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

Se EKOHOMWVIKA

Yaconuc u3na3u 4eTUPU MyTa FOAUIIEbE Tomuua LXII, VII-IX 2016, 6poj 3

W3JIABAY: JIpymrso exonomucra “ExoHomuka” Huin

CYU3ABAUU: Exonomcku axynret y [puinruau, MTHCTUTYT 32 ekOHOMUKY TIoJboTipuBperie - beorpan, dakynrer
3a MOCJIOBHE CTyqHje | 1paBo - beorpan, daxynter 3a MeHayMeHT - Cpemcku Kaposim, JIpymrBo exoHOMECTA
Huma.
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1. Yacomnuc “ExoHoMuka” mokpeHyT je jyna 1954. rogune u o Ha3uBoM “ Humiku npuBpenHu
IJIaCHUK” M371a3Mo je 110 jyHa 1957. roxune, a xao “TlpuBpennu miacHUK” 1o kpaja 1969. ronuse.
Ha3us “Hayka m mpaxca” Hocmo je 3akibydHo ca OpojeM 1/1973. rox. kama nobwja Ha3uB
“ExoHOMHKA” KOjU M JJaHAC UMA.

2. Yaconuc cy nokpeHynu [pymrBo ekoHomucTa Humma u [lpymrBo HHXUEBEpa U TEXHUYApa
Huma (ocTasno kao u3aasad 1o kpaja 1964. ronuue). Yapyxeme KibUrooha nocraje u3aaBad rmoyes
o 6poja 6-7/1958. ronune. ExonomMcku dakynrer y Huiity Ha 0CHOBY cBoje oiyke O6poja 04-2021
ox 26.12.1991. roguue mocrao je cym3maBad “‘Exonomuxe”. Takohe n Exonomcku dakynrer y
[pullltran nocTao je cymsnasad ox 1992. ronune. [loues ox 1992. rogune cymsnasad “Exonomuke”
je u [pymrBo 3a mapketuHr peruona Hum. Kao cymsnasau “Exonomuxke” ¢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 HoBHHA.
CkynmrrHa JpymTBa ekoHoMucTa Huma Ha cemamnnm on 24. anpuina 1990. roguHe cratyTapHOM
O/UTyKOM TOTBpAmiIa je na “ExoHomuka” mma craryc mpaBHOTr juna. Ha cemnmmm CkymmTrHe
JpywtBa exonomucta Humr ox 11. HoBemOpa 1999. romune nonera je omiyka aa “ExoHomuka”
OTBOPU MocebaH KUPO-PadyH.

4. Ilpema Munusemwy PermyOmmukor cexperapuara 3a kyiarypy CP Cp6uje 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
yaconuca “Exonomuka” je mohes ox 1995. nobuna craryc melhyHapogHOT €KOHOMCKOT YacOTHCA.

5. YPEAHUIIU: np Josau I[TerpoBuh (1954-1958), Muoapar ®ununosuh (1958-1962), bnaroje
Maruh (1962-1964), np Aparosbyo 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 SKOHOMMWYECKOU TEOPUU U [IPAKTUKEU OBLLIECTBEHHBIM BOITPOCAM

Se EKOHOMMWVKA

KypHan uzgaercs 4eThIpe pas B FOy. Tox LXII, VII-IX 2016, Ne 3

W3ATEJL: O01iecTBO S3KOHOMHCTOB ,,JKOHOMHKKA Huria.

CYU3JATEJIN: Dxonomuueckuii daxynsrere B [Ipmmrane, IHCTUTYT YKOHOMUKH CEIIBCKOTO XO3siicTBa B
benrpan, @axysarer 3a HOCIOBHE CTyAMje U MpaBo - beorpan, ®akysnbrer ynpasinenus - Cpemcku Kapiosum,
Acconuanys 5K0HOMHCTOB Humra.

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

3AMECTUTEJIb IOMOIIHUK ITTABHOI'O U OTBETCTBEHHOI'O
PEJAKTOPA
J.H. 3opan CumoHOBUY
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IIpod.n.H. bnaroiie [Taynosuy, benrpan (Cepoust) IIpod. n.1. Monen Cy6uud, benrpan (Cepbus)
TIpod. n.1. CnaBomup Muerny, [Tpumtuna (Cepoust)  Ilpod. a.H. bob6an CrojanoBuy, Hum (CepOust)

PEJJAKTOPBI ITEPCOHAIJI
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1.H. bparucanas [1pokonosuy, Jleckosary (CepOust)
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1. XKypHan ,,OxoHoMuKa” Hayan w3naearbesi ¢ wronsd 1954 roma u mon HazBaHuweM ,,Hurickuit
XO3SICTBEHHBIN BECTHUK ’ BBIXOIWUII 10 MEoHs 1957 rozia, a Kak ,, X03sCTBEHHbINA BECTHHUK - 10 KOHIIA 1969
rona. Haspanue ,,Hayka n npaxrika” Hocun 3akmoantenbHo ¢ Ne 1/1973 1, kora u Momydrl Ha3BaHHUe
,»JKOHOMHKA”’, KOTOpOE IMEET U ceiyac.

2. Kypnan ocnoBayn OO1ecTBo 3koHOMHCTOB Hurmia 1 OOIiecTBO MHKEHEpOoB M TeXHHKOB Huima
(ocraBanuch U3aBaresIMU 10 KoHIa 1964 roma). OObequHeHne OyXTraaTepoB CTaHOBUTCS M3IaTeieM
HaunHast ¢ Ne 6 - 7/ 1958 rona. Dxonomuueckuii dakyssrer B Hue Ha ocHoBanun cBoero Perennst Ne
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Abstract

Valid analysis and assessment of the sustainability of the company are based on
adequate and reliable information spectrum. Therefore, emphasis should be placed
on the selection criteria for assessing the sustainability. In this context, it must
be decided whether the assessment of the sustainability should be based solely
on financial reporting figures that reflect its financial position or it is necessary
to use other parameters. For this reason, in recent years it is highlighted the
necessity of an integrated reporting model for assessing the sustainability. Such
an approach means taking into account not only financial criteria but also criteria
that reflect both internal and external environment. The purpose of the research
is to highlight the role of integrated information spectrum for the purposes of
assessing the sustainability. In this regard, the paper analyzes the different models
for assessing the sustainability in the EU and is considering the possibility of their
use in enterprises in the Republic of Serbia.

Key words: integrated reporting model, sustainability, financial measures and
non-financial measures.
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YIOT'A ®PUHAHCUJCKUX U HE®OUHAHCUJCKHUX

NHANKATOPA IEPOOPMAHCH Y OLHEHHU
OAPKUBOCTHU ITPEAY3ERA

AncTpakTt

Banuona ananuza u oyena oopacusocmu npedyseha ce 3acHU8ajy Ha A0eK8amHoOM
u noysoarom ungopmayuornom cnekmpy. Cmoea, axyenam mpeba cmagumiu Ha
uzbop mepuna 3a oyeny oopoicusocmu npedyseha. Y mom xowmexcmy, mpeba
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OoHemu 00IYKY 0d U OyeHy 00picusocmu npeoyseha 3acHo8amu UCKDLYUUBO
Ha uHAHCUjCKO-U38eWmMAajHUM OpojKama Koje pegiekmyjy we208 uHancujcku
U NPUHOCHU NONONCA] UNU je HeONnXO0OHO Oa ce 3a me nompebe Kopucme u opyau
napamempu. M3 moe pasnoza ce y nociedre gpeme ucmuie HeonxoOHoCn npumeHe
UHMeSPanHo2 MoOena U38ewmasara 3a oyery oopacusocmu npeoyseha. Taxas
npucmyn oyexu oopacugocmu npedyzeha noopaszymesa ysumaree y 003up He camo
Qunancujckux mepuna, éeh u mepuia Koja oopaxrcasajy Kako UHmMepHo, maxko u
excmepHo okpyscerve. Cepxa UCmpa)cusara je uCmuyarse yioze UHMmMespaiHoe
ungopmayuonoe cnekmpa 3a nompebe oyere oopacusocmu npeoyzeha. C mum y
8esul, y pady ce aHAIU3UPA]y pATULUIMU MOOeNU 3d OYeHYy 00paicusocmu npedyseha
v Esponckoj ynuju u pasmampa moeyhnocm rwuxose npumere y npeoysehuma y
Penyonuyu Cpouju.

Kwyune peuu: mooen unmezpucanoe usgeuimasarba, oopicusocm npeoyseha,
@unancujcka mepuna u nepunancujcka mepuad.

Introduction

Conventional accounting model, especially its financial reporting segment, cannot
provide adequate answers to numerous questions coming from various stakeholders.
Traditional accounting framework does not fully meet the requirements of managers,
investors, and creditors for identifying and monitoring the company performance.
Therefore, academic and professional communities point to the need for basing the
evaluation of company performance not only on financial, but also on non-financial
information.

Davis and Albright (2004) argue that the application of performance measurement
system is often recommended in order to improve strategy implementation and to
increase organizational performance. Contemporary performance measurement models
imply the use of both financial and non-financial criteria in line with the business
strategy (Krsti¢ & Sekuli¢, 2013). Balanced scorecards (BSC) and multi-criteria key
performance indicators (KPI) are usually distinguished as examples of contemporary
models (Krsti¢, 2012). The adoption of such systems has been growing steadily over
the last two decades. Companies are increasingly under pressure to deliver value not
only to shareholders, but also to other stakeholders, and are increasingly convinced that
contemporary performance measurement models can be of help in the realization of this
task (Ittner et al., 2003). Researchers in this field are aware why companies adopt these
systems.

The research subject is company performance evaluation, with special emphasis
on evaluating the performance of companies in the European Union and the Republic of
Serbia. The aim of the research is to gain insight into the prevalence of different models
and criteria for evaluating the company performance in the European Union and the
Republic of Serbia. The starting hypothesis is that companies in the European Union
use contemporary integrated models for evaluating the company performance, unlike
companies in Serbia, which still base company performance evaluation on traditional
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financial measures. In order to test the starting hypothesis, qualitative methodology will
be used, based on the study and a descriptive analysis of the research problem, while,
based on empirical studies by various authors in the field of accounting and business
economics and management, the aggregation of different positions will be carried out,
through the method of synthesis and deduction. For comparative analysis of models for
evaluating the company performance in the European Union and the Republic of Serbia,
comparative research method is applied.

Starting from the defined subject, aim, and the starting hypothesis, the paper will
first point out the possibilities and limitations of financial performance measures; then,
the focus will be on the role of integrated reporting model in the evaluation of company
performance; the following part will deal with the implementation of integrated reporting
model in the process of evaluation of company performance in the European Union,
whereas the final part will analyze the implementation of various performance measures
in companies in the Republic of Serbia.

Financial performance indicators for sustainability evaluation

Accounting plays a key role in evaluating the company performance primarily
through the preparation and presentation of a set of financial statements. As a kind of
reporter and editor of the business life of companies, accounting aims at using these
final products to provide information to the right users, in the right quantity (multum
non multa), in a timely manner, in an appropriate form, and at an acceptable cost. Since
financial statements give both quantitative and qualitative data, authors often emphasize
their completeness (Kothari & Barone, 2006). However, financial statements can serve
“not only as a map, but a maze” to their users (Fraser & Ormiston, 2013). As a map,
financial statements are an adequate basis for understanding the financial position of a
company and for evaluating its past and expected success. Therefore, it is no wonder
that primacy within the first module of Sustainability Evaluation and Reporting System
(SERS) belongs to information in the statement of financial position (balance sheet),
income statement, and cash flow statement. The significance of these navigational
accounting instruments is reflected in the fact that the analytical interpretation of the data
contained therein enables the identification and monitoring of key financial performance
indicators of the company.

The relevant literature in the field of business economics, management, and
accounting provides no single definition of the syntagm “financial performance”. There
being no generally accepted definition, different views of this important aspect of the
general economic position of the company have appeared in theory and practice, which
can be systematized into two groups, namely:

a. Financial performance in the narrow sense and

b. Financial performance in a broader sense.

According to a narrow concept, evaluation of financial performance of the company
is based solely on parameters that directly reflect the company results. Accordingly,
evaluation of performance in the narrow sense relies solely on profitability indicators.
This belief is held by Peterson-Drake and Fabozzi (12), who use return on investment
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(ROI) as the most representative indicator of financial performance. Depending on the
type of investment, these authors alternatively observe this measure of performance. In
this regard, they point out that summary of ROI includes rate of return on assets (ROA)
and return on equity (ROE). Narrow understanding of financial performance is also held
by Fraser and Ormiston (2013), who, as the key criteria of profitability, in addition to
the above, point to the rate of operating income and rate of net income. Pointing out that
financial performance measures are indicators identified on the basis of accounting data,
Doupnik and Perera (2007) suggest the following criteria: growth in operating income,
cost reduction, profit, and return on investment. As the primary advantage of profit, as
the most relevant performance measure, these authors point out that profit numerically
summarizes activities of all business functions. Therefore, it is no wonder that the most
common measures of financial performance in the narrow sense are based on profit. In
this regard, Earnings before Interest and Taxes (EBIT) and Earnings before Interest,
Taxes, Depreciation, and Amortization (EBITDA) have started being used as parameters.

According to a broader understanding of financial performance, evaluation of this
complex category should rely on criteria determined on the basis of information contained
in financial statements, as well as other relevant accounting information. In this context,
when evaluating financial performance, the majority of authors use not only various
profitability indicators, but also indicators of liquidity, solvency, and activity. Some of
the proponents of broader understanding of financial performance are Cotter (2012),
Davies and Pain (2002), White, Sondhi, and Fried (1993). Moreover, some authors see
market share (Chen et al., 2009) as financial performance indicators, which de facto
stand for indicators of growth and competitiveness (Kotane & Kuzmina-Merlino).

On the whole, regardless of whether financial performance is treated in the narrow
or broad sense, the main sources used for its evaluation are provided by data in the
statement of financial position, income statement, and cash flow statement. In fact, even
the authors who advocate a narrower concept of financial performance take information
from both income statement and statement of financial position for the assessment
of global profitability indicators. In other words, they believe that information about
profitability flow gains in importance only when brought in line with the engaged
resources. Proponents of a broader concept of financial performance in particular point
to the fact that, in the process of evaluation, basic financial statements cannot be treated
as alternative, but as complementary information sources. Pointing to the unbreakable
bonds between statement of financial position and income statement, they rightly state
that financial performance indicators (partial indicators of profitability), determined
solely on the basis of income statement, are per se irrelevant if not accompanied by
indicators identified on the basis of balance sheet and cash flow statement (indicators of
liquidity, solvency, and partly activity). Even the analysis of liquidity, based on data in
the balance sheet, can only provide certain incomplete signs of actual liquidity, which is
why this analytical approach is used only as an initial provisional process of meticulous
analysis. Therefore, static liquidity ratios are often supplemented by the analysis of
cash flows that represent the company bloodstream, and cash flows from operations are
qualified as the key performance measure (Grant, 2002). In this context, operating cash
flow liquidity ratio is a particularly important indicator of financial performance.

Cash flows from operating activities can be a critical measure of business success.
As pointed out by Fraser and Ormiston (2013), “the amount of net income in the income
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statement is ultimately irrelevant if the company is unable to translate its gains into cash”.
Cash flows generated during the accounting period are facts, not dependent on evaluation
or use of alternative accounting conventions and valuation methods. In other words, all
cash flow statement items are based on money and are easy to measure. Emphasizing the
comparative advantages of this financial statement, Davies and Pain (2002) point out that
“unacceptable degree of subjectivity that comes to the fore in the preparation of income
statement, thus in some way discrediting this statement, contributes to the popularity of
the cash flow statement”.

Despite the indisputable possibilities offered by financial criteria, it is necessary to
point out their deficiencies and incompleteness for the purposes of evaluating the company
performance. First of all, the financial statements are a retrospective reflection of the
business and financial life of the company on a particular day or over a particular period,
and, as such, allow for the identification of historically oriented financial performance
measures of the company. As already stated, beside map, financial statements may be
a maze that brings into question how to understand ability of their content. Therefore,
plenty of information contained in the financial statements “may seem confusing and
disorienting” (Davis & Albright, 2004), thus bringing into question the reliability of its
use. The complexities of accounting rules, which are often subject to change, as well as
the managers’ discretion to numerically design financial statements, represent the kind
of problem when evaluating the company performance. Moreover, according to Fraser
and Ormiston (2013), “some of the key information needed for evaluating the company
performance is not available in financial statements, some is hard to find, and many is
impossible to measure”. Therefore, it is no wonder that in recent years focus has been on
the necessity of using non-financial criteria for the purposes of evaluating the company
performance.

The use of integrated reporting in sustainability evaluation

Lately, there have been more and more indications of the mismatch of content
found in financial statements of companies and information required by their key
stakeholders for the purpose of evaluating performance. In fact, the focus has been
on the fact that evaluation of company performance should be based on a holistic, i.e.
integrated approach, which involves the simultaneous use of financial and non-financial
measures. It is this integrated reporting paradigm that fully reflects the context in which
the company operates (Krsti¢ & Boni¢, 2013).

The ultimate goal of the company can be easily qualified as the value creation
(Jensen, 2001; Grant, 2002). In order to reach the stated goal, companies should not ignore
the context within which they realize their activities. The prevailing view in literature is
that this context should be seen as a network of relations between the company and a
large number of its stakeholders. In other words, relations between the company and its
key stakeholders determine its potential for sustained and continuous operations (Perrini
& Tencati, 206). Given that a complete set of relationships with stakeholders has strategic
importance for the long-term success and survival of the company, Perrini and Tencati
(2006) claim that measuring the success of a corporation should not be limited solely to
value creation for one interest group, i.e. shareholders. Taking into account the needs of

EXSIEKOHOMUKA 5



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

other stakeholders (employees, clients, suppliers, financial partners, government, local
community, and society in general) in evaluating the company performance results in the
adoption of a holistic and integrated framework. It is an extremely flexible framework
that extends and enhances traditional financial and economic approaches to performance
measurement, which is modelled primarily in accordance with the needs and demands
of stakeholders.

Although the idea of redesigning the performance evaluation framework appeared
in the United States at the end of the twentieth century, it is still supported by outstanding
international and European institutions. These institutions have also contributed to the
development of an integrated reporting model and the definition of key performance
indicators. Among them, special importance belongs to a non-profit organization,
Global Reporting Initiative (GRI), which has created a reporting framework and a set
of indicators that relate to the issues of environmental protection, society, and economy.
It is believed that Sustainability Reporting Guidelines developed by GRI are the most
common non-financial reporting framework used in practice. Furthermore, GRI has
already four times updated Sustainability Reporting Guidelines. According to the latest
version (G4), the framework provides guidance to all world organizations, regardless
of their size, in relation to the reporting forms, fields that should be disclosed and
key performance indicators. It is, therefore, no wonder that this integrated reporting
framework is widely used around the world. Although GRI’s intention was to make
these guidelines facilitate the standardization of company reporting process, they are
sometimes differently interpreted and applied in practice. United Nations Conference
of Trade and Development (UNCTAD) contributed to the affirmation of non-financial
performance indicators when it adopted the 2008 Corporate Responsibility Guidelines,
stating indicators on the protection of the environment, society, and corporate governance.
A similar set of non-financial criteria was in the same period suggested by the Chartered
Financial Analyst Institute (CFA Institute) and the European Federation of Financial
Analyst Societies (EFFAS). In addition to these institutions, strong contribution to
the affirmation of non-financial performance measures was given by the International
Federation of Accountants (IFAC) in 2011, which insisted that the key performance
measures are those relating to the protection of the environment, society, and governance.
On 29 September 2014, Council of the European Union adopted a new Directive 2014/95/
EU relating to the disclosure of non-financial and variety of information at the level of
large companies and groups. The Directive entered into force on 6 December 2014, and
represents a kind of supplement to the Directive 2013/34/EU, which refers to the annual
individual and consolidated financial statements.

An important role in the development of efficient and effective methodology for
comprehensive evaluation of the company sustainability has been given to the academic
community. An illustrative example of this contribution can be Sustainability Evaluation
and Reporting System (SERS), derived from theoretical analyses and empirical research
conducted by Italian authors Perrini and Tencati (2006). This system includes the following
three modules: (1) integrated reporting system, (2) integrated information system, and
(3) key performance indicators of company sustainability (Perrini & Tencati, 2006). In
contrast to the second and the third model, which are one-dimensionally presented, the
first module, called an integrated reporting system, includes: annual report, social report,
environmental report, and a set of integrated performance indicators. As the annual
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report was already considered in the context of financial performance, the following part
will discuss the social report and the environmental report.

The focus of the social dimension of corporate sustainability is on the impact of the
organization on social systems within which it operates (Krsti¢ & Ivanovi¢, 2014). Social report
contains information on the impact of the company and its activities on various interest groups.
In the selection of social performance indicators, it is necessary to determine the standards
or guidelines dealing with social issues. Social issues are at the core of modern concepts of
Corporate Social Responsibility (CSR), Social Accountability 8000, and Socially Responsible
Investing. Social report allows management decision-making and corporate communications.
It includes ethics policy, a report on the added value, and analysis of relationships between
stakeholders. Social performance is focused on working practices, human rights, and broader
social issues that tackle a wide range of stakeholders (Hiebicek et al., 2012). The second part
of the social report is a report on the added value, which is the traditional instrument of social
reporting and also the link between traditional financial accounting and social reporting. It
measures the financially expressed value added that the company creates and distributes to a
variety of stakeholders. Analysis of the relationship between interest groups on the basis of
qualitative and quantitative information is intended to evaluate the sustainability of the company
interaction with its constituents (Krsti¢ et al., 2012).

Environmental indicators relate to the impact which the organization, through its
products, services, and activities, exerts on the environment (Krsti¢ et al., 2013). The
company uses environmental indicators to control activities and to communicate with
stakeholders that are particularly interested in environmental issues. Although there is no
single model of this report, this reporting segment of SERS should contain two important
flows of information: flow relating to physical data — accounting of energy and materials
and flow relating to financial items —monetary environmental accounting. While accounting
of energy and materials collects information on the impact of company activities on the
environment, monetary accounting determines the costs and benefits arising from the
environmental management of products and processes (Perrini & Tencati, 2006). A relevant
segment of the first SERS module represents a set of integrated performance indicators
associating physical and technical quantities with financial values, thus providing a number
of user groups with complete insight into corporate activities and behaviour. An integrated
information system is the core of the process of evaluation and reporting on the company
performance (Perrini & Tencati, 2006). Based on modern information and communication
technology achievements, this module allows the collection, processing, and distribution
of physical/technical and financial data. It is this element that represents the starting level
for the introduction of the accounting systems pertaining to the environment and society in
order to integrate and improve the existing methodologies of financial accounting and cost
accounting. Finally, the last module, called Key Performance Indicators, is a crucial element
of SERS methodology (Perrini & Tencati, 2006). Due to lack of time and resources, small
and medium-sized enterprises are unable to determine the complicated system of reporting
on sustainability. Since they also need a map for continuous evaluation of performance
and quality of relations with stakeholders, this group of companies uses key performance
indicators as a sort of roadmap for these purposes.

It is evident that the previously discussed SERS methodology enables the company
to manage relationships with stakeholders, to respond to their information requests, and
to deal with economic, social, and environmental issues.
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Comparative analysis of the evaluation of company performance in the
countries of the European Union and the Republic of Serbia

In the European Union countries, the annual report consists of financial statements
and voluntary notes, as well as a document that is referred to as management commentary
or management discussion and analysis, containing specific non-financial information
related to a particular company. Bini and Danielli (2011) discuss the role of the European
Directive 2003/51, which requires managers to present a set of ratios to highlight the
financial performance, namely return on equity (ROE), return on investment (ROI), and
return on sales (ROS). The authors analyze the report in four European Union countries
(Germany, Italy, United Kingdom, and the Netherlands), respecting differences in
cultural, economic, financial, and regulatory environment. They propose an integrated
approach to the analysis and evaluation of the quality of the presentation of financial
and non-financial information. They point out the results of research on the relationship
between voluntary disclosure of financial ratios and corporate characteristics in the
period 1989-1993, based on a sample of 313 large companies in the United Kingdom.
Their focus is on investment ratios, debt ratios, and profitability ratios as the financial
criteria. They point out that financial ratios vary from company to company and that
the nature of the industry, company performance, and size are factors that influence the
policy of disclosure of financial ratios. Black Sun compared the disclosure practice of
100 companies in 2005 and 2006, and concluded that 79% of reports in 2006 contained
financial key performance indicators (FKPI), compared to 2005 when 56% of such
reports were recorded (Bini & Danielli, 2011). Deloitte conducted an annual survey on a
sample of 130 companies whose shares are quoted on the London Stock Exchange. The
study showed an increase in the number of financial key performance indicators from
four to five between 2008 and 2009 (Bini & Danielli, 2011). Similar situation was with
companies in Italy. The Scandinavian countries disclose more financial indicators than
companies in the United Kingdom.

According to German Accounting Standards (GAS) of January 2010, the
managers’ report should contain the following parts (Bini & Danielli, 2011): description
of the business environment, information about the profits, financial position of the
company, assets and liabilities, report on events after the balance sheet date, report on
the risk, as well the report on the expected growth. Out of financial criteria, according
to the above-mentioned standards, net income, return on assets, leverage, profitability,
market ratios, debt ratios, and liquidity ratios are applied. Out of non-financial criteria,
environmental indicators and indicators that apply to employees are applied (water and
energy consumption, carbon emissions, employee training, and employee participation
in the distribution of profits, etc.), as well as indicators relating to customers.

In the United Kingdom, companies must prepare the Strategic Report. Strategic
Report must include, among other things, description of the main risks and uncertainties
which the company is facing, and analysis of relevant environmental issues and issues
relating to employees on the basis of key performance indicators. In addition, Strategic
Report must include information on environmental policy, employee issues, social
issues, community issues, and human rights. The new Directive introduces the obligation
for companies to publish the results of existing anti-corruption policies and results. In
the United Kingdom, Strategic Report should contain information that is beneficial to
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shareholders. The main purpose of the Report is to provide information to shareholders
so that they could evaluate the directors’ performance in the process of realization of
company success, and to evaluate their achievements and anticipate the same in the
future.

Member countries of the European Union, such as Austria, Belgium, Denmark,
Finland, Germany, the Netherlands, and Sweden, formally refer to the Global Reporting
Initiative in their documents or policies. In Sweden, for example, state-owned
enterprises must prepare a sustainability report in accordance with the guidelines of
the Global Reporting Initiative. The EU member states have two years to incorporate
the Directive 2014/95/EU into their national legislation. In this regard, the European
Commission organizes informal workshops on this topic in order to help governments of
individual countries. The first workshop of that kind was held in Brussels on 24 March
2015. It turned out to be a useful forum for the exchange of experience among the EU
member states and discussion of practical implementation issues. A large number of EU
member states have already begun the process of incorporation of the Directive into their
legislation, and have specific implementation plans, while some countries are already at
an advanced stage.

Perrini and Tencati (2006) point out that the balanced scorecard model, GRI
Sustainability Reporting Guidelines, and Sustainability Integrated Guidelines for
Management are not entirely suitable for small and medium-sized enterprises due to their
complexity, limited flexibility, and formal procedures. The authors introduce an efficient
and effective methodology for an integrated evaluation of company sustainability in
order to support new reporting models (with a special focus on small and medium-sized
enterprises), with the purpose of integration of financial and non-financial performance
measures, improving the quality of decision-making processes and management, and
strengthening corporate accountability and responsiveness to various stakeholders.

Kotane and Kuzmina-Merlino (2012) point out that companies in Latvia apply
current liquidity ratio, debt-to-equity ratio, gross profit, return on assets (ROA), and
return on equity (ROE) in the process of financial analysis.

Significant dimension of company performance evaluation is the evaluation of
corporate social responsibility (CSR). The corporate social responsibility index measures
the corporate social responsibility practices in the broadest sense, includes reporting on
sustainability, and measures various activities and processes in the field of corporate
social responsibility. Gjelberg (2008) points out those Nordic companies are generally
subject to strict social and environmental regulations, and that they are very dedicated
to the international agenda on corporate social responsibility. British and Dutch civil
societies are actively involved in corporate social responsibility, with organizations such
as SustainAbility, AccountAbillity, and the GRI secretariat, which contribute to increased
corporate social responsibility efforts in their communities. Positive results from Spain
and France in this domain are surprising. Companies from these countries are not
considered very active in the global community of corporate social responsibility. This
conclusion is derived on the basis of Initial corporate social responsibility index, which
includes the participation of organizations in the CSR community (Global Compact) and
the practice of reporting on corporate social responsibility (Global Reporting Initiative —
GRI). Based on all other indicators, France and Spain have low or negative points. This
could indicate that the Spanish and French business communities have taken an active
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role in corporate social responsibility, but so far have failed to achieve sufficient results
to qualify for more demanding initiatives. It will be remarkable to see whether efforts of
French and Spanish companies will bring performance improvement in the future.

On the other hand, a negative result of Germany is puzzling, given the fact that
Germany is known for its high environmental standards. Possible explanation lies in the
fact that Germany is a big economy of great regional importance, which is why German
companies are more nationally or regionally oriented. In this case, their corporate social
responsibility efforts can be oriented more towards national or regional initiatives which
are not covered by the corporate social responsibility index. In addition, there are language
barriers as it is known that in German-speaking countries English speaking skills are not
at high level. Furthermore, national, social, political, and economic institutions play a
significant role in shaping practice and performance.

The term “reporting” in terms of corporate sustainability reporting in the Czech
Republic appeared after 1990, when the relevant statistical reports on the operations of
organizations and mandatory financial statements of companies contained information
related to environmental protection, accounting, statistics, social care legislation, etc.
(Hrebicek et al., 2012). Reports on corporate sustainability include information on the
impact of companies on the environment, financial information, and partly impact on
society and this information is legally binding in the Czech Republic. Evaluation of the
economic performance of companies in the Czech Republic relies on liquidity indicators,
profitability indicators, debt indicators, indicators of financial structure and asset
structure, activity indicators, and other indicators (benchmarking, economic value added
— EVA, balanced scorecard, etc.). In the Czech Republic, the disclosure of voluntary
reports is often adapted to the demands of target groups, in accordance with international
standards, such as the Global Reporting Initiative (GRI).

The system of financial reporting in the Republic of Serbia is not perfect. Due to
the inconsistent financial reporting in the Republic of Serbia (given frequent changes of
regulations), accompanied by incomparable valuation methods of accounting categories,
one could say that financial statements, in the best sense, represent only approximation
of economic reality. When applying financial criteria in evaluating the efficiency of
company operations, it should be borne in mind that the uniform accounting techniques
are not used in the successive periods, that balance sheet represents only a snapshot in
time (ad diem dictum), that changes in the value of money can have a significant impact
on the financial statement values, and that the past cannot constitute a reliable basis for
predicting the financial position and result of the company. It is, therefore, essential that
the evaluation of performance, in addition to financial indicators, relies on non-financial
indicators.

On the territory of the Republic of Serbia, there has been no extensive empirical
research on measurement and evaluation of company performance (Domanovi¢, 2010,
2013; Todorovi¢ et al., 2015). Research results indicate that companies in the Republic
of Serbia predominantly use the metrics of discounted cash flow in investment decision-
making, while the index of profitability and return period are used to the largest extent,
and internal rate of return is applied to a greater extent than the net present value
(Todorovi¢ et al., 2015). A large number of companies in the Republic of Serbia use
solely accounting, although different criteria for evaluating the company performance
identified on the basis of information in the financial statements. In this context, the
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emphasis is on profit, contribution margin, return on investment, and earnings before
interest and taxes (EBIT), earnings before interest, taxes, depreciation, and amortization
(EBITDA), realization and average salary per employee in Euros. Accounting profit
and accounting rates of return are still dominant in relation to the modern measures
(Todorovi¢ et al., 2015). Managers of companies in the Republic of Serbia, in general,
do not apply modern integrated models for evaluating the performance of companies
for a variety of reasons: lack of information, knowledge, lack of understanding, lack of
financial resources for the introduction and implementation of the model, unwillingness
regarding change and management innovation, etc. (Domanovi¢, 2010, 2013).

Republic of Serbia has made big step forward by adopting and continuous
upgrading of the National Sustainable Development Strategy, which defines sustainable
development as target-oriented, long-term, overall, and synergetic process with effects
on all aspects of life (economic, social, environmental, and institutional) at all levels. The
objective of this Strategy is to establish the balance among the three pillars of sustainable
development: sustainable economic growth and economic and technological progress,
sustainable social development. Thus, the Strategy makes a significant contribution
to overcoming possible conflicting objectives of different aspects of social-economic
development, eliminating the gap between the processes of establishing sectoral policies,
and establishing a system of mutual advantages. This has been achieved in the joint work
on the development of the Strategy through a broad participation of all key stakeholders
in the Republic of Serbia.

Conclusion

The given considerations have confirmed the significance of the simultaneous
use of financial and non-financial performance indicators for the purposes of evaluating
sustainability. Unlike companies in the European Union, a large number of companies
in the Republic of Serbia use solely financial, although different criteria for evaluating
efficiency. Only a few companies, dominated by foreign capital, use an integrated system
for evaluating performance, designed for the needs of foreign companies, and, as such,
transposed into the Republic of Serbia.

Evaluating the performance of companies in the Republic of Serbia predominantly
relies on accounting profit and accounting rates of return. Of primary importance are
profit, contribution margin, return on investment, EBIT, EBITDA, realization and
average salary per employee expressed in Euros.

Previous research has confirmed the hypothesis determined in the introduction.
Specifically, companies in the European Union use a wide range of different models
for the evaluation of performance, which incorporate financial and non-financial
information. In contrast, modest empirical research in the Republic of Serbia has shown
that companies in the Republic of Serbia base performance evaluation primarily on
traditional financial metrics.

Republic of Serbia has adopted and continually improves the National Sustainable
Development Strategy, which accentuates the importance of simultaneous use of financial
and non-financial performance indicators. In that way, the Strategy makes a significant
contribution to sustainable development in the Republic of Serbia. A large number of
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Serbian companies and banks have started to publish the sustainability reports based on
experience of foreign entities that operate in Serbia.

References

Bini, L., & Danielli, F. (2011). The Informational Capacity of Financial Performance
Indicators in European Annual Reports. Maggioli S.p.A.

Chen, J., Tsou, H., & Huang, Y. (2009). Service delivery innovation: ancetedents and
impact on firm performance. Journal of Service Research, 12(1), 36-55.

Cotter, D. (2012). Advanced Financial Rreporting. Pearson Education Limited:
England.

Davies, T., & Pain, B. (2002). Business Accounting and Finance. McGraw-Hill
Education Europe: England.

Davis, S., & Albright, T. (2004). An investigation of the effect of balanced scorecard
implementation on financial performance. Management Accounting Research,
15(2), 135-153.

Domanovi¢, V. (2010). Balanced Scorecard — mogucnosti i efekti primene. Ekonomski
fakultet Kragujevac, Kragujevac.

Domanovi¢, V. (2013). Efektivnost sistema merenja performansi u uslovima
savremenog poslovnog okruzenja. Ekonomski horizonti, 15(1), 31-44.

Doupnik, T., & Perera H. (2007). International Accounting. McGraw-Hill: UK.

Fraser, L. M., & Ormiston, A. (2013). Understanding Financial Statements. Pearson
Education International: New Jersey.

Gjoelberg, M. (2008). Measuring the immeasurable? Constructing an index of CSR
practices and CSR performance in 20 countries. Scandinavian Journal of
Management, 25, 10-22.

Grant, R. M. (2002). Contemporary Strategy Analysis: Concepts, Techniques,
Applications. Oxford: Blackwell.

Hiebicek, J., Stencl, M., Trenz, O. & Soukopova, J. (2012). Current trends in corporate
performance evaluation and reporting in the Czech Republic. International
Journal of Energy and Environment, 1(6), 39-48. http://www.telekomunikacije.
rs/upload/images/radovi/broj10radlfiles.

Ittner, C. D., Larcker, D. F., & Meyer, M. W. (2003). Subjectivity and the weighting
of performance measures: evidence from a balanced scorecard. The Accounting
Review, 78 (3), 725-758.

Jensen, M. C. (2001). Value maximization, stakeholder theory, and the corporate
objective function. Journal of Applied Corporate Finance, 14(3), 8-21.

Kotane, 1., & Kuzmina-Merlino, I. (2012). Assessment of financial indicators for
evaluation of business performance. European Integration Studies, 6, 216-224.

Kothari, J., & Barone, E. (2006). Financial Accounting: An International Approach.
Prentice Hall: Harlow.

12 EKOHOMUKA EXA1



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

Krsti¢, B., (2012) Uloga strategijske kontrole u unapredenju poslovnih performansi.
Ekonomski fakultet: Ni§

Krsti¢, B., Stojanovié, M., StaniSi¢, T., (2012). Sustainability reporting in
order to improve companies’ socially recponsible practices, HAYKA-
BU3HEC-OBPA3OBAHUE: ITPOBJIEMbI )41 IMEPCITEKTHBEI
KOMIIETEHTHOCTHOI'O B3AI/IMO)1EI\/'ICTBI/IH, VJIBSTHOBCKUI
FOCV}IAPCTBEHHBII}'I YHUBEPCUTET - UHCTUTYT 3KOHOMUKN
N BU3HECA, YnbsinoBck, Penaxtop: Tarbsina MBanosa, 156-159.

Krsti¢, B., & Sekuli¢, V. (2013). Upravljanje performansama preduzeéa. Ekonomski
fakultet: Ni§

Kirsti¢, B., Domazet., S. & Stojanovi¢., M., (2013). Izvestavanje o ekoloskim aspektima
poslovanja preduzeca kao deo izvestavanja o odrzivom razvoju, Ecologica (ISSN
0354-3285), No. 71, 387-391.

Krsti¢, B., & Boni¢, Lj. (2013). Upravljanje vrednoscu za vlasnike. Ekonomski
fakultet: Ni§

Krsti¢, B., Ivanovi¢, V., (2014). How to apply the Sustainability Balanced Scorecard
concept, Economic Themes, 52 (1), 65-80.

Perrini, F., & Tencati, A. (2006). Sustainability and stakeholder management: the
need for new corporate performance evaluation and reporting systems. Business
Strategy and the Environment, 15,296-308.

Peterson-Drake, P., & Fabozzi, J. F. (2012). Analysis of Financial Statements. Third
edition; John Willy & Sons, Inc.: USA.

Todorovi¢, M., Kali¢anin, D., & Nojkovi¢, A. (2015). Prakse merenja performansi u
preduzec¢ima u Republici Srbiji. Ekonomski horizonti, 17(1), 45-59.

White, G., Sondhi, A., & Fried, D. (1993). The Analysis and Use of Financial
Statements. John Willy & Sons, Inc.: USA.

EXSIEKOHOMUKA 13






EKOHOMUKA EX= Vol. 62, july-september 2016, Ne 3

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P. 15-34
Rajko M. Bukvi¢! ORIGINAL SCIENTIFIC ARTICLE
Geographical Institute “Jovan Cvijic” doi:10.5937/ekonomikal603015B
of the Serbian Academy of Science and Arts, Received: Julyl1, 2016
Belgrade, Serbia Accepted: August 23, 2016

Nizhny Novgorod State University of Engineering
and Economics, Knyaginino, Russia

REPUBLIC OF ADYGEA - SMALL AND BEAUTIFUL
Abstract

In this paper is considered the Republic of Adygea, one of the smallest federal
subjects of the huge and complexly organized Russian Federation. Here is presented
a concise history of building of the republic, as its today s natural characteristics:
geographic position, area size and population, relief, climate and water, and
natural resources and economy. Especially is emphasized the attractiveness of its
touristic destinations and cultural heritage, as conditions for tourism development.
Specific possibilities for cultural cooperation between Serbia and Adygea provides
Circassian minority, who settled in Kosovo (and in other parts of Serbia) after the
Crimean War, one part of which returned to the homeland.

Key Words: Adygea, Krasnodar Reservoir (Kuban Sea), Plateau Lago-Naki,
Scythian gold, agro-industry, tourism, heritage, development, cooperation,
Circassians in Kosovo, cultural cooperation

JEL Classification: R10, R11

PEITYBJIUKA A/IUTI'EJA — MAJIA U JIEITA
ArncTpakT

Y unanxy ce pasmampa Penybnuxa Aoueeja, jedan o0 najmaroux gedepanrHux
cybjexama ocpomue u KomniekcHo opeanuzosane Pycke ®edepayuje. Ipukazana
Jje Kkpamxa ucmopuja cmseaparsa penyonuke, u rere 0aHAuIbe KapaKkmepucmuke:
2eozpaghcku nonodicaj, noBPUURA U CIAHOBHUWMEBO, penbed, Kiuma u 8ooe, Kao
u npupooHu pecypcu u exonomuja. Ilocebno ce noosnauu rwena ampakmueHOCm
Kao mypucmuuke 0eCmuHayuje u meno KyumypHo Haciele, Kao yciog 3a paseoj
mypusma. Cneyuuune moeyhnocmu kyimypune capaore Cpouje u Aoueeje npyaica
yeprecka maruna Hacemena Ha Kocosy (u opyeum Odenosuma Cpbuje) nocie
Kpumckoe pama, uuju ce jedan 0eo epamuo y nocmojouny.

Kwyune peun: Aoueeja, Kpacnooapcro sewmauko jezepo (Kybarcko mope),
Inamo Jlaco-Haku, Ckumcko 3namo, azpounoycmpuja, mypusam, Haciele, paseoyj,
capaowa, Yepresu na Kocosy, kynmypua capaorsa

! r.bukvic@mail.ru

©/lpymtBo exoHoMHcTa “Exonomuka” Hurm 15
http://www.ekonomika.org.rs



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

Introduction

Russia is the world’s largest country, spreading over two continents — Europe and
Asia, and covering 17,125,187 km? (Figure 1). At the beginning 0of 2016, the population is
officially estimated to 146.5 million inhabitants. Today’s Russia is a successor to several
states. According to the questionable “Invitation of the Varangians” theory (Norman or
Normanist theory), with its first proponents, the 18th-century German historians of Russia
— Gerhardt Friedrich Bayer, Gerhard Friedrich Miiller, August Ludwig von Schlozer and
other German historians, such as Johann Erich Thunmann — all of those states originated
in the ancient Russian state, founded in 862 and governed by the Rurik dynasty.

The modern-day Russian Federation is the legal heir of the Soviet Union (USSR).
As Russian Soviet Federative Socialist Republic (RSFSR), it was part of the USSR from
30th December 1922, when the Soviet Russia, Ukraine, Belorussia and the Transcaucasian
Federation united into the Soviet Union, until the end of 1991. On 8th December 1991,
the Belavezha Accords signed by Russia, Ukraine and Belorussia declared the USSR
dissolved and on 12th December, the agreement was ratified by the Supreme Soviet of
the RSFSR. On 25th December, the Supreme Soviet adopted a law to rename the RSFSR
to Russian Federation. Two years after, on 25th December 1993, a new constitution came
into force and it is current to the present day.

Figure 1. Russian Federation, Orthographic Projection
Source: https://ru.wikipedia.org/wiki/Russia

Russia is a complex entity, composed not only of republics, but also of other types
of federal units, which all have a common denomination: federal subjects. The subjects
of the contemporary Russian Federation were formed in the times of RSFSR. When the
current Constitution was adopted in 1993, it defined 89 subjects. Subsequently, a series
of transformations and name changes occurred, so after some regions unified on 1st
March 2008, there was left a total of 83 subjects. Following the incorporation of Crimea
referendum held on 18th March 2014, the number of federal subjects increased to 85
(Figure 2).
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Figure 2. Russian Federal Subjects
Source: http://kcbux.ru/Statyy/ZA zizny/za-016_karta-RF.html

According to the Russian Federation Constitution, the status of a federal subject, being
the territorial unit of the highest level, belongs to the cities of federal importance (Moscow,
Sankt Petersburg and, after the incorporation of Crimea on referendum held on 16th March
2014, also Sevastopol), and also to 22 republics (Adygea, Altai, Bashkortostan, Buryatia,
Chechnya, Chuvashia, Crimea, Dagestan, Ingushetia, Kabardino-Balkaria, Kalmykia,
Karachaev-Cherkessia, Karelia, Komi, Mari El, Mordovia, Sakha (Yakutia), North Ossetia-
Alania, Tatarstan, Tuva, Udmurtia, Khakassia), 9 krais (Altai, Zabalkaysky, Kamchatka,
Krasnodar, Krasnoyarsk, Perm, Primorsky, Stavropol, Khabarovsk Krai), 1 autonomous
oblast (Jewish Autonomous Oblast), 46 oblasts (Amur, Arkhangelsk, Astrakhan, Belgorod,
Bryansk, Chelyabinsk, Ivanovo, Irkutsk, Kaliningrad, Kaluga, Kemerovo, Kirov, Kostroma,
Kurgan, Kursk, Leningrad, Lipetsk, Magadan, Moscow, Murmansk, Nizhny Novgorod,
Novgorod, Novosibirsk, Omsk, Orenburg, Oryol, Penza, Pskov, Rostov, Ryazan, Samara,
Saratov, Sakhalin, Sverdlovsk, Smolensk, Tambov, Tver, Tomsk, Tula, Tyumen, Ulyanovsk,
Vladimir, Volgograd, Vologda, Voronezh, Yaroslavi Oblast) and 4 autonomous okrugs
(Nenets, Khanty-Mansi, Chukotka and Yamalo-Nenets Okrug).

In addition to the federal organs, each federal subject has its executive (governor),
legislature (regional parliaments) and judicial branch (Constitutional or Statutory court).
Each subject has its own Constitution (republics) or Statute (other subjects), as well as
its own legislature, adopted by the respective regional parliament. The federal subjects
each have two representatives in the Federation Council, which is the upper house of
the Federal Assembly. All the subjects are equal in terms of their relationship with the
federal government. They are empowered to solve issues delegated by the Constitution.
The federal subjects are given no right to separate from the Russian Federation.
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Figure 3. Federal Districts (Okrugs) of Russia
Source: http://kcbux.ru/Statyy/ZA zizny/za-016 karta-RF.html

According to the fundaments of political and social organization of the Russian
Federation, the federal subjects are grouped in federal okrugs (districts) since 2000 (Figure
3). Districts are not subjects or any other kind of constituents of the Federation and they were
formed after the example of the military okrugs. A federal district is an area in which the
President of Russia is represented by a polpred representative, one of the leading members of
the Administration of the President of Russian Federation, who substitutes the President in a
number of occasions. At first seven okrugs were formed, while in 2010 the North-Caucasian
separated from the South Federal Okrug, and after the incorporation of Crimea, the Crimean
Federal Okrug was established. Therefore, 9 federal okrugs exist in today’s Russian Federation.

Figure 4. Southern Federal District
Source: Apena
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Main data of the federal districts are given in Table 1. They are established from
2010 Russian Census, except for the Crimean Federal District, that was incorporated in
Russia on March 2014, after the Russian Census was held. As we can see, the Southern
Federal District is one of the smallest — it is bigger only than North Caucasian and Crimean
Districts. On the other hand, the number of inhabitants in this district is smaller only
in comparison to Central Federal District, Volga Federal District and Siberian Federal
District. This fact shows that the population density and, consequently, the economic
activities in Southern Federal District are among the biggest in Russian Federation.
Southern Federal District envelops two republics — Adygea and Kalmykia, Krasnodar
Krai? and three oblasts — Astrakhan, Volgograd and Rostov, with capitals Maykop, Elista,
Krasnodar, Astrakhan, Volgograd and Rostov-on-Don (Figure 4).

Table 1. Federal Districts of Russia

. . Number .. .
Name of District Establishment Area (km?) Popu!atlon (2010 of Federal Administrative
Date Russian Census) R Center
Subjects
Central Federal District May 18, 2000 652,800 38,438,600 18 Moscow
Southern Federal District May 18, 2000 418,500 13,856,700 6 Rostov-on-Don
Northesternliederal May 18,2000 1,677,900 13,583,800 1 Saint Peterrsburg
District
Far Eastern Federal District ~ May 18, 2000 6,215,900 6,291,900 9 Khabarovsk
. Siberian Federal District May 18, 2000 5,114,800 19,254,300 12 Novosibirsk
Ural Federal District May 18, 2000 1,788,900 12,082,700 6 Yekaterinburg
. Volga Federal District May 18, 2000 1,038,000 29,900,400 14 Nizhny Novgorod
. NN Camtn e poe i apie 10 9,496,800 7 Pyatigorsk
District
Crimean Federal District March 21,2014 26,100 2,284,400* 2 Simferopol

* http://en.krymedia.ru/society/3365334-Results-of-Census-Population-of-Crimea-is-
2284-Million-People
Source: (Federal Districts of Russia)

Besides districts (okrugs), the federal subjects are grouped into:
- 12 economic regions,
- 10 geographic regions,
- 8 natural regions,
- 4 military districts (6 as of 2010), and
- 11 time zones.

Republics as the Federal Subjects of Russian Federation
According to the Population Census 2010, in Russian Federation live 304

nationalities. Among them, 41 nationality has more than 100,000 inhabitants. After the
incorporation of Crimea, the Crimean Tatars became the 42" nation with more than

2 About Krasnodar Krai see more in: (Bukvi¢ 2014).

EXSIEKOHOMUKA 19



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

100,000 people. Although in many cases all nationalities live mixed in Federation, they
are more or less concentrated on minor territory, forming their own land. These lands
are formed as republics. Republics are the specific subjects in Russia; they were formed
as national-state formations. There are 22 republics in Russian Federation (Figure 5).
Contrary to other subjects, they have their own constitution, and the right to establish
their own official language. In Republic of Adygea official languages are Russian and
Adygean (or West Circassian).

1. Adygea 7. Kabardino-Balkaria 13. Mordovia 19. Khakassia
2. Altay 8. Kalmykia 14. Sakha (Yakutia) 20. Chechnya
3. Bashkortostan 9. Karachay-Cherkessia 15. North Ossetia — Alania ~ 21. Chuvashia
4. Buryatia 10. Karelia 16. Tatarstan 22. Crimea

5. Dagestan 11. Komi 17. Tuva

6. Ingushetia 12. Mari El 18. Udmurtia

Figure 5. Republics of the Russian Federation
Source: https://ru.wikipedia.org/wiki/Pecniyonuka (Poccus)

Republic of Adygea (other spellings Adygeya, Adyge, Adyghea) is one of the
youngest formations in the status of republic within the today’s Russian state. The
formation of the republics, in general, began after the October Revolution, with many
transformations, particularly in circumstances of the civil war and war against intervention
of foreign forces. The territory of Adygea was in Kuban-Black Sea Soviet Republic from
30th May 1918 to 6th July 1918; it was formed by merging of the Black Sea Soviet
Republic (existing from March—May 1918 on the territory of Black Sea Governorate in
the Russian Empire) and Kuban Soviet Republic (existing from 13th April to 30th May
1918 within the general Kuban territory), with its capital in Yekaterinodar. Later, Kuban-
Black Sea Soviet Republic was merged with Stavropol Soviet Republic and Terek Soviet
Republic into the North Caucasian Soviet Republic (existing from 7th July to December
1918 with capital in Yekaterinodar, to August 17, when it was taken by Denikin’s
Volunteer Army, and then in Pyatigorsk to the end of 1918, when the majority of the
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North Caucasian Republic’s territory was captured by White Army, and all republics
were abolished). After the end of civil war, Adygea was formed at 27th July 1922, as
Adygea-Cherkessian autonomous oblast on the territory of Maykop and Yekaterinodar
sections of Kuban-Black Sea oblast. From August 1928 it was renamed into Adygean
autonomous oblast. Finally, from July 1991 it is again republic — Republic of Adygea.

Republic of Adygea belongs to the Southern Federal District and North Caucasian
Economic Region of the Russian Federation. This region comprises the whole of the
North Caucasian Federal District (republics: Chechen, Dagestan, Ingushetia, Kabardino-
Balkar, Karachay-Cherkess and North Ossetia-Alania, and Stavropol Krai) and part of
the Southern Federal District: Republic of Adygea, Krasnodar Krai and Rostov oblast.
North Caucasian Economic Region is one of the richest and strongest regions in Russia.

The symbols of the republic, the flag and the coat of arms of the Republic of
Adygea are presented on Figure 6. On the green and gold Adyge flag are 12 stars that
represent the 12 tribes of Adygs (Circassians) people. Adygea’s coat of arms also shows
these 12 stars - the 12 tribes of Adyghe nation. In the center of the coat of arms is a rider
on a horse, Sosruko or Sosriqwe, the hero of the Nart saga (saga of the North Caucasus’
nations), with a torch in his hand - a torch that he seized from the gods for people. Author
of the national coat of arms is the artist of the Republic Davlet Meretukov.

Figure 6. Flag and Coat of Arms of the Republic Adygea
Source: I'epbul pecuonos Poccuu, Ne 2.

In terms of administrative divisions, Republic of Adygea consists of seven districts
(raions) and two cities/towns (Figure 7): 1. Maykop City, 2. Adygeysk Town, 3. Giaginsky
District, 4. Koshekhablsky District, 5. Krasnogvardeysky District, 6. Maykopsky
District, 7. Takhtamukaysky District, 8. Teuchezhsky District, 9. Shovgenovsky District.

The capital city of the republic is Maykop. The name the city comes from Adyghe
word that means “apple valley”. It is founded in 1857 as a fortress on the River Bela. In
the second half of the 19th century the city lost its military importance and in 1870, by
the decision of the Emperor Alexander II, was declared as county. The city is inhabited by
153,500 citizens (144,249 according to Census in 2010). Maykop is located in the north
foothills of the Caucasus Ridge on the right bank of the Belaya River (the Kuban River
tributary). Maykop is 1,255 km far from Moscow and is in the same time zone. The city’s
name originates from an Adyghe word “Myequape” (Msiekbyamnd) that is translated as
“a settlement in the mouth of a river, flowing through the valley of apple trees”. It was
established in 1857 as a Russian military fort and already in 1870 Maykop turned from
a village into the main district town. Since 1991, Maykop has been the capital of the
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Republic of Adygea in the Russian Federation. Maykop is also a cultural center of the
republic. The National Museum of the Republic of Adygea in Maykop possesses unique
archaeological and ethnographic collections. Also, the city has a branch of the State
Museum of Oriental Art. Republic has two local universities where the aspiranture and
doctorate are accessible, and where the scientific councils work. Adyge State University
(former Teachers’ Training Institute, founded in 1940) consists from many institutes (Art
Institute and Institute of Physical Culture and Judo) and faculties: Adygei Philology and
Culture, Natural, Engineering Physics, Historical, Mathematics and Computer Science,
International, Pedagogy and Psychology, Philological, Economic, Legal, Department
of Social Technologies and Tourism, Department of Mezhfakultetskie, and filials in
Belorechensk and Novorossisk. Maykop State Technological University was founded on
the basis of three colleges in 1993.

Geographic Position, Area Size and Population of Adygea

Republic of Adygea is one of the smallest federal subjects within the Russian
state. It covers the area of 7,792 km? (0.05% of territory of Russian Federation), with
territory that makes an enclave within Krasnodar Krai. Among the federal republics,
smaller than Adygea is only Ingushetia. All other federal subjects in Russia are bigger,
except the cities of federal importance (Moscow, Sankt-Petersburg and Sevastopol).
Among European countries, Adygea is about the size of Cyprus (9,251 km?); it is greater
only than Luxembourg, Andorra, Malta, Liechtenstein, San Marino, Monaco and Vatican.
The republic is situated at basin of two main Kuban inflows — Laba and Belaya. Main
part of the republic covers the area between 44° and 45°N, spreading the geographic
latitude of, for example, Serbian capital Belgrade (44°49°14”) and its neighborhood. The
whole length of the borders of Adygea is 900 km, the spans in are 208 km (in direction
north-south) and 165 km (in direction west-east).

45th circle of latitude crosses the Krasnodar Reservoir (Kuban Sea), the biggest
reservoir of the Northern Caucasus. Its area is 420 km?, volume 2.0 to 3.1 km? (it is
regulated, the water level oscillating about to 8 m), long 40 km, wide to 15 km. The
reservoir was built in 1973—-1975; east part of new reservoir includes former Tschikskoe
Reservoir. 44th circle of latitude crosses the north-western parts of Big Caucasus. In the
west-east direction, the republic is crossed with the 40th meridian, that goes through
Lago-Naki Upland, one of the natural jewels of the republic, and near west of the capital
Maykop (Figure 7).
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Figure 7. Administrative Division of Republic of Adygea
Source: https://ru.wikipedia.org/wiki/Anpirest

On the north, Adygea is bordered by Krasnoarmeysky, Dinskoy, Ust-Labinsky,
Kurganinsky districts-raions of the Krasnodar Krai, and the City of Krasnodar; on the
west, by Apsheronsky, Belorechensky and Seversky districts-raions, and the territory of
the administration of City Goryachy Klyuch; on the east by Mostovsky, Labinsky and
Kurganinsky districts-raions of Krasnodar Krai. On the south, republic is bordered by
raions of Big Sochi.

On the 1st January 2015, the total population of the Republic was estimated to
449,171 inhabitants (YucnenHocts mocrostHuHoro Hacesienust 2015). The population
density (57.6 per km?) is relatively high for the Russian Federation, although lower
than in Krasnodar Krai. The shares of urban and rural population are 47.1 and 52.9.
In comparison to Russian Federation, the share of urban population is considerably
lower — in Federation, this share exceeds three quarters. It is also lower in comparison to
Krasnodar Krai (54%).

Adygea is multi-ethnic republic. Over 80 ethnic groups live in the Republic.
According to the Census 2010 (Utornu ... Tom 4, 2012), dominant ethnicity are the
Russians (63.6%), Adyghs, including Circassians are the second and make up 25.8%.
Other ethnicities make up less than 10% of total population: Armenians (3.7%),
Ukrainians (1.4%), Kurds (1.1%), Tatars (0.6), Roma (0.6%), etc. Titular nationality is
more compact and make majority in city Adygeysk (78.4%) and in Teuchezhsky (68.4%)
and Shovgenovsky District (62.5%), also in Koshekhablsky District (49.4%), although
there is less than half of total population.
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Titular nationality — Adyghs (Circassians) were one of the most migrant population
in history, and not only in Russia. “Circassians” is a common name for the group of
tribes from north of Caucasus and Kuban (self name is Adyge); in 1835 there were
527,000 inhabitants. After the Crimean (Eastern) war 1853-1856, in 1858 thousands
of them emigrated in Turkey and number of inhabitants decreased to 315,000. After the
new Russo-Turkish war in 1878 the population of Circassians was decreased in 1897
to 144,847 (bpokxayc u Edpon, article Uepkecsr 2003). The tribes of Circassians are:
Abzakh, Besleney, Bzhedug, Kabardian, Mamkhegh, Natukhai, Shapsug, Temirgoy,
Ubykh, Yegerugqwai, and Zhaney. The administrative divisions in USSR placed
Circassians under four different designations, namely Adygeans (Adyghe in Adygea),
Cherkessians (Adyghe in Karachay-Cherkessia), Kabardians (Adyghe in Kabardino-
Balkaria), Shapsugians (Adyghe in Krasnodar Krai), but all the four are essentially the
same people (Adyghe) residing in different political units. Total population of Adyghes
today is estimated very different, from about four to eight millions, but many of them live
in Turkey, Jordan, Syria, Saudi Arabia, Germany, United States of America. In Russia,
according to the Census 2010, Circassian population is 720,000, in Adygea 110,229.
There are also small Circassian tribes: Adele, Ademey, Guaye, Shegak, Chebsin,
Makhosh (Circassians).

After the Crimean war, in 1864, as the Circassians of Kosovo say themselves,
their predecessors were forced to migrate to Kosovo (xarmap 2007). The presence of
Circassians in Kosovo and in Metohia noticed famous Serbian traveller and historian
Milos S. Milojevi¢ (Mumojesuh 1871, 1877). In 1870s he traveled through the part of
Old Serbia territory, then yet occupied by Turkey, that was considered as “the land of
ethnic nucleus and center of Serbian medieval state of Nemanji¢’s period”, and consisted
from “areas”: Old Raska, Kosovo, Metohia, basin of Binicka Morava and at the north
Povardarje with Skopje” (CrojanueBuh, 1997). He traveled by directive of Principality
of Serbia Government and by intention of the Serbian Learned Society, predecessor of
the contemporary Serbian Academy of Sciences and Arts, with permission of Turkish
government. He found eight Circassian villages on Kosovo and neighboring areas, more
precisely in Prishtina and Kurshumliya kadiluk (nahiya). The migration of Adyges after
Crimean war, especially to Kosovo and Metohia noted Kanitz (Kaautms 1876). In 1952
begins the migration of Adyges from Kosovo and Metohia to Turkey or back to the
Adygea. Journey back to Adygea described Dzandar ([xarmap 2007).

The religion among the Circassians is predominantly Muslim, but there is minority
Habze, Orthodox Christians and Catholic, as well the Abkhazo-Circassian neo-paganism.
Since the late 18th and early 19th century, the majority of Circassians are predominantly
Sunni Muslim. In Adygea, among the whole population, the main religion is Orthodoxy.

Relief, Climate and Water

The Republic of Adygea lies at the south-west of Russian Federation (Figure 5).
The Republic is entirely surrounded by Krasnodar Krai, that is with 75,485 km? nine
times bigger than Adygea. Until 1991, Adygea was an autonomous oblast within the
Krasnodar Krai, but then it declared independence and became republic. Adygea lies on
the left coast of the Kuban River, which clearly divides it in two physical parts: the bigger
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at the North that is plain, and mountainous at the south. The highest mountain peak is
3,238 m (mountain Chugush on the south of the republic, Figure 8). The mountain is
located in the Western Caucasus, and contains 10 glaciers covering an area of 1.2 km?.

The republic’s major mountains and peaks range in height from 2,000 to 3,238
metres, and include: Chugush Mountain — 3,238 m, Mount Fisht — 2,867 m, Oshten
Mountain — 2,804 m, Pseashkho Mountain — 2,743 m, Shepsi Mountain — 2,755
m (mountain peak near Kurdzhinovo, Karachayevo-Cherkesiya). Oshten together with
Fisht are the first from west Caucasus peaks, arise to the high of snow line and covered
not only with even snows, but also with little glaciers.

The republic is rich of water, which resources are widely used in farming. The
main river in Republic is 870-kilometer long Kuban River (Figure 9). Kuban (Russian:
Ky6ann, Adyghe: I1cbpkp) is one of the major navigable rivers in the Caucasus region; it is
navigable from the city Ust-Labinsk, in central part of the Krasnodar Krai on right (high)
bank of Kuban River, up to Krasnodar. It forms part of the northern border between the
Republic of Adygea and Krasnodar Krai. Kuban flows mostly through Krasnodar Krai
for 660 kilometres but also in the Karachay—Cherkess Republic, Stavropol Krai and the
Republic of Adygea. Kuban basin size is 57,900 km?. The river was known to Herodotus
as Hypanis, flows 870 kilometres north and west from its source near Mount Elbrus in
the Caucasus Mountains (as it is formed at the merge of its two tributaries, Ullukam
and Uchkulam), eventually reaching Temryuk Bay in the Sea of Azov. Kuban has great
economic importance, among others, to the Adygea. In 2008—2009 there were the plans
to build Adygea Hydroelectric Power Station, capacity of 72 MWh, but up to day these
plans were not implemented.

Figure 8. Physical Map of the Republic of Adygea
Source: http://russia.auto-maps.com/physical map of the republic of adygea/
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Figure 9. Basin of the River Kuban
Source: (Cadponos, A.B. bacceiin Kybann)

Other important rivers in Adygea are Belaya and Laba. Belaya River, 273
kilometers long, (Russian: bénasi; Adyghe: IlIsxparyaip) is a river in the Republic of
Adygea and Krasnodar Krai of Russia. It is a tributary of the Kuban River, which it joins
in the Krasnodar Reservoir. Laba River, 214 km long, forming part of the eastern border
between Adygea and Krasnodar Krai, (Russian: Jlaba (Laba); Adyghe and Kabardian:
JIaboxp) is a river in Karachay-Cherkessia, Adygea and Krasnodar Krai. It is a tributary
of the Kuban River, which it joins at Ust-Labinsk. It is formed by the confluence of
the Bolshaya Laba River and the Malaya Laba River. It is used for irrigation and log
driving. It is also suitable for rafting. Other rivers are Chokhrak River, Dakh River, Fars
River, Khodz River, Kisha River, Psekups River, Pshish River, Sakhray River, Sukhoy
Kurdzhips River — flows near the archaeological site at Mezmaiskaya cave. At the
slopes of Fisht their flow start Rivers Pshekha 139 km long and Belaya, that belongs
to Kuban basin, and river Shakhe inflows directly into Black Sea in Sochi. On the west
mountain slopes is the waterfall Fisht 200 meters high. Other beautiful waterfalls are
Rufabgo, Pshekhsky, Keyvu, Shapsug, Psedakh.

Climate in the republic is moderately continental (KotisikoB 2003). Average
temperature in January is —2.3°C, in July 21.5°C. Precipitations are cca 700 mm per year.
Main river is Kuban, with great reservoir (Kuban Sea). Also, there are the Shapsugskoe
and Octyabrskoe reservoirs.
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Natural Resources and Economy

The republic is rich in oil and natural gas. In 1911, oil deposits were discovered
in the vicinity of today’s capital city Maykop. The discovery of extensive underground
oil reserves has made Maykop a major center for oil extraction for the Soviet Union and
subsequently, Russia. The amount of oil in the deposit was 171,000 tons on 1st January
1992 (out of which only 3,000 tons are produced each year). Adygea also has natural
gas fields. The fields under development include the Maykop field (which is practically
depleted), the Koshekhabelskoye field (which originally had 10.2 billion m?, of which
only about 8% has been harvested) and a part of the Nekrasovskoye gas condensate
field. Exploration is underway in the Severo-Kuzhorskoye field (with an estimated 1.6
billion m?); prospects were discovered in the Vostochno-Kuzhorskoye field (2 billion m?)
and Vostochno-Giaganskoye field (4.4 billion m?). Expected gas reserves in this field in
total amounts 20 billion m*. The Nekrasovskoye field is at the final developmental stage.
(Data for oil and gas from: Smirnov 2006.)

Other natural resources include, in mountain part of republic, little fields (mineral
deposits) of gold, silver, tungsten, iron, mercury, lead, and zinc. In republic are the
deposits of building materials, including brick and haydite clay, sand, gravel, and
ornamental stone. Also, it has large reserves of rubble. Other economically important
sectors are food processing and the timber industry. Food, timber, woodworking, pulp
and paper, heavy engineering, and metal-working are the most developed industries.

Even though it is now one of the poorest parts of Russia (average income is
12,493.4 rubles per capita), the republic has abundant forests and rich soil. The soil
is predominantly chernozem, there are also kastanozems and mountain forest soils.
The region is famous for producing grain, sunflowers, tea, tobacco, etc. Hog and sheep
breeding are also developed. Forests cover almost 40% of its territory. About two-fifths
of the territory of the republic is covered by temperate deciduous forest (beech, oak,
hornbeam, maple). The main part of Caucasus Nature Reserve is placed in Adygea. Wild
fruit forests, chestnut and nut plants are of great value. These forests are the unique
natural phenomenon. They take up an area of over 15,000 ha (36,000 acres). The wild
fruit forests that we see now are only the remains of the former famous “Circassian
gardens”.

Favorable climatic conditions, presence of productive land and industrial reserves
ofthe series of mineral resources, to a large extent determined the priorities in development
of republic’s economy. Republic protrudes as vendor of various agricultural row, products
of engineering and metalworking, forestry and wood industry, also food industry. Great
reserves of mineral and thermal waters make possible to develop sanatorium network.
Here is a balneary and a Maykop spring of mineral water rich with lodine and Bromine
that is intended for treating pancreatic diabetes, adiposity, gout, as well as chronic
gastritis with normal and hypersecretion of stomach. Chloride-hydrocarbonate mineral
water from Lemonade factory “Maykopskaya” can be one of the important Adygean
export products.

In republic today, about 90 large and middle companies in 11 branches are active.
Leading branch is food manufacturing; the largest share of them in general volume of
production is about 50 percent. Food industry enterprises produce meat and vegetables,
fruits and fruit preserves, confectionery, pasta and wine and spirits, beer and dairy
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products. Besides the production for the domestic market, republic also exports: products
of engineering, forestry, light industry. The new perspective enterprises for production of
polypropylene sack tare (bags) are also established in Adygea.

Adygeysk (Russian: Apireiick; Adyghe: Ansiraxsans, Adogiqald) is a town in
the Republic of Adygea, located near Krasnodar Reservoir, 100 kilometers northwest
of Maykop, the capital of the republic. Population: 12,237(2010 Census). In Adygeysk
are situated the companies for bakery products, eastern sweets and confectioneries, wine
materials, dairy products and Adygea’s cheese, soft drinks, beer, metal constructions
for house building, modular buildings with small number of floors, knitwear, stores of
petroleum products.

Agriculture is the foreground direction for the economy development. Natural
conditions determine its multi-branch character. There is developed meat and dairy
farming, manufacturing poultry farming, pisciculture. In agricultural sector production
is made from more than 1.5 thousand subjects of all ownership: joint-stock companies,
partnerships of varying types, collectively-equity economies. The crop area is about 200
thousand hectares; total harvest of cereals increased to 350 thousand tones in 2001.

Grain and industrial crops, vegetables have the largest share in the crops. Here
is grown wheat, hordeum, mais, rapeseed, rice, sunflower, southern apple varieties,
pear, plum, wild cherry, cherry, grape vine, other fruits, medicinal plants. The thing for
special pride of Adygea is tea. Most “northern” in the world, it is very highly valued by
connoisseurs. More than 60 years exists Maykop experimental station St.-Petersburg’s
All-Russian Institute of Plant “Vavilov” (Bcepoccuiicknii HHCTUTYT pacTEHHEBOICTBA
nm. H.W. BasumoBa). Here, the new varieties and hybrids of fruit and vegetables are
being created. Station has one of the greatest collections of horticultural crops in the
world (fruit, berries and nuts).

Long since, the national pride of Adyges was horse breeding. Now, in republic
revives this forgotten branch of economy. Specialists of the State Stables and Maykop
horse-breeding nursery are developing sport horse-breeding. Horse racing is not only
spectacular sight, but the possibility to invest capital in the cultivation of top-class
horses. Very famous are hiking mountains and horse trails and routes. Vacation camps
and bases can at the same time accept more than 1,500 vacationers.

Republic of Adygea constantly seeks to extend international economic relations.
Partners of Adygea companies and organizations in foreign trade are more than 30
countries, including Germany, Turkey, France, Italy. Republic exports gearboxes of
various modifications, machine tools, lumber, oilseeds, rice, canned products. In Adygea,
about 50 companies work with foreign investments — companies from United Kingdom,
France, Turkey, Syria.

The important constituents of natural potential of republic are resort and
recreational resources and touristic resources. The territory of Adygea come under the
zone of mixed tourism, as sports and medical, also informative. Its saturation of natural
objects tour show is high. Bolshaya Azishkaya and Dakhovskaya caves, Khadzhokhsky
Canyon, River Gorge Great Rufabgo, waterfalls, represent the attraction to the tourists.
Republic has significant hunting resources.

In Adygea many natural protected zones were made. The first is “Caucasus
Nature Reserve” (also Caucasus, or Kavkasky, Russian: KaBka3ckuii rocymapcTBeHHBII
npupoaHbelid O6mocdepusni 3amoBegHuk uM. X.I. Illamomramkoma), situated on the
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territories of Republic of Adygea, Krasnodar Krai and Karachay-Cherkess Republic;
series of the unique natural monuments and national natural park “Mountains of Adygea”.
Caucasus Nature Reserve is a Russian “zapovednik” (strict ecological reserve) covering
a heavily mountainous section of the Northwest Caucasus Mountains. It is the largest
and the oldest in the territory of specially protected natural area in the Caucasus, having
been created in 1924 as the Caucasian Bison Reserve. In 1979, the site was named a
UNESCO Biosphere Reserve, and in 1999 included in UNESCO World Heritage Site.
In 2008 it was officially renamed after Khachatur (Christopher) G. Shaposhnikov, the
biologist who founded the reserve. The area is situated in the Mostovsky District of
Krasnodar Krai, covering an area of 280,335 ha. Bolshoi Tkhach is the natural park of
regional importance, situated in Maykop raion. It is founded in 1997. The size of park is
3,705 ha. In 1999, with the other protected natural territories, it was included in object
of World Natural Heritage “Western Caucasus”. Adygea is the unique state entity in the
world, where specially protected natural territories make more than one-third of its area,
and nearly 14 percent became objects of World Natural Heritage.

Figure 10. Plateau Lago-Naki
Source: (Bacumuckos 2016a)

Plateau Lago-Naki — jewel of the mountain Adygea (see Bacumuckos 2016a, also
Bacummckos 20166 u 20168). It is the highest accessible point, which can be reached
by car. Most of the mountains of the Republic of Adygea are located on Lago-Naki
plateau that stretches from the north to the south and from the west to the east for over
40 km. This is a common place for walking and mountain hiking, mountaineering and
rock-climbing. Winter tourism and mountain skiing is now rapidly developing on Lago-
Naki plateau territory. Just there pass all touristic routes to the most famous peaks of
Caucasus Nature Reserve — Fisht, Pshekho-Su and Oshten. But it is much better to start
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the route to the peaks from Yavorova Polyana, that is near settlement Guzeripl. There
is also another way, where it is necessary to come to the to Azishskaya bend (known
also as Stone Gate), to the narrow passage to Caucasus Nature Reserve, to go up to the
observation deck and to enjoy plateau panorama.

The picturesque Lago-Maki plateau (Figure 10) is a unique place where can be
found all wonders of the Caucasus — coves, snow covered mountain summits, rich
alpine meadows, vast steppe, secular forests, mountain rivers with waterfalls and quiet
lakes. Narrow impassable gorges adjoin spacious hollows between mountains. On the
northern slope of Mount Fisht can be found the largest glacier — Bolshoy Fishtinsky
— and 13 karst ponds that filled cup-like hollows made by the glacier. Next to the area
are canyons of the Tsitsa River “boiling” with whirlpools and trees in blossom right
behind it. Lago-Naki plateau is also known for a health resort that is located on the River
Kurdzhips bank and thus carries its name. It specializes on treating the cardiovascular
system, musculoskeletal apparatus, digestion system, nervous system and many other
disorders. Visitors could spend their leisure time walking, riding a horse or a bicycle
around the plateau. Extreme sports followers could go rafting. There is also a health
improvement camp “Gornyi Kluch” (Mountain Spring) in Maykop District.

Figure 11. Guzeripl Dolmen Ne 1
Source: Guzeripl’ Dolmen 1

Among other attractions of the Republic is the Belaya River canyon “Shum”
that is also called as the Hadzhokskaya Gorge, where you could go on fascinating and
unforgettable night walks; the Granite canyon and the Guamskoe Gorge, on the slopes
of which you could see relic box-trees and yew-trees (4 km of Memzay settlement);
the Rufabgo waterfalls; the Michael-Athos monastery founded in 1878; Azishskie karst
caves, located in the southern part of the Azish-Tau Range on 1400 elevation above
sea level (210 km from the region center). The caves are very picturesque and there
is a guided tour through its passages and halls. Not far from a mountain settlement of
Guzeripl (Russian I'yzeprruib, Adyge I'by33psiturb) can be seen the biggest dolmen of
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the Republic (Guzeripl Dolmen Ne 1, Figure 11). The Guzerpil dolmen Ne 1 is one of
the largest and most intact dolmens of Adygea. Dolmens (Adyghe: ucn-yus), a type
of single-chamber megalithic tomb, represent a unique type of prehistoric architecture,
built with precisely dressed large stone blocks. The Guzeripl dolmen 1, megalithic
monument, is located on the territory of the Guzerpil cordon of the Caucasus Natural
Reserve. It is dated to approximately 2000 B.C. Moreover, every spring Guzeripl hosts
an international water rally.

gettyima ge&

Learpage 1

Figure 12. Prehistoric lion, Gold, Maykop
Source: (Prehistoric lion)

The territory of present Adygea republic was inhabited from ancient times.
Abadzehskaya Paleolithic site is located in contemporary Maykop district. Tere are also
a lot of archaeological sites of Bronze and Iron Ages. Maykop archaeological culture is
well known, not only in Russia. Most of the precious items, excavated while Adygea was
a part of Krasnodar krai, also known as “Scythian gold” or “Kuban gold”, are located
outside Adygea for the time being. Unique items were found during excavation of hills
near the village of Ulyap (formerly Ulsky village), Krasnogvardeysky district. It is here,
just outside Ulyap village, that precious adornments from Scythian burial mounds were
discovered. There were many excavations: in 1898, 1908, 1909, 1982, 1983, 2007,
(see Ivantchik and Leskov 2015). On the Figure 12, the prehistoric lion is presented:
Prehistory, Plaque, Lion, from Gold, 6 cm, Maykop culture, 3000-2500 BC, Eneolithic
period, Copper Age, The State Hermitage Museum, St. Petersburg.

Conclusion

Republic of Adygea is one of the smallest Russian federal subjects by both size
and population, comparable only to European microstates. However, it is characterized
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by great natural and cultural diversity and heritage. Additionally, there are favorable
conditions for tourism development. Considering the characteristics of the economies of
Serbia and Republic of Adygea, the possibilities of their cooperation lie in the areas of
high technologies, science and investigations and, above all, in the agro-complex, as well
as tourism. As accurate as it may be when it comes to Russia as a whole, the stereotyped
vision of Serbian agricultural and food production as our biggest exportation potential is,
in this case, not fundamental.

In regards to the cooperation with this region, as well with the whole of Russia,
Serbian construction operation companies should not be underrated, since despite all
the difficulties this branch has gone through in the transition process, it succeeded in
establishing good reputation during the Sochi Olympics infrastructure development, thus
occupying solid positions within Russia.

As a completely specific opportunity for development of (cultural) cooperation
between Serbia and Adygea we should mention Circassian minority inhabited in Kosovo
(and in other parts of Serbia) after the Crimean War. Part of them returned to the homeland
Adygea since the mid-20th century, especially at the end of the 1990s; however, some
among them in 2000s opted for life in Kosovo. Culture of Adygea is ancient and colorful.
National dances have one of the prominent places in it. The best representative of the
national culture of Adygeya is its National Museum, which is in Maikop since 1926.
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QUESTION ABOVE ALL QUESTIONS FOR SERBIA IN 2016 IS
THE REFORM OF THE STATE-OWNED ENTERPRISES

Abstract

No matter how much we try, not everything depends on us, because we are part
of the world - the global economy. But just because of that, we have to be clear
about this, what is our real core problem: whether the state as “too big consumer”,
as “soft as income,” or something else. In our country today is more than a debate
on the consolidation of the measures of growth and development, which is also
rational to ask a question the presence of Serbian strategy, or whether the research
and the experience of others in this area.

It is generally known that the market economy is an indispensable element of any
well-ordered society, and Serbia at this point did little steps to get closer to such
an economy than it was at the end of the previous government. The only thing that
has been done is that it was started - not complete - financial consolidation, which
is a necessary, because it is inevitable. However, fiscal consolidation is not reform,
because it does not represent the transformation of the economy and society.

In the center of each of the market economy and well-ordered society must
be an individual, and an individual who cares about itself and shall bear all the
consequences of their decisions, and thus the responsibility for them. For such a
society apply firm rules of the game which is not carried out, and within each of
them take care of themselves and their environment.

The choice we are facing today in the Serbian society is a choice between
establishing a full market economy and promoting various forms of pluralism in
property relations
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ITMTAIBE CBUX IIUTAIBA 3A CPBHAJY VY 2016. 'TOAUHU JE
PE®OPMA IIPEAY3ERA Y 1P KABHOM BJJACHHULITBY

AncrpakTt

Ma konuxo ce y ceéemy mpyounu, ne 3a6Ucu cée 00 HAC, jep CMO 0e0 C8emcKe -
enobanme exonomuje. Anu, 6aw 3602 moaa, MOPAMO OUMU HAYUCTIO CA MUM, WMA
je Haw npagu cywmuncku npoonem: 0a au Opicasa Kao ,, ipesenuxy nompouay *,
wmo ,,npeciabo npuxodyje“, unu je newmo opyeo y numarny. Y nac ce damac
suute debamyje 0 KOHCOMUOAYUjU He20 0 Mepama pacma u paseoja, 3060 ueed je,
Ucmo mako, payuoHaIHo nocmasumu numaree npucycmea cmpamezuje Cpouje,
OOHOCHO UMA U UCIPAIICUBATLA U UCKYCIABA OPY2UX Y MOM OOMEHY

Onwime no3Hamo je 0a _je mpaicuuina npugpeoa He3aoouiazan enemenn ceaKoe
006po ypehenoe opyuimsa, a Cpbuja je 00 0602 MpeHYMKA YHUHULA MALO KOPAKA
O0a bu buna baudice maxKeoj npuepeoU He2o WMo je Mo OuLa Ha Kpajy npemxooOHux
e1ada. Jeouno wmo je ypaheno je mo 0a je 3anouema - He U 3a8puieHd - Qu-
HAaHcujcka KOHconuodayuja, Koja jecme HeOnXo0Hd, 3602 moaa wmo je Heuz0excHa.
Anu, ¢uckanna konconudayuja nuje pegopma, jep He npedcmassnoa npeodpaxicaj
npuepede u Opyumea.

Y yenmpy ceaxe mpoicuwne npuspede u 006po ypehernoe opyumea mopa bumu
nojeouHay, u mo nojeduHay Koju OpuHe cam o cebu u CHOCU cée nocieduye ceojux
0011yKa, na mume u 002060PHOCHL 34 bUX. 3a MaKeo OPywmeo 8ajice 46pcma npa-
8ULA USpe Koja ce OOCI06HO CNpoBode, Nd ce YHYMap mux ceaxo opune o cebu u
CBOM OKDYIICEry).

Hz60p npeo kojum ce danac nHanasu cpncko opyuimeo jecme uzoop usmehy yc-
NnOCMaBbAA NYHe MpIICUliie npuspede U agupmayuje pasnudumux oonuka niy-
PAnUIMA y COJUHCKUM OOHOCUMAL.

Kayune peuu: [lpuspeonu pacm, cmpameeuja, uneecmuyuje, Opucagra npeoy-
seha, mpanzuyuja, puckanna konconuoayuja, MM®...

Introduction

Aleksandar Vucic’s victory in the recent elections provided a mandate to continue
with even more intensive policy of European integration, and all difficult reforms.
Achieved monopoly of his political party on the political scene guaranteed him that
there would be serious earthquake. We should, however, bear in mind that the social
challenges have yet come from the sphere of economic uncertainty.

The purpose of his previous government was to reduce the budget deficit to 1.5
per cent in the future and how we see (slowly but surely), he realized. Also, the aim was
also to be disposable savings of public enterprises convert (transform) into permanent,
and that these companies begin to record continuously gain and loss from becoming a
factor supporting public policy. The achievement of these objectives would be to avoid
the two-year budget deficit trajectory so called zig-zag shape. It should be noted that
the government has put a lot of effort in order to reduce it permanently. Having recently
frequent auditing (IMF) estimates of GDP growth, and that the growth in 2016 will be
higher than the 2.5 percent achieved, the government can be satisfied. But, judging by
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what the boss said the World Bank Office in Belgrade, that is not enough, because in order
for Serbia to reach the level of development of the European economy it is necessary to
store the annual growth to be over three, four or more percent. The author agrees with the
view of the gentleman from the World Bank, because only such an increase in Serbia will
be able to get closer to the EU and become an equal member of this integration.

It is notable that the government is making great efforts to improve the situation
caught in the economy (open new factories, roads, schools...), that the last two years due
to flooding and natural disasters in particular were difficult to establish good neighborly
relations and international, Serbia to acquire a new reputation in the world, but much
remains to be done to Serbia was organized state in which affairs of state carry strong
institutions. Namely, Serbia still has a large deficit (trade, budget and current account
deficit) and the question is whether he can in the next 3-4 years to achieve an average
growth rate of 4 percent per year, or increase of about six billion in relation to GDP
the end of 2015, to the extent necessary according to our estimates for modest growth
standards, stop growth of public debt by the end of 2018 and reducing the budget deficit
to a sustainable three percent of GDP. This therefore has a huge ratio of debt to GDP, so
it is little on the horizon which leads to some positive expectations.

Since the measure of the validity of the economic system and policy shows the
total rat GDP, the Serbian government:

e would have to mobilize all local human, natural and material resources to
build an economic system with a distinctive development policy and the
priorities clear and thus create conditions for conducting adequate current
economic policies that will encourage domestic private investment and
increase economic activity.

*  should speed up the solution of problems inherited in the past - related to
state-owned companies - that do not pay their electricity bills, taxes and
contributions thus exerting indirect pressure on the budget and other public
enterprises.

* should create a favorable environment for increased investment and

* should be in everything, in terms of commitments to meet the demands of
the IMF.

Public companies, the biggest challenge in 2016 year

The biggest flaw in the economic politics of Serbia in the previous period was
the lack of progress in settling the situation in the public sector, without which no
work is not successful settling of public finances, which should not be reduced to mere
savings and layoffs. This problem indicates a permanent Fiscal Council, repeating that
public companies seriously jeopardize the budget of the Republic of Serbia. In fact, it
has become a common practice that the problems of state-owned enterprises for years,
“swept under the carpet”, it would then be necessary at some point emerged as the
(unintended) expense.

We believe that Serbia could count on the effects of fiscal consolidation only for
the next few years’, that her time of need for the reform of state-owned enterprises.
The biggest risk for the public finances are unreformed state-owned enterprises.
Reduction of salaries and pensions was made easier part of work on fiscal consolidation,
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while arranging public companies left for the next two years, as a far more difficult
job. According to some sources, this sector will be reformed much longer than at first
thought, because it is a “tough nut” fiscal consolidation, and therefore the author of the
paper warns that in the absence of their reforms may result in the cancellation of previous
good results this area. There are opinions? that the author also agrees with, that for the
reform of these companies it would take at least three years, during which:

* the companies should be reformed so that the prices of their products /

services can establish a market;
* the problem of surplus labor in them should be solved; and
» the salaries of these companies reduced to an optimum level.

At the same time, the author on time alerts responsibility on the necessity to
take some concrete, and necessary step to stabilize the business and the work of public
enterprises in general. For this purpose, would urgently be organized:

+ the introduction of corporate governance in all modeled on the private sector

and

»  strict control of their business activities in the future.

The recent adoption of the Law on Public Enterprises, which essentially
alternatively regulate business owned by the state, is a step in that way. However, one
of the problems standing on the way are public enterprises (which are many) within
the jurisdiction of local governments. The government directly follows the successful
business and working 36 public companies, which are under its jurisdiction. Among
them, however, there are examples of successful operations (Post, AMS), but the others
should also behave like private, to take account of the country, so that we get to see them
that it itself, as well as public finances are better. Because it was happening earlier that
it was proclaimed “success” if a public company takes over the job out its activities.
Examples include attempts to rescue smaller public companies from bankruptcy, merging
their larger system, which cost is not avoided, but only directed to taxpayers, which of
course, was not a good move.

It should be noted that in 2015 made strides in terms of the fate of 144 companies
in restructuring, which is a year and a half ago could not even imagine. According to
the data from the Agency for Business Registers just the companies in the restructuring
largely contributed to overall poor result of the economy. Its net loss at the end of
2014 amounted to 132 billion dinars, out of which 70 billion accounted for losses on
restructuring companies.

On the whole, 2015 was a year of breakthroughs in the reform of public enterprises,
but these were not steps substantive nature, but rather organizational character. Some
milled into pieces (EPS and Railways), which was the first, but insufficient step. And,
when it comes to the 17 strategic companies, out of which in 2016 a dozen others,
they were supposed to find solutions to this process was finally completed. It was the
announcement that some of these companies (RTB “Bor”, Resavica, Railways, Srbijagas
and EPS), and in the future to remain on the state budget. In fact some of these companies
can have something positive - that one (as 2015) years have elapsed with no additional
budget money for some of these companies - but the problems are not thereby solved
permanently (case “Resavica” and RTB “Bor”), because these companies have since
their arrival to returning the money in the budget and to invest. Therefore, the Fiscal
Council constantly stressed that it is still uncertain whether it will be until June (in the
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future), some of them able to operate sustainably on market principles, or they will go
bankrupt, and that the state will continue to directly or indirectly helping their business.
According to the analysis of the Ministry of Finance, if all 11 strategic enterprises left in
state ownership, it would cost the budget of 2017. Serbia for more than 200 million euros
per year, and what is worse, seriously questioned the success of the fiscal consolidation
started...’

From 17 strategically important enterprises, which have received the 2015
extension of protection against forcible collection of creditors, was resolved status for
6 of them, mainly through bankruptcy or through a prepackaged plan of reorganization
(prepack plan), which is heavily indebted companies deal with the banks about the
relaxing of credit obligations to the company caught his breath. The remaining 11
companies (most problematic), until June 2016, feared for their fate, because it did not
appear anyone (strategic partner or buyer) designed for the solution of their problems.
* Discussing the analysis show that the RTB “Bor” (might be) could be profitable with
the involvement of professional management, and dismissing a redundant employee, or
with additional working capital, but concrete progress in the last time there was. And for
“Resavica” are made of similar cost-benefit analysis, so that by the last day there was no
clear plan for the future fate of this company. It was hard to find a solution for a number
of companies that have had a relatively good chance of being privatized, or that they find
themselves strategic partners of (PKB and “Galenika”). Since an additional period of one
year is not used in the right way, it became uncertain whether these companies will be
able to market from June to do business.

And finally, after the enormous effort of the Ministry of Economy, it happened that
not one of the 11 strategic enterprises, which as of June no longer have the protection of
the state from the creditors, went bankrupt. Specifically, the government together with
these companies ensure that they continue the economic life and in the future, or if none
of them cannot count on state subsidies (with which the ceased even 2015). The big
problem was solved by making the 7 companies to make it through the prepackaged plan
of reorganization (prepack plan), while the other made an agreement with creditors to
delay payment of their claims

The largest number of listed companies will have to reduce the number of
employees, and many are already offered social programs. Otherwise, all 17 protected
restructuring companies had a total of 3.5 billion historical debt, and employing 22,000
people. These companies have the potential to represent Serbia, which is why (we think)
with their putting into operation Serbian economy, well-acted.

What still confuses economists is jammed with the reform of public enterprises.
Thus, for example. EPS has not yet been replaced by a collective agreement, which
was supposed to be a prelude to the dismissal of surplus workers, whose deadline for
adoption expired on 31 December 2015. As regards the railways, reducing the number of
employees is planned to start in 2016, but that process has been delayed and has not yet
started, and out of work at this company, should be kept 2,700 people. Planned for earnings
in the Railways will not be sufficient if the announced layoffs fail or be implemented too
late, it will be an unexpected expense that will need somewhere to take cover. At least
has been done to reform the company “Srbijagas”, which has not progressed beyond
the principled plans. Even painless division of the company (according to the request of
the European Energy Community) has not been implemented because the company is
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granted only legally, while essential pampering for two separate units is imminent, and
the deadline was the end of June 2016.

No investment no economic growth

A prerequisite for the successful implementation of the agreed development policy
is consistently sustainable macroeconomic stability and the stability of the fundamental
factors of economic environment. The right way to do this is a clear development strategy
based on full use of existing (national) resources and the proper direction of domestic
and foreign investment, while the consolidation of public finances sled natural way.
Otherwise, it is known that the government is not directly factor in economic growth,
and that her job is to define rules and create an environment that will cause reaction of
investors and entrepreneurs. Because not all in the attitude of “stabilize, privatize and
liberalize”, but in a good mixture of everything around: the budget, tax, monetary, credit,
industrial, commercial and other policies, and the right regulations

For Serbia to ensure sustainable growth and continued financial consolidation,
a key problem is the lack of investment.’ In order to eliminate this disadvantage (lack
of investment in Serbia amounts to three percent of GDP), is required to have higher
their inflow and accelerate the initiated structural reforms and a fair, transparent and
predictable environment, ¢ because only in such conditions can be provided and the
expected IMF support, the World Bank and EBRD. 7 A common stumbling block in the
implementation of the investment policy are: cadastral solutions, public companies and
the work of local governments, which is essential surrounding of real business, in terms
of creating a predictable business by establishing a sound legal framework, the rule of
law, the literal application of the adopted laws, simplified procedure system solutions
and respect, taking account of the essence rather than the form and the like. In this
regard, the regulations in force shall be applicable and uniquely interpreted, not different
from one to another authority (even in different departments of the same service). It must
not be allowed to the investor from counter to counter adjusts often incomprehensible
and complicated procedure, a poor town planning solutions procedurally be matched
with required procedures.

Anyway, in 2015 the economy demand for loans was weak, because it is exhausted
in 2014, when the state gave subsidies for new borrowing. Due to the then low-cost loans
to the economy became over-debted, which has room for further borrowing seriously
narrowed. Credit to the economy for a long time standing in place, so that annually
reduce or increase the percentage of the eye, which affects the overall impression that
there is no economic growth because there is no investment. The banks are, therefore,
often point the finger, because they prefer to, security work, put their money into state
debt securities and repo operations of the central bank, but in corporate loans

A frequent response of bankers to criticism is (not lending enough to the economy),
low investor demand, which is why there is no economic growth. In this sector, too,
say that the roll call on them unfounded® Otherwise, it is true that due to insufficient
demand for loans, the banking sector is placing more money into state debt securities
and repo operations of the central bank where she withdrew the excess non distributed
money banks.” We believe, however, that it is realistic to expect that in 2016 the market
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increased bank loans to the economy, but the fear is that it will still feel the burden of
problem loans in repayment, as well as the dominance of credit refinancing requirement
for working capital compared to investment loans. Our expectation is that the momentum
of the economic recovery plan and investment bank loans begin to grow.

We point out that the real indicator of economic growth independent private
investment and one of total investments often obscures the real picture, because they are
included in the mass and one state. Please note that the data on private investment blurred
and “Fiat”, which continues to receive state subsidies. And, our analysis shows that since
2009, private sector investments are falling, which is not good.

It should be noted that, due to the large difference between inflation and interest
rates will be in 2016 expect a further fall in the price of money. In 2015 slightly increased
bank placements in repo operations, so that the average balance of these loans in the first
half of the year amounted to 12.8, while the other 44.9 billion. The current status of bank
placements in repo operations was slightly lower and amounted to 26.7 billion dinars,
which is the result of lowering the benchmark interest rate of NBS, changing referent
interest rate applied by the repo operations (which is the main instrument of monetary
policy) affect the movement of other interest rates. In this way, the reduction of the
benchmark interest rate affects the reduction of interest rates on loans, which opens the
space for the increase in bank lending.

Banks also use investments in government securities over the long term (10 years),
but the current state of local currency government securities of all maturities amounted
to 627.1 billion dinars, which in 2015 increased to 84.5 billion dinars.!They are the
greatest inventors in the paper, becuse when the liquidity funds are needed, it could be
sold on the secondary market or pledged for a loan from NBS.

Continuation of cooperation with MMF

We have no intention to further discuss the issue: whether or not the IMF to
Serbia? We emphasize the indisputable fact concerning the functioning of these financial
institutions, and that IMF formally entering into voluntary agreements with the two
countries, according to their call for help; the conditions attaching to debtors countries
are moving towards providing liquidity for the restoration of borrowed money; The
Fund’s profit institution that works in the interests of the majority owners of capital; and
interest is the placement of funds and ensuring the owners get. Stable and financially
disciplined countries do not seek help from the IMF, but to make only those that are
in financial trouble. Service users of the Fund is not the final word economists from
Washington, but commit themselves memorandum on everything from looking for, and
our cooperation with this institution will not be specifically praise. But, as it is with
regard to the implementation of economic policy (through previous reviews of the Fund)
was positive, to emphasize and welcome the public.

For Serbia’s cooperation with the IMF was a necessary evil, because it was in a
recession and the economic, social and social crisis, which is why she was indispensable
mentor (the Fund), which was to ensure macroeconomic stability and strengthen the
confidence of foreign investors. Otherwise, the arrangement of Serbia with the IMF is
envisaged that the loans provided by these institutions back debts, while the remaining
have the money set aside for investments and according to the instructions of the
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Fund. Otherwise, the arrangement with the IMF, Serbia wanted to send a message to a
responsible economic policy, and since the positive attitude of the Fund directly related
to the risk assessment of the country and conditions of borrowing on the international
capital market, and it should be to capitalize.

With the technical government and NBS agreement was reached on the policies
needed to be implemented for the completion of the fourth and fifth revision of the
arrangement. The agreement is based on the assumption of strict control over expenditures,
while continuing inflow of revenue desired pace. It is clear, therefore, that the saving or
so belt-tightening continues. And after the fourth and fifth revision of the precautionary
arrangement, the items on which to save the most are still public sector wages, pensions,
and reduce agricultural subsidies and public TV service. Otherwise, the key challenges are
to ensure that the results are permanent and sustainable; (Continued growth and to a higher
level, the stabilization of the fiscal progress and a significant reduction in debt).

Otherwise, it should be noted that the government through the arrangement with
the IMF managed to put under control the budget deficit, bringing the difficult decision to
reduce pensions and salaries, and an increase in excise tax and the price of electricity. At
the same time: revenues increased significantly through better tax collection; conducted
a strong fiscal adjustment; reduced external imbalances; deficit last year nearly halved
and amounted to 3.7 percent, while the current account deficit was lower by a fifth and
fully covered by foreign direct investment. In the future program should focus on two
areas, ie the reform of state-owned financial institutions and the implementation of
strategies for addressing problem loans. And when it comes to reducing the number
of employees in the public sector in the Fund are (despite delays) are satisfied with the
results. Specifically, as explained in the final conference Ruf (in front of the IMF), the
government program with the Fund are to further reduce the number of employees, but
also improve the quality of public sector services.

Although elections are, as a rule, started slowing down, we believe that in this case
the election of a new parliament and the formation of a little alternatively government
will seriously slow down the economic reforms started. And the IMF was not worried
about the election, although the score of the fourth revision of the arrangement was
delayed after the elections and the formation of a new government.

Finally, it should be noted that Serbia is not in the future will not be without
cooperation with the IMF, because it is economically strong enough to implement
the reforms itself, and as a major borrower has little room for maneuver to decide on
restrictive measures these institutions. But one-sided jigs and universal medicine Fund
should unreservedly accept, because the practice has shown that their strict enforcement
led to a deepening of the crisis, the problem of a social nature, etc.

The good results should be preserved in 2016

The best choice for our country that holds the European course of Serbia and the
government must remain committed to this path, with the urgent resolution of many
problems, especially those related to the economy. The commencement of accession
negotiations with the EU was preceded by the EC report on the progress that is (it must
be said) was very positive. But before the government of Serbia in the forthcoming period
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a difficult job because there is always a constant large number of problems that must be
urgently addressed. According to the author of this paper, the economic development
should be the focus, and above all.

It is emergant to get rid of the narrow view of the world and the inability to accept
the upcoming changes." The Government of Serbia without delay should focus on world-
oriented view, which is in everything relies on the use of the best possible approach and
with the involvement of the best personnel. In this regard, the view of the author could
be seen as a form of betting on future outcomes, with the belief that attitude is very
important to have a global understanding of how their country, economy and companies,
as well as the ones from the world environment.

It is indisputable point out that the staff of the previous government was very educated
and smart people, but all this still has to be seen as part of a process, which can be said that the
system resembled a kind of transitional euphoria (no procedure, institutions, etc.).

It happened so that the transition is run by the rules that should have been
previously established. One of the observations that catches the eye, is to enter the new
system did not rest on the basis of various forms of entrepreneurship, including private,
and since there was not, that role was taken over by the current government with a view
to the longer and stronger hold.

The author does not deny the possible positive future, but it is evident that the
authorities in whatever form of the changes occurred in the previous regime, not only was
not supported, but it even inappropriately refered to some form of positive entrepreneurship.

The Government of Serbia currently has a very unpleasant business, and perhaps
now one of the most difficult tasks. The big challenge for the government in 2016 and
still ensuring that the achieved results are permanent and sustainable; to continue to grow
and at a higher level; that fiscal progress is durable and sustainable, because it is a sure
guarantee that external debt can be significantly reduced.

For the author there is a fear that there will be more problems, because the
circumstances in which we live are less and less adapted to the needs of the economy and
its development, and there are still more those of the other domain values (policy etc.).
Most important, however, to governments and economic actors of the system is to be
able to recognize and understand their condition, and that the moments of the disturbance
acquire skills, as they may, among other things, help to discern when and what changes
are needed, as well as further assistance.

The greatest “enemy” in the treatment of disorders resulting from the loneliness
and isolation of operation in terms of the current changes, precisely at the moment when
it is necessary to join forces and efforts to overcome them faster. We, the economists, as
well as other businessmen, have more to deal with what the participants of the economy
and economic system should be. They should constantly ask what they lack and what
interests them, what they should do, apart from giving lectures, making them pomace
various information and what we discuss their difficult situation. With more knowledge
and skills, economic disruption is still possible to effectively and permanently cure. It is
time, therefore, for a new beginning.

Conclusion
On the basis of everything put in the paper we could carry out some findings and
conclusions, as:

- Today Serbia nurtures and builds market system. It is politically and economically
stable, it is the largest and has the strongest economy in comparison with other parts of the
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former Yugoslavia. It has made significant progress in implementing structural reforms
that have begun to give the first results. In this regard, particular progress was achieved
in the area of fiscal consolidation, so that the Serbian economy is largely recovering from
the recession and certainly entering a phase of prosperous growth.

- Contemporary time is characterized by the time of sense, knowledge, IT,
economics and capital, and everything that happens in the world, including in the
economy is being filtered through the new matrix. And the results show that our economy
is very vital and able to exist in the world and that it is exactly our vital resource and, if
we know that the economy is now the most dominant software, the government should
know that and use them as a serious resource.

- In the conditions of our transition, which has been lasting for a long time, public
affair is more than desirable. There is no dialogue among intellectuals. And, when there
is no dialogue (or there are no intellectuals), there is no public. Although it is known
that the public is an institution that seeks a balance between public and private interests,
when it lacks — there is no coherent discussion and problem solving.
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Endnotes

1. Such was the case with the powerful strengthening expenditures, which have
been produced largely by several one-off commitments that have not been
budgeted for 2015, but at year’s end was announced that the state (without
budget) take over their repayment (Srbijagas obligations under NIS-u, burdens
to military pensioners and poorly planned subsidy payments to agriculture),
which increased the expenditure budget by 43 billion pounds.

2. On this issue Vladimir Vuckovic often stated his opinion, as a member of the
Fiscal Council of the Republic of Serbia.

3. Fiscal Sustainability achieved results and success of the entire fiscal
consolidation depends critically on reforms largest public companies that,
according to available data, do not go according to plan. Further delay the
job and possibly shifting their huge debts to the state would be overturned all
previous results for the healing of public finances.

The deadline for their protection is determined by the decision of the Government
of Serbia and was not extended. After the expiry of the deadline - 28 May - the
company should be subject to debt collection by creditors. However, this date is
not disrupted their business, because the Ministry of Economy (in cooperation
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10.

11.

with other relevant ministries and state institutions) initiated activities with the
aim of defining a sustainable solution after this period and successfully resolve
their status. These are the companies which employ more than 21,000 workers,
and the government last year provided the source is acknowledged to all those
who want to take severance pay - social programs.

The deadline for their protection is determined by the decision of the Government
of Serbia and was not extended. After the expiry of the deadline - 28 May - the
company should be subject to debt collection by creditors. However, this date is
not disrupted their business, because the Ministry of Economy (in cooperation
with other relevant ministries and state institutions) initiated activities with the
aim of defining a sustainable solution after this period and successfully resolve
their status. These are the companies which employ more than 21,000 workers,
and the government last year provided the source is acknowledged to all those
who want to take severance pay - social programs.

Here in the first place we think of foreign direct investment that surely
bring: knowledge, technology, access to new markets and, most importantly,
investment in human resources. Otherwise, until the end of last year in Serbia
was operating about 130 foreign companies that have invested more than 23.5
billion euros, generating 18 odstto GDP and employ more than 97,000 people.

For this it is important to build institutions in Serbia and work on its personnel
strengthening and establishing procedures that will depend on the individuals
who implement them. In this regard, NBS creates stable conditions for investment
by keeping inflation under control and the relative stability of the exchange rate

The head of the European office of EBRD in Serbia (Daniel Borg) shows
that this institution will continue to financially support the development of
the financial sector and private companies in our country, there will be a
partner to the government in the implementation of the restructuring of public
enterprises and improving the business climate.

Branko Greganovic, CEO of NLB Bank, according to the bank first to give
loans to the economy, but there is investment demand. “We have a liquidity
reserve and we want to employ the productive way or no investment demand.”

Recently, Jorgovanka Tabakovic, Governor of the NBS, said that banks in repo
operations are run tens of billions of pounds. How to illustrate the substantial
funds in that bank last year, when the state subsidized loans, the economy
reached more than 130 billion dinars loans. According to its assessment,
despite the declining interest rates, there is room for both corporate banking.

Interest rates on government securities currently range from 2.94 per cent
per annum (for maturities of three months), up 12.99 percent year on year (to
maturity of ten years). In 2015, these rates were significantly reduced (1.24
points for maturities of seven years and 4.3 per cent for maturity of five years).

D.A. Aaker., Developing Business Strategies, (5th edition), New York: John
Wiley&Sons, 1990. A. Byrne et al., “Borderless Management,* Business Week,
23rd of May, 1994, pp. 24. to 26.
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Introduction

For an organizations operating in the ever-changing environment it is extremely
important to quickly and effectively implement new business strategies. Employees in an
organization are the resource that start changes directing other resources and environment
in the direction of initiation and adjustment to the changes. In this sense, competence
can be used as a powerful communications tool that transforms vision into people’s
behavior in a way that they understand and implement (Sanchez & Levine, 2009). For
organizations it is very difficult to determine what are the competence of employees that
will help managers to successfully achieve the goals of the organization. The ability to
assess the compentence and determine the dampener of competency skills it is extremely
difficult, since it enables organizations to manage better the work of individual and group.
Determining which competencies are relevant to different managerial functions, but
also for the employees, is crucial for the development and promotion of developmental
programs (Seate, Pooe & Chinomona, 2016). Looking through the history of the
practice and applied research, the concept of competence has primarily been directed
at managers, followed by the growth of the managerial group. In more recent practice
in many successful organizations is noticable orientation on defining competencies in
recruitment, rather than the traditional approach based on evaluation of knowledge,
abilities, skills, derived from analysis of the work (Vuji¢, 2015). Every business and
every job has different requirements and different characteristics, so for this reason we
separate different competence of employees that need to match the requirements of the
work to be performed, and managers are the ones who manage the organization and who
select and lead employees to achieveing business objectives.

The specificity of human resources

Success of the organization depends on the quality of resources available to orit.
If human resources are seen as a factor of production (in a broad sense), that can be their
specificity in relation to other resources. Unlike other resources that are mostly easy to
describe and keep “under control”, with stable characteristics and (relatively) predictable,
human resources are characterized by the following (Aksentijevi¢, Avakumovi¢ &
Jeli¢, 2010): complex to manage, complex to maintain, requires considerable attention
to achieve effectiveness, they are slowly made, but fastly destroied, they are highly
specific (at the same time there is a surplus and shortage of human resources in most
organizations). Human resources for its specific characteristics are extremely difficult
to be managed, but on the other side on their quality depends the success of a business
of an organization, which depends on three sets of expectations (Kermally, 2004):
expectations of the organization, expectations of employees and the expectations of the
customers. In modern conditions of business leadership and knowledge are becoming the
most valuable resource of the organization (Stojkovi¢, Davidovac & Stojmirovié, 2014),
and that is why leadership characteristics need to be mastered by the manager in order to
lead employees to behavior, values, attitudes, characteristics and skills that are essential
for achieving the goals of the organization.
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When one person becomes part of the organization, its abilites develop through
the effective exchange of different development efforts, such as training and periodic
evaluation of the performance (Bartol & Martin, 1994) administered by managers of
different levels. To learn new skills and develop expertise and knowledge, managers and
employees must make a particular effort to put the development of employees at or the
top of the priority list (Nelson & Economy, 2005).

Organization has at its desposal human resources from internal and external
sources. The internal are all employees in the organization, but it should be took into
account the fact that this is a very volatile category that depends on hiring new people,
retired employees, layoffs, and so on, we should bear in mind that an employee in the
course of their employment improves knowledge and skills (Bogicevi¢, 2004). Labour
productivity depends on many external, internal (in relation to the organization) and
psychological factors that can at the same time affect the work motivation. Certain
conditions of working environment, such as management style, work organization,
interpersonal relations and many others, can shape the relationship between the particular
work motivation and labour productivity (Mici¢, 2015).

Any meaningful activity has to be managed, and each management seeks a
goal which is why it is necessary certain resources to be provided. The goal of human
resources management is achieving success through employees, achieving the following
goals: organizational, functional, social and personal (Susnjar & Zimanji, 2006).

Competency of employees

The very idea of competence has the meaning of juristiction, abilities, skills,
expertise, responsibilities. Several authors in the field of human resources management
(Wilkinson & Marchington, 2005) considere and that the term “competency” consider
representation of different content, starting with the juristiction, personal characteristics,
attitudes, values, interpersonal skills, through professional skills and knowledge.

Competence represent the capacity of individuals to develop their behaviour,
adequate to the needs of the business, which are guided by the parameters of the
organizational environment to achieve the desired result. Competence is a mix of
knowledge, skills and attitudes (Krishnaveni, 2013). HR needs to help all other functions
of the organization and it has constantly to work on improving its own systems,
processes, practices and skills, by providing relevant internal and external training and
expertise (Deb, 2006). In this way competence of employees promotes and harmonise
with the requirements of the organisation.

Competence includes a number of procedures, skills and capabilities, attitudes,
beliefs and values, preferences and personal characteristics, selfperception and
motivation which make the numerous requirements of business effectively fulfilled
(Rubin et al., 2007). Competence that an individual possesses can be developed through
formal training or experience. Those develop through education are considered more
general competence, given that they are usable in multiple organizations through a
variety of jobs. Competence generated through experience are more specialized and
often associated with the organization in which they have developed and represent value
to the organization (Becker, 1983). Through specifying competence in this sense, we
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need to approach in terms of factors that directly or indirectly affect the job performance
or individual.

Competence include a specific set of knowledge that traditionally can be seen
as: computing, communications, economics, mathematics, science, physic, quantitative
reasoning, social sciences etc. Eight competences are important according to EU
standards (Prastalo, 2010): communication in the mother tongue, communication
in foreign languages, mathematical competence and basic science and technology,
digital competence, learning to learn, social and civic competence, sense of initiative
and entrepreneurship, and cultural enlightenment of expression in the field of culture.
All competences listed are considered to be equally important, because each of them
contributes to creating a successful life of the individual in society. Competence can
refer to the behavior of a particular individual, how he behaves and responds to the
environment during the execution of their business (Robotham & Jubb, 1996).

It is clear that apart from having the basic skills necessary to perform a specific
task, it is needes a generic and transferable (transversal) competence that will provide
all of the individual set of skills, knowledge and attitudes which are related to individual
situations, in order not to feel inferior in these situations. The ability to use skills in a
given context is called application or use. Use one skill that is acquired through education
or training is the application of skills of human knowledge. Potential employers are
interested in what someone does and how well he does it. However, they are particularly
interested in whether someone can apply the knowledge and skills acquired through
education at work.

Numerous studies dealt with the managers of different levels and their respective
roles in human resources management (Gilbert, Winne, & Sels, 2015), as well as a score
of management made by employees (Sanders & Yang, 2015). In different organizations
and in various countries of the world representation of competences that are considered
most important is different. Studies have shown (Department of Education, Science and
Training, 2002) the general skills needed for employment may include the following:
communication skills, capacity for teamwork, ability to solve problems, take the
initiative and manage, the ability for planning and organization skills, self-direction,
capacity for learning, the use of modern technology. Personal attributes that contribute to
employment can be seen as: loyalty, dedication, honesty, enthusiasm, reliability, personal
presentation, rational reasoning, self-esteem, sense of humor, balanced attitude towards
business and private life, the ability to work under pressure, motivation, adaptability.
Competence that exhibit either through general abilities and personal qualities are
something that managers need to recognize in the employee as a condition for achieving
specific results in work.

Research methodology

The research was conducted as an empirical study of transversal character
(intersection). The pattern was random, with the condition that the respondent has at
least one employee that manages. It comprised around 300 managers from the territory
of Serbia. Questionnaires are sent electronically, and it were 290 valid returned
questionnaires, which are taken into account when processing data. The aim of this study
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was to determine what are the employees competences that managers most prices, as
well as to determine whether there is a difference in scores of competences, made by
managers of different levels.

In the sample there were 106 managers (36.6%) that manage people who also have
people to manage (top management), 154 (53,1%) of managers consisted of the medium
level management, while 30 (10.3%) were of those who are engaged in processes (owners
of small businesses who are governed by themselves and participate in processes).

The aim of this study is to determine which competence of the employees managers
most value. It was taken into account 10 variables that subjects assessed with the grades
from 1 to 5 where 1 is the lowest rating (meaningless competence), and 5 the highest
rating (key competence). Competence of employees who have been questioned by the
selected codes of P1-P10, is represented below:

P1 - Doesn’t ask for confirmation or clear instructions for each task performed.
Understand the broader context of work and can independently make decisions in the
scope of their own tasks.

P2 - Wants to learn something new in order to improve knowledge and skills
which will facilitate current business.

P3 - Paying a lot of attention to the documentation that is part of the job, and an
appreciation of his procedure is primarily in the process of work.

P4 — Always approaches the work with a lot of energy.

PS5 - Gain enthusiasm of others forits ideas and plans.

P6 — Does not resist changes through which an organization goes, recognizes it as
a positive influence to achieve the organization’s business.

P7 - Regardless of the daily tasks and nature of the work, interpersonal relationship
is important to him and takes care of the communication with colleagues, nurturing
quality of interpersonal relationships.

P8 - Recognises that there are less important tasks that can wait for primary job or
higher/emergency task to be done.

P9 — He/she doesn’t execute any task without the careful planning and verification
of the different stages of the completion of the task.

P10 - When he/she sees the advantage of its ideas and projects, advocates them
with quality arguments in order for others to accept suggestion.

Managerial levels are divided as following, and for better viewing they are
indicated as following:

» Manager/Executive (top management)-TM

* Middle management (middle-level managers, supervisors)-SM

* Line/operational management (heads of departments, managers, etc.)-LM

In table 1. in a column Mean are central values for each variable of observed
depending on the internal management level respondents, as well as the overall averages.
It shows that managers best assessed employees who want something new to learn to
improve knowledge and skills with an average score of 3.87 (P2). The least valued
(average grades 3.59) competence of employees is related to the planning and execution
phases of the evaluation before the completion of the certain task (P9).

EXSIEKOHOMUKA 51



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

Table 1. Descriptive statistics assessment of employees competences

Std. Std.

N Mean Deviation Error

Lower Upper Upper

Bound | Bound | LOWerBound | pil
TM — Top management 76 3.58 1.278 147
Pl SM - Middle management 174 3.78 1.015 .077
LM - Line management 40 4.23 .800 127
Total 290 3.79 1.079 .063
TM — Top management 76 3.95 .831 .095
P2 SM - Middle management 174 3.86 .849 .064
LM - Line management 40 3.75 .707 112
Total 290 3.87 .826 .048
TM — Top management 76 3.24 1.355 155
P SM - Middle management 174 3.57 1.038 .079
LM - Line management 40 3.30 1.114 176
Total 290 3.45 1.146 .067
TM — Top management 76 3.37 1.069 123
P4 SM - Middle management 174 3.88 1.076 .082
LM - Line management 40 4.03 .862 136
Total 290 3.77 1.072 .063
TM — Top management 76 3.55 1.076 123
Ps SM - Middle management 174 3.61 972 .074
LM - Line management 40 3.40 955 151
Total 290 3.57 .997 .059
TM — Top management 76 3.76 1.018 117
P6 SM - Middle management 174 3.84 1.099 .083
LM - Line management 40 3.93 1.163 .184
Total 290 3.83 1.085 .064
TM — Top management 76 3.63 1.187 136
P7 SM - Middle management 174 3.71 1.052 .080
LM - Line management 40 4.30 464 .073
Total 290 3.77 1.051 .062
TM — Top management 76 3.95 1.057 121
P8 SM - Middle management 174 3.63 926 .070
LM - Line management 40 4.05 986 .156
Total 290 3.77 983 .058
TM — Top management 76 3.08 1.117 128
P9 SM - Middle management 174 3.55 953 .072
LM - Line management 40 3.15 949 150
Total 290 3.37 1.018 .060
TM — Top management 76 3.74 755 .087
P10 SM - Middle management 174 3.62 .850 .064
LM - Line management 40 3.15 1.027 .162
Total 290 3.59 .869 .051

Source: Author

In table 2. ANOVA (Analysis of Variance) it was determined by a test the existence
of differences in scores of competency of employees by managers who are in different
managerial level. As the extent of the existence of significant differences taken the value
0.05 (for the value of SIG. < 0.05 a statistically significant difference in the scores). It is
noticeable that the managers differently assessed competence P1 (Sig=0,009<0,05),P4
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(Sig=0,001<0,05), P7 (Sig=0,002<0,05), P8 (Sig=0,010<0,05), P9 (Sig=0,001<0,05),
P10 (Sig=0,002<0,05). From the observed ten variables significant difference in scores
was observed in six, so that managers in the sample with different management levels
differently value competence of employees.

Table 2: Differences in grades of competences of employed by different managers levels

Sum of Mean q
Squares df Square F Sig.

Pl Between Groups 10.985 2 5.492 4.839 .009*
Within Groups 325.760 287 1.135
Total 336.745 289

P2 Between Groups 1.042 2 521 763 467
Within Groups 195.979 287 .683
Total 197.021 289

P3 Between Groups 7.059 2 3.529 2.718 .068
Within Groups 372.666 287 1.298
Total 379.724 289

P4 Between Groups 16.930 2 8.465 7.710 .001*
Within Groups 315.125 287 1.098
Total 332.055 289

PS5 Between Groups 1.440 2 720 723 486
Within Groups 285.815 287 .996
Total 287.255 289

P6 Between Groups 733 2 .366 310 734
Within Groups 339.322 287 1.182
Total 340.055 289

P7 Between Groups 13.263 2 6.631 6.225 .002*
Within Groups 305.716 287 1.065
Total 318.979 289

P8 Between Groups 8.830 2 4.415 4.690 .010*
Within Groups 270.149 287 941
Total 278.979 289

P9 Between Groups 14.119 2 7.059 7.092 .001*
Within Groups 285.661 287 995
Total 299.779 289

P10 Between Groups 9.542 2 4.771 6.558 .002*
Within Groups 208.802 287 728
Total 218.345 289

Source: Author

In six of the ten observed variables it was noticed the significant difference in
scores, and the subsequent Tukejev (Tukey) test found that managerial levels have made
a significant difference in the scores. In the table 3. we can see that line/operational
managers evaluated differently in comparison to top managers and middle management
autonomy of employees in work and decision making (P1). The difference was observed
by top managers in relation to the middle and line management/operational managers in
the importance of energy with which employees access to performing work (P4). Line/
middle management valued differently from midlle and top management the interpersonal
relations and communication with the colleagues that employees nourishes (P7). Middle
management valued differently from the top management and line/operating management
employees who know how to make a priority among tasks (P8). Top managers and middle

EXSIEKOHOMUKA 53



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

management individually assessed plan and verification tasks before their execution (P9).
Realising the benefits of its own ideas and projects, advocate it with valid argumnts in
order for others to accept the proposition line managers/operating level manager valued
diferently from the top management and middle management level (P10).

Table 3. The difference in managerial-level grades of employees competence

I ¥ Mean Std. Si
Dependent ® ?) Difference (I-J) Error 8
Variable Management Management Upper T
level level
Lower Bound Bound Bound

™ SM -.197 .146 372

LM -.646(*) .208 .006

™ 197 .146 372

Pl SM LM -.449(*%) 187 .044
LM ™ .646(*) .208 .006

SM .449(%) 187 .044

™ SM -511(%) 144 001

LM -.657(%) .205 .004

™ STL(%) 144 .001

P4 SM LM -.146 .184 708
LM ™ .657(%) .205 .004

SM .146 184 708

™ SM -.081 142 .836

LM -.668(*) .202 .003

™ .081 142 .836

P7 SM LM -.587(*%) 181 .004
LM ™ .668(*) .202 .003

SM .587(%) 181 .004

SM 315(%) 133 .049

™ LM -.103 .190 .851

™ -315(%) 133 .049

P8 SM LM ~413(%) 170 039
™ .103 .190 .851

M SM A418(%) 170 .039

SM -473(%) 137 .002

™ LM -.071 .195 .929

™ AT73(%) 137 .002

P9 SM LM 402 175 058
™ .071 .195 .929

M SM 402 175 058

SM 116 117 .584

™ LM .587(%) 167 .001

™ -.116 117 .584

P10 SM LM A71(%) .150 .005
LM ™ -.587(%) 167 .001

SM -471(%) 150 .005

Sources: Author

Conslusion

Often the question arises whether an organization needs to implement aproach
based on competences? The answer varies depending on the approach that the
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oraginzation already adpted and how they are satisfied by it in terms of organizational
benefits (Robertson, 1995). There are more and more discussion about employment based
on competence, as well as lifelong learning that leads to achieving certain qualifications
that are needed for certain jobs. A number of literature in the field of management has the
tendency to focus on competences based on human resources (Kirton & Healy, 2009).

By analysing the competences that managers evaluate as important, the results of the
research showed that the managrs most value when an employee wants to learn something
new, to improve knowledge and skills, does not resist to changes, has autonomy in work.
After that three competences follow: energy at work, the importance of interpersonal
relationships and job ranking by relevance, which are rated with the same average score.
As the least significant competence it was rated: advocacy of their own ideas, employee’s
enthusiasm for their ideas and plans, addressing the focus of the documentation and
recognition of procedures in task planning and review stages of the completion of a task. The
results show that a group of competences relating to the execution of tasks and interpersonal
relations managers price highly, while competence concidering documentation, ideas that
employees want to implement managers prices less. The survey also showed that managers
of different levels grade differently competences of employees given that in more than half
of the observed competencies it was spotted the difference. Competences of employees are
an essential factor of progress of an organization, they need to be set in accordance with the
work performed by the employee, and each management level needs to determine what are
the competence pertinent to the execution of individual tasks in the organization, and that
accordingly works on developing employees.
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Abstract

The aim of the paper is to show how last global financial crisis changed the
way of managing monetary policy and what were the consequences of a long time
passive behaviour of central banks. Evolutionary characteristics of monetary
and real shocks have changed the traditional way of understanding crisis and it
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Introduction

For recent crisis big responsibility had neoliberal concept. Neoliberalism has focus
on the radical individualism, economic liberalisation, deregulation, “free market”, the
reduction of state role in economy and public sector privatisation (Peric, Maric, 2015).
This doctrine influenced many central banks to permit bigger money supply in order to
achieve higher economic growth rate. Inflation rates were higher, but they could be still
well controlled by monetary authorities.

Expansionary monetary policy was not sustainable any more back in 2007. When
financial crisis emerged in USA and was quickly spread all over the world, that was a
signal for monetary authorities that they have to change something quickly or they will
have bigger problems in future. The collapse of major financial firms led to a series
of a panics on global stock markets, wiping trillions of dollars off the value of stock
(Beder, 2009). Lower share prices combined with less credit supply brought uncertainty
for future investments, which caused lower economic activity and in the end higher
unemployment rate and recession.

Authors have started from basic point where traditional mechanisms are not so
effective for solving last crisis, if characteristics and intensity of crisis are involved.
Paper is structured so beside introduction and conclusion has three parts. First part brings
brief analysis of crisis at monetary sector and factors that caused problems. Second part
gives closer look to actions that many central banks implemented in order to alleviate
crisis effects and set monetary sector on right track. Third part brings analysis of major
central banks behaviour, where will be made deeper analysis of actions that changed the
typical way of monetary thinking.

Monetary sector as a cause of the outbreak of the crisis

Monetary policy has task to implement effective controll of money supply, because
stability of monetary sector leads to overall economic stability (Hubbard, 2005). Before
taking a decision about monetary policy, business cycles and basic economic situation inside
and outside of national economy must be carefully observed. Optimal structure of monetary
policy depends from: a) publics ability to predict policy makers actions, b) the policy makers
goals, c) the predictability of linkages between policy tools and goals, d) the extent of shocks
to economy and e) the perceived credibility of policy makers (Englander, 1991).

Global economic and financial crisis was a result of too much deregulation at some
markets. Mortgage market was one of primary triggers for crisis, but large responsibility
lies also on Federal Reserves (FED). With bigger availability of credits many people
have started to buy flats and houses and that increased overall sale in real estate area. As
prices of real estates were on constant increase, subprimary mortgage market was formed.
Subprime market was responsible for outbreak of the crisis due to lack of regulation.
With too many houses and apartments sold with the assistance of cheap credits, real
estate bubble was created and later caused problems first in USA and later in the world
(Veselinovic, 2012, p. 434-436).

From 2000 to 2006 FED lowered reference interest rate from 6,24 to 4,96%
with note that interest rate in 2003 was 1,13% which was at the lowest level ever. This
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encouraged borrowing from abroad in order to finance huge current account deficit. FED’s
decision to slightly increase interest rate from 2004 to 2006 caused increase of short and
long-term adjustable rate mortgage rates making them expensive for house owners. As
housing prices started to decline, borrowers could not finance their obligations and this
led to bankruptcy of many banks and depository institutions that gave mortgage loans.

European Central Bank (ECB) is responsible for monetary policy of EU and it
implements monetary strategy that can be viewed as a modified version of inflation
planning where central bank tries to avoid precise assessment or volume for medium-
term inflation, while it uses explicit nominal anchor (M1 or M3 aggregates) for long-
term inflation expectations (Borde & Clerc, 2004, p.12). ECB aims at inflation rates of
below, but close to 2% over the medium term.

At the end of 2007 average inflation rate reached 2,17% and this called for
monetary actions. Concerned for price stability ECB raised interest rates twice. As a
result, the minimum bid rate in the main refinancing operations of Eurosystem was at
level of 4,00% in June 2007. Having seen the situation in USA, many banks in Europe
have started to rely on liquidity from Eurosystem and they have provided less money
for interbanking market. During June and July 2008 inflation rate reached 4% and that
was a signal for ECB to raise interest rates in order to prevent deeper crisis. ECB interest
rates were raised by 25 basis points in July. With higher interest rates, by the end of year
inflation rate declined to 1,6%, but additional problem was that during the 2008 EU
entered recession with negative growth rates in second (-0,1%), third (-0,3%) and fourth
quarter (-1,5%) (Fahr et al., 2011). High interest rates have caused less money supply on
market which was necessary for investments. Low growth rate and recession had impact
on increasing unemployment rate to 9,4% in EU and caused sovereign debt crisis in
countries like Greece, Ireland and Portugal.

Bank of Japan (BoJ) has implemented expansionary monetary policy for a very
long time. Low interest rates (0,1-0,5%) were supportive for attracting more funds
into domestic industry and foreign trade. Japan was also struggling with deflation, so
low rates were needed for improving economic conditions. With the outbreak of crisis
Japanese stock market prices declined sharply and this has limited commercial banks
to lend more funds for domestic industry. In the third quarter of 2008 new loans for
equipment funds declinded by 9%, followed by 10% decline in fourth quarter (Kawai &
Takegi, 2009). Lack of funds caused industrial production decline and in combination
with sharp appreciation of yen export-oriented firms have faced business problems. In
January 2009 overall export was reduced for 50% than in September 2008. Negative
growth (-6,2%) and reduced export of capital goods required strong measures in order to
create right path of recovery.

Monetary response to crisis

With crisis started to spread, central banks were fully aware that they must react
immediately if they want to help economies not to fall into deeper recession. Central
banks want to rebuild monetary systems after shocks and crisis and it was a right moment
to change the face of monetary strategy that was implemented until the crisis. It is always
good to have new way of thinking, because every new crisis differs from the other and
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with the evolution of crisis some well-known measures can be useless. This time it was
a right moment for implementing some unconventional methods in order to solve crisis.

First measure, which FED had implemented, was reducing the federal funds rate.
From the beginning of the crisis in September 2007 until the end of December 2008
federal funds rate was reduced from 5,25% to 0,25%, which was the lowest level in FED
history. FED knew that relying on reduced federal funds rates will not be sufficient on a
long-term, because most of assets were not provided to banks in a way that FED wanted.
By the end of 2009 unemployment rate was 10%, while annual inflation rate was 2,63%
which was higher than aimed target of 2%.

When traditional transmission mechanisms did not provide enough assistance,
FED has started with direct involvement on interbanking market. FED introduced
emergency credit facilities, which goal was to increase liquidity of financial market and
its participants. FED has set up liquidity facilities in order to provide funds to banks at
a competitive rate lower than discount rate through auctions (Mishkin, White, 2014, p.
7-9). These facilities were important for investment banks, because they could increase
their assets with purchasing commercial papers, mortgage backed- securities and other
kind of papers. During the first few months of the crisis overall assistance through
facilities was $480 million and by the end of 2008 it reached $1,6 trillion.

Another measure that FED implemented in order to improve market liquidity
was quantitative easing (QE). This new strategy is a support to monetary policy,
where FED directly assists to market participants. FED tried to stimulate aggregate
demand and consumption, but also to prevent further unemployment rate increase with
buying long-term securities especially US Treasury securities, agency debt and agency
mortgage-backed securities (Engen et al, 2015). FED has spent about $85 billion per
month on buying securities and this had impact on increasing FED’s balance sheet. This
unconventional policy reduced long-term interest rates, which were very important for
mortgage market.

Table 1. Quantitative easing changes in asset holdings on the FED’s balance sheet

(billions of dollars)
Treasury Security Agency MBS Agency Debt
Holdings Holdings Holdings Total Assets
QE1
(Mar.2009- +302 +1,129 +168 +451
May 2010)
QE2 (Nov.
2010— July +788 -142 -35 +578
2011)
QE3 (Oct.
2012-Oct. +810 +874 -48 +1.163
2014)
Total +1,987 +1,718 +40 +2,587

Source: Labonte, 2015

Table 1 shows how FED used QE for purchasing securities. Total assets just before
the crisis were less than $500 billion and by the end of 2014 they were $2,5 trillion which
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is five times larger than before the crisis. QE had impact on increasing bank reserves. In
August 2008 value of bank reserves was about $46 billion and by the end of same year
it was $820 billion. This value continued to increase in October 2009 when it exceeded
$1 trillion, while at the end of 2014 it was about $280 trillion. This was a sign that banks
were on a recovery path.

Implementing all these measures brought modest, but needed growth for US
economy. Meanwhile, FED switched to explicit inflation targeting, where target goal
was 2%. During the most period of the crisis inflation rate remained below 2% which
prooved that measures did not brought big inflatory pressure. Money supply did not
generate inflatory pressure due to economic surplus, relatively good situation on credit
market and well adopted inflatory expectations. Price stability, unemployment rate and
GDP growth have strong connections, but strength of economy also allows FED to
implement some unconventional methods in order to solve problems.

In Europe, ECB rapidly reduced main financing rate by 50 basis points and until
May 20009 all key rates were reduced by 325 basis points. The main financing rate was at
1%, which was the lowest in ECB history. This was still not good enough for improving
market liquidity, because of negative growth and high unemployment rate.

ECB also adopted some non-standard measures to support financing conditions
and credit flows in euro area which could be achieved through reductions of key interest
rates. The unconventional measures that ECB used were: fixed-rate full allotment,
extension of the maturity of liquidity provision, extent of collateral eligibility, currency
swap agreements and covered bond purchase programme (CBBP) (Cour-Thimann,
Winkler, 2013). Fixed-rate full allotment was designed to support the short-term funding
needs of banks, with maintaining and enhancing the availability of credits to households
and companies at accessible rates. Extension of the maturity of liquidity provision
extended the maximum maturity of the long-term refinancing operations (LTROs) with
keeping money market rates at low level so refinancing operations between banks in euro
zone will become easier. As for collateral eligibility, ECB has already accepted private
securities, but with the outbreak of the crisis asset-backed securities were also accepted
as a collateral, because ECB decided to refinance non-liquid assets due to liquidity
problems. Currency swap arrangement was a part of deal between ECB and FED. This
measure will help ECB to provide liquidity in foreign currency (US Dollar), at various
maturities and against euro-denominated collateral. ECB also decided to start with buying
covered bond in order to revitalise bond market and increase money supply needed for
liquidity. From July 2009 to June 2010, 422 different bond were purchased on primary
and secondary market for a total amount of €60 billion (ECB, 2010). Covered bonds with
maturities of three to seven years were purchased and were hold until maturity.
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Graphic 1. Changes in monetary aggreagtes M1 and M3 in euro zone for 2002-2012 (in %)
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Graphic no.l shows how M1 and M3 target have changed in last ten years. M1
aggregate has grown faster than M3 until 2006, but since the beginning of the crisis it is
clear that M3 has started to grow faster. With the outbreak of sovereign debt crisis and
appearance of deflation in 2010 M1 started to grow again and by October 2012 it had
just a little more growth then M3. This growth of M1 was result of double interest rate
increase in April 2011 to 1,25% and in July 2011 to 1,50%.

With the emerge of sovereign debt crisis in Greece ECB had to go with more
unconventional methods and at that moment ECB became a true committed lender of
last resort for banking system. ECB decided to extend the maturity of LTROs with a
maturity of 36 months and the option of early repayment after one year (Pattipeilohy
et al., 2013). In December 2011 ECB lent about €490 billion to banks and in February
2012 more €530 billion. Problem at bond markets in Italy and Spain forced ECB for new
measures. This time ECB bought bonds in stressed countries for a total amount of €220
billion and this caused the increase of ECB balance sheet. Refinancing rate was cut to
0,25% in November 2013 and same thing happened to marginal lending facility rate and
deposit rate that were reduced to 0,75% and 0,00%. In June 2014 refinancing interest rate
was again reduced to 0,15%, the marginal lending facility rate to 0,40% and the deposit
rate to -0,10% as a part of anti-deflation plan (Rodriguez & Carrasco, 2014).

BoJ immediate response to crisis was allowing unlimited amounts to banks at
near zero rates through special-funds-supplying operations (SFSOs). Banks would count
on the amount of loan that was equal to the amount of available collateral (commercial
papers and corporate debts) that they had. This way, BoJ decide to take direct
involvement in market and it started to buy Japanese government bonds, corporate bonds
and commercial papers. Per month BoJ has spend about ¥ 6 trillion for purchasing these
papers. By the end of 2009 BoJ announced to replace SFOs with fixed-rate operations
(FROs). BolJ offered ¥10 trillion in 3 months maturity with later increase to ¥20 trillion
and ¥10 trillion in 6 month maturity. What is most important is that BoJ opened Growth
Supporting Funding Facility (GSSF) to support economy development. Export-oriented
companies could take loans from banks on short-term (1 year), which could be extended
to 4 years at fixed rate. This brought a slight increase of industrial production and export,
but still not good enough to get out of recession.
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By the end of 2010, BoJ announced that Asset Purchase Program (APP) will be
established as a part of comprehensive monetary easing. This also includes lowering
the target for uncollateralized overnight call rate from 0,1 to 0,0% and clarifying the
conditions for exiting the zero interest rate payment. Purchasing of assets will also
include exchange-traded funds, Japanese real estate investment trusts and many other
private assets (Fawly & Neely, 2013). Through this program BoJ initially provided ¥35
trillion, with additional ¥20 trillion in future. From October 2011 to December 2012 BolJ
purchased Japanese government bonds and Treasury Bills for ¥60 trillion and private
assets for ¥1 trillion. Meanwhile, BoJ provided additional ¥6 trillion for growth projects,
which was shown as a right move because increased domestic demand has caused higher
growth rate in 2012 (1,8%) and that was a signal of recovery. Although more funds were
allowed to companies in order to increase their domestic and international activities,
inflation rate remained around 0%.

Graphic 2. Monetary base changes in EU, Japan and EU for 2008-2013 (in%)
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Monetary measures that have been implemented by central banks in EU, Japan
and USA increased monetary base. That increase was much higher and faster in USA,
because FED had to react with enourmous injection of money supply to market, since
crisis has started in USA first. From graphic 2 it can be seen that other two central banks
BoJ and ECB have also reacted with increasing money supply, but their responses were
slow and not in same intensity like in USA. After 2011 monetary base has significally
increased with the implementation of unconventional financial methods. These methods
produced more money supply, which is important for the recovery of cruicial markets.
With the increase of monetary base, there was a fear that too much money on market will
produce inflatory processes. This didn’t happen, because inflatory expectations were on
place and monetary authorities have directed money to right places where existed huge
money demand. This time inflatory rates didn’t create problem for central banks.
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New direction in implementation of monetary strategies

With every new crisis central banks have to rearrange their goals, instruments and
mechanisms in order to improve all monetary aspects and avoid crisis. With last crisis it
was a final moment for central banks to quit with their passive role on market. Central
banks have also started to follow assets prices and try to control their changes in order of
achieving financial stability (Mishkin, 2006). Direct involvement of central banks was
result of too much deregulation on market, which only created space for participants
with low-quality liquidity and solvency. This led to big market anomalies and created
more troubles for global economy. In that situation states and their central banks had to
find new ways for dealing with problems and to create better environment for market
participants.

Last financial crisis showed that holding both financial and price stability
represents very hard task. During the crisis these two kinds of stability showed that they
have very strong interaction and that bringing their relation back to normal will help in
solving crisis. Many central banks are implementing monetary policy in a direction of
price stability, because variations of inflation rate can cause problems for manufacturing
and trading sections. Also, when country has huge external debt inflation rate variations
delay quick repayment of debt. Achieving financial and price stability at the same time
require development of additional monetary instruments and policies of creditworthiness
regulation (Geraats, 2010). Monetary sector has become very sensitive on changes at
financial markets and this influenced central banks to start developing new strategies
that can solve the problem of financial disbalance. Monetary problems are linked with
financial problems and this the main reason why 14 out of 18 central banks in eurozone
have improved supervisor role and this also happened with other central banks out in
world (Zsolt, Silvia, 2013).

Liquidity issues are important task for every central bank. When they become
problem central bank can use some measures for solving them. Central banks usually use
open market operations for increasing liquidity or sometimes create credit programmes
for organisations that have liquidity problems. It does not happens often, but sometimes
central bank is purchasing specific type of assets to increase the liquidity of market
like during the last crisis. These kind of assets are usually government bonds and their
purchase also increases liquidity of central bank and its balance sheet. For central banks
it is very important to discover the background of monetary shock in order to implement
right measures. If the shock had origin at assets markets, then there would be a problem
of market liquidity and that can be a signal for central bank reaction (Krstic et al, 2010).
This happened during the last crisis.

Table 2. Central banks measures in response to the crisis

FED ECB Bol BoE BoC Riksbank | SNB
Lowering rates to very low « De . N X X X
levels facto
Increasing liquidity
provision to financial X X X X X X X
institutions
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Interventing directly in
wider segments of the X X X X X
financial market

Purchasing long-term
government bonds

Supporting specific
institutions

Source: Minegishi, Cournede, 2010

Liquidity support for banking system was crucial in process of economic recovery.
FED and Bol have approved large increases in monetary base due to substantial asset-
purchase programmes. Huge liquidity support had impact on central banks balance sheets
increase and this way monetary authorities have shown how serious they care about
monetary sector. Liquidity injections were related to the lender of last resort function,
which only helped central banks to become dominant market participants.

Keeping short-term interest rates at zero bound for a substantial period of time
helped in lowering long-term interest rates and raised inflation rates, which resulted
in reducing the real interest rate (Mishkin, 2010). By steering the level of key interest
rates, the central bank effectively manages the liquidity conditions in money market and
pursue its primary objective of maintaining price stability over the medium term (Meric,
2012). This turned markets from being insufficient to sufficient ones.

Conclusion

Every crisis changes the way of implementing certain monetary strategy, but
the last one change the whole concept of monetary policy. Crisis has left many people
without job, led to bankruptcy of many companies, caused shocks on financial markets
and change overall expectations. Many strategies like inflation targeting were facing
with difficulties on short and long —term and that is reason why some unconventional
tools have become significant to overall performances of national economies.

Developments in the financial sector have a far greater impact on economic
activity than everyone really expected. Mortgage market, especially subrprime mortgage
caused huge losses on a relatively small part of financial market. Central banks believed
that these shocks could be manageable, but they were wrong after the collapse of
few depository and insurance companies. Authors have found that due to intensity of
crisis, central banks were forced to change monetary strategies and to start with the
implementation of some unconventional measures. The results of implementation were
different because of certain specifics of the economies, but it was prooved that solving
crisis could not go without implementation of unconventional monetary rules. Creating
credit programmes for lending money to banks and financial institutions, quantitative
easing and shaping expectations about the future path of interest rates are additional
measures that central banks do not use every day.

Inflation targeting has become important strategy in process of economic
stabilisation. Since 2012 FED has started with explicit inflation targeting where inflation
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is long-term goal. This change will help to keep inflation expectations at safe level which
can help in achieving price and long-term interest rates stability. When real inflation
expectations exist central bank will have bigger responsibility in taking care of this
problem. ECB announces explicit inflation objective, but still refuses to treat it like a
target because of possible public misunderstanding. Inflation targeting can help ECB in
recovery process, but there is a still enough place for bigger involvement at European
financial markets.
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ROLL OF A FARM ACCOUNTANCY DATA NETWORKS
(FADN) IN AGRICULTURAL SECTOR IN SERBIA

Abstract

The aim of this paper is to analyze the roll of the system of Farm accountancy
data networks (FADN) in Serbian agriculture.

FADN system is compulsory for all EU Member States which are obliged to
establish uniform system and FADN reports in standardized form are submitted
annually to the European Commission. FADN reports are used by the EU
institutions primarily for the purpose of analysis of agricultural policy measures.

FADN system is regulated by the European Union and it is based on annual survey
on the structure, production, revenues and expenses of farms, with organizational
structure of the FADN system and methodology prescribed by the EU.

The Republic of Serbia has started with the introduction of the FADN in 2011.

The analysis in this paper shows that the FADN system has importance regarding
to fulfillment of the conditions necessary for EU integration. Additionally FADN has
importance as instrument of domestic agrarian policy, importance for individual
agricultural producers and importance for scientific research in the agricultural
sector.

Keywords: FADN, accounting in agriculture, agrarian policy.
JEL classification: M410, M480

ULOGA SISTEMA RACUNOVODSTVENIH PODATAKA
NA POLJOPRIVREDNIM GAZDINSTVIMA (FADN) U
POLJOPRIVREDNOM SEKTORU SRBIJE

Apstrakt

Cilj rada je analiza uloge koju Sistem racunovodstvenih podataka (FADN) ima
u poljoprivrednom sektoru Srbije.

FADN je obavezan za sve zemlje clanice EU koje su obavezne da uspostave sistem
FADN i salju standardizovane godisnje izvestahje Evropskoj Komisiji. FADN izvestaji
se koriste od strane EU institucija primarno u cilju analize mera agrarne politike.
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Pravni okvir za FADN je definisan od strane EU i zasniva se na istraZivanjima
strukture, proizvodnje, prihoda, i troskova na poljoprivrednim gazdinstvima na
godisnjem nivou prema organizacionoj strukturi i metodologiji koja je propisana
za sve zemlje ¢lanice EU.

Republika Srbija je zapocela sa uvodenjem FADN sistema u 2011. godini.

Analiza u okviru ovog rada je pokazala da FADN sistem ima znacaj u procesu
prikljucenja Srbije EU s obzirom da je ovaj sistem obavezan za sve zemlje ¢lanice.
Dodatno FADN sistem je vazan instrument u kreiranju domace agrarne politike,
od vaznosti je za pojedinacna poljoprivredna gazdinsta i naucno-istrazivacki rad
u poljoprivrednom sektoru.

Kljucne reci: FADN, poljoprivredno racunovodstvo, poljoprivredna politika.

Introduction

All countries of the European Union through the FADN system collect technical,
financial and economic data from over 80,000 agricultural holdings each year. The
collected data includes all activities on farms during the twelve-month period. FADN
survey is the tool by which the European Union is collected detailed financial data from
agricultural holdings, and therefore represents an important source of information for
decisions regarding agricultural policy (Hill B. & Bradley D., 2016).

The requirements of the European Union related to the FADN survey are contained
in the regulations of the European Commission, namely the Council Regulation (EC) No
1217/2009 on establishing a system for the collection of accountancy data on incomes and
business operation of agricultural holdings in the European Union (Council Regulation
(EC) 1198 / 2014 amending this Regulation and Implementing Regulation (EU) No
220/2015 laying down rules for the application of Council Regulation (EC) No 1217/2009.

There are several requirements of the European Union in terms of the FADN
methodology:

e links/relations with other statistical data and research,

» defining the representative sample/selection of farms,

* requirements for data collected and results,

*  requirements in terms of data processing.

FADN research is closely related to the data collected by state institution for
statistics, including agricultural census, a survey on the structure of agricultural holdings,
calculate the standard value of production and the economic accounts for agriculture
(Vasiljevi¢ & Zakic¢, 2008).

FADN data can be distributed to different users:

»  Participating institutions in FADN system (Ministry of Regional Coordination

Mechanisms, Republic Institute for Statistics),

e agricultural producers,

» agricultural extension and technical services,

*  educational and research institutions, agricultural and rural policies decision

makers.

It is important to note that the FADN survey has strict regulations on the use of data
than most other studies/surveys, due to the personal nature of each financial accounting
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report of the agricultural holding. Therefore, disseminating of the data must comply with
restrictions on the use of the FADN data with clear procedures (Vasiljevic et al., 2012).

Dissemination of the FADN results is based on standard results, which are
generated on the basis of validated forms of collective FADN accounting data farms.
The standard results are a set of statistical data, calculated on the basis of accounting
data patterns of agricultural holdings, which periodically prepares and publishes the
European Commission®.

The European Commission also defines a method for performing the main
variables of income and capital. All results are given in euros, enabling the results of the
individual Member States can be given as the total value at EU level, and also enables the
comparison of results of two or more Member States. Rate (national currency - the euro)
is calculated for each Member State for each FADN accounting year, and an average
of the monthly rates. These monthly exchange rates calculated by Eurostat and made
available as part of the CRONOS database.

Organizational unit responsible for FADN in the European Commission has
established a set of standard groups, for each accounting year is calculated standard
results. This can be complemented by other relevant information available in the
reference database. Variables defined in the standard results represent averages. These
values are calculated for each year, per Member State, the type of farming and economic
size class. Such information can be accessed from public databases, which offers the
ability to view a large set of pictures of different ‘average agricultural holdings across the
European Union (Vasiljevi¢, 2012).

Organizational unit responsible for FADN in the European Commission annually
reviews the economics of agricultural holdings in the European Union on the basis of various
economic and financial indicators. It also provides an overview of the situation on farms
in the European Union and by Member State and by type of agricultural production over
the past years. Reports on the development of revenue, the distribution of direct payments
and less favored areas to perform agricultural production (marginal areas) are also regularly
published. In addition to regular reports, the organizational unit responsible for FADN makes
a special analysis. They require various units and directorates of the European Commission
and other EU institutions, in particular the unit responsible for the management of agricultural
markets, then for rural development, evaluation measures of the Common Agricultural Policy
and policy making. Request for FADN data and ad hoc analyzes is constantly increasing
(Pejanovic et al., 2013). Analyses based on the FADN research play a key role in the whole
process of reforming the common agricultural policy, i.e. an evaluation of CAP measures
and assessing the impact of policy proposals. Relevant reports can be found on the official
website of the European Commission (Bradley D., 2015).

Material and methods

Having in mind the nature and significance of research, in the paper are used
different methods applied in the social sciences:

e The case study method using the examples:

*  Comparative method:

* See more: (RI/CC 882)- Definitions of Variables used in FADN standard results- RI/CC 882
Rev.9.2, December 2014
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*  Desk research method:
*  Method of interviews with relevant experts in the relevant field.

Results and discussion

FADN system in Serbia started in 2011, includes 33 agricultural extension stations
distributed throughout the territory of the Republic of Serbia which are performing
the work the Office for the collection of accountancy data for FADN survey. The data
collected advisers employed in agricultural extension service, and Offices of collecting
accounting data, who are responsible for the identification and location of agricultural
producers for FADN research, data collection, processing and filling out forms and
accounting entries with agricultural holdings in the FADN database.

The Ministry of Agriculture and Environmental Protection of Republic of Serbia
and the National Committee for the FADN system determined the following criteria for
the FADN field of research:

1) Two FADN regions - Serbia-North and Serbia—South,

2) The threshold of economic size of 4,000 euros,

3) 10 basic types of farms (out of 49);

4) 14 main groups of farms by economic size;

5) The representative number of holdings in the FADN sample will be approximately
2,000 households;

After established criteria for developing the plan for the selection for farms,
second task was to establish FADN field of research and compiled a list of farms that are
included in the plan (sorted by region, economic size and typology).

The selection of the FADN sample farms is based on data from official statistical
farm register kept by Statistical office (based on Census of Agriculture from 2012 and
other sources of information).

Organization of FADN system in the Republic of Serbia is involving:

(1)The Ministry responsible for agriculture - Department for Analytics and
Statistics;

(2) The National Committee for the FADN system;

(3) Regional coordination bodies;

(4) The Republic organization in charge of statistics;

(5) Agricultural advisory and extension services;

(6) Agricultural holdings;

(7) Agricultural scientific, research and educational institutions.

The Ministry of Agriculture and Environment Protection is responsible for
proposing systemic solutions in the field of agriculture, as well as for the implementation
of Regulation (EC) No 1217/2009, which defines the organization and technical
implementation of the FADN system. For effective functioning of the FADN system
regional coordinating bodies are playing important roles by providing coordination of
activities for the FADN system within its jurisdiction.

According to the Census of Agriculture, the Serbia has 631,552 farms, with 3,000
farms as a legal entities and entrepreneurs and 628,552 family farms. In 2013 the number
of farms included in the FADN system was 500, while in 2014 and 2015, that number is
increased to 1000.
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FADN data in Serbia can be used for:

« Statistics and reports

* Analysis - data on demand, and research
e Extension officers,

* Feedback for agricultural producers.

FADN system generates annual reports and statistical analysis on the economic
and financial situation in the agricultural sector. Due to the limited number of farms
involved in the first years of establishing FADN research and verification of data quality,
content and structure of the report needs time to be developed according to national
requirements and needs (Keszthelyil et al., 2005).

The following charts shows examples of the possibilities and the importance of
using data obtained from the FADN system’.

Figure 1. Land use by type of farming in 2013
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Informations in Figure 1 are useful for agrarian policy decision makers.

> FADN system in the Republic of Serbia is in the process of establishing, presented the results
in charts are still relevant to use for analysis and publication, and are shown with the aim of
presenting many opportunities for analysis.
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Figure 2: FNVA per AWU by type of farming, 2013, North-South
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Roll of FADN data for scientific research. All collected statistical data are based
on a predefined grouping of farms (type, size and region). In order to create benchmarks
for individual farms, as well as specific analysis for the ministries and agricultural
advisory services, it should be possible to request statistical data for agricultural holdings
in other group sizes or a more detailed / more specific definition of the type of production.
Such analysis or statistical data on demand should respect the confidentiality of the data,
and present results only if at least five farms in the group (Barkaszi et al., 2009).

The importance of FADN data for agricultural advisory services. New
information obtained from the FADN research improves the knowledge and improve
operation of agricultural advisors. Statistical results and analysis of the national database
(comparable to the EU, the region, the area etc.) can contribute to the enhanced analysis
of individual agricultural holdings on the basis of which a counselor may make specific
findings on the operations and allows them to provide better advice to farmers (Vasiljevic
et al., 2008).

The importance of FADN feedback for agricultural producers. Agricultural
producers are not obliged to make the bookkeeping in the Republic of Serbia and the
FADN data are for the many farmers only relevant information on the operations of
agricultural holdings. There are no binding requirements of the European Union to
give feedback to the farmers on the operating results obtained in the FADN survey.
However, it is considered an integral part of FADN good practice to perform feedback
to the farmers. FADN feedback system is of great importance because the advisors can
focus with its producers through record-keeping focus on revenue, expenses and profit
(Csajbok et al., 2005).

Conclusion

During the coming year, the methodology of the FADN research will be further
developed and adapted in accordance with the requirements of the European Commission,
as well as institutions FADN system in the Republic of Serbia and the user information
obtained on the basis of FADN research. Develop a methodology for FADN survey will
also include the selection of agricultural holdings and on the collected data.

Additional modifications to the EU requirements and national requirements for
FADN data in the Republic of Serbia could pose the new requirements regarding the
information to be collected in the future. EU regulations establish minimum requirements
in terms of data, and it requires regular monitoring and adjustment of the data should be
processed and submitted to the European Commission.

In the coming period it is necessary to highlight national use of the data obtained
in the FADN survey, the importance of using data for decision-making, which can on the
basis of analysis of the impact of agricultural policy, promote the creation of measures
of agricultural policy. Also, FADN data can provide to farmers information necessary for
making business decisions, which should enable successful business and contribute to
the achievement of profit.

It is important to monitor and respect all users FADN data and if there are specific
national requirements necessary to include them in the FADN research, which will
contribute to increasing the importance of the FADN system. The analyze in this paper
shows that the FADN system in addition to the importance of having regard to fulfillment
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of the conditions necessary for EU integration has the importance for domestic agrarian
policy, impact on improvement of the competitiveness of agricultural producers involved
in the FADN and importance for scientific research in the agricultural sector.
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DIVISION OF THE COURTS IN BOSNIA AND HERZEGOVINA
AND EFFICIENCY OF THE COURTS

Abstract

The economic aspect of the judicial system functioning in Bosnia and Herzegovina
is complex and multifaceted, which implies the existence of not just one reason or
narrow economic view on economic and financial possibilities of improving the
judicial system. The basis of this view is related to the way in which judges, court
officials, and even lawyers and litigants think about the justice system. Too much
attention is given to the rules, but not enough to achieving concrete results. Timeliness
is underestimated, both in procedural laws, and in the attitudes of people. The subject
of this paper is investigating the cause of the inefficiency of the courts and delays
in court proceedings, and working out specific principles and recommendations for
their elimination, with the minimum expenditure of budgetary funds. The aim is to
emphasize the role of human and systemic elements of the judicial system in BiH, as
well as highlighting certain guidelines that are relevant to that system. Fair and timely
resolution of cases results in high efficiency and good service delivery to the public,
which can be emphasized by the fact that it is easy to delegate certain tasks to other
staff, but responsibility cannot be delegated.

Key words: division of the courts, efficiency of resolving, case management

JEL classification: K23, K29

PACITIOPEJ] CYJTOBA Y BOCHA U XEPHEI'OBUHU
N E®OUKACHOCT CY0BA

ArncTpakTt

Exonomcku acnexm gpynrkyuornucarsa cyockoe cucmema y bocnu u Xepyeeosunu je
CL0JICEH U BUULECTPAH, ULMO UMITUYUPA NOCIOjAFbe He CAMO JeOHO2 PA3N02d UL YCKO2
EKOHOMCKO2 no2iedd Ha eKOHOMCKO-(DUHAHCUjcke mocyhnocmu yHanpelersa cyockoe
cucmema. OcHo6a 06aKk602 No2ne0a je 6e3ana 3a HauuH Ha Koju cyouje, Clyicoenuyu
cyoa, na 4ak u npagHuyu U NAPHUYHE CMPAHKe PAMULLbLA]Y O HPABOCYOHOM
cucmemy. Ilpesuwe ce nasxcroe npuoaje npasunuma, a Hu Oau3y 0080/6HO NOCHUZAILY
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KoHkpemuux pesyimama. Ilpasoepemenocm je nomuyerbena, Kako y npoyeoypatHum
3aKOHUMA, MAKO U Yy cmagosuma byou. Ilpeomem pada ce cacmoju y ucmpanicuéarsy
V3POKa HeeUKACHOCIU padd cyo0osa U Kaultberbd Y CYOCKUM Npoyecumd, 0OHOCHO
uspahusarby KOHKpEMHUX HA4end U npenopyKkd 3d FUX080 OMKIAILAe, V3 WMo
Mmareu ympowak Oyuemckux cpedcmea. Luw je y anocmpoguparby ynoee myockux
U cucmeMcKkux enemenama cyockoe cucmema y buX, kao u ucmuyarey oopehenux
cMepHuYa Koje ¢y 00 3Hauaja 3a Hagedenu cucmem. Ilpasuuno u npagospemero
pewtasarbe npeomema pe3yimupa GUCOKY euKAcHoOCm u 000po npydxcarse yciyed
Jjasnocmu, wmo ce modce anocmpoghupamu mume, 0a je 1aKo NojeouHe 3a0amKe
deneaupamut Ha Opyeo 0codsbe, il ce 002080PHOCTI He MOdice OelecUpamil.

Kwyune peuu: pacnoped cyoosa, egpuxacnocm pewiagarvbd, Ynpasoarse
npeomemuma

Introduction

Within Bosnia and Herzegovina (Federation), cantons operate virtually
independently, each with a separate Ministry of Justice, which inevitably leads to
inconsistencies in the functioning of the courts, which has a negative impact on their
efficiency. The human factor and its unambiguous economically functional role in the
judicial system emphasize the growing importance, through the timely and efficient
delivery of court services.

An efficient court administration requires a functional composition. Divided
structure is essentially inefficient and too expensive. In order to find solutions for a more
efficient judicial system, there must be a certain consistency and accountability for results
at the entity level.

It is necessary to emphasize the role of too restrictive and detailed rules governing the
operation of the courts which seriously limit the local discretion of court administration,
while ignoring the potential and interests of innovation of any kind within the judicial
system. Presidents of courts must have the freedom while managing the court and must
be interested in the leadership in such organizations. Competent judicial officers who have
certain powers, including the appointed high court administrator to whom the president of
the court can delegate administrative duties must be available to the top manager.

Within the economic dimension it is important to emphasize the role of financial
resources that determine the reach of functionality of such system. The general lack of
resources reduces the functionality of the court administration. The observed economic
dimension can be seen from two angles: one is linked to the poor financial position of
employees and the other to the poor material base of the judicial system. The work of
poorly paid officials in poor material conditions, which are primarily reflected in the poor
interior of the work space, poor office equipment etc., directly affect the low productivity
in the operation of the courts. Budget funding mechanism is stiff, because it does not
allow for transferring funds from one account to another, which would allow a court to
operate more efficiently with fewer employees.

As the effectiveness of the work is dependent on funding, so the time is also a
limiting factor. Cases that are in the process tend to become a bottleneck, because they last
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for too long while waiting for hearings or other action. Accordingly, case management is
another dimension of the economic aspect of improving the judicial system. The judiciary
can achieve maximum productivity by managing their cases and their time. Changes
in procedural standards can be very important to facilitate the efficient management of
cases. Local judicial autonomy should enable the president of the court and other judges
to delegate administrative and less judicial tasks to other officials, in order to ensure that
their time is used where it is most needed.

1. Division of the courts in bosnia and herzegovina

An efficient justice system requires that the courts in the country are divided in a
rational and cost-effective manner. Too many courts cause unnecessarily high budgetary
allowances, and limited resources are divided into too many units on the field. As a result
of the new administrative division into two entities and Brc¢ko District after the war, the
structure of the courts has changed, primarily for political reasons, and not for economical
reasons or efficiency. In 1989, pursuant to the Law on Courts there were seven high
courts in Bosnia and Herzegovina: Banja Luka, Doboj (today Republic of Srpska), Biha¢,
Mostar, Sarajevo, Tuzla and Zenica (in today’s Federation) (“Official Gazette of Bosnia
and Herzegovina” number 19/86 and 25/88 and 33/89). Today we have 10 cantonal courts
(one in each canton), 5 district courts in RS and one in Br¢ko District - which makes 16
high courts in BiH.

The network of the courts of general jurisdiction/municipal courts in BiH includes
52 courts, while FBiH and RS are considering the establishment of several new ones.
Republic of Srpska has 19 courts of general jurisdiction, 5 district courts, 5 district
commercial courts, one High Commercial Court and one Supreme Court of the RS.
Federation has 32 municipal, 10 cantonal courts and one Supreme Court of the Federation
of BiH. Br¢ko District has one Court of General Jurisdiction and one Appellate Court.

The question of how many courts there should be and where they should be located
is an important issue from the standpoint of efficiency - both for high and municipal
courts. Too many courts that are too small is not economically justifiable.

The role of judicial authority includes all the duties and obligations that judicial
authority should perform in the right way in order to achieve the final goal of efficient,
independent and high-quality implementation of judicial authorities. The independence
of judges is the foundation of judicial independence, and it is achieved by the manner of
election of judges, permanence of judicial office, appropriate financial situation of judges
and their social status. Judicial independence means that the court in its operation is
bound only by the Constitution and laws, and that it is independent from all types of
pressure, especially political.

The judicial authority in Bosnia and Herzegovina is extremely specific. The Dayton
Constitution does not envision a classic division of authority in Bosnia and Herzegovina,
thus the judicial authority is completely eliminated, except for the Constitutional Court
of Bosnia and Herzegovina which has other competences. The Court of Bosnia and
Herzegovina was established subsequently because of the fact that there was no court
of general jurisdiction at the state level which would function as the supreme court of a
state. This fact influenced the very realization of the role of judicial authority.
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Court administration cannot be considered separately from the justice
administration as a whole. Funds for the work of the courts, and the conditions in which
the courts operate have a direct impact on the efficiency of the courts. In most countries
justice administration is carried out by the Ministry of Justice (Mo]) or an independent
body. There isn't a Ministry of Justice for the whole of Bosnia and Herzegovina. Federation
and RS each have their own ministries, and Bréko District has the Justice Commission,
which has a similar role. In addition, each canton in the Federation has its own Ministry
of Justice. The Ministry of Justice of a canton carries out the justice administration.

The independence of the courts is one of the basic principles of democracy. However,
independence is related primarily to the decisions of the judges. The administrative
bodies responsible for the budget are obliged to provide courts with space, equipment
for work and salaries that allow for their independence in performing their duties. On
the other hand, budgetary bodies have the right to request from the courts to use budget
funds in an efficient way.

Regular analysis of the court network is necessary to ensure uniform delivery of
judicial services in the whole territory of the Federation of Bosnia and Herzegovina and
the Republic of Srpska. In its role of an advisor, a ministry of justice passes standards,
guidelines, provides training, IT equipment and other support to the courts. From the
standpoint of cost-effectiveness of using funds, not each court should be responsible for
the development of their own systems and operating methods. This is obvious when one
thinks of the future computerized case management system. Ministries of justice should
also be responsible, jointly working with the courts, for the initiation and developmentz of
adequate resources for operation. Mo]J should also be in the focus of legislative initiatives,
and for the overall operation of the courts, ministry of justice can serve as a source of
expertise and a forum for discussion of all matters of interest to the judiciary.

The political structure of the Federation makes justice administration unnecessarily
expensive in this entity. Administrative responsibility for the courts is fragmented between
ten separate cantons with ten separate ministries of justice. In some of these cantons there are
only one to three municipal courts. In this situation, it may be difficult for different cantonal
ministries of justice to develop and provide the necessary level of support and knowledge,
especially in terms of justice administration. The resources are very limited in most of these
cantons and courts receive different levels of support and services from different ministries.

It could be said from several aspects that there is a need for a single court system in
the Federation. Books of Rules of the courts are used to write the rules, training programs
and for the exchange of experiences and knowledge among the courts (Book of Rules on
Internal Court Operations “Official Gazette of BiH” no. 57/08, 66/12, and Book of Rules
on Internal Court Operations “Official Gazette of the Republic of Srpska” no. 09/14). The
budget process and reporting system are two other areas where the single system would
be beneficial for the entire Federation.

In order to improve efficiency and because of the unity of the system, there is
a need for the justice administration which would be more centralized, at least at the
entity level. The question of whether this centralized administration should be run by the
Federal Ministry of Justice or, as in Brcko, an independent body, is not relevant from the
standpoint of efficiency.

If because of the politics it is not possible to centralize executive authority of the
courts in the Federation, then it is more important than ever to achieve close cooperation
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between cantonal ministries of justice. The Federal Ministry of Justice is in a position to
coordinate the different cantonal ministries of justice, exchange information about what
is happening in certain courts, and to make it easier - as much as possible - to create a
single standard of operation of the justice in the entity.

In Bosnia and Herzegovina there are a number of factors that slow down the
realization of high-quality, efficient and independent role of the judicial authority, which
are the result of the current transition of the country. Given that Bosnia and Herzegovina
is a complexly arranged country and that it aspires to join the European Union, it is of
elementary importance to adequately regulate relations of all three levels of government,
especially because the European space will become a single economic and legal area, with
the final aim of efficient implementation of human rights and freedoms.

2. Efficiency of courts in bosnia and herzegovina

2.1. Court Administration

Result of efliciency is characteristic for the functioning of public institutions.
When it comes to the court administration, the books of rules confirm the important
role of a president of a court in the administration of the court by giving them a lower
out-turn or they do not work on the cases at all (depending on the size of the court). In
the election of the president of the court, it is important to find a person who, in addition
to the fulfilment of conditions for the election of judges, has the skills and interest in
management. Alternative election procedures that would take into account management
skills should be considered, so that the appointment is done by non-political, judicial
institution, as in many other European countries (Luki¢ 2000, 57).

If the court has a case backlog, the president of the court is obliged to issue a
work plan in order to resolve the backlog. This may involve lobbying the Ministry or
the legislative authorities for additional funding, re-routing resources of the court, or
establishing priorities, inter alia, to resolve the backlog. In one court, the president of
the court has asked each judge to report on the status of all cases older than three years
providing an explanation of why these cases are so slow to resolve and suggestions for
resolving them. Not only did the president of the court in this way came to a certain
knowledge, but it served to introduce a certain responsibility and achieve motivation
of judges (Sadikovi¢ 2009, 27). If the problem is not knowledge of the judges, but their
willingness to work, the president of the court may resort to other methods. In the
Federation and the Republic of Srpska, president of a court has the authority to start
disciplinary procedures against judges who neglect their duties. President of a court
should not hesitate to use these procedures when a judge deliberately does not fulfil
the work obligations and refuses to resolve this problem (European Commission for
Democracy through Law 2010).

The most important element in the work of a president of a court is that he/she
acts as the “owner” of the court, with all the challenges that go with it. Court presidents
who are struggling with a lack of funds resources (money, judges, staff, equipment, work
space), may be tempted to use it as an excuse, and wash their hands of responsibility
for the problems and failures of their courts. Although lack of resources is a significant
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problem, president of a court is required to seek solutions to these problems as best
he/she can, and to extract the maximum benefit from the resources at his/her disposal
(European Commission 2013, 23).

In addition to deciding cases, judges in Bosnia and Herzegovina are also responsible for
other administrative tasks. This includes, inter alia,supervising the land registry and the registry
of business entities. In other legal systems, these tasks are performed by other ministries of
the government and there is no particular reason for these jobs to remain within the judicial
function (Leskovac, 2009, 545). Aims to improve the efficiency of the court may be:

*  Dbetter organization of the court,

*  Dbetter cooperation between the court departments,

» avoiding periodic work inefficiency,

* improving flexibility in the use of court staff,

* increasing efficiency in dealing with the influx of cases (e.g. specifically set a
goal to reduce the number of hearings between the first hearing and the main
hearing to an average of up to a specific day),

* improve the promptness (e.g. determine a goal to reduce the average time
for resolving civil cases from 16 months to 10 months by a certain day next
year),

* plan to reduce the case backlog (for example, set a goal to reduce the case
backlog by 35% by a certain day next year),

» use of the possibilities that certain tasks of the judges are redirected to court
staff,

» avoiding unnecessary procedures,

* improving service to the public,

» establishing standards of service,

* improvement of working conditions (BiH 2009 Progress Report).

A more direct issue for the efficiency of the courts is almost inevitable misallocation
of resources which are eventually granted. The budget adopted for each court is divided into
categories, and the courts generally do not have the right to transfer funds from one category
to another according to the priorities and most urgent needs of the court. Most of the budget is
used for court staff, and most of the funds are used for salaries of judges and staff. Structure of
staff in court is determined by the old and inflexible rules, which do not necessarily reflect the
reality of the court operation. These rules should be amended so that the courts could use the
staff in a more efficient and productive way. The courts also have to use more of the existing
possibilities to redistribute the existing staff in order to resolve the most urgent needs of the
court. The courts could, if allowed, reorganize their staft so they hire more associates and cut
staffing in less critical areas as appropriate. Of course, this scenario with associates only serves
as an example (Consultative Council of European Judges on the funding and management
of courts 2012, 35). Court administration of each court must ensure keeping accurate all
necessary records on the work of judges and legal officers. A set of ways of completing cases
within a certain department and the value of these cases is established within the existing
court departments defined by the Book of Rules of Court Operations and Book of Rules of the
system for automatic case management in the courts for each type of case.

Presidents of the courts of general jurisdiction, cantonal/district courts, district
commercial courts, the High Commercial Court in Banja Luka and the Appellate Court
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of Br¢ko District of Bosnia and Herzegovina, aside from the job of a president of the
court, must work directly on cases and achieve the following: in the courts with up to 6
judges and legal associates (with a secretary of a court) 70% of out-turn required by the
Book of Rules, in the courts with up to 6 judges and legal associates (without a secretary
of a court) 50% of out-turn required by the Book of Rules, in the courts with 7 to 13
judges and legal associates (with a secretary of a court) 50% of out-turn required by the
Book of Rules, in the courts with 7 to 13 judges and legal associates (without a secretary of
a court) 40% of out-turn required by the Book of Rules, in the courts with 14 to 20 judges,
30% of out-turn required by the Book of Rules, in the courts with over 20 judges and
legal associates, presidents should not work on cases, except where provided otherwise
by a special decision or instruction of the HJPC (Article 14 of the Book of Rules on
Orientation Measurements for Performance of Judges, Legal Associates and Other Court
Employees in Bosnia and Herzegovina, “Official Gazette of BiH”, number 2/14).

The work of judges, legal associates and presidents of courts who work on cases in
the manner prescribed by book of rules is monitored and evaluated through the rules on
out-turn realization, as well as records on the number, type and manner of completion
of completed cases. At the end of the reporting period, work results are calculated based
on the data from the CMS. If a judge or a legal associate worked on several different cases
aside from their own during the reporting period, before calculating work results it is
necessary to make the conversion and calculation of standards of all cases to the standard
of primary cases of a judge or a legal associate. HJPC of BiH continuously works on
finding optimal solutions for the organization of work processes in the judiciary, in order
to achieve greater efficiency, timeliness and quality of the work of the courts, with special
emphasis on the creation of conditions for more efficient resolution of cases in courts.

2.2. Case Management

President of a court is responsible for the total number of cases in court, starting
with responsibility for the distribution of cases to judges (United Nations Office on Drugs
and Crime, 2010, 19). However, each judge is required to manage cases well, without
interference from the president of the court. President of a court, on the other hand,
has a general duty to ensure that all cases are resolved within a reasonable time, and, if
necessary, resolve the problem of case backlog by redistribution of cases or by using other
methods. The cases should be allocated to judges as soon as possible, preferably on the
same day when they are received. As already being done in most courts, cases should be
distributed on the basis of random selection. The system must be transparent in order
to avoid possible manipulation or even the semblance of manipulation. When strictly
automatic system of random selection is established, then it can be controlled by staff,
without further interference by the court president.

New judges often take cases from judges who have left earlier. Sometimes a judge
is allowed to give a certain number of his/her cases to new judges and in this case they
are given the oldest and most complicated cases. The court president should ensure that
the new judge is not burdened disproportionately by large number of such difficult cases.
Since the new judges are typically inexperienced, they should be given time for education,
to work on reduced number of cases or for some time, for example three months, to work
only on simpler cases (United Nations Office on Drugs and Crime 2010, 21). Hearings
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should be scheduled at the earliest possible stage of case management. Inspection of
the cases showed that, except for a few exceptions, courts generally schedule the first
hearing quite early in the process of case management. Settlements in the early stages of
the process have a lot of advantages. The settlement saves money to the parties, as well
as time and mental and emotional burden of litigation. The settlement often leads to a
solution which is more beneficial for both parties, as it will inevitably be more sensitive
to the interests of the parties than a court decision. Settlements in the early stages of cases
are also beneficial to the courts, because in that way courts use fewer resources.

Judges in Bosnia and Herzegovina are already familiar with the settlement hearings.
Mediation could have a more systematic form in which a neutral intermediary helps the
parties to find their own resolution of a dispute. The mediator helps the parties to identify
the issues on which they disagree, facilitates discussion and helps the parties to find a
solutions based on their fundamental interests. Mediation by judges is proposed as a
mandatory part of civil proceedings in Br¢ko District. Mediation was also considered
by the Work Group working on the new Law on Civil Procedure. Mediation by judges is
useful for parties, as it can be done without additional cost. However, the judge who had
the role of a mediator in the same case will not be able to pass a judgement. If a resolution
cannot be reached through mediation, the case should normally be transferred to another
judge.

Mediation by lawyers and other people trained in mediation is common in many
countries. Then the parties have a choice of mediation, even before going to court. The
courts may recommend mediation by a lawyer, but in the absence of volunteer offices
for mediation, the parties usually have to pay a mediator themselves . The combination
of court mediation and by a lawyer is one of the possibilities. These alternatives should
be considered when writing the new Law on Civil Procedure (Judicial Reform and
Government Accountability 2012, 27). Mediation skills and dispute resolution skills
must be learned. Some training of judges and lawyers in the mediation has already been
done. However, if mediation becomes a part of the Law on Civil Procedure, training on
mediation will be needed for judges and lawyers in the whole country.

2.3. Resolving the case backlog

Resolving the issue of the case backlog in the courts of Bosnia and Herzegovina is the
burning issue of the judiciary and other relevant institutions in Bosnia and Herzegovina.
In 2002 this issue was identified as “one of the main issues in the justice system of Bosnia
and Herzegovina” in a comprehensive report on the state of the judiciary in Bosnia and
Herzegovina “Justice at the right time”, prepared by the Independent Judicial Commission
in preparation for the comprehensive reform of judiciary in this country. It was concluded
that “the existence of a large number of pending cases is not only the result of court
inefficiencys; it can also be the cause of inefficiency”. Unfortunately, the problem of case
backlog is a major obstacle to the establishment and development of efficient judiciary
and confidence of citizens in the judicial system of Bosnia and Herzegovina, because the
case backlog increases every year.

Thus, the Annual Report on the work of the Council for 2014 presented a detailed
analysis of statistical indicators which showed a negative trend which will probably
continue in the period to come, especially in relation to the dynamics of inflow and
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resolving the so-called utility cases, as outlined in one of the many initiatives of the High
Judicial and Prosecutorial Council (HJPC) that all relevant factors in society are to tackle
the problem of case backlog and contribute to solving a problem which is not exclusively
a problem of judiciary.

According to the annual report of the HJPC for 2013, more than 50% of pending
cases in the courts of Bosnia and Herzegovina is older than a year, while 9% of pending
cases were initiated more than five years ago, but are still unresolved. In recognition of
this problem, and bearing in mind that the slow resolution of court cases may constitute
a violation of human rights under Article 6 of European Convention on Human Rights,
which proclaims the right of individuals to a fair trial within a reasonable time, the HJPC
adopted the “Guidelines for developing a plan to resolve old cases according to age of
the initial document” in December 2010. It is important to note that the age of the cases
is determined according to the age of the initial document, that is according to the time
that a party to the proceedings is waiting to have their case decided. The key criterion
that puts an obligation before the president of a court to draw up a plan for resolving old
cases is a three-month out-turn of old cases per judge, taking into account the provisions
in accordance with which certain cases are considered old, and as prescribed by the
Guidelines.

In accordance with the Guidelines , out of 73 courts that exist in Bosnia and
Herzegovina, 53 regular courts have taken the obligation of drawing up a plan for
resolving old cases involving a total of 119,040 old cases, which should be resolved during
2014. It is noteworthy that 19 courts in BiH, in accordance with the Guidelines, did not
have the obligation of drawing up a plan to resolve old cases for 2014, meaning that these
courts are up to date in their operation.

The initial plan to resolve old cases according to their age for 2014 included
119,040 cases. In the period from 1* January 2014 to 31* March 2014, 19% of the plan
was implemented (with the aim of achieving 100% implementation of the plan by the end
of the year), and the average achieved approximate out-turn of judges to resolve old cases
was 36%. The judges who drew up plans for resolving old cases are expected to achieve at
least 40% annual estimated quotas by resolving old cases.

Activities of HJPC and the courts in 2014 were specifically aimed at improving
the work of the courts by increasing the productivity of their work, thus reducing the
number of pending cases. The result of these activities is that in 2014 a positive trend
continued in increasing the productivity of the courts through applying the Book of Rules
on Orientation Measurements for Performance of Judges and Legal Associates in Courts
in BiH (Book of Rules on Orientation Measurements) and in reducing the number of
non-utilities cases by 10%, which represents a reduction of 43,443 cases compared to the
end of the previous year.
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Table 1. The case backlog in courts

Courts 31 Dec2011 | 31 Dec2012 | 31 Dec2013 | 31 Dec 2014
The Court of BiH 3635 3765 2867 2694
The Supreme Court of the FBiH 3276 3638 6568 8260
The Supreme Court of the RS 1648 1758 2012 2554
The Appellate Court of Br¢ko District 610 558 440 322
The High Commercial Court in Banja Luka 277 223 223 294
Cantonal courts 30922 32905 38136 44635
District courts 5951 6492 6201 6457
District commercial courts 15136 14133 13135 11029
Municipal courts 279676 273454 269097 230302
Courts of general jurisdiction 119812 111638 103052 92634
_E;);gitcct)f general jurisdiction of Brcko 10014 9140 3084 7191
Total 470957 457704 449815 406372

If we look from the point of realization of out-turn, the productivity of judges and
legal associates in courts increased by 7% compared to the previous year, which represents
an overall increase in productivity of the courts by 7% compared to the period before
the application of the Book of Rules on Orientation Measurements (“Official Gazette of
BiH”, number 43/12). Although the implementation of the Book of Rules on Orientation
Measurements showed excellent results, the HJPC will monitor and analyse the effects
of the application of the Book of Rules on Orientation Measurements, and will, together
with representatives of the judicial community work on its improvement with the aim of
increasing the efficiency of the judiciary and better access to justice for all BiH citizens.

Thanks to the implementation of plans the courts resolve over 70,000 of the
oldest cases every year. In 2014, the courts resolved 85,941 cases thanks to plans, which
represents the increase in the number of planned resolved cases by 16% (13,625 cases)
compared to 2013.
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Graph 1. The trend of resolving cases in plans over the years
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In addition to reducing the number of pending cases in courts, the HJCP paid
special attention to the analysis of the proceedings length in 2014. To this end, since 2012,
the HJCP has been implementing the Book of Rules on Timeframes for acting in cases
before the Courts and Prosecutors’ Offices in BiH (“Official Gazette of BiH”, number
5/13,101/13 and 61/14). The Book of Rules defines optimal and predictable deadlines for
acting in cases.

Conclusion

There are many reasons why the judicial authority in Bosnia and Herzegovina is in
a specific position. But we can safely say that the judiciary in Bosnia and Herzegovina has
failed in realization of its role in an efficient and effective way. There are many reasons for
this: lengthy court proceedings, a large number of pending cases, insufficient number of
judges, poorly paid judges, corruption, low level of computerization, poor communication
between the media and the judiciary, rare initiation of disciplinary proceedings against
judges and prosecutors. The absence of a Supreme Court at the state level, which would
harmonize judicial practice of regular courts and ensure the equality of all citizens before
the law, is another reason why the judicial authorities in Bosnia and Herzegovina are not
achieving their role well.

The judicial system of Bosnia and Herzegovina is burdened by a large number of
pending cases and this is an important issue that must be resolved. Case backlog and delays
in proceedings lead to the loss of confidence in those using the court system, because it
seems that justice is unavailable. This situation negatively affects even the judges. The
main reasons for delays in court proceedings are corruption, ineflicient practices in the
management of the court, inadequate legislation and lack of competent judges. Although
a positive trend in the quality and quantity of work has been recorded, even in reducing
the case backlog, there are still about two million (mainly utility) unsolved old cases in
the whole of Bosnia and Herzegovina. Resolution of case backlog is a burning problem of
judicial institutions in Bosnia and Herzegovina. High Judicial and Prosecutorial Council
of Bosnia and Herzegovina and the Ministry of Justice of Bosnia and Herzegovina have
adopted an action plan to reduce the case backlog in courts.

Asaresult of continuous inflow of new cases and the case backlog, there is a problem
of insufficient number of judges. In addition to the number of judges, the problem is also
the manner of their election, their training and the lack of permanent forms of training,
for example in the field of ethics. In some countries there is a periodic evaluation of
judges in order to assess their expertise and to assist them in further education. All
this contributes to the development of professional and ethical judiciary which is the
cornerstone of the rule of law.

Also, poor communication between the media and the judiciary influences the
efficiency of the exercise of judicial authority. It is necessary to establish a balance
between the needs of the public for specific information and to ensure the regularity of
court proceedings. Initiation of disciplinary proceedings against judges and prosecutors
contributes to accountability and transparency, and they are the basis for gaining
confidence of the public in the judicial system. In order to initiate disciplinary procedures
more often (when necessary), the public should be informed about the role of judges.
The public must be informed about the standards expected of a judge. When the public
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is better informed about the measures to ensure accountability, the public will have more
confidence in judicial institutions.

It is a unique situation in the comparative constitutionality, according to which
the judicial authority in Bosnia and Herzegovina has been reduced to the Constitutional
Court of Bosnia and Herzegovina. This court also has a part of its jurisdiction which is
characteristic of the highest judicial instances in some complex countries, but it is not the
supreme court of the country. Constitutional courts usually do not belong to the judicial
authorities, because it does not resolve classic legal disputes, but are competent to control
the constitutionality and legality. In Bosnia and Herzegovina, it is necessary to establish a
judicial system with the Supreme Court of Bosnia and Herzegovina at the top.

It would be extremely useful if the supreme court existed. There is a substitute
which compensates for the lack of a Supreme Court to some extent, and it is so-called
appellate jurisdiction of the Constitutional Court of Bosnia and Herzegovina. So, when it
comes to protecting human rights and freedoms, if entity courts pass a final decision and
a citizen, if he/she is dissatisfied with the decision, may appeal to the Constitutional Court
of Bosnia and Herzegovina and so far it has worked in many cases to protect individual
rights and contributed to the harmonization of judicial practice. However, unfortunately,
it does not cover all relations of the judiciary, such as civil relations, economic relations
and similar. For that there should be a supreme court, like in other countries which
would have a task to harmonize the judicial practice in the entire territory of Bosnia and
Herzegovina and to work on equality of all citizens.
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YIIOPEJHA AHAJIN3A ®PUHAHCHUICKHUX
N HE®PUHAHCHIJCKUX TEP®OPMAHCHU
AKIOUOHAPCKUX APYIHITABA

ArqncTpakr

Luw paoa 0a ce usmepu caenacnocm usmehy nosuyuje npeoyseha na Beepadckoj
oepsu (BSE) u wuxosux ¢unancujckux u vegpunancuckux nepgpopmancu, 00HOCHO
da ce uszmepu KOIUKO Cy y Kpumepujyme 3a JUCMUPAbe aKYUjad YK/byueHe
Gunancujcrke u negpunancujcke nepgopmance. Ananuza, nomohy cmamucmuyro-
exoHomempujcke memoodonoeuje, ooyxeamuna je 10 npedyseha xoja ce nanaze na
sucmu BSE y kopnu unoexca benex 15. Pao ce cacmoju 00 uemupu KOH3UCHEHMHe
yenune. IIpsa ce 00HOCU Ha ananuzy Kpumepujyma 3a aucmupaise npedyzeha na
sucmu BSEc unosuyuju xoje npedysehe 3ay3uma Ha ocHogy mux kpumepujyma. /lpyeu
0eo, 00HOCU ce HA aHanU3y UX08Ux uuancujckux nepgopmancu. Anaruzupane
cy cneoehe ¢unancujcke nepgpopmance, oonocu: EIC (nemo oobumax no
arxyuju), 11 /E (yena/ nemo oodbumax no axyuju), I1/b (yena /xroucosoocmeena
epeonocm ) u P?? (npunoc na xanuman) mux npeoyse?a. Tpe?u deo paoa ooHocu
ce Ha aHanusy HeuHancujcke nepgopmance Koje npedcmaesbajy oyene Kwy?Hux
nepgopmancu ycnexa OeUHUCAHUX V YAUMHUKY 3d caMOooyerusare npedyse?’a
v ISO 9004:2008 u mo cy: pykoso?erve, cmpameeuja u norumuxa, pecypcu, OF
(npunoc na xkanuman) mux npedyseha. Tpehu deo pada oonocu ce na anaiuzy
HeuHancujcke nepgopmance Koje npedcmassajy oyene KoyuHux nepihopmancu
yenexa 0euHUCAHUX Y YARUMHUKY 3a camooyersugarse npedyseha y ISO 9004:2008
u mo cy: pykogoherse, cmpameauja u ROIUMuUKa, pecypcu, npoyecu, npahemwe u
Meperve, nobossulasarka, uHosayuje u yuerse. VY uemepmom oeny paoa ypaheua je
KOMRAapamuena anaiusa nouyuje npedyzeha Ha ocHogy c8a mpu Kpumepujyma u
UBMepeHa caznacHoCcm Kpumepujymd.

Kwyune peuu: axyuonmapcka Opywmea, uuancujcke nepgopmance,
Heghunarncujcrke neppopmance, ISO 9004:2009, beoepadcka bepsa

1. Introduction

Serbia’s capital market has a long tradition, therefore, it has always been interesting for
analyzing potential investors. (Dugalic and Stimac, 2007) More than a century has passed since
the period when BSE had an upward development trajectory in each segment. Organizational
system of BSE in the last 10 years, together with its information system and skilled staff
helped this stock exchange catch up with the modern trends. The companies whose stocks are
traded make the very essence of the stock exchange market. New organization of the market
brought about by the implementation of the new Law on Capital Market (Official Gazette
RS, No. 31/2011) has contributed to filtering out the most liquid stocks; it has also brought
closer to the listing those less liquid stocks by implementing systematic changes. Hence, the
appropriate conclusion is that the domestic capital market is developing in positive direction
and that the significant progress has been made in this area.

BSE establishes the conditions for listing of companies [1]. These conditions are
set out in the BSE Rules on Listing and they are also decisive for ranking of companies in
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the domestic market. (Dugalic and Stimac, 2007) Among the most important conditions
are the following: unqualified opinion on the Report on the Audit of the Annual Financial
Report of the JSC, the minimum amount of issuer’s capital and the condition that in a free
float there is at least 25% of the total number of issued shares. The measuring of financial
performance elements in this paper was performed on the basis of the relationships of
certain items of the financial statements which had been approved by the auditors. Key
concept in measuring the financial performance elements of companies whose shares are
traded on the stock exchange is market capitalization, which is defined as the value that is
obtained by multiplying the number of shares outstanding by the current price of a share.
The difference between the market capitalization and the capital contributed by investors
represents the market value added (MVA). The indicators of market value include: EPS
(Earnings per Share), P/E (Price/Earnings ratio), P/B (Price-to-Book ratio) and ROE
(Return on Equity). (Helfert, 2001; Chordia, et al., 2003, Easton, 2004). Unqualified
opinion is one of the basic conditions for the listing of a company. In addition, the
aforementioned indicators provide investors a clear picture concerning company’s
operations, given that they are calculated on the basis of financial statements certified by
an auditor. (Beaver and Ryan, 2000, Danielson and Dowdell, 2001). Together with the
mentioned financial performance indicators, the conditions for the listing of a company
include the psychological effect that investors transfer to the market. Furthermore,
the information users are forced to re-evaluate the quality of the reports issued by the
independent auditors, regardless of the existence of legal and professional constraints
(Malinic, 2009). What is particularly interesting is the analysis of Goodwill which is
considered a very important item in business valuation and which in each report equals
0 (Ramanna and Watts, 2009). Thus, considering the domestic market, the value of the
company cannot be analyzed in terms of this indicator.

BSE manages two listing segments - Prime Listing and Standard Listing (the most
liquid stocks) which make the regulated market, as well as one additional segment - the
Open Market (segment of the regulated market which is not listing) which has 88 shares
from a total of 87 issuers. These three segments represent the exchange market, while the
fourth segment is a multilateral trading platform MTP BELEX where the securities that
do not fulfill the conditions for admission to one of the segments of the regulated market
are traded (for more information please see: Jaksic, 2011).

Modern economics has shown that without fostering intellectual property and
one’s own research capacities, no company can have secure future. This is supported
by the research in 2005, conducted by Hall, Jaffe and Trajtenberg, which confirmed
that stocks of those companies that are innovative and have their own patents are
actually more competitive on the market, i.e. according to the mentioned research stock
prices of these companies outprice the stocks of other companies for about 3%. The
development of the balanced scorecard (BSC) resulted in a new concept whose main
point is that those companies which focus only on financial assets are no longer able to
sustain competitive advantage. Traditional systems of measuring the efficiency of the
company were abandoned as obsolete even two decades ago. This is confirmed by an
article titled “Chief Financial Officer” from 1995 which reads that 80% of large U.S.
companies want to change their performance measurement systems. An efficient and
effective performance measurement system allows the company to measure and monitor
its performance in accordance with the defined strategy (Domanovic, 2013). Therefore,
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a significant part of the analysis is based on non-financial performance elements defined
by a new international standard ISO 9004:2009.

All the features and principles of TQM (Total Quality Management, “Business
Excellence,” “Best Practice”) were included in the last revision of ISO 9000 family of
standards done by the International Organization for Standardization (ISO). Business
Excellence is characterized by the following features: an integrated system of global
quality (interaction between all activities, with the goal of effective and efficient use
of resources); quality refers to the system /processes/products and the quality staffing;
the company keeps all the documents as prescribed by the quality system; independent,
external assessment, periodic internal and external audits of implemented quality system;
management of quality costs; quality system is applied to non-production functions;
application of statistical, engineering and management methods in all horizontal and
vertical processes; continuous analysis, measurement, monitoring and improvement
of the system/process/staff/ products; implementation of all principles of the Business
Excellence (from leadership to continuous improvement and process approach). For
more information on the advantages and disadvantages of the ISO 9000 family of
standards please see: Suganthi and Samuel, 2004 Isaksson, 2006; Nelsen, et al., 2007;
Brouch, 2011; Buntak, 2011; Jovetic, 2012, Dale, Wiele and Iwaarden, 2013. ISO 9000
family includes three standards, these are:

e ISO 9000 - Quality management systems QMSs (covers the basic
concepts and language) — defines the fundamental terms relating to: quality,
management, organization, products and processes, principles, compliance,
documentation, testing, verification and quality assurance of measurement
processes.

e IS0 9001-Quality management systems QMSs (requirements) —specifies
the requirements for the quality management system with an emphasis on
enhancing the customer satisfaction.

e ISO 9004 — Quality management systems QMSs — managing for the
sustained success of an organization through efficient and effective quality
management system; better understanding of the wider environment in
which companies operate through learning and appropriate application of
improvements and/or innovations.

This international standard provides guidelines to organizations for achieving
sustainable success in a complex, challenging and changing environment by using quality
management approach (Hoyle, 2009). It requires three hard management necessities: a good
management system, statistical process control and teamwork (Oakland, 2006). The basic
idea, which is achieved through the application of quality principles, is the transformation
of a vertical, function oriented organization to a process oriented one. The organization
implies a network of processes, while transformation refers to improving the measurement
of financial performance in terms of quality management where the managed performance
represents the capability of the process to meet the needs of customers/interested parties.
Lastly, by the application of the system approach to management the specified goals are
achieved and the needs of interested parties are met in a balanced way.

The section 8.3.2 of ISO 9004 standard puts special emphasis on the key
performance indicators (KPIs). The KIPs are factors that are within the control of
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the organization and are critical for its sustained success. (ISO9004) As a result of the
adoption of the new business goals, a number of quantitative and qualitative and financial
and non-financial indicators are required in order to obtain relevant information that is
measurable, accurate and reliable, as well as usable for the implementation of corrective
actions that will effectively and efficiently indicate the continuous improvement of the
systems/processes.

For the purpose of surveying selected 10 companies, whose stocks are traded on
the Belgrade SE, an assessment tool (i.e. a questionnaire) was used. This assessment tool
is prescribed by the ISO 9004:2009 and its template is given in Annex A of the mentioned
standard. The mentioned tool contains questions that companies can use in their self-
assessment (self-assessment is a comprehensive and systematic review of the activities
of the company and its performance in relation to its degree of maturity. (1ISO9004)
Questions are related to the KPIs and particular subprocesses in the enterprise/items set
out in the standard. Nine questions refer to KIPs, item 4 of the standard contains four
questions, item 5 includes 4 questions, item 6 has 8 questions, item 7 contains 3 questions,
item 8 includes 9 questions and item 9 has 3 questions. According to the true answers
given to these questions an organization can be categorized into the following levels of
maturity in terms of sustainable success: level I-Basic level - informal approach, level
II-Reactive approach, level III-Proactive approach, level IV-Systematic approach and
level V-Best Practice. The lowest possible score is 41 points and the highest 205 points.

The main goal of the self assessment is to determine a plan of measures for
improvement and/or innovation, which represents an input element for planning and
prioritizing activities and/or innovations that would allow certain elements to be lifted
to a higher level. Information gathered from the self-assessment can be used for:
determination of past, present and future trends of systems/processes; identification
of the achieved levels of quality concerning all KIPs and other performance elements;
establishing measures and actions to unblock bottlenecks; producing guidelines
for necessary improvements. The self-assessment stimulates benchmarking and
dissemination of knowledge throughout the company (internal benchmarking), as well
as comparisons with other companies (external benchmarking).

The research presented in this paper focuses on the indicators of the achieved
quality levels of 10 joint-stock companies that agreed to fill out the self-assessment
questionnaire and which fall in the BSE categories of the Prime Listing, the Standard
Listing or the Open Market.

The aim of the paper is to assess the following by employing analysis: the position
of particular company on the BSE; financial performance elements, non-financial
performance elements and compliance/impact of financial and non-financial performance
elements on the listing conditions; significance of the mentioned elements; measurement
of the effect of mentioned performance elements on the development of the company and
improvement of its position on the capital market.

General hypotheses:

*  Null hypothesis 1 (H,): BSE listing conditions include financial and non-

financial performance elements.

*  Null hypothesis 2 (H,,): There is an optimal balance between the financial and

non-financial performance elements concerning the BSE listing conditions.
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Specific hypotheses:

e Null hypothesis 3 (H,): There is no statistically significant effect of
independent variables: market capitalization, P/E, P/B, EPS and ROA on the
dependent variable - volume of shares sold.

*  Null hypothesis 4 (H,): There is no statistically significant effect of
independent variables: management assessment, leadership, strategy and
policy, resource management, processes, monitoring and measurement,
improvement, innovation and learning on the dependent variable - overall
assessment of the level of quality and maturity of the company.

*  Null hypothesis 5 (H): There is no statistically significant effect of non-
financial independent variables QMS on the dependent variable —volume of
shares sold.

*  Null hypothesis 6 (H ): There is no significant correlation between the
position of the companies listed on BSE and financial performance elements,
also there is no correlation between the position the company listed on BSE
and non-financial performance elements.

In addition to these specific null hypotheses, also other specific null
hypotheses are defined in the paper, which stem from applied statistical/econometric
methodologies: regression and correlation analyses (hypotheses about multicollinearity,
heteroscedasticity, autocorrelation and the assumption on distribution of random error
and its arithmetic mean, etc.).

2. Research methodology

Type of research — Empirical analysis of the position of the companies on Belgrade
SE and their financial performance elements was carried out for those companies that
agreed to fill out the ISO 9004:2009 self-assessment tool, i.e. the questionnaire. Financial
statements make the primary resource for the data collection on financial performance
elements, while the data on non-financial performance elements was obtained from a
questionnaire filled out by the executives of the listed companies. The questionnaire was
distributed to all the companies whose shares are listed, as well as to those that are on the
Open Market. The survey was conducted from June to October 2013 and it consisted of
two parts: Part I related to the key elements of success (KES), performance elements and
the level of maturity referenced against each performance element (scores range from 1
to 5, where 1 stands for the lowest level and 5 for the highest level). Respondents chose
scores according to their self-assessment of the development of the particular KES. Part
II consisted of sub-points /sub-processes, which were also used to determine the level of
the company’s maturity. Each element of success was broken down into several questions,
thus, for example, a question about improvements and learning had three sub-questions
which described in more detail the quality level achieved in particular companies.

Sample — The research was conducted on a sample of top 10 companies listed on
the BSE. For the empirical analysis of the position/listing on the BSE and the achieved
level of development, the following joint-stock companies were considered: NIS a.d.
headquartered in Novi Sad, Komercijalna Banka a.d. headquartered in Belgrade, Metalac
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a.d. headquartered in Gornji Milanovac, Tigar a.d. headquartered in Pirot, AIK Banka
a.d. headquartered in Nis, Voda Vrnjci a.d. headquartered in Vrnjacka Banja, Frikom a.d.
headquartered in Belgrade, Credy Banka a.d. headquartered in Kragujevac, Ca¢anska
Banka a.d. headquartered in Ca¢ak and Dunav Osiguranje a.d. headquartered in Belgrade
(Belgrade Stock Exchange: 2012). Executives of 3 out of 7 companies listed on the
BSE filled out the questionnaire, which makes 42.86% of the total listed companies. The
remaining 7 companies from the research sample are on the Open Market.

Statistical methodology — All collected data are stored in the Microsoft Excel
2007 and SPSS (Statistical Package for the Social Science for Windows, version 19)
databases. For the research purposes regression and correlation analysis were applied.
The collected data were statistically analyzed by using the SPSS (Statistical Package for
the Social Science for Windows, version 19.0) (Pallant, 2011, Joveti¢, 2007, Tabachnick
& Fidell, 2007). For the purpose of determining statistical significance, a confidence
level of & = 0.05 was used .

3. Research results

3.1. Belgrade Stock Exchange

The second section of the paper points out that the BELEX is similar to other
stock exchanges around the world and that new organization of the market brought about
by the implementation of the new Law on Capital Market (Official Gazette RS, No.
31/2011) has contributed to filtering out the most liquid shares; it has also brought closer
to the listing those less liquid shares through carrying out systematic changes. In this
section of the paper the Warsaw Stock Exchange (WSE) will be presented, as well as
the stock exchanges of countries in the region. Furthermore, the selected indicators that
determine the position of the company on the BSE will also be considered.

Compared to Warsaw SE which lists a large number of companies and their stocks,
in case of the BSE this number is reduced to 8. The main problem is the different way of
privatization of large public companies which in Poland was conducted through initial
public offering (IPO), while in the domestic market privatizations were carried out by
means of tenders and auction sales. In Serbia, the initial proposal was that the privatizations
of the largest public companies were to be done via the capital market, but it was dismissed
later. By initial public offering the shares of stock in a company are sold to the general
public, i.e. a company “goes public”. However, prior to going public, particular company
must change its ownership structure from public company to open joint-stock company.
(Mumovi¢, Pavlovic, 2010) Potential investors buy the stock of, until that moment, largely
unknown companies (Certo, 2003) which are characterized by low liquidity and high
risk. Such stocks are typical of emerging markets - all markets in South-Eastern Europe
(SEE) and the former socialist countries, such as Poland. WSE today plays a key role in
obtaining “fresh” capital from the companies and has a large number of index baskets
ranging from those that include the most liquid stocks to ones characterized by the values
of stocks in certain sectors. What is BELEX15 for the BSE that is WIG30 for the WSE.
WIG30 includes the most liquid stocks of 30 largest companies on the WSE. Compared to
BELEX1S5, which consists of the stocks of 8 listed and 7 companies from the Open Market
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we can say that the difference between these capitalization-weighted indexes is drastic. The
reason behind this situation is that despite the banking crisis in 2009, 6 out of 18 IPOs were
conducted on the WSE. There were no IPOs on BSE, although several companies wanted
to acquire equity in this way (Mumovié, Pavlovic, 2010).

A stock market which is in terms of its development closer to WSE is the Zagreb
Stock Exchange (ZSE), where a number of public companies were privatized by means of
the initial public offering. Namely, IPOs facilitated the development and continuity of the
ZSE which today includes stocks of 241 companies on its Regulated Market, out of which
171 companies trade their stocks on the Regular Market, 77 on the Official Market and 7 on
the Prime Market. In contrast to BELEX whose Regulated Market has 2 segments —Prime
Listing and Standard Listing, ZSE’s Regulated Market includes 3 segments. The main reason
for this is the initial public offering in relation to BSE which one of the main conditions for
any company was to offer at least 15% of its shares to the general public. It is also one of the
main conditions for entering the Regular Market. The criteria for the other two segments of
the Regulated Market are pretty much the same as those of BSE, only on ZSE the market
capitalization for the Prime Listing is € 13,069,710.21 (as 0of 9.12.2013.g.), while the amount
required on BSE is € 10,000,000. Prior to the commencement of the economic transition
these two stock exchange markets were identical. It could even be said that BSE was slightly
more advanced. However, today we are faced with serious development of WSE capital
market and a slight deterioration of BSE. A comparative analysis of the market capitalization
for all three markets will be addressed in a later part of this paper.

As already mentioned, the executives of 10 companies whose shares are traded on the
Belgrade SE completed the questionnaire related to non-financial performance elements;
therefore the basic performance elements related to the exchange market will be presented
on the example of the company with the highest and the company with the lowest score:

1. Nis, a.d. Novi Sad — Shares of the company are admitted and traded on the Prime
Listing, which means that this company meets the most stringent conditions adopted by
the administrative bodies of BSE. The total number of issued shares on 15.1.2014 was
163,060,400 and the price of the share on the same day was 938 RSD. Highest share
price of 1,020 RSD was achieved in April 2013. From August 2010, i.e. the first issuance
of shares, by the end of 2013, the average volume of shares sold amounted to 23,186,
while the turnover amounted to 14,224,440.88 RSD.

2. Voda Vrnjci a.d. Vrnjacka Banja - Shares of the company are traded on the
Open Market. The total number of issued shares on 15.1.2014 was 114, 787.00, while
the price per share was 5,997 RSD. Highest price of 7,000 RSD per share was reached in
January 2013. Since August 2006 by the end of 2013 the average volume (of shares sold)
was 84, while the turnover amounted to 734, 636.23 RSD.

3.2 Regression analysis of the independent variable
financial performance elements

The regression analysis was used for identifying financial indicators that have the
greatest effect on the volume of shares sold. The dependent variable is the volume of
shares sold, i.e. the average value of the shares sold in the period 1.10.2012-1.10.2013.
The independent variables used are values of the following: market capitalization, EPS,
P/E, P/B and ROE as 0of 01.10.2013.
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We experimented with different curves. Regression analysis showed that the given
data are best fitted to linear function. Statistical significance of the regression line is high
(Snedecor’s F random variable is 34.086 and p = 0000). Since this is a small sample,
adjusted R squared is 76.8 and it indicates that 76.8% of the variation of the dependent
variable volume of shares sold is explained by the variations of independent variable
ROE. The Durbin—Watson (DW) statistic is 1.439 and is greater than the upper limit (dg
= 1.32), so there is no positive first-order autocorrelation; moreover DW is less than d <
4-dg < 4-dd (1.439 < 2.70< 3.12) which means that there is also no negative first-order
autocorrelation. Student’s t-statistics is 5.383 and is greater than the theoretical value
t0.05; 9=2.2621; and p=0.000. There is no multicollinearity in the model (VIF=1).

Table 1: Statistical indicators

Model Summary*¢

Change Statistics
Adjusted Std. Error of Durbin-
Model R R Square® R Square Sig. F
R Square the Estimate F Change dfl df2 Watson
Change Change
1 ,889¢ 791 ,768 4835,81158 791 34,086 1 10 ,000 1,431

a. Predictors: ROE

b. For regression through the origin (the no-intercept model), R Square measures the proportion of the variability in the dependent variable
about the origin explained by regression. This CANNOT be compared to R Square for models which include an intercept.

c. Dependent Variable: Number of share transaction

d. Linear Regression through the Origin

Table 2: Presentation of the values of correlation coefficients and collinearity

Coefficients*®
Unstanfiardlzed Standar'dlzed 95,0% Confidence Interval for B Cohr_]ea.rty
Model Coefficients Coeflicients |t Sig. Statistics
B Std. Error | Beta Lower Bound [Upper Bound |Tolerannce VIF
1 ROE |707,778 121,230 |,889 5,838 |,000 433,536 982,019 1 1

The Shapiro-Wilk test for the normality of the random variable was also conducted.
Since the sig. equals 0.549 (> 0.05), the null hypothesis that the random variable can be
approximated by a normal distribution is confirmed. The arithmetic mean of the residual
standard deviation equals zero.

Table 3: Test of normality in residuals

Tests of Normality
Kolmogorov-Smirnov® Shapiro-Wilk
Statistic df Sig. Statistic df Sig.

Error for Number of share
transaction with ROE from ,170 10 ,200° ,940 10 ,549
CURVEFIT, MOD_10 LINEAR

In this case the alternative hypothesis H, is considered. It means that the linear
regression is statistically significant and that both the financial variable ROE and market
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capitalization have a statistically significant impact on trading volume. Based on selected
regression type the elasticity coefficient can be calculated. By introducing substitution
[2] in the formula for calculating elasticity coefficient the following result was
obtained for the linear function: if the ROE changes by 1%, the trading volume will
increase for 94,73%.

Furthermore, based on the same criteria, we can rank the companies according to
the values of this indicator. Companies in which this indicator is greater than 10% have
a high return on equity. In this particular case such companies are NIS a.d. Novi Sad i
Metalac a.d. Gornji Milanovac.

Considering that among financial indicators, market capitalization has a
statistically significant effect on dependent variable volume of shares sold (F statistic
19,25; t=4,865 and p =0,001), this indicator will be used for comparing BELEX with the
stock exchanges in the South East Europe (SEE). The following graph shows the values
of the market capitalization of the stock exchanges in the region; the position of BELEX
compared to other transition countries, some of which are now the EU member states,
can clearly be seen. Based on this graph, it can be concluded that the Zagreb SE is the
leading stock exchange in the region concerning the observed five-year period.

Graph 1: The development of SEE stock exchanges, as measured by market

capitalization
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Source: Annual report for 2012, BSE

Low turnover on BSE is the result of the absence of IPO, as well as the global
economic crisis which has directly affected the domestic capital market. The movements
of the two most significant indexes of BSE - BELEX15 and BELEXLine best represent
the situation on the market. The position of BSE in terms of other stock exchanges can
accurately be determined by conducting a comparative analysis of the movements of
the two mentioned BSE indexes with the movement trends of WSE indexes and SETX
(South East Europe Traded Index). Graphs 6 and7 show the values of the WIG30 index
[3] and SETX index [4]. A profound difference is observed not only in the index values,
but also in the volume of their fluctuation. On 28.12.2012 WIG30 stood at 2582 index
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points, while on the same day BELEX15came to only 520 index points; however, also on
the same day CROBEX stood at 1738 points which clearly indicates that ZSE is steadily
taking the leading position in the region.

Graphs 2 and 3: Movements of BELEX15 and BelexLine observed in a three-year period

BELEXiine - Istorijski podaci BELEX15 - Istorijski podaci

e rednost
1,601 = 901

e AN A

1401 176
1201 ""—J—’.r ‘1 651 W‘%
Aﬁpw& — A

800
07.06. 2109 0601 2604 1608 30.41. 2203 1207 2610. 18.02. T T T

Source: BSE, available at: http://www.belex.rs/eng/ (accessed 10 November 2013)

Graphs 4: Movements of WIG30 Graphs 5: Movements of SETX
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Source: WSE, available at: Source:ZSE, available at:
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(accessed 10 November 2013) (accessed 10 November 2013)

3.3. Regression analysis of the independent variable
non-financial performance elements

3.3.1 The impact of independent non-financial performance
on the KEU sum score

This model identifies which of the key elements of the ISO 9004:2009 [5]standard,
have the greatest effect on the dependent variable overall assessment of KPIs. Scores are
determined based on the results of the questionnaires completed by persons employed in
selected 10 companies, which are relevant for drawing the conclusion on the significance
of non-financial performance elements that are significant for the development of
particular company and its better market position. Assumptions concerning regression
analysis are identical to those used in the analysis of financial indicators.
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Regression analysis showed that the data can be best approximated by logarithmic
function. This was determined by comparing the values of Snedecor’s F statistics.
Four variables remained in the model, namely: learning, performance measurement,
management and priorities for improvement. A linear function was most suitable for
the data. Thus, 6 variables remained in the model; however, linear smooth hyper-surface
had lower Snedecor’s F statistics.

The next analysis shows the results of the linear regression. The variables which
remained in the model were those relating to: learning, performance measurement,
leadership approach and the manner in which the decisions on the improvement priorities
are made.

The correlations between the variables in the model show that there is a
relationship between the dependent variable and independent variables, since the values
of Pearson correlation are higher than 0.3.

Coefficients of determination show that 99.7% of the variations of the dependent
variable overall assessment of KPIs are explained by the variation of independent
variables that remained in the specified model. Given the small sample used in the model,
the adjusted coefficient of determination, i.e. the adjusted R squared, since it is a more
precise indicator, was introduced and its value here is 99.4%. Also, at the end of the table
the value of the DW statistic is given, which is 1.053 and which is within the range of the
DW critical values fork=1andn =9 (dd dg=0.82 =1.32). The test is undefined for the
positive first-order autocorrelation. Since 1.053 < 4-0.82 < 4-1.32 we can also conclude
that there is no negative first-order autocorrelation.

Table 4: Illustration of statistical indicators

Model Summary*
Change Statistics

Model | R R Adjusted 2?1}32“01‘ RS g So T Durbin-

Square | R Square . quare 18- Watson

q q Estimate | Change F Change |dfl |df2 Change

1 ,862* | ,744 ,712 ,05252 ,744 23,218 1 8 ,001
2 ,946° | ,894 ,864 ,03603 ,151 9,997 1 7 ,016
3 994 |,988 ,982 ,01318 ,093 46,330 1 6 ,000
4 998 [,997 ,994 ,00756 ,009 13,232 1 5 ,015 1,053

The significance of each independent variable is p=0.000, which indicates that
each variable has significant statistical effect on the dependent variable. Snedecor’s F
statistics shows that the model, as a whole, is also statistically significant given that
the values of F statistic are F=13.232, and t statistics t1=4,819; t2=3,162: t3= 6,807,
t4=3,638.

Since the variance inflation factor (VIF) is smaller than 5 for all variables in the
model, there is no collinearity.

The testing for heteroscedasticity was conducted and Geisler’s test was applied.
Given that 4 variables remained in the model, all four of them were regressed in relation
to the absolute value of the residuals. The highest Snedekor’s F statistic has the variable
monitoring of results achieved by implementing particular strategies; F = 0.945, p =
0.476. Snedekor’s F statistic is less than the theoretical value of F (0.05; 3; 9) = 3.86 and
p> o, which confirms that there is no heteroscedasticity.
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Empirical data are best adapted to linear regression. The hypothesis on the validity
of assumption on a random variable was tested. The null hypothesis assumes that random
variable can be approximated by a normal distribution. The alternative hypothesis
assumes that a random variable cannot be approximated by a normal distribution. The
Shapiro—Wilk test was applied (small sample). Considering that p = 0.485 (> 0.05),
the assumption on the normality of the random variable distribution is verified. The
arithmetic mean of the random variable is zero.

Table 5: Test of normality in residuals

Tests of Normality
Kolmogorov-Smirnov?* Shapiro-Wilk
Statistic df Sig. Statistic df Sig.
Unstandardized
,179 10 ,200" 934 10 ,485
Residual

Given that all the assumptions of the regression model are fulfilled the conclusion
is that the log-log regression is statistically significant and that non-financial performance
elements: learning, performance measurement, leadership approach and the manner in which
the decisions on the improvement priorities are made, have statistically significant effect on
the dependent variable overall assessment of KPIs (alternative hypothesis H,, is confirmed).

Analysis of the data obtained from survey respondents also implied the analysis of
data relating to the self-assessment of particular quality management segments.

Results of the regression analyses confirm the results obtained in terms of
measuring the impact of the key elements of success, given that in both cases the same
4 companies received the highest ratings; these are: Komercijalna banka a.d. Beograd,
Cacanska banka a.d. Cacak, NIS a.d. Novi Sad and Metalac a.d. Gornji Milanovac.
Therefore, it is not necessary to present the results of the regression analysis. However,
please note that the data are best adapted to logarithmic regression, as well as that the
same variables were used for the analysis of the KPIs and regression analysis.

3.3.2 Impact of independent non-financial performances on
number of share transaction

This analysis has aims to show a correlation between the dependent financial
variable number of share transaction and the independent non-financial variables that
remained in the model: management, measurement , improvement and learning . For
this analysis, we used the classical two-dimensional regression model to investigate
the relationship between financial and non-financial performance, which should be
incorporated into the criteria for the listing of shares on the BSE. By carrying out a
regression analysis between the dependent variable and the following independent
variables, were obtained next results :

1. Performance measurement - Snedekor’s F statistic is F = 1.672 and significance
level p is p = 0.232 , which indicates that the regression line is low, also the adjusted
coefficient of determination (Adjusted R Square ) , which is 0.173, shows that only
17.3% of the variation of the dependent variable are explained by the variations of
independently variable;
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2. Priorities for improving- Snedekor’s F statistic is F=0.160, p = 0.700 ,
adjusted coefficient of determination is 2%;

3. Learning - Snedekor’s F statistic is F = 0.691, p = 0.430 , adjusted coefficient
of determination is 7.9%;

4. Management - Snedekor’s F statistic is F=4.906 , p = 0.058, which is the
highest comparing other independent variables, adjusted coefficient of determination is
38 %.

We can conclude that, in addition to management, none of these non-financial
performance has impact on number of share transaction, which will be proven by
following correlation analysis. (null hypothesis Hy is confirmed)

4. Comparative analysis of the results obtained
from regression analysis

The null hypothesis is that the general criteria for the listing of stocks on the
BSE provide an adequate assessment of both financial and non-financial performance
elements of the issuer. Based on the conducted regression analysis, it was determined
that the financial performance element which has the greatest effect is ROE.

Top rated companies in terms of this indicator are Nis a.d. Novi Sad (Prime
Listing), Metalac a.d. Gornji Milanovac (Standard Listing), AIK banka a.d. Beograd
(Open Market) and Ca¢anska banka a.d. Ca¢ak (Open Market).

In consistence with the non-financial performance elements and based on the
regression analysis performed, even 4 performance elements have the greatest effect on
the dependent variable; these are: learning, performance measurement, management and
employment priorities.

Top rated companies according to this indicator are: Caganska banka a.d. Cacak,
Komercijalna banka a.d. Beograd, Metalac a.d. Gornji Milanovac and NIS a.d. Novi
Sad. The analysis identified drastic discrepancies in the assessment of financial and non-
financial performance elements in AIK banka a.d. Ni§, which has remarkable results
concerning the analysis of the financial report, however its quality management sector
is poorly developed.

Our analysis is more focused on the position of listed companies. Namely, Nis
a.d., as one of the companies with the greatest liquidity whose shares are most traded in
the market and which has the Prime Listing. Although this company is characterized by
outstanding financial performance elements, its non-financial performance elements are
not developed. Although positioned on the Open Market, Ca¢anska banka a.d. holds the
first place according to development of its non-financial performance elements, as well
as the first four places referring to the rating of its financial performance elements.

Therefore, one can say with full confidence that there is no agreement of financial
and non-financial performance elements in terms of their importance for ranking of
companies on the BSE (general hypotheses H | and H,, are confirmed). This is also
supported by the testing of the hypotheses concerning the correlation analysis of
the relationship between the volume of shares sold in the stock market and financial
indicators and the relationship between the volume of shares sold and the non-financial
indicators. Rank correlation coefficients show that there is not even moderate correlation
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between the volume of shares sold and non-financial indicators (the null hypothesis H
is thereby confirmed). These coefficients together with their statistical significance are
shown in the table below. The only exception is the following: there is strong correlation
between the non-financial performance element management and the dependent variable
volume of shares sold which is confirmed by the Spearman’s rank correlation coefficient
of Rs = 0.578 and p = 0.08. (null hypothesis H,, is confirmed)

Table 6: Spearman’s rank correlation coefficient

Correlations
Number of share transaction
Correlation Coefficient ,578
Management Sig. (2-tailed) ,080
N 10
Correlation Coefficient -,268
, Performance Sig. (2-tailed) 454
Spearman's measurement N 10
AN Correlation Coefficient ,036
rho }’rlorltl'es for Sie. (2-tailed) 02
improving N 10
Correlation Coefficient ,052
Learning Sig. (2-tailed) ,886
N 10

As far as the financial performance elements are concerned, only the value of
the Spearman’s rank correlation coefficient referring to the dependent variable number
of share transaction and the financial variable ROE was found statistically significant.
Therefore, we obtained Spearman’s rank correlation coefficient of Rs = 0.533, p = 0.05.
This coefficient indicates the existence of strong correlation, which was also confirmed
by the significance level of p = o = 0.05. (alternative hypothesis H,, is confirmed)

Conclusion

Based on the research conducted, analysis of the questionnaires and the results of

the statistical/econometric analysis, the following can be concluded and/or suggested:

e Comparative analysis of the situation on the BSE with that on the WSE and
the ZSE, respectively, brings us to the conclusion that the absence of the IPOs
in the privatization of public enterprises in the Republic of Serbia led to a
major collapse of the domestic capital market compared to markets of other
transitional countries in the region;

*  One of the biggest constraints concerning this research is the small number
of surveyed companies, as well as the limitation to a single capital market.
Since the comparative analysis referenced the BSE against the WSE and the
ZSE, future research will include companies from these two foreign markets,
i.e. the companies from the WSE and the ZSE will be selected and surveyed;

*  Analysis of financial performance elements should be expanded to include a
few more ratios which would make the analysis more detailed, such as ROA
(return on assets) and ROS (return on sales);
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*  The volume of literature on this topic is very modest and there is obvious
lack of studies on the analysis of the financial indicators of public companies,
given the very small number of authors in the country and abroad interested
in this topic;

*  The analysis included only two companies headquartered abroad, so it was
not possible to conduct such comparative analysis where the companies
would have been divided into two groups: the domestic and the foreign ones;

Based on the performed analysis, the following recommendations can be offered

to the companies, as well as the stock exchange executives:

e The results of the analysis indicate that non-financial performance elements
of the issuers are not included in listing conditions. However, the inclusion
of such indicators would raise the awareness of the management of listed
companies on the significance of improvement of non-financial performance
elements. In addition, those companies investing in non-financial performance
elements would receive additional encouragement to apply for the Prime/
Standard listing.

* Recommendations to management of AIK banka a.d. Nis, is to invest effort
and resources in developing quality management system, as it will also be the
investment in improving numerous financial performance elements.

»  Recommendations to management of Cacanska banka a.d. Cacak is to apply for the
Standard Listing as soon as possible, given that the results of the analysis conducted
in this paper confirm the excellent ratings of their both financial and non-financial
performance elements. It should be noted that the perspective investors would
conduct almost identical analysis and arrive at the same conclusion. Thus, they
would most definitely invest their money in the purchase of the bank’ shares.
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Endnotes

1. For more information on the listing conditions please see: http://www.belex.
rs/trzista_i_hartije/uslovi.

2. Ey=yxily’ =bl*xi/bo+blxi, za i=1,2,3....n

3. WIG30 is a capitalization-weighted stock market index of the thirty largest
companies on theWSE

4. SETX is a capitalization-weighted index consisting of blue chip stocks traded
on stock exchanges in the region of South East Europe. Currently the SETX
includes stocks listed in Bucharest, Ljubljana, Sofia, Belgrade and Zagreb

5. For more information on the contents of the standard please visit: http://www.
ekfak.kg.ac.rs/sites/default/files/nastava/Novi%20Studijski%20Programi/
[11%20godina/MenadzmentKvalitetom/ZavrsniRadovi/SRPS%201S0%20
9004.pdf
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POREDENJE EFIKASNOSTI JAVNOG I PRIVATNOG
SEKTORA- DA LI SU BIROKRATSKE PROCEDURE IZVOR
NEEFIKASNOSTI ?

Apstrakt

U ¢lanku se upucuje na vaznost istrazivanja dimenzija javnih politika koje
ukazuju na koji nacin, u kakvim odnosima i u kojim oblicima se odlucuje o
obezbedivanju i koris¢enju redstava za javnu potrosnju i kakav je polozaj pojedinih
subjekata u tome kroz iskustva azvijenih drzava. Ukazuje se na slozenost javnog
odlucivanja i da je za razumevanje logike javnog upravljanja bitno sagledavanje
uloge birokrata- drzavnih sluzbenika. Takode, troskovi zarada cine skoro cetvrtinu
ukupnog trosenja drzave , a predstavljaju nefleksibilan, a cesto i neefikasan nacin
da se obezbede potrebe privrede i gradana u sferi javnih usluga. U radu ce biti
analizirano stanje u javnom sektoru Republike Srbije sa posebnim akcentom na
stvaranje nove strateske orijentacije javne uprave gde bi se modernizacijom rada
troskovi rada smanjili, a fleksibilnost rada i uc¢inak drzave povecali. U zavrsnom
delu ukazuje se i na promene drustvenih stavova, odnosno javne rasprave ponekad
ukazuju na to da ljudi imaju preterane zahteve prema politickom sistemu i nerealna
ocekivanja, tako da mozemo zakljuciti da je u godinama koje slede zapravo
potrebno formulisanje razumnih pravila i ogranicenja za budzetske procedure na
zakonskom nivou, Sto upucuje na moguce okvirenovih istrazivanja u specificnom
kontekstu javnog upravljanja u Srbiji.

Kljucéne reci: javna dobra,  konkurentnost, efikasnost, racionalizacija,
birokratske procedure

Introduction

The public sector exists in every state and its purpose is to enable the public
apparatus functioning and to render public services and goods. The public sector activities
comprise the legal system establishment and maintenance, public goods production,
public education, health care, public enterprises. The public sector efficient functioning
is an important factor for the maintenance of macroeconomic stability, economic growth,
standard of living and social welfare. The lack of public sector efficient functioning is a
source of severe disruption of the total economic functioning. The public sector in Serbia
is generally seen as oversized considering the needs and abilities of the economy and
citizens which finance it. It does not match the level of Gross Domestic Product (GDP),
and its every change, either positive or negative, has a direct impact on the state of
economy (Andeli¢, G, Pakovi¢ V. 2013, pp.63-76). Rationalization, salary cuts, public
sector reorganization and public enterprises restructuring are important postulates for
the national economy maintenance. Nevertheless, the state must not neglect social and
health care, as well as the retirement system. Therefore it is necessary to cease the social
policy led by hiring people in the public sector. Instead of that, the public sector should
be transformed so that the number of the employed becomes optimal. What must be
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understood is that the employees in the public sector are there not to earn their salaries
but to render services the citizens need — administrative, educational and medical - and
that they are paid for it via taxes. Therefore it is necessary that the level of these services
be as high as possible and at a low price.

It is very important to raise the issue of the public sector efficiency — the more
efficient public sector is, it will spend less of the public funds, and its results will be
better. Countries with inefficient public sector (especially the Republic of Serbia, as
the efficiency research in post-transition countries shows that Serbian public sector is
the least effective) can perform reforms using a set of different measures (introducing
the competition in rendering services, giving concession for building the infrastructure
or partial privatization and decreasing the public jurisdictions) which would decrease
the necessary allocations for the public sector, and increase the quality of services that
public institutions render to the citizens.

The complexity of public management

Everybody who follows the media comes across shocking stories about state
inefficiency where a wrong policy of procurement is usually underlined. Such information
comes from private sector. Apart from the data suggesting the state inefficiency, there are
some specific assertions in these allegations. The comparison between the costs in public
and private companies engaged in the similar activities indicates lower costs in private
sector, regardless of the activity in question — housing, preservation of the environment,
bus transportation or the processing of payroll (Arsi¢, M, 2010, pp.142-5). Despite this,
it is difficult to obtain the data on the state inefficiency. In most cases, public and private
sector do not produce the same goods, which makes it difficult to compare directly. When
they do — as in the case of education — it is difficult to measure inputs — in education it
is the quality of the students (but tests adequately show only some of the dimensions of
what the students achieved, while the creativity and moral values encouraged by schools
are usually left out).

French public enterprises have been seen as paragons of efficiency for a long
time. For example, French Electric Company built nuclear plants in the whole country
using the same project and thus considerably cut the costs in comparison with American
nuclear power plants which were built using different projects (R. Musgrave, 2010,
pp-28-29). One of the most illustrative comparative studies on productivity is the study
on comparison between two railway companies in Canada, one being privately-owned
and the other state-owned. This research showed that there was no significant difference
in efficiency between them. It is clear that the competition gives them a strong stimulus
to be efficient.

The public sector in Serbia has been under constant fire for fifteen years. The main
argument of this attack refers to its ‘inefficiency’. That is, considering the fact that the
services provided by the public sector are not on the market, operating losses appear,
which is then financed by budgetary subsides, meaning, with the money mainly obtained
from taxes or borrowing (Dimitrijevi¢, Cvetkovi¢, 2010, pp.123-9). Critics believe that
if these services were rendered on the market, the budgetary losses and tax burden would
decline, while the quality of services would increase. Is it really so?
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The logic of the public sector functioning and organizing in the Republic of Serbia
has not changed significantly over time, although the society has gone through major
changes. In other words, the public sector has not adapted to the changes of institutional
design, social awareness and market flaws. If we analyze the period from 1920s, we can
come to a conclusion that the state of affairs in the public sector, for those employed
there or cooperating with it directly or indirectly, is far better in comparison with the
privately-owned sector of the economy. A large number of public enterprises operated or
still operates with losses, but their employees have significantly higher position than the
average of the economy taken as a whole. Practice shows that public enterprises mainly
operate with losses, and the same public enterprises pay high wages to their employees
(Veselinovi¢, 2014, pp. 143.).

. There are several reasons to expect that public enterprises will be systematically
less efficient than the private ones. This fact is associated with incentives and limitations,
both on the individual and organizational level.

Organizational subsides

Considering the fact that profit is not the impeller, public enterprises have little
impulse to increase the productivity. In fact, these enterprises are usually propelled by
the reasons harmful for the productivity — for example, providing positions for workers,
especially in domains with the problem of unemployment. In some countries, public
enterprises do not even have to care about losses, as they cannot go bankrupt, and all
losses are compensated from the state income. In other words, they follow soft budget
constraint (J. Stiglitz, 2009, pp.78). They also often do business surrounded by limited
competition. The conclusion after a series of analyses conducted by the Ministry of
Public Administration and Local Self-Government in Serbia in 2014, and based on which
a new strategic orientation of the public administration in Serbia is to be created, is that
there is a significant potential to decrease the labor costs and increase the labor flexibility
and state effect by implementing better discipline and work organization, as well as by
modernization of the public administration operation (MDULS, May 2014, pp. 6)

HR limitations

The concern that state officials can abuse their position and power at the expense
of tax payers which can be forced to pay the services more than it is necessary led to the
implementation of numerous constraints.

Private companies can hire whoever they want and give them whatever salary
they wish, and if the company pays someone more than they deserve, it is at the owner’s
expense. However, if a state agency pays someone more than they deserve, it is at the
expense of tax payers. Dishonest work of state officials is a particular issue (fairness is an
important factor for public confidence). Therefore rules for the state services should be
strict, which would ensure that the state hires and promotes the most qualified individuals,
as well as pays them properly. These rules are very important, but also very rigid. A state
agency has a problem laying off an incompetent employee, and this decreases incentives.
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The state cannot compete with private companies regarding employment of the most
qualified people, as it requires big salaries, much bigger than people with the same
qualifications can be offered in the state sector.

In the upcoming period, three types of analyses are necessary for defining public
administration optimization possibilities and improving its efficiency, with minimization
of side effects. Firstly, detailed functional analyses will, on one hand, determine to which
extent it is possible to eliminate the duplication of functions in institutions (including the
fusion of agencies and bodies with ministries), and on the other hand, establish which
new jobs are necessary and to what extent.

Then, there is a need for the analyses of the organization and territorial layout of
work and positions in the public administration, especially health service, education,
justice and security, as well as the coordination of work between central and local level.
Typically, the surplus of workers in regards to the actual need is larger in the places
where economic and demographic trends are in decline, which means that this analysis
requires a designed policy of regional development, too ( EU FWC project, 2015).

The third type of analysis implies the decision on the extent and methods of the
introduction of private and nongovernmental sector in rendering public services, as well
as on policies and measures which can contribute to direct transfer from the public to
private sector (MDULS, May 2014, pp.8-14).

Procurement constraints

In order to avoid misuse in state procurement of goods and services on which
billions of dollars are spent every year, the USA established procedures which prevent
the damage of the state, although these procedures themselves sometimes lead to costs
increase. In the case of one jet engine, these procedures increase the costs by as much
as a third, according to the reports. In many regions, there is an insistence on auction.
However, in order to do that, the state needs to define in detail what is being bought. For
a T-shirt it can take thirty pages of a densely typed text, with all the details on the quality
of yarn, model, etc. (H. Rosen, T. Gayer, 2009, pp.124-9)

However, as these specifications usually differ in many things from those that
factories use for the private market, there is a need for a distinct production. A relatively
small number of companies will consider coordination with all state regulations to be
worth the effort, so the competition will be limited, and the bid prices will reflect high
expenses of coordination with state specifications. Due to this, in the end the state can
pay much more than it would for a similar product from the regular production.

The overall reform of the public procurement systems in Serbia started with
adoption of the new Law on Public Procurement in December 2012. When the law came
into effect, legal standards in this domain were largely coordinated with the EU legal
acquis. The key principles of the EU public procurement functioning are the transparency,
equal opportunity for all bidders, free competition and the prohibition of discrimination.
Also, public procurement is a separate chapter in the EU accession negotiation process.
It takes complete practical application of the new rules for the ambitious goals stipulated
in the law to be achieved. According to the latest report of the Public Procurement
Administration, the transparency of the public procurement procedures has significantly
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improved thanks to the new Public Procurement Portal. The success of the Portal is
reflected in the increased number of the registered users; considerably increased number
of tenders published on the daily basis, as well as in the more frequent daily visits to the
Portal.

Unitary public procurements of basic office supplies for central state bodies under
the Administration for Joint Services of Republic Bodies have been introduced, as well
as unitary public procurements of medications for public hospitals and community health
centers financed by the Republic Fund for Health Insurance.

The control of the law implementation has also been improved. New ways have
been introduced to enhance the integrity and transparency of public tenders through
yearly procurement plans and purchasers’ internal acts which precisely regulate the whole
procedure and the parties in the liability chain. As for the legal remedy, the Republic
Board for Rights Protection has considerably strengthened its institutional capacities.
With the application of the new jurisdictions it notably strengthened its credibility, too.
The application of the new rules led to the first humble, still positive results which will
have to continue in the following years. Thus the share of public procurement overt
procedures, which are also the most transparent ones, has gone from 54% in the first
half of the last year to 79% in the second half of the same year. The share of procedures
without publishing the invitation, which are the most prone to corruption, fell from 24%
in the first half of the last year to 11% in the second half of the same year.

The major challenge is ensuring constant and consistent application of all
measures designed by the new law, with strong governmental and institutional support,
especially the support of the State Audit Institution (DRI), the Anti-Corruption Agency
and Council, as well as the Protection of Competition Board.

Budgetary constraints

Another thing which distinguishes state enterprises from the private ones is
budgeting, especially when it comes to long-term investments. Airline companies took
many years and millions of dollars to develop their systems for tickets reservation, but
they could easily allocate funds for what they knew represented important investment
in basic funds. Air traffic control system preventing planes collision is mainly under the
jurisdiction of state bodies. Keeping pace in constant modernization of the technical
equipment due to enormous increase of air traffic requires large investment. However,
state budgets are approved once a year and considering budgetary constraints there
is never enough money allocated for the quick modernization financing. State bodies
do not see this issue as an enterprise estimating income on investment. With the
implementation of the Law on Budgetary System, in 2002, the ‘infrastructure’ was set in
the process of public funding reform and in accordance with the accepted international
budgeting methodologies and practices. So far, the application has been characterized
by establishing a unique budgetary and accounting system and consolidation of data
associated with public spending, the implementation of treasury as a new institution in
public funding system, as well as creating the environment for effectuation of budgetary
discipline. However, the model of budgeting as a classic financial and accounting form of
business events record failed to give the right insight in the financial effects of the chosen
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priorities of state management, or adequate monitoring of public authorities realized
strategic activities, programs and projects. Thus the entire system became even more
bureaucratic, so the legislator tried to introduce the concept of program budget from 2006
which was successful in five pilot-ministries in the Republic of Serbia. The enactment of
the new Budgetary System Law in 2009 was supposed to be a significant step towards
the strengthening of the role of budget as an instrument of strategic management in
the public sector. However, the Budgetary System Law, based on the article 112 of the
regulation referring to the program part of the budget, stipulates that the program model
of budgeting shall be applied in total starting with Budgetary System Law enactment and
Local Authority Budget Decision for 2015. Serbia should give up the incremental linear
budgeting approach and start applying a model that will connect the planning process
with the process of goals and activities determination, that is, which will aim at achieving
optimal funds allocation in the process of choosing a desirable managing goal. Unlike
classic budgeting approach, where place, type and domain of budgetary funds spending
are clearly defined, in program budget schema there is another category — ‘the holder of
the costs’. These are budgetary programs and projects to which the activities and costs
are allocated for the purpose of achieving a particular strategic goal in practice (The
Ministry of Finance RS, Bulletin, 2013b, pp.6-37).

Bureaucratic procedures

There is a series of characteristics usually associated with bureaucratic behavior.
Although they may not get bigger salaries for the increase of efficiency, bureaucrats often
seem to enjoy the power and prestige which come from the fact that they work for the
state. The problem that Niskenen ( J. Stiglitz, 2009, pp.84-90) pointed out — that state
bureaucrats can act in their own interest and not in the interest of the citizens they were
appointed to serve to — is one of the examples of general issues known as the problem
of principal and agents relation. The problem between principal and agent is an old
question of how one man can get another to do what the first one wants. Here we have
an issue of how citizens (principals) can get the office-holders, state officials (agents) to
act in their interest. The corresponding problem in the private sector is how shareholders
(principals) can get their officials, managers and company workers (agents) to act in their
interest. The problem between principal and agent is present in every organization, either
state-owned or private. Managers always have problems getting their employees to act in
accordance with their wishes, and if the manager is not the owner too, the owners have
problems assuring that managers act in their best interest.

The employees control problem is especially drastic in large organizations, and
the manager control problem in large corporations where there is no majority owner is
perhaps equally serious as in state enterprises. When it was state-owned, the company
‘British Petroleum’ functioned slightly different than any other large oil company with
diffuse ownership, like ‘Texaco’ (although in a certain way both organizations could
act differently than a large oil company controlled by a family such as Getty). What is
the difference between the situation where a company is owned by private shareholders
and when it is owned by a single shareholder, the state? There is an opinion that
public enterprises managers can act like private enterprises managers to a large extent.
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In both cases they have carte blanche to a large degree, which often enables them to
follow personal at the expense of public interests (in the case of public enterprises), or
shareholders’ interest (in the case of private companies). These attitudes have recently
been confirmed by frequent redemptions of a large number of shares of one’s own
company at prices much higher than the market price, from the shareholder who planned
to take them over (so called ‘green mail’). Such payment from the corporations’ treasury
and the commission fees which companies’ management tried to incorporate in the
statutes in order to impede taking over of corporations, preserved the prerogatives of the
management but at the expense of shareholders (Nielsen, 1996, pp. 97).

In large organizations the problem between principal and agents is never completely
solved. The most efficient ways of stimulation are rewards for ‘good’ behavior’ (often
financial) and punishments for ‘bad’ behavior (lay-off). Despite the fact that both public
and private sector face problems with determining the incentives that would completely
solve the problems with agents, these problems appear to be much bigger in the public
sector, partly because state agencies are limited regarding the possibilities of rewarding
their employees. Bureaucrats’ wish to increase their budget perhaps offers an explanation
for many aspects of bureaucratic behavior. Another important aspect of the incentives that
bureaucrats receive can explain other forms of their behavior in the best way. Despite the
fact that bureaucrats’ salaries need not to be directly connected with their effectiveness,
their long-term promotion at least partly depends on their success at work.

A bureaucrat can avoid the responsibilities for mistakes by following certain
procedures which ensure that others check all his/her actions. Although this process of
joint decision making also decreases an individual’s possibilities to take credit for any
success, bureaucrats seem to accept this kind of trade off. It is usually said that they
exhibit aversion to risk. That is what partly forms the character of the bureaucracy —
everything has to go through certain channels (so called ‘bureaucratic routine’).

There are additional two factors that contribute to the domination of bureaucracy.
Firstly, most of the expenses caused by risk avoidance are not borne by the bureaucrats.
Instead, these expenses are borne by the entire society, through taxes needed for paying
extra staff. Those who deal with bureaucracy are forced to pay extra expenses caused by
the delay of ‘paperwork’, etc. In fact, some say that bureaucrats enjoy the bureaucratic
process (Nielsen, 1996, pp. 97)

The domination of strict rules which stipulate that every proposition must be
approved by several individuals has its good side too. It is not only the consequence of
bureaucrats’ urge to follow their own interests but also something that naturally comes
from the connection based on the trust between bureaucrats and the funds they allocate.
This means bureaucrats do not spend their own money but public funds. It is a common
opinion that an individual should be more careful when spending other people’s money
than his own. Therefore greater precaution means observing certain rules which assures
that funds are not spent according to any individual’s interest. As the approval needs to
be given by several individuals, usually no one of them has the authority to conclude an
agreement at a price bigger than the one on the market and take bribes for it.

As an example of bureaucratic procedures the Cost-Benefit Analysis and
environmental reports can be examined. These procedures have a clear purpose. On the
other hand, as the data for a clear estimation are rarely available, such examinations often
turn into formal reports with predictable results. Such reports are sometimes used by the
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opponents of a certain project as a foundation for the attempt of its delay. Thus the costs
increase to the level where the project is no longer economically feasible. These delays
are social loss.

An often argument against the public sector has to do with its cumbersomeness
in regards to the number of employees there. Comparing the number of the employed in
public sector and the total number of employed we can get the figure of 45%. However,
such comparison covers up the fact that the public sector is not too large as it is, but the
total number of the employed is too small (over a half of people capable of working
are unemployed). According to the Serbian data 1.95 % of people out of the entire
population work in the education sector, while the European average is 3.46%. The
percentage of people in health and social care is 2.24, whereas the European average is
4.74% (https://libek.2014).

In the public sector analysis the key question is which size and structure of
Serbian public administration expenses make this sector efficient in comparison with EU
member states and neighboring countries as well. In order to take observation on fiscal
behavior and economic structure of a country as norms, we have to define separately
which public policies are being conducted, that is, which are the desired outcomes of
defined public policies. The fact is there is no unique and optimal size of public sector
as every country in a certain period should estimate the optimal size of public sector.
For the approximation of the public sector size in different countries the data which
are mainly used are those on the number of people employed in the domain of public
administration, defense, mandatory social security, health and social care (The Ministry
of Finance of the Republic of Serbia, 2013, pp. 24). According to the given indicators,
the public sector in the Republic of Serbia does not depart from that in the EU states,
which of course does not mean that its size is optimal, or that the number of employees
in certain segments of public sector is too large, while in some sectors the number of
the employees is not adequate. When we talk about large, sluggish and ‘restraining
Serbia’ we also talk about large public sector wages costs. Expenditures of the wages,
that is, salaries of the employed in public sector in the Republic of Serbia make almost
a quarter of the total public expenditures, while they make around 12% in the context
of GDP (Eurostat, RBS, 2014). Nevertheless, it should be considered that a large step
towards the reduction of wages costs was taken last year in October (public sector wages
were cut by 10%). However, it is important to underline that these reductions in public
administration should not be implemented only for the sake of saving and rationalization,
but predominantly because of modernization. Because wages for full-time and part-time
jobs are used as a measure of number of people on fixed positions, that is, of people
who do the same job every day. The description and practice of such jobs are very
difficult to change. A modern country today needs to be able to change quickly, as in
today’s dynamic, global surroundings jobs quickly become less important, redundant or
outdated. A modern country needs to invest frequently, not only in classic infrastructure,
but in informational and communication technologies, new ways of work, new skills and
solutions. These are exactly the costs of public administration that represent wages for
some citizens, but also provide better services to the society (MDULS, 2015, pp.13).

Still, the field of political battle is not very simple, but the public sector defense
is important, among other things, because less availability of public services, that is, a
smaller number of the people employed and smaller salaries, means decline of economic
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activity, as then the spending declines too, and thus fewer services of the public sector
for all others (Mihajilovi¢, Mihi¢, Radenovi¢, 2013, pp. 168-176).

A radically different approach would mean defense of the workers and their
social functions in public sector, a greater participation for ‘users’ themselves, citizens
in management and decision making in public sector. It is completely obvious that
the structure of the employed in the public sector is top heavy, meaning that there is
a great number of managing positions and a large gap between these positions and the
workers’ salaries, as well as additional income for the participations in different board
and committees. The first step could be the increase of income tax rate, as it does not
participate much in the budget as it is.

Conclusion

The results of many studies show that the public sector in Serbia is too large and
expensive in comparison with the countries in the same region and that its results are very
poor. At the same time, this means that Serbia renders very poor services to its citizens, and
uses more resources than necessary for this. That is, the level of public services, according
to 2014 data, could be rendered with much lower public spending of 33.7% of GDP if the
efficiency of the system rose to the maximum, which makes almost one third of the current
public expenditures estimated at 48.3% in 2014 (https.://libek,2014). The most frequent
argument against the public sector refers to its ‘inefficiency’ and ‘wastefulness’. As the
services rendered by the public sector are not at the market, there is no competition, so
bureaucrats do not take care of expenditures, that is, they make losses which are then
compensated from the budget (with the tax money or by borrowing). However, as all public
sector services cannot be the part of the private sector, the question that arises is whether the
public sector should function on the efficiency principles anyway. The market efficiency
criterion measures only the financial gain and losses, and disregards social effects, social
gain, etc. If we look at health services we can see that operating below the level of available
health care and budgetary financing actually means that health services are also available
to the citizens with earnings below the average. This would not be the case if the prices
of private clinics were generally used. The same goes for communal services. It should be
emphasized that private businesses and entrepreneurs are not the only ones who fill in the
budget. The income tax also refers to state enterprises operating with profit. Then, public
sector employees also have salary deductions and they spend their earnings on goods for
which they pay VAT and excise duties. All this shows that we should think carefully when
the answer to liberal pressures should be salary reduction, because the reduced spending of
the public sector employees due to salary reduction also causes the decline in their financial
and social welfare, with the already poor social standard in Serbia.

If the efficiency of the public sector tax increases, high budgetary deficit can
decline, without the public services quality decline, or even with its rise. It is also
believed that the public sector efficiency increase would make room for the decrease
of high tax rates which impede the private sector development and new employment.
All this suggests that there is a room for the private sector improvement. The state
intervention should obstruct the market as little as possible without external, usually
negative, effects, which are rarely included in the investment expenditures and often
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completely neglected. According to the transition indicators of the European Bank for
Reconstruction and Development and the international competition indicators of the
World Economic Forum, Serbia falls behind the successful transition countries. Serbia
based its economic growth more on the domestic spending growth and import than on the
reforms and competition. (Maksimovi¢, 2012, pp.102.).

The public sector changes have their institutional, reform and social aspect. This
paper shows the way we should think when it comes to the public sector operation, and
that reform course means the improvement of public enterprises corporative management
and the strengthening of the professionalism of public enterprises executives.

Budgetary programs should become key information carriers and the managing
instrument in the exercise of public authority system. These should help the integration
of different elements which should form a unique managing system that will provide:

*  clear definition and exhibition of the public authority goals

+ identification of the alternative ways of achieving goals in practice by

different activities of budget users

*  determination of the costs and benefits for every alternative solution

separately;

+ selection of alternatives according to the maximum net worth and net social

benefit of the budgetary program

The introduction of program budget is a demanding task for the public sector
organizational systems in the Republic of Serbia. Besides, the advantages of this
budgeting model are not immediately visible in practice. For this model to be adequately
implemented it takes a significant reform in the operation of the managing structure
units of the public authorities and permanent work on the state officials and executives
training. What is also necessary is the improvement of strategic and operative
methodology, analytical capacities development and precise definition of jurisdiction
and responsibilities for the budgetary program implementation. In fact, the process of
budget planning and making should be coordinated with the public sector management
methodology, and this takes many years of careful, systematic and professional work.

Of course, numerous open questions regarding the ways of operating improvement
as well as the model and form of the public sector financing, still remain connected to
this topic trying to find the best way to obtain certain managing goals and the results
of public operation, but also the awareness of the price and the final effects of certain
projects in practice.
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Introduction

Total economy of entities, including the economics of sustainable development,
is a privilege to owners of capital on which it is, of course, and the way of solving
the problem of sustainable development. The determining factor on which depends the
behavior of the capital owner in this area is the level of profitability of invested capital.
Without sustainable development in the future economic entities and consolidated
subjective factor there is no question of a well structured productive force as the main lever
of his integral development. Hence in all economic conditions the issue of sustainable
development more attention is given as well as to engagement of the necessary resources
for its implementation.

However, it was a mistake to think that the solution of the problems of sustainable
development has only social dimension. On the contrary, everything that enters into the
complex issues of sustainable development (some investment in it, caused deviations in
this area, either temporarily or permanently eliminate the investors from this process)
directly or indirectly affects the economy entities, and therefore the partial and total
quality of its economy. Therefore, sustainable development is primarily a socio-economic
category and the scientific conference hit its purpose when it decided on the basic theme
“sustainable economic development”.

On the other hand, such a scientific conference gets right to the specific weight
precisely because it is being held in Belgrade, in the economically strongest region in
Serbia, in which the entities solve the mentioned problems with the utmost interest of
investors, direct capital owners and direct users of sustainable development. They, in
their own name and for its own account, should identify the depth and breadth of the
problem of sustainable development, to thoroughly look into all its aspects, and on the
basis of it all returns and optimal business decisions affect the overall quality of business
and labor

However, to be able to exercise this inviolable right to decide on this important
issue, they must be on time, objectively and comprehensively informed of all the facts
that influence the relative category of sustainable development and all the positive and
negative repercussions associated with it. This is usual, in line with the view that the
whole society and the entire organized market economy development and the realization
of its development goals and may be based on a well established information system
and its functional subsystems. Thus, when it comes to the management function of
sustainable development entity, it should be noted that the realization of its development
goals and score them can not be done without relying on adequate information system
and its indicators.

It is therefore necessary to observe, in that sense, the current situation, it is objective
to assess and point out all the necessary things to do to get it refined and improved in
order to achieve the most favorable social results.

Management of sustainable development entities function

When it comes to managing the function of sustainable development in the
entities and making optimal decisions for optimal economy (as an integral part of the
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economy), it should be noted that the solution of this problem is based on the use of
several information subsystems. These are: operational records, statistical records and
accounting records.

Business - task of operating records is reduced to the registration of the natural
indicators (ie. quantitative) of all that relates to sustainable development, such as the type
and number: specific funds, the number of engaged on issues of sustainable development
and the like.

Such operational records shall be kept in individual acts of entities and serve
mostly for their internal information needs, and rarely are delivered to management
in general - the human resources for collation of relevant reports vault. Regardless
of the lack of coordinated and documented the operational records, may nevertheless
conclude that it is as certain information subsystem most widespread and that in terms
of sustainable development tool (for more input and less output elements) provides
competent management as relatively sufficient information to undertake necessary
operative enterprise. However, it must immediately be noted that these records - given
its-kind character - do not provide information on which can be viewed economics of
sustainable development, much less economic repercussions arising from the formation
of'the costs caused by the activities of sustainable development. And that means that these
operational records also can not serve as a solid and objective basis for management and
decision making in all aspects of the economic function of sustainable development and
its reflections on the overall economy entities.

The statistical records, as a subsystem of integral Information System entities are
even less able to serve as a reliable basis for management and decision making on the
functioning of sustainable development, especially for the understanding of the costs
on the basis of sustainable development entities. The reason for this, as it comes down
to filling prescribed statistical forms, which are sent to professional services entities,
and relevant statistical institutions. These forms are more or less uniform and misfit
specifics of the entity, and are often filled mechanical and routine, which has the ultimate
consequence of the false vault statistical indicators that are constructed in the statistical
institutions. This information is presumptive character, unrepentant very little used by
management entities (ie. for their internal needs). Therefore, this information subsystem,
especially when it comes to functions of sustainable development - in all its economic
input and output elements - no more significance for shareholders and for the adoption
of their direct decisions of vital interest to the economics and quality of business entities.

The accounting records, as a special information subsystem, is certainly the most
important part of an integrated information system entities. This, above all, is because
it consists of value indicators and to all those operations and transactions affecting the
economic integrity of the entity, and therefore on all inbound and outbound economic
determinants (investment and effects) of complete economic system. Since the function
of sustainable development an integral part of the economic system rounded entities
(with their input and output elements), this is it such economic category as a whole, which
includes the accounting information system. The accounting records with the widest and
most comprehensive database of business information in general. This stems from the
recognition that accounting has the function to monitor and record all events and all
operations that take place in the process of business entities and to reflect on the quality
of its economy and ultimately business results. Consequently, the accounting records
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and provides all the information that express the financial investment in sustainable
development, as well as all the negative repercussions arising from the adverse effects
resulting from sustainable development entities. In a word, accounting records - as a
specific and coherent system of values - should provide information relative abundance of
particular importance for the efficient functioning of an integrated system of sustainable
development and all its functional parts and effects on the effects of business entities.

However, as part of a very complex and comprehensive accounting records, of
particular significance are: chart of accounts, balance sheet and income statement.

Chart of accounts' is a method and an instrument of rational and efficient
systematization account (accounts), which should allow the registration in the accounts
of all relative points and parts of the process of business and labor entities. This provides
a real insight into his periodic conditions, dynamics and ultimately business results as
an expression of the quality of the economy. Therefore, it is better to say that the chart
of accounts is a system account that synthesizes qualitative, quantitative and value
indicators of the quality of the overall business process and work (and therefore of
sustainable development as the complex input and output elements in this business).
Accordingly, such a complex function of the chart of accounts causes its specific
characteristics, which should make it a particularly important source of information for
the effective performance of the functions of sustainable development, as well as the
objective basis for the continuous scrutiny, evaluation and modification of the policy of
sustainable development and possible revision of earlier business decisions in the area of
operation of capital owners.

Chart of accounts especially enables efficient:

 control of material business (stock),

* control of the situation and trends of fixed assets and

» control of costs, expenses and income.

All of the above mentioned should provide a complex insight and control of
materials and fixed assets (equipment), which requires sustainable development, as
well as control costs incurred on the basis of the activities undertaken and measures for
sustainable development.

However, in the present circumstances the official chart of accounts is not as
systematic, especially in its analytical aspect to providing fast and accurate information on
the most important elements of sustainable development and the negative repercussions
for the owners of capital. Chart of Accounts does not have a special synthetic, nor
analytical accounts in which to record the information on a very important element for
conducting effective policy of sustainable development. Thus, the missing accounts of
the impact on sustainable development, such as:

* unsustainability of the existing volume of economic,

e inequality created by the existing market structure,

* frequent changes of models of production and consumption,

* more intense competition,

* causing loss of decision with regard to sustainable development and

e withe role of businesses and the impact of other sectors on sustainable

development.
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Consequently there is no value-information on all investments in this function,
which is part of the whole business entities, which certainly prevented a rational policy
of sustainable development by the owners of capital.

Also accounts on which are registered data on the costs incurred in connection
with sustainable development are relatively poorly represented in the chart of accounts.
It seems to us that the number of accounts that record expenses incurred in connection
with sustainable development, is not satisfactory and does not allow the owners of
capital pun and realistic insight into all costs as inputs in the process of business entities.
They remain invisible and blurred many of the events that have a decisive influence
on both the development of the subjective factor in the operating process, and the final
output elements of this process. In a word, the existing chart of accounts available on all
accounts (synthetic and analytical), which can provide complex information about the
effects and all the defects of sustainable development, and therefore of all positive and
negative repercussions for the final operating results of the entities and the general and
common interests economy and society.

Balance sheet? by its basic character represents the main character in the density
of periodic nu global financial-material information about the entity. The balance sheet
must be realistic to be: value synthetic indicator of economic processes, cycles and
operations entity, a special indicator of the quality of available property (assets and their
sources), as well as an indicator to quantify these qualities. Therefore it should be the
basis for assessing the quality of sustainable development policy and its economy in
terms of invested funds and their sources (own and others).

However, as the scheme of the balance sheet as a function of the organic integration
with existing chart of accounts, it is also necessary to this balance sheet burdened same
disadvantages that are typical for the chart of accounts, and as such can not be an
appropriate measure to serve the owners of capital to monitor and quality assessment of
sustainable development policy.

Balance of success® is, also, an accounting document but it also according to its
character is a periodic global information on business effects of business entities (ie. its
total quality). He is, in fact, the specifications and analytical elaboration of synthetic
stated business results in the balance sheet (ie. profit/loss). The importance of this balance
is that on its jagged structure costs / expenses on the one hand, and income on the other
hand, provides insight not only into a complex financial result and the overall quality
of the economy entities, but also the quality of the results of its parts. Since sustainable
development is an integral part of the whole business entities (in terms of output and
input element) to the income statement would be that it is a solid and comprehensive
information on all relevant aspects of sustainable development and the repercussions for
shareholders on the overall results of operations of the entities.

However, a critical analysis of the existing chart of accounts and pointing to
the incomplete coverage of all aspects of the costs caused by sustainable development
entails a result of the incomplete income statement and his inability to express sub-inputs
and outputs, caused by a complex of sustainable development, which zakonomerno -
directly and indirectly - influence the partial and total quality of business entities, and
therefore the wider social results very relevant for further socio-economic development.
In particular, this negative fact deprived the owners of capital in the available credible
information, without which they can rationally manage and optimize decisions on the
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organization and unfolding important functions, such as the economics of sustainable
development.

The previously stated clearly speaks in favor of the claim that the current system
of recording and presentation of the balance of investment in the process of sustainable
development and the costs caused by this activity does not meet the real needs of the
market economy. In fact, no matter what the system for recording and balancing in
general made significant steps forward in terms of the requirements for harmonization
of the market economy, it must be noted that it is still burdened by the legacy of solid
economic normativism characteristic of earlier periods of economic activity, which bore
the features of poor, and therefore the total or partial disregard of the needs and demands
of some immanent non-market system and its competence. And one of the essential
competencies of the market system is, without doubt, the right to up to date, reliable
and complete information on all phenomena and categories on which it confidently and
directly discusses and decides on the merits. Such a phenomenon is also a category of
complex problems of sustainable development, in particular the negative repercussions
caused by activities at the owners of capital. However, we concluded that there is no chart
of accounts, Balance Sheet and the Income Statement are not, as the basic instruments
of accounting records and sources of accounting information system do not meet the
requirements in this regard the owners of capital, because thus preventing them from
realizing their right to direct the management and decision-making one of the most vital
problems of their market behavior.

That unfavorable observation leads us to the belief that in this view we should
urgently take appropriate measures in order to record and balance sheet presentation of
all the elements relevant to the successful operation of sustainable growth brought into
line with the increasing needs of capital owners.

In the first place, it means noticing the need for a broader analytical elaboration of
the chart of accounts, which should provide separate analytical accounts for all aspects
of sustainable development. Namely, the synthetic accounts that record business assets
(in operation and construction) it is necessary to open the analytical accounts to be used
to register fixed assets whose function is permanently ensuring sustainable development
in the process of business entities. Also, within the accounts of origin of fixed assets
is necessary to provide separate analytical accounts to incorporate these basic sources
of funds, in order to obtain an accurate notion of the character of the sources for the
financing of these specific funds for the work (their own and others’ financing, short
term, medium term, long term) .

No less important is that in the context of synthetic accounts opened for working
capital and analytical accounts for certain items and materials intended function of
sustainable development, as well as the analytical accounts for the registration of these
sources of working capital.

Also, and perhaps more important, is the issue of broad analytical development
of all types of costs, on the one hand, that arise as a result of preventive measures for
sustainable development. On the other hand, it is required to have a wide analytical
elaboration of bills on which the complex will be able to record all expenses and
losses incurred on the basis preduzimanih measures for sustainable development. It
is understood that this request concerns the retention of existing analytical accounts
continued to expand them. In addition, it is necessary to further elaborate these analytical
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chart of accounts is performed in parallel with the grooming and consolidation of the
existing drive operational records of resources for sustainable development.

If you approach this broad analytical elaboration of the chart of accounts, you will
create preconditions for the balance sheet and income statement, as the global accounting
information, become instruments of exact balance of expressing all that is relevant to
improving the economics of sustainable development as an important factor in the
quality of the overall economy entity

In other words, it will be possible for the total balance sheet entities to draw special
subbilans sheet assets and sources relating to the function of sustainable development.
This will be far more solid sub-accounting information on all aspects and factors
economics of sustainable development. Also, it will be possible from the total income
statement entity to draw a special item in the success that applies to all types of costs,
expenses and revenues incurred on the basis of sustainable development, which directly
affect the final operating results of the entity, as well as the fulfillment of its programmed
development goals.

All this should enable the development of specific financial analysis (by
professional service) all those issues that are of benefit to the owners of capital and their
management and decision making in the complex domain of sustainable development.
For the analysis of balance sheet indicators should at least establish the following:

*  correlation coefficient between the costs incurred for sustainable development, on
the one hand, and expenses arising from activities in this area, on the other hand,

e degree of negative repercussions of costs incurred for the sustainable
development of the economy of partial quality: effectiveness, productivity
and profitability

e the ratio of dependance between the total investment and sustainable
development costs and losses in this area, on one hand, and the total
production volume, the gross domestic product, the total revenue, profit, on
the other hand, the output elements of business entities, and

e degree of conditionality reproductive ability of the entity and the accumulative
costs and losses incurred by sustainable development.

Conclusion

Analysis of these relationships is, in fact, an analysis of economic sustainable
development and in particular affordable form should be presented to all owners of
capital to be considered on the basis of its attempt to make optimal business decisions.

This paper is written as a humble desire to draw attention to the outstanding
problems of the system of recording and presentation of the balance of costs related to
sustainable development. If regularity of presented observations and proposals is noticed,
it remains the responsibility that a team of experts put into the task of issues and cases
expand, deepen and drafting a proposal for the improvement of the mentioned system
of recording and presentation of the balance of all aspects of sustainable development.
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BRAIN-DRAIN -THE POSITIVE AND NEGATIVE
ASPECTS OF THE PHENOMENON

Abstract

A large number of available analyses and research on the brain-drain
phenomenon support the fact that this issue is very relevant and important from
different social aspects, and therefore we have chosen it as the topic of our paper.
While analyzing the available theories, we were confronted with a number of
different viewpoints regarding the brain-drain phenomenon: from a neutral impact
over the negative to full positive impact of the brain-drain on countries of origin.
All researchers, however, agree that there is a range of push and pull factors
influencing the brain-drain phenomenon of the general social, economic, family,
but also geographical and natural conditions. An important economic factor is the
money arriving from developing countries precisely from the people who left their
home countries. It is impossible to analyze the brain-drain phenomenon and ignore
the globalization process. It directly affects the transformation of the brain-drain
phenomenon into brain-circulation as a recent phenomenon.

Keywords: Brain-drain, migration, population, brain-circulation

JEL Classification: J22, J24, 015

OAJINB MO3I'OBA - TIO3UTUBHU U HETATUBHU
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onwme OpyuImeeHuUx, eKOHOMCKUX, NOPOOUUHUX, ANl U 2e0ePAPCKUX U NPUPOOHUX
venosa. Tlocebny nasxicryy mpeba noceemumu u npuausy HO8Ya Koju cmudice u3s
oujacnope y mamuune 3emsme. Hemoeyhe je cacneoamu gpenomen 0onusa mos2o8a
Oe3 pasmamparea 2noOaTHUX Kpemared u 2rodanuzayuje yonuime. Ynpageo oHa
ymuue Ha mpancgopmayujy eHomena 00ausa Mo3206a y (heHoMeH yupKynayuje
MO03208a KAo HO8Ujee (heHoMeHa.

Kwyune peuu: Oonus mozeosa, muepayuje, Nonyiayuja, YupKyiayuja mo32oea

Introduction

The topic of brain-drain is becoming increasingly important. According to the
EconLit statistics (American Economic Association), 247 articles were written on the
subject in the period between 2005 and 2009 which is twofold more than in the previous
15 years. Also, a growing number of statistical indicators are published annually which
are related to the specific country as well as their comparative analysis.

Also, the term “brain-drain” was first used by the British Royal Society and related
to the exodus of scientists from Great Britain to the United States and Canada during
the 1950s and 1960s (Cervantes&Guellec, 2002). However, today the term is used to
describe the emigration of highly educated individuals from the home country. It is
important to note that in this case that mainly includes engineers, physicians, scientists,
and even other highly educated people with a university degree (Rapoport & Docquier,
2006). Also, migrations usually occur from underdeveloped and developing countries
to developed countries, but the shifts from rural to urban areas with high incomes are
frequent, too.

Considering that human capital is the initiator of development of every country,
it can be concluded that the brain-drain from underdeveloped to developed countries
represents a serious problem. The departure of highly qualified people from the country
has a negative effect on the overall situation, which further encourages those who remain
to consider emigrating. On the other hand, the countries in which educated people arrive
to find a job and gain better living conditions are in a position to raise brains (so-called
“brain-gain”).

The author Ellerman states that in the event of departure of talented people, it
is a matter of the classic “prison” dilemma - individual strategies of success do not
necessarily equal the best collective strategy of success. When the greatest potentials
leave the country, the pressure to achieve general prosperity and well-being begins to
decrease (Ellerman, 2006).

According to the author Harry Johanson, brain-drain is primarily a phrase rather
than a term. Actually, the very word “drain” indicates serious implications in this case,
suffered by the country from which all the potential departures. On the other hand,
educated migrants and the countries to which they go in search of a better life are at
gain (Johanson, 1965). Of course, there are also situations which bring benefits to the
home country. That situation is typical for India, which annually generates high rates
of income from the Diaspora. According to Prime Minister Manmohan Singh, India
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has “converted the brain-drain misfortune into an opportunity” (http://pib.nic.in/release/
release.asp?relid=68026)

The authors Kapur & McHale have identified three long-term trends which
encourage migration. Firstly, new companies are constantly opened in the developed
countries whose operation is based on innovation. Of course, their need for a qualified
workforce is permanent, which on the other hand represents a strong incentive for
emigrants. In addition, highly productive and qualified foreign personnel have a positive
effect on strengthening the budget of the home country. And finally, employers in the
developed countries understand much better the benefits and importance of productivity
of highly qualified personnel, and as such offer much better working conditions (Kapur
& McHale, 2005).

Importance of the Brain-drain Issue

It is obvious that the economists, at the global level, are very interested in the
aforementioned issue. In fact, if the outflow continues at the “already seen” continuity,
that could lead to dramatic economic and social consequences (Sattaur, 1989). Of course,
economists of the countries from which people are leaving, as well as of those in which
they are arriving, closely monitor the situation.

It is important to note that the situation should be perceived firstly from the
standpoint of global labour mobility. The qualified workforce moves to destinations
with a promising outlook for better income. The research conducted in five countries
suggests that growth in income after migration to developed countries has increased to
an extremely high 40,000 - 60,000 $ per year. Of course, only highly educated employees
were represented in the sample. It is certain that the stated situation creates a particular
type of barrier to migrants who are not sufficiently qualified. While they can easily
move to more developed areas in developed countries, such opportunities do not exist
in underdeveloped countries as well as in developing countries (Gibson & McKenzie,
2010).

Of course, one must not forget the fact that the brain-drain to the most popular
“destination” leaves employees from their home country in an unenviable position. For
example, in the US alone, engineers from developed countries with PhDs account for
47% of the workforce working on computer software development. The situation is
similar with employees in the medical profession (Gibson & McKenzie, 2011).

Also, often the emigrants in the immigrant country do the jobs for which they are
overqualified. This phenomenon is called “brain-waste.” According to statistical reports,
educated people from the science, technology, engineering and mathematics fields are
often working lower class jobs. Also, reports from 2008, from the territory of the US,
indicate that 90% of emigrants with a Master’s Degree and 96% of those with a PhD
Degree have jobs which require only a college diploma and where most of the employees
do not possess higher qualifications from their home country (Mattoo et al., 2008).

It is not a rare situation that a certain number of qualified migrants, after some
time, decide to return to their home country. The most common reasons for this are
improvement of the economic situation and better conditions in he labour market.
Favourable outcomes of return are the logical outcome — they now “employ” their new
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experiences, financial resources, business connections and acquaintances in their own
country.

Also, according to various researches, highly educated migrants upon returning
to their country often choose to start their own business. In fact, the duration of stay and
the amount of money they have earned at the destination are positively correlate with
the start of entrepreneurial activity. This trend is especially present among the Turkish
migrants (Dustmann& Kirchkamp, 2001).

In the opinion of many authors, when the situation is viewed from a broader
perspective, the majority of migrants returning home are those who did not achieve a
satisfactory performance abroad. On the other hand, those who have provided good jobs
and living conditions rarely come back regardless of the situation in their home country.
Consideration should be given to the trend of large multinational companies opening
their branches in a growing number of developing countries, as so often the migrants, as
employees of the foreign branch, return to work the same job, but now from their home
country (Luo & Wang, 2001).

The Diversity of Views on the Issue

It is interesting to note that three generations of economists have different views
and understandings regarding the outcome of brain-drain.

The first movement was created in the 1960s and their main conclusion, in general,
was that the brain-drain has a “neutral” impact on the country of origin. In their opinion,
the departure of the qualified workforce can be successfully compensated by funds/assets
they leave in their country. On the other hand, there are still people in the home country
who will finish the work in a proper, professional manner. Also, they point out that
the free migration can only have positive implications for the world economy (Grubel
&Scott, 1966).

The second generation approached this issue in a much more critical way and
presented a number of models that serve as support for the established hypotheses.
Specifically, the first ideas were developed during the 1970s and this group of authors
claimed that the country which qualified people are leaving in search of a better life
is definitely the losing side. The brain-drain from certain areas/countries leads to the
creation of imbalance at the international level, where rich countries are becoming richer
and the poor poorer (Bhagwati & Rodriguez, 1975).

The third movement was created in the 1990s and observes the issue differently. In
their opinion, the brain-drain should actually encourage home countries in the direction
of thinking about revising their educational systems, and generally about the possibility
of somehow turning this phenomenon into an opportunity. With the help of well-designed
programs, it is possible to attract migrants to the home country, to work on creating
different network forms of cooperation between developing countries and developed
countries, etc. (Stark et al., 1997).
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Push and Pull Factors

And in the case of brain-drains, the situation can be considered from the point of
push and pull factors (Kello & Wachter, 2004).

The strongest push factor is certainly the conditions in the country - economic, political,
legal, and other. When all these factors are unfavorable, the potential for brain-drain becomes
stronger. In this situation, the pull factors of the destination for which the people are leaving
will act - the possibility of better income and employment, a regulated economic system, etc.

Social security and the cost of living are stated as important push and pull factors.
It is certain that people will go to the destinations where their income provides better
management of the cost of living. Also, social conditions which are open for good
pension possibilitiesat the end of working life are very favourable.

In considering the push and pull factors, one must not forget the family and
friendship ties. For example, a person will make a quicker decision to go to another
country if they have relatives and/or friends there. Then, if one spouse is already living
at the destination, it is more likely that the other will follow them. The same is true for
the Diaspora network in the country which is the preferred destination for emigration,
and so the strong Diaspora will be a strong pull factor.

Statistics also indicate that the geographical distance between the home country
and the preferred destination is a very important factor in the decision relating to
departure. The possibility for the family, relatives and friends to see each other often will
encourage the individual’s decision to leave the home country.

Consideration should be also given to the diversity of languages, possible knowledge
of the destination language, possibility to learn that language fast or at all, etc. Knowledge
of'the language is of great importance especially for highly professional personnel, although
the situation is somewhat easier due to the fact that almost all multinational companies in
the world use the English language for communication at work.

In addition to these factors, it is necessary to take into consideration some other
factors which at first glance may seem less important. Firstly, the age - people who
have reached 40 years of age rarely decide to emigrate. One of the explanations for this
phenomenon, which is the most accepted, is that young people have more opportunities
to get a return on their migration investment since the amortization period is considerably
longer. Also, the majority of migrants are male. Women usually go to join their spouses.
However, experts in this field predict that this trend is likely to change relatively in the
future (Kello & Wachter, 2004).

Recent Understanding of the Brain-drain Phenomenon

It seems that recent research on migration carries many controversial issues. By
examining the literature, migration is seen as a “one-way trip”” in which the home country
is left without qualified personnel in whose education it has invested a lot of resources.
At the same time, migrants take with them their property leaving the home country “in
the red.” However, recent research suggests quite the opposite - the migration of highly
educated people produces low costs, and great benefit to the country of origin (in this
case, developing countries).
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Until recently, it was believed that brain-drain is the main reason for the shortage
of educated workforce in underdeveloped or developing countries. However, the authors
who conducted recent research cite many reasons to be taken into account (but cannot be
linked to brain-drain). Firstly, it should be noted that a large number of factors influence
an individual’s decision whether and how much to invest in their education. Very strong
disincentives were noted in a number of countries when it comes to the stated decision
- individuals are not able to “monetize” their knowledge after leaving school due to a
lack of jobs, corruption in the education system, setting excessively high fees for private
education, etc. In this situation, the laws of supply and demand in the field of education
lead to the fact that educational systems become really poor and low-quality. Thus, the
brain-drain can be seen as a problem, but only partially (Clemens, 2013).

According to the researchers and authors, the costs of the country left by the
qualified employees, i.e. which experienced a brain-drain, are much lower than
traditionally believed. For example, the brain-drain, of doctors from Africa (Sahara
region) has cost the home country around 2 billion $. On the other hand, in the past five
or six years, the OECD countries have invested 206 billion dollars in the development of
the same area (Mills et al., 2011).

Even on the assumption that migrants are not returning to their country, they carry
out the transfer of money, skills and democratic ideas in different ways. Their inspiring
stories can initiate a variety of improvements in the education systems.

In particular, the benefits that the home country can have in this situation could be
summarized, as follows:

Ana Lee Saxenian, a professor from Berkeley University, pointed out that the
development of new industries in China, India, Israel, Taiwan, is directly influenced
by the educated migrants from these areas (Saxenian, 2002). In her opinion, this is the
case of technology transfer and networking between countries. Author from Harvard
University states that the situation is the same when it comes to patents (Kerr, 2008)

Also, young people who plan to leave the home country and seek well-paid jobs
in the other, invest money in education, which regardless of the further development of
the situation remains in the country of origin. The authors came to the conclusion that the
Philippines and Fiji are an extreme example of that practice (Clemens, 2009).

Migrants who have good jobs annually send remarkable sums of money to the
home country. For example, African doctors working in the United States or Canada,
for a period of three or four years, send money which practically paid off their education
(Clemens, 2011).

Also, it is important to mention the opinion of Antonio Spilimbergo from the
International Monetary Fund, who states that the home country is experiencing a strong
democratic influence when most of its young people seek to study in foreign democratic
countries.

Brain-circulation — New Overview of the Issue
The governments of developing countries have a very serious task, and that is to work

on gathering new knowledge and, in general, new ways in which things can be done. Only in
this way can they become competitive in the global market. Generally, further progress of the
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developing countries depends on the use of knowledge, learning, new research, creation of
innovation, collaboration with other countries (Kuznetsov & Sabel, 2006).

In today’s knowledge society, in which globalization is becoming stronger, the
“flow” of the workforce between markets has become normal. The authors cite that both
countries, the home which people are leaving and the one they move to, can benefit
from the knowledge and experience of high professionals. On the other hand, the trend
of a qualified workforce looking for jobs not only in their country but internationally,
too, is increasing, and so the authors increasingly began to write and speak about brain-
circulation instead of the concept and term “brain-drain.” In fact, brain-circulation is a
vital process that contributes greatly to the development of a country. Many countries
are developing programs and policies which will help them bring their experts “home”,
but also to attract a foreign qualified workforce. Of course, thus they will continuously
strengthen their economy and competitiveness (Zweig, 2008).

The term “brain-circulation” was first introduced by the author Saxenian, and
then numerous authors made their contributions and opinions. The term in this case
emphasizes the two-way flow, i.e. the movement of the qualified workforce from country
to country. After examining the literature, it can be concluded that most of the authors
perceive the brain-circulation as a phenomenon typical of the modern era in which
professionals migrate looking for work in different markets. This phenomenon is no
longer seen as a loss, as is the case of brain-drain, but quite the opposite —the moving of
intellectual resources can serve as a source of benefits for all the countries participating in
the exchange (the ones which the experts are leaving and those they are coming to). The
transfer of knowledge can be well used, in this case by both sides. Qualified employees
are able to turn their knowledge and experience into innovative products/services which
cannot be seen as a loss in any case. The developing countries whose employees have
left to work in other countries shall profit from the money they send home, as well
as from the innovations which promote the economic development of both countries.
Brain-circulation as a global phenomenon affects the overall development of societies,
nations and the global economy (Daugeliene, 2007).

The author Tung (2008) cites the factors which have a strong influence on the
brain-circulation phenomenon as follows:

1. Globalization has made countries around the world interdependent, more
than they have ever been in the history of mankind

2. Abolition of migration barriers which allows for the movement of workforce

across different international markets (US, Canada, EU)

3. Existence of a large number of people with dual citizenship

4. Emergence and strengthening of the concept of a career without borders.

Entering the 21% century, knowledge and its diffusion are observed as initiators
of the economic development of countries, both at the individual and global level.
Human resources, with the characteristics of professionalism and possession of different
skills have never been more important; they are the crucial factor which determines the
competitiveness of a country. Therefore, every country should work on finding ways in
which to attract and retain a highly qualified workforce.

Of course, consideration should be given to the fact that a country primarily must
have resources, i.e. must be an attractive “destination” for the workforce. This depends
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on several factors, but the most important one is to provide better conditions for work
and life in general (Zweig, Fung &Han, 2008).

When considering the brain-circulation trend, it seems there is no universal recipe.
The author Vetrovec emphasizes that it is necessary for all countries to work toward the
harmonization of policies so this trend would result in a complete “win-win-win” effect.
Thus, the countries the workforce leaves would benefit from the money the migrants send
to the home country, the countries in which the workforce arrives would fill the jobs with
employees who can perform the work in the best possible way, and finally, the migrants
would provide better living and work conditions for themselves (Vetrovec, 2007).

Many authors point out that the existence of a strong Diaspora is one of the main
factors which stimulate brain-circulation, and thus economic development. Today’s
developed communication technology enables the Diaspora to really contribute to the
development of institutions and companies in the home country (Teffera, 2004).

After examining the literature, it can be concluded that brain-circulation can be
“profitable” for all parties. For example, during the 1970s and 1980s, India experienced
a serious, even worrisome brain-drain. The qualified workforce left the country in
large numbers and went to the West, in particular the US. However, this trend has now
“reversed” - many Indian experts, trained in the US, have returned to India bringing
with them knowledge and practical experience. This particularly applies to cities like
Bangalore, Delhi, Hyderabad and Mumbai. These cities have received back a large
number of professionals from the IT, finance and management fields (Chacko, 2007).

The situation is similar when it comes to China. However, the government
has found a way to include students living and studying abroad in different national
programs. Also, in 2001, the country adopted a new policy that has encouraged all
Chinese immigrants to be involved in the modernization of their country. Of course,
before that, a platform was created which allowed the best ways for their contribution.
China is an example of a country that is not afraid of brain-circulation counting on all
forms of assistance from the Diaspora.

The use of all the advantages of a strong Diaspora no longer leaves the country
“desperate” when the qualified personnel migrate. Through various forms of exchange, they
can always provide the necessary assistance to the development of the home country, and so
contribute to further economic development. In particular, the measures taken by China relate
to the following: 1. Opening of centres for post-doctoral studies in order to attract Chinese PhD
students who have completed this part of their education abroad, 2. Opening of incubators for
employees in the field of high technology, 3. Increased allocations in research centres, 4. Creating
good working conditions for migrants who return to the home country, 5. Implementation of
the program “Serve the Nation Without Returning to the Nation” (Zweig, Fung & Han, 2008).

Movement of Workforce at the Global Level

The new world economic consensus is deepened and widened the gap between
rich and poor. From 1990 to 2011, the number of extremely poor has expanded from 217
million to 415 million people. The average life expectancy of the population in those
environments is 56 years and the daily wage is less than § 1.25 (Momirovi¢, Jankovié
&Randelovi¢, 2016). On the other hand, the according to the UN global database the
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number of international migrants is growing dramatically - in 1960 there were 75 million,
while in 2010 the number increased to 215 million. Analysts have tried to determine the
underlying causes, and so they naturally took into account the total population growth at
the global level. However, they came to the conclusion that this trend did not cause the
growth of migration to this extent. The factor that has drastically increased the number
of migrants, especially in the 1990s, is the dissolution of the USSR.

When observing the movement of migrants to more developed countries with high
incomes, it can definitely be concluded that the number of migrants is steadily growing.
Measured proportionally, in 2010, the number of people who sought “a better life” in a
foreign country tripled compared to the1960s (http://esa.un.org/migration).

Most migrants come from countries which do not belong to the OECD Group. According
to valid statistical indicators, migration on the line of underdeveloped and developed OECD
countries continues to dominate, which amounts to 72.6 million people, or 45% of international
migration recorded in 2010. Then, there is the movement from developing countries to
developed countries, or expressed numerically - 55 million people, accounting for 38% of total
migration. And finally, there are movements between the developed countries, although their
participation is the lowest and amounts to 28 million people, or 17% of the total international
migration (Ozden, Parsons, Schiff & Walmsley, 2011).

The share of highly educated migrants is much higher than in the lower educated.
The most dramatic brain-drain was recorded in the small poor tropical countries, and
the trend particularly intensified after the 1990s. Haiti and Jamaica can be mentioned
as good examples, where nearly 80% of educated people have immigrated to another
country. Also, about 20 countries have lost almost a third, even half of university-
educated personnel, and among them are Libya, Somalia, Cambodia, Afghanistan, Hong
Kong, Ireland (Docquier, Lowell & Marfouk, 2009).

OECD countries are the territories with the highest brain inflow, up to 85% of
highly educated migrants from various countries around the world.

Authors Docquier and Marfouk cite that the term “highly educated emigrant”
means any person older than 25 who came from another country and has an academic
diploma. Also, we should mention the category of illegal emigrants regarding the
migrants who do not have a resolved relocation status. After a certain period, they either
return to the home country or regularize their status in the country where they decided to
live (Docquier & Marfouk, 2006).

Conclusion

Exploring the literature on the brain-drain issue, we can conclude that this
phenomenon is very present and current from different social aspects. Human capital
and knowledge, are the driving force of development of every country, so at first it can
be concluded that the brain-drain from underdeveloped and developing countries is
detrimental to the overall situation of these countries. On the other hand, the countries to
which educated people are going to find jobs and obtain better living conditions, are in a
position to brain-gain. However, analyzing the available theories we encountered three
completely contradictory economic standpoints when it comes to the outcome of brain-
drains. The first consider that the brain drain has a “neutral” impact on the home country.
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The second generation of researchers claims that the country which qualified people are
leaving in search of a better life definitely suffers a loss, while the third movement argues
that the brain-drain could actually be observed as an opportunity and incentive for the
home countries in the direction of thinking about revising the educational systems.

There are a number of push and pull factors which influence the brain-drain
phenomenon and that are generated fom the general social, economic, family to
geographical and natural conditions. Recent research has shown that the home country
shall experience a strong democratic influence when a large number of young people are
looking to study in foreign democratic countries. On the other hand, those who leave
their home countries after graduation continue to send money, usually for different
family reasons, which has a great significance in most underdeveloped countries in the
overall economic order. In the research of any social phenomena the globalization factor
must not be forgotten. It affects the transformation of the brain-drain phenomenon to
brain-circulation phenomenon. Many countries are developing programs and policies
which shall help in returning their experts “home”, and also attract foreign qualified
personnel by simultaneously strengthening its economy and competitiveness. Recent
research suggests that taking advantage of a strong Diaspora no longer leaves the country
“desperate” when qualified personnel migrate. Through various forms of exchange, they
can always provide the necessary assistance to the development of the home country and
thus contribute to its further economic development.

We can conclude, based on the data we obtained, that the number of people in 2010
who sought “a better life” in a foreign country tripled compared to the 1960s (http://esa.
un.org/migration). This alarming figure is the motive for authors to continue to work on
this phenomenon in the context of their country.

References

Ana Lee Saxenian (2002). Transnational Communities and the Evolution of Global
Production Networks: The cases of Taiwan, China and India. Industry and Innovation
9, n03, 183-202 Available at

www.cgdev.org/files/4473 file Global Hunt for Talent Brief.pdf , last accessed 9
October 2008.

Bhagwati, Jagdish N. & Carlos Rodriguez (1975): Welfare theoretical analyses of the
brain drain, Journal of Development Economics, 2, 3: 195-222.

Cervantes, Mario & Dominique Guellec (2002) —The brain drain: Old myths, new
realities, OECD Observer No. 230, January.

Chacko, E. (2007). From brain drain to brain gain: reverse migration to Bangalore and
Hyderabad, India’s globalizing high tech cities. Geo Journal, 131 — 140.

Daugeliene, R. (2007). The position of knowledge workers in knowledge-based economy:
migration aspect. European Integration Studies (1), 103 — 112.

Docquier, F. & A. Marfouk (20006): International migration by educational attainment
(1990-2000). International Migration, Remittances and Development, Palgrave
Macmillan: New York.

140 EKOHOMUKA EXA1



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

Docquier, F., B. L. Lowell & A. Marfouk. (2009) A gendered assessment of highly skilled
emigration. Population and Development Review 35/2.297-322.

Docquier, Frédéric & Hillel Rapoport. (2006) The brain drain, in L. Blume and S.
Durlauf (eds.) New Palgrave Dictionary of Economics (second edition), London:
Palgrave and MacMillan.

Dustmann, Christian & Oliver Kirchkamp. (2001) The optimal migration dura-tion and
activity choice after re-migration. Institute for the Study of Labor (IZA) Discussion
Paper no. 266. Bonn, Germany: [ZA.

Edward J. Mills et al (2011). The financial cost of doctors emigrating from sub Saharan
Africa: human capital analysis. British Medical Journal 343: d7031

Ellerman, D. (2006) The dynamics of migration of the highly skilled: a survey of the
literature. In Diaspora Networks and the Inter-national Migration of Skills —
How Countries Can Draw on Their Talent Abroad, ed. Y Kuznetsov, pp. 21-57.
Washington DC: World Bank.

Gibson, J. & McKenzie, D. (2010) The economic consequences of brain drain of the
best and brightest: Microeconomic evidence from five countries, World Bank Policy
Research Working Paper No. 5394.

Gibson, J. & McKenzie, D. (2011) Eight Questions about Brain Drain. Journal of
Economic Perspectives, 25 (3): 107-28

Government of India. (2010) Prime Minister‘s Office Press Release: Hiren Mukherjee
Memorial Lecture Parliament of India Prime Minister‘s Remarks. December 2.
http://pib.nic.in/release/release.asp?relid=68026

Grubel, H. & Scott, A. (1966) The international flow of human capital, American
Economic Review, 56: 268-74.

Johnson, H. (1965) The economics of the brain drain: The Canadian Case, Minerva
3(3): 299-311.

Kapur, D & McHale, J. (2005) The Global Migration of Talent: What Does it Mean for
Developing Countries. Centre for Global Development, Washington, DC.

Kuznetsov. Y. & Sabel C. F. (2006) Work globally, develop locally: diaspora networks as
entry point to knowledge-based development. Innovation: Management, Policy &
Practice (8), 45-61.

Luo, Y-L. & Wang, W. (2001) High-skill migration and Chinese Taipei’s indus-trial
development. In International mobility of highly skilled, OECD, 253—70. Paris: OECD.

Kello, M. & Wachter, B. (2004) Brain Drain and Brain Gain: Migration in the Europian
Union after Enlargment, ACA, Academic Cooperation Association, Brussels

Aaditya, M., Neagu, L., C. & Ozden, C. (2008) Brain waste, Educated immigrants in the
US labor market, Journal of Development Economics 87 : 255-269.

Clemens, M. (2009) Skill Flow: A Fundamental Reconsideration of Skilled worker
Mobility and Development. Working Paper 180, Center for Global Development,
Washington, DC, August 27

Clemens, M. (2011) The Financial Consequences of High Skilled Emigration: Lessons
from African Doctors Abroad. In Sonia Plaza and DilipRatha, eds, Diaspora for
development in Africa (Washington DC: World Bank, 2011)

EXSIEKOHOMUKA 141



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

Clemens, M. (2013) What Do We Know About Skilled Migration and development?.
Migration Policy Institute, Washington DC.

Kaz, M. (1991) Scale economies in education and the brain drain problem, International
Economic Review, 32, 3: 743-59.

Momirovi¢, D., Jankovi¢, D. & Randelovi¢, M (2016) Invensment, world economy and
poor countries, Ekonomika, Vol. 62/1: 83-96.

Ozden, C., C. R. Parsons, M. Schiff, & T. L. Walmsley. Where on earth is everybody? The
evolution of global bilateral migration 1960-2000? World Bank Economic Review
25:1(2011): 12-56 [2].

Omar, S. (1989) World Bank calls for halt to Africa’s brain drain, New Scientist,
November 25, page. 28.

Saxenian, A. (2005) From Brain Drain to Brain Circulation: Transnational Communities
and Regional Upgrading in India and China. Available at: http://people.ischool.
berkeley.edu/~anno/Papers/scid-2005.pdf

Oded, S., Helmenstein, C., & Prskawetz, A. (1997) A brain gain with a brain drain,
Economics Letters, 55: 227-34.

Teferra, D. (2004) Brain Circulation: Unparalleled Opportunities, Underlying
Challenges, and Outmoded Presumptions. Available at:http://www.wes.org/ewent/
symp/DamtewTeferraPaper.pdf

United Nations database on international migrant stock, (2008) revision (http://esa.
un.org/migration) and World Trade Organization online database (http://stat.wto.
org)

Vertovec, S. (2007) Circular Migration: the way forward in global policy? Available at:
http://www.imi. ox.ac.uk/pdfs/wp4-circular-migration-policy.pdf

Kerr, R., W. (2008) Ethnic Scientific communities and International Technology Diffusion.
The Review of Economics and Statistics 90, no3, 518-37

Yun-Chung, C. (2007) The limits of brain circulation: Chinese returnees and
technological development in Beijing. Available at: http://www.cctr.ust.hk/articles/
pdf/WorkingPaper15.pdf

Zweig, D., Fung C. S., & Han D. (2008) Redefining the Brain Drain: China’s “Diaspora
Option”. Science, Technology & Society, 1 —33.

Zweig, D., Fung C. S., & Han D. (2008) Redefining the Brain Drain: China’s “Diaspora
Option”. Science, Technology & Society, 1 —33.

142 EKOHOMUKA EXA1



EKOHOMUKA EX= Vol. 62, july-september 2016, Ne 3

ISSN 0350-137X, EISSN 2334-9190, UDK 338 (497,1) P. 143-157
Jelena V. Gluséevi¢! SCIENTIFIC REVIEW ARTICLE
College of Business Economics doi:10.5937/ekonomikal 603143G
and Entrepreneurship, Belgrade, Serbia Received: Jun 18,2016
Andrija D. Durovi¢? Accepted: August 23,2016

Belgrade, Serbia

ASSET MANAGEMENT CRIMINAL ORIGIN
AND MAIN CAUSES INSUFFICIENT EFFICIENCY
MANAGEMENT SYSTEM

Abstract

Implementation of an efficient mechanism seizure of property of criminal origin
implies the existence of a functioning system of governance. The construction
of special management body - the Directorate of the RS further strengthens and
supports the idea of restitution of property crime. Testing its weaknesses and
make proposals to address the shortcomings in the work of the target. Insufficient
specialization Directorate slow down a special procedure and reduces the
effectiveness. Specialty necessarily implies authority and their specialization,
which is omitted. The authors analysis of key deficiencies in the management of the
assetls of criminal origin at all stages of the process - keeping, sales and purposes
of the seized property, trying to point out the guidelines to eliminate obstacles in
the work of the Directorate, the possibilities of promoting its control activities and
raising the efficiency of the entire process of expropriation.

Keywords: confiscation of assets derived from crime, specialization, property
management, Directorate for Seized Property Management.
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odysumarba umosutne. Cneyujannocm o0peana HYICHO NOOPA3YMesa U HUXOBY
cneyujanuzoeanocm Koja je u3ocmagmena. Aymopu  aHanusom  KoyYHUX
Heoocmamaxa y npoyecy ynpasoarsad UMOGUHOM KPUMUHANIHOZ NOPEKAd, Y COUM
gazama nocmynka - uyearba, npooaje u Hamene odyzeme UMOBUHE, HACMOje
yKazamu Ha cMepHuye omKkiarara Kounuya y pady Jupexyuje, na mocyhnocmu
NOCReWUBarba HeHUX YHPaGmbaykux OelamHoOCmu U noousary e@pukacHocmu
YenoKynHo2 NOCMYNKa 00Y3UMarsd.

Kwyune peuu: ooysumare umosune npoucmekie u3 Kpusuunoz oenda,
cneyujanuzoeanocm, ynpassarse, JJupekyuja 3a ynpasoarse 00y3emom UMOGUHOM.

Introduction

In a series of problems that accompany continuous modernization and progress
of society present in many modern countries, and even in our own, there is also the
problem of the existence of specific types of crime, including the most dangerous and
most devastating phenomena highlights the problem of organized crime. After great
difficulties that marked the first steps in forming a system for combating organized crime
in Serbia, after the year 2000, the political determination to stop the crime becomes more
pronounced. On the way to building an effective system has been first to the legislative
reforms in this direction, the formation of new organs with specific responsibilities and
adoption of the National Strategy for Combating Organized Crime®. In a series of efforts
by Serbia invested to build up an adequate system in place to curb or at least controlled
increased level of crime, especially organized, a significant step in that direction by
adopting a special law* which introduces new measures of criminal law, a measure of
seizure of assets derived from crime. Two key elements are united to that extent; First,
its ability to “break™ a conglomeration of power concentrated in the hands of the leaders
of criminal groups and to destroy their property and other support, efforts to provide
it, “material justice” that violated the acquisition of the assets of criminal origin, and
through the implementation of the principle of criminal law that a no one can enrich
criminal activities. The seriousness and commitment of the state to be in this way to
solve the problems of growing criminality shown by the fact that the new measures
supported by special legislation (lexspecialis for its application), as well as institutional
support which included the establishment of special entities with responsibilities aimed
at its implementation. One of them is the Directorate of Asset Management where the
primary jurisdiction of the jobs provided by a special law, which are mainly focused
on the management of the assets of criminal origin. The powers of the Directorate are
manifold and include a range of management skills of its employees, and its jurisdiction
is wider than the management of seized assets in a separate procedure and involves taking
care of the assets of criminal origin originating from ordinary criminal proceedings. This
set of powers is quite broad and requires a specialization of personnel working in the
Directorate and includes a collection of various knowledge and skills. The aim is to
highlight the importance to the whole system of seizure of property and assets of criminal
restitution in general, has a Directorate which is the last resort in the system of seizure.
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The success in the implementation of measures necessary to the efficient functioning
of the Directorate and all shortcomings in his work directly slow down the process
of confiscation of property and affect its performance. The paper points to problems
that occur due to, on the one hand, the fact that it comes to an area that is unknown
in our legal system (regardless of inexperience, forming a system of criminal asset
forfeiture application of special measures launched its application without the necessary
preparations), as other hand, due to the now perceived inertia of the mechanism of
seizure after years of application of the measures and the slow progress of management
powers of the Directorate. The analysis of the management and reference to key brake in
the work of the Directorate is trying to point out the essential directions of improvements
in its work and in general the effectiveness of the criminal restitution of profits.

Management as part of the proceedings of assets
of criminal origin

The problem of creating a criminal profits is not new, but it takes a lot larger
scale when it comes to organized and especially serious crimes. “Although there is no
common understanding of the concept of organized crime, and all his experts agree that
it is not just about a particular type of crime, but about extremely dangerous, kind and
complex form of delinquent behavior that threatens the foundations of a modern state
and the basic principles of a democratic society” (Grubac, 2008 : p. 31) A monopolistic
and oligopolistic structures of organized crime, allowing them to acquire high profits,
which further reinforces criminal organizations and products likely negative effects such
as washing or investing illegal business and corruption”(Williams, 2012: p. 306). Thus
gotten profit is extremely difficult to identify, often because it is a web of actions that
occur over a longer period of time and involve an organized plan of further property
profit that was illegally acquired. “But money can be the Achilles heel of criminal
organizations, because it leaves behind a clear trace, and therefore law enforcement
authorities sometimes allows you to detect the movement of “dirty money”and thus
expose the activities of criminal groups and their members” (Adamoli, Di Nicola, Savona
, Zoff, 1998: p. 21)

“Organized crime is extremely difficult to define, and so it is difficult to recognize
in this particular case and prove, mainly because at his illegal activity is intertwined
with the other, completely legitimate activities” (Grubac, 2009: p. 705). Measures aimed
at assets of criminal origin are different and exist in criminal law from the time when
there is the state response to crime. Determining the property that has a criminal origin
usually traditionally done in the framework of criminal proceedings, when, together with
a finding of guilt for committing an offense established and the circumstances related
to the height of the realized property and proceeds resulting from the execution of that
part of the second approach involves new regulations confiscation of criminal assets
the origin of the existence of specific criminal law measures. First, the rate of seizure of
property is not only a newly created measures of criminal law, but it is part of the overall
system breakthrough ideas to trace criminal enrichment and to the extent possible, seize
illegally gained profit. “The structure of national, and international crime today exists a
crime aimed at damaging the property of natural and legal persons (even states), in which
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individuals, groups and whole organizations when committing crimes is illicit property
gain “(Jovasevic, 2008: p. 249). The emergence of the new measures was escorted and
institutional support, created the bodies that deal exclusively with implementation of the
measure, was passed comprehensive legislation that regulates all the issues relevant to the
implementation measures, but even for its application implements a special procedure, with
special rules. Regardless of the efficiency of the judicial procedure of seizure of property,
the idea of restitution of property crime cannot be achieved without a well thought out
and efficient management mechanism. The final purpose is achieved only by the sale
of confiscated property or directs the purpose of which is at least partially achieves the
principle of restitution. Such partial restitution would include directing funds received from
seized property to the persons affected by the actions of a criminal offense or directing the
programs that would indirectly provide satisfaction for injured persons. Such restitution is
not possible in cases of special procedures, or expediency achieved by the weight of the
realization of the idea to provide the highest level of conservation of the property value of
its sales and adequate purposes. This final phase of the movement of the underlying assets
is extremely important, because the only seizure of assets of criminal origin without her
good guidance such enforcement measures were pointless and would represent more than
a measures criminal character of restitutionary what they eat and legal nature’.

On the other hand, the management responsibility of the Directorate are provided not
only with respect to property confiscated under special procedures, but also in relation to
the objects of the offense and the material gain acquired by the offense, that is, in relation to
the property seized goods in the ordinary Criminal Procedure Code. Although the primary
role of the Directorate when it comes to special procedures, clean character she has for
ordinary criminal cases, especially if we take into account the situation in practice which
shows that the present multi-decade low effectiveness of measures aimed at confiscation of
proceeds from criminal offenses. “Fluctuations practice in the application of this institute
are being such that this measure is not imposed even in those cases when it was obvious
that the criminal activity acquired immense pecuniary gain” (Tomic, 1982 p. 46). There
are various reasons for this. The author, for example, lists some reasons why the courts
have not imposed this measure, “because the pecuniary gain was of little value because the
defendant was indigent, he was unable to determine the precise amount of accrued benefits,
which are not placed “necessary proposals” by the Prosecution “(Tomic, 1982, p. 146.)
the establishment of a mechanism that would work™ post-trial “that would in the course of
judicial proceedings acted only as an extra, a major boost towards the imposition practice
piloted rate on assets of criminal origin. The fact that the property during the proceedings
Directorate care as good hosts assists judges insofar as it will be during the proceedings,
the imposition of provisional measures on the best way to preserve its value, and then
completing the procedure there is no certainty about its further movement in the direction
of settlement damaged and partial or complete just satisfaction.

Comparative review of the basic problems
of the management system

The emergence of new forms of crime in the greater or lesser extent affected all
modern states and they should not necessarily build defense systems for these negative
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social phenomena. The ways in which conducted the seizure of assets of criminal origin
are different from country to country but in all observed the same problem and that
is the interdependence of several elements necessary for the efficiency of subtraction.
Managing it is one of them.

Italy is a country that is among the first adopted legislation on confiscation of assets
of criminal origin, and that was a model for many other countries in the implementation
of a new vision of combating organized crime. “Italian recipe suggests that it is desirable
to have a specialized body with high autonomy ie independence in work, as well as better
coordination of police and prosecuting authorities” (Jankovic, 2007: p. 22) As pointed out
by Paoli “If we look first quantity, by type of goods confiscated from 1982 to 1993. The
statistics are as follows: real estate accounts for 48.1% mobility 29% Securities 16% |,
companies 5.3% and other 1.6% of the total confiscated property *” If we look at the same
parameters as assessed by their greatest value is derived from the value of confiscated
real estate (63.5%), followed by companies (23.6%), securities (7.3 ), mobility (5.4%)
and other items make up only 0.8% of the total confiscated assets “(Paoli, 1997: p. 266).
If we were still searching for the reasons of insufficient efficiency in the implementation
of these measures, we can find them in a reduced staff potential of authorities and their
insufficient engagement. “Several police inspectors acknowledged that, particularly in
the past, the police authorities have not been given enough energy to creating conditions
for the application of preventive measures, because the press work on urgent cases that
arrive daily, and that there is a problem of lack of human and material resources with the
competent authorities for the implementation of these rate “(Paoli, 1997: p. 266).

France is a country that knows only the confiscation of property that is based solely
on the sentence, and it may be imposed only in cases where the person whose goods are
deducted as an offender convicted of a criminal offense. “As the shortcomings of the
French system at the investigation stage could be cited, first training program attended
by financial investigators, which normally consists of general programs where financial
aspects are ignored, as in not giving priority to financial services of this type, and their
poor material and human resources “(Vettori, 2006: p. 59). The main drawbacks of the
French system of seizure of property are precisely in the field of procedural law and legal
norms which regulate the procedure of confiscation, because the primacy of the debate
on the punishment of any person for a criminal offense with which he is charged, while
the issue of seizure and confiscation of profits that the execution of the accused gained,
a secondary issue. “Further obstacles to the implementation of standards on Seizure and
Confiscation of property in France, arising precisely from the characteristics of their legal
solutions, according to which the necessary judgment to crime acquired a good could be
seized and where it usually does not allow use of the so-called standards. reverse the
burden of proof “(Vettori, 2006: p. 60). Also confiscated property management is not
rated as satisfactory. However, the changes in 2012 which introduced the Agency which
the special jurisdiction puts these activities, it is hoped that this problem will be solved.
All confiscated goods become state property.

Macedonia, like other countries in the region have opted for less reformist approach
in the adoption of regulations that would regulate confiscation of assets of criminal origin.
She was among the first countries in the region that made the regulations relating to
the confiscation of proceeds of crime but opted to do complementing existing measures
aimed at confiscation of property. The management of confiscated assets at the beginning
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of the implementation of measures of confiscation has not been resolved, but the lack of
rectified by passing the Law on the management of confiscated assets, property benefits
and items seized in criminal and misdemeanor proceedings® and the establishment of the
Agency for the management of seized assets. Confiscation in the Macedonian law, as in
other countries of the region has not fully come to life, and how to properly Kambovski
concludes, “changes in the substantive and procedural criminal law may remain short
of breath moves, if the implementation of the new regime of confiscation not provide
the necessary legal and institutional conditions”(Kambovski, 2007: p. 651). Yet the
establishment of the governance mechanism of Macedonia demonstrates a firm stand on
the commitment to establish an effective system of confiscation of assets and to improve
the implementation of existing measures to revoke crime gained profits

Bosnia and Herzegovina is another state in the region has tried to ensure swift
national response to organized crime by modifying existing norms relating to the
confiscation of material gain. That way is to expand the possibilities for confiscation
of material benefits for individual offenses introduced some changes compared to the
usual procedure of confiscation orders. Such a move from local experts often evaluated
as being insufficient, it is noted that “the legislator should foresee a special procedure
or the existing additional detail in the framework of the CPA” (Hananspahic, Halilagic,
2011: p. 320). In support of this it was pointed out that in Bosnia and Herzegovina there
are plenty of poor practice in implementing measures confiscation orders. In addition to
the consent of the majority that is necessary to create a mechanism of asset management,
which at this point in this country does not exist, and expressed the opinion that “may
still be the moment to insist on consistent implementation of existing regulations
because they often innovation regulation in the beginning to wash inefficiency of their
application”(Mujanovic, 2007: p. 10). Without denying the possibility that this position
is correct, we still would not agree with him, because if studies show that for decades
does not work fighting a particular mechanism, their small corrections can not do much,
but the birth of a new mechanism to monitor the new entities procedure to support its
operation and safety, are certainly better break the bad tradition. In support of our position
is the fact that is raised by the research center of the Parliamentary Assembly of Bosnia
and Herzegovina to the “Progress Report on Bosnia and Herzegovina in 2011, in part
related to the fight against organized crime and terrorism, the Commission concludes that
the legal framework for seizure assets is not fully implemented and seizures of criminally
gained assets remain uneven across the country “(Jelec, Osmanovic, 2012: p. 9) Lack of
management bodies confiscated property creates another problem of functioning of the
entire system extended seizure, which caused the to the courts because of this problem
often do not dare to impose the said measure.

Directorate for the management of seized property

One of the key elements for a successful implementation of the measures of seizure
of assets derived from crime is the existence of an effective authority that would manage
such confiscated property. Inefficiencies in the application of measures of seizure of
property greatly contributes to the lack of regulation of the process management and
treatment of such confiscated property, and especially after the end of court proceedings.
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The essence of the solution to the problem lies in the fact that the seizure of property
as the process does not end with the termination of the court proceedings, rather than
right after it (but also during it) follow an important step, which is to determine the
fate of such confiscated property. At this stage, it is very important to the existence of
special managerial skills management, which must have the authority to whom they
entrusted the management authority. When passing a special law, and in the tradition of
some foreign solutions, as well as the directives of international documents that refer to
the obligation to have a mechanism of asset management, the legislature did the right
thing by transferring the responsibility for managing assets on a special, independent,
specialized body, the Directorate of Management confiscated property. “Legislation
on organized crime should be a complex and well-organized set of rules from different
branches of law: substantive criminal law, of course, but also the rules of criminal
procedure, administrative law, the rules on the organization of courts and government
bodies, the rules on enforcement of criminal sanctions, tax law etc. “(Papa, 2008: p. 26).

The Directorate is a central authority for taking care of property that is derived
from a criminal offense and it is authorized to conduct, both during the temporary
seizure of property, and at the stage of permanent confiscation of assets, whereby,
depending on the stage of the proceedings, has a different circle of power. In addition
to property that is derived from a criminal offense (which had been taken under the
provisions of this Act), the Department has dealt with the property being seized under
the Criminal Law, the subjects of a criminal offense (in the sense of Article 87 of the
Criminal Code) and material gain that has acquired a criminal offense (Article 91 and 92
of the criminal Code), which is very important and you should have a positive impact
on the implementation of these measures in the criminal proceedings. Furthermore, in
its area of responsibility includes the property given on bail in criminal proceedings,
the exercise of professional judgment seized proceeds from crime and disposal of such
funds received in accordance with the law. Activities related to material gain proceeds
from economic offense, ie misdemeanor, as well as performing other tasks in accordance
with the Law are also under the jurisdiction of the Directorate. Its powers are broader
asset management needs of asset management which is taken in accordance with the law,
because it wanted to take advantage of large capacity of the Directorate for the needs of
ordinary criminal proceedings due to the absence of a successful executive mechanism in
these proceedings. However, we are not convinced that the wide range of actions it needs
to undertake can be successfully carried out according to the existing organizational and
structural composition of the body. The results of the previous work of the Directorate
general public knows very little, and we see that even one small part of the professional
scientific community dealing with the topic of seizure of assets derived from crime, did
not deal with, or is only briefly dealt with the theme of the management of seized assets.
Although seemingly Directorate is the “executive” authority, which has no significant
impact on the efficiency in the process of restitution of property crime, but has a duty to
carry out the decisions taken in the court proceedings, is her initiative is very important.
Precisely because the lack of focus on issues of public administration is unjustified,
unacceptable and contributes to the omnipresent figure of superficiality in the analysis of
the newly created instruments to combat the most serious forms of crime.

The Directorate was established as a body within the Ministries of justice and as
such has legal personality. Its headquarters is in Belgrade, but there is a possibility of
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forming a special organizational units outside the seat. Organisationalstructure of the
rules in this regard are thoroughly regulated by a special law. To perform the tasks within
the purview of the Directorate, establishes the Sector for download and management
of the assets proceeds from crime. The Department for Management of Seized Assets
proceeds from crime, educated three immediate unit - Department download the
confiscated property, the Department for confiscated property management and the
Department for general and material-financial affairs. The Director who is appointed and
dismissed by the Government on the proposal of the Minister of Justice, and with the
fulfillment of the conditions for the operation of the Act states. He holds the position of
civil servants, and is subject to applicable regulations that exist for civil servants’, as well
as regulations governing the issues of conflict of interest, which the legislator wanted to
strengthen the guarantees that this function is performed by impartial and independent
person. The rights and obligations of employees, the regulations on state employees and
civil servants.”Civil servants, according to the Law on Civil Servants, employed persons
who perform tasks within the scope of state authority” (Perisic, 2009: p. 93). At work,
internal organization and systematization of jobs in the Directorate, the regulations on
public administration, and if the need arises for resolving administrative matters, the
regulations on administrative proceedings.® In addition to the special conditions required
for work in state bodies, further specialization of employees was not carried out, and
which do not favor further positive legal labor law regulations which are in a constant
process of changes. “We must emphasize that the Republic of Serbia, the only announced
the revision of privatization, other elements of the post-transition events do not exist, nor
is there a general consensus on the fundamental issues of regulation of the economy and
society as a whole, which together represent an obstacle for the development and hamper
the difficult path of reforms expected” (Perisic, Perisic-Gluscevic, Karakas, 2014: p. 43).

The main powers of the Directorate in which he embodied the very purpose
of the existence of such a specialized body, is the management of the assets proceeds
from crime, which is seized under the provisions of the Act. Also, in the same manner
Directorate manages the cases of criminal offenses, and assets given as pledge, which
are all values which were seized imposed measures in regular criminal proceedings. It
is “the concentration of responsibility for dealing with the assets and objects that stand
in a certain relation to criminaliscausa” (Ilic et al., 2009: p. 70). Authority, therefore, as a
primary authority has confiscated property management, and in its control powers include
warehousing, storage and sale of assets, disposal of assets in accordance with the statutory
directives, as well as expert evaluation of seized property.The set of enumerated powers
makes the whole of its control activities in the strict sense of the word and its core business.
There is capacity for further expansion of the powers of the Directorate in cooperation
with other relevant authorities of a special procedure. As one of the possible forms of
authority would be desirable and activities of the Directorate in the event that the criminal
origin of the property is proved in a separate procedure. In this case it would be important
to include the tax authorities , which would at least partially compensate for those cases
where it is evident that the proceeds of crime but there is no possibility of proving the bar
to avoid cases of tax evasion , which “threatens the optimum business environment by
putting businesses that pay taxes in a worse situation than those who avoid it” (Marcetic,
Curcic, Lazovic: 2016: p.238). Yet questions opportunities taxation of goods on suspicion
of criminal origin as a model of seizure of assets of criminal origin is a separate issue.
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Problems that cause sluggishness management mechanism - the
brake efficiency of the Directorate

Directorate for Seized Property Management as the sole body constituted to
manage the assets of criminal origin has quite a complex role and to jobs within the
scope of its powers could be considered effectively completed it is necessary to solve
a series of comlicated tasks. “The reasons for prescribing special rules for temporary
seizure of objects and proceeds to the proceedings for organized crime are the need
for these measures more easily and more effectively implement than in the general
procedure” (Lazin, 2005: p. 554). Specialty in any segment includes support facilitated
the performance of tasks in a way that directs the operation of the specific tasks and
perform them. First, the Directorate as well as the idea that the mechanism of the build
up to the level of the institution and that this segment of criminal issues provide serious
support, had an initial problem, which consists in the fact that it is the work began
immediately after the establishment of the system of seizure of property. A series of
powers vested in it imply the expertise of specialist staff who would have knowledge
in individual areas according to the different powers under. Systematization of jobs in
the Directorate did not cover the employment of experts in the field of management.
“Specialization in any field, including in the judiciary is justified only if the operators
which entrust certain, specific tasks, according to a criterion distinguishing themselves
in relation to their colleagues, primarily professional and specially trained” (Skulic,
2005: p. 226). Directorate performs quite complex and specific tasks in relation to the
whole process of seizure, which although has a specificity takes place according to the
rules that apply to criminal proceedings. As pointed out by Nelen, “those who enforce
the law are primarily trained for the implementation of the norms of Criminal Code
but have little or no general knowledge and experience in the areas of commercial law,
banking and other regulations that are relevant for understanding the mechanisms of
the financial world.” (Nelen 2004: p. 528). Not only the Directorate, all authorities
acting special procedure requiring a certain degree of specialization and expertise, and
the principle of specialization has not carried out in any segment of the treatment. The
“past experience of our country in the fight against organized crime and corruption and
the experience of other countries shows that regular prosecution its standard mode and
the organization would not be able to answer the above tasks in the area of organized
crime.” (Vazic, 2008: p. 400). Especially, they could be regarded as sufficiently qualified
to act in the procedures of seizure of assets, which, apart from the fact that the most
serious forms of crime, and contain specifics regarding the property as subject to this
procedure. The problem is even greater because as one of the powers of the Directorate
states and training of civil servants in the field of seizure of assets, and that the authority
Directorate is not done, and it is questionable whether it has the technical capability to
perform, as there is no where to be dressed for it. The solution to these problems would
be the systematization of jobs within the Directorate which would include recruitment
of experts in various fields who would be trained for highly professional activities in
the domain of each of its activities, under the authority of the Directorate has. It would
be helpful to the Department Directorate There knowledgeable team to deal with all the
training of authorities in the process of removal. This would significantly contribute
to the first, introducing professional persons on the specifics of special measures, and
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secondly, encouragement of authorities to impose measures to deprivation of property
of criminal origin.

The Directorate is obliged to store and preserves expropriated property and to
manage it as good hosts, and a good expert. The essence of its activities should be reduced
to such treatment with the property that would largely maintain the value of the property
that she had at the time of seizure, all with minimum costs that will have the Directorate.
When selling property, but also its assessment, must strive to be as equivalent to a matter
that is subject to obtain the highest possible selling price, while endeavoring not to go
below the market value. With things that have specific properties, shall be treated in a
special way, according to the provisions laid down in the Act. The basic authority of the
Directorate is also its most important powers that as quickly and efficiently preserve
the value entrusted her stuff. If the Directorate of this authority entrusted a specialized
company that is engaged in the sale of goods, such a company would weigh that has
employees who have knowledge of trade activity, to a company which successfully
operated, the sale should be conducted as soon as possible in order to preserve the value
of things. Following the same principles should act Directorate, no matter what kind of
treatment can cause misunderstanding, because in the eyes of the beholder state should
not profit by selling the confiscated property. If we analyze the provisions on the method
of distribution of funds received such misunderstandings can be expected (according
to the Law / 2008 only 20% of the funds received from the sale of the property had a
human purpose, while under the Law / 2013 all funds paid into the budget of RS). The
problem is that the Department is not used in the best possible way, because his authority
is entrusted assets of very different characteristics, in order to preserve its value or to be
alienated by the highest possible value, not necessarily the possession of good marketing
and sales departments within the government but which it does not.

Next, a very important issue is the issue of preserving the value of forfeited
property. There are certain things that are by their nature such as to lose value over
time - some minor, some more. The practice, at least so far, shows us that the specific
procedures lasted for a year. Assets held during the proceedings the subject keeping the
Directorate if it is sold, usually loses its value. Therefore, the legislator gives another
authority Directorate, which is that she, with the approval of the competent court without
delay can sell movable property or to entrust certain individual or legal entity its sale. In
certain situations, if the Department considers it more appropriate solution, this work can
be entrusted to another person that is specialized in the sale of certain assets. Very rarely
will the business of selling the assets Directorate will be able to do without the help of
specialized persons, especially when it comes to specific items that are sold at special
markets specialized for certain types of goods. Overall, and bearing in mind the method
of sale that is binding for the Directorate, we are faced with the problem of the adequacy
of the attribution of powers to the Directorate, which in its composition does not have
enough trained staff to work in sales. The legislator has foreseen this possibility only for
mobility, while real estate, regardless of the loss of value can not be sold. The problem
grows when it comes to managerial responsibilities of the Directorate of legal persons. Is
it feasible, according to the current capacity of the Directorate to ensure the continuation
of operations of the legal entity which is in the process of removal is transferred to
the jurisdiction of the Directorate. Just at this point, we will briefly open the following
question: How is the Directorate as the managing seized assets right solution for us?
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In fact, if we look at comparative solutions, we will see that very often in the capacity
of managing and selling assets appear specialized institutions that are specially trained
for trade and which have as their task to the confiscated property to the fullest extent
possible to preserve its value, and that it as a commodity is sold to the market of and sold
at the best possible price. As a shining example in this field, we can cite the example of
the Netherlands®, where the business of selling the property performed by the Agency,
which has no power management than asset sales. The laws in this country in effect allow
a quick sale of assets in order to preserve its value, and if the defendant is convicted, the
value it returns, thus achieving the lowest loss. Agency fact suggests the court what is the
best selling and what is not, until the court accepts this advice. Items that are deducted
immediately sold, and the money is immediately placed in a bank deposit. For us, the
Directorate is authorized to sell the property, which is managed during the proceedings,
following the judgment; However, one can rightly ask whether she, as a specialized body
possesses the personnel who have the knowledge of trade skills. What is the interest
of the state to provide the highest possible value of the property which was found to
originate from criminal activities and of the impact of this issue on the total budget that
creates sales? Furthermore, the law provides, and exceptionally, the court may grant
that instead of selling certain assets to accept a guarantee offered by the owner or other
person, whose value is determined in relation to the value of the confiscated property.
This is an initiative of the owner or other person; Therefore, they must offer a guarantee,
and the court then considers whether to accept it.

In the event of the sale of forfeited property, whether it is performed in order
meet the running costs of the Directorate or in order to preserve its value, it must be
done in a legally prescribed manner. Necessary procedure for public auction, which is
advertised in the “Official Gazette of the Republic of Serbia” and other media, with the
exception of perishable goods and animals that can be sold without such the procedure.
The aim of the legislator was to ensure transparency of this process the sale to allow it
more competitive bidders. These sales, on the other hand, can cause the opposite effect
in certain cases, especially when the owners of the property to be sold were known
members of the mafia organization, because buyers reluctant to attend these competitions
(if they have information on the origin of such property). The legislator further provides
the necessary conditions for the sale of movable property. It must first be sold at the same
or higher price than the appraised value, and the assessment by the Directorate ..

Second, the different responsibilities of the Directorate are in various stages and
specific and criminal procedure. Acquaintance with the powers of the Directorate we
have seen how different management powers actually derives from a basic, management.
The costs of keeping and maintaining temporarily seized property shall be borne by the
Directorate. However, given that the seized items as they may arise that require huge
maintenance costs, the Directorate has the authority to decide such specific assets remains
with the owner, with the obligation to take on the old property with due professional care.
Some specific types of assets (such as, for example, yachts), require great care costs, and
provides for the possibility that in such cases the owner shall bear the costs of storage
and maintenance of the property. What is the practice in countries that have a developed
system of seizure of property, and especially its management, are its “cost management”.
The money will be confiscated temporarily from a specific person, ie the funds are
frozen, they should be transferred immediately into the hands of the Directorate, which
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would further disposed in such a way that the money they fertilize more, using a variety
of benefits of banking. This would avoid the subsequent possible costs that could arise
when returning confiscated property, because in addition to legal costs and the aging of
the assets that have been seized, the owner needs to pay the interest on the assets which
the Directorate had. In practice, it often happens that the cost of storage and maintenance
of fixed and certain movable assets may be very high. Therefore, the Directorate data is
another option if you do not resort to any of the above, and it is to sell a certain portion of
movable property in order to defray the costs incurred certain asset management. In the
event that a decision on temporary seizure of assets is terminated, all costs shall be borne
by the owner of the Republic of Serbia. This option applies only to the sale of movable
property which are less value and only for the purpose of settlement costs of maintaining
valuable assets. Until a final decision on the property is temporarily revoked, funds that
are obtained its marketable kept in a separate account of the Directorate. In case of
rejection of the request of the public prosecutor for confiscation of property, or if there
is a decision establishing that the property in question does not arise from a criminal
offense, means taken must be returned to its owner, and with interest and the right to
compensation for damage that has been caused. The funds from this account until a final
decision can be used for damages to third parties whose property was destroyed or for
costs which it itself had Directorate in connection with the destruction. So the intention
is that this money, other than specified exceptions when it can be taken, stored until a
final decision. However, we believe that this solution is extremely uneconomic, because
the funds kept in the account of the Directorate instead be deposited in the bank. Sure,
money can be deposited for so that at any moment it can raise if necessary, so that we
see no justification for such losses which result from keeping money in the account of
the Directorate. It is precisely in these examples observes certain inertia mechanism of
state management of seized assets, in contrast to solutions in which the business of asset
management, or at least its sale, hired specialized bodies who need this kind of regular
business operations.

Finally, and in the pursuit of the mechanism of seizure of assets derived from
crime in our law is as better, we want to initiate certain issues inevitably arise in the
application of the rules of asset management, and its sale and use. One of them is this:
who is authorized to carry out valuations of the assets in their sales? How to deal with
enterprises that are subject to confiscation, and which is owned by the defendant and
whether their work will be suspended until a final decision? We point out the importance
of resolving this issue due to the fact that the shutdown of large companies can bring
significant losses. When we talk about the extent of confiscation of her rule, which is
quite justified to take away everything for which it is determined that a benefit gained
by the perpetration of a criminal offense. However, when talking about the seizure of
property for which prove that the criminal origin, especially in some complex cases,
it is a far greater value of the property that is the subject of the proceedings and it is
desirable to make it the occasion of a certain “business-plan” in order to as far as possible
preserve its value. Such a system, for example, exists in the Netherlands, where the
Agency asset management itself estimates that it is profitable to take away certain things,
and that assessment indicates court. This relieves the management body of any costs
that would be incurred by deducting actually storing and sale of certain things that can
immediately estimate that would bring more harm than good. Also, the question arises:
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who is authorized to assess the value of assets in the Directorate? Does the Directorate
has staff that is capable of such an assessment, particularly bearing in mind the wide
range of items that must be evaluated and whether in certain situations need to hire
experts to do the assessment, which would be a logical solution. Law / 2013 regulated the
confiscation of property of legal entities, but may ask how we prepared for management
companies if they are owned by a person against whom a decision on a temporary or
permanent seizure of assets. Suspension of the work of these firms could lead to large
losses, so the most appropriate solution was continued operation of the company with
the appointment of a new management under the auspices of the state, which would
allow for the preservation of the value of confiscated property or change of activity of
the company.

Analyzing the regulations of other countries pertaining to the management of
assets derived from crime, we note that the domestic asset management model mostly
just rewritten the solution of other countries. It seems to us that there were still many
segments of legislation in this field remain unapplied in practice, as the main reasons
for this is still not enough experience in asset management, but also the still insufficient
capacity of employees, in both qualitative and quantitative terms. Namely, as a model for
defining the responsibility of the Directorate, was taken primer Belgian legislation even
though they do not have extra-long experience in this field, given that the set of rules on
the management of seized assets to them adopted in 2003. In order to improve the rules
relating to asset management in Belgium has formed an office of the Public Prosecutor’s
Office which is the main task assigned to asset management - Central Office for the
seizure and confiscation. Modeled on the authority granted to the Belgian office, the data
and powers of the Directorate of the RS, and their comparative analysis can be seen a
great similarity. Asset management, which includes its storage and sale, is a complex
task and is the second, both on field an important part of the deal after finding that the
property actually has a criminal origin. In our country, if we talk about the confiscation
of material gain, expressed the problem of its management, which is influenced by the
existence of a small number of cases in which the measure was imposed. Judges have
avoided the imposition of these measures, since they were aware of the lack of capacity
for managing seized assets. Successful management of the seized assets is a necessary
link in the chain of seizure. Without an efficient management mechanism, the effect of
seizure of property of the offender has not been fully achieved.

Conclusion

In a series of elements that were indispensable to the whole idea of “aggressive”
confiscation of criminal profits realized, the establishment and work of the Directorate is
considered to be particularly important. Yet the mere existence of a specific criminal justice
institutes do not provide the guarantees for its efficiency. In order for a special procedure to
be effective, especially to the criminal forfeiture of any profits must be practical to remove
the brakes that exist in the management of property which is temporarily or permanently
revoked. These deficiencies are present partly due to the fact that for every novelty necessary
time to be able to function properly in a system where it is entered, or on the other side due
to a lack of interest in improving key deficiencies mounted system. Perhaps the strongest
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support in increasing the efficiency of the Directorate as the managing authority would be in
the implementation of narrow specialization and specialties throughout the process of seizing
property, a first in the Directorate. We think it is extremely important to work on improving
the efficiency of all the powers of the Directorate has, not only in the primary, which is linked
to the procedure for management of seized assets. The powers that has been quite different to
the domain of action and include good orientation of staff with the necessary specialization.
It is necessary to give greater space management issues and its importance in the whole
process of taking away property, because we believe it is not enough to control the authority
only carried out, it is necessary that it be carried out in the best possible way and with present
maximum efficiency in sales, the purpose and keeping the confiscated property.
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INTELLECTUAL CAPITAL: CHARACTERISTICS
AND SIGNIFICANCE IN THE SERVICE SECTOR

Abstract

Intellectual capital is a main driver of creating value in the company by
combining the use of human, structural and relational capital. It consists of
knowledge and skills of employees, business culture, databases, company's
reputation and relations with external partners. The aim of this paper is to point
out the significance of intellectual capital and its impact on service creation and
performance of service companies. Based on the applied inductive-deductive
and qualitative method, we can come to the conclusion that human capital has
a dominant role in service companies. The effect of human capital is conditioned
by the existence of non-material infrastructure, i.e. structural capital. Creation of
good competitive position of service companies can be achieved by developing
relational capital. Therefore, service differentiation and good image of service
companies in the environment can be achieved by owning and good management
of intellectual capital, i.e. management of human, structural and relational capital.

Key words: intellectual capital, services, human capital, structural capital,
relational capital
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HUHTEJIEKTYAJIHU KAIIUTAJI: KAPAKTEPUCTHUKE "
3HAYAJ YV YCIIYKHOM CEKTOPY

ArncTpakT

Hnmenexmyannu kanuman je 2iasHu NOKpemay cmeapara peoOHOCmu Y
npedysehy KOMOUHOBAHOM YNOMPeOOM mYOCKO2, CMPYKMYPHOZ U PelayuoHo2
kanumana. Yunu 2a 3uarbe, UCKYCMEO U GEUUIMUHE 3aNOCLEHUX PAOHUKA, NOCLOGHA
Kyimypa, 6aze nodamaxa, penymayuja npedyzeha u 00HOCU ca eKCMEPHUM
napmuepuma. L{ub pada je 3a ucmakte 3Hauaj uHmenekmyaiHo2 Kanumaia u ie2os
ymuyaj Ha Kpeuparbe yciyea u nepghopmarce yeayichux npeoyseha. Ha ocnogy
npumerbene UHOYKMUGHO-0eOYKMUGHe U KeAIUmamusHe memooe 3axkmwyuyje ce 0a
YOCKU KANUMAL UMA OOMUHAHMHY VIIO2Y Y YCAYHCHUM npedysehuma. [lenosarve
BYOCKO2 KANUmMana yciloemeHo je noCmojarsem Hemamepujanne ungpacmpykmype
o0HOCHO cmpykmyphoe kanumana. Kpeuparwe 0obpe KOHKYypeHmcke nosuyuje
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yeayscHux npedyseha moeyhe je ocmeapumu paszeojem peiayuoHoe Kanumaid.
lakne, oughepenyuparnocm yciyea u 000py CIUKy yCaysicHux npeoyszehia’y okpyxcersy
moeyhe je nocmuhu nocedosarsem u 00OpPUM YNPABLAFEM UHMENEKMYATHUM
KAnumaniom OOHOCHO YNpAabarbeM sbYOCKUM, CMPYKMYPHUM U Pe1ayuoHUM
Kanumanom.

Kwyune peuu: unmenekmyainy Kanuman, yciyee, /bYOCKU —Kanumai,
CMPYKMYPHU KANUMall, penayuonu KanumaJ

Introduction

Creation of economic value in contemporary conditions is based on knowledge
and other non-material resources. Drucker (1993) ponts out that knowledge is a main
resource of modern economy and “knowledge workers” are the most important labour
force. Basic component of intelectual capital (hereinafter IC) is knowledge. Intellectual
capital is defined by Roos & Roos (1997) as a set of invisible property of the company
and the most important resources for acquiring competitive advantage of the company,
whereas its is started from the fact that knowledge is crucial for acquisition of sustainable
competitive advantage. In knowledge-based economy, it is important to stress the role
of service sector since it has a share of more than 70% in GDP in OECD countries
and employs 65% of working population of these countries (OECD - Organisation for
Economic Co-operation and Development, 2000). Main products of service sector are
services that are largely results of the work with the help of knowledge and thus the role
of intellectual capital, as value driver, is of crucial importance in this sector.

IC significance is different in manufacturing and service sector. The possibility of
differentiating the services and the attempt of the company to distinguish itself from the
group of many others that are similar, it is not possible to realize without the use of IC
components — knowledge, skills and abilities of employees, adequate business culture,
developed image and good cooperation with business partners and users. On the other
hand, in manufacturing companies the incomes from service activities can have a high
share in the structure of total income realized. For example, companies such as IBM,
SKF and Xerox, create more than 30% of income on the basis of services provided
whereas the share of service activities in the profit often exceeds 50% (Gebauer et. al.,
2010). Service companies become increasingly productive in industrial countries — to
the extent that we could say we live in service-based ecomony (Kianto et. al., 2010).
This statement is also confiremed by the data on the impact of this sector on creation of
GDP, the number of workers employed in this sector and a part of personal income that
population spends on services.

The significance of IC, as a significant company’s strategic resource, is best
illustrated by the theory based on resources. According to the authors Steenkamp &
Kashyap (2010), the IC significance comes from its role in development and creation of
competitive advantage, provision of high profit potential for the future and high business
performances. In addition to intellectual capital the second, most frequently used term
in literature for the expression of non-material resources (knowledge, information,

160 EKOHOMUKA EXA1



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

intellectual property, experience) that create value (Stewart, 1997) is intangible, non-
material, intellectual assets. (Lonngvist, 2004).

The purpose of this paper is to point out IC role in contemporary business terms of
the company, which are characterized by a high competition level and frequent changes
of business conditions. In addition, we also point out the impact of this capital category
to the creation of services and performances of service companies. The paper consists of
three chapters where the first one describes IC, its components and characteristics, the
second points out the characteristics of services, while the third one provides a review of
previously published studies on the presence of IC and its components in service sector
with a discussion on which IC components affect the service companies performances
the most.

Intellectual capital concept

There are two ways to measure the value of the company, one is based on financial
reports and the other on evaluation of the company by capital market. Deviation of
market in relation to accounting value of the company was the main reason for studying
the issues of intellectual capital. The authors Sveiby (1997) and Lev (2001) believe that
the difference between market and accounting value of the company represents the value
of intellectual capital. Having in mind the deviation between the values mentioned,
some studies point out that more than 2/3 of the value of company’s property is IC (Van
Buren, 1999) while others point out that 80% of market value makes this capital category
(Tesng & Goo, 2005). Many companies in USA in the period from 1981 to 1993 had
the value that was 2-9 times more in capital market in relation to their accounting value
(Edvinsson, 1997), which points to the high impact of IC on company’s market values.

Intellectual capital, as a crucial strategic resource of the company is actually based
on knowledge. The knowledge is a main component of human capital, which is a result
of learning process. In addition to human, intellectual capital also consists of structural
and relational capital that affect value creation. Edvinsson (1997) observes IC as the
most important resource in value creation process in the company. What follows is the
defining of the intellectual capital by different authors, in chronological order.

Among the first ones, the term intellectual capital is explained by Itami (1991)
as a set of a big number of elements, such as technology, client loyalty, company’s
image, corporative culture and skills management. Brooking (1996) sees IC as a
combination of four categories: market property, intellectual property, human resources
and infrastructure. Edvinsson & Malone (1997) defines IC as a knowledge that can be
transformed into value while Stewart (1997) by IC implies packed useful knowledge,
i.e. company’s intellectual material — knowledge, information, intellectual property
and experience — which can be used for wealth creation. The primary definition of IC
within Swedish insurance company Skandia referred to the possession of knowledge,
experience applied, organization technology, consumer relations and professional skills
that provide competitive advange for this company in the market. (Edvinsson, 1997).

Lynn (1998) by IC implies intellectual material that is used for creation of value
added. Nahapiet & Ghoshal (1998) use the term IC in order to mark a significant resource
and ability to take over the actions based on knowledge and skills. Lev (2001) observes
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how IC as non-material resources are generated by innovations, unique organizational
design and experience of the employees. Intellectual capital is a combination of human,
structural and relational resources of the company (MERITUM, 2002). According to
Lonngvist (2004), IC includes non-physical resources that refer to skills of employees,
organizational resources, manner of performing activities and relations with company’s
stakeholders. Intellectual capital is a competition leverage for small innovation
companies, i.e. IC is main internal determinant of the competitiveness of small and
medium companies (Tovstiga & Tulugurova, 2007). In Table 1, you can see the review
of IC characteristics.

Table 1: Review of intellectual capital characteristics

Autor(s) IC characteristics

It is difficult to accumulate non-material resources

Carnall (1999)  Simultaneous multiple use
 Simultaneously being both inputs and outputs of business
* Rarit

Riahi-Belkaoui (2003); e

.

impossible to imitate

Grosh & Wu (2007
ros u( ) non-existence of substitutes

.

intangible nature

results of economic transactions
ability for creating future income
resources used in the long run

Gallego & Rodriguez (2005)

intangibility

effect of time delay (benefits from R&D function last 5-9
years)

not present the zero sum effect (gain on one side equals the
loss on the other)

» multiplication rule

« yield increase right (factors value increases with the use)

Tesng & Goo (2005)

Based on different definitions of IC term, the conclusion can be reduced to the
following: IC is a main driver of value creation in the company by combing human,
structural and relational factor. Intelectual capital consists of knowledge, experience and
skills of the workers employed, business culture, databases, company’s reputation and
relations with business partners. Therefore, we can list the most important characteristics
of IC: intangibility, impossible to imitate; bigger intensity of using intellectual resources
increases their value and craetes future long term benefits.

Over the time, significance of intellectual capital was growing in modern economy,
different authors have attempted to define its components in the most comprehensive
way possible. As it was mentioned before, it is one “intangible property”whose value is
difficult to assess. For proper evaluation of IC it is necessary to, first of all, understand
its components and their impact on value creation process.

Brooking (1996) points out market property, intellectual property, human resources
and infrastructure as components of IC. Edvinsson & Malone (1997) and i Organisation
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for Economic Co-operation and Development — OECD, 1999 divide IC into human and
structural. Lev (2001) classifies IC into innovation, human and organization resources
while Sveiby (1997) and O’Donnell & O’Regan (2000) divide IC into competence of the
employees, internal and external structure.

For the purposes of this paper, the classification of IC into human, structural
(organization) and relational (external) capital (Roos & Roos, 1997, Bontis, 1998,
Guidelines for Managing and Reporting on Intangibles - MERITUM Guidelines, 2002).

Human capital, in MERITUM Guidelines (2002), is defined as knowledge
that employees bring along when they leave the company and it includes knowledge,
experience, creativity, skills of employees. Mihailovi¢, et. al. (2015) point out that main
driver of development and business success of the company is precisely the continuous
learning and improvement of skills and abilities of management and employees.
Structural capital or, as it is often called, organizational or internal capital is defined
by Bontis (2001) as a combination of databases, software, hardware, organizational
structure, patents, trademarks and all other organizational capacities that support the
productivity of employees. Relational capital includes all resources related to business
interactions of company with external environment — with buyers, suppliers or research
and development partners (Guidelines for Managing and Reporting on Intangibles —
MERITUM, 2002).

Service characteristics

According to OECD (2000) data, service sector is becoming increasingly important
in information society: share of manufacturing activities is gradually reduced to level
below 20% while the share of service sector in GDP of OECD countries is more than
70%; employees in this sector make about 65% of total number of employees (OECD,
2000). Main task of service sector development is the creation of the assumptions of
creating such services that the consumer will observe as something that provides him an
attractive value added.

Selection of services is based on expectations and desires. Desires refer to the
manner in which the consumer tries to satisfy his needs.The expectations are related to
the aim of the user and based on user needs and desires whose realization is conditioned
largely by the elments of relation capital: reputation of the company in the market,
marketing, earlier experience of the user with service company, etc. (Edvardsson &
Olsson, 1996). When the expectations and desires of users are satisfied, the value is
created. The value can be measured by putting the service quality level and the costs of
their provision into relation (Sandstrom et al., 2008).

Numerous authors mention the intangibility as an important characteristics of
services (Parasuraman et. al., 1985, Moeller, 2010 and Rodie & Martin 2001). The
decision on selection of services depends on how the potential user experiences the
intangibity feature. However, majority of services cannot be expressed in numbers,
measured, tested, which makes the choice more difficult. Due to intangibility, managers
cannot easily understand how the consumer sees their services and evaluate their quality,
which can create a problem in service creation (Parasuraman et. al., 1985). Intangibility
gives creators space to create a service that can be different from the others. In addition,
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intangibility makes service imitation more difficult for the competitors. Creation of a
unique, differentiated, intangible service depends on intellectual capital that service
company owns, i.e. knowledge, skills and abilities of employees to create innovation
services with the support of appropriate infrastructure such as database, business culture,
hardware, software, i.e. structural capital. Maintenance of good business relations with
familiar customers, with whom a company has a long, successful cooperation, as well as
image of the company itself is a verified recipe for high business performances.

Intangibility of services affects the height of company’s income through the possibility of
differentiation and inability of imitation by the competition. In the same way, intangible nature
of IC plays an important part in role creation process of which successful usage also depends
the quality of services as well as the height of income in the company. Therefore, IC affects
high business income of service companies through the impact on production of differentiated
services that will entirely satisfy the expectations and desires of users. Once more, we must
stress that intangible resources are main source of competitive advantage in knowledge-based
economy (Zigan & Zeglat, 2010). Unique and quality services, in contemporary conditions, can
be created only with the usage of human, structural and relational capital.

Intellectual capital in service sector

Main role in service sector belongs to the user, because without him there is no income.
It is required that there is a harmony, compatibility between service offer and the needs of
service users. Needs and satisfaction of needs are the basis of service creation process.
Requests of service users and manner of their satisfaction are different among individual
users. The essence is to create a service that meets the expectations of users and creates a
value added for him. In order to achieve that, it would be good to “include” the user in the very
process of developing new types of services, which acquires a high level of closeness between
participants in supply and demand of services. Williams et. al. (2010) and Anantadjaya et. al.
(2015) point out that closeness between producers and users of services can be achieved if
the producers track the behaviour, attitudes and needs of users and understand what are the
“vulnerable” spots in their expectations which creates a high level of loyalty and confidence
of users who, in the economy based on knowledge, become very important.

In this paper, service sector is seen as a sector consisting of services of
communication, finances, trade, education, health protection, real estate rent, food and
accommodation and public administration services (OECD, 2000). The study carried
out by Bontis et. al. (2000), includes government, financial services, entertainment,
hospitality and tourism, private education, computer and professional services in
service sector, while chemical, electronic companies, manufacturing and construction
companies are included in non-service sector. Lim & Dallimore (2004) in their study,
by service companies include banking companies, companies from telecommunication,
entertainment and tourism field, transport and financial companies.

It is already said that IC includes human, structural and relational capital. In this
order we will present works that have so far analized the role of all the components in
service sector and their basic conclusions.
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Human capital is a very important component of IC having in mind that it largely
affects the work productivity. Some characteristics of employees, such as experience,
abilities, affect the perceived value of service users. Studies show that “loyalty of the
customers” can be predicted by measuring “loyalty of the employees” (Bontis et. al.
2000).

Namasivayam & Denizci (2006) have analized the impact of human capital in
service companies. Authors believe that human features, such as creativity and emotional
intelligence of the employees must be adequately evaluated since they affect the
perceived value of the consumer. Based on their work, we come to the conclusion that
business processes of service companies are closely related to human capital, where the
authors see the value created for the users in the following manner (Namasivayam &
Denizci, 2006):

Human capital * structural capital = value for consumers

Human capital, along with structural capital, is especially important in the relations
between service user and service provider. For service users, it is important that provider
has the knowledge in order for their desires to turn into a specific role. In addition, it
is important to recognize the form and nature of knowledge and contribution of each
employee.

Significance of human capital, as IC component in service companies was also
pointed out by Edvardsson & Olsson, (1996). This capital is seen as a crucial resource
of the company. Perception of consumers on service quality largely depends on how the
employees see their desires and needs. Due to the employees, service becomes “visible”
so in that way, knowledge, experience and motivation of employees have a significant
contribution to the achievement of high performances of service companies. In addition
to the impact on service quality, employees are important factor in the field of costs as
well — earnings of employees in service sector are higher on the average in relation to
manufacturing companies.

The IC significance in service companies was also studied by Kianto et al. (2010)
where they reach the conclusion that in these companies there is increasingly more expressed
demand for multiple and complex knowledge of employees in relation to manufacturing
companies so the role of people (human capital) is much more important in service sector
since the quality of service provided largely depends on them. They point out that IC is the
crucial driver of value, regardless of the type of activity that the company deals with. Lim
Dallimore, (2004) in this study, based on 36 service companies in Australia, point out both
human and relational capital as the most important components of IC. These categories of
capital provide significant benefits for the existing and potential investors, as well as higher
service quality. Navaratnam & Harris, (1994) define five management principles that can
strengthen human capital as main creator of value. Those principles are: respecting people,
management based on facts; satisfaction of consumers and teamwork.

Martelo-Landroguez & Martin-Ruiz (2016) were engaged in examining the impact
of knowledge to creating the value for service user. Study was carried out on an example
of banking sector of Spain and starting assumption that service companies that use their
knowledge more efficiently create more benefits for their clients was confirmed.
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A small number of authors have dealt with examining the role of structural capital
in service companies. Kianto et al. (2010) start from assumption that structural capital is
somehow more important for manufacturing companies in relation to service. However,
IT application in service sector changes the role of structural capital in service companies.
Components of structural capital, such as information and communication systems, are
extremely important not only because of optimal process of work but also because of the
satisfaction between the users of these systems, i.e. employees (Zigan & Zeglat, 2010).

Castro et. al. (2004) analyze the role of company’s reputation in development of
relational capital and point out that relations of the enterprise make its most valuable
assets. Kianto et al. (2010) believe that relational capital is more important for service
than manufacturing companies having in mind it is required to make a harmony between
the supply and demand of customers. A close relationship between manufacturers
and users of services imposes a need for establishing a good relationship and mutual
understanding between these two participants. Having in mind that a small number of
authors deals with analyzing relational capital in service companies, in this paper we start
from a brand, image of the company as an important component of relational capital.
Brady et. al. (2005) in their reasearch work point out the significance of branding the
services in relation to physical goods and point to a direct relation between the service
intangibility level and significance of branding. In addition, Krishnan & Hartline (2001)
in their paprt, point out the significance of the brand in evaluation of services quality.
For the authors, Zigan & Zeglat (2010) satisfaction and loyalty of service users, relations
with suppliers and reputation of the company represent the most important components
of relation capital in case of service, hospitality companies.

Intangibility makes service selection harder from the part of users and thus the
brand can appear as a service differentiation source. Strong brand has a positive impact,
directly or indirectly, to the perceived service quality in case of consumers. Onkvisit
& Shaw (1989) point out of the significance of the brand in service selection by the
part of consumers and they observe services as goods. They mention Holiday Inn as
the first company that branded its services in hospitality industry. Using brand name
ensured unique, standardized services for the tourists everywhere in the world, where
this company has transformed accomodation services into goods.

Inspired by characteristics of hospitality industry, the authors Fitzgerald et. al.
(1991) have defined a system for measurement of business performances in service
sector. System is based on connecting financial and non-financial measures in order to
control and develop performances of service companies. Dimenions and measures in
this model reflect the characteristics of service sector. The system connects financial and
non-financial measures and includes six categories summed up in two groups: the first is
results dimension, which includes competitiveness and financial results and the second
one is determinist dimension, which contains factors that affect all the performances —
service quality, flexibility, resource usage and innovations. Model measures efficiency
and productivity of resources (Zigan Zeglat, 2010).

In Table 2, a review of scientific papers that have dealt with examining IC impact
on business of service company is presented.
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Table 2: Review of previous studies of IC impact on business
of service companies

Authors Data source Sample description Variable Results
Questionnaire | 107 service and non- Depfendent: business | Human and structural capital influence
Bontis et. al. (2000) service companies in periormances the performances regardless of the
Malesia type of industry; customer quality has
Independent: human, a higher impact on performances in
structural and customer | relation to structural capital regardless
capital of the type of industry
i There is a statistically significant
Questionnaire Dependent: business relation between components of IC,

Engstrom et. al.
(2003)

and financial
reports

13 Norwegian hotels
within two hotel chains
(Radisson SAS and
Resorts hotel chain)

performances

Independent: human,
structural and customer
capital

where the connection is the strongest
between human and structural capital;
there is an impact of structural capital
on hotel performances; hotels with high
capital of customers achieve a high rate
of room occupancy

Lim & Dallimore
(2004)

Questionnaire

36 service companies in
Australia

Analized relation between
1C indicators (human,
corporative, business,
functional, customer capital,
supplier capital, partner
capital. investor capital)

Human, business and customer capital
are the most important IC components

Mavridis (2004)

Financial
reports
available on
the website of
Japanese Bank

141 bank
(2000-2001)

in  Japan

Analized impact of IC
(human) capital and
physical capital on banking
value-based performances

There is a statistically significant impact
of intellectual (human) and physical
capital on value-based performances.
There is a statistically significant impact
of intellectual (human) and physical
capital on value-based performances.
Knowledge workers give provide
greater contribution to better business

association
(JBA) performances
. p Variables: business Za menadzere ovih preduzeta od
30 companies  for | performances (operational najvece vaznosti su ljudski kapital kao
providing health | efficiency, costs control i i
ices in Tai ¥ b element IK i operaciona efikasnost kao
Peng et. al. (2007) Questionnaire services In laiwan income and growth, medical pokazatelj poslovanja

quality and productivity)
and human, organizational
and relational capital

Annual
financial

Analized relation between
investment amount in
systemic, human and

Tnvestment in systemic and customer
capital of cost-oriented hotels leads to
higher profitability of the hotels

Walsh et. al. (2008) reports (PKF 538 hoFels from 45 USA | Customer capital and
Hospitality | countries (1998-2001) startegic orientation of Hotels aimed towards differentiation
Reserc h the hotels (low costs/ with big investments in IC components
Consulting) differentiation) and height (human, systemic and customer capital)
of business performances will result in high performances
(income before taxes,
income per a room rented)
Dependent: IC performances
Results point out that standard
60 British banks (1999- o variable banking risk and profitability
El-Bannany (2008) . al 2005) Independent: banking risks, are important. Investments in IT
Financia profitability, investments system, banking efficiency, raising
reports in IT system, bfmking entrance barriers and IC investments
;fﬁclency, bar";rsl(j efficiency have a significant effect on IC
or entrance an erformances.
investments efficiency P
Variables: analyzing i i
335 production and | relations of IC components Service companies own more human
Kianto et al service companies that | (human, structural, alx:d renewable Eapltal and focushgln
(2010) do business in Finland | relational and renewable the creation o Ic strategy while
Questionnaire | (2008-2009) capital) and IC activity manufacturing companies have more
(IC management, IC developed IC protection
startegy creation and IC
protection) in service and
manufacturing companie:
342 companies that
do business in Great Dependent: O1/S, ROA In service companies: VAIC has a
Zeghal & Maaloul Britain (2005) of | and M/B positive impact on OI/S and ROA;
(2010) Financial which 161 are service VAIC has a negative impact on M/B
reports companies for which ratio; CEE has a negative impact on
there are research | Independent: VAIC, HCE, OI/S and positive on  ROA and M/B
conclusions given in | SCEand CEE ratio
this paper
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Bontis et al
(2013)

Financial

Banks that do business
in Serbia (2008-2011)

Dependent: profitability,
total assets, ROA, ROE,
productivity of employees

Results show that human capital
has an impact on productivity of
employees, structural capital on total

reports assets and ROE and physical capital on

g’gspende"t-' HCE, SCE; profitability and ROE

Dependent: ROA

Joshi et. al. (2013) 40 financial i Relation between VAIC, HCE and SCE
Financial ( us dla Independent: VAIC, CEE, | and ROA is not statistically significant.
reports infr Ol: :: er Cbl ?]k > | HCE, SCE Relation between CEE and ROA is not

inszian:e compan;s) S statistically significant
12 case studies Application of IC" concept [ Ppointing out the priority of limited

Bornemann &
Wiedenhofer
(2014)

performed on
the example
of  Austrian
educational

educational
(2012-

Austrian
institutions
2013)

to non-material resources
as crucial for the quality of
education process. The aim
is to identify the cause of

resources and systematic monitoring
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improvement and better acquisition of
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Legend: Ol/S (Operating Income per Sales); HCE (Human Capital Efficiency); SCE

(Structural Capital Efficiency); CEE (Capital Employed Efficiency); ROA (Return on

Assets); ROE (Return on Equity); GR (Growth Revenue); EP (Employee Productivity);,
M/B (Market to Book Ratio); VAIC (Value Added Intelectual Coefficient)

Based on papers presented in Table 2, authors of the four papers et. al. (2000);
Lim & Dallimore (2004); Zeghal & Maloul (2010) and Kianto et al. (2010) have studied
IC impact on performances of service companies. Some authors have examined the IC
impact on companies that deal with one of service activities: hotels — (Engstrom et.
al. 2003; Walsh et. al. 2008), financial institutions (Mavridis 2004; El-Bannany 2008;
Bontis et. al. 2013; Joshi et. al. 2013); health institutions (Peng et. al. 2007); education
institutions (Bornemann & Wiedenhofer 2014). By summarizing the studies presented,
the conclusion could be reduced to the fact that IC components (human, structural
and relational capital) have an impact on business performances of the observed,
service companies and that there is a significant connection between coefficients of IC
components Sumiranjem prikazanih istrazivanja, zakljucak bi se mogao svesti na to da
komponente IK (HCE; SCE and VAIC) and financial indicator (ROA) in the paper of the
author Joshi et. al. (2013).

The growth of service companies is based on the use of intellectual capital.
Efficient use of IC contributes the creation of differentiated and quality services and offers
company a possibility to achieve better competing position. Effects of IC activities are
expressed through the usage of its components: human, structural and relational capital.
Human capital has a dominant role in service companies and includes knowledge, abilities
and skills of employees to create quality services, different in relation to competition.
Structural capital (databases, softwares, business culture) represent a tool which enables
the employess to use knowledge and skills while development of relational capital affects
good competing position and image that a company has in its environment. Therefore,
differentiation of services and better competing position of service companies can be
achieved by owning and good management of intellectual capital, i.e. management of
human, structural and relational capital.
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Conclusion

Value of the company is not based only on physical and financial, but also on intelectual
property. Intellectual capital is something unique that a company owns (Bontis et. al. 1999)
and makes up 80% of its market value (Cheng et. al. 2010). IC is built within “company’s
walls” (Komnenic & Pokrajcic, 2012) and therefore, it is hard to distinguish this type of capital
from total company’s assets. Authors Kim & Dennis (2014) believe that growth in knowledge-
based economy is a main reason of deviation of market value of the company in relation to the
accounting value. This difference simultaneously points to the positive impact of IC on business
of the company and there are numerous studies regarding this subject.

IC is an important factor of creating value in the companies, whether they are
manufacturing, trade or service. It consists of human capital (knowledge, experience and
skills of the employees), structural capital (business culture, databases) and relational capital
(reputation of the company and relations with external partners). Investing in IC is a secure
path to creation of competitive advantage and high business performances of the company.

High value of IC affects the growth of the value of service companies. Possession
of IC in service companies and its adequate usage offers the possibility to produce
differentiated, quality services that can be copied easily. By creating these services, the
growth of profit is provided which leads to the growth of the value of the company.
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