
Republican Inspection Administration (21. Article 9).

Table 1. Budget revenues of RS and LSA (local self-administration) (in mill. BAM)

Godina 2011. 2012. 2013. 2014, 2015. 2016. 2017.

Typeof | RS | LSA RS LSA RS LSA RS | LSA | RS | LSA RS | LSA | RS | LsA
income | budget | budget | budget | budget | budget | budget | budget | budget | budget | budget | budget | budget | budget | budget
CTax ol ysgo | s00 | 1397 | 373 | 1361 | 342 | 1372 | 345 | 1569 | 374 | 2348 | 381 | 2476 | 374
mcome

Indivect |y o0 | 3066 | 1048 | 293 | 1008 | 257 | 1046 | 268 | 1120 | 202 | 1208 | 302 | 1279 | 290
taxation

Non-

taxative | 156 | 149 158 151 149 156 | 224 | 149 | 230 163 252 | 174 | 299 | 193
income

Total

) 1544 | 539 | 1555 | 524 | 1509 | 499 | 1.596 | 493 | 1.831 | 588 | 2616 | 607 | 2.804 | 625
mcome

Source: Indicative Budget of RS, www.vladars.net

Overview of the revenues of the budget of Republika Srpska, and units of local
governments in the RS shows improportional dynamics. Budget revenues of RS have
increased from 1,544 million BAM, achieved 2011. year, at 2,804 million BAM, generated
in 2017. It is a growth of 182%. In the same period, tax and nontax revenues of local
administration grew from 539 million BAM in 625 million BAM, having accomplished
an increase of 116%. In this analysis we should bear in mind the fact that, starting from
2016, are in the Republic’s Budget included the total contributions to the Pensions Fund.
The change in the budget system cannot change the General conclusion about slower
growth of budgetary revenue of local authorities in relation to the Budget of RS.
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Figure 1 — growth of total revenues of RS and local self-administrations
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The largest amount of revenue, the Government of Republika Srpska and local

communities, are collected on the basis of indirect taxes. Their participation exceeds
70% of tax revenues on both levels. Allocation of revenues from indirect taxes is done,
after the funds from the 2007 budget to pay off the foreign debt, part of which belongs to
the RS budget and the part that goes in the distribution to local communities. According
to the current law on budget system, the distribution is carried out according to the
percentage, for a budget of RS (72.5%), LSA (24%) and the public company Roads of
RS (3.5%), (21. Article 9).
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Figure 2 — dynamic growth in revenue from indirect taxes RS and LSA
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By examining the data from table 1 and figures 2 clearly manifest discrepancy in
extracting the resources for the budget and for local self-administrations. In 2011, from
these funds for municipalities and cities 306.6 million BAM is planned, and in 2017, 290
million BAMis planned for the main sources of income, indirect taxes, local communities
are given less or at best their fundings stagnate. Such trends of income limits the effective
functioning of a local communitiy, especially limiting their economic function.

Analysis of the Impact of Republic of Srpska’sExternal Debt
Repayment on the Financial Position of Local Self-Administrations

Reduction of funds recieved by LSA indirect taxes is a result of the growth of
foreign debt installment of Republic of Srpska. As this installment is paid, on account in
the Central Bank of BiH, out of total assets provided for RS, and the remaining amount
is shared between the entity and the local self-administrations, it is clear that greater
installment of the external debt has to result in less funding for local self-administrations.
Subsequent data confirms this conclusion.

Table 2-distribution of revenues from indirect taxes for the RS
(the period from 2011 —2017. in mill. BAM)

RS participation. LSA participation, LSA
The amout of P pPation,  popa) participation P P > | participation, . .
. . before paying X after paying X Difference in LSA
Financial year | BAM as an forei of RS, after paying . before paying AR
K oreign debt . foreign debt . participation
istallment . the installment ) foreign debt
installment installment .
installment
1 2 3 4=3+2 5 6 7=5-6
2011 124 1244 1368 299 328 -29
2012 169 1208 1377 290 330 -40
2013 238 1072 1310 257 314 -57
2014 242 1118 1360 268 327 -59
2015 204 1212 1416 291 340 -49
2016 257 1253 1510 301 362 -61
2017 348 1221 1569 293 377 -84
Total 1582 8328 9910 1999 2378 -379

Source: Management of indirect taxation and Ministry of finance

The data presented in table 2 indicate that the installment is constantly growing.
In 2007, external debt of 92 million BAM was paid, this amount represents 7% of the
total funds for indirect taxes. 2017, 348 million BAM was paid for the foreign debt, the
amount involved with 22% in funds that belong to the RS of indirect taxes.

The growth of foreign debt is reducing the funding of local self-administrations.
Such position of local communities in the budget system of RS is not acceptable. Local
communities are paying the debts of the RS Government. This relationship is particularly
worrying if you have in mind the document wiht the projections of the framework of the
budget of RS which predict further growth of foreign debt in the future. That’s projected
to be the amount of 351 million BAM in 2018, 298 million BAM 1in 2019, 271 million
BAM in 2020 and 291 million BAM in 2021 (9. p. 37).
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Figure 3 — the dynamics of foreign debt payment by RS and localself-administration
revenue from indirect taxation
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Decrease of the LSA indirect taxes income reflects negatively on their functioning.
Many municipalities accumulating unpaid obligations to the employees, local public
services and users of welfare. In such conditions it is hard to think about strengthening
development functions of local self-administration. Change of the existing system
ofindirect tax revenue distribution is necessary if the progress is to be made in this
regard. For start it would be enough to reduce the municipality dependance on the
amount of RS foreign debt. Introduction of the principle that everyone is paying their
debts is acceptable. In this sense, distribution of indirect taxes between RS and local
self-administrations should be performed before external debt payment, and then each
level of government pays its own debts. Of course, other consequential measures need
to be made that would significantly strengthen the position of local communities in the
financial system.

Funding a Local Economic Development

Basically,stimulating a local economic development depends on a proper
investment climate in each local environment. Building a competitive advantage for
attracting investors is a jobfor each local administration. In this approach we should bear
in mind the fact that the limited investment funds (and investors) rivals the large number
of local communities. In such a situation, those communities that build ,,Diamond’s*
competitive advantages should expect success. A concept that was created by Michael
Porter (Porter, 1990) to measure competitive advantages a state can apply for local
communities.

Competitive advantage will be achieved by those local communities that are
equipped with: a higher concentration of factors of production (natural factors, human
factors, infrastructure, knowledge, culture, tradition, entrepreneurship, good local
government and other); greater local and regional markets; supporting industries that
willaid the production of competitive products and a stronger competition in the area of
production. The previous factors should be noted by the government and other public
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agencies whose policies can support a local development. Success will be achieved
by those local communities with the most dynamic process of mutual action of all the
aforementioned factors (Stani¢ M., Stani¢ T., 2018).

Starting point for local economic development should be determining natural
resources at their disposal. It is necessary to list these resources: forests, minerals and
mining, land, natural attractions, water and other renewable and non-renewable energy
resources. Is necessary to regulate the ownership of these resources and then do a study
analyzing their use. The next phase involves the use of these resources to one of the
allowed methods: rent, concessions, public-private partnerships, privatization, sales etc.

Local communities should provide additional resources to fund the necessary
activities regarding activating natural resources internal redistribution of budgetary
expenses and increasing revenue by distributing the fundsin a more just manner between
the higher levels of Government and local communities. Local communities do not need
to bear the obligation arising from the foreign debt of the entity authorities. Amendments
to legislation in this area needs to get more income for local communities from indirect
taxes. The existing percentage in the distribution of direct taxes, use of natural resources,
should be increased to the benefit of the local communities in which these resources are
located.

In planning the development of the local communities it is needed to think about the
wider aspect. For many projects it is necessary for more neighbouring local communities
to act in accordance. So far, on the territory of RS, there has been no satisfactory co-
operation on these issues. The result is that the absence of any regional policy, but is
the result and the enclosure of the local administrations that are self-sufficient. Serious
tourism development and processing of industrial capacity is not possible without a
change in that sphere. The formation of developmental coordinating institutions between
the interested municipalities could be an important step forward .

Local development capabilities were largely limited to the general economic
situation in BiH and RS. Authorities could, in a given situation, encourage the development
of a region with a number of policy measures that are available to them. That’s why it’s
essential active access to the local administration to the higher levels of Government
on these issues. Increased participation in the reallocation of revenue from taxes is one
of the ways. An active approach in proposing inclusion of local communities in the
important Republic’s infrastructure projects is required. From 2015, local communities
are involved in the making of public investment plan of RS. In public investment plan of
RS for the periodv of 2018-2021, local communities participate with 4 million BAM in
the total planned investment for the period of 809 million BAM (18. p. 20).

Certain features in the financing of local development are addressing international
development agencies and the use of EU funds. Politics of developing cross-border
co-operation, development of renewable energy sources, building a favorable business
environment are some of the projects to be financed from EU funds. Public policy
in the areas of tourism development, healthy food production, development of small
and medium-sized companies have programs that are supported by the development
angencies UNDP, USAID, SIDA, GIZ, the Swiss Agency for international cooperation,
the EBRD, the World Bank and others.

The creation of a favourable business environment is only a prerequirement
for attracting investors and entrepreneurs in the local community. For the successful
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development of the local communities is necessary to attract more investors who will in
those communities find the business motivation for investment (profit, growth, synergies
with ongoing activities), and at the same time satisfy the needs of local communities (
employment, income growth and public revenue, creating favourable local community
identities through a favorable image and reputation).

For the successful development and prosperity of local communities the competitive
investors are needed. Investors who are proven in its business in the domestic and
international markets. If there is no such, local communities need is to encourage local
investors on the merger and joint actions. Such a connection is particularly important for
finalising production in many industries. It is undeniable that the current capacity of local
investors turn towards lower levels of processing with less technological equipment.
Experience that they possess these investors and their capital are a good basis for
improving production.

Local communities need not to ignore beginner investors, especially in areas
where the local community has the resources for development. Training of the investors
in the field of entrepreneurship and businesses starting, financial encouragement for
the business start are obligations that stands in front of the administration of all local
communities. The development will not happen by itself, nor the market can bring
prosperity on its own if an active approach to this issue by local and higher levels of
State administration is missed.

Significant potential for investment in each local community exists among our
citizens on temporary work abroad. These workers have significant business experience,
they have the finances and desire to remain associated with their homeland. All local
communities should provide a database of its ex-pats, make connections with them,
provide information to each other regularly, and it would be useful to organise ex-pats
days in their places of origin . It would be a great chance to hold joint meetings of local
investors, local administration representatives and interested investors abroad to get
useful ideas about the future development of the local community. Simply, it is needed to
modify the qualities of economic contribution of the diaspora, because donations in the
future can experience a great fall as family ties and obligations of financing their elders
and dependents in their country of origin.

Local communities need to change their attitudes towards investment. The focus
on the construction of local infrastructure should move to the construction of industrial
plants as generators of progress in this area. These investments can be independent,
owned by local communities, but it would be more desirable that it becomes implemented
in the form of a public private partnership.

Conclusion

Financial position of municipalities and towns in Republika Srpska is not
satisfactory. Budget revenues for these communities are not enough for high-quality and
effective performance of their functions given by the Constitution and laws. In particular,
the revenues are not sufficient for the performance of investment activities that are
necessary in the current level of economic activity, if it is to meet the expectations of the
citizens in terms of growth, employment and living standards.
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The analysis conducted in this paper shows a stagnation in budget revenues in
local self-administrations over a longer period of time. This stagnation is caused bythe
growth of budget income of the higher levels of Government. Revenues from indirect
taxes (VAT, excises, customs), as the most important source of income for alocal self-
administration’s budget and the budget of RS, in the analyzed period (from 2011 to 2017)
experience a growth. Based on these facts, the problem is not the collection of these
revenues, but their fair distribution. Local communities are thus deprived of the parts of
the total revenue that they should be given, in accordance to the indirect taxes revenue
increase.

The basic problem lies in the fact that the revenues of indirect taxes, which
would belong to entities, are firstused torepay the external debt, and only the remaining
fundsare shared between the budgets of the local self-administration and the budgets of
the entities. As the foreign debt of the RS Government shows significant growth from
year to year, it causes reduction of income to local communities in the distribution of the
remaining funds from indirect taxes,after having paid foreign debt installment. Local
communities in such a way pay the debts of the higher level authorities. Change of such
relations is essential.

Introduction of the principle that everyone is paying their own debts is acceptable.
In this sense, distribution of indirect taxes revenue between RS and local self-
administrations should be performed before appropriations for external debt, and then
each level of government paystheir own debts. In this sense it is necessary to make the
appropriate changes to the law on budget system. Of course, that measure should be
complemented by several other, that would significantly strengthen the position of local
communities in the financial system.

The existing concept of financing of cities and municipalities leaves a large space for
their investment activity. The funds for these purposes can increase the internal redistribution
to local budgets, cuts other budget outcomes in favor of capital projects, but also make the
distribution of tax revenues between entities and local communities more fair. A certain
amount of funds can be withdrawn from international development agencies and EU funds.

For the successful development and prosperity of local communities, strategic
investors are required. Investors who are proven in their business in the domestic and
international markets. If there are no such, local communities need is to encourage
local investors to merger and perform joint actions. Significant potential for investment
in each local community exists among its citizens on temporary work abroad. These
workers have a good business experience, they have the money and desire to remain
associated with their home land. Local administrations should constantly take action
in the direction of changes to the economic role of the diaspora as the money senders
(unilateral transfers) to the leading investors in their home regions.
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pa nopecke noaumuKe, (UHAHCUJCKUX Meopemu4apa u camux nopeckux ob6e3Hu-
Ka, U3 pasnoaa wmo je Ho8U HauuH ymephusara nopecke OCHOguUYe OOHeO U 3HaAN-
Ho 6efia nopecka 3a0yixcerba Ha eoouwirbem HUsoy. Mmajyhu y 6udy oa je nopes Ha
UMOBUHY JIOKAIHU NPUX00 U 0a ¢y nompebe JOKATHUX 3ajeOHuya cee selie, memo-
Odonoeuja ymephusarea nopecke obasese bu mpebaia 0a ce 3aCHUBA HA NPUHYUNY
NPABUUHOCTNU U JEOHAKOCIMU KAKO OU KPajra HANAama nopesa ouia equrkacHuja.
Y 06om pady he bumu caenedane nosumusHe u HecamusHe cmpane yHanpeherba
cucmema onopesusarba UMosUHe Kpo3 200UHe npumene, Kao u npednosu 6yoyhe
pedopme. DucKanHm OeyeHmpatu3ayujom je 08aj npuxoo0 3ay3eo 3HaUajHo Mecmo
VY uHaHCUpary TOKATHUX paAcxood, d me2osa eeha uz0auHocm OupeKkmuo ooes-
oelyje eely camocmannocm jeOunuya 10KaIHe camoynpase u Marse 0Clararbe Ha
npuxode u3 OpocasHoz Oyuema.

Kwyune peuu: nopes na umosuny, nopecka pepopma, nopecka ocHo8uya

Introduction

Property tax in the Republic of Serbia represents a nominal tax since it is not paid
from the property substance, but from the taxpayers’means (Lovcevi¢, 1997, p. 116).1t
is usually, but not always, a local tax, based on the property value determined at annual
level for both natural and legal persons. Given the fact that it can provide a stable source
of income, it is particularly appealing to local governments and plays an important role
in the decentralization of state power and the autonomy of the local government units.

In practice, the tax is considered to be an instrument for securing necessary budget
funds, but it is also used for achieving other goals (Kuli¢, 2009, p. 43). According to
taxation principles, it needs to be large enough to cover local government expenses, as
well as sufficiently flexible to quickly adapt to all changes in terms of its increase or
decrease for the purpose of obtaining a balanced budget.

The tax reform in the Republic of Serbia should be viewed in the context of the
harmonization of its system of public revenue to European Union standards. Many
global studies have documented a discrepancy between an administrative practice and
legally established standards (Fisher, Fairbanks, 1967, p. 48). In order for this tax to
become one of the essential sources of financing local governments on long term
basis, the first step is to change the legal framework.Unless the tax structure is made
simple enough togain trust of taxpayers and to allow an efficient administration, the sole
reform does not mean much and is doomed to fail (Almy, 2013, p. 61).

In its basis, a tax reform generally means the change of taxpayers’and tax
authorities’conduct. It is much more profitable when people voluntarily accept to follow
regulations, than to force them to do so using unpopular measures to ensure compliance with
law. Property tax proponents have advocated for a long time its reformin order to reach its
highest potential (Rozner, 2009, p. 1). The best practice of both administrative and political tax
reform has already been identified; however, due to specific nature of local government units,
it does not mean that this practice could be successfully implemented inall of them, although
some of its general rules could be used as guidelines for an efficient property taxation.

The tendency of the state government to influence the change of the local tax
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regime may have impact on the firmly established wholeness of the political system,
even in stable political conditions (Youngman, 2006, p. 2). Therefore, the comparative
analysis of successful and less successful international property tax reforms are of great
significance for assisting the countries in the attempt to revise their own tax systems or are
pressured to make fundamental changes in that context in near future. The challenges that
a tax reform brings cannot be resolved in a short run, but rather require the preparation
of strategic solutions which are specific for different countries (Norregaard, 2013, p. 34).

The most frequent problems related to tax reform are: the lack or incompleteness
of information related to the actual facts which leads to incorrect calculation of the
tax basis, insufficient financial and human resources and inadequate administrative
capacity for an efficient implementation of reform activities (Rosengard, 2012, p. 14).
The justifications for launching a tax reform that would unquestionably improve fiscal
performance are social equality, economic efficacy and administrative cost effectiveness.

With the adoption of the Law on local government finance, the property tax
became the principal revenue for the local level of government, while the jurisdiction
for its administration was awarded to local tax departments. Since the deadline for
taking over this jurisdiction was January 1%, 2009, in this paper the authors will present
the most significant reform outcomes which have marked a decade of the work of local
tax administrations.

Qualitative aspects of initial property tax reforms

The comprehensive tax reform from the beginning of the 90s also included the
area of property tax which was introduced in our tax system on January 1%, 1992. The
tax incomehas been used as the principal source for financing of local self-government
units and its significance reflects the fact that the properties cannot be moved elsewhere
in order to avoid paying this tax (Mark, Carruthers, 1983, p. 45).

The property tax is paid on the basis of the property ownership (Popovi¢, 1999,
p- 256). For natural persons, the tax basis represented the product of an average market
price of the square meter of the property in the particular local self-government unit,
property’s usable space, the location coefficient and the property’s quality coefficient. The
amount of amortizationisdeducted from the calculated value which further significantly
reduced the property’s value tothe extent much below the market value of the taxed
property (Kecman, 2001, p. 120). At the beginning the amount of amortization was
70% , but following the change of law, this reduction was performed according to 1,5%
amortization rate by applying the proportional method. As of 2010, the property’s value
was reduced according to 0.8% amortization rate by applying the proportional method,
with the upper limit not exceeding 40%.There was no need to establish the tax basis for
taxing properties belonging to legal persons, since the values of these properties were
established in their business records, taking the values recorded on December 31 of
the year preceding the year for which the property tax was being established.

Almost all contemporary tax systems offer to their taxpayers various tax
reliefsreducing their tax liabilities (Popovic, 1997, p. 192). Reviewing the tax system
in Serbia, it can be concluded that these reliefs have been established under the influence
of various political, economic, social, fiscal, ecological and administrative factors, and
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needed to be modified from time to time (Bahl, 2009, p. 25). Tax credits significantly
contributed to the inequality of taxation system in Serbia. In majority of tax systems,
the property tax is linked exclusively to the property’s characteristics and it does not
take into account the specific status of its owner.The initial tax regulations prescribed
that the property’s owner with three family members could have a tax credit up to
70%, which was, perhaps, a unique case in the international property taxation practice.
Such tax reduction was more the result of the state’s welfare strategy, than its taxation
policy. The regression was also significant since the taxpayers with the most expensive
properties could score the largest tax credit (Altiparmakov, 2011, p. 90).The current law,
which foresees that only the property’s owner is entitled to the tax reduction of 50%,
not exceeding the amount of 20.000 RSD,did not mark a significant change in relation
to the level of tax credit, which remains considerably high. However, according to some
estimates, almost 95%o0f households in Serbia cannot achieve itsmaximum which has
made this tax relief less equitable. Namely, our system of tax reliefs is so comprehensive
and “generous” rendering the property tax income fiscally insignificant from the aspect
of the entire tax system (Bu¢i¢, 2010, p. 31).

The property tax reformfrom 2011 imposed the restriction in the growth of property
tax for natural persons, so the tax liability established for that year could not exceed 60%
of the tax liability that was established for 2010. The similar situation was recorded in
2012 when the amount of the tax liability for a certain property could not exceed the
tax amount that was established for that property in 2011. These legal provisions were
favourable for taxpayers and therefore, these changes in law went unnoticed. However,
the income generated from collecting property taxes in Serbia was far less than the
property tax income in the countries of European Union.

Mini-reform endeavour related to property taxation

One of the best solutions of the problem related to increasing the local budget is
connected to the property tax income since it is considered to be insufficiently exploited
in majority of countries worldwide, and, therefore, many countries have made significant
endeavours to make considerable changes of their tax system (Ciprian, 2015, p. 66). The
starting point of each tax reform is the calculation of the tax basis and the previous tax
reforms in Serbia obviously did not do much in this field. The major flaw was encountered
in the calculation of the average market price since none of these reforms used the most
reliable parameter for estimating the tax basis for absolute rights transfer tax. In addition,
the decision to keep the quality coefficient and high rate of amortization made the overall
tax basis rather underestimated.

For many years there had been much talk in the Republic of Serbia about the
necessity to launch property tax reform. In 2013, the tax law was finally amended and
its application began in 2014. One of the major motivation for initiating the tax reform
was the amount of collected revenue which was found to be insignificantly low, almost
symbolic (Buzu, Mccluskey, Franzsen, 2012, p. 20). The reasons for changing the law
were related to the issues of integratingthe construction land use charge and the property
tax, more equitable distribution of tax liability - proportional to the taxpayer’s economic
status, enhancing the certainity and predictability of the overall amount of public
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expenses, as well as decreasing the administrative costs. The law was significantly
changed in relation to the subject of taxation and the calculation of the tax basis, while
it was left to the local self-government units to further adopt bylaws important for
determining the amount of tax liabilities.

The legislator prescribed in details the methods and conditions for passing these
bylaws, setting the deadline for their adoption - November 30" of the year preceding
the year for which the tax basis was being determined. In order to achieve the data
transparency, the legislator imposed the obligation that these acts should be publicly
displayed as legally prescribedand on the Internet web pages of local self-government
units.The construction land use charge and the property tax were integrated which left
the local governments without a major source of their own funds. The ideal scenario of a
simple replacement of the charge with the increased amount of property tax could not be
exercised since it was not possible to collect the increased tax liability from the individual
taxpayersand have an “all win situation” (Arsic, Vasiljevic, Bucic, Randjelovic, 2004, p.
43). The process of integrating the charge and tax fees raised many questions related to
its justification since the income generated from collecting the charge at the time of its
establishing was much higher than the overall tax revenue (Miladinovic, 2015, p. 47).
The reform was aimed at providing tax reliefs for businesses by imposing additional
fiscal liabilities on natural persons.

Chart no.1 The overview of the property tax income and theincome generated from
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The calculation of the tax basis was changed and local self-government units were
awarded the jurisdiction to establish on annual basis the average price of the square
meter of a particular property on their territory taking into account the method which
was prescribed in details in the tax law. The amortization rate was set to 1% on annual
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basis, with the maximum of 40%, but with no obligation to implement it. The property
quality coefficient was removed, while the property location coefficient was replaced by
establishing the territorial zones in local self-government units. The tax rates remained
unchanged, while additional tax reliefs were added. However, the largest charge referred
to the method of calculating the tax liabilities of the taxpayers who keep business
records, that is of legal persons which are now under obligation to use the method of
self-taxation.Asfor natural persons, the major change of the law was concerned with the
categorization of properties. Namely, the buildings intended for recreation and vocation,
as well as the category“other buildings” were removed from the previous categories of
properties, so each of such property needed new classification and new calculation of tax
liabilities. Generally speaking, the property tax should be paid foreach existing property,
except for the exemptions defined by law. There appeared the problem of an adequate
categorization of properties since the tax application form could not provide the insight
what type of buildingis being taxed, that is whether the specific building is a summer
house, shed, storage, or similar structure, so that they could be classified into defined
property categories. Thus, the field inspection showed that some sheds and summer
houses could have been classified into residential structures, or some huts and storages
into garages. These examples from practice showed that some adjoining buildings used
for living were taxed as garages since they could not meet the conditions of residential
structures, and therefore, their estimated average price was much lower.

The property tax basis is determined according to the property’s usable space and
the average price of the propertyin a particular territorial zone. Thus calculated value
of the property, except for land, can be reduced for the amortization rate of up to 1%.
The property’s usable space, which is the subject of taxation,includes: terraces, cellars,
storages, lofts, basements, build in balconies and renovated attics. Thus, this law did not
make exceptions in regards to cellars,basements and storages which used to be taxed at
reduced rate — their full space being now the subject of taxation. The average price
of the square meter of the property per a territorial zone is determined by bylaws
passed by relevant bodies of individual local self-government units. The average price
is calculated on the basis of the price of that type of property, sold in that particular
zone in the period from January 1 to September 30" of the current year. The law does
not regulate the methodology for determining this price and its correct calculation
dependson a continuous and timely collection of available data within legally prescribed
time frames (Miladinovic, 2018, p. 96).

In order to determine the average price of the square meter of the property per
a territorial zone of a local self-government unit, it is necessary to have at least three
sales of this type of property in that particular zone. In case this condition is not met,
the average price is determined based on the average price of the properties sold in
the bordering zone. The bordering zone may be in the same local self-government unit
or in the neighbouring local self-government unit. In case there were no three sales of
properties in these zones either, so the average price could not be determined under this
condition either, then, the average price from the current year is taken for determining
the property tax liability for the next year.

Although this new legal solution for determining the average price may seem
simple at first sight, in practice it proved to be difficult. In small local self-government
units it is almost impossible to accomplish the sale of three properties from all listed
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categories, so they cannot meet this precondition for determining the average price of the
given category of property. Although the legislator had to find the way to integrate the
construction land use charge and the property tax and ensure that the newly established
tax liability is not too low to cause alarge debt in the local governments’ budgets,
itdid not take into account the reallife situation when it decided to use this method of
determining the average property price.

The implementation of the long-awaited changes in the calculation of the property
tax for legal persons started in 2014. The tax basis for the properties whose values are
presented in business records according to the fair value method, in line with international
accounting standards, that is, the international standards of financial reporting and
accepted accounting policies, represents a fair value of the property recorded on the
lastday of the current business year in the legal person’s business records. For the
taxpayers which do not keep their business records according to this method, the tax
basis is established according to the property’s usable space and average market price.
Certain properties are exempt from this calculation on the basis of their intended use
and their accounting value recorded in the taxpayer’s business records on the last they
of the business year is taken as the tax basis for establishing the tax liability. If the
taxpayer presents these properties in its business records separately from the land they
are built on, the sum of the accounting values of the buildings is taken as the tax basis
for calculating the tax liability, while the value of the land is calculated by applying
the average price principle according to the decisions adopted by local self-government
units. If the buildings and the land are presented as a whole, then, the value of the land is
appraised by a certified expert in the field of construction engineering based on the data
recorded on the last day of the business year for the current year. As for the land without
built structures, its value is taken as the tax basis for calculating the tax liability.

The issue that could not be avoided in any tax reform is related to calculating
the tax basis for agricultural and forest land.Since the annual cadastral revenue was not
regularly revaluated, a great number of local self-government units did not establish the
property tax liability for this type of land. Absurdly enough, this tax was presented in
local self-government units’ business records as their expenditure, since the costs of their
accounting and collecting were much higher then the amounts of the actually generated
revenue. Moreover, there is no reason why this kind of property should not be taxed, as
well. Thus, before 2014 the agricultural and forest land represented an unused taxation
resource, but then, in 2014, this issue came into focus of the legislator which resulted in
the change of the method of calculating the land tax that was incorporated in the new tax
law. These novelties related to the new method of calculating the land tax contributed to
much higher annual tax liabilities for the agricultural and forest land owners.However,
the increase of this tax liability did not mean the increase of tax revenue. The new
law provisions contained some inconsistencies which have had a great impact on the
taxpayers’ decisions related to paying this liability. The examples from practice show
that these provisions have some flaws which adversely affect the tax collection and
that the categorization of the property from the earlier period seemed to be a more
adequate solution. However, although the changes of the tax law very soon started to
show some deficiencies, this reform, nevertheless, successfully resolved many problems
and anomalies existing in the previous tax law (Kecman, 2013, p. 79).
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Controversies related to the announced property tax reform

With the development of the new fiscal policy, the property taxation has assumed
new, more significant role; now, it does not only serve as the instrument for generating
income, but also as an additional means of decentralization (Malme, Youngman, 2001, p.
1). After a four-year period of implementing a new system of establishing property tax
liabilities, the Ministry of Finance published a draft version of the modified Property
Tax Law, intended to come into effect in 2019. The previous changes of the law, from the
very beginning of its implementation, were met with criticism from both taxpayers and
the professional public, so much more was expected to come with this reform, to come
sooner at first place.The methodology of establishing the tax basis was changed in the
previous law, but the new procedure has created considerable problems to legal persons
who applied the self-taxation methodology. In addition, local self-government units also
encountered difficulties with establishing the average price of propertiesper territorial
zones. Therefore, it is no wonder that that the upcoming reform is in the focus of great
interest, particularly of the legal persons and the owners of business premises whose
property tax liabilities have been largely increased with the application of 2014 tax law.

New modifications of the tax law are primarily aimed at amending and completing
the old provisions which were inconsistent or ambiguous, thus reflecting the intention
of the authorities to resolve the problems encountered in the practice in the past four
years. The decision to change the property categories and introduce again the category
of “other buildings” that would include all the buildings and structures not intended for
living or conducting business is welcome as a positive change. Garages and parking
places no longer constitute a separate category of property, but were added to another
group. However, since garages always belonged to a separate group of properties, the
opinion is that they should remain as such and that other auxiliary structures, such as
sheds, storages, etc. should be included into the category of “other buildings”.

The restrictions related to land taxation remain in force and a large number of land
owners will not be paying land tax since their property does not exceed the surface of
10ares.The professional opinion is that only large land lots (over 10 ares) should be
the subject of taxation, which is contrary to fiscal logic (Stojanovic, Lapcevic, 2013, p
41) and, therefore, this provision should be changed. If there are no restrictions related
to the size of the buildings to be taxed, there should be no restrictions related to the size
of the land lots, and, in such a case, the implemented integration of the construction land
use charge into the property tax would be justifiable

Another novelty in the draft version of the property tax law is the 40% reduction
of the tax basis for the buildings whose ground floors are below the land surface, whose
adjoining awningstructure exceeds than 10 m2, as well as for the buildings intended
for sport, recreational and fair activities. Cellars became the subject of taxation as fully
usable space in 2014 tax law. However, since this is the part of the property not used
as frequently as other rooms and facilities, it would be logical that this space is taxed
according to reduced rate.

The current provisions of the law regulate the moment when a certain tax liability
comes into effect, while the modifications of this law also foresee the conditions for
terminating this obligation. Due to frequent confusions arisen in practical application of
these provisions, the working draft of the new law more closely describes the situations

42 EKOHOMUKA EEX3]



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

when a tax obligation is assumed and when it ceases to exist. However, the new
provisions do not clarify a dilemma related to meeting the conditions for taxing the
property in terms of its furnishing, as well as in what cases a property ceases to exist and
is no longer the subject of taxation.

One of new solutions found in the draft version of property tax law is related to
the tax rates for establishing the property tax liability of natural persons. The progressive
rate remains in effect, bit it is now reduced for the properties whose tax basis exceeds
10.000.000,00 RSD. If these provisions are adopted, this rate will be 0,40% for the tax
basis of up to 50.000.000,00 RSD, that is 0,5% for the tax basis exceeding 50.000.000,00
RSD. The legislator’s intentions in this case are not quite clear since natural persons who
own more valuable properties should be paying larger taxes. However, this provision
puts such taxpayers in a favorable position.

The draft version of the new tax law no longer foresees a possibility that the
tax basis for legal persons can be a fair value, but it is now calculated as the product
of the property’s usable space and the average market price, reduced for the amount
of amortization. Thus, the methodology of calculating the tax basis for legal persons
became equal to the one used for natural persons, but the provisions regulating a special
category of properties for which the tax basis is determined according to their accounting
values, still remain in effect.

The practical application of the property tax reforms have shown that very often
it was difficult to implement them in real life (Slack, Bird, 2014, p. 2). As soon as this
working draft was made public, it received a lot of criticism, causing it to be replaced
by the second working version after two months. However, there is a great probability
that this second version will be the final one since the beginning of its implementation
is foreseen for January 2019.Majority of the changes that were proposed in the first
working version of the new tax law were removed from the second draft, so it can be
concluded that there will be no radical changes of the current law related to the method
of calculating the tax basis. This means that the key deficiencies encountered in the
current law will not be eliminated and the amounts of tax liabilities will remain almost
unchanged in the next years.

Another tax law novelty is that paths, parking places, polygons, fences, garden
pools, fountains, garden fireplaces, children’s playgrounds, etc. will become the subject
of land taxation. The new provisions describe in more details the property’s usable
space, while in the property categorization, the phrase “other land’ replaces the phrase
“other buildings”. It is going to be very difficult to determine the average price of “other
land” since in practice, during sales, this land has never been distinguished from other
types of land: construction, agricultural or forest land. As for the land without built
structures which is used for growing plants, tree seeding and landscaping, the local self-
government units are given a possibility to decide whether they will tax it as agricultural
or forest land. One of the changes which will definitely provoke critical remarks and
dissatisfaction among taxpayers is related to taxes on unfinished buildings, that is the
properties under construction which have a roughly built frame structure. Bearing in
mind that there is a great number of such properties in the Republic of Serbia which have
been left unfinished for a long time, this decision is justifiable from the aspect of a fair
taxation policy, particularly if we take into account that the current provisions of the
property tax law foresee taxes on ruined properties.
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It was expected that the new property tax reform would resolve the problems
that the local self-government units have been facing in the previous years; however, the
proposed working draft of the modified law does not reflect such intent of the legislator.

Conclusion

The aim of every property tax reform has been to improve the existing taxation
system so that it can generate a larger income and thus contribute to a larger financial
autonomy of local self-government units. The results of the initial reforms had positive
financial effects, but still insufficient to achieve formerly set goals. The application of
new legal provisions pointed to the necessity for further reforms of the tax system aimed
at rather more accountable management of fiscal policy by local self-government units
and creating the budget aimed at more rational planning of revenue and expenses.

The previous modifications and amendments of the tax law brought the
cancellation of the construction land use charge, which was a big change in the financial
system of local self-government units. Before its integration into the property tax,
natural persons generated larger tax income, while the legal persons generated larger
income from construction land use charge.

The current situation shows that natural persons now have larger tax liability,
while legal persons’ annual tax burden is decreased compared to the period when this
liability was established.

Today, the average price of the property’s square meter is different depending
on the category ofthe property it belongs to, while the former law recognized only one
average market price applied to all types of properties. The cancellation of the corrective
quality coefficient which contributed to lower tax basis resolved the problem of reduced
tax basis, but not in the way to justify the integration of construction land use charge and
property tax, particularly when it comes to the fact that the land lots not exceeding 10
acres are still exempt from taxation.

The methodology used for establishing an average market price of certain
categories of properties was designed for “ideal conditions” which practically do not
exist. In the Republic of Serbia , there is a number of small local self-government
units which have difficulties in meeting the legislator’s conditions of an average price
based on at least three sales of a certain category of properties during a certain period of
time. Although the legislator foresaw the existence of such cases, the question remains
whether the average pricescalculated in this alternative way are realistic and justified in
less developed regions.

The decision that all local self-government units are under obligation to publish
all parameters used in establishing the property tax liabilities for the following year until
November 30th of the current year, is viewed as a positive change. The new method of
establishing the property tax basis for natural persons and the new tax application forms
which were modified as a result of the cancellation of the quality coefficient, facilitated
the process of recording new taxpayers by expending the scope of properties due for
taxation. As for legal persons, the change of tax application forms resulted in many
problems and after a four-year period of applying the self-taxation procedure, there is
still a large number of taxpayers whoare submitting incorrect or incomplete applications
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which entails a comprehensive tax inspection. Also, there has been a number of cases
of the abuse of the “fair value’ principle, since this methodology was not correctly
presented in the taxpayers’ business records.

The first proposed draft version of the property tax law has positive aspects
in terms of introducing the category of “other buildings”, as a separate category of
properties which would provide a more equitable method of taxation in terms of their
looks and usability, but explanatory provisions could bring many problems in their
practical application. The removal of the “fair value” principle in taxation of legal
persons’ properties is viewed as a justified solution that can prevent the abuse of its
arbitrary application for the purpose of decreasing tax liabilities.

The second draft version contains very few changes compared to the current
law provisions which sends a clear message that the legislator is not ready to implement
a serious reform of the property tax law. The introduction of the category of “other land”
will not contribute much to the increase of tax income, since this provision will be almost
inapplicable in practice. The financial effects of the decision to tax unfinished buildings
will not be immediately noticed, butit could bring positive outcomesif theseprovisions are
strictly implemented in along term period and if they are equally applied to all taxpayers
who own this category of properties.Given the fact that the price of the construction land
is much higher than the price of agricultural or forest land, the decision to apply the price
of agricultural and forest land for determining the tax basis for the land without built
structures used for growing plants, tree seeding and landscaping, is reasonable.

The implementation of the modified and amended tax law provisions has shown
their both positive and negative sides pointing to the fact that there is still place for some
improvements, that is for the new reform of the property tax system in the Republic of Serbia.
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Vmuyaj unmepHema u OUSUManHux mexHon02uja Ha paszeoj Koukypenmuocmu. Koyu-
He ¢hakmope KOHKYPEHMHOCU NPUSPEOHUX CYOJeKma Ha mp3uinty npeocmasoajy
aKmyenHu KOHKYPeHmu, NOMEHYUjarHU KOHKYDEHMU, CYyNnCmumymu, Kynyu u 000a-
emauu. Osu ghaxmopu 3anpaso npedcmasnajy Illompepog mooen nem cuna, u oHu ye
oumu oemasvHuje obpalheHu y HACMABKY, c8aKa NOHAOCOD.

Kwyune peuu: Konkypenmuocm, mooepre meyxnonocuje, eKoHomcKu paseoj, Ilo-
mepos mooer

Introduction

In today’s time of modern business, where the most important environment or
competition, which is increasingly specific to the globalization of markets and economic
regulation, we can say it is unsuccessful without the use of digital technologies and
the Internet. Powerful competition can bring significant benefits to consumers, taking
into account that manufacturers are superior in terms of product quality, prices, service
delivery, warranty period, deferred payment and various other bonuses to attract as
many customers as possible to their product or service (Urrutia, 2010, p.10). However,
the networking of enterprises and public administration and the development of the
Internet contributed to great changes in the functioning of business systems. In this
way, simple and fast communication is enabled, the transmission of a large amount of
data in, it can be said, one time at a great distance, Internet payment, the creation of
new virtual organizations and other benefits. On the contrary, what may not be the best
part of this type of business, is that there was increased pressure among competitors.
This pressure is most likely created by the gap between the most successful companies,
and those less successful, who are struggling to survive on the market. Because of this,
the research has shown that efficient companies, in static business, can not withstand
the pressure without innovations that are crucial for the survival of enterprises in the
capitalist economy. Companies face the ever-increasing need for digital transition, and
it is necessary to adapt to new changes in a very quick and efficient way (Prepletany,
2013, p.54). Only those companies that adapt very quickly to new conditions can
survive on the market. The speed, scope and impact on the system have led to the fourth
industrial revolution that further enhances the role of information and communication
technologies in companies. The subject of research is the influence of the Internet and
digital technology on the development of competitiveness (Protic & Lazarevic, 2015,
p. 87). The key competitiveness factors of the companies on the market are current
competitors, potential competitors, substitutes, customers and suppliers. These factors
actually represent Potter’s model of five forces, and they will be further elaborated
below, each individually. Internet and digital technologies, by creating new ways to add
value and shifting the power of five competing forces, have changed the competitive
climate in numerous economic activities (Kalac, Masovic, & Ahmetovic, 2017, p. 36).
These changes often require the modification of generic strategies, which sometimes
lead to new combined strategies.
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Competition on the internet

We can say that there are two facts that relate to key Internet basic objects. The
first is that the Internet is based on telecommunications networks and there are a number
of networks - the so-called basic Internet - controlled by an extremely limited number of
companies. Second, it’s someone who needs to administer and manage the Internet system.
This “someone” plays a key role in the development of the Internet market.Competition is
a game - a game that provides end-to-end supplies and functions of demand for a particular
good or service interact in an efficient way (Krstic, Gavric & Skorup, 2018, p. 187). This game
requires a playground and fair rules for the game. We can call the playing field “Market” or,
more precisely, “relevant market”. Competition rules, also called the principles of antitrust,
ensure a fair development of the game. These rules are basically forbidden by two things:
agreements and / or practices between competition that distorts competition (what we call
a secret agreement) and the abuse of the market of monopolists or groups of oligopolists
enjoying the dominant position of those markets (Evans, 2015, p. 24). The purpose of the
ban to ensure the success or failure of the Player depends solely on its own ability to compete.
Competition rules are not applied abstractly. They are always applied in markets that have
very precise boundaries. We need to be clear about who you are competing with, for which
product or service and within which geographic areas. Now, the Internet is not a threat or a
competing advantage. It’s not even a market. We can consider the Internet as a system of
communication on a global network, so-called World Wide Web (Stojanovic & Kostic, 2017,
p.9). This system can be used in many ways and for various purposes by different people.
From an economic perspective, we could see it as a kind of commodity that allows companies
to compete - that is, to offer, sell, buy and (sometimes) distribute goods and services - in a
different way. These are concepts like e-commerce or e-commerce (Balto, 2000, p. 280).

Role and challenges of competition policy in the ICT sector

When it comes to the relevant market, it can be said that this is the most important
element and the starting point for acting in the competition protection segment. Proper
assessment of market share and indirect market power of businesses depends on the exact
definition In the era of expansion of the ICT sector, the global view of competition policy is
a change. The situation is similar in Serbia. Under the influence of high concentration and
interlacing services from individual markets, there are three basic directions that competition
policy applies to modern information and changes in communication technology (ICT). The
directions of change are (Shannon & Weaver, 2016, p. 78):

1. Changing the angle of view and assessment of the relevant market;

2. Balancing between good and bad parties related to engaging in the sphere of

research and development (R & D) and,

3. Careful relationship to patents and licenses, as a basis for the protection of

intellectual property, as well as obstacles to entering the new market.

Taking into account that the market’s borders are too broad, it may seem that companies
are significantly lower market forces, and therefore it can be overlooked that companies have
higher market power, butin reality this is not the case. The relevant market has two components,
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one for products, and the other in the territory where these products are offered, therefore
there is a relevant product market and the relevant geographic market (Turban, 1993, p.26 ).
Therefore, the relevant product market is a set of goods or services that consumers and other
users consider substitutable in the sense of the common purpose, characteristics and price,
while the relevant geographic market of the territory in which the participants participate
in the offer or demand and where there are the same or similar conditions of competition,
which are significantly different from the conditions of competition in neighboring territories
(Lashkowva, et al., 2018, p. 37). As such, the phenomenon of the relevant market is narrower
than the phenomenon of the general concept of the market, which includes the exchange of
goods and services across the territory, regardless of the conditions of competition and the
existence of product substitutability.

Technology opens new data source

All technological innovations, platforms and applications represent a huge potential
form of access to previously untapped data sources. Data can now be collected, e.g. at the
point of sale, and analyze to gain a more complete view of the customer, on the one hand and
on the other hand, to improve and enrich the overall user experience. Moreover, customers
are no longer just “customers”. They are creators of content, merchants and advertisers.
They blog and talk about products with their friends, colleagues, followers, while expanding
on-line sales. They check and contribute to the product review websites, as well as for the
retailing of their own websites and social media sites, expressing their liking, not appeasing
and recommendations. They advocate quality purchased products and services with one
hand while belittling brands and companies that do not fulfill their promises. Mobile digital
technologies enable this and much more anywhere and anytime.

The ability to instantly publish experiences on social media sites and allow others
to comment on posts change consumer behavior in relation to information, collaboration,
interaction, entertainment and maintaining overall awareness. It also changes the way
consumers perceive and react to ads. Stanki¢ et all (2018) identifies earned media as the most
reliable form of advertising for clients. If retailers can take advantage of this trend of open
and unwieldy downloading of communications by putting them on the Internet, this will
inevitably lead to a better position of retailers to formulate up-to-date decisions in the areas of
merchandising and inventory planning, product and service prices, marketing (online and off-
line) and personal targeting. By maintaining integrated communications on both physical and
virtual channels, vendors can have access to digital channels to enhance service in the store.

This is the beginning of the introduction of large data and analytics in the retail industry.
It is known that data is running business and large data analysis can help marketers to deepen
customer insight and bid adjustment, both on-line, and on the basis of a previous overview of
consumer behavior, transactions and interactions while reducing marketing costs, increasing
messages optimizing and maximizing overall marketing performance (Berisha-Shagqiri,
2014, 22). On top of this, large data from digital devices means that traders can more closely
monitor customer behavior in real time. This requires managing customer relationships and
targeted marketing unprecedentedly. Large-scale mining, retailers have a stronger platform
for better management of existing new relationships.
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Extraordinary limitations of the use (or misuse of)
internet for operations

The Internet can be a great system for conducting commercial transactions, buying
and selling many things. However, there are limits to what can be sold or purchased on the
market, regardless of its “virtual” or traditional nature. There are other limitations on how
you can trade with good or service. Certainly, certain issues such as the privacy of our data
on the Internet, consumers’ rights and obligations (consumer protection) over the Internet,
tax on electronic commerce transactions, dispute resolution between parties trading on the
Internet and the prevention of cybercrime should be posed (Kroenke & Hatch, 1994, p. 58).
Then, it is possible to discuss the legal framework currently under construction in the EU
for the purpose of conducting electronic business trade. This framework would be based
on the recently adopted Electronic Commerce Directive and the envisaged directives on
electronic money, property rights over Internet protection or data. All these regulations would
finally establish the limits within which competition on the Internet markets will develop. It
is important to understand that neither the European Union, nor the United States nor any
other economic area in the world can unilaterally impose a framework without the prior
consensus of other areas (Ceganjac, Kostadinovi¢ & Purici¢, 2012, p. 98). Firstly, because
the Internet is what it is, it is global in nature and unlimitedly open to all users in the world.
Secondly, because this nature leads to extra-territorial effects - i.e. decisions adopted far from
our borders that have direct implications for our business and consumers who demand it
by international negotiations (Lunenburg, 2012, p. 7). Otherwise, there is a real risk that
is different, contradictory solutions are being implemented - or attempted to apply - in
different regions of the world. Today, it would be highlighted as a more difficult issue for
such negotiation, the aspect of using private data for commercial purposes on the Internet,
to which the EU would have a more restrictive approach than the US, or an approach to the
enforcement of corporate tax rules outside the EU, but acting on the inside market via the
Internet.

Completed competition on the internet

For many companies, the Internet represents a business opportunity, the ability to
implement investment projects with high expected return rates, improving competitive
advantage or corporate diversification strategies. For many other companies - for some
business sectors in general, in some cases - the Internet can pose a serious threat, as the
functions they perform will disappear with the development of e-commerce. This would be
the case with many intermediary functions (wholesalers, retailers) for which direct Internet
competition is possible. The Internet not only jeopardizes mediation functions. This is also
a challenge for territorial protection agreements, i.e. for a seller who gets full exclusivity for
the commercialization of some goods in a particular territory. The Internet makes it very
easy to know at what prices these goods are offered in neighboring or distant territories and
provide resources for their acquisition from different resellers. It is not unthinkable that these
characteristics can lead to many traditional traders and a category of companies that oppose
new forms of competition over the Internet. Moreover, for the full exploitation of Internet
business opportunities, we are witnessing the concentration of economic power - both in the
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form of mergers and in the form of strategic agreements between companies - which might be
necessary to justify the so-called new economy, but this could mean that the market structures
in This new economy will be controlled by a limited number of players on a global scale.
Consider, for example, the planned mergers between America on Line and Time Varner or
Vivendi / Canal Plus and Seagram. Finally, from a social standpoint, the first requirement
for participation in a new economy based on the ubiquitous use of the Internet and digital
technologies is that it has access to the Internet and those technologies.

It is now clear that even in industrialized countries, a large part of the population will
remain outside the Internet. This could mean a social breakdown that could have negative
consequences for the proper functioning of the economic system. These consequences
would also appear at the international level in relation to relations with developing countries
(Nikoli¢, Vesi¢ & Stosi¢-Mihajlovi¢, Lj, 2017, p. 23).

Image 1: Five Powers of Internet Affiliation:
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moc kupca zamene

Source: Evans, 2015, p. 1.

Entry of new competitors

There is no doubt that digital business is changing the nature of competition. Today
you do not have to worry only about traditional competitors in the industry, but about new
participants outside your industry, equipped with new business models based on digital form
and values (Momcilovi¢ et all, 2017, p.150). Often these are technological giants and startups
that have conceived and built a new business model from the foundation, based on the new
ecosystem of the digital business platform. They use well-known social, mobile, analytical
and cloud technologies, but they often add personas and context, intelligent automation,
Internet stuff and cyber security to further enhance the value of their platform (Zivadinovi¢,
Medi¢, Skorup, 2016, p. 36). In fact, tomorrow’s leader may not be someone you know.
Competition in industry is often regarded as a constant struggle between the same set of
carriers, but in reality, things are far more dynamic and transient (Polis¢uk, 2007, p. 97). As an
example, while 89% of Fortune 500 went out of business between 1955 and 2014, in recent
years, according to R “Rai” Wang of Constellation Research, 52% was merged, acquired,
bankrupt, or fell from the list only 2000. year. Why are new participants moving easily?
Digital business changes rules by reducing traditional barriers to entry. A business model
based on digitization requires far less capital and can bring large economies of scale (Vesi¢
& Radi¢, 2018, p. 60).
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Threats to substitutions

The danger of a substitute has to do with the threat of replacement products or services.
Since the Internet allows for the same jobs to be enabled and done in new ways, the risk
of substitution increases. As far as digital business is concerned, this can come from pure
digital replacements or hybrid digital / physical replacements. Taxi services, such as Uber and
EasyTaxi, for example, provide a hybrid model via a digital application for consumers and
taxi drivers, along with a physical taxis. Digital services wrapped around the physical product
are yet another example and can move from one extremity such as the industrial Internet to
others, such as home automation technologies or personal fitness products.

In addition, the long-term flow of revenue from digital services can be worth much
more than a one-time sale of a physical product. The risk of substitution is high in many
industries, because the cost of switching is low and the willingness of customers to replace it
is high. In the case of taxi services, users can easily switch from traditional models to a new
model by simply installing an application on their smartphone (Papi¢, Stanojevi¢ & Mandic,
2017, p. 196). The tendency to switch from a traditional model is high because of customer
waiting time for taxis, lack of visibility at the taxi site, and so on.

Bargaining power of customers

Perhaps it is the strongest of the five forces that affect the competition in the industry
negotiating power of customers, because the biggest driver of digital business comes from the
needs and expectations of consumers and customers themselves. Due to the fact that consumers
provide more information when making purchasing decisions and reducing the cost of switching,
it can be said that Internet and wireless technologies can increase the negotiating power of the
buyer. This bargaining power represents a new set of expectations for digital customer experience
and requires sustained corporate innovation in all business models, processes, operations,
products and services (Andeli¢, Rasti¢ & Ili¢, 2017, p. 149). Customers and consumers today
have gained much more bargaining power due to instant access to information, social media
insights, including access to reviews and feedback, low cost of switching over digital channels,
price sensitivity, access to substitute products and services with greater ease of use and as well
as increased competitiveness of the industry as a result of other forces. The Internet increases
the power of the buyer or consumers through the Internet because, first and foremost, a large
number of information is relevant to the Internet, and then, the costs that the user pays for this
way of the house are low because of the Internet. Because of this, companies that intend to
seriously deal with this mode of selling must more closely listen to the needs of the customer as
well as to respond efficiently and relatively quickly to their demands.

Bargaining Power of Suppliers

To what extent will the Internet be an advantage or an aggravating circumstance, it can
depend on the position of the supplier along the value chain, as is the case with the buyer’s
power. Suppliers can accelerate or slow down the adoption of a business model based on
digitization based on the way they affect their situation. Those who deal with digital models
themselves, such as using APIs to simplify the ability to form new partnerships and manage
existing ones, can help accelerate your model. The effect of the Internet on the power of the
supplier depends on the nature of the competition in a specific activity. Those who are traditional
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model suppliers and who are asking or still determine their new role in the digital equivalent
can use their bargaining power to slow down or challenge the validity or legality of the new
model (Vesi¢ & Petronijevi¢, 2018, p.151). Good examples are legal and business issues that
emerge in the economy of sharing digital data (eg sharing, sharing rooms, etc.) where suppliers
and other members work to ensure that the business model and process innovations still respect
the established rules, regulations, privacy and security (Andelic & Vesi¢, 2017, p. 18). This
is a positive and necessary development, because, together with the negotiating power of the
customers, it can help to keep the new models “fair” in terms of their functioning.

Rivalry among existing competitors

Finally, existing competitors look at the digital business, trying to understand the
disruptions that arise and prepare their answer. The answers can range from defensive to
offensive measures, and even attack on the first movement (Stosi¢-Mihajlovi¢ & Nikolic,
2017, p. 82). Only those competitors who can use digital technologies and the Internet to
create a recognizable image, who have recently offered products or services, will be able to
capture much of the profits with the help of new technology. This rivalry among competitors
is always in the game, but in recent years digital business has added fuel to the fire, just
as e-commerce has been going on for many years. Rivalry is heated because inbound and
outbound barriers are reduced due to comparative low-cost digital business models, and in
many cases new entrants do not even have to have physical assets or infrastructure.

In particular, the “platform™ model sees significant success on the market by simply
connecting stakeholders and applying a set of peripheral services to enhance user experience.
In this way, platform operators move to the forefront of service delivery and approach the
client without having assets or employees working in the industry (Andeli¢, Nikoli¢ & Vesic,
2017, p. 90). According to an article in The Guardian, “Today, any service provider, and even
content provider, is risking to become a host of platform operators, which, uniting all these
peripherals and simplifying their use, suddenly shifts from the periphery to the Center.” In all,
while preparing different digital business initiatives, a five-force framework can be a useful
way of thinking about the different winds and winds that act on the imaginary model and how
different ingredients can react. In combination with a common value chain analysis, it can help
inform about your strategy and provide some useful insights into what you can find in the way.

Conclusions

Communication is a game that requires fair rules and games in a field called the market.
In this game, two things are forbidden, agreements between competitors and the abuse of the
market of mopnopolost and ologopolists who enjoy the dominant position on the market to
ensure success or failure. The relevant market is a set of goods and services that consumers
and other users consider substitutable in terms of common purpose, characteristics and prices.
We can observe the Internet with a system of communication on the World Wide Web that is
used by various people for various purposes. Changing the viewing angle, balancing between
good and bad parties related to the elimination of the sphere of research and development, and
attentive attitude towards patents and licenses are the basic directions to which the competition
policy relates and the changing of technology communications. There are limits to what can be
bought or sold on the market, regardless of its virtual or traditional nature. The Internet is global
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by nature and unlimited and open to all, and therefore neither the EU nor the US has been any
other economic area that can not unilaterally impose a framework without a prior consensus.

Digital business hampers the five forces of competition in the industry. These forces are
competitiveness, the danger of a substitute, the negotiating power of the buyer, the negotiating
power of the supplier and barriers to entry. Today we do not have to worry about traditional
competitors in India, but about equipped new business models based on digital form and values.
As the dangers of substitution are concerned, this danger is high in many industries, as the cost of
obtaining is low and the inclination of customers to replace is high. Perhaps the strongest of the
five forces is the negotiating power of the buyer, because the biggest driver of digitized business
comes from the needs and the aching of the customers themselves. Also, in the last section, we
also asked the questions to be asked when choosing a business plan and revitalization.

References

Andelic, S., & Vesi¢, T. (2017). The importance of financial analysis for business decision
making. In V. Ristanovi¢ (Ed.), Employment, Education and Entrepreneurship —
EEE2017 (pp.9-25). Belgrade: Faculty of Business Economy and Entrepreneursip.

Andeli¢, S., Nikoli¢, M., Vesi¢, T. (2017). Strategic adjustment of the company changes,
doi:10.5937/ckonomikal 702087A, Ekonomika, 63(2), 87-95.

Andeli¢, S., Rasti¢, A., & Ili¢, D. (2017). Analysis od Trade Condition in Ras Region,
International Review, 2(2), 143-148.

Balto, D. (2000). Emerging Antitrust Issues in Electronic Commerce. Journal of Public
Policy & Marketing, 19(2), 277-286.

Barackai, Z. (1987). Odlucivanje o poslovnim strategijama. Sarajevo: Svjetlost.

Berisha-Shaqiri, A. (2014). Management Information System and Decision-Making,
Academic Journal of Interdisciplinary Studies, 3(2),19-23.

Ceganjac, Z. Kostadinovi¢, J., & Purigi¢, M. (2012). Znalaj menadZera u oblasti
informacionih sistema. In M. Bogavac (Ed.), Menadzment 2012 (pp. 96-99).
Mladenovac: Faculty of Business and Industrial Management ICIM plus.

Evans, N. (2015). How digital business disrupts the five forces of industry competition,
downloaded on 27" of December 2018. from site https://www.cio.com/
article/2976572/emerging-technology/digital-disruption-from-the-perspective-of-
porters-five-forces-framework.html .

Kala¢ B., Masovi¢ L., & Ahmetovic¢ A. (2017). Izbor strateskih opcija u uspostavljanju
ravzoja preduzetnickih organizacija. Novi Pazar, Srbija: Internacionalni
Univerzitet Novi Pazar.

Kroenke, D., Hatch, R. (1994). Management Information Systems, Mitchell McGraw-Hill.

Kirsti¢, M., Gavri¢, G., & Skorup, A. (2018). Strategijski menadzment. Beograd, Srbija:
Visoka skola za poslovnu eknomiju i preduzetnistvo.

Lashkova, Y., Berdibayeva, S., Beissenova, Z., Mun, M., Faizullina, A., Serimbetov,
B., & Gizatullina, A. (2018). The phenomenon of disappearances in the process of
supervision in a permanent professional multimodal supervision group, Psychiatr
Psychol Klin,18 (1), 35-40.

EXEIEKOHOMUKA 55



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

Lunenburg, F. (2012). Organizational Structure: Mintzberg’s Framework, Intentational
Journal of scholarly, academics, intellectual diversity, 14(1), 1-9.

Mom¢ilovi¢, O., Obuéinski, M., Cveti¢, T., Vesi¢, T., & Vujici¢, S. (2017). Application of
structural equation modeling in function of sustainable success of business entities.
In S. Arsovski (Ed.), Quality of Life (pp. 145-151). Kragujevac: Center for Quality,
Faculty of Engineering, University of Kragujevac.

Nikoli¢, M., Vesi¢, T., & Stosi¢-Mihajlovi¢, Lj. (2017). Upravijanje znanjem,
informacijama i organizacionim promenama, Trendovi u poslovanju, 10(2), 19-28.

Papi¢ M., Stanojevi¢ Lj., & Mandi¢ B. (2017). Primer razvoja informacionog podsistema
za naplatu porudzbina u restoranu. In A. Veljovi¢ (Ed.), Informacione tenologije,
obrazovanje i preduzetnistvo — ITOP17 (pp. 193-200). Kragujevac: Faculty of
Techinical Science University of Kragujevac.

Poliscuk, J. (2007). Projektovanje informacionih sistema. Podgorica, Crna Gora:
Elektrotenicki fakultet.

Prepletany, D. (2013). The Impact of Digital Technologies on Innovations in Retail
Business Models. Aalborg, Denmark: Aalborg University.

Protic, D., & Lazarevic, N. (2015). Politika konkurencije u Srbiji — U ¢emu je problem?
Beograd, Srbija: Centar za evropske politike.

Shannon, C., & Weaver, W. (2016). 4 Dictionary of Media and Communication, Oxford
University Press.

Stanki¢, R., Stojkovi¢, D., & Soldi¢-Aleksi¢, J. (2018). Analiza potreba zaposlovnim
informati¢arima na trzistu radne snage Srbije, Anali Ekonomskog fakulteta u Subotici,
54 (39), 235-247.

Stojanovic, B., & Kostic, M. (2017). Information and communication technologies
product market and protection of competition in the Republic of Serbia. Ekonomika,
64(1), 1-12.

Stosi¢-Mihajlovié, Lj., & Nikoli¢, M. (2017), Social entreprencurship supported by
creative economy, doi:10.5937/ekonomikal704075S, Ekonomika, 63(4), 75-88.

Turban, E. (1993). Decision support and expert system. Macmillan Publishing Company,
Third Edition.

Urrutia, B. (2010). Internet and its effects on competition. Paper delivered to the
Universidad Internacional Menendez Pelayo (UIMP) Workshop. Barcelona, Spain.

Vesi¢, T., & Petronijevi¢, J. (2018). Trends in profitability of banks in Serbia through
rational analysis. In D. Cogolojevi¢ (Ed.), Finance and insurance sector industry
(138-155). Belgrade:Faculty of Business Economy and Entrepreneurship.

Vesi¢, T., & Radi¢, N. (2018). Foreign banks - drivers of efficient development or yet
another problem?, DOI: 10.15308/finiz-2018-56-62. In M. Stanisi¢ (Ed.), The role of
financial and non-financial reporting in responsible business operation — FINIZ 2018
(p- 56-62). Belgrade: Singidunum University.

Zivadinovi¢, J., Medié, Z., Skorup, A. (2016). Poslovna informatika. Belgrade: Faculty of
Business Economy and Entrepreneursip.

56 EKOHOMUKA EEX3]



EKOHOMHUKA EX=
ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1)

Vol. 65, january-march 2019, Ne 1
P. 57-65

Natasa Sokolov Milovanéevic!
Aleksandar Graganac?

University “Union - Nikola Tesla”
Faculty of Business and Law, Belgrade

Ana Kitié?
University of Nis
Faculty of Mechanical Engineering

SCIENTIFIC REVIEW ARTICLE
doi:10.5937/ekonomikal901057M
Received November, 19, 2018
Accepted: February, 15,2019

LEADRESHIP IN SERBIAN HEALTHCARE SYSTEM
Abstract

Background|Aim. To discuss current challenges and future perspectives in order to
initiate a debate on the introduction of leadership in Serbias health care system. The
ultimate goal of the review is to provide a ground work on which future standardized
training and credentialing curriculum could be based on. The PubMed and Web of
Science databases were searched in December 2017 and January 2018 for scientific
papers written in English using the keywords: health systems, management, leadership,
medical education. Health care issues have been the subject of intense scientific
discussions around the world for the past two decades. Most attention is drawn to the
efforts of interested countries to find the most effective way of managing complex health
care systems. There is evidence that management is important and that in successful
management, the effects are correlated with management practices and promoted
values. The situation where heads of health care teams of large clinical systems in Serbia
are physicians, requires more attention to be paid to managerial and leadership skills.
Clinical quality depends on employee team work, therefore leadership and management
skills are necessary at all levels. The development of leadership competencies must be
an integral part of the training and eductation of doctors in Serbia. There is currently a
great necessity of a standardized curriculum to be developed and applyed with training
and certification of current and future leaders.
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cmanoapouszosanu npozpam obyke u axpeoumayuje. lamomexe Ilyo6Meo u Beb
o Cyuenye npempagicerne cy y oeyemobpy 2017. u janyapy 2018. 3a nayune pa-
006e HanUCaHe Ha eHANeCKOM KOPUCTEl KbydHe pedu: 30pA6CmeeHt CUCMeM,
MEHAUMeHm, 1UOepcmeo, MeOuyuHcko oopasosarse. llumarea 30pascmeene 3auu-
mume cy npeomem UHMEH3UBHUX HAYUHUX OUCKYCUJA WUPOM c8ema y Nociedre
0se Oeyenuje. Hajeeyy nasicioy noceeiyje Hanopuma 3aunmepecosanx 3eMasma 0a
Hahy HajepuracHuju HauuH ynpassarbd KOMIAEKCHUM 30PA6CTNEEHUM CUCTHEMU-
ma. Ilocmoje ookasu 0a Oa je menayemum 6axcau , u 0a cy epexmu y Kopenayuju
ca NPaKkcomMm y MeHayemHmy u epedHocmuma Koje ce npomosuuty. Cumyayuja y
KOJOJ ¢y PYKOBOOUOYU 30PABCTNEEHUX MUMOBA 6ETUKUX KIUHUYKUX cucmema y Cp-
Ouju nexapu, 3axmeea suule NAXCrHE HA MeHayepcke u audepcke gewmune. Kiu-
HUYKY K8AUMEN 3a8Uctl 00 paod mumMcKoz 0cobba, cmoea ¢y nompebHte audepcke
U MeHayepcKe seuimuHe Ha ceum Husouma. Paseoj nudepckux komnemenyuja mopa
oumu cacmasnu 0eo obyke u eoykayuje rexkapa y Cpouju. Tpenymrno nocmoju e-
UKa nompeda 3a pazeujaroem i RPUMeHOM CMAHOAPOUIUPAHO2 HACTNABHO2 NIAHA
u npoepama ¢ 0byKom u cepmupurayujom cadaursux u 6y0yyux auodepa.

Kwyune peuu: menayemenm, 60hcmeo, Meouyuncka eoykayuja

Introduction/ Background

Nations around the world organize and develop their health systems in accordance
with their own needs and resources, which leads to great differences in experience and
understanding. A good health system brings quality services to people around the world,
whenever and wherever the need arises. Services themselves vary on a country basis, but
generally require a robust funding mechanism; a qualified and financially satisifed labour;
reliable information behind decisions and policies; adequate facilities and logistics to
provide quality medicines and technologies (Ferre et al., 2014; Daniels et. al., 2017). The
quality of health care in the Balkan countries today is far lower than the European average
(Buttigieg et. al., 2016). The health care system of Serbia has the highest number of
employees in the region, but it allocates the least money for the sector (Al Jazeera Balkans,
2018). As health care costs today are rising faster than the costs of other services, providers
of health services in Serbia, especially the hospitals, are under constant pressure. The main
challenges are increased costs and variations in quality. A major concern is also the return of
invested funds. Faced with the financial crisis and fear of the unsustainability of the health
system, there is a constant pressure from the authorities to reduce costs, although resources
are becoming more expensive and the patients’ expectations are increasing. The migration
of medical personnel from Serbia is becoming a trend; the consequences are obvious and
the expectations are unfavorable. The results of the research “Migration of health workers
from the Western Balkans countries - analysis of the causes, consequences and policies”
recently published by the Institute of Public Health of Serbia showed that health care
workers on the way to other countries are mostly forced by low income, inability to get
employed, job dissatisfaction, and by the position of doctors in the society, followed by the
lack of conditions for professional development and career development, poor working
conditions, poor organization and nepotism(Institute of Public Health of Serbia “Dr Milan
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Jovanovi¢ Batut.” Migration of health workers from the Western Balkans countries -
analysis of causes, consequences and policies 2017). In order to tackle the challenges that
the health system in Serbia faces today, a deep understanding of the resulting situation, the
response of the competent authorities, the planned actions of the scientific community, and
the concrete contribution of all stakeholders are needed. These are difficult decisions, and
it is unclear what the right or acceptable solution is and what is not in such specific areas
of human practice.

Methodology

The PubMed and Web of Science databases were searched in December 2017 and
January 2018 for scientific papers written in English using the keywords: health systems,
management, leadership, medical education.

Discussion

Based on the review of available literature, this article discusses knowledge
flows on how management can affect the quality and sustainability of health systems
and organizations. Health care service provider issues have been the subject of intense
scientific discussions around the world for the past two decades. Most attention is paid to
the efforts of interested countries to find out the most effective way of managing complex
health care systems. There is a belief that management is important and that in successful
management, the effects are correlated with management practices and promoted values
(Goodall 2011). Recent studies have highly underlined the importance of governance in
the health sector: a positive correlation between clinical and economic performance has
been found; management can affect the quality and sustainability of health systems and
organizations. (Fitzgerald 2015)

Of course, there are still many open questions, including the topic of managing a
complex health care system. Globally, the view that medical organizations run by doctors
are working better than others is dominant. The following benefits of medical engagement
are highlighted: lower patient mortality rates, less serious incidents, maintenance of high
level of service delivery and patient care, good financial status, achievement of set goals,
maintenance of basic standards (Macinati et al., 2016). In Serbia, the healthcare system
is traditionally administered by doctors. The Law on Health Care from 2010 allows the
appointment of non-medical professionals as directors if the training on health services
management has been successfully completed. This raises important questions about the
role that doctors can and should have in creating the future of medicine in Serbia. There
are a lot of dilemmas about how to increase, support and invest in the development of
leadership and managerial skills. Scientific experts express doubt and warn that such
efforts will not be enough unless accompanied by clear and long-term development of
managerial skills through well-designed and regular education. Such education should
not be an addition to the already complex process of medical education and training
(Sarto, Veronesi 2016).

Leadership and governance are two different entities. Not all leaders are managers
and not all managers are leaders. The manager focuses on systems and structure, the
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leader focuses on people. Management means developing formal plans and monitoring
results. Leadership deals with confronting change and establishing a vision. The ability
for medical (clinical) leadership and management should be considered as an essential
part of the development of professional competence among doctors, addressed at all
levels of their training. Medical leadership is a key part of the professional work of a
doctor, regardless of specialty and appointment. Therefore, doctors in Serbia should be
more actively involved in the planning, provision and transformation of health services
(Xenikou, 2017). It is their duty to contribute to the development of the institution in
which they work and to fulfill what society needs in the future. It is a way for a doctor
to stay in touch with clinical reality, and at the same time to plan its future in the form of
new ideas and current projects. This would also contribute to the integration of clinical
and managerial interventions that the complex needs of health systems require today
(Macinati et. al., 2016).

In recent years, especially due to the pressures of financial crisis, there is an
increasingly obvious need for a broader perspective on the quality of health services.
It seems that clinicians and managers can no longer work in isolation, because every
manager-clinician conflict is regularly transformed into a competition for resources.
Managers and clinicians in Serbia are aware of this and tend to integrate operational
and clinical processes. It is not enough for clinicians to act only as practitioners in their
discipline. It has become obvious that they have to act today as partners by accepting
the shared responsibility for the success of the organization and its services. Groups are
often more loyal to the leader than the manager. Why? A leader is followed naturally,
whereas managers have to be respected. Only working together, the leadership of a
health organization can provide the quality health care needed today: in a holistic and
integrated way. Natural disasters, which have been common in the past decade, provide
the best example of how clinicians and managers can act synergistically (Sterbenz.,
Chung 2017).

At the macroeconomic level, health is a factor that has direct implications for
the proper conduct of life and economic and social activity. Health is “the collective
value of a higher interest” (Lacronikue, 2005). The health of each individual and the
nation is directly proportional to their quality of life. The quality of life is defined as the
perception of individuals about their own position in life in the context of the culture and
system of values in which they live, as well as according to their goals, expectations,
standards and interests. It is a broad concept made up of individuals’ physical health,
psychological status, financial independence, social relations and their relationship to
significant environmental characteristics. Our consciousness is the one that principally
shapes quality of life, health, and ability . What people people more and more strive for
is inner satisfaction. Happiness is the primary goal of human existence (Lega, Sartirana
2017). At the international level, welfare improvements are increasingly seen as an
alternative to increasing gross national product (GNP) as a measure of progress and the
nation’s goal. Well-being is well beyond any good (Bocelli 1938). One of the leading
nations in the debate on welfare policy is Britain where Parliament established working
groups for the welfare economy, which points to the view that well-being has become an
arena for political debate. The UK government launched in 2015 a new advisory center
based on evidence of well-known “What Works”. The purpose of the Center is to provide
guidance to national, regional and local policy makers and other stakeholders on best
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welfare improvements in the UK, and to encourage stakeholders to make decisions based
on the impact of different political options on the welfare of the nation (Kirkpatrick et
al., 2016)

Currently everything happens 20 times faster than a few decades ago. Our spiritual
growth and maturation are also accelerating, and in addition, healing is faster. However,
health care planning is often described as evolutionary rather than revolutionary.
The change is the nature of reality. We are all in the path of personal change and the
simultaneous changing of the world around us. But no problem can be solved at the same
level of consciousness on which it originated (Einstein). This is achieved by gaining
insight into his abilities - spiritual development, self-evolution. For the development
and training of employees in this direction, the most successful companies in the world
allocate as much as ten percent of total income. In Serbia, only about one or two percent
is allocated for such needs. Increased awareness and flexibility lead to the revitalization
of both personal and professional life, and personal and professional development
go hand in hand with each other. Quantum physics has confirmed the importance of
the level of consciousness and intent of the individual - the force behind everything
created. Therefore, health organizations, wherever they are, should now provide quality
health care in a holistic and integrated way with the help of clinicians and managers.
The characteristics of quality health care are: efficiency, accessibility, equality, safety
and effectiveness. All this with a focus on the patient is a platform in which clinicians
and managers can identify clinical and operational processes that would enable them
to provide health care in a desirable, comprehensive way. Its major weakness is that it
turns holistic medicine into art rather than science because the physician must master the
intention, which is a poorly understood dimension of existence. Also, the treatment and
management of complex health systems requires a constant compromise between the
need to reduce costs and improve the quality of health care, which greatly slows down
the process of progress and the expected improvement (Kirkpatrick et al., 2016)

It has become a familiar cry in recent years that more doctors should take up senior
management and leadership roles in the health service. Some countries, such as Australia,
Canada and the UK, already have medical education and developed competency
frameworks for management and leadership. Broader literature on leadership suggests
that some leadership behaviors are universally supported, but there are also those that are
culturally determined. At the global level, debates are still ongoing, how to coordinate
medical education with changing socio-economic needs and organizing health systems.
Most health systems continue to face multiple challenges during the management
process. For example, the intelligent use of information technology has become essential
for effective leadership. Health informatics has developed over the years and is one of
the important pillars in providing quality health care. IT systems of the European health
sector, compared to other industries, are still not at a desirable level. The challenge of the
digital world can not be seen only as a challenge, but as a future perspective (Martin et
al. 2015; Spurgeon et. al. 2015)

Doctors in managerial positions are important for hospital performance. The
question arises what role they can and should have in creating the future of medicine.
Considering the great investment in time and resources necessary for their training,
it is reasonable to investigate whether placing future physicians in leadership roles is
a valuable investment. There is a prediction that a large number of doctors who now
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perform the tasks of managers will soon retire, and that leadership competencies among
young doctors must be developed. The conclusion of the assessment of leadership
education indicates that there are serious shortcomings in the number and quality of
leader (Savage et. al., 2017; Straus et. al., 2013).

Leaders are those employees who discover new directions for continuation.
Therefore, the process of change in Serbian health care should be efficiently and
comprehensively addressed, by identifying the leadership potential among employees,
by inducing team spirit and the ability to function within the team, by takin into account
technological and other non-technological opportunities, such as climate culture and
human resources. In order to achieve greater organizational outcomes, knowledge is
needed on how to identify a medical leader and how they can support this mission. It
is necessary to make smart decisions, not to accept the loss of human resources and to
experiment with bad decisions. Evidence of decision-making must be used at all levels -
tactically, operationally and strategically (Xenikou 2017).

How to recognize the leader

Leadership is the ability to influence a group towards achieving goals. A leader is
a person who is able to understand the common goal, as well as to express the collective
intent and will of the group. The effectiveness of leadership comes from the ability of
the leader to inspire, communicate and coordinate within the group, solve problems
and learn. Leadership is motivation. The style of management manages the motivation,
morale and retention of staff. The leader believes in what he is promoting, does not just
do it for personal gain, but to help as many people as possible. The team views the team’s
work as a group synergy. Successful synergy means achieving better results in the team
compared to individual results. The vision of the leader and the creative mind leads
employees into collective value creation. Meaning, creativity and purpose are the three
deepest motivational factors of each human being. These are spiritual contents that make
up the essence of spiritual intelligence. Spiritual intelligence is indispensable for many
obstacles that managers, leaders and their teams face on daily basis. Self-awareness is the
basis of spiritual intelligence. This is what every manager and / or leader must recognize
and initiate within his team (Shearrer 2012).

Healthcare in Serbia requires leaders who do not develop their own ego but
institutions they manage, who have a holistic approach - a global view of the whole
situation that is seen as a whole of related parts - where an individual within the
group is enabled to exercise his own personal rhythm, with all its potentials. Personal
characteristics of a leader are charisma, enthusiasm, courage, and empathy. In team
work, he advocates mutual trust, respect for the ideas of employees and respect for their
feelings. If leadership is a motivation, then a person who knows how to motivate can be
a leader because he can be trained for leadership. Individuals who do this will appear as
leaders who generate performance that is beyond expectations. It may be useful to bear in
mind that “willing” unlike “accidental” medical leaders are more capable of “absorbing”
or constructing managerial expertise (Tsai et al,. 2015).
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A way forward

Health care management and leadership is essential, but neglected aspect of
medical training in Serbia. Changes in curricula and innovation are inevitable parts
of progress in undergraduate and postgraduate studies in medical education. Lack of
training promotes poor decision-making and inadequate health services that negatively
affect end users. An integrated approach to the management of health care and education
of medical leadership at the undergraduate level is needed in order to enable physicians
to be effective leaders who manage resources in an appropriate manner and in accordance
with quality requirements. The health care system today needs to provide quality health
care in a holistic and integrated way with the help of clinicians and managers (Sterbenz
et. al., 2017).

Discussions of the future of medical education and the need to include training that
allows doctors to contribute to the management, maintenance and reform of health care
delivery models, continues the debates that have taken place since the introduction of new
public governance reforms. It was found that the leadership of a physician can improve
the performance of the health care system in terms of: social responsibility (community
contribution), adoption of reforms and information technologies, management of
financial and operational resources, quality of care (including health outcomes, patient
safety and experience of care) and staff satisfaction and their retention. The situation that
physicians at the head of the health care teams of significant clinical systems in Serbia
requires that more attention is paid to managerial and leadership skills. What we need
to know is why and how to increase, support and directly invest in the development of
clinical leadership in Stabia; define the role of a doctor, their organizational and clinical
responsibility, and how they can be educated to fulfill what society needs in the future
(Bank et. al., 2017).

We have used the approach to finding scientific literature for discussion about how
management can affect the quality and sustainability of health systems, all in an effort to
draw the attention of competent authorities and stakeholders and initiate their joint action
in order to evolve health care in Serbia. Clinical quality depends on interprofessional
team work and, therefore, leadership and management skills are needed at all levels.
The development of leadership competencies must be an integral part of the training and
education of doctors in Serbia. There is currently a great need for a standardized curriculum
to be developed and used for training and credentialing of current and future leaders. There
is currently a great necessity of standardized curriculum to be developed and applzed with
training and certification of current and future leaders. Modification and innovation in
curriculum are unavoidable on the road to progress in postgraduate medical education. For
the idea of change that adds value to the already existing content it is necessary that the idea
is adopted and becomes a routine - standard practice. This requires excellent organizational
ability and clinical responsibility in order to create content in practice necessary for Serbian
society. Although the implementation of healthcare changes has been known as challenging,
change management experts rarely choose to support it. They argue that organizational
readiness for change is a critical obstacle to the successful implementation of the initiative
for change (Kirkpatrick et al., 2016).

Areweready? Are Srbian clinical teaching teams ready for changes at organizational
level? There is a need to highligth research into readiness for change at a clinical level.
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This article is part of a larger study that focused on issues related to quality,

performance and health care management and leadership in the system.
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APBUTPAKHO PEINABAIBE MEBYHAPO/HUX
ITPUBPEJTHUX CIIOPOBA Y OKBUPY MEBYHAPOJHUX
OPTAHM3AIIMJA Y YCJIOBUMA UHTET'PAIMOHUX
ITPOLECA

Ancrpakr

YV caspemenom ceemy senuxa nasicra noceehiyje ce unmezpayuonum npoyecuma
KAO UMNEPaAmugy MHOSUM CEEMCKUM PESUOHUMA, 20€ Ce VHYMAp Mux pecuond
3eMmbe YOPYIUCYJy ¢ yumem pazmeHe KOMNApAmueHux npeoHOCmu U jauarsd
CBOJUX EKOHOMCKUX NO3UYUJA YHYMAP UHMEZPUCAHO2 NOOPYYjd, KAO U 8aH Fbeld.
Pasznoeca u momusea uma suue, ceu guoe ceojy wWancy 0a nojavajy eKoHoMcKy moh,
00K Hepassujene 3eMme Wil 3eMbe Y MPAH3UYUjU Uoe Ceoje WaHce Kpo3 pasHe
nosiacmuye u penymayujy Koje maxeum yopysrcusarouma oooujajy. Mehymum, kao
uy ceum Opy2um OpyumeeHuM 0OHOCUMA U Y MelyHapOOHUM, NOCEOHO eKOHOMCKUM,
Mmodice dofiu 00 cnoposa, duje je pewiasarse, 3002 cneyuduuHOCmMuU MAKEUX 00OHOCA
u cnoposa, 008en0 00 passuja cucmema NOCeOHUX U U3AOPAHUX APOUMPAHCHUX
cyoosa. Y pady ce ananuzupa u cneyugpuuan nouoxcaj u npasHu cyojekmusumem
Mehynapoonux opeanuzayuja, paou npumeHne npasuid O HwUxo8oj 002060PHOCMU
V pewiasaiby npeomemuux cnoposa. Ymephusarem npasnoe cyojexmugumema
Mehynapoonux opeanuzayuja y 3acHU8arwy MehyHapooHO-npasHux u eKOHOMCKUX
00HOCa, mj. cnocobnocmu 0a y ceoje ume npeysumajy npasa u obasesze, ymaphyje
ce U HUX08a 002060PHOCHL 3 HENOWMOBATLE NPABA U HEUCNYIbABAIbe 00a6e3d Y
MelyHapOHonpaeHom nopemky.

Kuwyune peuu: mehynapooue opeanuzayuje, meh)ynapoonu cnoposu, apoumpa-
Jrce, npasHu cydjekmusumem meh)yHapoOHUX opeanuzayuja, 002080pHocm melyHa-
POOHUX OP2AHU3AYUJA, UHMESPAYUOHU NPOYECU.

Introduction

Entities of international law are all persons who can be the bearers of rights
and obligations in the international legal order, first and foremost those are states and
international organizations. However, the subjectivity of international organizations is
in many respects distinctive. Likewise, the international legal status of international
organizations varies from case to case. The quality, nature and scope of the specific
international legal subjectivity of international organizations is not identical and depends
on the specific, both constitutive and functional characteristics of the organizations
themselves. So, for example, the international legal subjectivity of the UN and the Council
of Europe differs in terms of, activities, goals and membership, even though they have
all the same constituent elements. On the other hand, subjectivity, OSCE in relation to
the previous two organizations is even more distinct, and when we add to this the issues
that arise in terms of the international legal subjectivity of the European Union, we can
see how this is a really complex question (Savi¢, 2016, p. 176). Namely, the European
Union, although it has elements of an international organization, today constitutes a

68 EKOHOMUKA EEX3]



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

specific federation of federal states, or of a confederal character (Vukadinovi¢, 2006, p.
79-103).

Integration processes, as an important element that marks international legal
and economic relations in the contemporary world, the issue of subjectivity and the
responsibility of international organizations are, moreover, legally complicated. Given
the motives and goals, it represents an original historical phenomenon that begins after
the Second World War. Since then, the development of integration has been taking place
uninterruptedly throughout, practically in all parts of the modern world. Concerning
content elements, some specific integration units have already entered the phase of
building complex and diverse management systems (EU), others put emphasis on market-
based interconnection (ASEAN), while others insist on the effects of interdependent
division of labor (NAFTA). In addition, the fact that integration processes continue
with unlimited intensity in terms of deepening, especially the economic content of their
connection, should be added.

Itis precisely from the positions of significant achievements and the future course of
this process that we can estimate that integration processes are, at their core, a progressive
historical phenomenon. The basic guiding idea is to create a maximally liberal market
economy that best fits private capital and the basic sense of its existence. In addition to
this, there is also a range of concepts of integration. It is known that integration leads to
unevenness in economic development, as well as significant instability. Following these
dangers, transnational organizations have been gradually formed, as well as the necessary
means by which they influence the more balanced development and harmonious social
division of labor. The question arises as to whether an integration can exist, and at the
same time it does not have a discriminatory character, if it is known that they are created
primarily to protect and foster the interests of its members.

Likewise, as in all other social relations and in international economic relations,
there may be disputes between the parties in the economic relationship, the subject of
the contract, etc. In such cases, mechanisms are needed that can enable the settlement
of disputes. Of course, in those cases available to the parties to the dispute are those
mechanisms that are otherwise available for resolving disputes in any conflicts, or
appropriate courts.

However, international economic relations are somewhat specific, primarily
because the affairs in these relations are based primarily on the agreement of the will
of the parties involved in such relations. This freedom of will implies that the parties to
the dispute themselves decide on the manner of resolving disputes that might arise from
such relations. This led to the development of a system of special, selected courts, an
arbitration in international economic relations. Moreover, arbitration proceedings are the
prevailing way of resolving international economic disputes. This, furthermore, implies
that there is a high degree of commitment to their decisions, that is, that the parties to a
high-level dispute recognize the decisions of those elected courts.

This led to the undeniable fact that international or national arbitrations today
are the prevailing way of resolving international commercial disputes. Although neither
the international courts have lost any significance in this regard, it is undisputed that
arbitration has far greater significance in resolving international commercial disputes
from courts (Starcevi¢, 2007, p. 71).
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Previous determination of the concept of legal
subjectivity of international organizations

Definition of international organizations

In the doctrine of international law there is no generally accepted and
comprehensive definition of international organizations that would apply to all
organizations of an international character. This is not surprising given the wide range
of organizations that can be considered international organizations under international
law. That is why it is often resorted to by listing those elements that are substantially
determined by its international character. One of the most commonly used definitions
is conceptually determined by international organizations as a permanent form of
cooperation among states established by agreement, in order to achieve a common goal
and which has autonomy in relation to states, with special bodies whose function is to
fulfill the goals of the organization (Encyclopedia of Public International Law, 1995, p.
1289). A similar definition can be found in other authors who designate international
organizations as “the collectivity of states established by an international treaty, with
the statute and common bodies and subjectivity different from the subjectivity of its
member states, which is also a subject of international law with the power to conclude
international treaties.” The International Law Commission-ILC, in its Article 2 (a)
Membership Plan, determines that the term “international organization” refers to an
organization established by a contract or other instrument governed by international law,
which has its own international legal personality. International organizations as their
members, in addition to states, may include other entities. It is precisely this definition of
the concept of an international organization that has common characteristics relevant to
their responsibility for acts contrary to international law. Therefore, one should not seek
to define the concept of an international organization in order to apply it universally, but
so that their conceptual determination is of a purposeful character, such as the need to
apply the rules of international responsibility of such organizations.

International organization as a legal entity

Since only subjects of international law can bear responsibility for unlawful
acts, the presumption of international responsibility is possession of international legal
subjectivity. For a long time, states were considered the only subjects of international
law. However, the creation and multiplication of international organizations necessarily
posed the question of their international legal subjectivity. With the responsibility of
states for unlawful acts, the question of subjectivity is not raised, because they are the
primary subjects of international law. When, in particular, it is a matter of the legal
personality of international organizations, we can say that for a long time in legal
theory there were no harmonized views, especially in details, on whether, to what extent
and which international organizations are subjects of international law. Therefore, in
international organizations, the issue of possession of international legal subjectivity is a
prerequisite for applying the rules of international accountability. The legal subjectivity
of international organizations, regardless of all differences and specificities, can be
determined through several important elements. First, it is the existence of formal legal
conditions for the emergence of concrete international legal relations, which international
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organizations provide through their actions on the basis of conventions, agreements
and administrative acts. Secondly, international organizations, through the functioning
of their bodies, decide independently, regardless of the will of the Member States that
established them, and not on their behalf, but take concrete actions in their own name
and for their own account (Krivokapi¢, 2011, p. 104). Then, we can determine the legal
nature of international organizations by observing its constituent elements, which are
essential for the existence or absence of a legal entity of an international organization.
By formulating the constituent elements, they acquire legal and business capacity, which
means they have the capacity to be the bearers of certain rights and obligations in the
international legal order and can independently participate in international legal relations
as legal persons. This further means that they have international legal personality, that is,
they can be considered as subjects of international law. However, the nature and quality
of their international legal subjectivity are specific, and their legal personality in the
international legal order has certain formal legal restrictions because they do not possess
procedural and delictal ability in the full sense of the word (Savi¢, 2016, p. 177). The
limits of their legal and business capacity are determined by the states when concluding
the act on the establishment of international organizations defining the scope of activities
of the international organization. It is the founding act and its entrusted activities within
the framework of the legal and business capacity of the international organization itself.
The complexity of the legal issue of the international legal subjectivity of international
organizations completes their special status both in terms of the internal law of the state
on whose territory the seat of the international organization is, as well as the special legal
order of its members. At the same time, it must be one legal personality, both in internal
and international law in general. It can be concluded that the issue of the legal capacity
of international organizations is not problematic, since it is acquired by itself by the very
founding itself.

Problems arise in determining their business ability (Luki¢ and Kosuti¢, 2006). In
the legal theory, it is generally accepted that one person, entity, organization, etc., in order
to be considered a legal entity, must simultaneously integrate legal and business capacity.
Therefore, it is not disputable the issue of an international organization as a legal person
in internal national law, because it is, in this sense, a subject of law. However, despite
the legal complexity and all open dilemmas about the quality of international legal
subjectivity, we can conclude that international organizations possess concrete abilities
as unique legal persons, on the basis of which they enjoy specific legal subjectivity.

The constituent elements of international organizations. International organizations
are constituted by formal decisions by states, whose will is embedded in the constitutive
instruments of these organizations (NeSovi¢ and Jerotijevi¢, 2018, p. 91). Therefore,
the legal nature, status and jurisdiction of international organizations depends on the
conceptual definition and content of the constituent elements on the basis of which they
are established. Costume elements represent the basic common characteristics that make
up the unique essence of international organizations. By determining and analyzing the
essence of the constituent elements, the international legal subjectivity of organizations,
their legal nature, status and scope of activities, respectively, are determined. jurisdiction.
First, the constituent element of international organizations are states as the basic creative
subject in the process of their creation. The legal nature of inter-national organizations
is inter-state, which means that they represent an instrument and institutional framework
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for voluntary cooperation between states, hence the undisputed influence of Member
States (Avramov and Krec¢a, 2008, p. 171). International organizations do not have an
independent will, because they can stand alone on the basis of the founding act, entrusted
with jurisdiction by the states. Then, countries participate in the work of bodies and other
bodies of international organizations that result in binding decisions. These decisions
reflect the will and political power of the member states, and the mandate for their
implementation is entrusted to the international organizations within which they have
been passed. On the other hand, by establishing, or by joining an organization, the states
voluntarily committed themselves to adhering to the legal rules that were embedded
in a concrete, founding international treaty, thereby limiting some of their rights and
undertaking specific obligations. One of the constituent elements is a multilateral
international treaty, which is voluntarily concluded and without which an international
organization would not exist, as an instrument of its founding. This founding international
treaty establishes the basic prerequisites for the existence of an international organization
such as: reasons and objectives for establishment, area and competencies, organs and
bodies of the organization, manner of dispute settlement between member states,
accession procedures, rights and duties of members, etc. As it is an international treaty
of constitutive character, some theorists define it as a constitution of an international
organization. One key question is raised here: are international organizations the result
of purely international contracting or there is another feature of their subjectivity, that
is, is the subjectivity of international organizations a mere accumulation of the will
of the states (Savi¢, 2016, p. 182)? It can be said that the subjectivity of international
organizations does not represent the accumulation of the will of the states, but implies
the autonomy of will, although limited and directly manifested in international legal
relations, “international organizations were created to help members deal with issues
that each member can not deal with in sovereign isolation” (Blikker and Wessel, p.
1-8, 2005). “International organizations are not the substratum of states, but the bodies
through which the common goals of several states are realized, they do not absorb the
complete personality of the state, but through their overall cooperation, their functioning
(Lat. corpora), the organization appears as a separate person (Avramov and Kreca, 2008,
p. 171).”

Then, the constituent element is the organs of an international organization through
which the adopted decisions of the organization are put into operation. For this reason,
international organizations, without doubt, determine international legal subjectivity.
International organizations, as a rule, have the main, basic organs that represent its pillar,
both in formal and factual terms. Depending on the nature of the organization itself, these
bodies can be administrative, executive, plenary, advisory, or judicial.

Activity, or competence, can be considered as the following constituent element
of an international organization. By the conclusion of the founding international treaty,
depending on the nature of the association, the state determines the field of activity, which
is usually predetermined by the type of international organization itself. The activities of
international organizations are closely related to its goals. Certainly, the intentions of the
founding states are crucial, because the states that conclude the founding act by establishing
the organization itself determine the competencies of the international organization, on
the basis of which a conclusion can be made directly about the existence or non-existence
of its international legal subjectivity. Furthermore, in addition to an international treaty,
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it is necessary to adopt and enter into force the statute of an organization that also
constitutes a constituent element of an international organization. This document defines
the organizational framework of the organization and, above all, refers to the acquisition
of the legal personality of an international organization. Together with the founding act
that is the basis of the legal capacity of an international organization, it closes the whole
of'its legal personality. The Statute is most often regulated by the procedures and method
of decision making, as well as additional competencies of the body of the organization.
It has already been said that an international organization, as a subject of international
law, within the limits of its jurisdiction, has its own autonomous will, which differs from
the special will of the Contracting States, and is directly responsible for the adoption
of its acts and actions undertaken in order to implement them in life. Thus, we come to
autonomy, as a constituent element, which together with the above mentioned elements
rounds up the international legal subjectivity of international organizations. Although
the international organization enjoys its autonomy within the jurisdiction defined by the
provisions of the founding treaty, and in accordance with these norms, and outside the
framework of the framework loses its legal capacity, its international legal subjectivity
is undisputed. Based on its constituent elements within a defined framework, an
international organization has legal and business capacity.

Membership in international organizations

Membership in international organizations implies certain rights and obligations
for members of that organization. In other words, by ratifying the founding act, the
organization’s members accept the rights and obligations arising from it. One of the
fundamental rights of the members is to participate in the work of this organization, while
their primary duty is to conscientiously implement the decisions of the organization.
In the event that a member does not fulfill his obligations to the organization, the
organization may take certain measures, from the limitation of some rights to suspension
and exclusion. The question is, who can be a member of an international organization?
It is indisputable and, at the same time, the rule that states are the most important
members of an international organization, either its founders, those who later joined
or received it. In its definition of an international organization, for the purposes of the
Draft Members’ Responsibility, ILC has determined that members of an international
organization, in addition to States, may be other international organizations, territories
other than independent states and private entities, accepting such an existing trend in
practice. This attitude has been accepted by many countries. However, it can be said that
these are exemptions from the rules that only states can be members of the organization
and this is a presumption for any organization regardless of whether it is provided for by
the founding contract or not. Exceptions to this rule (territories that do not have all the
features of the state, other international organizations, private entities) must be explicitly
envisaged by the founding act.

There are several forms of membership in international organizations: 1) full
members who participate in all the activities of the organization and have full scope of
rights. Most often, the founding act stipulates that only countries can have this status.
In recent times, the founding acts contain the possibility of full membership of other
international organizations in them, and less often territories other than independent
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states; 2) Associated Members who can participate in the work of the organization,
but do not have a vote in the plenary; 3) partial members are not members of the
organization, but are full members of some of its bodies. In the doctrine of international
law, it is considered that the form of membership does not affect the very definition of an
international organization, but that it concerns the responsibilities of the members. Only
when there is a basis for the responsibility of the members in relation to the acts of the
organization, then the category of membership becomes relevant. Greater responsibility
exists with full members of the international organization, as they enjoy the full range of
rights and obligations in relation to affiliated and partial members (Papi¢, 2011, p. 106).

Dispute resolution within international organizations

The accelerated development of the world market has contributed to the creation
of an extremely dynamic process of the traffic of people, goods and capital. This has
contributed to the development of international contractual relations arising from
contracts that are tied to at least two countries. The existence of several different legal
systems of economic and civil law at the state level is the starting point for the existence
of international commercial law in its contemporary form. When a particular factual
situation in one legal matter is linked to more such systems, it is necessary to ask which
rules to apply. This can be achieved through the rules of international private law, which
implies the application of one of the systems of individual states, the selection of which
is based on some criteria (collision method) or the application of international uniform
legal rules by applying unified (uniform) norms (the substance).

International unification is the process of equalizing legal norms that apply in
different countries. For many years now, internationally, efforts have been made
to achieve the unification of substantive law in the civil sector, and especially in the
economic field. The unification lawmakers start from the thesis that by passing unified
unified rules eliminates the space for the emergence of conflicts of law, so the need for
the application of collision norms ceases. However, the practice so far has shown that
this is not always easy and that there are many temptations on the road to real unification.
By adopting uniform rules applicable to contracts concluded in various legal, economic
and social systems, the removal of obstacles to the conduct of international business
transactions contributes to the development of international traffic and the achievement
of legal certainty in general. Therefore, the unification of international contract law
has become a permanent tendency for business people, national legislators and legal
doctrines. More recently, more and more, instead of unification, we are talking about
the harmonization of rights, which does not aim at absolute uniformity, but rather the
convergence of legal systems. Harmonization consists in reducing the differences and
deviations between national legal systems by determining the results that regulation
in a particular area needs to achieve, without imposing funds that will be specifically
achieved without imposing the legal text itself. Only in case of harmonization there
remains room for the application of collision norms.

In recent decades, regional and world organizations have been created which,
among their objectives, explicitly include the equalization or harmonization of private
law of the Member States (eg the European Community, NAFTA - The Notrh American
Free Trade Agreement, OHADA — Organisation pour Pharmonisation en Afrique du droit
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des affaires, The World Trade Organization). For these organizations, it is characteristic
that Member States convey certain, still limited, legislative powers in the area of civil
and commercial matters to the organs of an international organization. They make
regulations that are applied directly, without ratification, in the Member States or set
standards that need to be fulfilled by national legislation in a particular area. It is about
the obligation of the harmonization process. Normally within these organizations, a court
or institutional arbitration is established to resolve possible disputes by member states
regarding the application and interpretation of a unified law, or the harmonization of
national law with established standards.

Therefore, the highest merits for equalizing certain segments of civil and commercial
law are attributed precisely to certain international organizations. They are mostly
intergovernmental organizations, which means that they are their founders and members
of the state, or specialized agencies and commissions of these organizations. In addition,
an important role belongs to individual non-governmental international organizations
and professional associations of traders and businessmen. These organizations and
associations are often authors of drafts that are later adopted at international conferences
or within intergovernmental international organizations.

The first two multilateral conventions, which regulated certain issues of international
arbitration, were brought within the Society of Nations, in Geneva after the First World
War. These are the Arbitration Clauses Protocol of 24 September 1923 (Geneva Protocol)
and the Convention on the Execution of Foreign Arbitral Awards of 26 September 1927
(Geneva Convention). At the time of their adoption, these documents were of particular
importance, since certain barriers to international arbitration were remedied to them.
However, the progress that the arbitration will subsequently experience, and which maintain
the provisions of the 1958 Convention on the Recognition and Enforcement of Foreign
Arbitral Awards (the New York Convention), and the great success of this Convention, has
affected the declining significance of the Geneva Protocol and the Geneva Convention.

These two documents no longer apply between States that have signed the New
York Convention (Article VII / 2 of the New York Convention); they are perceived in
relations between states not bound by the New York Convention, as well as in relations
between these states, on the one hand, and states that have ratified the New York
Convention, on the other. The New York Convention is the most prestigious and most
universal convention in the field of international trade arbitration. This Convention,
which has been accepted by 106 countries to date, is being implemented and interpreted
by courts of a large number of countries and is the subject of special attention to legal
doctrine throughout the world.

Within the framework of regional conventions regulating international trade
arbitration, the European Convention on International Trade Arbitration, adopted on 21
April 1961 in Geneva by the UN Economic Commission for Europe, is of particular
importance. To date, 26 European countries have joined the Convention. According to
the general attitude of the doctrine, the European Convention represents a significant
stage in the evolution of international trade arbitrage rights. In the context of the
European Convention, the Arrangement on its application should be mentioned in Paris
on 17 December 1962 and ratified by six European countries. Under the auspices of the
Council of Europe, a European Convention on the Uniform Law in Arbitration Matters
of 20 January 1966 was prepared in Strasbourg, which did not enter into force. Of the

EXEIEKOHOMUKA 75



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

other regional conventions, the Convention on the Settlement of Investment Disputes
between States and Citizens of Other States, made in Washington on March 18, 1965
under the auspices of the World Bank, was signed by more than 130 countries.

One of the most important international documents regarding the unification
and harmonization of the rules on international trade arbitration is the Model Law
on International Trade Arbitration, which was adopted on June 21, 1985 by the UN
Commission for International Trade Law (UNCITRAL).

The basic goal of adopting the Model Law was to create clear and comprehensive
rules that would reflect the correct and modern standards for international trade
arbitration, which could be accepted by various economic and legal systems in the world.
In this regard, the UN Resolution of 11 December 1985 states “States are encouraged
to take into account this Model Law when they pass or revise their legislation in order
to meet the modern needs of international trade arbitration” (Kovacevi¢, 2000, p. 345).

Although differences between national legal systems have sometimes led to
complications, the unification of arbitration rules made by the Model Law is now
considered as satisfactory. The reason for such success should undoubtedly be sought in
the flexible character of harmonization by which this document is distinguished. Unlike
uniform laws and international conventions that do not endorse the modification of their
rules, the Model Law states that States are only recommended to see its solutions when
adopting national laws in this matter. In that sense, each state is free to determine the
extent of integration of Model Law into its internal legislation.

Taking the Model-Law solutions, some countries have decided to take a step further
in liberalizing rules on international trade arbitration. This was followed by the Dutch
legislation in the matter of arbitration after the 1986 reform, as well as the Swiss Federal
Law on Private International Law of 1987. Model law has been adopted in a number of
legal systems, and to date, more than 20 countries have passed arbitration laws that are,
to a greater or lesser extent, based on this model (Australia, Bermuda, Bulgaria, Canada,
Cyprus, Egypt, the Netherlands, Hong Kong, Hungary, Mexico, Germany, Nigeria, Peru,
Singapore, Switzerland, Tunisia, Ukraine, etc.). They should also be added to eight US
states, as well as all provinces and territories of Canada.

Arbitration and arbitration procedure on the example of Serbia

Arbitration is a special judicial institution where arbitrators chosen by the parties
meritoriously resolve their dispute. Arbitration courts are also called “selected courts”.
The arbitral tribunal is represented, both in national and, more so, in international traffic,
because arbitration is faster, less formal than a state court, the dispute is settled in the first
instance if the parties have not agreed to oppose the arbitral decision. Arbiters are good
connoisseurs of commercial law, they apply applicable regulations, and can, in certain
cases, resolve the application of the principle of justice (Lat. ex aequo et bono).

In Serbia, until now, the arbitration trial was rather underdeveloped. The
consequence of such a situation is, on the one hand, the overload of the domestic judiciary
and, on the other hand, the recruitment of domestic and foreign arbitrators abroad, even
in disputes that are significantly related to Serbia.

In Serbia, the Law on Arbitration was adopted on May 25, 2006 (“Sluzbeni glasnik
RS”, No. 46/2006). The Arbitration Act, in accordance with internationally accepted

76 EKOHOMUKA EEX3]



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

rules, fully regulates all matters of arbitration - the formation of arbitration, arbitration,
arbitration decision, as well as its recognition and enforcement before the competent
state courts (Vukovi¢, 2001, p. 19).

The law allows for the speedy establishment of independent arbitration courts on
the reputation of similar institutions in the most developed countries, so that domestic and
foreign investors, as well as other interested parties, primarily in the economy, can entrust
the eventual disputes to the resolution of arbitrations in Serbia, with the legal certainty
recognized by France, Switzerland and the United States, countries where arbitration is
the most developed. The arbitration law is based on the modern arbitration concept and
incorporates the arbitration rules of UNICENTRAL as solutions from comparative law,
and in particular from the law of France, the United States and Switzerland.

The arbitration law regulates arbitration of disputes without a foreign element
(internal arbitration) and with a foreign element (international arbitration). The basis
of the arbitration is the agreement of the parties - without this agreement there is no
arbitration trial (Pravna enciklopedija, 1979, p. 78).

Arbitration can only be negotiated for arbitrary disputes, i.e. disputes that are
similar to being subject to arbitration. This is only about property disputes about the
rights freely disposed of by the parties, except for disputes for which the exclusive
jurisdiction of the state court is prescribed. Any natural and legal person, who, according
to the provisions of the Law on Civil Procedure, has the capacity to be a party to the
proceedings, can negotiate an arbitration, including the state, its organs, institutions and
companies in which it has ownership interest. Arbitrary dispute resolution is organized
by permanent arbitration institutions, in accordance with its rules and the Arbitration Act,
as provided for by the agreement of the parties.

The chambers of commerce, professional and professional associations,
associations of citizens in accordance with their founding act and the Law on arbitration
may establish or organize arbitration, if in accordance with their activity. In addition
to permanent arbitration, parties can also establish temporary ad hoc arbitration for
resolving a particular dispute.

Arbitration agreement

An arbitration agreement is defined as an agreement by which parties entrust
arbitration to settle their future and arising disputes from a particular legal relationship,
which means that arbitration can be arranged at any time, even when the dispute has
arisen and when it is brought to the court, but can only contract for a specific legal
relationship, or a dispute, and not for all legal relationships between certain persons.

In this way, the supremacy of the state judiciary and the exceptional nature of
arbitration are ensured. It is also established that an arbitration agreement may be
contained in a contract regulating a legal relationship (arbitration clause) or in a special
agreement relating only to arbitration (arbitration agreement).

Agreement is null and void:

1. if the type of disputes to which it relates is not eligible for arbitration,

2. ifitis not concluded in the form prescribed by law,

3. if the parties did not have the necessary features and capabilities for its

conclusion,
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4. ifit is concluded under the influence of coercion, threat, justice or error.

The arbitration agreement must be made in writing, and the prescribed modalities
of the written form are prescribed in detail. The agreement remains in force in the case
of the transferor of the underlying contract or receivable. If there is a valid arbitration
agreement, the court is obliged, on the complaint of the party, to declare itself incompetent
and to dismiss the lawsuit in the same matter.

Notwithstanding the existence of an arbitration agreement, before the initiation or
during the arbitration proceedings, the court may make a decision on the introduction of
provisional measures, at the request of the interested party.

The arbitral tribunal consists of one arbiter (arbitrator) or three or more arbitrators
(arbitration panel). If the arbitration agreement provides for more arbiters, their number
must be odd.

The number of arbitrators in the arbitral tribunal is determined by the parties.
The parties shall also determine the procedure for the appointment of arbitrators by
mutual consent. The arbitrator can be any business-capable natural person, regardless of
nationality, which has characteristics that require the parties. In particular, the arbitrator
must be impartial and independent in relation to the parties and the subject of the dispute.

The arbitrator accepts the duty in writing, and is obliged to inform the parties
about all the essential issues related to the performance of his function. The Arbitrator
must perform his duty conscientiously and efficiently and may be exempted if he is not
impartial or independent or if he does not have the qualities required by the parties, and
the procedure for his disqualification, as well as the termination of the function and the
appointment of a new arbitrator, are regulated. The arbitral tribunal may also decide on
its own jurisdiction, i.e. on complaints of incompetence and overdraft.

Implementation of the arbitration procedure

The arbitration procedure is regulated by the agreement of the parties, within the
limits of the imperative norms, and in particular the essential principles of the procedure,
the manner of determining the place of arbitration, the language of the proceedings, the
manner of filing a lawsuit and the response to the lawsuit, the moment of initiation of the
proceedings, also provides for the possibility of oral and written proceedings, the manner
of delivery and receipt of letters, the obligation to notify the parties, objections, the status
of witnesses and experts, the assistance of the court in the presentation of evidence, and
the manner of ending the arbitration procedure.

The arbitral tribunal shall make the final decision, which shall decide on all
the requests of the parties, and may also issue an interdisciplinary or partial decision,
which shall decide on the part of their claims. An arbitration decision is made by the
application of rights, contracts and customs, and only if the parties explicitly agree on
that, the decision may be made by the application of justice and fairness. In international
arbitration, the applicable law, that is, the rules, is determined by the agreement of the
parties, and in the absence of such agreement, the appropriate right, that is, the rules, is
determined by the arbitral tribunal.

The arbitral award shall be made in writing, after a plenary session attended by all
arbitrators, but a majority of the votes shall be sufficient for the adoption of the decision.
An arbitrator who is not in agreement with the decision can give an opinion. The decision
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must contain an introduction, a statement, an expense, and an explanation, and may also
be made on the basis of a settlement. The decision is delivered to the parties, and may
be deposited with the court of arbitration if the parties so require. The arbitral tribunal is
obliged, at the request of the parties, to correct, interpret or amend the decision.

The domestic arbitration court may annul a decision rendered in the Republic by
means of domestic procedural law, regardless of whether it is an internal or international
arbitration, only for the reasons prescribed by law, provided that the lawsuit for annulment
is filed within three months from the date when the prosecutor received an arbitration
award. The court may suspend the conduct of a vote if, at the request of the party, it
orders the arbitral tribunal to remove the reasons for the annulment.

The provisions of the Law on the Border Procedure shall apply to the court
proceedings on the complaint for the annulment of the arbitral award. The parties can
not forego the right to a petition for reprimand in advance. In some cases, the arbitration
proceedings may continue even after the decision has been annulled - namely, if the
reason for the annulment does not relate to the existence and validity of the arbitration
agreement, that agreement remains binding upon the parties until they decide otherwise.

The domestic arbitration award has the power of a domestic final court decision
and is enforced in accordance with the provisions of the law governing the enforcement
proceedings.

A foreign arbitral decision shall have the power of a domestic final court decision
after it has been recognized by the competent court of the Republic. A foreign arbitration
decision is a decision taken by an arbitral tribunal whose place is outside the Republic of
Serbia, as well as a decision taken by the arbitration tribunal in Serbia, if foreign law was
applied to arbitration proceedings.

The Law on Arbitration regulates the jurisdiction and procedure for the recognition
and enforcement of foreign arbitration decisions, the grounds for refusing recognition
and enforcement, the procedure for awarding an arbitration decision initiated abroad, as
well as the content of the decision on recognition and enforcement.

Foreign Trade Arbitration (FTA) (established in 1947) is an institutional
(permanent) international economic arbitration of a general type, based in Belgrade, at
the Serbian Chamber of Commerce. It resolves disputes of all kinds from international
business relationships. FTA Features:

- FTA is an autonomous and private (non-state) judicial authority based on the

will of the parties;

- FTA is an international arbitration, independent and independent in its work,
which most often resolves disputes between domestic and foreign persons;

- Arbitrators may be domestic and foreign citizens, appointed by the parties,
from the list of arbitrators or from outside, and the only president of the
arbitration panel must be from the list of arbitrators;

- Disputes are settled by an arbitrator or an arbitration panel composed of
three arbitrators, which depends on the will of the parties, and if there is no
agreement between the parties, the criterion is the value of the dispute;

- FTA is a general type of arbitration because it resolves all kinds of disputes
arising from international business relations;

- FTA is an open-ended arbitration, because both parties can be foreigners.
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FTA’s competence:

Foreign trade arbitration, if the parties contracted or accepted its jurisdiction,
resolves disputes in which both parties, foreign legal or natural persons and disputes
between domestic and foreign legal or natural persons derive from foreign trade and
other international business relations (Vukovi¢, 2001, p. 142).

The STA is also responsible for resolving:

1. disputes concerning ships and aircraft, or international disputes to which

aviation and navigation law applies,

2. disputes arising from a contract on the establishment of an enterprise and

other forms of organization in mixed ownership,

3. disputes arising from a contract on foreign investments,
disputes arising out of a concession contract,

5. disputes arising from a contract on intellectual property rights (copyright and
related rights, industrial property rights, legal protection of know-how, rights
in the field of unfair competition,

6. other disputes in international business relations.

b

Procedure and decision:

- Foreign trade arbitration shall conduct a conciliation procedure, and if the
settlement succeeds, that procedure shall be terminated by settlement by
signing the minutes in which it is established that the parties have settled.

- The arbitration procedure is one-sided and, as a rule, lasts for up to one year.

- The arbitral decision is final and there is no appeal against it. It has the force
of a final judgment of the ordinary court.

Conclusion

International organizations have become irreplaceable in the contemporary
international legal order. In the world of globalization and other integration processes,
they allow for cooperation that goes beyond state borders. However, although they do
not possess all the qualities of statehood, the status of international organizations can
not be reduced to a mere set of individual will of the member states, but it is much more
complex. In addition, the criterion of statehood, in the conditions of modern development
of international legal relations, can not be considered as a key to international subjectivity.
International law has long since grown into a pure intergovernmental concept, and the
notion of an international legal personality has become a much wider concept of an
individually recognized state in accordance with the perception of a subjectivity based
on sovereignty and the legal order of power. Also, if it is understood that subjects of
international law are bearers of international rights and obligations and are directly
responsible for disregarding the rights and non-fulfillment of their international legal
obligations, then undoubtedly international organizations have legal and business
capacity as they exercise their rights in international relations.

It is clear that international organizations have a special international legal
subjectivity that differs from the subjectivity defined in internal state law. In the first place,
the subjectivity of an international organization depends on the intent of the states that
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conclude the founding act, forming the organization itself. In the event that states intend
to establish the existence of an international legal personality of a particular organization,
they can incorporate it into the founding act. Nevertheless, it is more often the case that
on the basis of the defined objectives, the activities, competencies and rights entrusted to
the international organization, the existence of the international legal subjectivity of the
organization is carried out. There is no doubt that international organizations represent
legal persons in international law, that they are a subject of international law and that
they are able, taking into account international demands, to assume in their name rights
and obligations in international legal relations.

The practice and doctrine of international law clearly indicate that the subjectivity
of international organizations differs from organization to organization and are subject
to the impact of specific rules of international law applicable to particular organizations.
Alvarez believes that the wrong attempts to establish a general theory of the responsibility
of international organizations is based on the existing but still limited concept of their
international legal subjectivity. Also, in the last comment of Article 2 (a), the ILC drew
attention to the fact that in applying the general principles and rules laid down by the
Members’ Board on the liability of international organizations, where appropriate, account
should be taken of factual and legal circumstances related to the specific organization.

It can be concluded that the role of international organizations within the
international legal order, despite the crisis in which international law is today, is gaining
in importance. This especially in the conditions of the integration process at the global
level, when the others began to develop, as a rule, are more complex forms of international
and economic relations. As in any process of full dialectical unity of opposites and the
process of integration, especially in the economic sphere, it was burdened with various
problems. For example, the formation of a global economy has been influenced primarily
by the elements that most contribute to the development of economic forces, both in the
technological and economic as well as in the social and political sphere.

The character and complex structure of international relations, especially economic
and business, requires a special degree of delicacy in resolving disputes that accompany
these relationships. One of the basic motives that determines business people in their
contractual relations of international character in the event of a dispute is arbitration,
it is reflected in an effort to resolve the dispute equitably and fairly, taking into account
professional customs and the relevant rules of the profession.

In addition to resolving specific disputes, this is also significant from another point
of view. Namely, through the resolution of certain economic disputes arbitration has a
significant impact on the development of the rules of international commercial law. It
is understood, to a lesser extent, that the courts also have such influence when dealing
with economic disputes. The procedure before the arbitration is not public, which is
of importance to the parties given that they are given the opportunity to preserve their
business interests and business secrets in spite of their appearance before the court. All
these circumstances have made arbitration gaining a dominant role in the field of dispute
settlement in the field of international business traffic.

The future of the world economy will depend on solving open issues between
certain parts of the world and the speed and the way in which appropriate adjustments
will be made, first of all those countries which have dominated the world economy in the
past and which have been integrating the world economy, Benefits.
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The future of the world economy will also depend on the relationship between
the world population, natural and other resources. Regardless of all open issues and
difficulties, the unjustified presence, hunger, misery, poverty and absence of the political
will of relevance factors to address issues of interest to the world community for which
there is a possibility to resolve, all these shortcomings fall into the shadow of overall
economic achievements .

These results represent enormous material strength and provide the basis for
expectation of positive results in the development of the world economy. They will be even
greater and will help mobilize the forces for further development, if the developmental
effects are available in the right way to the global community as a whole. The integration
of the world economy should contribute to resolving these issues by integrating these
associations into economic development, whereby the abolition of diversity and equality
through the privileges of one another is expected over time, thus leveling the level of
development, as the tariffs are abolished and other obstacles that burden free trade. For
example, Serbia that should join the EU will not automatically become a developed
country, but gradually, through the system of free movement of people, capital, labor and
other privileges the population of Serbia, and thus the economy will be economically
strengthened and slowly drowned in the rest of the EU countries, in terms of economic
development (this is an assumption that does not have to be fully accurate).

Finally, it should be emphasized that, no matter how different they may have
been, one can not overlook the fact that international organizations have certain
common features without which they are not. Subjectivity, which means the question of
responsibility should be viewed through the concrete scope of the rights and obligations
of a particular organization. Therefore, international organizations, in the extent to which
they hold certain rights and obligations, should be held accountable for their violation.
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Abstract

E-Learning is a generic name for many different tools and methods to apply
Information and Communication Technology to learning. As it is a fast evolving
area of expertise, we provide below the most significant aspects to be considered
as possible approaches or options when we were starting to design an educational
system in the Health Management fields using e-learning methods. Experience
shows that guidelines for the development of e-learning systems have both
advantages and disadvantages. One important disadvantage is the fact that it
is difficult to generalize guidelines for e-learning systems because educational
situations often very considerably. Despite all the disadvantages, guidelines can
be used effectively in this area. The aim of our E-learning Health Management
Study, which is carried out at our University, is to establish a cooperative and
mobile e-learning system in the area of the Health Management and Health Policy
Development. In the MBA course of the Health Management we designed and
developed the E-learning Health Management Education System. The project
was also clarify how guidelines for e-learning systems can be used successfully in
different clinical entities using as a parameters: screening, prevention, diagnosis,
treatment, follow-up and education.

Keywords: education, e-learning, health management.

JEL classification:115 118, 125

EAYKATUBHU MOJEJI OBPA3OBAIBA Y OBJIACTH
3APABCTBEHOI' MEHAIIMEHTA

AncTpakt

E-yuerve je cenepuuru Hazue 3a MHO2e paznuuume aname u Memooe 3a NPUMEHy
UHGOPMAYUOHUX U KOMYHUKAYUOHUX MeXHoRo2uja y yuere. Kaxo ce 6p30 passujajy
obracm excnepmuse, NpyHcamo UCHOO HAJ3HAUAJHUJUX ACHEKama Koju ce Mo2y
emampamu Mo2yhum npucmynuma uiy Onyujama kaoa cMo nodeni 0da OU3ajHupamo
06pa306HU cucmem y 0OLACMUMA YRPassard 30pasmsem Kopuutherem memood
e-yuera. Hckycmeo nokasyje da cmepuuye 3a pazeoj cucmema e-yuera umajy
u npedHocmu u Heoocmamke. Jedaw 6adNCAHUX HeOOCMAmax je durbeHuya od
je mewKo 2enepanu308amu CMepHuye 3a Cucmeme e-yuera jep ¢y oopazoeHe
cumyayuje uecmo 6eoma snaiajie. Ynpkoc ceum Hedocmayuma, CMepHuye ce Moy
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eguxacno kopucmumu y 060j ooaacmu. L{us naue cnyouje o ynpasoarwy 30passem
e-yuerba, Koju ce Cnpogoou HA HauleM YHUGep3umemy, jecme yCHOCMAGHbAIbLE
cucmema KoonepamusHo2 u MOOUIHO2 e-yuerba y 001acmu ynpasoarsa 30pas/bem
u sopascmeenum noaumuxkama. Ha MBA kypcy 30pascmeenoz menaymenma
ousajuupanu cmo u passuau cucmem E-yuemwe 3a 30pascmeenu menaymenm.
Ilpojexam je maxohe paszjacnuo kako ce cmepHuye 3a CUCmeMe e-yiera MO2y
VCReWHO KOPUCTIUMU Y PAZTUYUIMUM KIUHUYKUM CYOjekmuma Koju Kopucme Kao
napamempe: nocMmamparse, NpeseHyujy, oujaznosy, ieuere, npaherse u eoykayujy.

Kwyune peuu: obpaszosarve, e-yuerbe, 30pagcmeen MEHaUMeHm.

Introduction

E-Learning as understood today is “any electronic tool, method and system used to
design, develop, deliver, assess and manage more or less methodically and systematically
the overall teaching and learning process®. The educational use of any specific or generic
software application working on a Computer Hard-drive, or from a USB Key, from
a CD-Rom or a DVD can be considered as e-Learning. But in its most common sense,
e-Learning is connection to the Internet or any other telecommunication network, as
Teleconferencing, Videoconferencing, Wide Area Network, Local Area Network, VoIP
or Mobile telephone. E-Learning covers school, university, vocational and professional
education and training as well as lifelong learning, as a formal or informal process.In fact,
e-Learning is “Information and Communication Technology Application to Learning”, and
it can include all possible modalities: Face-to-face learning in the traditional classroom
setting, Distance Learning and any mix of the two called “Blended Learning”. But it can
also be called “Computer-Supported Collaborative Learning®, “Technology Enhanced
Learning” or many other possible denominations.E-Learning is today promoting fast and
evolving science and technology research and development areas in many universities,
international and European scientific or development projects and national or international
organizations devoted to standards specifications definition worldwide. From these
important activities new educational technologies and methodologies are emerging and
providing opportunities that can be possible approaches or options in educational projects.
As digital technology changed the face of global transparency in the different fields like
strategic policy, financing reform, health communications, it is also modifying educational
practice and context. We will try to present briefly below what main perspectives have been
opened, especially regarding outputs and outcomes of our Project named ““Serbian School
of Health Management e-Learning System”. In Conclusion we will explain our remarks
about some very clear e-learning Advantages, but also Dilemmas.

Learning Management System and Virtual
Learning Environment

Learning Management Systems are now ubiquitous in most universities as well as

in any kind of school around the world to manage many administrative, communication,
educational and statistical aspects. Such systems implemented through web applications
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related to databases are facilitating many different management activities, as for instance
student registration and fees payment, information and documents dissemination;
educational resources distribution, tracking of student activities in discussion forums,
individual or group assignments; results to assessment as well as individual, group or
global statistical reports. Each of these functions can be activated or not. On top of such
generic options many features are available as plug-ins or optional functions.Learning
Management Systems can be downloaded free of charge on the Internet, or acquired from
commercial companies with different kind of free or proprietary licenses. Moodle and
Blackboard are the most prominent options in each category. According to the selected
option it can also be freely installed and maintained on a server relying on permanent
technical staff or relying on external commercial services (Rosenberg, 2001, Melton,
2002, Wong et al, 2010).

Collaborative Learning

Scientific research in educational psychology carried out since the last century is
concluding that learning is achieved better by individuals through tutored activities in
collaborative groups. Combinations of different face-to-face and virtual learning environments
are looking to be more efficient and attractive than the traditional academic course model.
Many possible software solutions and options are available to design and provide such
collaborative environments to carry out individual or group activities implementing socio-
constructivists approaches to teaching and learning. Web-based applications such as Wikis
and Blogs are very appropriate(Childs et al, 2005,Garrison, 2011).

Free Open Source Software and Open Educational Resources

Two different major models are in competition today for software development and
dissemination. The “Proprietary* model relies on the traditional commercial perspective
where the product is sold as ready to be installed, developed internally protected by a
“Proprietary* license. This kind of license prevents the user from “opening” the source
code of the software to see how it works and make modifications for any reason. It also
prohibits copying and redistributing this software as it is, or modified. Copying is in fact
very easy and costs nothing, as the product is immaterial. Many such pirated copies of
proprietary software are used in education, but this is illegal.

At the opposite there is the “Free Open Source Software* model that is developed
collaboratively through peer review, by individual volunteers and/or companies making
the source code freely available to all on the Internet. It is protected by an “open”
license that guarantees the free (as in freedom of) access to the software source code to
everybody; and the free use of the software, (Iearning, modifying and redistributing), but
under the same license. This allows any individual or organization to get free software,
to use it and adapt it freely to one’s use and redistribute it eventually. Which also means
that such software being reviewed by so many persons is evolving and improving faster
than proprietary means.

Based on the same assumption and it is the same for textbooks contents and
educational resources. If it is developed and published as “Open Educational Resources”,
not only it is free and open to be modified and adapted, but also it can improve faster
and be more efficient. A huge movement has started to publish entire lists of courses and
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educational resources under “Creative Commons* licenses or other licenses, as “Open
Educational Resources” in many universities worldwide (McVeigh, 2009,Garrison, 2011).

Learning Design

Based on different scientific research, efficient instructional design methods and
technologies are providing today a consistent platform to design and develop sound
“Units of Learning”. For instance Benjamin Bloom’s taxonomy of learning objectives
and Robert Gagné’s “nine events of instruction” are providing an efficient basis to
structure learning in a coherent system (Gagné, 1995).

A Competence-based approach also presents a convincing model to define, through
a needs analysis initial step, the competences to be acquired by the targeted population,
using a structured model including all necessary information to design the entire
learning system. In this model, competences may be divided in taxonomy with several
levels, each element of competence being described in terms of performance, criteria of
performance, and indicators of performance. Those indicators may be classified using
Gagné’s Taxonomy of learning outcomes, or other suitable models. The Cheetham &
Chivers model is currently very popular (.Cheetham & Chivers, 2005).

Having achieved such competence definition, all necessary information to design
the learning will be available: 1) from the performance definition it is possible to derive
directly the learning objectives; ii) from the performance criteria we get the different
topics to be addressed and possible contents; iii) from the indicators of performance we
get all necessary information to design the assessment tools.

Learning Styles and Usability

Learning is achieved by individuals through specific psychological typical settings
called “learning styles”, and also through declared or implicit preferences. There are
different models to identify and manage learning styles - David Kolb’s Learning-Style
Inventory is one of the most famous psychological approaches.

Learning preferences or Media preferences deal with preferred personal learning
strategies / heuristics and if the student learns better with speech, text, graphics, video or
any multimedia combination. These considerations can impact on the design of the Units
of Learning, not only in their didactical structure but also in the ergonomic dimension
of the media design and functional environment that is called “usability” (Melis et al,
2003).

E-Learning media and environments are based on computer interaction, and their
efficiency is directly related to the usability of the design. So usability is efficiency in the
intuitive learning of the interface’s commands (also called “Learnability”), and efficiency
in the learning achieved by the student. Units of Learning designed with poor usability
create more difficulties to the learner not related with the topic to be learned. The learner
may be distracted from learning by having to learn how to use the contents or the system.
That can have a negative impact on course completion rates and post-test scores. As a
conclusion, usability of learning media and environments must be tested with a sample
of targeted users (Eyler & Giles,1999).
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Learning Technology Standards

From an economical perspective, in order to be able to share, reuse and adapt
learning resources in the same system or in any other, different international consortia
have specified a set of standard metadata. Produced by an instructional designer, a teacher
or a learner, a “Learning Object” can be compliant to such standards when “packeted”
with specific tools as Reload or eXe.

LifeLong Learning

In our globalized knowledge-based economy, e-Learning is providing new
opportunities for adults to cope with competences they need to adapt to necessary
evolutions in their practices, or to access new responsibilities. Lifelong Learning is a
flexible concept for educational and training institutions, projects, enterprises etc. to offer
any kind of training, competence development service and qualification to anyone: young
not yet employed, worker in activity, unemployed, all through his or her professional life.

The characteristics of anywhere-anytime networked collaborative learning based
on competence definition and IMS Learning Design standards are very attractive in
this perspective. Important research and development European projects are currently
ongoing — TENCompetence is one of the most important. “TENCompetence is a 4-year
EU-funded Integrated IST-TEL project that will develop a technical and organisational
infrastructure for lifelong competence development. The infrastructure will use open-
source, standards-based, sustainable and innovative technology. The TENCompetence
infrastructure will support the creation and management of networks of individuals, teams
and organisations in Europe who are actively involved in the various occupations and
domains of knowledge. These learning networks will support the lifelong competency
development of the participants from the basic levels of proficiency up to the highest
levels of excellence. The network consists of learners, educational institutes, libraries,
publishers, domain specific vendors, employers, associations, and all others who deliver
services or products in the specific field(Hege et al, 2007)

Challenges in e-Learning and educational innovation adoption

Implementing an e-Learning project in an educational institution may be
challenging. It is proposing different methods for people with comfortable strategies,
attitudes, methods, tools and habits already in place. Changing to something new
that they don’t know will not be easy for them. It will be necessary to promote the
solutions selected, to convince and motivate all targeted users and deciders to be part
of the project. Training of trainers and specific training resources and activities will be
necessary to train all intended users to use efficiently the system. It is risky to implement
a system that is not yet negotiated and prepared with the intended users. Resistance
to change must be managed cautiously, because “the inherent nature of organisations
is to be conservativeand protect themselves from constant change” (Rossett, 2002,
McGorry,2003).
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Project Results

E-Learning System for the School of Health Management

We proposed and established that the e-Learning system for the School of Health
Management should include four major Sections (see: “Mapping of theSchool of Health
Management e-Learning System”):

a. Learning Resources Development Section
e Competences Definition
*  Learning Design
*  Requirements
b. Training Delivery Section
*  Training Management
*  Training Targets
*  Requirements
c. Teleconferencing Management Section
*  Management
*  Staff Training
*  Requirements
d. Servers Administration Section
*  Applications Management
*  System Maintenance
*  General Statistics
*  Requirements

Generally, learning is a central topic within many of the psychology experts,
and its problems have provided the occasion for hundreds of experimental studies. The
science of learning remains in a state of flux, in part because we have not yet reached
agreement upon the most appropriate concepts to use in stating our problems and in
interpreting our data. Our Project “Health Management Education — New Approaches and
Possibilities” included also developing of the School of Health Management e-Learning
System follow the process of the accreditation in our high-education system. Health
Management e-Learning System gave to our standard medical education completely
new health communication possibilities represents an attempt to provide in one place
the key points input-parameters like a new medical theories in praxis and new aspects
of the different clinical guidelines and/ordisease protocols. The aim was to see theory
in relation to our e-learning experimental model represented in the Project. The topic
chosen was in each clinical case one actively studied by adherents to the theory, which
could be judged both by its provocativeness in suggesting e-learning experiments, and by
its success in dealing systematically with the data which emerge from such experiments.
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Methodology topics were:

» Setting the Task or Question to be addressed

» Selecting the Medical and Non-Medical Experts
» Choosing and Preparing the Scientific Evidence
 Structuring the Interactions

* Methods of Synthesis Individual Judgements

* Priorities for Future Research

Project implementation strategy consisted of the next topics:

» Establishing of the Focus and Multidisciplinary Expert Group

» Preparation of the e-Learning Project Budgeting

* Holding Meetings and Permanent Group Communication

» Use of the Specifically Developed Computer Templates and Cards
* Audit and Feedback of Results

Guideline Algorithm Management was involving in our E-learning system the
next parameters for each investigated clinical entities:
e Screening
¢ Prevention
* Diagnosis
¢ Treatment
¢ Follow-up
¢ Education
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Mapping of the School of Health Management E-Learning Model

Learning Resources - .
Bl cifepein Gant St Learning Design |

Requirements

Conclusions

In conclusion we can suggest,as an output and outcome of our Project, that
implementation of the e-learning Health Management System together with classical
Education System is not so easy because of the many experienced established Education
Standards and Norms which were the mayor obstacles for better understanding and
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application, not only inHealth Medical Education,but also in Medical Praxis.All
4 Sections represented in the Project’se-Learning Application Proposal/Learning
Resources Development, Training Delivery, Teleconferencing Management and Servers
Administration Sections/ were completely involved in our MBA Health Management
Courses and, for some experimental clinical entities like Diabetes Mellitus,
Hypertension and Rehabilitation, in the clinical investigation. Results was very satisfied
on the scientific level, but not enough applicable in the clinical praxis. Methodology
Topics, Project Implementation Strategy and Guideline Algorithm Management with 6
parameters /screening, prevention, diagnosis, treatment, follow-up and education/ signs,
for the future, very creative, comfortable, up to date and fast withstrong multidisciplinary
effectiveness and efficacy. During the application of our Project Proposal Goals we found
finally the next very clear e-learning Advantages and Dilemmas:

1. Advantages using Health Management E-learning Model

*  Better understanding through joint discussions using all 4 e-learning
Sections in the School of the Health Management,

* Better and faster Multidisciplinary Connection between Theory and
Praxis,

»  Flexibility to join discussions in the Trainings Delivery Section threaded
discussion areas at any hour,

*  Health Management Instructors and MBA students both report e-Learning
fosters more interaction among students and instructors than in large
lecture courses,

*  Develops knowledge of the Internet and Computers Skills that will help
learners throughout their Health Management Careers Development.

2. Dilemmas regarding Health Management E-learning Model

*  Without the routine structures of a traditional class, students may get lost or
confused about MBA Health Management Course activities and deadlines,

*  Health Management Instructor may not always be available when MBA
students are studying or need help,

+  Slow Internet connections or older computers may make accessing MBA
Health Management Course materials frustrating,

* Hands-on or lab work is difficult to simulate in a virtual place like in
Clinics or in the University Classroom.
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MUTUAL INFLUENCE OF THE INTERNATIONAL
INVESTMENT POSITION AND THE NET GOVERNMENT
POSITION WITH THE BANKING SECTOR OF THE
REPUBLIC OF SERBIA®

Abstract

The growth of claims of the Banking Sector from the State and the decline in the
International Investment Position of the Republic of Serbia are conditioned by the
illiquidity of the public sector, which further imposes a concrete conclusion that this
phenomenon is in a negative correlation with the degree of budgetary balance.

The illiquidity of the public sector, which is primarily reflected in the inability to
pay off public debt, which records constant growth, but also in the deficit of budget
funds, adversely affects the international investment position, as well as on claims of
the Banking Sector from the Republic of Serbia. With the help of these data, the high
negative coefficient of interdependence of these two parameters is observed, which is
the subject of this research.

Key words: banking, sector, investment, position, claims
JEL classification: G10, G11, H50

MEBYCOBHHU YTULHAJ HOTPA’KUBAIbA BAHKAPCKOTI!
CEKTOPA U MEBYHAPOJHE NTHBECTHIIUOHE
INO3UIHUJE PEITYBJIMKE CPBUJE

Arncrpakr

Pacm nompaosicusarba 6anxapckoe cekmopa 00 oporcage u nao mehyHapooue uneec-
muyuore nozuyuje Penyonuxe Cpouje ycnosmenu cy Henuxkeuonowhy jagnoe cekmopa,
wmo 00800U 00 KOHKPEeNHO2 3aK/bYYKA Od je 084 Nojasd y He2amueHoj Kopenayuju ca
cmeneHom 6yyuemcke pasHomeixce.
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Henuxeuonocm jasnoe cekmopa, Koja ce npseHcmeeno 00paxcasa y nemoayhnocmit
ucniame jasnoe dyea, Koja e8uUOeHmMupa KOHCMAaHmau pacm, aau u Kpos oeguyum
OyuemcKkux cpedcmasa, HeeamusHo ymuue Ha MeljyHapOOHY UHBECIUYUOHY NO3UYLY,
Kao u Ha nompaxcusaroa bankapckoe cekmopa o0 Penyonuxe Cpouje. Y3 nomoh osux
nooamaxa npumeheH je 8UcoK He2amusHu Koeghuyujenm mehy3asucHocmu 08a 08a na-
pamempa, wimo je npeomen 0602 UCpaXCusarsd.

Kmwyune peuu: bankapcmeo, cekmop, uneecmuyuje, no3uyuja, nompaxicusarsd

Introduction

As the global economic crisis escalated, foreign capital inflow abruptly stopped and
credit activity contracted. On the one hand, sources of funding were reduced, while risk
aversion of banks increased, i.e. the possibilities and readiness to lend to the private sector
fell. On the other hand, in an environment of considerably lower income, loan demand also
declined. Unfavourable macroeconomic trends that resulted in a decline in production of
investment, unemployment growth, strong depreciation of local currencies in many countries,
and lower real wages, also reflected negatively on the ability to repay earlier loans.

This, and the fact that, in conditions of considerable inflows of sources of funding
before crisis, assessment of credit by the banks was not cautious enough, resulted in
accelerated growth of nonperforming loans. A contraction of hih-quality demand for loans
and the expansion of nonperforming loans, which started to burden bank balance sheets and
their results, led to a significant tightening in banks’ standards and conditions for new lending.
Without a doubt, this limited the demand for new loans, which, in turn, restricted investment
and consumption, economic growth and disposable income. Thus, many economies in the
region found themselves in an entagled web of growing nonperforming loans, in part caused
by deterioration in macroeconomic performance and a decline in economic activity, and in
part by slower economic recovery in the following years that was not supported by bank
loans -feedback effect (Tabakovi¢, 2018).

The international investment position (IIP) is a statistical statement that shows at a
point in time the value and composition of:

- external financial assets of residents of an economy that are claims on non-residents
and gold bullion held as reserve assets, and

- external financial liabilities of residents of an economy to non-residents.

The difference between an economy’s external financial assets and liabilities is the
economy’s net international investment position (NIIP), which may be positive or negative.
Respectively, the NIIP provides an aggregate view of the net financial position (assets minus
liabilities) of a country via-a-vis the rest of the world. A positive NIIP (assets higher than
liabilities) qualifies an economy as net creditor, a negative NIIP (liabilities higher than assets)
as net debtor nation, allowing for measuring the extent of external financial exposure of a
country. (Eurostat, 2018)

According to Sector for economic analysis and research of National Bank of Serbia
(2017), there are several classification of IIP elements by type of investment (functional
division):

- Direct investment - They represent an investment in a company that is resident of
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the other country providing long term connection, interest and ownership control
over that company. This is the type of investment in which the investor is owns
10% or more of the direct investment company’s ownership;

- Portfolio investment - They represent investments in equity or debt securities not
covered by foreign direct investments and reserve assets;

- Financial derivatives - Securities derived from basic ones financial instruments.
They are displayed separately from the basic ones instruments, since they do not
transfer capital, but transfer risk of capital investment;

- Other investments;

- Reserve assets.

Also one of the most important classification of IIP elements, according to financial
instruments includes, implies: property relations instruments - share capital, reinvested
earnings and equity securities; debt instruments - debt securities, money and deposits, trade
credits, financial loans, IMF loans and the use of special drawing rights; reserve assets -
monetary gold and special drawing rights.

In accordance with the defined goal and subject of research, the work is organized
in five parts. The introductory part is the first part. A review of the literature on empirical
research on determinants of credit activity and international investment position is given in
the second part of the paper. The research methodology is presented in the third part of the
paper. The analysis of the results of the research is presented in the fourth part, while the
conclusions drawn on the end, in the fifth part of the work.

Literature Review

Exact data on the state of credit activity of the Republic of Serbia, but its international
investment positions are found in the annual reports of the monetary policy. On the basis of
this data, trends in the previous period can be noticed, the movements of these parameters
in the coming period, and finally, on the basis of which this was done, concrete research.
However, the previous research results analyzed in the writing of this paper, and which form
an integral part thereof, can only be partially applied in this research as a reference.

The banking sector is the engine of economic development of each country, given
its efficiency in the process of transfer of available funds and using the limited financial
resources most productively (Vunjak, Davidovi¢ & Stefanovi¢, 2012). When we talk
about bank sector in Serbia, authors Furtula, Todorovi¢ & Durkali¢ (2018) concluded that
performance indicators in most cases increased and changed in period 2008 to 2016.

Autors Marjanovic¢ et al. (2018, pp. 248) concluded in their work that the issue of bank
efficiency plays an important role in contemporary conditions, bearing in mind that banking
performance in the financial sector is one of the main determinants of the overall economic
development of a country. Also, one of recommendation from other authors was that all
instruments of the monetary policy should have the same importance (Furtula&Kostic¢,
2017, pp. 157).

J. Gali¢ (2013, pp.2) found that earlier data indicate that banks’ credit activity in post-
crisis years has recorded a trend of deceleration, both in terms of scale and in terms of risk or
conservatism in their approach, all of which is a result of economic recession.
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Leitdo (2012, pp.3-4) analyzes the relation between economic growth and bank credit.
Introducing variables as domestic credit, savings, bilateral trade and inflation, it is shown that
endogenous models have a greater potential to explain economic growth. It is confirmed that
savings encourage growth and the inflation and domestic credit are negatively correlated with
economic growth.

According to J. Tabakovi¢ (2018, pp. 2) the NBS has demonstrated its commitment
to the preservation and strengthening of stability of the financial system, in accordance with
its competences, by continuing to implement regulatory activities that went even beyond the
Strategy’s framework.

The US Deparrtment of Commerce (2018, pp. 15) says that the IIP includes major
sections for the functional categories of direct investment, portfolio investment, financial
derivatives other than reserves, other investment, and reserve assets.

Methodology and the data source

The methodology of this article is based on the connection between banking sector
credit activity and investment activity, or the establishment of mutual correlation.

The subject of correlation analysis is to examine the mutual strength of the relationship
and the dependence between the claims of the banking sector from the state and the
international investment position of the state. These are also the selected variables. The
examination of the direction and strength of the interaction of these indicators is carried out
on the basis of correlation analysis. It is also implemented on a sample of Republic of Serbia.

The time interval to be tested is from 2009 to 2017. Testing the direction and strength
of the interconnection will be expressed by the coefficient, using the Pearson linear method. It
is a covariance of standardized variables X and Y. It is calculated using the following formula:

z X, y; —nxy
g (1)
no .o,
Or alternatively:
Z XY~ nxy

i=1

==

The coefficient takes values from a closed interval between -1 and 1. The zero value
indicates that there is no linear correlation; the value plus one denotes a perfect positive fit,
and minus one shows a perfect negative fit. The value of the coefficient is closer to 1, the
linear bond is stronger. The lower value of the coefficient does not necessarily indicate a weak
link between the variables, since there may be a very strong correlation between the variables,
but the curvilinear, so the application of the linear coefficient of correlation is not appropriate
in this case (Buturac, Ignjatijevi¢, 2017, pp. 135-153).
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Data from the National Bank of Serbia (2009-2017), the banking sector credit activity
(2009-2017) and the results of the investment activity (2009-2017), are taken as information
source, based on which this research was conducted.

Indicators of credit and investment activity
of the Republic of Serbia

Credit activity

In the period before the crisis, economic growth in Central, Eastern and Southeast
Europe, including Serbia, was dynamic. Indeed, it was predominantly driven by consumption,
which was, in greater share, financed by capital inflows and bank loans. Inflows were, to a
large extent, channeled into the financial sector. In fact, it may be said that this period was
characterized by the arrival of foreign banks from Western Europe, which brought new and
cheaper sources of funding to the market. A period of robust credit expansion ensued. In such
an environment, however, many countries experienced unwanted consequences. Inflationary
pressures increased and external imbalances deepened. (Tabakovi¢, 2018)

It can be noted that the lending activity of the banking sector is higher measure
launched in the fourth quarter of 2009. Such an attitude is particularly effective in view of
the third quarter of 2009 (also the worst in the course of that year) given that the amount of
newly approved loans amounted to only 33 billion RSD. However, the worst three months
of the past year (at least in terms of the sector of the economy and the population) related to
the second quarter - the economic activity-oriented credit virtually vanished from 0.3 billion
RSD loans while the credit activity to the population decreased by 4.7 billions of RSD. At the
same time, credit growth on the basis of housing construction was zero. The only place for
a significant increase in credit activity, the banks saw in the public sector, which in the same
period increased by a record 52.3 billion RSD in one quarter (National Bank of Serbia, 2009).

Table 1. Net Government Position with the Banking Sector — Bank
Claims from the State (mil.€)

Year Ql Q2 Q3 Annual
2009 198,84 636,80 755,28 1.011,25
2010 1.119,03 1.451,71 1.483,65 1.785,75
2011 1.816,24 1.793,38 1.868,64 1.896,10
2012 2.093,97 2.501,54 2.631,31 2.728,91
2013 2.657,64 2.782,06 2.929,80 3.138,06
2014 3.545,88 3.733,72 4.008,68 4.170,67
2015 4.173,02 4.244.82 4.448,74 4.834,92
2016 5.358,26 5.386,66 5.458,80 5.672,50
2017 5.652,63 5.640,98 5.532,87 5.574,92

Source: National Bank of Serbia
The decrease in credit activity in 2013 in the corporate sector relates to all categories

of credit placements by purpose or branch activities of the economy. On a quarterly basis, the
most significant reductions were in the group of loans for working capital (RSD 15.3 billion)
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and investment loans (RSD 12.2 billion). At the same time, the most significant decline in
loans relates to construction, wholesale and retail trade, as well as the manufacturing industry.
The key contribution to the growth of loans to the finance and insurance sector comes from
the fact that the trend of maintaining banks against risk-taking through the reduction credit
exposures by the sector of the economy and placement of free assets into low-risk securities,
primarily the repo securities of the National Bank of Serbia (which increased by 14.9 billion
on a quarterly basis, ie 69.4 billion annually) and state bonds of the Republic of Serbia
(National Bank of Serbia, 2013).

Figure 1. Net Government Position with the Banking Sector — Bank
Claims from the State (mil. €)
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Source: National Bank of Serbia

During the third quarter of 2017, gross loans to the banking sector Serbia in nominal
terms increased by 24.5 billion dinars and amounted to are 2,028.6 billion dinars, representing
a growth of 1.2%. When it’s a credit the activity of the banking sector is observed at the
net level (after the impairment for the banking sector value adjustment), loans increased by
4.2%. Credit growth is evident, despite the fact that it is, in accordance with the Decision on
accounting the write-off of balance sheet assets of banks, the transfer of troubled loans, which
are completely impaired in the off-balance sheet of the bank. The increase in gross leveraged
credit activity is most pronounced in the sector of companies, for RSD 31.0 billion (or 3.5%
more than at the end of the previous quarter), as well as in the population, by RSD 11.2
billion (or by 1.4% more than in the previous quarter). Increase of loans given companies
were recorded with loans indexed to foreign currency clause and loans in foreign currency
(by RSD 34.1 billion), and that in mind loans for liquidity and working capital, and loans for
payment of imports. The nominal reduction in gross loan activity was recorded in the sector
of entrepreneurs, the public sector, foreign entities and other clients. U compared to the end
of the previous quarter, the non-financial sector in bankruptcy has to 18.9 billion dinars, or
31.1%, less gross loans. With a share of 45.0% and 39.0% in total gross loans, corporate
sector and population sector are still the most prevalent (National Bank of Serbia, 2017).

100 EKOHOMUKA X151



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

International Investment Position

International Investment Position (IIP) includes financial assets and passives that
have an international character. IIP is a balance sheet of a foreign party financial assets and
liabilities of a country. Foreign financial assets include financial receivables of residents, of
nonresidents and monetary gold, which is included in the reserve assets of the land. (National
Bank of Serbia, 2018)

The IIP shows stock at the beginning and end of an accounting period (most often a
quarter or a year). Changes in the stock of financial assets and liabilities at the beginning and
end of the period stem from changes in transactions (covered by the balance of payments)
or other changes during the observation period. Other changes include those arising from
write-off, revaluation, reclassification, commitments made or withdrawn, but not resulting
from transactions between non-residents and residents. The IIP shows the difference between
the stock of a country’s external financial assets and liabilities. A country has a net creditor or
net debtor status depending on whether the IIP stock data have a positive or a negative sign.
(National Bank of Serbia, 2018)

Table 2. Serbia’s International Investment Position (mil. €)

Year Assets Liabilities Net IIP
2009 16.005 38.394 -22.389
2010 15.940 40.289 -24.349
2011 19.484 44.291 -24.807
2012 17.226 44.519 -27.293
2013 17.676 48.503 -30.827
2014 18.134 50.848 -32.714
2015 19.334 53.447 -34.113
2016 20.854 55.456 -34.872
2017 20.480 55.960 -35.840

Source: National Bank of Serbia

The IIP is the basis for assessing the exposure to country risk as it presents the stock,
breakdown by sector and maturity of external liabilities, notably external debt, as well as the
volume and composition of claims on non-residents. The IIP is a statistical statement that IMF
member countries, pursuant to Article VIII, Section 5 of the IMF’s Articles of Agreement, are
required to submit to the IMF at the determined dynamics. The IIP is prepared in line with
the Sixth Edition of the IMF’s Balance of Payments and International Investment Position
Manual (BPM6, 2008), and the IMF’s External Debt Statistics — Guide for Compilers and
Users (2003). (National Bank of Serbia, 2018)
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Figure 2. Balance Sheet of the International Investment Position
of the Republic of Serbia (mil. €)
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As a distinction between foreign financial assets and liabilities, IIP clearly shows the
difference between the financial assets that one economy has and I the money that he owes.
Depending on the IIP sign, the land can be net creditor or net debtor in relation to the rest of
the world. The IIP is the basis for assessing the country’s exposure to risk economic relations
with other countries, since it contains a level display, sectoral schedule and maturity of
foreign liabilities, especially foreign debt, as well as the volume and structure of receivables
from non-residents. (National Bank of Serbia, 2017)

Figure 3. International Investment Position of the Republic of Serbia (mil. €)
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Foreign financial liabilities include financial liabilities Residents by non-residents. IIP,
as a rule, shows the balance at the beginning and at the end of the billing period (usually
quarter or year). Changes in the Balance of Financial Assets liabilities at the beginning and at
the end of the period are caused by changes that are the result of transactions (included in the
balance of payments) or other changes during the observation period. Other changes include
changes based on write-offs, revaluations, reclassifications, occurrence or loss of obligations,
and are not the result of transactions between a non-resident and a resident.

Results

According to previously presented indicators of the Claims of the Banking Sector from
the State and the International Investment Position of the Republic of Serbia, the main focus
was moved to determine and describe the coefficient of mutual correlation between these two
indicators.

Since this is parametric statistics, where the coefficient of variation is less than 30 (in
this particular case 17,09674), the Pearson method of correlation was applied, thus calculating
the correlation coefficient of these two indices.

The correlation coefficient of the International Investment Position and the Claims of
the Banking Sector from the State is -0,982104, which means that the correlation of these two
parameters is above all: negative (< -0,5) and also strong (see Table 3).

Table 3. Correlation between the IIP and the Claims of the Banking Sector from the State

Claims of the Banking International Investment .
Year Sector Position CorrelaFlon
from the State (mil. €) (mil. €) Coefficient
2009 1.011,25 -22.389
2010 1.785,75 -24.349
2011 1.896,10 -24.807
2012 2.728,91 -27.293
2013 3.138,06 -30.827 -0,982104
2014 4.170,67 -32.719
2015 4.834,92 -34.113
2016 5.672,50 -34.872
2017 5.574,92 -35.840

Source: Authors’ interpretation based on the data base

Also, using the descriptive statistics method, the determination coefficient can also be
calculated. In this case, part of the variance of one variable caused to another is 96,4528%.
Taking into consideration the relatively small number of samples (9 years) on which the
research was conducted, and based on the calculated coefficient of determination, a certain
degree of safety can determine the mutual cause of the trends of the tested variables.

In Picture 5, the correlation of these two indices is shown, along with the variation
coefficients, also mentioned. Based on this, the conclusion is that a high level of the Banking
Sector claims from the State contributes to a low IIP value. Therefore, the negative trend of
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the International Investment Position is in a strong negative correlation with the increase of
the Banking Sector claims from the state.

Figure 4. Correlation between the IIP and the Claims of the
Banking Sector from the State
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The negative trend that started in 2009, continued in the next three years, with
a proportionate decline in investment and an increase in lending activity. After 2012,
International Investment Position experienced a drastic drop from -27.293 mil. € to -30.827
mil. € in 2013. On the other hand, in the period from 2013-2014, Banking Sector claims from
the state experienced a drastic increase. From 2014 to 2016, both parameters achieve an equal
trend. In 2017 Banking Sector claims from the State are reduced, but the amount of reduction
is negligible compared to the previous negative trend.

According to J. Tabakovic (2018), Serbia is good example of the numerous measures
and activities taken to curb the level of non-performing loans in the last five years, because of
the systematic approach taken to narrow the internal and external imbalances of the country
and create a more stimulating investment environment in a sustainable manner.

Also, considering J. Galic’s research (2013), during 2009, the banking sector was faced
with a lower availability of funds for investment, which made borrowing more expensive
(higher interest rates essentially mean a lower level of investment activity, and expected
consequences include lower liquidity of the real sector and difficulties in servicing the existing
loans). The trend continued in 2010 and 2011; thus, at the end of 2012, the economy faced a
shortage of liquid assets and high liabilities, which significantly affected the preservation of
banking sector stability.
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Conclusion

The economic crisis that has shaken the economy of the Republic of Serbia has been
present in this region for the past twenty years. The consequence of this phenomenon is
macroeconomic instability and the fact that domestic economy has stagnated, in conditions
of strong inflationary pressures and the weakening of the domestic currency.

The stagnation of the economic recovery on the republic level and the deteriorated
economic outlook with the decline in domestic economic activity has prompted the
strengthening of macroeconomic imbalances. The decline in total economic activity, the
overflow of exchange rate risk in credit, and the difficult access to financial markets and the
narrowing of opportunities for collecting fresh sources of funding have limited the space for
the operation of financial institutions.

A high level of indebtedness of the domestic real sector in the previous period was
achieved, and the problem of insolvency, with consequent problems with the collection of
placements, was caused by the relatively modest banking claims growth and the weakening of
investment activity. Responding to a pre-determined subject of research, within the limits set
by the methodological postulates, we have come up with results that confirm the hypothesis
of the research.

The research is shown as the interdependence of parameters in the real sector. Two
components of the real sector are presented, regarding the growth of the banking claims from
the state activity and the decline in investment activity. Thus, the growth of the banking claims
from the state was generated by quantitative data on Government debt in the banking sector.
The decline in investment activity was presented through data on the international investment
position of the Republic of Serbia. A high negative coefficient of interdependence between
these two indicators was observed, on the basis of which the determination coefficient was
calculated, and a high degree of causation of the two observed variables was determined.
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Abstract

The aim of this paper is research of the importance of auctions for wholesale of
agro-industry products. Based on theoretical and scientific knowledge, the result
that would encourage auction trade is demanded. The basic goal is, through the
analysis of auction importance for trade, to affirm information and conclusions
that may show that wholesale markets are appropriate place for auction trade in
agro-industry. Therefore, the aim is to achieve expected result on the market, by
auction trade, etc. by bid based on and equivalent to expected incomes. However,
auctions are classical example of trade with mutual depended valuations, so
theoretical and empirical researches tend to achieve the effect of efficiency and
maximum revenue.
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Introduction

Auctions are kind of specialised market institutions that originate from ancient
times. As market and trade forms, auctions have been present from 500 BC. When we
speak of the importance of modern auction for trade, it is necessary to mention interest
of governments, states and economists for their importance on oil market. It is not
necessary to stress how important oil is for world trade, but for the purposes of this paper
it could be necessary, in the sense of presentation the importance of auctions for global
trade. In the middle of the 1970s, economists from all over the world shown greater
interest for practical implementation of auctions in trade. Namely, the aim of research
of importance and role of auctions in trade, was finding the most efficient strategies
and plan for their realisation in the market. Modern business conditions and usage of
the Internet contributed to development of auction trade and sales of different goods
and services orientated to consumers. Also, it is necessary to stress the importance of
so-called occasional auctions for goods that are rarely on market but may have great
economic value and price, such as antiquities and artefacts with great artistic value. In
the focus of analysis in this paper is the agro-industry products market and importance of
auctions for the trade. When speaking about agro-industry products trade, it is important
to point out the importance of bazaars and fairs as the oldest market institutions but also
modern trade places as wholesale markets. For domestic and international trade, of great
importance are regular auctions organised in regular time intervals with recognisable
and well known goods. Fairs may be very efficient places for auction trade,f they are
significant and recognisable in agro-industry. For these trading places time intervals are
very significant and it is recognised in agriculture and agro-industry. The special aim of
this work is to stress the relevance of wholesale markets as places for auction whole sales
of agro-industry products. The main role of private, public or state wholesale markets
is organisation of auction trade, providing place and monitoring the course of auctions.
This is all necessary in such markets.

Definition - forms and place of auctions in trade

Auctions are among the oldest market institutions. They were held in places
where many people have gathered, such as squares and during church ceremonies. Like
bazaars, fairs also originate from ancient times. With certainty it is possible to say that
they are the oldest forms of trade. If we say that some forms of trades are important for
the development of trade for centuries, being improved by development of production
forces and transport, it is however not necessary to stress it in the this case.

The word “auction” originates from Latin word ,,Auctio* that means lifting. First
auctions were organised in Ancient Rome. It is interesting to mention they were held on
squares. The aim of auctions was the protection of interests of the absent and incapable,
whose property was being sold. Later, this selling manner was used for sale of debtor’s
property, by court decision, to pay debtor’s obligations. (Acin-Sigulinski, 2008).

Auction is a specialised market institution where the goods are sold by public sale
— the bidding. The first price is determined by salesman, and the buyer who offers the
highest price becomes the owner. The price is formed by bidding of potential buyers. The
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owner of goods is the buyer who offers the most, so they have the right to buy wanted
quantity at the offered price.

Auction in modern market economy is international market institution where the sale
of goods is made by bidding and bidding is the method for achieving the maximum price. By
opinion of the author of this paper — auctions are organised markets in which irreplaceable
goods in strictly determined places and at the specified time, that fulfill all legal and security
conditions for objective trade. There are different types of auctions, depending on aims they
tend to achieve. According to the criterion of permanence, there are:

1. Occasional auctions — for goods that are rarely sold

2. Regular auctions — organised in public places with known methods of bidding.

When we speak about he significance of auctions for agricultural products trade,
it is important to stress the relevance of regular auctions, because of the trade of familiar
goods and because of the permanent place for auctions. Auctions may be:

1. Retail auctions and

2. Wholesale auctions.

When it comes to wholesale auctions, there are private companies, public or other
economic entities engaged in organizing auctions, providing space and supervision
services to traders operating in such markets. Auction companies provide auction
organising services but do not participate in the trade themselves. The most important
services of the auction companies are

+  Providing the premises suitable for trade

*  Organizing an auction store in terms of traders’ records and trading standards

*  Conducting a bid flow

*  They inform interested companies and the rest of the public about the prices

achieved at the auctions.

In order to clarify the concept of trading, it should be noted that auctions are
traded by auction brokers that are registered with an auction company (house) for trade
in auctions. These companies represent buyers at the auction (brokers) because it is in the
interest of buyers to use the brokers’ expertise, knowledge and confidence in achieving
the appropriate price. There are also appropriate mechanisms for protecting the interests
of buyers in the trade (bills) in the name of the company, bank guarantees and other

types.

Auction types:

<@ English type

The type of auction in which auctioneer begins to trade with the lowest acceptable
price. The essence of this trading form is that buyers bid offers up to maximum acceptable
for certain buyer.

B« Dutch type of auctions

The type of auction that begins with the highest price which gets lower until some
buyers agree to buy.
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BaD Auctions of sealed offers. (Pordevi¢ et al. 2008).

This is the type of auctions in which participants give their offers in sealed form,
so other participants do not know what the offer is. This type of auction consists of
two parts, the first is the delivery of offers, and the second is opening of offers and
announcement of winner and the highest price.

In 1797 Johann Wolfgang von Goethe sold his handwriting using auction of sealed
offers. (Benni et al. 1998).

Steps for auction preparation:

* Preparation of auction plan

» Choice of auction form

» Development of auction rules

* Announcing in media

» Registration of participants and distribution of auction documentation

» Maintenance of auction

 Sale contract finalisation

e Conclusion of auction. (Pordevi¢ et al. 2008).

Auction process:
1. Auction preparation:
*  Delivering goods on the address
e C(lassification and separation in lots
e Putting goods in an auction store for inspection
*  Promotion of auctions — sending of auction lists (place and date of
auction, name of auctionrer, description of goods, description of each
particular lot)
2. Auction bidding:
*  Announcement of opening
* Bidding
*  Making contracts, taking goods for another auction sale, or withdrawal
of goods. (Acin-Sigulinski, 2008).

Trade of agricultural products on fairs, wholesale markets and other trading places
is specific due to:

1. Manner of organising

2. Price determination

3. Standardisation of goods and services that are exhibited or sold.

The specificity of trade in the agro-industry stems from the importance of these
products for the health and life of the population. On the auction itself, there are experts
who know the rules and standards in the agro-industry. The sale is performed by agents
intermediaries, who accept goods which is considered to be interesting for potential
buyers They are the ones who determine the starting price and sell it in their own name
and for the account of the owner. These are salesmen brokers. Depending on the type of
auction and the reasons for the organisation of the trade, there are brokers who perform
the buying on their behalf and for the account of the clients. It should be noted that both
types of brokers charge a commission from sellers or customers. When it comes to agro-
food or agro-industrial products sold at the auction, it should be noted that this is a sale of
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non-standardised goods, which means that their quality cannot be accurately determined,
so there is a need, before and sometimes during auctions, to be present in the premises.
Based on the above, we can conclude that in terms of the quality of purchased and sold
goods, wholesale markets represent the most efficient and important place for auction
trade in agro-industrial products.

Research results

The importance of auctions from the aspect of trade

Modern approach to auction theory is seen in theorem of equivalency of expected
incomes. This theorem is assuming that bidding participants have private values and
they are neutral to the risk and also symetrical (functions of probability allocation are
identical), English, Dutch, auction on first-price and second-price bring the the same
expected income to seller. If some of assumptions is not fulfilled, different kinds of
auctions would generate different level of expected income to seller. It is necessary to
mention that there are licitation participants that are reluctant to risk, and on second-price
auction they would make an offer equal to the value. However, on the first-price auction, a
bidding participant has a dilemma. If he lowers the offer in relation to its value, he would
pay less if he wins, but probability for winning is lower. If bidding participant is reluctant
to risk, it is more important for him to win but to pay less, so he will slightly lessen his
offer on the value, and first price auction brings greater expected income to seller then
second-price auction. Course of auction and expected income depends on the number
and power of bidding participants. The important market moment during auctions may
create an opportunity for bidding participants to operate cooperatively and form a cartel
in order to generate greater profit on account of the seller who generates lower expected
income. We may say that each kind of auction has its advantages and disadvantages,
therefore combination of auctions are common in the practice. For example, in an
English-Dutch auction, the first phase is an English auction until two participants remain.
Afterwords, they participate in first-price auction. Dutch-English auctions have opposite
order. Combining them encourages greater number of participants on bidding, who may
also get a certain premium. On the bases of performed researches, we may conclude that
auctions with great number of participants are very significant instrument for wholesale
trade of agro-industrial products.

Auctions studied by Vickrey are known as sealed auctions, since proposals are
given in sealed envelopes. On the sealed first price auctions, participant who offers the
highest price gets the goods and pays the amount he had offered. On sealed bid second-
price auctions, buyer who had offered the highest price gets goods, and pays the price
equal to second highest amount.

Vickrey’s auctions are greatly studied in economic literature, but they are unusual
in practice. There are generalized variations of Vickrey’s auction for multiplies auctions,
such as generalized second-price auction. (Benjamin i dr, 2007).

Analysing modern type of agro-industrial products trade, the conclusion is that
wholesale markets are the most organised and most efficient form of wholesale trade.
From the aspect of efficient management aiming to achieve efficiency effect and
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maximum revenue through auction sales, wholesale markets represent a well organised,
permanent place of trade. Having in mind experiences and practical usage of wholesale
markets in wholesale trade in developed economies, mainly for fruit and vegetables, we
may conclude that they enable a trade increase and efficient distribution of agro-industrial
products. An efficient management of the company or part of an auction company is also
an effective tool for achieving the efficiency and effectiveness of increasing auctioning
through auctions.

The importance of wholesale markets as a place for trade

Wholesale market, as a company or a part of an auction company, offers organising
services but does not participate in the trade itself. Modern world agricultural production
attaches enormous importance to healthy nutrition and food safety within the overall
agro-industrial complex. The agrarian world economy is engaged in research on the
importance of sustainable development of agriculture and especially areas that are, by
their nature, suitable for the development of this type of industry. These places of trade
create the necessary preconditions for the sale of large quantities of goods, controlled
quality, domestic and foreign customers of controlled health safety. The importance of
auctions for trade in agro-industrial products can be seen by comparing domestic trade as
well as the share of domestic enterprises in regional, European and world trade.

The policy of reliance on the agrarian and rural economy as a whole would
have to be, not only in the function of survival in the present times, but also a lasting
determination of our country and economic development policy based on decentralisation
and harmonious economic development. (Jovanovi¢, 2013)

Wholesale markets are specialised market institutions aimed at supplying a larger
volume of agricultural products market, primarily fruits and vegetables. At these market
institutions, wholesale trade is made available to the agro-industrial products and therefore
their impact is very important for concentration of total supply and demand in the agro-
industry. Due to their specificity in trade, they may be trade institutions with a non-standardized
or standardised trading process. The market form of the organisation of wholesale markets
depends on its legal form, its role and importance on the market. Therefore, it is necessary
to emphasise that wholesale markets can also organise the sale of goods through auctions.

The wholesale market is a special market institution that deals with the organisation
of wholesale trade, by regulating, maintaining and issuing specialised space for exhibiting
and selling fruits, vegetables and other agricultural and food products, other consumer
goods, as well as the provision of accompanying services, and in particular the storage
of goods, its processing, processing, packaging and other services related to handling
and transportation. The Wholesale Market is a legal entity registered for carrying out
activities of wholesale organisation in accordance with regulations on the registration of
economic entities. Sales at wholesale markets are traded by traders. Wholesaling is done
wholesale and exceptional retail trade under the conditions prescribed for the market.
(Zakon o trgovini, 2013).

Modern approach involves the use of wholesale markets as a special form of trade
in order to achieve the goals of the company in the market, the greater the volume of
trade, the quality of the service provided as a competitive advantage, in order to satisfy
the interests of customers and end-users. (Kuzman et al. 2017).
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In developed countries, wholesale markets are one of the most important market
institutions in agricultural products trade. (Kuzman et al. 2018).

The significance of wholesale markets from the aspect of total trade in agro-
industrial products is great, but they can have a special role as places for trade through
auctions. As a place of auction sale, they can have an informative role at the regional and
national market level, especially for buyers and sellers of goods in the seat area. Their
informative role is important from the aspect of reporting through electronic and printed
media as well as media from the field of agro-industrial complex. Their role in the global
auctioning site is reflected in ensuring the maximum supply of fruits and vegetables,
cereals, increasing domestic supply and production, low prices and continuity of trading
that enable adaptability to seasonal fluctuations in prices.

Recommendations for the future of the market
by the development of auction sales

The concept of the development of wholesale markets as market institutions
needs to be adapted to the already established standards in world trade in agro-industrial
products. With a strategic approach to the development of these institutions in wholesale,
it is necessary to develop a system of trade based on samples, by reference to certain
standards, description and quality of products and in an auction manner. In particular,
we can emphasise that the sale through auctions in the world trade is increasingly taking
place in the direct presence of goods at the wholesale market, with the aim of ensuring
the quality of goods, food safety and human health, as well as the price for purchased
goods. Therefore, it is necessary to emphasise the role and significance of wholesale
markets for the auction trade in terms of ensuring all modern standards of storage and
warehousing of goods already applied in market-developed economies.

The research showed that irrigation increases the efficiency of agricultural
production, influences the change of the seed structure, and market surpluses can be
placed on the international market by using the existing international agreements signed
by the Republic of Serbia. (Mihailovi¢ et al. 2014).

The results of the research show that the improvement of the competitiveness of
the agricultural sector in the Municipality of Stara Pazova requires the implementation of
adequate strategic measures and projects in the field of improvement of human potential,
higher level of processing of agricultural products, as well as better agrotechnical
equipment of agricultural producers. (Mihailovi¢ et al. 2017).

Competitiveness is a combination of the best methods and business models in a
market in which a consumer, buyer or other interested entity in the market finds common
goals with an enterprise in the form of purchasing an acceptable product or service for
satisfaction and usefulness in a commercially acceptable manner. (Prdi¢, 2017)

In order to meet the demands of more and more exciting customers, both in
the domestic and foreign markets, strengthening the competitiveness of the domestic
economy imposes, inter alia, the need for programmes that will improve agricultural and
rural development. (Subi¢, 2017)

Advantages of auction trade on wholesale markets of agro-industry products are:

*  The development strategy of trade and agro-industry complex of the Republic

of Serbia
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*  Huge interest of buyers for auction trade and trade on wholesale markets

* Improvement of trade conditions by building and revitalisation of modern
wholesale markets

*  Aggregate sales in trade of agricultural goods (fruits and vegetables, grains)

* Implementation of European and world experiences in wholesale trade of
agricultural goods

*  Opportunity for organised and planned export of products on other markets

* Trade of organic and healthy food with controlled origin and safety

*  Wholesale buyers’ preference for auctions and wholesale markets as
specialised market institutions but also attitudes and perception of consumers,
for quality, price and freshness of products.

Disadvantages of auction trade on wholesale markets of agro-industry products
are the following:

*  Uncontrolled influence of wholesale network, especially in import of fruit

and vegetables

* Inadequate development strategy and market rules

*  Absence of export strategy for wholesale market that is enabled by auctions

e Strengthening of regional competition

e Traffic, infrastructural and information disbalance

*  The lack of organised export on free markets (Russia) etc.

Based on the views of well-known experts on the importance of agriculture and
the development of the market for agricultural products, the conclusion is simple and
unique — the auctions are an effective type of wholesale trade.

Conclusion

Based on the conducted research, it can be concluded that auctions are a very
important segment of the trade in the market, depending on whether it is a trade in
products of special value or goods. The task of this paper was to examine the importance
of auctions in trade in agro-industrial products as well as what effects they can achieve
on business efficiency. When setting the goal that the bid wants to achieve, it follows
that it is the efficiency and the maximum realised income of the seller. Depending on
the type of goods we trade, for example fruit and vegetables, cereals, these two strategic
goals before the auction can be harmonised but sometimes even conflicting. When these
two goals are conflicting, it is possible that a particular auction allows the seller to earn
a high income, but that the allocation is inefficient in the sense that the goods are not
awarded to the bidder(s) who value it most. Also in terms of auction trading by auction
method, it is possible that the allocation is effective, but that the seller achieves a low
level of sales. On the basis of everything exposed, it can be noted that market information
is a very important factor in organising auctions. One of the worst assumptions of
auctioning is the inability to know the number and strength of potential participants
at the auction. Therefore, it can be concluded when it comes to trade in agro-industrial
products, primarily fruit and vegetables, that wholesale markets are a very efficient place
for achieving the goals of sellers, customers and auction organisers. The importance of
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auctions is clear when we have in mind that they are used for the sale of oil and gas.
From the aforementioned known historical and practical facts, we can conclude that our
goal in this paper was achieved in terms of emphasising their importance for trade. When
considering the market for agroindustrial products, it is necessary to emphasise the trade
in the famous fairgrounds in the world. Agricultural products have the significance of
both nutrition and human health, and the controlled wholesale and retail trade system
is important in the system of the entire agro-industrial complex. Like any other type of
trade in the market, it has its advantages and disadvantages, but considering the overall
importance of agro-industry, as well as the quantity, quality and price of products we
can conclude that auctions on wholesale markets would improve the total trade volume.
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Abstract

In the modern world, it is increasingly moving from the classic way of managing
people, natural and material resources to the knowledge management process.
Knowledge Management (Knowledge Management or KM for Knowledge) is a system
that helps us understand how and why something happenedin a particular organization
or enterprise. In the business world, this process is also called “corporate memory”.
Knowledge in this context is seen as an organization s ability to function effectively.
Knowledge management is a name that indicates a process in which an organization,
collectively, intentionally and systematically collects, organizes, exchanges, shares
and analyzes its own resources in terms of resources, documents, knowledge and
skills of its associates. At the beginning of 1998, technological advances made it
possible to eliminate the deficiency observed across business sectors: companies did
not systematically manage the knowledge they gained in their work. If an employee
leaves the company, there was an irrecoverable loss of knowledge, and the whole
process of training, acquisition of knowledge and development of the methodology
had to be repeated. Only a decade later, things have changed and many organizations
have developed knowledge management systems. This concept attracted the attention
to NGO because many of them generate knowledge, on the one hand, and face rapid
changes of associates on the other. Knowledge management implies the ability
to organize data (mining data), as well as some ways in which the searched data
will “push” the target users, because the very existence of resources is not enough
incentive for adult learning. Dealing with the knowledge component within business
activities as explicitly expressed and integrated into all aspects of strategy work,
through policy to practice at all levels in the organization.
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YITPABJbAILE 3HAIBEM U 3HAYAJ YIIPAB/BAIBE 3HAIBEM
3A IEPOOPMAHCE OPTAHU3ALIUJE

AncTpakr

Y caspemenom ceemy cee ue ce npenasu ca KI1acuuno2 HAYUHA YNPABHLAILA b -
ouMa, RPUPOOHUM U MAMEPUJATHUM PECYPCUMA HA NPOYEC YNPABLAbE 3HAMEM. Y-
paswarve sHarem (Knorneoee Manazemenm wiu KM 3a 3nanye) je cucmem koju nam
nomasice 0a CX8AMUMO KAKO Ce U 3aumo ce Heuwmo 0ecuno y o0peleHoj opeanusa-
yuju unu npedysehy. ¥ nociosnom ceeny, osaj npoyec ce Ha3uea u ,, KOpROPAmMuGHoM
Memopujom”. 3narbe ce, y 060M KOHMEKCMY, 8UOU KAO CNOCOOHOCH op2anusayuje oa
eghukacto Oenyje.Ynpasmarse 3Harem je HA3U8 KOjum ce 03Ha4a8a Npoyecc y Kome
HeKa OpeaHu3ayuja c6eCHO, HAMEPHO U CUCIEMAMUYHO NPUKYI/bA, OpeaHusyje, pas-
Meryje, 0enu U aHanu3upa CONCMEEHA 3HARA Y CMUCTY Pecypcd, OOKYMEHAMA, 3HARA
u sewimuHa ceojux capadruka. Ilouemkxom 1998. coourne, mexnonowiku Hanpeoax je
omoeyhuo oa ce omxnoHu Hedocmamak Koju je npumelien wupom OUsHUC cekmopa:
KOMNAHUje HUCY HA CUCIMeMAMUYAH HAYUH YRPAB/bATIe 3HAFEM CINEUEHUM ) CBOM PaOy.
Kaoa bu nexu cyswcoenux 0onasuo uz Komnauuje, 001asuio je 00 HeHAOOKHAOUBOZ 2)-
bumxa snara u yeo npoyecc oOyKe, CMuYarLd 3Harba U pazeoja Memoooio2uje Mopao
ou ceaxu nym oa ce nonasnsa. Camo oecemak 200UHA KAcHuje, CMeapu ¢y ce npome-
HUle U MHO2e opeanusayuje uMajy paseujene cucmeme 3a ynpassarse suarvem. 06aj
je Konyenm npugyKao 8enuKy naxicrby HeGlaouHUx Opeanu3ayuja 3amo wimo MHoze 00
FOUX 2EHEPUULY 3HABE,C jJeOHe CIMpaHe U CYouasajy ce ca Op3um npoMeHama capaon-
Ka, ca opyee cmpare. Ynpasmarse 3Harsem noopazymesa cnoCOOHOCH Opeanu3068aHO2
Npempaxicusarsa (0ama MUHUHZ) NOOAMAKa, Kao u HeKu HauuH Ha Koju he ce apxueu-
panu nodayu ,,nogypamu”’ 00 YubaHUx KOPUCHUKA, jep camo ROCMojarbe pecypca Huje
0060/6HO NOOCMUYATHO 3a YUerbe 00paciux.baesverse KOMNOHEHMOM 3HALA ) OKEUPY
NOCIOBHUX AKMUBHOCU KAO eKCRAUYUINE U3PANCEHOM U UHMESPUCAHOM Y C68€ ACNEKme
paoa 00 cmpamezuje, NPexko NOAUMUKA 00 NPAKce HA CBUM HUBOUMA Y OPSAHUAYUU

Kwyune peuu: Ynpaswarwe, 3uare, 00nyKe, opeanusayuja, cmpamezuje

Knowledge as a synthesis of information

Globalization of the market emphasizes knowledge as the basic value of successful
companies. Quality management of knowledge hidden in the company therefore becomes
the imperative of successful business. Estimates say that most of the company’s knowledge
is hidden. In such a situation, it is no surprise that more and more efforts are invested in an
attempt to turn knowledge into a concrete fact that can help create new values of this capital.
New ways of doing business, first of all business on the Internet, significantly redefine the
working hours. Business 24/7/365 requires that corporate knowledge has to be a dynamic
resource and it will be continuously used for the purpose of doing business as high as possible.

What is knowledge? Knowledge can be defined as a synthesis of information,
professional and research knowledge and experiences that have practical value.
Knowledge has two basic components: data and information. The data is actually
unstructured records that do not have any value for themselves. For example, a list of
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orders for ordering time is a set of data. By analyzing the data, we obtain information, or
knowledge that can lead us to activity. If we analyze data onto the above example, we can
find out at what time the highest order is made; information that can be used to improve
the business. Information can be generated from categorization, account, correction, and
compression.

As already mentioned, knowledge management is a consequence of the increasing
demands of global business. Also, the lack of knowledge where needed, as well as the
dispersion of knowledge within different parts of the company, has led to thinking about
the most effective way to manage organizational knowledge.

At company level, we can develop two types of knowledge. Employees have
personal knowledge, and they are neither recorded nor categorized. The recorded
knowledge (instructions, procedures) is called codified knowledge. A large number of
knowledge management companies have shrunk to several basic categories, such as:

Increasing productivity - Using knowledge to define best business practices, as
well as avoiding ineffective activities in order to quickly solve innovation problems and
finding new ideas that directly improve productivity, as well as the company’s position
on the market.

The speed of responding to the problems and demands of customers - It is first
of all about the availability of knowledge where it is needed. Modern communication
technologies have revolutionized the rapid distribution of knowledge regardless of
geographical distance.

Additional education - Easy distribution of knowledge over the Internet allows
everyday work on the education of employees (distance learning), which will put their
knowledge into the knowledge management process at the company level.

Acquiring new knowledge - In order to maintain competitiveness and respond
to the demands of modern business, companies continuously increase the quality
of corporate knowledge. Employee education is a classic, but not the only solution.
Namely, many downloads are carried out with the intention of acquiring the knowledge
and technologies of other companies. Another, very popular way in the world, is the use
of consulting services for companies whose only job is to collect and rent knowledge
about various economic branches. Consulting services are used as a rule in key moments
of performing a project, when short-term but concise experiences of others are needed.

Knowledge can be enhanced by organized communication (merging) of people
with different profiles and intersections. Their joint engagement on a project can generate
many quality ideas, which would otherwise not be possible. Adaptation to trends, new
technologies and market and competition requirements, also inevitably, means acquiring
new knowledge. In such a process, those employees that are willing to change and accept
new knowledge and experiences are crucial.

Modern communication technologies (Internet) have led to the creation of the so-
called ,,networking knowledge. It is a process of knowledge distribution of employees,
teams, development groups, where intensive communication extends existing knowledge,
but also creates new ideas. Finally, research into new technologies is one of the main
methods of acquiring new corporate knowledge. In this, large world companies have
even overgrown universities and become scientific institutions, as they invest in research
and development (R & D) up to 25percent of annual revenues. Knowledge management
is not an easy job, but it is inevitable if you want a successful business. Good use of
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corporate knowledge, its location and systematization can be crucial for generating new
ideas and for a complicated process of transforming knowledge into better sales, higher
profits or better placement on the market.

Types and sources of knowledge

There are numerous attempts to systematize knowledge, but for the needs
of management, the most important ones are classifications that contribute to the
development of knowledge management areas, that is, those that are significant from the
aspect of business operations and functioning of the company.

One of the basic divisions contains five types of knowledge (Zack 1999):

*  declarative - to know something about someone or something, (know-what)

»  procedurally - to know how (know-how)

»  causally - know why (know-why)

+  conditionally - to know when (know-when)

* relational - know who / what with who / what (know-who, know-where)

These types of knowledge can be understood as key components of knowledge,
which is significant from the aspect of development of managerial competences.

Knowledge can be divided individually and collectively. Individual knowledge
includes the knowledge of individuals and it can be general and specific. General
knowledge refers to the knowledge of some areas that are in principle the subject of the
interest of the wider population and as such is available to everyone and is generally
acquired during the primary education process.

Special knowledge refers to the knowledge of some narrow areas of interest and,
unlike general knowledge; it is not available to everyone, but the conditionally stated
privilege of those with higher educational levels. Collective knowledge is the knowledge
that an organizational unit possesses.

An organization understood as a set of individuals leads to the conclusion that
collective knowledge is equal to the cumulative knowledge of the individuals constituting
the given organization.

However, collective knowledge of insensitivity and synergetic component, which
implies that two individuals, in addition to their own knowledge, if they cooperate,
create additional knowledge that is the result of a congratulatory process and relates to
the improvement of knowledge. For organizations it is very important that they have
employees with a wider scale of knowledge, that is, a larger number of individuals who
are experts in some specific fields.

The most important division of knowledge from the aspect of knowledge
management strategies is the one that distinguishes between implicit (tacit) and explicit
(knowledge). Explicit Knowledge is the knowledge that can be expressed in the formal
language and exchanged between individuals, and implicit knowledge is personal
knowledge embodied in individual experience and involves intangible factors such as
personal beliefs, perspectives and values. (Murray 2000).

For organizations, there is a much greater problem of managing implicit than
explicit knowledge. The reason is more than simple, and lies in the fact that implicit
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knowledge is not written anywhere and is an immanent part of every person who owns it.
It is conveyed by speech, mutual discussions, open suggestions, and for its transfer, they
will transfer it to the others if necessary. This fact raises the issue of managing implicit
knowledge in cases of employee fluctuation or retirement. In these cases, the workers
carry with them a part of the knowledge they acquired in the given organization, which
belongs to the organization because it invested the resources and the time it was created,
which it should remain after their departure, but is by its nature invisible.

From the point of view of administering implicit knowledge, it is far less a problem
for organizations to retire the workers than to transfer workers to another organization,
which in turn gives the implicit knowledge of newly recruited workers without any
investment. The solution of the problem lies in the codification of implicit knowledge,
which represents its transition to an explicit form. Implicit knowledge using appropriate
symbols (depending on the type of media) goes into explicit knowledge.

In order to successfully implement a knowledge management program in one
organization, it is necessary to identify all the knowledge sources that one organization
has at its disposal. Generally speaking, two sources of knowledge can be identified:
internal and external sources.

Internal knowledge sources are in the “heads” of the employees of the organizations
members and are characterized by the behavior of employees, procedures, software and
equipment. Internal knowledge sources can be recorded in different documents or stored
in database.

External sources of knowledge of general importance include publications,
universities, and government agencies, consulting firms, professional associations,
personal relations, suppliers, knowledge brokers and strategic alliances (Zack 1999).

In terms of company orientation in relation to knowledge sources, there
are three options available. The first refers to enterprises that exclusively generate
knowledge from their own sources. Although it is difficult to believe that in the present
environment conditions such enterprises exist, the prevailing internal orientation can
significantly jeopardize the competitive position of the company, because the trends in
science are based on multidisciplinary orientation, and it is difficult to believe that an
enterprise, regardless of size, can cover all fields of science. The second option refers
to those companies that are oriented only to external knowledge sources. And this
extreme attitude of the company towards knowledge can eventually cause instability
in the company’s business, because the external sources of knowledge are free or very
cheap, and at the same time they are accessible to all. A company that relies solely on
external sources of knowledge can lose essential competence over time, and therefore
the basis for a race with its competitors. In the end, the best option is to fine-tune the
use of knowledge from internal and external sources. This combination eliminates
the disadvantages of orientation only to internal or external sources of knowledge.
An interesting option for acquiring new knowledge from external sources is strategic
alliances. Although they are mostly formed on a project-based principle and with a
time-limited duration, alliances offer enormous potential for acquiring new knowledge.
All-participating companies use their own previous experience in working together
and thus, deepen the knowledge boundaries. How well they can be good, alliances
for individual companies that constitute it represent a permanent danger in the sense
that alliances are used as perfidious spyware by partners. It is therefore necessary
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to precisely define all the activities and areas that the Alliance should cover, thus
protecting the vital knowledge of one’s own organization.

At first glance it is hard to believe but consumers and suppliers can be a significant
and almost free source of knowledge. Although, in this case it is primarily in relation
about ideas and information not about knowledge in some of the recognized forms, and
the importance of these sources should not be underestimated. The active participation
of the mentioned stakeholders can bring the company to the market and the vibrations
that come from it. In order to exploit the potentials of customers and consumers, it is
necessary to establish close contact with them both through the Internet (various online
forums, discussions, mail), and face-to-face (the use of sales operations as the main
recipient and various forms and techniques for collecting opinions).

The importance of knowledge management
for the organization’s performance

Managing knowledge and developing managerial competencies should enable
better execution and implementation of the process. All the processes within the
organization can be reduced to three basic processes: processes of effectiveness,
efficiency and innovation.

Significance of knowledge management from
the aspect of effectiveness

Effectiveness involves performing the most desirable processes and making the
most feasible decisions. Knowledge management can help the organization become
more effective by helping them to choose and implement the most appropriate
decisions. Knowledge management enables members of the organization to collect
information necessary for monitoring external events. This results in fewer surprises
for the organization’s leaders and, consequently, reduces the need for modifying plans.
Otherwise, poor knowledge management can result in organizational errors that are
reflected in repetition of the same problems or their poor prediction, even when they are
obvious (Bacera-Fernandez and Gonzales 2004).

Knowledge management enables the organization to rapidly adapt its processes
in line with current opportunities, which is especially evident in times of frequent and
dynamic changes. At the same time, knowledge management organizations may have
significant problems in maintaining the effectiveness process in case employees leave the
organization (voluntarily or forcefully) or when admitting new members.

In the first case, the workers “relate” with their own knowledge and knowledge
acquired in the organization in the process of organizational learning. Such knowledge
can often be an integral part of essential competence. The loss of such knowledge erodes
the competitive advantage. In the second case, the knowledge of newcomers may be
incompatible with the knowledge that an organization needs, which may also have a bad
effect on organizational performance, whereby knowledge includes routines, procedures,

122 EKOHOMUKA X151



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

processes, customs, rituals and the like. However, it should be aware of the fact that
newcomers can bring improved organizational knowledge in all its elements, as well as
experience and knowledge from previous jobs.

Significance of knowledge management from
the aspect of efficiency

Effective knowledge management can provide organization with greater
productivity and efficiency. Cases that confirm this are many. It is interesting to give an
example of Toyota that, thanks to the network of knowledge sharing within the company,
has provided a competitive advantage over other car manufacturers for years, primarily in
productivity, and then in the speed of development of the new vehicle model. Toyota has
managed to solve three basic dilemmas concerning the sharing of knowledge, referring
to the following (Bacera-Fernandez and Gonzales 2004):

I. motivate members to participate and openly share useful knowledge (at the
same time preventing them from being reared by the competition),

2. Prevent free riders (individuals who learn from others, but do not help
others to learn) and

3. Reduce the costs associated with seeking and accessing different types of

valuable knowledge.

The last stated can be in contradiction with one of the basic principles of knowledge
management, which reads - knowledge management is expensive, but this is not so important
given the benefits it brings. However, Toyota’s idea is quite different and emphasizes the
view that some types of knowledge, although they have some theoretical value for the
organization, can be imaginary because this knowledge for the given organization is not
appropriate, and in this regard, it must be taken into account that it is managed knowledge
that is really necessary for the organization.

The importance of knowledge management
from the aspect of innovation

Organizations that manage knowledge and have developed a knowledge sharing
system can expect their employees to generate new innovative solutions to solve
problems, as well as the development of more innovative organizational processes.
Knowledge management can provide more productive brainstorming and thus improve
the process of innovation in an organization.

Benefits from knowledge management
Benefits from the concept of knowledge management and the development of

managerial competencies are numerous, but the biggest problem is the quantification
of all the benefits that are conditioned by the application of the concept. This problem
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is further aggravated by the fact that there are both direct and indirect benefits and it is
therefore common to use the knowledge management skills in a descriptive way.

Practitioners and theorists in the field of knowledge management have tried
to quantify the contribution of knowledge management to the business results of the
company through ROI (return on investment) investment coefficient in the knowledge
management program, but some consistent model has not yet been found so that the
obtained results are mainly based on a lower or higher probability of accuracy.

In general, knowledge management leads to a reduction in errors and redundancy,
faster problem resolution, better decision-making, reduction in research and development
costs, increased employee autonomy, improved relationships with employees and the
improvement of products and services (Stuart 1996)

In the era of enterprise knowledge, the competitive advantage is based on
knowledge and exploitation of the chances for which exploitation knowledge is necessary.
The emphasis is on knowledge as a resource and it needs companies to provide:

* Innovation through the encouragement of free expression of ideas,

*  Improving the services provided to consumers,

* Increasing revenue through better placement of products and services on the

market,

*  Reducing worker fluctuations through recognizing the value of employees’
knowledge and rewarding them for activities related to knowledge
management,

+  Improve work operations and reduce costs by eliminating redundancy or
unwanted processes (Santosus and Surmacz 2001).

Our position in knowledge management

Do we have ground at all or have we fallen into the bottom without a bottom
already?

If someone thought that the victory of Spartacus would disappear slave and
society and a new one would arise, in the mistaken e-period in the rule of human society,
it cannot be skipped it. Human development is a long way that can only be accelerated
by education. Changes in the minds disappear much slower, as the management guru
says, Peter Draker “changes can be managed, but they have to be settled”. This is just the
education of the change bearers. Who are the bearers of change today, or where are we
today in relation to the developed world? Do we have to “come” to this world or from
this point we can connect to it?

Conclusion

What we can take as a result of the Western experience is that the carriers of change
to industrial society are manipulators. They are those who are in the state to capture
the existing technology and use the resources in the best way. Their work increases
productivity. But we can see new tendencies in modern business that are reflected in the
education of LIDER, but not the leader in the sense of the leader, the man who shares
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on behalf of all, whose motto is “Company, it’s me” (Napoleon’s paraphrase: “The state,
it’s me ), More leaders as trainers, teachers, consultants, people who can bring all the
creative potentials of their employees, his motto is ,,Company, that’s us .

And as we can see, the disease has taken waves at all levels. The living in some
kind of irregularity we have developed our distorted system values, distorted the image
of a society in which the gray economy runs (there are jokes here that people on average
earn 100 euros a month, and spend 300), where the most important struggle for power,
political and family ties a ticket for socializing on the social scale, the fight against
corruption has not been a memorial until recently, and now it’s just from work. As a
result, academic citizens do not see their future in this country. When we take all this into
account, we find ourselves facing a big problem.

We are afraid that, as the problem of the gap with the industrial society is solved by
buying Western technology, today we do not think that we will overcome the purchase of
information technology. We have to change and change the philosophy of life-business.
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Just published monograph (2018) Assist. Prof. PhD Sasa Stepanov, a professor at
the Faculty of Applied Management, Economics and Finance in Belgrade, could have a
significant impact on the theory and practice of quality of services in business systems.
The definitions, attitudes and conclusions presented in the monograph are the result of
a long and fundamental work undertaken in order to provide answers to the quality of
services, especially in the catering industry.

Writing a primitive monograph to the doctrine of a doctoral dissertation has
always been a venture that requires skill that goes beyond the natural supremacy of
scientific expression, especially when an authentic topic is to be presented within the
framework of the science of quality. It is precisely the scientific monograph “Model of
Quality of Business Systems in Catering” by the author Assist. Prof. PhD Sasa Stepanov,
a good example of the text on quality and its impact on the development of a society that
is acceptable and comprehensible to the broad audience of readers.

The monograph has three parts. The first part consists of seven heads: “History
and quality of quality”, “Defining quality”, “Fundamentals of the quality management
system”, “The basis for establishing effective and efficient quality management”,
“Quality in service quality, services, service specificity and their basic dimensions, and
Basic Quality Measurement of Service Quality Measurements, while in the second and
third parts of the monograph, the “Methodological Concept and Results of Research and
Their Interpretation” are presented.

In the first chapter “History and importance of quality”, in one systematic and
simple way, basic historical facts related to quality, control, testing, overall quality
management, total quality of society, as well as its significance are presented. In order
to achieve and maintain the quality of services in terms of user understanding and
expectations, the author considers the basic strategy to successfully ensure the overall
satisfaction of the user and its retention, ie ensuring his loyalty.

After the first, the author in the second chapter, “Defining Quality,” sums up
several quality definitions that are directed towards a closer and clearer expression of
a market approach to quality, as well as its definition, stressing that access to quality
has changed depending on social and economic conditions or conditions on the market,
and concludes that quality is a timeless concept. Accordingly, the author’s premise is
that quality is composed of many parameters that interact in different ways, with certain
quality characteristics having different significance depending on the type of product.
The author views the quality as an alternative that has no alternative. From the aspect
of the market, quality is one of the most important requirements, and from the aspect of
the organization itself, quality is defined as the most important business function, which
must be managed. A well-designed and set quality management system encompasses
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all phases and all activities of the organization, from the initial determination of the
requirements of the users, to the final fulfillment of their requirements and expectations,
including support after delivery, all the way to the end of the life of the product or
service. Activities can be in direct connection with the environment, or primarily related
to the organization itself within which the activities take place, says the author of PhD.
Stepanov. The term “quality” is not defined only in relation to users, but also in relation
to the fulfillment of requirements, and those requests are made by all interested parties
or stakeholders. The author then states that the services are a direct consequence of the
realization of service activities, and in order to meet the market demands and expectations,
the quality of the service plays a key role. Therefore, the user should first define the
requirements for the service, and then evaluates and evaluates the level of service quality
in the process of realization. Service processes are designed, organized, controlled and
managed according to the requirements for quantity and quality of services. Service
quality is a direct consequence of the applied strategy, technology and organization of
service processes. Quality indicators in the service system relate to logistics resources,
logistic processes and subprocesses, human resources, management and organization.
The societal perspective refers to the quality of life, safety and environmental protection.
From a social point of view, the quality of service needs three key functions: environmental
protection, protection of human life and health, and protection of service users. Working
conditions and security of service delivery are the basic factor that influences the choice
of service strategy and technology. Certain service processes follow significant risks, so
that in designing and organizing service processes, potential risks should be reduced to
the minimum, and should be aimed at eliminating them.

From the third to the seventh head, the author performs analyzes of the basics of
the quality management system, with the establishment of effective and efficient quality
management, primarily in service activities. In the third chapter, it is emphasized that
the family of SRPS ISO 9000 standards distinguishes between requirements for quality
management systems and product requirements . Requirements for quality management
systems are specified in the standard SRPS ISO 9001, because the requirements for
quality management systems are generic and applicable in organizations in each
industrial and commercial area, service activities, etc., regardless of product category.
Standard SRPS ISO 9001 does not specify product requirements. Standard SRPS ISO
9000: 2007 lists examples of “users, owners, employees, suppliers, bankers, trade
unions, partners or society” as examples of stakeholders. The new standard SRPS ISO
9004: 2009 defines stakeholders as individuals or other entities that add value to the
organization, or are otherwise interested in the organization’s activities or activities of
an organization affecting them. The management system can also be checked according
to the requirements of international standards such as ISO 9001, ISO 14001, OHSAS
1800, etc. In the next, the fourth, the author analyzes the transition period in which
Serbia is located, with a special emphasis on respecting norms in that period of the
current standard ISO 9000: 2008. However, by adopting ISO 9000: 2015, these standards
and guidelines are redefined to a certain extent in order to facilitate the integration of
quality management systems. The standards of the SRPS ISO 9000 series are designed
to help organizations of all types and forms of organization to implement and implement
effective quality management systems. The standards of the SRPS ISO 9000: 2005
Series comprise the subject and area of application of the family of 79000 standards

128 EKOHOMUKA X151



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

and define the appropriate terms, while SRPS ISO 9001: 2008 defines the requirements
for a quality management system when an organization needs to demonstrate its
ability to consistently provide a product that meets the requirements of the users and
the relevant laws and regulations, then SRPS ISO 9004: 2009 defines management in
order to achieve a sustainable organization’s success, and SRPS ISO 19011: 2002, ie, a
system for checking the quality management system and / or environmental management
system. In the next three chapters of the monograph, fifth, sixth and seventh, the author
also devotes great attention to quality in service activities, which provides guidance to
support organizations for achieving sustainable success in a complex, demanding and
changing environment, using the approach through quality management, then quality
specifics services and their basic dimensions. The author seeks deep analysis in order to
highlight the level of quality of services that has become a key factor of competitiveness,
regardless of whether the buyer, the end user evaluates the service in question together
with the material product (as an integral value of quality measurement) or separately
from it. For this reason, the performance of the service system that delivers such services
is very significant. Considering the fact that services have enormous importance and
great participation in national economies, especially in developed countries, the author
dedicates attention to this aspect precisely. Thus, the field of scientific knowledge of this
monograph is directed towards quality.

In the second and third parts of the monograph, the methodological bases and
results of the research and their interpretation are presented. Consequently, the author
presents his research by carrying out the research on a convenient (convenient) sample,
which is formed from the users of catering services of the business system, which was
the easiest to arrive in the period of conducting the research, starting from the purpose
and tasks of research and set hypotheses. The scientific contribution of the monograph is
based on the extension and deepening of knowledge on all issues related to the subject
of research, i. for the quality of services in the hospitality industry and their contribution
to the affirmation of the quality of services in general, as well as the inclusion of these
findings in the theoretical fund of science on quality and service economy. This research
defines the basic factors of quality of delivered services in the catering industry, as well
as the possibility of their prediction based on the socio-andragogical characteristics of
the respondents (beneficiaries of these services). The distinguished factors of quality
of catering services served as a basis for determining the model structure which should
enable more precise approach to certain aspects of the quality of catering services in
general, as well as their evaluation. At the same time, the practical contribution of this
research undertaking is in defining, based on the epi- rically determined indicators, the
quality of delivered services, key factors from the perspective of catering service users.
The information thus obtained indicates what needs to be done and what must be avoided
in order to improve existing catering practices. In other words, the practical significance
is reflected in the application of a new methodological procedure in evaluating the
quality of services in the catering industry, which has the satisfaction of the beneficiaries
of these services.

The scientific significance of the presented monograph by PhD Stepanova in the
case of several positive and negative criticisms is also contained in the fact that he will
give us a theoretical breakthrough in finding out the characteristics of some of the most
important phenomena related to the quality of the services of business systems as it will
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represent the readers not only insight into the definitions of basic concepts, but also a
reliable guide through the labyrinth of the quality model of modern business systems,
primarily in the catering industry. The indirect, social significance of the monograph
is that the actors engaged in the field of quality decision making and implementation
will improve the knowledge and thus the probability of creating new and expanding
existing models of quality modern business systems in the catering industry. The book
is very well written, and its layout, the overview of matter, the way and the simplicity of
presentation are at the highest level. Complex measurements and research are explained
in a very clear way. It will start to benefit everyone studying this issue, either in practice,
either as science workers or students.

Prof. PhD Todor L. Petkovi¢
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