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FOREWORD

This book is the fourth in sequence, and it relates to issues of entrepreneurship.
It was preceded by the following books Entrepreneurship (2012), Entrepreneurship:
Economic Development & Finance (2013), and Gender, IT and Marketing Issues in
Entrepreneurship (2013). For the past few years, in this way, we have been forming
and expanding the existing library in this multidisciplinary field, to which we
permanently add new aspects and develop existing concepts.

National and international experts are participating in creating the
entrepreneurial library. With their research papers, they always open some new
topics and inspire us to focus and dedicate our special knowledge to those topics,
which is also the case with this new monograph. Namely, this one is different from
the previous publications from the field of entrepreneurship where the role of
entrepreneurship in economic development and financial, gender, marketing and
informatics aspects were considered. Publication Entrepreneurship: Factors
Affecting Small-Scale Business Performance and Development joined economic,
psychological, social and other factors which influence the characteristics and
development of entrepreneurship, as well as entrepreneurial behaviour.

Monograph has three parts:

| Part. Entrepreneurship development & Firm performance

Il Part. Sociological and socio-psychological aspects of entrepreneurship
I11 Part. Case Studies.

The first part analyses the possibilities of measuring and improvement of
business results of small enterprises. Effects of different factors on achieving the
ultimate business results are taken into consideration. Considering that
improvement of organizations’ performances in modern business is more important
than ever, this issue rightfully takes the central place in this publication. The
remaining parts are in its function and represent a connected whole.

The second part of the monograph considers the issues connected to socio-
psychological aspects of entrepreneurship (motivation, emotional intelligence,
stress management etc.).

The third part consists of case studies, which are original researches done from
the aspects of various kinds and categories of entrepreneurs put into global,
regional or national context. They give us a special insight in these issues and
possibility to understand and solve the problems existing in Europe, Asia or Africa.
At the same time, this enables us to understand the differences and similarities,
which exist in certain countries and parts of the world through the vision of
development and management of entrepreneurial activities.
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It is our opinion that this concept of the book will at the same time be useful
and interesting to readers. Because of the limited number of pages, we reached
some of the factors and analysed them, which only sets the discussion into motion
and invites new opinions and analyses regarding this edition’s topic. Enriching this
field, from year to year, can be seen as our obligation, which is one of the basic of
the Faculty of Business Economics and Entrepreneurship (BEE) from Belgrade —
publisher of all previous editions.

August, 2014.

Acad. Prof. Dr Mirjana Radovic-Markovic

European Academy of Sciences and Arts (EASA), Salzburg, Austria
Academia Europea (EA), London, United Kingdom

World Academy of Art and Science (WAAS), United States

Royal Society of Arts (RSA), London, United Kingdom

Bulgarian Academy of Science and Arts (BASA), Sofia, Bulgaria
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THE DIGITALIZATION ERA CHALLENGES FOR THE
ORGANIZATION OF XXI CENTURY

Sasa Trandafilovic, PhD’

Ivana Cvetkovic’

ABSTRACT

In today's business environment, and under the influence of globalization and
advances in the field of information technology, organizations are facing
increasing demands for information processing. In order to respond to the
demands of the current business context, modern organization are finding the
solution in creating adequate capacity and infrastructure to support the
establishment of harmony between the external and internal factors of the design of
organization. The phenomenon of "Big Data" is the most important creation of the
modern environment that pervades and influences all the elements of
organizational design. That is why the importance of creating a digital business
function that represents the core of experts in the field of modern technology is
more and more emphasized. These experts affect the company to keep pace with the
new environment through finding new ideas, sharing knowledge and experiences
and applying them in the organization.

Key words: Big Data, Digitization, Organizational Processes, Organizational
Design, Digital Skills and Knowledge

JEL Classification: C80, M15
UDK: 005.591.1:004.4
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INTRODUCTION

Business context for modern organizations becomes more and more dynamic,
complex and heterogeneous, due to the increased interdependence at the global
level and taking advantage of improvements in information technology.

Modern environment is bringing the creation of new phenomena that affects
all the elements of the organization and that changes its characteristics. In such
circumstances, companies must constantly adapt to changes in order to establish a
balance between internal (strategy and organizational design) and external
(environment) organizational factors.

Starting with the key challenges of the Digital Era and with the need for
adaptation, the aim of this paper is to identify: 1. Which is a key phenomenon of
the Digitization Era and its features; 2 How and in what manner the phenomenon
of "Big Data" influences the definition of the strategic orientation of modern
organizations, as well as the process of organizational design; 3. What is the role
and place of digital functions in the modern organization.

Characteristics of the "Big Data" as a key phenomenon of the Digital Era are
presented in the first part of this paper. Then, changes in the strategic orientation of
the company, formed under the influence of the phenomenon of "Big Data" are
defined. Also, it presents the key changes in the organizational design in the Era of
Digitization, viewed through the prism of Galbraith’s Star Model. In the end it
emphasizes the role of digital functions in terms of the sustainable development of
the modern organization, with presentation of appropriate conclusions.

BIG DATA - CURRENT CHALLENGE

The changes that marked the end of the XX century had a great impact on
modern business organization. New global markets have become highly
competitive, with demand for continual adjusting the strategy and structure of the
organization to external business environment. The basic characteristics of modern
environments become: complexity, dynamism, heterogeneity, and hostility
(Petkovic, 2011). In such an environment a key competence of the organization
becomes the ability to anticipate and implement future changes. Successful
companies increasingly develop the ability to create a stable environment for
continual changes at any time and as such are called flexible organizations
(Overholt, 1997). Following the changes in the environment and on the basis of
their needs for adjusting, flexible organization continually develop new strategies
and in accordance with that, change their elements of the organization in order to
achieve coherence between environment, strategic orientation and organizational
design.
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In the extremely competitive global economy, inadequate elements of the
design of the organization that are chosen by the top management cost very much,
and delayed reaction of management can be even more damaging for the
company's position on the market, given the pace of implementation and adoption
of innovations, as well as complex technological and market knowledge. In these
conditions, organizational design becomes a key instrument for anticipating and
not only for monitoring and responding to the demands arising from changes in the
environment (Miles, Scaringella, 2012:69).

One of the most important factors of a modern environment is globalization, so
today we are talking about global companies, global consumer and homogenization
of consumer needs around the world, global manager, and global industries as the
basic creations of globalization. The global business environment brings greater
risks but also greater opportunities for the success of a company. The main
challenge that organizations of XXI century are facing is how to avoid threats of
the modern environment, and take advantage of the benefits it brings. Keeping in
mind the growing importance of the development of information technology and
innovations, the key challenge for modern organization is constant acceptance of
changes due to technological progress and alignment of strategic orientation and
design of organization with updates in the field of information and communication
technology.

Information technology requires new infrastructure of organizations, new
skills and knowledge while defining new roles and positions in the organization. It
increases the flexibility of the organization and facilitates coordination, and also
leads to changes in the decision-making process. The information in the Age of
Digitalization is available to everyone and is the primary source of competitive
advantage for modern companies. Successful management and use of information
from different sources become an essential way of creating value. Proceeding from
this, Galbraith (2012) predicts adding the new dimension to the structure of
organization for the future called "Big Data" which is defined as an independent
comprehensive database that includes data of all dimensions of organizational
structure (for example, information about customers, regions, business functions
and business units). These data are centrally collected and used by corporate
leadership in order to take real actions. Also, the strategic importance of the term
"Big Data" means adding analytical capabilities to existing organizations.

For many years, organizations have been taking advantage of databases,
gathering, and storing, analyzing and using information for making decisions. But
what is new about the phenomenon of "Big Data" is a large amount of information,
speed and variety (McAfee, Brynjolfsson, 2012:62-63). These innovations affect
changes in the organization and analysis of data in two ways (Galbraith, 2014), as
follows: 1) more varied data appear in quantitative and qualitative sense, which in
the past were clearly structured in rows and columns, and today it is stored
unstructured and if necessary, can be digitized, stored and analyzed 2) the new data
is available in real time, which basically means that the data that is related to the
previous actions is replaced by the information that is connected to the future
actions and that may affect the final results.
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Possession of the information in real time is one of the basic conditions for
achieving positive results of today managers. Also, very important condition
involves the creation of organizations whose processes will be designed to support
real-time decision-making in order to enable rapid response to changing conditions.
Organizations must take into account that the risk of inaccuracy and unreliability of
information increases due to the increased availability and visibility of information
and data transfer rates (Berner et al., 2014:15).

Basic characteristics of the Big Data Era, and comparison of these properties
with the Smart Machine Era, that preceded it, were presented in Table 1.

Table 1: Comparison of information visibility in the past and the future

Characteristic Smart Machine Era | Big Data Era

Information Timeliness Historical data Real-time data
Information Sources Self-created, high-quality datazets | Large amount of data including

unreliable external datazets

Information Reach Strategic level Strategic and operational levels
Information Relevance for Low (experience-driven decision High (data-driven decision making)
Decision Making making)

Source: Berner M., Graupner E., Maedche A., (2014), The information Panopticon
in The Big Data Era, Journal of Organizational Design, 3(1) pp.15.

Starting from the need for innovative solutions in the field of data acceleration
and in order to speed up process of reporting and analysis, the IBM company uses a
special system for data processing that functions on the foundation of open-source
software solutions, which are used for analyzing and organizing large amounts of
structured and unstructured data. Using the platform, the IBM company receives
data from various sources (posts on social networks, digital pictures and videos,
online transactions, data obtained using the capabilities of modern mobile phones),
and then uses for decision-making and making the necessary analysis (Figure 1).
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Figure 1: Platform of the IBM company

Source: http://turbotodd.wordpress.com/2013/04/03/big-moves-in-big-data-ibm-
new-data-acceleration-hadoop-capabilities/

Modern global companies are under constant pressure to analyze more data,
increase the speed and reduce costs in order to create deeper customer relationships
as well as to avoid threats and identify new opportunities for revenue creation. To
address these challenges, the IBM company introduced the implementation of
“BLU Acceleration” software that combines various techniques to improve
analytical performance and simplify administration by: 1. providing the ability for
users to have faster access to information and make the right decisions; 2. allowing
the use of, so-called, “data skipping” in order to exclude unnecessary and duplicate
data from the analysis; 3. providing an analysis of data simultaneously between the
two processors and 4. performing data compression which means that data would
not have to be decomposed to be analyzed.

In the following text we analyze the influence of "Big Data" on defining the
business strategy, the process of organizational design, as well as the role and place
of analytic function in the structure of modern organizations.


http://turbotodd.wordpress.com/2013/04/03/big-moves-in-big-data-ibm-new-data-acceleration-hadoop-capabilities/
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20  ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

BIG DATA AND STRATEGY

Organizations that manage to respond to the challenges of the Digital Era and
ensure a successful market position previously have defined strategy that will
monitor changes in the modern business environment, and which incorporates
phenomena from external sources. Modern authors (Galbraith, 2014; Miller, 2014;
Berner et al., 2014; Grossman, Siegel, 2014; Korhonen, 2014; Gabel, Tokarski,
2014) place an emphasis on the concept of the "Big Data" as the most important
phenomenon of the environment of the XXI century and its impact on the strategic
management of the company by introducing a number of changes in the strategic
orientation and defining strategies of modern organizations.

By analyzing the research and opinions of many authors in the field of
strategic management and organizational design we can distinguish the following
changes:

¢ the time of the decision making process speeds up

¢ the consumer needs are put in the foreground as the main condition to create
value

e there is a constant need to innovate

¢ the procreation of a need to create a complex organizational structure

e changing the characteristics of human resources through the emphasis of
new skills and knowledge necessary to perform new tasks.

Modern organizations have large databases in order to make adequate
decisions and properly react to changes in the environment. Communication
channels permeate all the elements of business activity and derive information
from them, whether it is about internal channels within the organization or external,
related to communication with stakeholders outside the company. Information is
becoming easily accessible to everyone, to both, strategic management and
operational managers, and this contributes to real-time decisions making which is
used as an instrument for facing immediately without delay and responding to the
demands that are imposed by the external world (Berner et al., 2014). The Nike
Company applies Software Developmental Processes that occur in the continued
and iterative cycles. New products is set on the company website with minimal
features, and then the visitors learn about the characteristics of the product, present
their experiences and propose appropriate adjustments which the development
team immediately consider for modification of the product in accordance with the
desires of potential customers (Galbraith, 2014:7).

This indicates that the main goal for the organizations of XXI is creating value
for their customers in order to sell their outputs in the market successfully, and
consequently increase their results and projected values. Constant communication
with customers using a variety of tools, especially social networks (Facebook,
Twiteer, Instagram, LinkedIn) is becoming increasingly important due to the
availability of instantaneous information about modern market trends and the
possibility of making optimal decisions in order to meet customer needs.
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Therefore, the availability of information provides opportunities for companies to
innovate continuously and to improve products and services.

In the current conditions the modern environment has been shifting the locus
of innovation outside the boundaries of a firm, considering that entities outside the
traditional boundaries of the organization have specific knowledge and solutions
that can be used to create value for consumers, and for the organization, which
contributes to improvement of market position of the company. These innovations
are called open innovation (Gulati et al., 2012). The most important actors with
whom organizations share knowledge and skills apart from other organizations
(direct or indirect competitors, educational institutions, institutes, etc.) are
consumers themselves.

Visibility and accessibility of information to all organizational levels increases
the requirements for the creation of new capacity for processing information, and
the decentralization through the lateral forms of coordination (Berner et al., 2014).
Creating a new form of organization is the result of the needs of a company to align
its internal (strategy and structure) with external factors (environment). This
creates a multi-dimensional matrix model, an innovative model and horizontal
structure. Today only the most advanced and most successful companies (IBM,
Procter & Gamble) reached the most complex four-dimensional matrix structure
(dimensions: function, business unit, region, customer). Galbraith (2012) goes a
step further by envisaging the introduction of the fifth dimension, and thus creating
a fifth-dimensional matrix structure. This new dimension is the "Big Data".

In modern environment circumstances data becomes essential strategic assets,
the need for specialists in the new fields and new professions are much wider than
the needs of people who only know how to manage and use databases. Under the
influence of "Big Data" existing jobs are increasingly redefining, and therefore the
need for entirely new occupations. Modern operating systems require analytical
skills, complex knowledge related to finding software solutions, top professionals
in the field of data management and definition of information strategy.

Today, there is a lack of digital experts, experts in finding software solutions,
experts in social media, IT strategists, professionals in the field of database
management and analysis at the labor market. Therefore, there are more frequent
suggestions for coordinated and mutual cooperation of universities and modern
organizations from different sectors (for-profit or non-profit) which create
conditions for proper respond to requests for needed skills in the Era of "Big Data"
(Miller, 2014).
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BIG DATA AND ORGANIZATIONAL DESIGN

When it comes to organization, changes that the phenomenon of "Big Data"
causes can be best illustrated by using Galbraith’s Star Model shown in Figure 2
(Galbraith, 2014:11-12). In this model, Galbraith (2002) identifies five
organizational components to be matched with each other, and they include: 1)
Strategy - defining a clear vision, goals, values and sources of competitive
advantage; 2) Structure - defining structural elements (training, distribution of
authority, departmentalization) and relationship; 3) Processes - refer to the teams,
informal networks and integrated roles that are designed to allow the connection of
all elements of the organization; 4) Reward system - a special element that has the
aim to align individual goals with organizational goals and 5) People - defining
strategy in the field of human resources with an emphasis on skills, abilities and
competencies required of employees, except that the different strategic orientations
of company means adjusted human resources strategy.

Galbraith (2014) predicts that the use of dual strategy will be increasingly
important in the Information Era. The first strategy refers to the developing of
digital skills in order to make the best possible decisions and reduce the time of
their adoption. The second strategy assumes the use of data and analytical skills to
create appropriate analysis and preparation of data structured reports for the
specific needs of different stakeholders of the organization. In this regard, there is a
need to create special digital organizational unit that has the characteristics of a
profit center.

® Digital capability
® Digital business

Strategy
m Data scientists m Corporate digital
m  Social media champion
experts > Digital units in
m  Software ( People ( Structure businesses or
developers countries
m Digitally competent Digital business unit
managers
( Rewards Processes Integrated digital
L infrastructure
m Use pe,fo,,,,ance ® Cross-functional
management to reward newsroom teams

digital skills development,
execution and teamwork

Figure 2: The impact of the Big Data phenomenon to the organization through the
prism of the Star Model

Source: Galbraith J. R., (2014), Organization Design Challenges Resulting from
Big Data, Journal of Organizational Design, 3(1) pp.12.
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When it comes to organizational structure, the existence of digital corporate
officer, whose function is to promote the importance of analytic functions and the
digitization of management process can be noticed. In essence, this person has a
leading role, with the aim to show the importance of information and databases, as
a strategic asset of modern organizations. It is also assumed that the need for the
introduction of digital officer will be much wider, and that each dimension of
modern organization (regions, functions, business units, consumers) will require
digital business unit.

Despite the Galbraith's projections that the Big Data will become the fifth
dimension of complex matrix structure, this matrix is still not implemented in
practice. However, with the further development of information and
communication technology and the increasing computerization and digitization of
business processes, it is reasonable to expect its establishment in a relatively short
period of time. We could also expect that experts in the field of the most advanced
technology (software engineers, database experts, professionals in the field of
modern digital systems, etc.) will be implemented in the process teams that will be
formed for finding the most effective solutions.

One of the crucial consequences of the increasing importance of information
and the use of databases, as well as gaining the new knowledge and skills that are
necessary in order to meet up with the changes in the environment in which the
company operates is the transfer of power to the digital units (Galbraith, 2014).
They have not only the core of digital experts but also a huge number of updated
information about the market trends and internal processes, which significantly
increases the importance of their role in terms of making the best decisions.

Organization of XXI century must create processes that are consistent with a
changed structure and strategy. Digitization process involves the use of analytical
models, analytical infrastructure and analytical operations (Grossman, Siegel,
2014:22-23). Analytical models contain large amounts of data that are collected,
tested and structured using different methods. Analytical infrastructure includes
adequate software solutions, applications and platforms for data management and
data processing, as well as the creation of models and their implementation. It also
assumes creation of an infrastructure that can support the harmonization of
requirements for information processing with the requirements of capacity for
information processing. For example, the use of internal social networks as a way
of communication in the organization as well as the tools for communicating with
stakeholders in the external environment, creates cross-functional digital teams
which aim to share data from their domain in order to take joint measures and
come up with creative solutions through the exchange of knowledge, experience
and ideas. Finally, analytical operations are various processes undertaken to
produce the final outcomes of the model, which will be further used in the decision
making process and taking further actions in the business.

The last two elements of Galbraith’s Star Model are very closely connected.
Performance management system must be designed to be compliant with the other
elements of the Star Model, but primarily to reward those people in the
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organization that have the most advanced skills and knowledge in different areas,
then the proper implementation of that knowledge, and teamwork. Due to the
frequency and intensity of change that organizations are facing, it can be noticed
that the need for new professionals who are specialized in different fields of
modern technology is becoming more frequent. Also, if we look at the today's labor
market, we can notice the lack of digital experts and specialists for implementation
of the most advanced technology. As a main solution for this issue Miller (2014)
suggests the cooperation between Universities all over the world and modern
companies. In this manner, the educational institution may, depending on the
current trends, in collaboration with modern business entities predict new jobs and
improve the existing occupations, and in this way make it possible to create an
adequate supply of labor, both in qualitative and in quantitative terms.

A major challenge for modern Universities involves the acquisition of the
necessary skills through appropriate programs of education and professional
development, that can create the T shaped professionals" (Miller, 2014). Here the
vertical line of “T" is considered the foundation and depth of knowledge that
should be possessed by a professional, and a horizontal line is its breadth of
knowledge, or more precisely, the knowledge that a student gains in collaboration
with experts from other parts of the organization, through teamwork, and
exchanging creative design solutions. In order to become an outstanding expert,
besides the narrow specialization, it is necessary to acquire knowledge from other
disciplines such as mathematics, statistics, engineering, analytical discipline,
management and decision-making, organizational science, computer science and
programming, the ethics of data usage, legal sciences, data security, visualization
and communication. According to the author mentioned above a recommendation
for closing the gap that exists between the need for certain skills, knowledge and
supply in the labor market includes the following: 1) create a formal definition of
priority tasks; 2) develop curricula that will produce the required knowledge and
skills; 3) set the minimum standards of literacy in the field of database
management which must be possessed in digital age; 4) create an open “online
community" that will discuss topics of interest, which connects government,
academia and the business world; 5) provide the literature that will enable learning
from this area; 6) develop a working group to identify key issues in the field of
digitization of the organization, such as data security, individual privacy and the
ethical use of data.
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BIG DATA AS AN INDIVIDUAL ORGANIZATIONAL UNIT

Considering the growing importance of the impact of modern technology on
the organization of the XXI century, certain questions should be asked: 1) Is it
necessary to create a digital business function as a separate function in the
organization? 2) Where is digital business function located in the company? 3)
What is the degree of its independence? 4) What knowledge must digital experts
possess? In the following, special attention is given to these questions.

Correlation between digital functions in the organization and other parts of the
organization can be viewed through the prism of the theory of information
processing introduced by Nedler and Tushman (1978). This theory presupposes
linking the requests for information processing, on one hand, and the capacity for
information processing, on the other hand. The greater the complexity of tasks and
environment, as well as the interdependence of organizational units, the greater the
demands for information processing and decentralization. The capacity for the
most effective way to respond to requests for information processing could be
created through the implementation of digital infrastructure in modern
organizations. In this context, it can be assumed that the digital functions are
increasingly gaining in importance, and their primary basis represents the core of
professionals and experts in the field of software engineering, database
management, digital and social media experts. As the need for real-time decision-
making is growing, the role of digital decision makers is also growing. These
decision makers are seen as digital managers who have a mediating role in the
process of implementation of the "Big Data" (Galbraith, 2014).

Modern companies are constantly facing with the challenge of whether to
implement different types of digital functions in existing functions or to create a
new, separate, digital function. For example, a digital marketing and social media
experts can be included in the group for marketing. The Nike company decided to
create a separate digital unit, NikePlus.com. This unit is not fully independent, but
it is interdependent compared to other and play a mediating role in the
organizational structure of the Nike company. Functional digital structure of the
Nike company is shown in Figure 3.
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Figure 3: Digital functional structure of Nike company

Source: Galbraith, JR (2014), Organization Design Challenges Resulting from Big
Data, Journal of Organizational Design, 3 (1) pp.8.

The next question to be answered is where the digital business unit is located in
the company. In this sense, there are three models of locating, and each of them
represents a settlement between centralization and decentralization (Grossman, Siegel,
2014:22): 1) Model of centralized digital function involves setting up all of digital
experts into a single unit. In this way it is easy to achieve a critical mass of experts, to
get the necessary data, to lead integrated infrastructure and to provide an adequate
expertise for the efficient use of statistical models. On the other hand, this model
emphasizes the distance of digital experts from other business units, and therefore the
lack of understanding of business units and their needs; 2) Model of decentralized
digital function implies the existence of digital experts in each business unit. In that
way the understanding of the needs of units is achieved and models are created in
accordance with their requirements. A shortcoming that is associated with this model is
the lack of a critical mass of professionals who will work for the welfare and
improvement of the system as a whole, and not just at the level of business unit; 3) A
hybrid model of locating digital function is a combination of the previous two models.
The critical mass of experts realizes their concentration in the central unit, except that
there are also digital experts who are located in different business units. This model
primarily aims to achieve the benefits of both centralization and decentralization.

In general, it can be concluded that the perfect model does not exist. Managers
need to identify the most appropriate model to match the requirements of an
organization.

Reports, analysis, reviews and other analytical materials which can be used for the
purposes of internal organizational units, as well as for external stakeholders could be
made by combining and processing of relevant information. Some companies have
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recognized this opportunity, so they created the foundation for the creation of profit
centers, by assuming that digital organization units can sell their products to external
customers, and using that as a basis to generate their own income (Galbraith, 2014). In
this way, the level of independence of digital organization units extends, and each unit
has the opportunity to create "a small company", which could compete with other
companies in the same industry in the market through production of its output. It
should be noted that full autonomy of digital unit compared to others in the
organization is not a solution that will give the best effect, because of the fact that each
organizational unit requires maintenance and support of top management in order to
start with its own business. Constant harmonization of the pace of work with other
organizational units is also required because the effects of the organization as a whole
are greatest when there is the interdependence between organizational units, and their
work together is achieved and coordinated.

Finally, we need to answer the question of what knowledge a digital expert
should have. Grossman and Siegel (2014) have developed a model that
distinguishes: analytical knowledge, knowledge of the business and the use of
information technology as the primary knowledge (Figure 4).
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Figure 4: Required knowledge of digital experts
Source: Grossman RL, Siegel KP, (2014), Organizational Models for Big Data and
Analytics, Journal of Organizational Design, 3 (1) pp.21.

This model supports the hypothesis that it is necessary for the modern experts
to possess much broader knowledge that is not exclusively related to the area of
database management and knowledge of analytical models. Digital experts must,
above all, know how to implement successfully and be familiar with information
infrastructure of organization, and then the company's business, product and
service, as well as the characteristics of organizational parts.
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CONCLUSION

The modern business environment is heavily influenced by the increasing
interdependence of the global development and information technology. The most
important creation of the environment of the XXI century is the "Big Data"
phenomenon, which involves the establishment of the comprehensive and
independent data base in the organization that is essential for real-time decision
making.

Under the influence of the creations of the Digitalization Era, modern
companies are changing their strategic orientation, and these changes are reflected
in accelerating the timing of the decision making process, the growing importance
of consumer needs as one of the condition to create value, then, a constant need to
innovate, the creation of complex organizational structures, changing the
characteristics of human resources through emphasizing the new skills and
knowledge necessary to perform new tasks.

Using contemporary and comprehensive databases by modern organizations is
becoming a key challenge for managers. In the future it can be expected that the
role of digital business units are increasingly gaining in importance, creating more
complex forms of organizational design. This function permeates other
organizational units and contributes to more effective job performance and the
creation of new values. Therefore, it is more certain that the next step in the
process of organizational design and strategic orientation will be inclusion of the
"Big Data" phenomenon as the key constructs of the Digital Era in the dimensions
of the matrix model and creating a fifth-dimensional matrix structure. Although no
company has reached this level of complexity, according to the modern trends in
the field of development and use of information-technology, creating the model is
realistic in a relatively short period of time.
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ABSTRACT

Necessities of contemporary business environment in about past ten years have
created sudden expansion of free zones, technology parks, business incubators and other
modern forms of running business in the world. They could be differentiated by types and
structure, but all have common mission — speeding up of the development of small and
medium sized enterprises and improvement of the entire business environment of the
country where they exist. Experiences of developed economies, as well as countries in
transition, justifiy the fact that the private entrepreneurship is of great importance for the
economic development and that it represents an essential part of the process of economic
reform. In our country these forms of running business are still at the beginning, however
considering the possibilities they offer in the encouragement of local economic
development, their progressive increase will be expected in the following years.

Subject of this research are: entrepreneurs, entrepreneurship, SMEs, local
economic development.

The aim of this research is to analyze the relevant data, processes and relations in
the theory and practice of entrepreneurship, understand the role and importance of
modern instruments of business support to small and medium-sized enterprises - with
special emphasis on the role of free zones, technology parks and business incubators in
encouraging entrepreneurship and entrepreneurial initiatives, development of small and
medium enterprises and local economic development. In the framework of the work will
be considered different modalities to help businesses and entrepreneurs in starting and
realization of new business, during the initial period of operations that are critical for the
survival and further development of the company.
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INTRODUCTION

Small and medium-sized businesses and entrepreneurs are the most efficient
segment of the economy in almost all countries of the world. Individually, these
enterprises make the largest contribution to the increase in employment, gross
value added and turnover therefore considered to be the backbone of the growth
and development of the national economy. Their role is particularly important in
countries in transition that are faced with problems of high unemployment, low
level of economic activity, lack of competition and lack of investment, and with
still present large and inefficient state-owned enterprises. As a reliable source of
job creation, small and medium enterprises make an important social function by
absorbing surplus labor incurred in the process of transition and transformation of
state and socially-owned enterprises (Group of authors, 2012).

Small and Medium Enterprises (SMEs) are also a key factor in the economic
development and innovation. The core of the political and economic transformation of
any country is the creation of the private sector, the development of entrepreneurship
and creation of SMEs. They are considered to be one of the principal driving forces in
economic development. SMEs stimulate private ownership and entrepreneurial skills,
they are flexible and can adapt quickly to changing market demand and supply
situations, they generate employment, help diversify economic activity and make a
significant contribution to exports and trade. SMEs also play an important role in
innovation and the high-tech business, due to their flexibility and creativity many of
them became large businesses (Stiki¢, 2008).

These enterprises have a very important role in local and regional development
in a country. They are often the main source of new employment. Small businesses
can also have a significant role in the foreign trade of a country, as subcontractors
of multinational enterprises and companies (Group of authors, 2014).

As companies whose competitive advantage is reflected in the speed,
flexibility and sensitivity to the needs of consumers, small businesses can
contribute significantly to the development of a market economy. New, small
companies are creators of new products and services, which have essentially
changed people’s lives, significantly contributing to changes in economic structure.
Nowadays they represent the most flexible forms of business and they are most
sensitive to consumer needs. In this sense, they represent the most sensitive part of
any economy. The development of small enterprises is vital to a healthy economy
of every country and the development of entrepreneurship, because they provide
greater business initiative, employment and income (Bevanda, 2011).

In all sectors where a larger number of participants is involved, their
connection, compliance and coordination are essential. Entrepreneurship, as an
activity of creative combining of entrepreneurial initiative, risk and available
factors in an enterprise, represents the driving force of companies and activities
that arise, grow and develop in the market. In the domestic economy, the focus is
on development of the private sector and entrepreneurial activities of small and
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medium-sized enterprises in order to create a climate and business environment in
which it will be possible to transform existing enterprises according to
requirements of the market economy.

Free zones, technology parks, business incubators and other modern business and
organizational forms, as tools of a local economic development, have expanded in
Europe in the 90s of the 20th century, and that is the reason why we know very little
about them and why we have made poor use of them. This paper represents additional
effort in spreading the information and knowledge about the possibilities of these forms
for stimulating entrepreneur’s initiative, as well as support to small new businesses in
first years of their growth and development. Through the provision of new workspace
or the renewal of older industrial premises, they provide a further contribution to the
development of the local economy. This basic concept has been adopted and applied in
many different countries all over the world.

It has already been recognized that these instruments could make a valuable
contribution to the development of the SME sector. All those currently involved in
exploring the possibilities for the creation of free zones, technology parks and business
incubators, will find the information included in the paper of great help in determining
the approach that would be most relevant in the context of the current stage of
development of the Serbian economy in general, as well as the needs of different
localities.

SME SECTOR IN SERBIA

The economy of Serbia in 2012. has entered a new phase of the recession that
has slowed the reform of the implementation of the new growth model based on
export demand, increasing investment and reducing public consumption,
strengthening the industrial sector in parallel with the development of the service
sector. The consequence of growth based on domestic demand is reported budget
deficit (6.4% of GDP in 2012.), deficit in current account balance (10.5% of GDP),
and high external debt (85.9% of GDP). The economy is still faced with low level
of investment (18.0% share of GDP), inflation risk (inflation of 12.2%) and low
employment (unemployment rate of 23.9%) (Report on SMEs, 2013).

In 2012, from total number of 317.668 companies, the entrepreneurial sector
accounts for 99.8% (317.162 companies). SMEs generate 65.1% of employees
(782.026), 65.4% of turnover (5.690 billion RSD), 55.8% of GDP (977.1 billion RSD)
and engages 45.5% of the investment of non-financial sector. SMEs employ 45.3% of
total employment, 39.1% of total investments, it has realized 49.8% of exports, 58.2%
of imports, generating 70.8% of the trade deficit of the Serbian economy and accounts
for about 33% of the GDP of the Republic of Serbia. Regarding the size, the structure
of the SME sector consists mostly of micro-enterprises (305.321), while small and
medium-sized enterprises (11.841) dominated in all observed indicators (53.8%
employment, 60.7% of turnover, 61.6% of GVA, 77.0% of exports, imports 74.5% of
SMEsS). (Report on SMEs, 2013)
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To a weak level of recovery of the SME sector in 2012. decisive influence had
a medium-sized companies. Rather than develop into a driving force in the
development of the entire sector, recessionary crisis in largely affected this
segment of the economy. In comparison to 2011, medium-sized companies have
expressed above average reduction in the number of companies (-3.4% to -0.7 in
the SME sector), employment (-3.5% to -0.6%), investments (-59.8% vs. -29.4%)
and below-average sales growth (0.1% vs. 1.5%). Although medium-sized
enterprises are the largest exporters and importers of the SME sector and have an
above average coverage imports (67.5% versus 51.3% in the SME sector), in 2012.
they formed a % deficit of SME sector (Report on SMEs, 2013).

The main positive business trends in the SME sector compared to 2011
(Report on SMEs, 2013):

e Increase business - turnover in real terms by 1.5%,

e Dynamic growth in exports (15.7%), and take a leading role in the export of
non-financial sector of the economy (share of 51.1%), and held sufficient
coverage of imports by exports above (the rate of 51.3%),

¢ Achieved above-average growth rates of GDP (3.2%) and profits (6.5%)
compared to the non-financial sector (2.1% and 4.3%, respectively),

e Increased productivity, which in part can be attributed to the decrease in
employment. realized the growth rate of GVA per employee of 3.8%, which
is higher than in the non-financial sector (2.4%) and large companies (0.4%),

e Above-average earnings growth - 6.5% versus 4.3% in the non-financial
sector and 2.1% in large companies, and

e Poor level of reduction of the total number of businesses and shops, the ratio
of established and closed companies is much more favorable than in the
previous year (1.2:1 versus 0.6:1), although it retained unfavorable net effect
of the establishment of new operations (0.9:1).

The most important adverse effects are (Report on SMEs, 2013):

¢ Reduction of employment in the SME sector by 0.6% (to 4,847 employees),

¢ Reducing the number of active business entities at the end of 2012. by 1.3%
compared to late 2011. year (for 4,287 companies and shops),

e Above average increase in the trade deficit (20.6%) and imports (18.0%),
which led to increase of the total deficit of the nonfinancial sector from
66.7% to 74.0%, respectively,

¢ At the end of 2012, the number of active business entities was 1.3% lower
(4.287 for companies and actions),

e Retain the unfavorable trend of sectoral concentration of SMEs with
absolute dominance of manufacturing sector and the wholesale and retail,

¢ Regional imbalances are still exaggerated - the level of development of the
SME sector as measured indicator of GVA per employee in the City of
Belgrade, in relation to the underdeveloped area P¢injska is 2.3:1.
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DIFFICULTIES IN THE OPERATIONS OF SMES

The most important difficulty in the operations of small businesses, according
to the study of the economic sector and the OECD are: lack of consumer
purchasing power, increase input costs, lack of working capital, unfavorable credit,
intense competition, high taxes, etc. Entrepreneurs in Serbia and small businesses
are faced with many problems in business, both in the start-up, daily operations,
and in the case of termination. Among the many obstacles to SMEs, there are:

e Unresolved issues: gray economy, still relatively high tax burden, unreliable
and slow legal process of debt collection and bankruptcy,

¢ Lack of funding - according to the owners of SMEs, it is the main problem
in this sector,

e Credit financing is still the only solution for the vast majority of SMEs (in
addition to personal savings),

e Banks can not provide sufficient resources, even though interest rates and
credit conditions are not favorable for SMEs,

e Other issues: poor functioning of the insurance system and the claims
collection, lack of mortgages and the unsettled state of the land registers,
which limits the possibility of using a mortgage, and so on.

The business of the SME sector, in the opinion of their respective owners
burdens (The working group Small and medium enterprises and entrepreneurship,
2009):

e Advanced payment of taxes, high tax rates, as well as unfavorable costs of
electricity, telephone, etc..,

¢ Pending legal aspects, the slow process of obtaining the necessary permits
and long legalization procedures,

e Tariff barriers, etc.

To create a higher level of competition among local entrepreneurs, conditions
for the survival of competitive businesses, and to strengthen the entrepreneurial and
creative skills of local businesses, it is necessary to develop modern instruments of
business support and local economic development. Promotion of SMEs primarily
involve creating environments to support SMEs, which includes the provision of
services and lobbying for SMEs. This includes promotion of both existing and new
businesses, providing advice, support and resources of local government. Legal
requirements are often barriers to SMEs, so the activities that a municipality may
take are working to improve procedures and processes that companies must go
through.
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THE ROLE OF FREE ZONES IN THE DEVELOPMENT OF SMES
AND LOCAL ECONOMIC DEVELOPMENT

Free zones are areas or parts of the territory which are especially physically
identified and marked, which perform a variety of activities, and where is applied
incentive regime of business that is primarily reflected in the preferential tariff
treatment, tax exemptions and simplified administrative procedures. In other
words, free zones include the specific area with the special conditions, a special
regime of economy, significant benefits, allowances and incentives to produce
goods, which is primarily intended for export (Law on Free Zones, 2006).

The concept of free zones began to develop in the fifties, as a tool that created
the perfect environment for business, especially for companies who seek low-cost
export base. Free zones are formed from the free ports and port cities, and their
development and the transformation to the legal institute began in the late
nineteenth and early twentieth century. In another half of the last century, their
number in the world is measured in hundreds, and their share in world trade was
around 20% (Serbian Chamber of Commerce, 2012).

Table 1: Free zones in the world

REGION Number of zones
North America + Mexico | 320
Central America 41
Caribbean 51
South America 41
Europe 81
Middle East 39
Asia 225
Africa 47
Pacific 2
TOTAL 847

Source: WEPZA and ILO - World Associations of Free Zones: World Export
processings Zones, The National Association of Foreign-Trade Zones, 2012.

In business practice, free zones have proven as prosperous and profitable institutions
with numerous specific businesses. Economic and administrative reasons for the
existence of free zones, that allow their profitability, are reflected in the fact that they
allow savings in different areas: customs (default or deferred payment), fees, taxes and
other measures and decisions of an economic nature. One of the reasons for developing
free zone is a concentration of services and needs in one place. They are logistics center
for shipping, customs, transportation and storage services, transshipment, treatment etc.
Free zones significantly encourage and stimulate investment in the economy of a
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country, thus it faster integrates in international division of labor. Also, within the free
zones, economic activities are taking place in order to encourage export and thus increase
the intensity of foreign exchange of the country, and the realization of positive indirect
effects on the domestic economy. In addition, investment motives of foreign partners in
the free zone must be supported efficiently by the legal framework that ensures the
stability of laws and regulations, and therefore legal security and the role of business
(Serbian Chamber of Commerce, 2012).

The Free zone is a comfortable ground for effective ways of business
development, ie. economic prosperity. It shows statistics of economically
developed countries, due to the fact that the development of business and
entrepreneurial infrastructure is grounded way of overcoming underdevelopment
and poverty. The free zone is the one that provides a number of benefits for the
development of entrepreneurship. On the other hand, entrepreneurship is a
fundamental driving force for economic development and at the same time entering
into a market economy (Suceska, 2006).

The fundamental starting point of free zones is to create conditions for
development of entrepreneurship, considering free zone as a large and complex
company from which economic development of the country will arise. Designing
the zone should incorporate economic policy with far-reaching views of the future.
This policy allows entrepreneurial infrastructure, proper marketing and financial
policy. Zone creation is based on the investment thinking - to gather an attractive
profit sector with high employment, low capital investment, short period of
activation and return of capital, while preferring manufacturing and service
industries. Most often business in the zone is done with less risk in relation to the
environment, but in fact there is no ideal concept. Behind every success there are
difficulties, requiring perseverance and willingness to take risks. Less risk is
certainly implied in fact that there are greater tax, trade, customs and financial
benefits, all in favor of reducing costs and increasing competitive advantage.

The Free zone is to be arranged legally and practically to encourage business and
controlling action in the direction of developmental effects. Companies that are placed
in the zone are available to choose from programs in several fields of manufacturing
and service businesses, that can comfortably adjust to the possibilities and the available
funds. Doing business in free zones refines entrepreneurial spirit, encourages creative
thinking in the direction of continuous improvement of business performance, and that
intensifies local economic development.

Free zones are guided by owners of capital that have incentives to develop
business, increase profits and property values through reinvestment. Such
motivation can become a decisive factor in the development of the economy on the
principles of increasing and improving performance. It is the lever of faster and
more efficient economic development of the countries flooded with economic and
social problems. This means that the free zone introduces new elements to the
economic development, enhancing the creative process of creating new economic
values, especially in SME sector. This process is driven by invisible force that
reduces the risk of failure that follows each company.
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The most important reason for establishing a free zone is to increase the
employment of the labor force of the host country. It has been shown that free zones
model increases the number of workers, if it is properly implemented. A large part of
the workforce in such areas are women, that provide better income than, for example,
in agriculture or domestic service industries. In some areas female labor force counts
90% of the total number of employees, especially in zones that have implemented
production programs of electronic parts and apparel. In any case, the type of business,
as well as high-tech in zones develops change of the profile of the workforce. Research
shows that one employee in the zone affects/provides employment for up to four
workers outside the free zone (Kosti¢, 2008).

Free zones improve the laws and regulations of the host country, giving
contribution to streamlining the process of exchange in the wider context. They
also support the development of infrastructure and human resources development.
Hereby free zone take on the role of flexible development strategy with positive
effects on disturbed economic and social situation in developing countries, and a
catalyst in the mobilization of resources, especially manpower. According to many
researches, zones successfully help in stopping the downward trend of the
development. As a source of growth appears additional energy arising from the
restructuring of business entities in the form of the free zone, offering benefits to
reduce costs and accelerate the revitalization of the economy and overall life.

Practice in the world shows that the free zone, established in any geographic and
economic area, enable fast direct investment and increase the level of employment of
labor. Free zones have contributed to a significant increase in employment of low-
skilled population, thus solving big problems of unemployment in many developing
countries. Statistics show that about 42 million workers are currently directly and
indirectly employed in the free trade zones, of which 30 million in China, 2 million in
Mexico, 700.000 in the Middle East, 300.000 in America and about 250.000 in
countries in transition. In past few years foreign direct investments have recorded a
smaller decline in countries with a developed network of free zones.

A comparative study, carried out between countries of different income, support the
notion that countries that have established free zones in their territories have achieved a
higher growth of exports comparing to the countries of similar rank without free zones.
Export in countries that have established a free zone is tens of percent higher.

Within the European Union, 74 Free Zones are defined under the Community
Customs Code. Exemptions beyond customs arrangements can include services such as
grants offered for research and development and advanced infrastructure. But tax
incentives may also be offered and these may, especially on a regional level, distort
competition. As such, the tax regime applied needs to be compliant with internal
market and State aid rules. As for customs regulation, the Modernised Community
Customs Code, that took effect in June 2013, also have an effect on those Free Zones
in which there is currently no physical control of goods leaving and entering the zone.
A measure mostly meant to streamline customs procedures amongst Member States
but also underlining the importance of sufficient regulatory oversight in such zones to
avoid institutional problems and organised crime (European Parliamentary Research
Service, 2013).
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Table 2: Examples of European Free Zones

Shannon Free Zone Madeira Free Trade Zone Katowice Special Economic Zone
Country Ireland Portugal Poland
Year of establishment 1959 1980s 1996
Size (km?) 243 798 20
Number of companies > 100 ~2900 > 200
Number of employees ~7200 =~ 1600 =~ 9000
10% Corporate income tax Maximum 5% Corporate Tax relief up to 40% of

Main tax incentives (applicable until 2005, now Irish |income tax, maximum VAT of| investment costs and labour

12.5%), VAT exemption 22% costs of first 2 operational years
Type of zone Type Il Typel Type |

Source: Regional development companies sites and tax consultancy research,
2013.

The recent development of free zones in Serbia was inadequate and did not
meet expectations. Free zones in the Republic of Serbia based their business on
service warehousing and operated as free trade zones. The exception is a positive
example of the economic effects of the use of regime of free zones in Subotica and
Pirot. Free Zone "Pirot" currently has eight manufacturing programs, one of which
is dominant - section for the production of tires (Michelin), enabling the use of free
zones as export production zone (Export processing zone). This enabled testing of
operating mode with production activities in free zones in the Republic of Serbia,
and thus provide an answer that free zones in function of the production for export
gives good results (Development strategy of free zones in the Republic of Serbia
for the period from 2011th to 2016th year, RS Official Gazette, no. 22/2011).

TECHNOLOGY PARKS AS A MODEL OF IMPROVING THE
EFFICIENCY OF BUSINESS AND ECONOMIC DEVELOPMENT

Technology park is the term used to describe a variety of efforts to stimulate
the development of entrepreneurial, knowledge-based small and medium-sized
enterprises (SMEs) within a country. The term has at least 16 synonyms, with the
most common being "science park," "research park," and "technopole.” As much
as there is no consistent definition for technology park, there is also no consistent
term for the functions that a technology park provides. While in the United States,
"technology park,” "research park" or "research and technology park" are
frequently used, "science park" is popular in Britain and Europe and "technopole”
is widely used in France. New terms are constantly arising as technology parks
attempt to distinguish themselves from the considerable competition of at least 295
technology parks worldwide (Briggs, Watt, http://www.american.edu/).
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Originally, the term technology park had a very limited definition, focusing on
the real estate aspect of the park concept, in which universities typically leased real
estate, office space or research facilities to businesses. Sometimes these
arrangements are referred to as "industrial estates” or "firm hotels." The term,
however, has evolved to include a much broader range of functions, including
economic development and technology transfer.

The most commonly used definition of a technology park (TP) is:
"Technology park is management organization of specialized professionals, whose
main task is to increase the well-being of the community by promoting the culture
of innovation and competitiveness of associated entrepreneurs and research
institutions. To achieve these goals, TP stimulates and manages the flow of
knowledge and technology amongst universities, R&D institutions, SMEs and
markets; It facilitates the creation and growth of the innovation-based companies
through incubation and spin - off processes and provides maintenance services in
order to increase the added value together with high-quality environment and
equipment in TP." (International Association of Science Parks - IASP).

The most important characteristics of the technology park are (Briggs,Watt,
http://www.american.edu/):

e |t is linked with educational or research institutions,

e It provides infrastructure and support services for businesses, particularly
real estate and office space,

o It performs a technology transfer function,

o It performs an economic development function.

However, not all technology parks will meet all of these characteristics and
some may contain additional functions.

While each country or municipality may have different reasons for creating
technology parks, generally the primary goal of a technology park arrangement is
to increase the number of entrepreneurial, knowledge-based small and medium-
sized enterprises (SMES) in an economy. SME's have been recognized as a driving
force of the private sector as they help diversify the economy. Developing
countries with no local expertise in technology, may use technology parks to attract
foreign direct investment to create jobs and increase tax revenues. An important
reason, in terms of the Western Balkans, is certainly the retention or return of the
best young professionals in the country, providing the ability to obtain attractive
jobs in their own country. Another important factor is the establishment and
encouragement of so-called transfer of technology from research institutions in the
economy, because research and development are key functions of TP.

Based on practical experiences, TP is inevitably associated with higher
education and research institutions. Companies are adopting new technologies from
its own research and development activities or the work of these educational or
research institutions, that facilitate technology transfer through spin-off companies.
Spin-off is a new company that was created by people who are former employees
of major companies (parent), by transferring the core technology from the parent to
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the company. It is usually created to apply and commercialize technology, which
was created by state, university or other publicly-funded research. In recent years,
many spin-off companies in the European TP have been a result of undergraduate
and graduate research of candidates.

Technology parks and incubators vary in the way they are established and
managed. They can be founded as independent legal organizations by state and
local governments, universities and research institutes, development foundations,
private corporations or any combination of those. Depending on the institutional
character of their founders, parks and incubators can be public or not-for-profit,
private, academic-related, hybrid, and other. This classification is used by the
American National Business Incubation Association in Athens, Ohio, in relation to
incubation facilities, but can be extended, in principle, to include technology parks.
(Petree, Petkov, Spiro)

Establishing the park on the basis of existing facilities is much less costly than
building new premises. As in the case of a university-based science park, those
university institutes and laboratories that are at an advanced stage of developing
commercially suitable products and services can become the first tenants of the
park. A young IT-service firm can also serve as a major attraction to software
development and information technology-related companies. The research
personnel and faculty of the host university (or the Academy of science), as well as
its students will be encouraged to participate in the park as consultants and interns.
Another major component of the park can be a high-technology incubator that will
provide professional and business support to software development and hi-tech
R&D projects (Petree, Petkov, Spiro)

The organisational structure of the technology park can vary in complexity
depending on the size and concept of the park. With the development of the park its
structural parts can be changed, because it is basically a flexible organization.

Acting Director General

. l

Deputy Director General Deputy Director General

Planning,
- Planning - | Constr ‘:thiOn SI:;;‘)?P:% Accounting Project
ice Investment an ) - Finance Management
Division | Environment | Promotion | pigion Unit
Division Division

Figure 1: Example: Organisational structure of Danang Hi-Tech Park, Vietnam

Source: Danang Hi-Tech Park, Vietham, dhtp.gov.vn, visited 09.06.2014.
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The distribution by sector in technology parks is usually dominated by ICT
companies. Industrial technologies, environmental energy, chemical &
pharmaceutical, and other different types of services also participate in its sectoral
distribution. (Castilla y Leon, cordis.europa.eu)

FROMOTIONAND - POLLTRY GENETICS
MANAG BABNT 1%

CONSTRUCTION

ICT
44%

AERONALTICS
5%

ALUTOMOCION
5%

BECTRONCS
3% CHBACAL AND
PHARMACELTICAL
6%

Figure 2: Example: Employment distribution by sectors in the Technology Park of
Boecillo, Spain

Source: Technology Parks of Castilla y Leon, Spain

Numerous studies indicate the fact that technology parks have a number of
advantages that are reflected in the following:

e TP is the fastest and best way of restructuring the regional economies and
towards a more flexible economic activities,

e TP is the engine of growth of SMEs,

e TP is the best place where private entrepreneurs solve their production,
management, design, legal and other problems,

e TP is a place where scientific thought is practically applied and
implemented,

o TP attack weaknesses that characterize an area; In the case of the Western
Balkans that are insufficiently developed market mechanisms of economic
activities and operations, inadequate design and redesign of products, poor
development and the implementation of new technology, undefined
legislation, lack of managerial and marketing skills, non-existence of defined
clusters, undeveloped market, and so on.
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Technology park, in the constellation of new organizational forms that
encourage entrepreneurship and appearing at the present time, takes one of the
strategic places. The field of operation is the same as other forms that support the
development of SMEs, but the activities of the TP are much more sophisticated and
complex. The TP is intended to be a place in which will be created:

o Motivation and climate for the development of enterprises,

o Promotion of self-employment and the development of their own business as
a modern social trend,

e Positive image of entrepreneurs,

e Detailed information and solutions for business people,

e New jobs and businesses in the region,

¢ Support for the conversion of regional potential in commercial enterprises,

e Profile on the market for technology companies in the region and their
clusters by providing foreign partners and international network of contacts.

BUSINESS INCUBATORS AS A MODERN INSTRUMENT OF
SUPPORT FOR SMALL AND MEDIUM-SIZED ENTERPRISES

Business incubation is a business support process that accelerates the
successful development of start-up and fledgling companies by providing
entrepreneurs with an array of targeted resources and services. These services are
usually developed or orchestrated by incubator management and offered both in the
business incubator and through its network of contacts. A business incubator’s
main goal is to produce successful firms that will leave the program financially
viable and freestanding. These incubator graduates have the potential to create
jobs, revitalize neighborhoods, commercialize new technologies, and strengthen
local and national economies (www.nbia.org).

Critical to the definition of an incubator is the provision of management
guidance, technical assistance and consulting tailored to young growing
companies. Incubators usually also provide clients access to appropriate rental
space and flexible leases, shared basic business services and equipment, technology
support services and assistance in obtaining the financing necessary for company
growth. (www.nbia.org)

Term incubation involves ensuring good conditions for starting new businesses
and achievement of business ideas, innovation in stimulating the entrepreneurial
spirit, as well as taking concrete steps to preserve such conditions and resources
required for the survival, growth and development. Business incubators are tending
to create favorable conditions to enable interested entrepreneurs starting their own
businesses, establishing, maintaining stable performance in several years, and train
them to leave the incubator and perform independently on the market after few
years (http://www.mrrls.gov.rs/).
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The first step to establish and develop business incubator is to finance
infrastructure by state and local governments, and later continued with entry of
private investment (donors, other economic organizations, profit organizations,
academic institutions). After the construction is done, there comes the phase of
filling incubator with tenants (enerprises) with predefined criteria for their
selection, and defined criteria for getting out of incubation.

The goals of creating a business incubator are: creating jobs, reducing the
number of failed SMEs, strengthen SMEs in the region (local development),
retention of young people in local communities, supporting the process of
privatization and restructuring, connecting enterprises in the region and beyond
with large enterprises. Business incubators provide opportunities for the
development of new services, implement new technologies, and new business,
technical, organizational structures and marketing methods.

The range of services provided by business incubators varies considerably in
different countries depending on the tradition and financing models, as well as the
needs and problems faced by local businesses. The key element is to provide an
environment in which entrepreneurs and enterprises can quickly begin to work and
expand their business. Within the business incubators are usually facilities in which
national or local governments, municipalities or groups of large companies provide
office and administrative services, as well as assistance in various areas, such as
technical support, access to financial resources, advice, marketing services,
equipment and assistance in management, in the key (early) stages of business life.
Usage of incubator space, shared services such as common secretary, office
equipment, networking - commercial space, counseling, mentoring, and so on at
subsidized prices, increases the probability of success of the enterprise that
operates in the incubator, in relation to a company which operates independently.

5

4.26

3.06

1.89

Average mark

Standard services Extended services Busines services RTD services Financial services
(building related) (building related)

Figure 3: Services provided inside the incubator

Source: United Nations Industrial Development Organization, Technology
Business Incubators and Technology Parks, www.unido.org, visited january 2014.
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The most important segment of the support that business incubators provide, is
access to start-up capital needed to start and grow new businesses. When a company
finds itself in an incubator, the way to potential investors is more accesible and direct,
due to a fact that free capital looking for profitable investment opportunity, can
recognize new entrepreneurial initiatives more easily. Simply belonging to a business
incubator is a favorable sign for potential investors, as they are considered that
members of the business incubators already passed the conformance test of business
ideas when entering the incubator. With good price lease, joint service service,
providing professional business support and training at subsidized prices, investors get
a sense of security and a sense of equity significantly less risky than would be the case
in a pure market business environment. Statistical reports provide confirmation of this
view, by showing that business incubators increase the degree of success of the
company from 20% to as much as 87% (Avlijas, 2010).

EFECTIVENESS EFECTIVENESS
OUTSIDE THE INSIDE THE
INCUBATOR INCUBATOR

Successful ~ Unsuccessful Successful Unsuccessful

35% 65% 87% 13%

Figure 4: Comparison of efectivness of the enterprises inside and outside the
incubator

Source: National Business Incubation Association - NBIA, www.nhbia.org, visited
January 2014.

Most of the studies dealing with the analysis of the success of business
incubators used as an indicator of the success its impact survival rates in the initial
stages of development of the company, while it is located in the incubator, and
their survival rate after leaving the incubator. Studies show that about 90% of
companies that have started operating in the business incubator, do business 3
years after that. Available data confirm validity of the constitution of business
incubators as a form of organizing social protection of entrepreneurial ventures.

In evaluating the success of the incubator were used various criteria, among
which the following are the most common (Tables 3 and 4) (Stiki¢, 2008):

e The number of newly established enterprises - who survived the critical
period of 3 years,

e The number of newly created permanent jobs - where the indicator of
"permanence” take into account the companies that have crossed the limit of
6 years of existence,
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¢ The economic activity of companies - members (evaluated using a variety of
indicators, depending on the type of activity - usually a total revenue),

o Number of implemented and market-acclaimed innovation,

o Answers of surveyed companies about the impact of business incubators on
their development and competitiveness.

Tables 3 and 4: Performance indicators of business incubators

Performance indicator Total Average
value

Number of start-ups and other entrepreneurial projects 7891 75
during the year
Number of business plans implemented during the year 7468 74.68
Number of start-ups created during the year 2678 26
Companies survivability / 87.55%
Number of companies (tenants) in an incubator 2916 29.76
Number of employees in enterprises tenants 17940 188.84
Number of new jobs 5909 79.85
Number of participants in the various events aimed at 69131 652.18
encouraging entrepreneurship
Number of participants in training programs for the 51930 570.66

improvement of business skills

Process indicator Total Average

(Network) value

Number of existing companies 15244 148

Number of projects based on technological innovation 54.01% /

expressed as a percentage

Number of events organized to  promote 1884 17.61

entrepreneurship

Number of organized business skills training during the 10567 114

year

Number of employees in a business incubator / 7-9

Source: Stiki¢, D., Business incubators as a tool to support the development of
innovative enterprises, 35th National Conference on Quality, Kragujevac, 2008.

Business incubators have a direct impact on the local and wider community. It
is reflected, above all, in increase of employment, restructuring, growth in
production and an increase in GDP. Using the "input-output" method for measuring
the total income and the impact on employment, research has shown that business
incubators increase employment and income in greater amount than the number of
directly employed and paid workforce within the incubator. For example, research
conducted in one region showed that employment and income increase, on average,
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with a coefficient of 1.35 to 1.43, compared to the direct effects produced by
companies within the incubator. This means that in addition to direct effects,
indirect employment and income grow at the rate of 35% to 43%.
(http://www.unece.org/indust/sme/incubator).

Business incubators are associated with the growth of state and local revenues.
Taking into account the increased state and local tax revenues at the same rate as
personal income, can be accomplished by increasing estimates of tax revenue
caused by the existence of a business incubator. There was also evidence that the
social costs of job creation, support for start-up businesses through business
incubators, re much lower than those needed to implement various other programs
to create new jobs. Research, which was conducted within the European Union,
showed that 900 existing business incubator helps in opening productive 40,000
new jobs each year in companies that are more stable than those arising out of
business incubators.

The main income of the local and social community from the business
incubators are healthy companies. The companies that emerge from the business
incubators are often on the leading line of the development of new, innovative
technologies, which will progressively affect the environment, especially the
quality of its products and services. For these reasons, in the last 3-4 years in our
country there is a growing awareness that business incubators can make a
significant contribution to the development of entrepreneurship of small and
medium enterprises. Using already developed models and their adaptation to the
existing conditions in the country, provides us the opportunity to catch up with
developed countries.

Therefore, business incubators appear as an increasingly popular way of
encouraging entrepreneurship and reduce unemployment in Serbia. The purpose of
business incubators as a business association in Serbia is to provide good
conditions for starting new businesses and translating business ideas into practice,
and to prevent the departure of educated young people abroad due to lack of
conditions. There is about ten operational business incubators such as incubator of
engineering faculties in Belgrade, business incubator Knjazevac, Ni§, Krusevac,
Uzice, Prokuplje, Bor, Senta, Subotica, Zrenjanin, Panevo, Beocin and Raca.
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CONCLUSION

Many companies and entrepreneurs in the beginning are facing the problem of
lack of capital, lack of experience in managing the company, and the lack of the
market, both in terms of demand for the products offered, as well as in terms of
new, unfamiliar markets. The result is a very small number of newly established
companies and, indirectly, fewer new jobs at a local level. Accordingly, the
possibilities of development of private sector and small companies in the initial
periods of their business, as well as mechanisms to help companies and
entrepreneurs in starting new businesses, are not yet sufficiently developed and
efficient. In this regard, it is necessary first of all to raise awareness about the need
to establish free zones, technology parks, business incubators and other modern
instruments of business support to the creation of new businesses and new jobs.

Free zones, technology parks and business incubators are among the most
important instruments that can help the development of new, sustainable enterprises at
the local level. These instruments are one of the solutions to this problem in the sense
of support start-ups in many aspects of their business, thereby encouraging the
development of entrepreneurship and local economic development.

Free zone programmes should target a wide assortment of economic sectors,
including commercial and manufacturing activities and professional services, such
as warehousing and trans-shipment. To reduce the burden placed on public
resources and increase the efficiency of zones, the private sector should be
encouraged to help develop them and be allowed to operate under market
mechanisms. ,,Free zones have many merits and have boosted investment in many
countries. More zones are in the pipeline and still more will emerge in the years
ahead. However, bringing in investment is only one, albeit vital, step in a long
journey. The ultimate goal must be to make those investments work to the benefit
of the wider economy* (Fodor).

With plenty of business hatchlings growing bigger every year via incubators,
it’s clear that technology parks are more than just commercial neighbourhoods.
They can offer small companies resources beyond their wildest imagining or ability
to finance for themselves. Planned settings of development of technology parks in
the regions of the Western Balkans are based on the presented premises and
determinants of research and development. These parks should be a complement to
the planned commercial zones, entrepreneurship centers or business incubators.
They should be a joint effort of all to create a business environment where there are
early-commercial-industrial zones, institutes, universities, teams for local economic
development, regional development agencies, and other governmental and non-
governmental organizations with the same goal. TP create an environment with
suitable conditions for the establishment and management of companies based on
technologies, or products and services that require a little higher knowledge.
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Business incubators are effective instruments of helping entrepreneurs and
companies in starting new businesses, supporting start-ups and providing a variety
of assistance in order to survive during the initial operating period. As a flexible
organizational forms, which are able to effectively adapt to the needs and changes
in the environment, business incubators are trying to activate all of the company’s
resources, putting them in the function of the realization of entrepreneur and small
business development. Way of doing business in the business incubator represents
a reform of private businesses, contributing to the strengthening of small and
medium-sized enterprises, but also easier access to modern technology.
Technology parks and incubators are the important bridge between taking existing
knowledge and markets and expanding them, by supporting new businesses that
have the energy and agility to move industries to the next level.

However, one should be kept in mind — these instruments must be viewed in
the broader context of economic development, and must be an integral part of the
overall strategy for economic development. As such, they can not afford to
contribute to local economic development itself, and can only support the
development of entrepreneurship and job creation in a particular union, by
systematic provision of the stimulating environment that will enable the faster
development of the SME sector.
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DOWNSIZING AS A MEASURE FOR THE INCREASE OF
EFFICIENCY AND FLEXIBILITY OF AN ENTREPRISE
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ABSTRACT

The growth of an enterprise (size wise) leads to lowering of flexibility,
innovations and creativity of an organization because of standardization and
introducing the formal organizational structure. The consequences can be seen in
the fact that the large enterprises become slow, too large and slowly adjust
themselves to changes. One of the possible solutions is downsizing, which
represents organizational reconstruction whose result is the decrease of the size of
an organization with the purpose of attaining greater flexibility and efficiency. This
can be realized through the following methods: narrowing of the management
level, programs and output, eliminating specialized functions, decrease in the
number of employees etc. In the modern business practice it is often the case that
downsizing removes the middle level of management which provides greater
flexibility and “‘flatter “organizational structure.

Hypothesis of this paper is the following: Downsizing represents an effective
measure for increase in efficiency and flexibility of an enterprise.

This paper applies the method of analysis of contents of documents in printed
and electronic form, which deal with this topic. The purpose of the research is to
prove or disprove the hypothesis. Based upon the research results, we can
conclude that the hypothesis is confirmed, that downsizing does represent an
efficient measure for increase in efficiency and flexibility of an enterprise, but only
if it is done in a planned and systematic way. The recommendation to the managers
is to use this measure very carefully and thoughtfully, because in another case it
can cause various counter effects and deepen the crisis in an enterprise.
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INTRODUCTION

By enlarging the size of an enterprise the advantage is given to the control of
the business activities over creativity and new ideas, this decreases the
entrepreneurial spirit of an enterprise and flexibility to adapt to the changes.
Instead of focusing on the further development of their competencies, large
enterprises focus more on the control of their business activities. Formalization of
the process limits the creativity and innovations in the organization. This is why
large organizations become rigid, slow and slowly adapt to changes. Such
organization finds it difficult to answer to the demands and the needs of the
consumers. On the other hand, the expenses of doing business grow, because the
growth of an enterprise demands greater investments in supply, so management has
to find a way to make an enterprise flexible and efficient again. One of the ways is
to solve that issue is to change the organizational structure of an enterprise, like for
example, switching to division organizational structure. If that measure does not
give the adequate results, management of an enterprise can think about conducting
downsizing, which represents organized reduction of the size of an enterprise.

The subject of the research is planned and organized reduction of the size of a
large enterprise at the level of SME, which is called downsizing in literature.

The goal of this paper is to prove that downsizing can be an effective way to
increase flexibility and efficiency of an enterprise, but only if implemented in a
planned and systematic way.

Authors have found the motive for writing this paper in the fact that in Serbia
downsizing is done in a completely wrong way, unsystematically and without
previously done thorough analyses. Employees are let go in a linear way, through
the entire organizational structure and there is no care for the ones that are let go,
which creates numerous negative consequences for the enterprise. Another motive
for writing this paper is the fact that downsizing is not present enough in domestic
literature, so the wish of the authors is to contribute to the research of downsizing
in domestic framework and to encourage other authors to deal with this sensitive
topic.

This paper will use the methods of deduction and content analysis of relevant
professional literature in printed and electronic form.

The hypothesis of the research is the following: Downsizing represents an
effective measure for increase in efficiency and flexibility of an enterprise.
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DOWNSIZING

In professional literature there are various definitions and interpretations of
downsizing. One of the most precise definitions is the following: “organized
reduction of the size of an enterprise with the goal of achieving greater level of
efficiency” (Milosevi¢, Vuji¢i¢, 2013, p. 107). We are talking about the
organizational reconstruction which results in reduction of the size of an enterprise
with the goal of achieving greater flexibility and efficiency. Through realization of
downsizing the reduction of an enterprise to the level of SME is done, which
facilitates its functioning. In modern practice, downsizing usually includes
eliminating of the middle level of management which leads to “flatter
organization”.

Many large organizations in the period of stable growth, when the
organizations dominated their environment and changed the bureaucratic
organizational structure (Xerox, Exxom, IBM, GM, GE, etc.), have become slow,
too large and inefficient, so they had to think about how to once again become
efficient and flexible and to react to the changes in the environment at the adequate
speed. Downsizing has become the strategy of choice of many large organizations.
Almost all organizations from the list of the magazine “Fortune”, in the period of
1985-1990 opted for downsizing, and in those processes thousands of people were
left unemployed.

There are numerous reasons for conducting downsizing. The most often are
the following (MiloSevi¢, Vuji¢i¢, 2013, p. 107):

o Inability to use enough the entre number of employees,

o Insufficient competences of employees related to new technologies,

e Purchase of modern technologies that make the existing number of
employees obsolete,

e Large expenses of labor force,

e Stagnation of economic branch that organization belongs to,

¢ Recession of the overall economy.

Inability to use enough the entre number of employees is present when in an
enterprise it is not possible to use all employees, so certain employees do not work
effectively during the entire working hours. The cause of this can be large number
of employees, so one of the possible solutions is letting go certain number of
employees.

Insufficient competences of employees related to the new technologies. In the
modern age the technologies are developed in high speed, so the employees are
forced to follow technological innovations in their professions and to acquire new
knowledge. Those employees who do not do this, become useless for the
organization in which they work, so this can be the reason why the management
has to let them go and to bring new competent employees.



Faculty of Business Economics and Entrepreneurship 53

Purchase of modern technologies that make the existing number of employees
obsolete. If an enterprise gets the modern technology that can successfully replace a
certain number of employees, there will no longer be any need for those employees, so
they will be let go. In practice there are a large number of machines in various branches
of industry that replace people in their jobs, because they realize much more productive
results than humans (e.g. difficult, dangerous or monotonous jobs).

Large expenses of labor force. If the expenses of the labor force burden the
budget of an enterprise, management can reach a decision to let go a certain
number of employees, save the money and liberate the budget. The alternative is to
lower the wages to the employees if they agree. If not, the termination of
employment is inevitable.

Stagnation of economic branch that organization belongs to. Stagnation in the
branch leads to decrease of demand. In order to attract the consumers, the
companies are forced to lower the prices of their products, which leads to the
decrease of the sales income. In order for the enterprise to keep the lower prices in
the long run, it is necessary for the management to react and find the way to lower
the expenses. One of the ways to accomplish that is to let a certain number of
employees go.

Recession of the overall economy. If the entire economy of a country is in
crisis, the enterprises must try to lower the expenses wherever it is possible to keep
the liquidity and to do business profitably. In this sense, one of the most common
measures is letting employees go based on the thorough analysis.

KEY CHARACTERISTICS OF DOWNSIZING

Key characteristics of the concept of downsizing are (Cameron et al.,1995,
p.25):

e Downsizing is done intentionally. That is not something that is happening in
the organization, but it is planned and organized reduction of the size of an
enterprise. That is the difference between downsizing and the loss of market
share or unintentional loss of employees because of the poor labor
organization or poor results.

e Downsizing is usually realized through reduction of the number of
employees, although that is not the only method. The reduction of the
number of employees can be realized through allocations, transfers, early
retirement etc.

e Downsizing is focused on improvement of the efficiency of an organization.
It can arise as reactive (as the consequence of poorer performance of en
enterprise) or proactive (wishing to improve the performances of an
enterprise, even though there has not been any drop in it).

e Downsizing influences the work relations, consciously and unconsciously.
Measures of downsizing result in specific form of redesign.
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APPROACHES TO DOWNSIZING

There are two typical approaches to downsizing: reinforcement and
reorientation. These approaches are developed by Freemen (1992) in his doctoral
dissertation. These principles represent the reflection of management’s relation to
changes.

Enhancement comprises the group of activities that manager does and directs
towards the proceeding the existing mission, strategy and system. The essential
thing is adapting to the existing economic conditions. Changes in business
operations are introduced gradually and in the incremental form — little by little.

Reorientation implies the perseverance of the management to bring in the
radical changes into the business operations of an enterprise in the form of change
of mission, strategy and system. This makes the discontinuity, that is, the
termination of current business activities.

In the first case, the management introduces the incremental changes in the
business activities. The goal is to make the enterprise continue to do business in the
existing way, with gradual improvements.

In the second case, management introduces the radical changes that realize the
turning point in business activities. In order for the management to opt for
reorientation, the existence of important reasons is essential, as proofs that an
enterprise can no longer do business successfully in the existing way and that it
needs to introduce the radical changes.

The characteristics of the mentioned approaches to downsizing are shown in
the chart 1:

Table 1: Overview of the characteristics of the approaches of reinforcement and
reorientation

Reinforcement approach Reorientation approach
Incremental downsizing Discontinuous downsizing and redesign
Lower level of encouragement (less radical | Higher level encouragement, more radical
downsizing approach) downsizing approach
Stability of TOP management, technology | Changes in TOP management, technology and
and systems. systems.
Changes in work instead of structure Changes in structure instead of work
Reinforced mission and strategy Redefining of mission and strategy
Downsizing comes before redesign Redesign comes before downsizing
Less extensive communication needed Demands more extensive communication
Less usage of internal relations of an | More usage of internal relations of an organization
organization
Orientation towards internal constituents Orientation towards external constituents
Emphasizing of efficiency Emphasizing of effectiveness
Focus on ,,do things better* Focus on do various things

Source: Masic, 2009
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Some organizations apply downsizing reactively, as a reaction to the decrease
of market share and profitability. That is when downsizing represents defense
strategy. This approach is known in theory as convergence. Downsizing of labor
force is used as lowering of expenses. In this way management is trying to keep
profitability as a defense from the share prices’ fall and eventual “hostile”
acquisition. However the problem with this approach is that it is often the case that
management does not count the expenses that follow the downsizing of labor force,
which significantly decreases the savings on the account of smaller number of
employees (e.g. severance pay or early retirement). Also, the significant problem of
this approach is the lack of wider redesign of an enterprise. One should also take
into consideration that the crisis can last for a while, especially if it is caused by
extreme factors and leads to new cut backs on the number of employees. This is
how an organization falls into the “downsizing spiral” that most certainly leads to
bankruptcy (Slavkovié, 2006, p.5).

On the other hand, some organizations consider downsizing to be an
opportunity for improvement of performance so they react proactively, they
implement downsizing even though there is no crisis. Compared to the previous
approach, the downsizing of labor force is a planned activity and an integral part of
the general strategy of an organization. Downsizing is in the function of balancing
the structure of an organization with the expected changes in the future, with the
goal of keeping the existing profitability. Proactive approach offers to the managers
much more of the manoeuvre space for realizing their decisions about the reduction
of labor force. By doing this, the mistakes are minimized and the pressure of
having to reach a decision in the short period of time, removed of the managers.

METHODS OF DOWNSIZING

108):

¢ Decrease in management level;

¢ Decrease of programs and the scope of production;
¢ Reduction of the number of employees;

¢ Eliminating the specialized functions;

e Linear letting go of the employees;

e Early retirement and voluntary leavings.

Decrease in management level. By this method the activities, accountability
and responsibility of managers of middle level are transferred on other managers.
There are two options here:

e activities, accountabilities and responsibilities of the managers of middle
level are taken by the higher managers. This decreases the specialization at
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higher levels of organization, the centralization and range of control is
increased, which can burden the higher managers;

e activities, accountabilities and responsibilities of the managers of middle
level are taken by the lower executives, which brings decentralization.
Having this goal in mind, managers of the lower level get additional
trainings, in order for them to be capable to efficiently do the additional
activities.

Decrease of programs and the scope of production. This implies that the
enterprise decreases its production capacities and the scope of production. Before
that, it is necessary for the management to analyze the production program and to
identify which products are profitable enough in order to keep them in the
production range, and which should be withdrawn from that range. The result can
be the closure or selling certain parts of an enterprise.

Reduction of the number of employees. This is present in the situations when
the management decides to leave a certain market, so it lets all employees, whose
business activities are connected to that market, go or transfers them to other
positions.

Eliminating the specialized functions. This implies that an enterprise will
terminate certain number of business functions in order to save money. These can
include legal department or accounting department or cleaning etc. For doing these
jobs an enterprise can hire special organizations as external associates
(outsourcing) like for example the accounting agency which will take over keeping
of the books of an enterprise. In this way an enterprise saves means because it is
not paying for employees at the positions that are eliminated. Savings is also
realized through the economy of scope of special organizations that cooperate with
multiple enterprises, so in this way they invest more money in equipment.
Management of an enterprise should assess which businesses an enterprise can do
on its own efficiently and to keep them. The jobs which cannot be done in an
efficient way by an enterprise should be given to special organizations.

Linear letting go of the employees. This is all about the reduction of the
number of employees because of the decreased demand at the market or because of
high personal income. Letting go is realized through the entire organizational
structure of an enterprise and every department lets several people go.

Early retirement and voluntary leavings. This implies the stimulating of
employees to go to an early retirement, which is the first phase in letting employees
go. Some of employees can be motivated to take this step by stimuli that are not of
financial nature, and others can be offered financial means in the form of severance
package. The kind of severance package depends upon the years of their service. In
any case the employees are not forced to take this step. Those employees that reject
the early retirement with the severance package, risk to be let go in the future
without any compensation.

According to Cameron,Freemen, Mishra, there are three downsizing strategies:
1. strategy of the reduction of labor force;
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2. strategy of organizational redesign;
3. system strategy.

Strategy of the reduction of labor force that the management will offer certain
benefits to a certain number of employees in order for them to leave the enterprise.
This can be in the form of early retirement, severance packages, transfers,
allocations etc. Management has to think very carefully who to let go because of
the employees’ experience. Because if they do not, the damage could be far greater
than the benefit. The main point of this strategy is to “shake” an organization (as a
positive shock therapy), for employees to realize in what kind of situation an
enterprise is, to motivate them to work more productively and to encourage the
measures of saving. This can be seen as a short-term strategy, because it can be
realized very quickly and because the effects are visible right after the
implementation.

Strategy of organizational redesign implies the tendency of the management to
eliminate the work before they let people go. Most often measures of this strategy
are: eliminating of positions, decrease in number of hierarchical levels, terminating
of certain parts, withdrawal of certain products from the product range etc.
Implementation of this strategy demands extensive analysis of an organization with
the identification of process or entity that should be eliminated. The benefits of this
measure are: simpler organizational structure, higher efficiency, lower expenses,
less burdened labor force etc. We can say that this is a middle-term strategy when
we think about the time necessary for its implementation and the appearance of
first results.

System strategy is fundamentally different from the previous two. It implies
the change of organizational culture of an enterprise, the change of core corporate
values and attitudes. This is a radical and long-term strategy, so it usually takes a
longer period of time for the positive effects to be seen. Implementation of this
strategy is very slow, because a lot of time is required to change the core values of
the company. Application of system strategy is possible in situations in which,
there is no time pressure, when the structure of labor force is dominated by older
staff and when decrease in the number of employees is not great. This strategy is
consistent with the reorientation approach to downsizing. The tactic of “freezing”
the admission of new staff and retiring the existing enables the realization of this
strategy. Continuous improvement is the imperative.

From the three mentioned strategies, in Serbia the strategy of the reduction of
the labor force is most often used. Managers in the domestic enterprises
(organizations) rarely take care of the fact that they should treat the employees,
who are let go, in a humane and just way. The letting go is not done systematically
and it is done without previous analysis or planning. Such relation is detrimental
for the employees and for the companies.

The table 2 gives the overview of the basic characteristics of the three
downsizing strategies:
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Table 2: Basic characteristics of the three downsizing strategies

Reduction of labor

Organizational

System strategy

force redesign
Focus: employees jobs and units organizational
culture
Time needed for .
. - short medium long
implementation:
Does not solve the Lack of short-
. ) . Lack of short-term .
Disadvantages: | problem in the long result term reduction of
run expenses
Decrease of the Includlng_ all
No new . employees in the
number of business
employments, early change of

Measures:

retirements, leaving,
letting go.

functions, merging
of units’ redesign
of jobs.

organizational
culture and basic
values.

Source: Gandolfi, Neck, 2003.

EFFECTS OF DOWNSIZING

Planned and systematically done downsizing realizes numerous positive
effects. Benefits of downsizing for the organization are the following (Dulanovi¢,

Ondrej, 2005.):

e increase in efficiency and flexibility,
e increase in the ability of an enterprise to respond to the market demands,
e decrease of fixed expenses,
¢ more efficient usage of the remaining staff,
¢ simplification of the systems of communication and control.

The researches have shown that the majority of profitable organizations (81%) that

realized downsizing in a planned way accentuate the significance of the strategic
motive (Dewettinck, Buyens, 2002). The absence of profitability can be explained by
the usage of convergent approach or unplanned conducting of the entire process.

Large enterprises, because of their largeness, often have a problem with the lack of
flexibility and innovation. The formal procedures and strict rules of behavior are defined
and all employees as well as the management have to obey them. Without these
procedures, large enterprise would soon turn into a chaotic system. Negative side of the
formal procedures is that they decrease entrepreneurial spirit and the flexibility of an
organization. Because of these reasons, large systems find it more difficult to adapt to the
changes in environment. Internal and external factors usually force an organization to
move to other markets, change its structure and the way of doing business in order to
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survive and provide to their owners the return of the invested capital. The life of an
organization constantly moves and changes. The ability of changing and adapting to
changes is the precondition for survival and the success of an organization (Stojanovi¢ et
al., 2013, p. 71). SMEs and entrepreneurs have a much greater ability to adapt. There are
two kinds of entrepreneurs: social and commercial. The difference is seen in the value
that they create and whether it is social or commercial, while the entrepreneurial
characteristic is common for both categories (Zare, 2013, p. 90).

The ability to adapt to changes influences whether the management of an
enterprise defined an adequate organizational structure. Organizational structure is
hierarchical organization of the levels of authority, lines of communication and
responsibility of an organization. Organizational structure of an enterprise is seen
in the way the roles, power and responsibility are allocated, controlled and
coordinated, as well as the way an information flows among the levels of
management (Milos, 2013, p. 84).

For the increase in flexibility the strategy of organizational redesign is
especially useful. It “flattens” the organization by decreasing the number of
organizational levels. You get a “shallow” organization in which the information is
distributed faster. The connection of the strategic top and the first line of an
organization are direct. Lower hierarchical levels get authority to decide, which
increases the speed of decision making. For debureaucratisation of the structure the
best strategy is system strategy. In debureaucratic structures there is a promotion of
team work, which increases the productivity and efficiency.

Large number of organizations in the world that did the downsizing leaves to
other organizations the possibility of learning at their mistakes. It is real to expect
that the organizations have become “more intelligent” in conducting the
downsizing and bad practice will repeat rarely.

LIMITATIONS OF DOWNSIZING

Besides positive, downsizing has negative effects like:

e decrease of the number of employees represents a socially unpopular
measure;

e creating the negative atmosphere in the company ( the rest of the employees
feel fear and insecurity, which can result in the fall of productivity);

¢ when because of the crisis the management starts to let go the employees,
the most experienced and skilled employees can choose to leave the
company, because they do not want to work in an unstable environment;

e possible decrease in developmental potential of an enterprise because of staff
leaving;

e besides the savings, downsizing creates certain expenses, like severance
packages;
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¢ because of the letting go certain number of employees, there is an increased
intensity and the scope of work for the rest of employees, with possible
longer work hours, in order to make up for the lower number of employees.

Decrease of the number of employees is opted for with the goal of the
decrease of expenses of employees’ wages. First step in the decrease of the number
of employees is usually the termination of cooperation with the employees
employed for a specified period of time by not prolonging their contracts. Then the
decision not to hire new staff instead of those who are at sick-leave or are retiring
is reached (Jasko, 2001).

From the aspect of system approach, one can say that these beginning steps are
correct. However it is usually the case that the decrease in the number of
employees is not realized in a systematic way. For example, it is usually the case
that the employers terminate the contract on their own, with a certain number of
employees and give them a severance package. These actions can result in long-
term negative consequences for an enterprise, and is usually in the form of leaving
of the most skilled and most hard-working employees. They will find another job
more easily than others, so that is why they are prone to leaving an organization

.....

With the goal of the decrease of employees the often decision is to enable
early retirement for older staff, which leads to not being able to change the
employees with the valuable long-term working experience. Another popular
measure is the decrease of the number of business functions, which can lead to
destabilization of an organization if it is not done in a planned way. Linear letting
go, which is an even dismissal of employees in the entire organization, can
decrease the developmental potential of an enterprise if this measure is not based

In order for the process of decreasing the number of employees to be
considered justified, it is necessary to fulfil several terms (Jasko, 2001, pp. 29-34):

¢ not to be done in a linear way throughout an entire organization;

e not to be done without previous considering of the consequences for the
keeping the employees with the key competencies;

¢ not to make decisions of letting go generally, according to general criteria,
but individually;

o for the criteria and the flow (depth and dynamics) of letting go to be public
even before the letting go begins;

o that the economic feasibility analysis takes into consideration the cost of
letting go and the cost of redistribution of jobs;

e that there is a cooperation of middle and lower management during this
process and in the period of adjusting to the lower number of employees;

o that there is cooperation with the trade unions or at least the exchanging of
information etc.

Organizational crises during downsizing are underestimated. We should have
in mind that downsizing can be the way into a crisis, and not a way out of it.
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Direct expenses of letting go are the following htt (//proorg.fon.rs/Files/
MuksDown.pdf):

e separate payrolls for the currently let go;

¢ remaining vacations and sick leaves;

e additional severance payments;

e assistance in finding a new job;

e pension payments and premiums;

¢ administrative costs of processing;

o the costs of re-employment of laid-off workers.

Indirect expenses of letting go are the following
(http:/iwww.proorg.fon.rs/Files/ MuksDown.pdf):

e the costs of seeking and hiring new people;

¢ low morale and insecurity among remaining employees;

e lack of staff when the company recovers;

e possible claims of employees;

e reduction in productivity due to fear and uncertainty of the remaining
employees;

o loss of organizational knowledge and confidence in management.

Impacts for the organization during downsizing
(http:/iwww.proorg.fon.rs/Files/ MuksDown.pdf):

¢ over burn of the employees (reduction of the commitment at work, reducing
the positive feelings towards the job, fitting the crisis of the individual and
his work);

e increase of cases of domestic violence;

e a significant number of companies have shown that after the layoffs they did
not increase profit;

e according to one research, employees worried about their family finance
spend 13% of working hours telephoning to bank concerning loans or other
business.

JOB INSECURITY AS A RESULT OF DOWNSIZING

Application of downsizing strategies in practice, has led to changes in the field
of employment. Model of life employment in one company is outdated. Earlier, in
practice it was popular to have the so-called silent agreement of employees and the
management, which basically meant that the employees were spending entire
careers in one organization (“from the internship to retirement”), but they were
obliged to be loyal and dedicated to the company. However wide usage of
downsizing strategies changed this practice. Mass letting go have created the
climate of general job insecurity.
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Old model of employment is substituted by a new model that does not offer to
employees “life employment” in one enterprise in exchange for their loyalty and
dedication to an enterprise, but they are offered to learn and develop their skills in
an enterprise for a while. In return employees are expected to be completely
dedicated to their job. It is no longer expected for employees to be dedicated to an
enterprise as a whole but only to the job (Stojani¢, 2012, p. 39). Employees are
interested in being completely dedicated to the job while they have the possibility
to learn and develop in that company. As soon as that is no longer an option, they
will try to change an employer and to find a job at some other enterprise where
they will be able to continue learning and developing professionally. This model of
employment is useful to employers and employees. Employers have workers who
are productive and devoted, and employees get the opportunity to acquire new
knowledge, which increases their chances for future employment. In developed
countries this model of employment is so developed that the “situational”
employment arose. This implies that employees realize short-term employment in
some company, e.g. while a certain project is realized. After that their employment
at that company stops and they are looking for another job.

Job insecurity in an enterprise exists only if in the past there have been letting
go that had nothing to do with the work performance of employees. In that case,
employees have no possibility of controlling their employment in the company.
They feel powerless, because it is not up to them whether they will keep their job.
If the management decides to proactively realize downsizing with the goal of
improving of performances of an organization, some employees can be let go, even
though they have realized satisfactory work results and had a good relationship
with the colleagues and superiors. Every employee can make his own subjective
assessment of job security based on various sources of information.

The most important sources of information about the loss of jobs are (Same, p. 38):

o official notification that employees receive from management;

e Unpublished information that are highly presumed to be true (e.g.,
assumption on the closure of certain parts of the company);

e rumors that occur when the official notifications are scarce.

o Lack of possibility of control of employment especially increases in the case
of (Same, p. 39):

e lack of protection (e.g., in case of contract breach, disobeyance of unions’
demands etc.);

e vague expectations (employees do not always know exactly what is expected
of them in order to keep their jobs );

e authoritarian organizational culture ( authoritarian cultures increase the
awareness of the inability to influence and control the job security);

e lack of objectivity of management while solving the issue of excess
employees.

¢ The researches have shown that the following reactions to job security are
the most common:

e tendency to leave the company;
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e resistance to change and
e reduced work engagement.

The results of empirical research done by J. Brockner have shown that with the
increase of job insecurity to a certain level, work efforts and engagement of
employees are increased. After that, further increase in job insecurity, the work
efforts and engagement of employees is reduced.

EXAMPLES OF WELL-DONE DOWNSIZING

Example 1: Consulting company ,,Charles Schwab&Company*

This company had a crisis in 2001. At the end of the second quarter of 2001
they had the following negative indicators:

e Turnover fell by 57% in relation to the period from 15 months ago;
e Loss was 19 million dollars, and the value of shares fell by 75%

The situation was critical. The company was shaken to the core and was about
to go bankrupt. Managers realized that it is necessary to take radical measures in
order to save the company, so downsizing was a logical solution. Management of
the company had in mind that the measures have to be done in a systematic and
planned way, and that this was the only way that this consulting company will
survive. Before letting the employees go, management took the following five
steps:

1.Frozen projects and drastically reduced costs, such as delivery of lunch for
staff, travel and recreation etc.;

2.The wages of senior management were reduced (top managers by 50%,
executive vice presidents by 20%, senior vice presidents by 10% and by 5% to vice
presidents);

3.Employees were encouraged to use their time off and take unpaid leave for
up to 20 days;

4.Management decided that some of the Fridays would count as willingly free
days, unpaid, if employees do not have clients;

5.0nly after all of this they let go 2,000 employees from 25,000 employed, with the
following benefits: from 500 to 1,000 shares to every employee that was let go, payment
in cash because of the increased health insurance costs and all services for re-
employment and a voucher for a scholarship in the amount of 20,000 dollars.

After these measures, the remaining employees introduced an innovation in
doing business: Internet trade system that charges for variable provisions
depending on the usage of services. Company changed the name into CEO. The
price of shares was increased ten times.
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charles SCHWAB

Figure 1: Logo of the company ,,CHARLES SCHWAB “

Source: Google Images

Example 2: company ,,Compaq computers*

In the beginning of 90s of the last century this company, that produced
computers, was faced with fierce competition that produced and sold cheaper
products. After conducting thorough analyses, the company’s management decided
that it should implement downsizing in order for the company to become more
competitive. Having that goal in mind, they thought and planned the way to let go
15% of employees. Before letting go of employees they did the following:

¢ Managers went through training whose goal was to make them capable and
prepared to provide support for the let go and help remaining employees;

¢ The list of possible questions of employees was put together along with the
instructions how to answer them;

e The let go were treated with maximum dignity;

After letting go of the employees, sales were tripled in relation to the period
before the letting go of employees.

COMPAQ

Inspiration Technology

Figure 2: Logo of the company ,, COMPAQ
Source: Google Images

Besides the mentioned, there are also other examples of proper implementation
of downsizing, like the example of American company ,,Cisco” that deals with the
development of Internet technologies. While it was letting go the employees in the
process of downsizing, this company paid one third of wages to the employees.
Because of the human treatment of the employees ,,Cisco”, even though it let go
5,500 people, remained at the 15th place on the Fortune magazine list of 100
companies that are best to work for.

Famous multinational company ,,Procter and Gamble®, which deals with
production of cosmetic products, beauty products, detergents etc., had a big crisis
in 2001 when they had to close down 5.600 positions in the USA. The company’s
management took the following steps:
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¢ 20,000 employees got offered a package of measures (severance package,
specialization, health care);

o Employees had 20 days to decide and 7 more to eventually change their
mind;

¢ There were meetings held daily with the best employees in order for the
manager to convince them that they do have a future in ,,Procter and
Gamble®.

Mutual termination of employment gave to the workers the sense of personal
control. Although the direct expenses were higher and the program lasted for
several months, organization remained stable, and the productivity did not fall.

Another positive example is a multinational company ,,Accenture” that deals
with consulting, technology and outsourcing. The company was facing high
expenses, so through the thorough analysis, management came to a conclusion that
the best thing would be to decrease the number of employees. In June 2001 the
company let go 600 employees. From that number, 100 highly educated employees
got 20% of their wage in the following 6-12 months, they kept their benefits like
business number, lap-top and e-mail. In this way they succeeded in reducing the
costs and to keep the employees in which they have invested a lot of time, effort
and money through various trainings and education.

The famous company ,,Motorola” was in a crisis in 2001, so it was forced to
dismiss 30,000 employees out of 147,000, which it did in January that same year.
Every employee that was let go got a minimal wage for eight months. The
company actively sponsored the employment fairs. When the company got to its
feet again and gained financial stability, it began hiring the same people that it had
let go.

The mentioned examples show how a company should behave while realizing
downsizing. By a humane relation to the employees that are let go, the company is
being socially responsible, it protects its reputation and sends the message to the
employees and the public that it is the company that is serious and responsible,
despite the crisis. Also it prevents the leaving of the best experts in this way.

CONCLUSION

Based on the used methods of deduction and research of relevant literature in
printed and electronic form, it can be concluded that the hypothesis: Downsizing
represents an effective measure for increase in efficiency and flexibility of an
enterprise is confirmed.

Managers are advised, in the case that their company gets into crisis, to
consider the application of downsizing, but to approach it in a planned and
systematic way and to make decisions based on the conducted relevant analyses.
Otherwise, they will only deepen the crisis in the company.
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ABSTRACT

The global market environment is growing in complexity. The recent past has
been characterised as technologically turbulent. The accelerated rate of
technological innovations is affecting all business activities from the development
of new product concepts to marketing communication and the rate of new product
introductions has increased. The availability of large quantities of data has made it
difficult for a business manager to conveniently convert the data into action-
oriented information in order to make appropriate key marketing decisions. The
level of corporate failures has increased, time for making decisions has become
shorter, and the negative results of wrong business decisions have become more
severe. The competition in some industries has become more intense and
sophisticated.

In this market environment, that can be characterised as growing in
uncertainty and risk, organizations that are unprepared to change in reaction to
market dynamics will have little opportunity to survive.

The importance of market orientation is in its potential contribution in
influencing the achievement of organizational objectives. The literature on market
orientation reflects findings by many researchers that being market orientation,
potentially, improves organizational long-term business performance. The market-
orientation firms with concentration on the entire customer experience are better
positioned to achieve a higher rate of business success.
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INTRODUCTION

In a time characterized by increasingly rapid change in consumer preferences,
even faster technological progress, and growing competitive rivalry, it becomes
essential for companies to develop mechanisms within their organizations to
generate market information, analyze it, and respond accordingly. The set of
activities developed by companies permanently to monitor, analyze and respond to
these market changes is referred to in the marketing literature as "market
orientation".

Over the last decade there has been a growing interest in the construct of
market orientation and its usefulness in increasing companies’ economic
performance. However, it is still not well understood why there is such an effect
and — particularly — how it operates. More research is clearly needed in this area.
Two streams of research have developed aimed at filling this gap. One stream of
research has focused on the effects of market orientation on innovation. The other
has investigated the links between market orientation and relationship marketing.

Marketing theorists such as Kohli, Jaworski (1990), Narver, Slater (1990),
Carr and Lopez (2007) have argued that market orientation traces its origins from
the market concept (also labeled marketing concept) and has noteworthy
consequences to overall business strategy. The market concept is concerned with
customer-orientation, innovation and profit as an inducement for creating satisfied
customers (Narver, Slater, 1990, 1994; Kohli, Jaworski, 1990).

Theories on market orientation have been widely accepted by scholars and
academics either as the implementation of the market(ing) concept, as an
organizational culture, or as a mix of those two (Greenley, 1995). Through the
years, numerous scholars have found that market oriented behavior in marketing
new products or services leads to better performance, has positive effects on
customer satisfaction and loyalty as well as innovation, employee satisfaction and
cooperation (Deshpandé et al.,1993; Rapp et al., 2008).

Naturally, the many definitions given to the marketing concept have common
trends such as the customer orientation, the implication of all functional areas of a
firm, and being a means to achieve long term corporate goals and objectives. On
these grounds, we can now deduce that the market orientation is an organizational
culture that places the customer in the center of the strategies or even at the top of
the company’s considerations.

HISTORICAL BACKGROUND AND DEFINITION OF MARKET
ORIENTATION

Market orientation is not a new concept in the marketing and management
literature. Scholars argued that the postulation by Drucker (1954) that the customer
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must be the focus of organization’s operations and the subsequent support given to this
idea by Levitt (1960) that the customer is the reason for the organization’s existence
were all pointing to the fact that market orientation behavior was necessary at that time.
This idea was extended to become known as the marketing concept.

Following these developments, the subject market orientation has received a great
deal of attention from marketing scholars who have developed, tested and refined market
orientation scales for measuring the degree of market orientation that organizations
exhibit (Kohli, Jaworski, 1990; Narver, Slater, 1990; Hooley et al., 2005).

Businesses aim to maximize their profit to shareholders by creating a sustainable
competitive advantage over rivals on the market. But where competitive advantage was
once based on structural characteristics such as market power, economies of scale, or a
broad product line, the emphasis today has shifted to capabilities that enable a business
to consistently deliver superior value to its customers. After all, this is the meaning of
competitive advantage. Research shows that a market-oriented culture provides a solid
foundation for these value-creating capabilities.

We can reason that market orientation builds on the same foundations as the
market concept, as that concept is believed to have three facets that are customer
focus, coordinated marketing focus and profit focus (Kohli, Jaworski, 1990;
Wrenn, 1997). Customer focus implies that companies need to have intensive
knowledge and understanding of customer needs, demands and expectations. In
order to be able to fulfill those demands and expectations with goods and services
those must be carefully charted. This is done with marketing planning, surveys,
market intelligence dissemination and generation. Focus on integrated marketing
means that all marketing efforts of the company are in sync and support each other.
Profit focus is an important measurement in all strategy-making and management.

The marketing concept can be classified into two parts, being the "old"
marketing concept and the "new" marketing concept. According to Gunay (2002)
the "old" marketing concept is concerned with customer-orientation, innovation
and profit as an inducement for creating satisfied customers. The "new" marketing
concept is more a business culture than a philosophy. Philosophic questions cannot
be answered empirically by observation or experiment, while it is possible to
measure the level of culture, and then describe its characteristics.

Market orientation can be defined as a form of organizational culture where
employees throughout the organization are systematically and entirely committed
to the continuous creation of superior customer value (Narver,Slater, 1990;
Kohli,Jaworski, 1990; Desphandé et al.,1993; Day, 1994).

Kohli and Jaworski (1990) argued that the market orientation of an
organization is one of degree rather than one of presence or absence. Narver and
Slater (1990) confirm the view that market orientation cannot be turned on or off.
Being marketing orientated is more than just being customer-led. It requires the full
support of the organization to be fully implemented in the long term and, in most
cases, may need a complete change in an organization’s culture.

Narver, Slater and Tietje (1998) state that market orientation is an
organizational culture where culture, management and market orientation are



70  ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

interwoven. For an organization to be market oriented, leaders within that company
must have a clear vision that is continuously mediated to employees. Market
oriented companies must communicate their mission, vision and values in such a
way that every employee knows his/her role. Companies must be able to change
and adapt to new market situations such as increased competition, needs and
expectations of customers and new technologies.

Bisp (1999) defines market orientation as a series of actions to obtain, analyze
and apply information about current and new customers, consumers and
competitors. According to Bisp, the form and intensity of market oriented activity
is a behavioral manifestation of elements of corporate culture and strategy. He
emphasizes the importance of organizational learning and states that the ability to
attract and develop staff with the needed knowledge and skills drives market
orientation.

Farrell (2000) also emphasizes that organizational learning is of great
importance when installing a market orientation. Other scholars prefer to view
market orientation as proactive business actions that take place in a certain
sequence.

Kotler (2001) points out that market oriented companies must balance between
customer orientation and competitor orientation when installing a market oriented
culture in the company. Logically, a company that only focuses on either the
customer or the competition will end up performing poorly.

The last decade the field of marketing has grown tremendously and many
books and articles about the subject have educated business people across the
globe. Before market orientation became the general term for this a well-known
concept within marketing, many scholars had described the concept in different
ways.

Terms such as market-oriented, market-driven and customer-focused have
become synonymous with proactive business strategy in organizations all over the
world. The notion that the customer needs to be at the origin of business planning
processes seems a very contemporary one, as is the idea of organizing the firm’s
activities around a thorough understanding of customer needs and demands
(Desphandé, 1999).

The first books on marketing were printed in the years 1911 to 1915 and they
were mainly based on basic economic theory. The first empirical research papers
on marketing and connected issues were printed around 1920 (Converse, 1945 and
1951). The first academic journal about marketing was published in 1936 in the
USA as "Journal of Marketing". In 1948, The American Marketing Association put
forward the following definition of marketing: "The performance of business
activities directed toward, and incident to, the flow of goods and services from
producer to consumer."

Paul Converse was one of the first academics that created a comprehensive
overview of the concepts of marketing in 1945. He made a list of text books and
articles about marketing, reviewed the offer of marketing courses taught in
American universities and lectures about the subject until the forties.
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Many management theorists cite Peter Ducker’s statement from 1954 that
marketing is not a specialized functional activity but rather "the whole business
seen from the point of view of its final result, that is, from the customer’s point of
view."

The market orientation concept builds on the marketing concept which is a
relatively new academic. A definition of the marketing concept from the American
Marketing Association website (AMA, 2008) is: "Marketing is the activity, set of
institutions, and processes for creating, communicating, delivering, and exchanging
offerings that have value for customers, clients, partners, and society at large."”

According to both the old and the new definition, marketing is considered a
specialist function managing certain decision-making areas to create exchanges
that satisfy the customers” and the firm’s goals alike (Gronroos, 2006).

Several studies have found a consistent positive relationship between
businesses’ degree of market orientation and their economic performance
(Greenley, 1995; Jaworski, Kohli, 1993; Narver, Slater, 1990; Selnes et al., 1996;
Slater,Narver, 1994). As stated previously, many studies have been conducted to
assess the market orientation and its relation to performance. Gounaris and
Avlonitis (1997) compiled a summary of empirical studies done in this field and
their relation to performance (Table 1). From this table, we can safely say that
market orientation has a positive influence on performance.

Table 1: Summary of empirical studies

Empirical study Marketing  orientation/  performance
association

Narver and Slater (1990) Positive

Hooley, Lynch and Shepherd (1990) Weak positive

Kohli and Jaworski (1990) Positive

Kohli and Jaworski (1992) Positive

Slater and Narver (1992) Positive

Diamantopoulos and Hart (1993) Weak positive

Wong and Saunders (1993) Positive

Greenley (1995) None

Source: Avlonitis, Gounaris, 1997, p. 388

In 1987, the Marketing Science Institute (MSI) in the USA organized a
conference on the topic "Developing a Market Orientation”. According to
Desphandé (1999) the main purpose of this forum was both to showcase some
early learning from market orientation implementation and, more importantly, to
articulate the need for strong, scholarly research to better define, measure, and
model the construct. This conference marks a major development in market
orientation research. In 1990, a second conference was organized, this time it
featured both academic speakers and practitioners that summarized their
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companies’ experiences with instilling a market orientation. In 1994, market
orientation was anointed to be a capital research topic by MSI. After that, market
orientation became a very popular area for research.

Two research papers, both published in 1990, have established the concept of
market orientation firmly into the academic of business research. The first paper by
Kohli and Jaworski (1990) put forward antecedents to and moderator effects of
market orientation and the second one that came later in 1990 by Narver and Slater
proposed a market orientation framework with three dimensions. Most studies on
market orientation revolve around three components that were first defined by
Kohli and Jaworski (1990) and later established by Narver and Slater (1990).

KOHLI'S AND JAWORSKI'S VIEW ON MARKET ORIENTATION

The scholars Ajay K. Kohli and Bernard J. Jaworski published their article
"Market orientation: The construct, research propositions and managerial
implications” in July 1990. They viewed market orientation as the implementation
of the marketing concept. The model they propose emphasizes the collection of
marketing data, dissemination of this data across functions within the organization
and the action that is taken based on this intelligence. The model is built on the
results of interviews with 62 managers in both marketing and nonmarketing
positions in US companies. A main finding was that profitability is a consequence
of market orientation, and not a component of it. Kohli and Jaworski did not
suggest that market orientation is an aspect of organizational culture.

Their definition of market orientation: "Market orientation is the organization-
wide generation of market intelligence pertaining to current and future customer
needs, dissemination of the intelligence across departments, and organization-wide
responsiveness to it."

In other words: Market orientation is the implementation of the market concept
and a firm with a high degree of market orientation is one whose actions are
consistent with this concept. Market intelligence is said to be the starting point of
market orientation, and refers to the collection and assessment of data on
customer’s current and future needs plus competitor data and government
regulations that could influence those needs.

Organizational learning plays a major role in the creation of a market
orientation: managers/employees must continually gather, disseminate and
communicate information around all departments of the company in both a formal
and informal manner. It is important to acknowledge that this vital function is not
the exclusive responsibility of the marketing or sales departments.

Kohli and Jaworski propose three sets of antecedents for market orientation
and they are senior management factors, interdepartmental dynamics and
organizational systems.
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Senior management has an important role to foster market orientation. Kohli
and Jaworski state explicitly that the commitment of top managers is an essential
prerequisite to a market orientation. Their job is to facilitate communication and
data flows between organizational levels. Important characteristics that senior
managers should have are a positive attitude towards change and organizational
learning.

Kohli and Jaworski define interdepartmental dynamics as the formal and
informal interactions and relationships among an organization's departments. Their
study findings suggested that departments that have conflicts are not likely to be
willing to share information and as such endanger a high market orientation.
Connected departments on the contrary cooperate and create an atmosphere leading
to a higher degree of market orientation. As such, they are an important antecedent
to market orientation.

The third set of antecedents to a market orientation relate to organization-wide
characteristics. Expectedly, high formality and centralization levels create a barrier
for market orientation because it obstructs information dissemination and
knowledge sharing. Important customer messages or market knowledge that must
travel a long way before they can be acted upon become irrelevant and obstruct
market oriented behavior.

In terms of employee response, Kohli and Jaworski conclude that market
orientation leads to a cohesive product focus, clear leadership, better coordination
of sales activities, a much better job of reviewing products from a worldwide basis
and better differentiation. A market orientation provides psychological and social
benefits to employees. The greater the level of market orientation is, the greater the
esprit de corps, job satisfaction, and organizational commitment of employees.

In terms of customer response Kohli and Jaworski find that that a market
orientation leads to more satisfied customers who spread the good word to other
potential customers and keep coming back to the organization.

In terms of performance, the study suggests that though a market orientation is
likely to be related to business performance in general, it may not be critical under
certain conditions. A greater market orientation is likely to lead to increased
demand and sales, better margins, more market share and increased profits.

In 1993, Kohli and Jaworski published yet another research paper "Market
orientation: Antecedents and Consequences”. The goal of this paper was to review
and measure the antecedents that lead to market orientation and the consequences
of it for the company. The hypotheses proposed in the 1990 construct were tested
and results concluded that market orientation builds on three equally important
pillars: Customer focus, coordinated marketing and profitability.

Figure 1 shows the interaction between intelligence generation, dissemination
and responsiveness. Intelligence gathering is just what the name implies: Gathering
intelligence about customers, competitors and the marketplace. Intelligence
dissemination, however, is what a department, manager or employee chooses to do
with the information after they have it.
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Figure 1: Kohli and Jaworski’s view on market orientation

Responsiveness

Source: Kohli, Jaworski, 1990

Responsiveness only happens if the formalized process for sharing business
intelligence is not too burdensome. If management emphasized sharing, and if the
organizational system’s reward system provides an incentive to do so or there is no
penalty for doing so. In other words, a department, manager or employee is only
willing to share information if it implies no costs.

NARVER'S AND SLATER'S VIEW ON MARKET ORIENTATION

The renowned scholars John C. Narver and Stanley F. Slater published their now
famous article about market orientation in October 1990, several months after their
colleagues Kohli and Jaworski. Narver’s and Slater’s goal was to shed light on the
components that build a market orientation and propose a useable definition of the
concept. They interviewed managers in 113 strategic business units in one corporation.
Narver and Slater (1990) were the first to highlight and prove the relationship between
market orientation and performance. For the authors, market orientation is one way to
achieve a greater performance. Figure 2 illustrates this relationship.
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Figure 2: Relationship between market orientation, business specific factors,
market-level factors and performance

Source: Narver, Slater, 1990, p.29

Narver and Slater viewed market orientation as an organization culture, just
like Desphandé and Webster (1987). However, they took the definition further and
argued that market-oriented firms focus not only on customers but equally much on
competitors. Additionally, they placed emphasis on inter-functional coordination
that is meant to create unison between all functions in the organization and become
part of the organizational culture. So they developed this definition: "Market
orientation consists of three behavioral components — customer orientation,
competitor orientation, and inter-functional coordination- and two decision criteria
— long-term focus and profitability."

Narver and Slater define three equally important behavioral dimensions of
market orientation, them being customer orientation, competitor orientation and
inter-functional coordination. They add two decision criteria that are long-term
focus and profitability to their model.

Research shows that the consequence of market orientation materializes in all
tasks performed by a firm. The degree of market orientation shows through
employee- and customer satisfaction, as well as content shareholders. Customers of
a company with a high degree of market orientation experience great value for
money and excellent service that is gladly delivered by skilled and professional
employees of that company.

Competitor orientation is the second component of market orientation and
states that organizations should identify, analyze and use the strengths, weaknesses,
opportunities and capabilities of both current and future competitors. This is very
logical although not entirely new. Levitt (1960) said that parallel to customer
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analysis, companies must do competitor analyses and contemplate possible
solutions that might fulfill current and future customer needs and expectations.

Inter-functional coordination or integrated marketing means that all
departments within the company play a critical role in satisfying customers.

According to Narver and Slater, competitor and customer orientation include
all activities that involve generating market intelligence about customers and
competitors, analyzing it and distributing that knowledge throughout the
organization. This means that the market oriented company must provide adequate
business processes and systems for data input and coordinate the communication of
disseminated business info in order to create superior value for customers.

Market oriented organizations typically have a long term focus related to
profits and to implementing a high degree of market orientation. A short-run focus
on profits is not inconsistent with long-run profit performance. According to Levitt
(1960), the relationship between them is as follows: At all times a business
attempts to create superior value for buyers. As competitors respond and diminish
business’s buyer-value superiority, the business discovers and implements
additional value for its customers (i.e. it augments its product). To grow and
survive in a competitive environment they must focus on long term investment
strategies that are important for building the market orientation. Market orientation
is not a business mode that can be switched on or off, which also implies a long
term focus.

As discussed earlier, the first rigorous study of the effect of a market
orientation on business performance done by Narver and Slater (1990) found a
significant relationship between market orientation and return on investment in a
sample of business units belonging to one corporation operating in the forest
products industry. However, another study did not show the same results. In two
broad samples of businesses, Jaworski and Kohli (1993) found no significant
relationship between their measure of market orientation and managers’
assessments of either return on equity or market share. These finding of "no
results” in a broad sample were found troubling, because it raised concerns about
the generalizability of Narver and Slater’s (1990) result. It is possible, based on the
Narver and Slater study from 1990 that the market orientation — profitability
relationship does not apply in all organizations or business sectors.

Therefore, in 2000 Narver and Slater decided to repeat their research from
1990 and retested the hypothesis "market orientation and business profitability are
positively related”. To address the limitations of the original study, this time they
used a broad sample of businesses and different respondents’ assessment of market
orientation and business performance in a business unit. Again, they found a
positive relation between market orientation measures and performance. Actually,
the positive relationship was even stronger in 2000. However, market orientation is
said to be influenced by the business environment and competition levels. Paul D.
Ellis (2005) say that the strong relationship between market orientation and
performance materializes in strong economies like the United States (Kohli,
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Jaworski, 1993; Slater, Narver, 1994) but not at all in weaker economies with less
knowledgeable consumers, less competition and less capitalism.

Figure 3 below shows the interaction between the three behavioral components
customer orientation, competitor orientation and inter-functional coordination.

According to Narver and Slater, continuous innovation is implicit in each of
these components. If there is no innovation and continuous data generation,
employees will not have the right prerequisites to offer that extra service to the
customer.

The two decision criteria shown in the figure are a long term profit focus and
profitability. It is through the continuous creation of superior customer value that a
business creates its long-run profit performance. A short period marketing
campaign or sales action might boost sales, but the organizational image and
generation of repeat-customers only evolves over time along with reputation and
"good word of mouth".

Customer orientation

Long term
profit

focus

Interfunctional
coordination

Competitor
orientation

Target market

Figure 3: Narver and Slater's view on market orientation

Source: Narver, Slater, 1990
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SIMILARITIES AND DIFFERENCES OF VIEWS

On the whole, the two views on market orientation are quite similar and
complementary and very useful to anyone seeking to learn the meaning of the
market orientation concept. Both research papers view market orientation as a
concept that (if well implemented) leads to a greater competitive advantage for the
company. Both duo’s agree that business intelligence about customers and
competitors is a key prerequisite to build market orientation; that all managers and
staff must participate in creating and maintaining the market orientation; that
market orientation is a construct with three equally important components.

However, the two views have important differences. Kohli and Jaworski do lay
a bit more emphasize on customers than Narver and Slater do. They viewed market
orientation more like the implementation of the market concept as discussed
earlier. Narver and Slater emphasize the human role and explain market orientation
as a corporate culture, which leads to certain custo-mer/competitor oriented
behavior throughout the organization creating this specific atmosphere that leads to
better performance.

It is not possible to prefer any of these theories above the other, but it is
advisable to critically review both of them and use the best from both when
building a market orientation. A mix of the theories might lead to the optimal
degree of market orientation.

The enhanced model (Figure 4) is divided into four layers: 1) antecedents (as
defined by Kohli and Jaworski, 1990), 2) moderators of market orientation (as
defined by Narver, Slater, 1990; 3) Kohli, Jaworski, 1990) and 4) consequences (as
defined by Narver, Slater, 1990; Kohli, Jaworski, 1990).

Until recently, scholars either followed Narver and Slater’s view, or Kohli and
Jaworski’s view on market orientation leading to rather imperfect studies.



Faculty of Business Economics and Entrepreneurship 79

Senior management Interdepartmental Organizational
factors dynamics systems

Antecedents

Market orientation

- Market concept
- Organizational culture

2dimensions

Moderators

v

v
i

Figure 4: The enhanced model of market orientation

Consequences

Source: Kohli, Jaworski, 1990; Narver, Slater, 1990

With the new millennium came a new awareness that the two concepts are not
exclusive but rather complementary. Evidence shows that both the market concept
view and culture view are equally important pillars when building a market orientation.
Cervera, Molla and Sanchez (2002) agree to this and state that the two views are not
mutually exclusive and in fact show different facets of the same concept. When
combining the Kohli and Jaworski framework with that proposed by Narver and Slater,
a two-dimensional model appears. Figure 5 visualizes this model.
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Figure 5: Two-dimensional approach to market orientation
Source: Kohli, Jaworski, 1990; Narver, Slater, 1990

As shown in the outer circle of figure 5, customer orientation, competitor
orientation and integrated marketing must exist in all company operations. To
empower management and staff with business intelligence, companies must also
have systems in place for intelligence generation, dissemination and distribution of
this information. This is shown in the inner circle in figure 5. Obviously,
management and staff must act upon the intelligence that they have access to. The
task of top management is to install the market oriented culture through strategy
making and implementation on all levels (Kohli, Jaworski, 1990; Narver, Slater,
1990). The integrated model showing two views suit the definition that a market
orientation is the implementation of the marketing concept; a form of
organizational culture.

Cultural differences and opinion forming might have effect on the link
between market orientation and performance measures. A relevant question is
whether the relationship between the two can be strengthened or weakened by
changes in the geographic situation, economic situation and business environment
of a firm. Research shows that market orientation is less likely to have impact on
performance in some environmental conditions such as a very strong demand (Day,
Wensley, 1988; Bisp, 1999). In such an environment, companies can get away with
not being market oriented at all. In a market with scarcity where products are
rationed to consumers, market orientation also does not matter at all. Kohli and
Jaworski (1990) concluded that market turbulence and competition turbulence will
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strengthen the relationship between market orientation and performance, while
technology turbulence will weaken this relationship.

The effects of market orientation on business performance might be moderated
by the turbulence in the environment (Kohli,Jaworski, 1990, Slater, Narver, 1994).
In more turbulent environments, a high level of market orientation will be more
beneficial as firms can better follow, sense, and use changes in the environment.
Kumar, Subramania and Yauger (1998) found that in a high market turbulence
companies need a higher level of market orientation in order to perform well. This
relationship worked both ways and therefore we could say that in an easy market
with little change the level of market orientation is not relevant. Slater and Narver
(1994) found limited support that the competitive environment influenced the
relationship between market orientation and performance in any way. They found
that market turbulence does have impact on the rate of return on assets, whilst
technological change has impact on the success of newly marketed products. Hence
they conclude that companies should not adjust their level of market orientation to
match environmental conditions. Being market oriented is never harmful in their
opinion.

CONSEQUENCES OF MARKET ORIENTATION

Having read different definitions and opinions about the market orientation
concept we have a good idea of what it means to be market oriented. We have
learned that it is both a business culture and an implementation of the market
concept. That being clear, we can now move on and discuss what the consequences
of market orientation can be, and how they can be influenced. Main consequences
of market orientation derived from literature are great esprit de corps (team spirit),
greater organizational commitment, greater competitive advantage and better
performance. Other (indirect) consequences include clarity of focus, more
innovation and increased organizational learning.

Kohli and Jaworski (1990) discussed the organizational consequences of
market orientation. They stated that greater market orientation should lead directly
to one consequence in particular, more esprit de corps (later supported by Jaworski,
Kohli, 1993; Rose, Shoham, 2005), and to another consequence, greater
organizational commitment. They suggested that marketing orientation’s positive
impact on performance might be greater than previously assumed because of its
indirect impact on performance through organizational commitment and esprit de
corps. The word "through" suggests that organizational commitment and esprit de
corps could both be causal antecedent variables and consequences of a market
orientation. The management literature has a rich collection of research suggesting
that organizational commitment develops from many other aspects of the firm’s
environment and culture other than market orientation. Kohli’s and Jaworski’s
(1990) supposition was that marketing orientation fosters company spirit and
employee commitment, when, in fact, the exact reverse may be the case.
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Many scholars that have researched market orientation and its consequences as
well as its effects on performance and have concluded that it leads to a competitive
advantage, if well implemented (Narver, Slater, 1990; Slater, Narver, 1993; Kohli,
Jaworski, 1990, Martin-Consuegra, Esteban, 2007). Respected economics and
business authors also state that market oriented companies perform better and gain
competitive advantage that is sustainable (Desphandé, 1999; Webster, 1988). The
positive link between the degree of market orientation and organizational
performance has been found in many countries and business sectors disregarding
company size, culture or product/service (Kohli, Jaworski, 1990; Narver, Slater,
1990; Ruekert, 1992; Jaworski, Kohli, 1993, 2000; Slater, Narver, 1994;
Desphandé, Farley, 1999, Slater, Narver, 2000).

Market oriented business culture facilitates clarity of focus. This focus
becomes evident through the mission statement, the common vision of
management and staff and the overall attitude of the company towards the
customer. This creates a high degree of employee satisfaction, better morale, and
greater commitment to the job and loyalty to the organization.

The relationship between market orientation and performance is a cornerstone
in the market orientation literature. A positive relationship between the level of
market orientation and diverse performance measures was found by Narver,Slater
(1990), Konhli, Jaworski (1990), Ruekert (1992), Deshpandé,Farley (1999); Rose,
Shoham, (2005); Martin-Consuegra,Esteban, 2007; Skerlavaj, et al.,(2007). A few
empirical studies do not measure this positive relationship, which raises concerns
about whether or not the most market-oriented firms are the best performers
(Diamantopoulos and Hart (1993), Greenley (1995), Appiah-Adu (1998). Greenley
(1995) developed an empirical study of 240 firms in the United Kingdom to test the
relationship between level of market orientation and performance. His findings
showed no significant effects on return on investment, sales growth or new product
success.

Scholars have mixed opinions on the relationship between market orientation
and business performance. Is it moderated by other environmental factors such as
economic situation, market turbulence, technology and competition, or does
geographical situation matter the most?

The consequences of market orientation seem not to be sector specific. A high
extend of market orientation not only benefits companies that sell to consumers,
but also to service companies that exclusively sell business-to-business and even
not for profit organizations and the public sector.

The most common measure for performance is business profitability. Slater
and Narver (2000) found that market orientation is indeed positively related to
business profitability, measured by return on investment. Other measures include
sales growth and new product success and those were used in Narver’s and Slater’s
research of 1994 and also showed a positive relationship. Castro et al., (2005)
found that market orientation links with customer- and employee satisfaction.

Market orientation has several indirect effects on performance. Research
provides evidence that a high level of market orientation will lead to increased
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innovation and organizational learning that in turn lead to better performance, as
the company obtains more knowledgeable employees that make better products and
provide better service (Rapp et al.,2008; Shepstone, Currie, 2008; Laforet, 2008).
Jaworski and Kohli (1993) connected innovation with market orientation because
they believed that the concept was driven by creating change and introducing new
ways of doing business in order to differentiate and build a competitive advantage.
Skerlavaj et al (2007) propose that organizational learning culture might be the
missing link between business process change and organizational performance.
Results from Laforet (2008) show that medium-sized and small companies are
more innovative and market-oriented than larger companies.

The majority of research on market orientation is conducted in the Unites
States of America. In general, American researchers conclude a positive link
between market orientation and performance. When the same studies are replicated
in non-US countries however, they yield mixed results. Often a weak or non-
significant relationship between market orientation and business performance is
found (Diamantopoulos and Hart, 1993; Greenley, 1995; Appiah-Adu, 1998). In
their study of the effects of market orientation in the United States of America,
Denmark, Sweden and Norway, Selnes, Kohli and Jaworski (1996) say that the
findings indicate that (1) organizational antecedents are affected by national
context; (2) the effects of the antecedents of market orientation are similar in U.S.
and Scandinavia; (3) market orientation affects overall performance in both the
U.S. and Scandinavia; and (4) strong effects of market orientation on esprit de
corps are evident in both cultures.

SCOPE AND STATUS OF MARKET ORIENTATION

The marketing concept can be classified into an "old" marketing concept and a
"new" one (Gunay, 2002). The shift in focus becomes clear with the new
millennium. Before 2000, scholars mainly focused on the direct effects of market
orientation that were found to be diverse business performance measures, while
after 2000, the focus shifted to the numerous indirect effects of it such as the effect
on learning, employees satisfaction, and innovation. For example, Farell (2000)
was one of the first to come with new evidence that the level of marketing
orientation goes hand in hand with organizational learning. The "old" marketing
concept emphasized customer-orientation, product innovation and profit as drivers
to creating happy customers while the "new" one emphasizes culture, innovation
and the importance of organizational learning. Today’s marketing concept
comprises customer orientation, distinctive advantages, market intelligence, value
or quality delivery, continuous improvement in goods and services, customer-
oriented business culture, and coordinated and integrated business activities in the
whole organization creating a competitive advantage.

In order to get this job done, organizations must gather and analyze market
knowledge and empower their people with it. Market orientation involves an outward-
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looking perspective from a firm, meaning that it should not only focus on customers
but also on competitors, the development of their business sector and the work
environment as a whole (Narver, Slater, 1990). As the definitions of market orientation
suggests, there is quit a strong market-related information aspect to market orientation.
Hence, its fit within an organization is related to the ability of that organization to
effectively manage its business information systems and make sure that all data is
analyzed and developed into useable knowledge. Desphandé (1990) poses that the fit
of market orientation within a firm is threefold: as part the development of strategic
competence as a learning organization; as part of a market knowledge management
system and as a foundation for corporate strategy.

It has become clear that the traditional perspective of market orientation sees
the concept as a business philosophy. However, contemporary approaches to
market orientation see it as a dimension of a firm’s culture; a guiding
representation to a firm’s tendencies; a differentiating capability; and an array of
business behaviors (Varela, Rio, 2003). Market orientation has, also, been seen as
both a behavioral and cultural business philosophy (Gounaris, Avlonitis, 2001).
Figure 6 visualizes the nature and scope of the marketing over time.

4 Empowering
S What does Organiz.
ﬁ the culture
g ‘ customer
b
= Competitive Wani
E advantage Integrated
% Innovation Marketing MO
technology asscience
Org. Learning

Plans .

influence Strategic Innovation

profits management

Automation
Strategic
I Information
Longterm PN )
3 systems
marketing
planning
1960 1970 1980 1990 2000 +

Figure 6: Scope of marketing and its focus over time
Source: Hunt, 1995

From literature we learn that market orientation is not an operating mode that
can be turned on or off but rather a state of being that evolves over time (Narver,
Slater, 1990). It will manifest itself through the organizational culture where
employees strive to continuously provide outstanding service to internal and
external customers. The higher the degree of market orientation, the more skilled
employees become to integrate all processes in order to maximize performance for
the company as a whole (Laforet, 2008).
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There are a number of steps that must be taken in order to install a market
orientation. What follows is a rough road-map that is grounded in theory. To install
the market orientation process, one should start with thorough analysis of the
company and its environment, the markets on which it operates, competition,
customer demands and expectation and the satisfaction level of customers and
employees to name a few. Kohli and Jaworski (1990) write about the antecedents
in this context.

Marketing theorist have provided a number of simple tools such as SWOT
(analysis of strengths, weaknesses, opportunities and threats), PESTEL (analysis of
political, economical, social, technological, environmental, legal issues) to do this
analysis. The next step is to systematically and continuously mediate the obtained
knowledge and information to all employees (Kotler et al, 2001). This
organizational learning process will mix with the corporate culture and as such
create market oriented behavior that will have a positive effect on employees and
customers and lead to better overall performance. The third step is continuous
learning and adapting.

MARKET ORIENTATION AND ORGANIZATIONAL CULTURE

Having reviewed relevant literature about market orientation, its ins and outs,
models and effects, we now discuss how organizational culture and market
orientation interact. To begin with, literature concerning organizational culture is
reviewed. Next, the cultural model by Denison is explained in more detail and
linked to the theories of Narver and Slater and Kohli and Jaworski. Furthermore,
this chapter explains why organizational culture can be an effective way to measure
market orientation.

Organizational culture is a concept that is hard to describe distinctly. One
could say that organizational culture is the personality of the organization (Schein,
2004). In that perspective, culture is viewed as a set of shared beliefs and values
that are reflected in habits and traditions as well as in more tangible manifestations-
stories, symbols, or even buildings, brands and products. It is an organization's
self-identity: What members really think about what the company is and where it is
going. Another perspective poses that companies are comparable to ethnical
societies with respect to culture, where different people have different opinions of
what norms and values are perceived prudent.

Deal and Kennedy (2000) introduced the concept of organizational culture.
They say that organizational culture, broadly defined, is a collective understanding,
a shared and integrated set of perceptions, memories, values, attitudes and
definitions that have been learned over time and that determine expectations
(implicit and explicit) of behavior that are taught to new members in their
socialization into the organization. Culture is comprised of the assumptions, values,
norms and tangible signs or artifacts of organization members and their behaviors
(Mobely et al., 2005).
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Culture is particularly important when attempting to manage organization-
wide change, which is often necessary when implementing a market orientation.
Practitioners realize that, despite the best-laid plans, organizational change must
include not only changing structures and processes, but changing the corporate
culture as well. Despandé, Farley and Webster (1993) recognized this fact and were
the first scholars to connect market orientation with company culture. O' Regan et
al. (2006) propose that innovation is driven by a company's culture, leadership and
strategic planning. They conclude that high performing firms have stronger and
more defined leadership and culture styles compared with low performing firms.
This is in line with the findings of Narver and Slater (1990) that suggest a strong
relationship between organizational culture and market orientation. So, an
empowerment culture where all employees encourage and assist each other
associates with successful innovation, leading to a stronger market orientation and
better performance.

There has been a great deal of literature generated over the past decade about
organizational culture, particularly in regard to learning how to change
organizational culture. Organizational change efforts are rumored to fail the vast
majority of the time. Usually, this failure is due to lack of understanding about the
strong role of culture and the role it plays in organizations (Laforet, 2008). That is
one of the reasons that many strategic planners that want to install a market
orientation now place as much emphasis on identifying strategic values as they do
mission and vision. A market orientation can only build upon a strong
organizational culture, and has to become a part of that culture (Desphandé et
al,1993).

There is much evidence that links organizational culture with market
orientation (Denison, 1990; Denison et al., 2004; Gainer, Pandanyi, 2005;
Skerlavaj et al., 2007; Laforet, 2008). The first scholars that connected market
orientation with organizational culture were Desphandé, Farley and Webster
(1993). Their study found that corporate culture is positively related to business
performance through the market culture, which is the organizational culture that
includes a high goal achievement orientation stressing competitive advantage. In
such a culture, managers and staff are aware of the fact that the company exists to
continuously produce great service and therefore they behave in a customer
oriented way. A strong organizational culture that empowers employees is one of
the most valuable resources to be found within a company (Denison, 1984).

Organizational culture plays a critical role in creating a work environment
where employees are committed and contribute to the success of the organization
(Shepstone, Currie, 2008). So this is where the implementation of a market
orientation should start.

One of the most frequently cited studies of culture and performance is
Denison's research (1990). It showed that organizations with a participative culture
experience better performance than organizations that have a more formal culture
with less room for employee participation in decision- and strategy making.
Denison suggests that studying organizational culture provides a way to capture the
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impact that culture has on organizational performance. In other words, Denison's
study provides hard evidence that the cultural and behavioral aspects of
organizations are closely linked to both short-term and long-term survival. In
further research, Denison and his colleagues (Denison, 1990; Denison et al., 2004)
developed and empirically supported a theory of organizational culture and
effectiveness that identifies four cultural traits that are positively related to
organizational performance.

Denison (1984) proposed a model to evaluate the shape of organizational
culture and an instrument to measure it that he called DOCS (Denison
Organizational Culture Survey). The methodology origins from research by
Denison (1982, 1984, 1990). Initially, Denison studied 34 companies and found
that results were significantly different depending on behavioral issues. Denison
and Mishra (1995) expanded the database to 756 companies and now this database
includes results of over 1500 companies of different sizes (Mobley, Wang and
Fang, 2005). The main focus of this method is to connect several different
cultural/behavioral dimensions to company performance. Those dimensions are
involvement, consistency, adaptability, mission and cultural traits. Figure 7 shows
the Denison model and its dimensions graphically.
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Figure 7: The Denison model to measure organizational culture

Source: Denison 1984, 1990



88  ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

The model scales the four dimensions on a horizontal axis showing internal vs.
external focus and a vertical axis that depicts flexible vs. stable focus. The
dimensions "adaptability” and "mission" belong to the external environment and
"involvement" and "consistency"” to the internal environment of the organization.
The dimensions "mission™ and "consistency™ also belong to the stability side of the
axis while "adaptability" and "involvement" belong to the flexibility side of the
axis.

The Denison culture model is a tool which helps organizations, divisions, and
teams, and the individuals within each attain a baseline assessment of current
cultural strengths and weaknesses. A high score on any of the 12 dimensions is
regarded to be positive, a strength, for the organizational culture, while the
opposite is true for a low score. The center of the model (Figure 7) shows the
underlying beliefs and assumptions that are the foundation for the human behavior
and the actions taken by the organization. A run with the Denison model will
provide managers with an understanding of bottom-line related performance such
as profitability, sales/revenue growth, market share, quality, innovation, and
employee satisfaction, with direct links to cultural elements which may be
supporting or hindering these performance areas.

The outcome of a measurement with DOCS defines the shape of the
organizational culture. At the same time, the outcome of the adaptability dimension
shows the level of market orientation of that organization. Knowing that the right
research instrument has been chosen for the purpose of this study, we can now
proceed to the research questions connected to the main research question: what are
the effects of the bank’s level of market orientation on its business performance?

SITUATION IN SERBIAN COMPANIES

In almost all previous studies in this field, the primary emphasis has focused on
the market orientation of manufacturing firms in developed economies. Despite the
importance of market orientation in the modern business world, the need for market
orientation investigations in the developing countries is still ignored by researchers.

In mature economies characterized by prevalence of buyer’s markets, stable
growth and intense competition, firms that are more oriented towards customers’
needs and competitors action will do better as per the claims of market orientation
scholars. In contrast, in developing economies characterized by ill-defined market
boundaries and strong or burgeoning demand, firms may be able to "get away
with" a minimal amount of market orientation. Until recently; however, there has
been relatively little research into the applicability of the market orientation
construct in developing economies.

Although various conceptualizations of market orientation appear in literature,
researchers in general agree that market orientation encompasses three key
dimensions, i.e. customer orientation, competitor orientation and interfunctional
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coordination (which means a coordinated utilization of resources for creating
superior value for customers). A market oriented firm is supposed to be one which
successfully applies the marketing concept. What is not so clear is whether the
market orientation concept is appreciated by small firms. According to some
authors, small business owners have a problem with marketing and often see it as a
peripheral to small firms' requirements.

The reason why market orientation has received a great deal of attention from
many researchers is because it is believed that a high level of market orientation
can provide a solid basis for a sustainable competitive advantage. In this paper, we
hypothesize that market orientation has a positive effect on performance.

Over 95% of companies in Serbia are small and medium-sized companies and
represent important part of our society and economy. From the perspective of the
researchers small and medium-sized companies are big (and unexplored) field of
potential clients — users of researcher’s services. Theory, research and everyday
experience suggests that small and medium-sized companies have problems with
marketing and that they don’t consider it particularly useful.

Therefore the objectives of this paper were: a) to examine the degree of market
orientation exhibited by small firms, and b) to investigate the impact of market
orientation on business performance of small firms.

Market orientation implies usage of marketing concept as a business
philosophy. In the center of most definitions is the customer — importance of
reacting to customer, but also to the other participants (competition, employees in
the company). Behavioral conception (Narver & Slater, 1990) defines market
orientation as business culture or behavior that reflects in the activities of the
company in three aspects: 1) orientation to customers, 2) orientation to
competition, and 3) inter-functional coordination. MKTOR scale is created for
measuring market orientation, with claims of situation in company in every of
given aspects.

Orientation to customers

Orientation to customers reflects orientation of company on satisfying the
needs of customers and creating added value. MKTOR scale has six claims for
measuring this aspect of market orientation.

Orientation to competition

Orientation to competition reflects monitoring and understanding short-term
strengths and weaknesses as well as long-term abilities and competition strategies.
It represents reacting to competition activities and orientation to creating
competitive advantage. MKTOR scale contains four claims for measuring this
aspect of market orientation.

Interfunctional coordination

Aspect that reflects the degree of information exchanging and knowledge
inside the company, as well as the common action of all departments and
employees in achieving companies goals. MKTOR scale has five claims for
measuring interfunctional coordination.
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ANALYSIS OF THE EXAMINATION

Analyzing the examination of 200 top managers of small and medium-sized
companies throughout Serbia (Brakus, Aleksi¢, 2008), we have tried to check our
market orientation assumptions. In examination was using CATI (Computer Aided
Telephone Interviewing) method, and sample was random, with quotas for size of
the company, sector and region. MKTOR scale is used for measuring market
orientation. Claims are presented using the Likert 5 degree scale (1 — strongly
disagree, 5 — strongly agree). In table 2 presents the data relating to the size of
companies, sectors in which they work, and regional distribution.

Table 2: Sizes, sectors and regional distribution of companies

Size Number %
1-5 employees 57 28,5
6-15 40 20,0
16-50 41 20,5
51-250 62 31,0

Sector Number %
Trade 72 36,0
Services 55 27,5
Production 73 36,5

Region Number %
Belgrade 56 28,0
Vojvodina 55 275
Central/West Serbia 45 22,5
South/East Serbia 44 22,0
Total 200 100

Source: Author's view, 2014

In table 3 presents MKTOR scores according three aspects.
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Table 3: MKTOR scores

Orientation to customers Mean

We are carefully measuring the degree of our employees dedication in satisfying the

needs of the customers 4,60
We are very dedicated to our customers 4,75
Satisfaction of our customers is the main goal of our business 4,79
We are regularly monitoring satisfaction of our customers 4,71
We are always trying to find a way to create added value for our customers 4,66
We are dedicating a lot of attention to the services after the sale 4,49
Orientation to competition

Our dedicated staff regularly monitors and exchanges information about strategy of 422

the competitors

We are quickly reacting to the competition activities 4,30

Management of our company is regularly considering the strategy, strengths and

- 4,18
weaknesses of our competitors
We are creating our offer so that we can achieve competitive advantage 4,41
Interfunctional coordination
Top management regularly visits our key customers 4,04
Information about the customers is freely distributed throughout the whole firm 4,40
All of our employees and departments understand the needs of the customers 4,52
All of our departments are taking part in the preparation of business plans and 410
strategies '
Activities of our departments are well integrated 4,36
TOTAL MKTOR SCORE 4,42

Source: Authors, 2014

Using the K-Means cluster analysis, SMEs are grouped by the way of
evaluation MKTOR claims. Companies differ little in orientation to customers —
the biggest differentiation is in claims about competition and coordination. Four
different segments have singled themselves out:

Competitive ("ideal™) market orientation includes companies that have
significantly higher score on claims about competition. And scores for every other
aspect are very high. This is the biggest segment, with 54% companies.

Balanced market orientation represents companies that gave relatively high
scores for all claims and on less extreme — well-balanced way. This is the second
segment in size, with 27% companies.

Non-competitive oriented are companies that have significantly lower score on
claims about orientation to competition. They represent 12% of entire sample.

Non-coordinated companies that have scored the lowest in claims about
coordination inside of the company. This is the smallest segment, with 8% of the
companies.
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Figure 8 shows relevant data relating to the first segment.
Orientation to customers and competition is almost ideal in this segment, while

the interfunctional coordination is little less. These companies often have more
than 50 employees, and work in trading industry. Some departments that they have,

or better, do not have, cast doubt on their "ideal" market orientation.
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Figure 8: Competitive (“ideal") profile

Source: Author's view, 2014

Figure 9 shows relevant data relating to the second segment.
Companies in this segment dedicate equally a lot of attention to every market

orientation segment. They also have bigger number of employees, but mostly in the
production sector. In comparison to companies in the previous segment, difference
in the structural level is especially significant — it is more probable to have
departments for marketing, planning, research and development.
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Figure 9: Balanced market orientation

Source: Author's view, 2014
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Figure 10 shows relevant data relating to the third segment.

In this segment are mostly micro companies, with up to 5 employees, that
work in area of services. Their strongest focus is on customers, while the
competition is less important. They rarely have the departments or persons that are
in charge for marketing, planning, research and development.

Number of employess Sector Department/persons for ... ?
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21 21
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Plan i development
Market research

Figure 10: Non-competitive oriented profile
Source: Author's view, 2014

Figure 11 shows relevant data relating to the fourth segment.

These are mostly micro companies, in sector of services and production —
rarely in trade. Unlike the previous segment, they dedicate equal attention to
competition and customers. Having in mind the number of employees, it’s a
surprisingly little coordination — so one can assume that "keeping the information”
is a reflection of influence of the personal characteristics.
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Figure 11: Non-coordinated profile

Source: Author's view, 2014
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FINDINGS

As opposed to expectation, MKTOR score suggests that most of the small and
medium-sized companies in Serbia are market orientated. Yet, behind the total
score, there are different types of orientation — especially in their relation to
competition and coordination inside company. Second segment (Balanced Market
Orientation) is theoretically closest to market orientation, while the last two
segments represent companies that are the least market orientated.

The biggest part of SMEs has strong focus on competition and customers, and
a bit weaker on internal coordination. This kind of external focus could reflect
specific organizational culture, and maybe internal problems. Structure of "ideally"
oriented companies suggests that there really exists a difference between theory
and practice — claims and realization.

Most of the small and medium sized companies in Serbia are strongly
orientated to customers and competition. Market orientated companies are more
open to research, because of their integration in their business philosophy — they
take in consideration both the customers and the competition, and also imply
intensive exchange of information.

CONCLUSIONS

The emerging consensus is the concept of a market orientation constitutes a
fundamental strategic approach to understanding markets. This orientation can be
described as an organisational culture focused on understanding the market which
helps firms to develop customer value strategies that take advantage of
opportunities and repel threats. Through the years, numerous scholars have found
that market oriented behavior in marketing new products or services leads to better
performance, has positive effects on customer satisfaction and loyalty as well as
innovation, employee satisfaction and cooperation.

One important fact to consider is that a firm‘s entrepreneurial orientation is
positively related to the firm‘s performance. This suggests that the firm and its
managers may benefit from implementing strategy to encourage and increase the
firm‘s level of entrepreneurial orientation, which has been shown to be the
propensity of the firm to be innovative, proactive to marketplace opportunities, and
be willing to take risks. Porter (1996) posits that an entrepreneurial orientation may
be the mechanism for firm survival and success.

Market orientation which is, broadly speaking, understood as the
implementation of the marketing concept as a business philosophy has received a
strong attention in the marketing literature. However, there has been little research
on market orientation within the small business sector. The same can be stated for
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Serbia, despite the fact that Serbian firms are prevailingly considered to be small
and medium businesses.

Serbia is, as is well known, a country in transition and based on analyses of
situation in SMEs can be concluded that most of SMEs are strongly oriented to
customers and competition. Thus, managers should acknowledge that the primary
function of market orientation might be to act as an impetus that fuels the
development of market-based capabilities.

For better understanding of situation in Serbian small and medium-sized
companies it is necessary to conduct more thorough research. As it is already said,
this is still unexplored field with great challenges, so it is expected that, use of
scientific methods and knowledge, provide a more realistic view of the state.
Orientation to market reflects on position, development and growth of these
companies, and better performance is expected with changes in organization,
orientation to learning, exchange of information and introducing the innovations.

REFERENCES

[1] Appiah-Adu, K., Fyall, A., Singh, S. (2001), Marketing effectiveness and
business performance in the financial services industry, The Journal of Services
Marketing, 15 (1), 18.

[2] Bisp, S. (1999), Barriers to Increased Market-Oriented Activity: What the
Literature Suggests, Journal of Market Focused Management, 4, 77-92.

[3] Brakus, S., Aleksi¢, M. (2008), Orijentacija MSP u Srbiji, SEEMAR, TNS
Medium Gallup, Beograd

[4] Carr, J.C., Lopez, T.B. (2007), Examining market orientation as both culture and
conduct: modeling the relationship between market orientation and employee
responses, Journal of Marketing Theory and Practice; 15, (2) 113-123.

[5] Castro, C.B., Armario, E.M.,Sanchez del Rio, M.E. (2005), Consequences of
market orientation for customers and employees, European Journal of
Marketing, 39, 646-721.

[6] Cervera, A., Molla, A., Sanchez, M. (2001), Antecedents and consequences of
market orientation in public organizations, European Journal of Marketing, 35,
1259-1286.

[7] Day, G.S, Wensley, R. (1988), Assessing Advantage: A Framework for
Diagnosing Competitive Superiority, Journal of marketing, 52, 1-20.

[8] Day, G.S. (1994), Continuous Learning about Markets, California Management
Review, 36 (4), 9-31.

[9] Deal, T., Kennedy, A. (2000), The new corporate cultures: Revitalizing the
workplace after downsizing, mergers and reengineering, London: Texere

[10]Denison, D.R. (1984), Bringing Corporate Culture to the Bottom Line,
Organizational Dynamics, 13, 5-21.

[11]Denison, D.R. (1990), Corporate Culture and Organizational Effectiveness,
New York: Wiley.



96  ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

[12]Denison, D.R., Haaland, S., Goelzer, P. (2004), Corporate Culture and
Organizational Effectiveness: Is Asia Different From the Rest of the World?
Organizational Dynamics, 33(1), 98-1009.

[13]Deshpandé, R., Farley, J. U., Webster, F. E., Jr. (1993), Corporate culture,
customer orientation, and innovativeness in Japanese firms: A Quadrate
Analysis, Journal of Marketing. 57, 23-27.

[14]Deshpandé, R., Webster, F.E., Jr. (1987), Organizational Culture and
Marketing: Defining the Research Agenda, Cambridge, Marketing Science
Institute

[15]Desphandé, R. (1999), Developing a Market Orientation, Thousand Oaks, Sage
Publications

[16]Diamantopoulos, A., Hart, S. (1993), Linking Market Orientation and
Company Performance: Preliminary Work on Kohli and Jaworski’s
Framework, Journal of Strategic Marketing, 1 (2), 93-122.

[17]Drucker, P.F. (1954), The Practice of Management, New York, Harper and Row
Publishers Inc.

[18]Ellis, P.D. (2005), Market orientation and marketing practice in a developing
economy, European Journal of Marketing, 39, 5/6, 629.

[19]Farrell, M.A. (2000), Developing a market-oriented learning organization,
Australian Journal of Management, 25, 210-222.

[20]Gibson, C. B., Birkinshaw, J. (2004), The antecedents, consequences, and
mediating role of organizational ambidexterity, Academy of Management
Journal, 47, 209-226.

[21]Greenley, GE. (1995), Market Orientation and Company Performance: Empirical
Evidence from UK Companies, British Journal of Management, 6, 1-13.

[22]Gronroos, C. (2006), On defining marketing: finding a new roadmap for
marketing, Management theory, 6 (4), 395-417.

[23]Gunay, G.N. (2002), Market orientation and globalization among the Turkish
clothing exporters, in Kaynak, E. and Sarvan, F.D. (Eds.), The Impact of
Globalization on World Business: Competition, Cooperation, Environment, and
Development, Turkey, Proceedings of the IMDA 11th World Business
Congress, pp. 753-759.

[24]Gounaris, S.P., Avlonitis, G.J. (2001), Market orientation development: a
comparison of industrial vs consumer goods companies, Journal of Business
and Industrial Marketing. 6 (5), 354-381.

[25]Hunt, S. (1995), The Nature and Scope of Marketing, Journal of Marketing, 40,
17-28.

[26]Jaworski, B.J., Kohli, A.K. (1993), Market Orientation: Antecedents and
Consequences, Journal of Marketing, 57, 53-70.

[27]Kohli, A.K, Jaworski, B.J, (1990), Market orientation: The construct, research
propositions and managerial implications, Journal of Marketing, 54, 1-18.

[28]Kaotler, P., Armstrong, C, Saunders, J., Wong, V. (2001), Principles of
marketing, Essex, Pearson Education Limited

[29]Laforet, S. (2008), Size, strategic, and market orientation effects on innovation,
Journal of Business Research, 61,753-764.



Faculty of Business Economics and Entrepreneurship 97

[30]Levitt, T. (1960), Marketing Myopia, Harvard Business Review, Vol. 38, 24-47.

[31]Mobley, W.H., Wang, L.Fang, K. (2005), Organizational Culture: Measuring
and Developing It in Your Organization, Harvard Business Review China, 3,
128-139.

[32]Martin-Consuegra, D., Agueda, E. (2007), Market orientation and business
performance: An empirical investigation in the airline industry, Journal of Air
Transport Management 13, 383-386.

[33]Narver, J.C., Jacobson, R. L., Slater, S. F. (1999): Market Orientation and Business
Performance. An Analysis of Panel Data. In: Deshpande, R. Ed.: Developing a
Market Orientation, Sage Publications Inc., Thousend Oaks: 195-216.

[34]Narver, J. C., Slater, S. F., Tietje, B. (1998), Creating a Market Orientation,
Journal of Market Focused Management, 2, 241-255.

[35]Porter, M. E. (1996). What is strategy? Harvard Business Review, 74, 61-78.

[36]Rapp, A., Schillewaert, N., Wei Hao, A. (2008), The influence of market
orientation on e-business innovation and performance: the role of the top
management team, Journal of Marketing, Theory and Practice. 16 (1), 7-25.

[37]Rose, G.M. Shoham, A. (2005), Export performance and market orientation,
Empirical evidence, Journal of Business Research, 55, 217— 225

[38]Schein, H.E. (2004), Organizations, Culture and Leadership, San Francisco,
Jossey-Bass

[39]Selnes, F., Jaworski, J., Kohli, A.K. (1996), Market orientation in United States
and Scandinavian companies, A cross-cultural study, Scandinavian. Journal of
Management, 12 (2), 139-157.

[40]Shepstone, C, Currie, L. (2008), Transforming the Academic Library: Creating
an Organizational Culture that Fosters Staff Success, The Journal of Academic
Librarianship, 34(4), 358-368.

[41]Skerlavaj, M., Stemberger, M., Skrinjar, R., Dimovski, V. (2007),
Organizational learning culture - the missing link between business process
change and organizational performance, International Journal of Production
Economics, 106, 346-367.

[42]Slater, S.F., Narver, J.C. (1994), Market Orientation, Customer Value, and
Superior Performance, Business Horizons, 37(6), 1-8.

[43]Slater, S.F., Narver, J.C. (2000), The Positive Effect of a Market Orientation on
Business Profitability: A Balanced Replication, Journal of Business Research,
48, 69-73.

[44]Webster, F.E. (1988), The Changing Role of Marketing in the Corporation,
Journal of Marketing, 56, 1-17.

[45]Wrenn, B. (1997), The market orientation construct: Measurement and scaling
issues, Journal of Marketing. Theory and Practice, 5 (3), 31-54.



98  ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

BUSINESS IMPROVING WITH CLOUD COMPUTING
TECHNOLOGY

Djordije llic, MA®,

Marija Markovic Blagojevic, MA™®

ABSTRACT

More and more small and medium business managers are thinking seriously
about their data protection and storage strategy. They know their businesses are
dependent upon the computers and storage that handle customer orders. Sharing
and protecting that information is vital. At the same time, the increasing pace of
business and the need to speed operations makes sharing information among teams
critical to customer satisfaction and efficiency of business. Cloud Computing offers
reliable service to its customers at flexible prices. However, as creative and
innovative Cloud Computing may be, it doesn't necessarily mean that Cloud
Computing is good for all businesses. In most situations, small businesses reap the
most benefits of cloud computing. Finally, looking to the future of cloud computing,
we will see how Cloud Computing can be used in business in the future. Analyzed
parameters and conclusions in the paper were given and based upon the conducted
desk research.
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INTRODUCTION

Whenever we think of clouds, one of the association that comes to mind is that they
are a phenomenon that is always present and which always follows. Using this association,
software companies recently launched the concept of cloud computing, Figure 1.

In its most simple description, Cloud Computing is taking services (“cloud
services") and moving them outside of the organization’s firewall on shared
systems. Applications and services are accessed via the Web, instead of via the
hard drive. In cloud computing, the services are delivered and used over the
Internet and are paid for by cloud customer (business) - typical "as-needed, pay-
per-use" business model. The cloud infrastructure is maintained by the cloud
provider, not the individual cloud customer.

Cloud Computing networks are large groups of servers and cloud service
providers that usually take advantage of low-cost computing technology, with
specialized connections to spread data-processing chores across them. This shared IT
infrastructure contains large pools of systems that are linked together. Virtualization
techniques are often used to maximize the power of cloud computing.

Currently, the standards for connecting the computer systems and the software
needed to make Cloud Computing work are not fully defined at present time,
leaving many companies to define their own Cloud Computing technologies.

Platform as a Service
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Figure 1: lllustration of Cloud Computing

Source: http://bodhost.com/blog/cloud-computing-principles-and-paradigms/
(11.4.2014)
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They connect users in a virtual world, enabling access to email, creating
profiles on social networking sites, uploading photos or performing everyday tasks
in banking, electronic commerce, shopping or reading a newspaper.

WHAT IS CLOUD COMPUTING

Cloud Computing is a Web-based computing. Computer has been simply
defined as any electronic gadget that enables the input of data for processing into a
predetermined format that can be dispensed through an output media.

Cloud Computing is a term that describes the use of the internet to perform
functions that could have been done in the past by a PC. Information, data, files,
videos, photographs etc. can be stored in the cloud for processing instead of the
regular movement of a computer system before gaining access to such information.
The main requirement is access to the internet and understanding how it works.

Many people have heard about the advantages of doing business in the cloud, but
they are not sufficiently informed about the system usage. It is true that business in the
cloud has the potential for development of small and medium-sized enterprises. The
advantages are: low cost, savings, increased productivity and efficiency.

Simply put, clouds allow business to rent IT and hosting services instead of
investing in new infrastructure, training new personnel or licensing new software. It
differs from traditional hosting in three key things: the cloud service is rented on request,
allows the user to take as much space of a service as they want at any time and provides
full service provider. Business in the cloud offers easy operating cost that doesn’t burden
the budget so much. Companies using this service, pay monthly rent, so there is no
longer need for current and large capital investment in own hardware and software that
will be amortized in the future. Because of this, more companies from the world are
deciding (instead of the traditional IT) using cloud computing, Figure 2.

How many organizations use the Cloud?

Using for remately hosted apps
Currently investigating

Not considered at all

Figure 2: Example of use cloud computing in the world

Source: http://community.amd.com/community/amd-blogs/amd-
business/blog/2011/06/01/amd-2011-global-cloud-computing-adoption-attitudes-
and-approaches-study-infographics/ (11.4.2014)
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Although some commentators categorize Cloud Computing services somewhat
differently, the most common approach segregates services into three-part
taxonomy (Mell, Grance, 2009). Software as a service (SaaS), probably the most
popular category, offers software for conventional operating functions such as e -
mail (Microsoft Exchange mail) and desktop applications (Microsoft Word and
Excel). It is also suitable for specialized functions such as accounting, payroll and
customer relationship management (CRM). Infrastructure as a service (laaS) is
offering remote access to IT resources such as servers, processors, storage devices
and other devices and networking equipment. Business owner and IT team are
exempt from the management and maintenance of hardware. Platform as a Service
(PaaS) provides shared resources (including hardware and software) which are
available on request. In combination with the advantages of laaS, this category of
services allows subscribers to download and management software of your choice
and can be used for design applications, development, testing and deployment.

In traditional model of software delivery, software is purchased in advance
under permanent license agreement. They usually pay an annual maintenance fee to
remove any bugs or bring some improvements. Software is the data center of the
company. Implementation services must engage the partner companies that have
the expertise in the application software. This model is still prevalent with large
application vendors, making these applications available to SMB (Small and
Medium Business) sector, due to the high cost and scope of the implementation.

Today we recognize a different approach when using a licensed software.
Before, the license of the software vendor and the buying additional service
provider (ASP) was required. ASP is a peak in the late nineties and the early years
of the 21st century, but hosting fees, costs of licenses and ongoing support made
the total cost of ownership extremely high. Software provider quickly identifies a
better method of delivery of software from the data center and this is the way wa
SaaS was born. The SaaS approach is a software solution whose delivery is made
via the Internet using a common web browser. SaaS applications are typically
hosted in discrete data centers that are owned or leased by the seller. SaaS model
uses a complex architecture, which means that SaaS users share common parts of
the application and their data and configuration of business processes are specially
kept. In SaaS model, customer paid subscription price includes the use of software,
support and access to all updates and service packs. From the user perspective, it is
less important whether the application of a dedicated data center or cloud, although
the cloud offers increased reliability and reduced downtime due to possible falls.
Nowadays, the concept of SaaS includes applications which are delivered as a
service via the web browser, either from the data center manufacturers, public or
even from a private cloud.
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CLOUD COMPUTING SERVICES

Cloud Computing providers offer their services according to several
fundamental models, Figure 3:

e infrastructure as a service (laaS),
e platform as a service (PaaS), and
e software as a service (SaaS).
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Figure 3: Structure of Cloud Computing

Source: http://deletemalware.blogspot.com/2011/07/paas-cloud-computing.html
(11.4.2014)

Other key components in anything as a service (XaaS) are described in a
comprehensive taxonomy model published in 2009, such as Strategy-as-a-Service,
Collaboration-as-a-Service, Business Process-as-a-Service, Database-as-a-Service,
etc. In 2012, network as a service (NaaS) and communication as a service (CaaS)
were officially included by ITU (International Telecommunication Union) as part
of the basic Cloud Computing models, recognized service categories of a
telecommunication-centric cloud ecosystem (WikiPedia).
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CHARACTERISTICS OF SAAS

THE OBVIOUS ADVANTAGE

This is a small model of the evolution of software delivery and an attractive
option specifically for the SMBs sector. The main advantage is that SaaS allows
SMBs to gain access to features that was previously available only to large
companies with high capital. Hence, when they eliminate capital expenditures and
expenses to be paid in advance, any organization can pay a fee and obtain an
application as a service. Besides these obvious advantages, SaaS provides
numerous additional benefits. For example, every company in Benchmarks
portfolio uses Amazons cloud infrastructure in one way or another (Ha, 2009).

LOW FINANCIAL RISK

Many traditional applications include initial fees and periodic fees for support
and maintenance. SaaS is different. There is not only initial investment in IT
infrastructure and technological development. There are predictable and recurring
costs. There are no hidden costs for upgrades and maintenance. Everything is
included in the subscription. This results in a lower total cost of ownership and
avoiding large capital expenditures for the benefit of lower operating costs. Upon
termination or completion of the contract, the user is free to choose whether to
extend them or not. The US federal Chief Information Officer Vivek Kundra has
argued that Cloud Computing is economical. They are flexible, can be rapidly
implemented, can improve consistency in service, can be more energy efficient,
and can increase an organization's ability to focus on its mission since it can spend
less time and fewer resources on information technology (Kundra, 2010).

EASY APPLICATION

It is assumed that the implementation can be expensive and a time-consuming
task. In addition to investments in technology infrastructure to run the application,
they must earmark funds for the installation and customization of the application.
Fee for advice may further increase costs. However, today's organizations who
want to be competitors cannot afford a long and complex projects in which there is
an interruption or disturbance of the basic work processes. The advantage of SaaS
in the fact is — in the most SaasS instances, it can be provided in a few minutes.
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COMPREHENSIVE SUPPORT

Many SaaS vendors establish rates for different levels of support and service.
In this way, they can choose the best package without paying for more or receive
less service than you need. Unlike traditional software license, SaaS model
includes subscription for comprehensive support and product maintenance and
upgrades. So, there are no hidden costs or additional costs, they do not have the
need to take care of the maintenance of the hardware or loss.

RELIEF FOR STAFF

In most organizations, IT staff is already overburdened. It is very important
that SaaS doesn’t set new demands on the IT team in the company, because there is
a technological infrastructure and application environment to support it. For small
and medium companies, which often lack dedicated IT resources, SaaS
applications are an attractive solution. If you need additional assistance, SaaS
vendors will often offer their services directly.

HIGH SECURITY

When you relocate important data to a service provider, there is a firm belief
that the system is safe. SaaS vendors place their applications in world-class data
centers with the most reliable power supply system and security. They also use the
latest security protocols for ensuring the security and protection of data integrity.
This also goes for the cloud vendors, whose servers are located in the same data
center. Sellers who use public cloud application delivery also incorporate security
features to protect data in transit. Crucial point for the eventual acceptance of
Cloud technology in business industries will be the safety of critical data, both in
transfer as in storage. Large enterprises will not be willing to support the Cloud
concept as long as there is not more transparency available at which geographical
location the data is stored and protected (Henschen, 2008). Reasons for that are
foreign laws, which would possibly allow foreign governments to access these
data, or domestic insurance contracts, demanding the data to be stored only in
certain regions. But providing this required transparency would in some ways
contradict the whole idea of Cloud Computing itself, and it remains to be seen how
the large Cloud vendors will tackle this concern.
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CROSSING AND ACCESS TO SAAS

Virtually, every type of application can be delivered as a SaaS. Customer
relationship management, document management, accounting and finance, human
resources - all of these critical applications are available from the SaaS provider.
But the question is how many of them are willing to do this transition. SaaS
application allows you to gain access to data and documents from any place that
has Internet connection. People who work in the field or travel, can effectively
collaborate with colleagues and share information using any mobile device. In
some case, offline workers cannot use this technology, because it is solely offered
online (Miller, 2009).

SMART INVESTMENT

If a company has to elicit only a recommendation and group them in one place
as unique tips to help someone recognize their need to move to SaaS and decide
easier to take this step, the following guestions may help:

If the business has grown, are the applications geared towards small and
medium sized enterprises?

Is more power and more functionality needed to assist in the growth of the
company?

Is there a growing number of workers in the field and those who are mobile
and who have trouble connecting via VPN (Virtual Private Network) and is there a
concern about safety in these connections?

Is the technology infrastructure up to the task to run today's applications and is
there the ability to invest in updating equipment?

If IT staff is overwhelmed by tasks of providing support or resources that
might not have been intended and who in that case pays for the job?

Those who answer yes to more than two of these questions need to think about
the basic SaaS applications as a possible solution for their organization. A further
recommendation is to start with one application, such as for example stacking
documents and trying how it works. Many providers offer a SaaS trial period of
thirty or sixty days, so that a small team can assess the application. And if they are
satisfied with reliability, security and ease of use of the application, they can
include other applications that are integrated with other front and back - office
systems. For sure, SaaS has many strengths and very few weaknesses. For small
businesses looking to grow and remain competitive, SaasS is a smart investment.
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PUBLIC OR PRIVATE CLOUD

Company management often faces the dilemma of whether to take advantage
of the public or a private cloud, Figure 4. The decision to create a private cloud, or
use a public or hybrid cloud is based on various factors. It is important to define the
differences between private and public clouds. However, these businesses should
be mindful of the uses of Cloud Computing, as well as of the fact which services
provide suitable public or private clouds (Staten, 2008). In Figure 5, the percentage
of used Cloud Computing types around the world is given.
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Figure 4: Private and Public Cloud

Source: http://blogs.msdn.com/b/arunrakwal/archive/2012/08/16/what-is-cloud-
computing-public-cloud-v-private-cloud.aspx (25.5.2014)
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PUBLIC CLOUD

The public cloud is provided as a service over the Internet. In the virtual
premises of Cloud provider, the customer does not have the visibility and control to
cloud services. The core infrastructure is shared between many organizations, but
data and usage are logically separated so that only authorized users can access
them. Public Cloud reduces the complexity and time testing, as well as the
implementation of new applications. It allows companies small or virtually no
capital expenditures. Public Clouds have their advantages over the private cloud
services.

PUBLIC CLOUD - ADVANTAGES

The simplicity and efficiency are the overall benefits of a Public Cloud
service. Public Cloud offering their services is usually over an Internet connection.
This type of technology provides a higher capacity of memory storage, so the users
do not have to worry about their PC memory storage (Miller, 2009). Host is to
manage the system and the users are to connect to the system via the web. Public
Clouds charge month or annual subscription. By keeping the public cloud,
organizations can reduce their IT budgets, because they don’t have to buy
hardware. The organization doesn’t have to spend money on employees who keep
track of the system, because they are taken care of by the host. If the hardware or
software configuration needs to be changed or if there is a server crash and the
process needs to be restarted, that would take several hours or days depending on
the situation. In Public Clouds, all the virtual reconfiguration takes a minute. If one
server fails, another can immediately be activated by reducing the time of arrival.
Due to the fact that the Cloud serving is the host, employees are responsible for
maintaining the system. The design allows users to update or introduce the tools
into the system more quickly. There are no contracts and no long-term
commitments. In general, the ease of use and price of Public Clouds usually wins
private ones.

PUBLIC CLOUD - DISADVANTAGES

Companies need to have in mind the lack of public clouds before making a
decision. Due to the fact that a third party is responsible for maintenance of data,
many organizations feel they have little control over their personal data. Public
Cloud services are based on the Internet connection, which means slower data
transfer. If the organization keeps or carries a large amount of data, public cloud
may not be the best solution. For example, many users will not tolerate slow
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loading. Poor security is seen as a major drawback. Google addresses this by
storing government data only within the US, but it doesn't guarantee for Public
Cloud customers like small businesses (Krishnan, 2010). This doesn’t mean that
public cloud has no security. Most of them have great actions, but for customers
with sensitive personal information, such as financial, it is difficult to trust a third
party. As with any technology, such benefits are partly offset by the existence of
risks, and in particular for cloud computing, security tops the list of concerns for
most organizations (Gens, 2008).

PRIVATE CLOUD

A Private Cloud can also be called an internal cloud. This means that
accounting and other infrastructure hosted on a private platform are not shared with
other organizations. The key is that technological innovation helps organizations in
the Private Cloud virtualization. Virtualization helps organizations achieve cost
savings by using the existing hardware infrastructure. Virtualized systems run
multiple virtual machines on a single physical host and as such, virtualized servers
will be more vulnerable than physical servers for the next few years until
organizations learn more about securing their systems (Gartner, 2010). It is
important to note that private cloud offers the opportunity to the customer to
quickly add new applications.

PRIVATE CLOUD - ADVANTAGES

Due to the fact that the hardware is owned by them, organizations have more
control over their data. The organization is responsible for monitoring and
maintaining the data taking in the full control over the data. A Private Cloud is
dedicated to one organization and the network can be designed to ensure a high
level of security. It is deployed inside the firewall on the network organization,
which means that the transmission rate is increased in relation to the use of the
Internet. Hardware performance and storage can be customized to Private Cloud,
because it is owned by the company.
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PRIVATE CLOUD - DISADVANTAGES

Private Clouds are generally more expensive than the public ones, because
they both require hardware and maintenance. In order to build a Private Cloud
service, organizations must invest in hardware or use existing systems. They
require system administrators, which leads to higher costs of administration. If a
company has multiple data centers, maintenance costs also increase significantly.
Due to the limitations of the hardware in the data center of the organization, there
are limitations in the capacity of data, which is considered their biggest flaw.

HYBRID CLOUD SERVICE

A hybrid Cloud service, Figure 6, is the combination of a Private and a Public
Cloud. It refers to an organization that keeps some of its operations in house
(Private Cloud) and also utilizing a cloud service from an outside provider for its
other operations (Public Cloud).
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Figure 6: Hybrid Cloud
Source: http://lwww.nirix.com/cloud-solutions/(11.4.2014)

For example, if an organization has both sensitive and non - sensitive
applications, it can use a hybrid cloud to get the best of both worlds. The Hybrid
approach can allow business to take advantage of the cost effectiveness that a
Public Cloud service offers while keeping mission-critical applications within a
Private Cloud. A company can keep each aspect of its business in the most efficient
environment possible. The downside is that you have to keep track of multiple
different security platforms and ensure that all aspects of your business can
communicate with each other.



110 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

RETURN ON INVESTMENT BY USING CLOUD COMPUTING

The cost of Public Cloud is dropping fast, so how can they make sure that the
value is in accordance with the money spent? It is not a secret that the cost of cloud
services is dropping as more choices become available and the providers battle for
the customers, but it is not always easy to ensure them. Although it may seem
clever to go for the cheapest option in terms of balancing the books, it is more
important to go for an option that will give you the highest role and this can
sometimes mean paying that little extra in the beginning, to make it the best value
for money offering in the future. In the SMB segment, the fastest adoption of
Cloud services is in the UK and Europe and that is because many of the SMB firms
are growing fast and looking to use cloud for cost saving. SMBs also want agility
and the ability to reach new markets that other, larger, companies are not able to do
because they already have investment in non-cloud-based real estate.

The first important step in identifying which service provider to go for and
whether to go for a Public, Private or Hybrid Cloud is to approach a local trusted
provider for help and identifying what should be moved into the cloud and for
advice on whether everything should be moved to a Public, Private or Hybrid
service.

Although the Public Cloud is cheaper, it may be more appropriate to focus
more on creating a Hybrid Cloud and understanding what workloads are best
deployed where and not automatically thinking everything is the best concerning
the Public Cloud. It may be that they only need to use a service part-time and in
that case, there is no need to pay for server space full time. The world is getting
more dynamic in the sense that volumes of transactions are not predictable from a
business point of view. The world is automated. Everything depends on IT and
infrastructure. They must run and implement business processes.

Already at present, many consumers use Cloud services for private purposes —
although possibly without knowing that they are doing so — for example through
the usage of certain e-mail providers or social networks. Apart from data
management advantages, consumers can be motivated to use cloud services by
means of financial and ecological benefits, for example if they learned that cloud
usage could reduce their energy bill and help them protect the environment (Jaeger
et al. 2009). The IT devices of private households in Germany consumed 60 % of
the total energy consumption of IT in 2007, and the ratio is expected to further rise
until 2020 (Stobbe et al. 2009). Thus, even small energy savings in each household
may lead to a significant overall impact (Kumar, Lu, 2010). However, these
favorable prospects again rely on customer knowledge and acceptance of the new
IT infrastructure.
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EXAMPLES OF CLOUD COMPUTING

Before the advent of the various developments in the parlance of Cloud
Computing, the majority of internet users were used to the email, which could be
stored in the cloud and remain if deleted ( in case the person has an account like
Yahoo mail, Hot mail, Gmail etc). But the idea of massive storage of data,
synchronization of such data, word processing, gaming and a bulk of what the
computer could hitherto perform physically in the past, is now done in the cloud.
There are typical examples of Cloud Computing.

Microsoft SkyDrive (Microsoft Cloud Computing) is a cloud based storage
device for personal and corporate files, data, information etc. which is
accessible from anywhere through an internet connection. Microsoft Word,
Power Point, Excel and a great deal of other products of Microsoft can be
accessed for free. SkyDrive application can be downloaded and installed in a
PC if the system supports it. Otherwise, it has to be accessed directly in the
clouds. In order to access SkyDrive, you need a SkyDrive.com account,
through which the cloud is accessed. Microsoft provides up to 7GB free
storage for documents, photos, files, data etc. Users of Windows 8 are at
advantage as SkyDrive application is integrated into the operating system
and by implitation, it can be accessed easily when the system is online. This
is one of the advantages of Windows 8.

Google Drive (Google Cloud Computing): This was known as Google Docs
until recently, when it was changed to Google Drive. Google Drive is an
example of Cloud Computing where videos, photographs, files, documents
and data can be stored and organized whether for an individual or a
corporate organisation. Google offers up to 15GB free storage for users.
There is a periodic payment plan for additional storage as the demand grows
for clients. Google account is required to access this facility. For easy access,
Google Drive can be downloaded into a PC or into a similar form.

Dropbox (Dropbox Cloud computing): This one is the Cloud Computing
giant and a front line outfit in the industry. Since its inception in the year
2007, it has made some remarkable landmark achievements worth emulation
by others in the same competition with respect to quality of service. By
implication, Dropbox offers Cloud storage for its clients for files,
documents, Videos, data synchronisation and much more. Apart from the
free storage offer, more storage as referral bonus is available. For additional
storage demand, a competitive payment plan is available.

iCloud (Apple Cloud computing): iCloud is cloud based and owned by
Apple incorporated for the storage and sharing of files, music, documents,
applications, videos, photographs, data etc, built into every compatible
Apple and other form. The iCloud application can be downloaded from
Apple store and installed into your form if compatible. This can be accessed
anywhere, as long as the device is compatible via an internet connection.
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WORKING IN A VIRTUAL OFFICE

However, Google’s online suite of office applications is probably the best
known,but by no means the only solution or offer. Rather than having a system and
space hogging suite of applications like a word processor, a spreadsheet creator and
a presentation or publishing platform sitting on computer, they could opt to work
online instead. Accessibility, potential for collaboration and perhaps even online
storage are just some of the benefits of satisfying your office suite needs by
working online. Examples of online suite offer include: Ajax 13, Think Free and
Microsoft’s Office Live. When somebody needs to meet with a customer, sending
him a meeting request in Outlook that includes a link to an online meeting hosted
in Lync Online, that is very impressive. Online meetings are much easier to arrange
and enterprises use them extensively. In addition, online conferences can host up to
50 people at a time (O’Reilly, 2012).

ACCOUNTING IN THE CLOUD

Painless bookkeeping: brings all your finances together into one place, tax
payment and invoice dates to calendar, free support and regular software upgrades,
bank-level security and data protection. They build professional estimates and
proposals which can be tracked through to approval and converted to invoices. Charts
of invoice payments show month-by-month when payments are due, overdue or have
been paid. Electronic bank statements and building monthly balanced charts are
obvious advantages, as well as tracking what the company owes to the user, by adding
out-of-pocket expenses, including scanned expense receipts.

FLEXIBLE ENTERING

If you need complete visibility on how your time is being spent, FreeAgent lets
you easily log timeslips for work done on active projects. Switch between weeks and
months and see at a glance where your time is going. When the project is complete,
generate an invoice from all unbilled time and send this to the client in minutes.

TIMESHEET REPORTING AT YOUR FINGERTIPS CLOCK ICON

At any stage in a project, they can generate flexible and professional time
tracking reports, broken down by contact, project, user and tasks. If necessary,
these can be printed off as high quality PDFs and submitted to the client. This is
something especially useful for contractors.
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INVOICING SOFTWARE THAT HELPS GET PAID FASTER

The FreeAgent traffic system instantly shows the status of invoices, allowing
quick determination what has been paid, what payments are outstanding or what
still needs to be sent. Also, it is possible to filter invoices by status or invoice date,
including tax years. Once the invoice has been paid by clients, FreeAgent will
reconcile the invoice and payment into bank account. This provides a more
accurate picture of money used in business. Integration with PayPal means that
PayPal links could be included in emails so clients can settle the invoice online
immediately. It's all about getting paid faster. Invoicing with FreeAgent means
getting paid faster and with less effort. They can create invoices with a company
logo or even create their own design.

EXPENSE TRACKING

For expenses such as magazine subscriptions or web hosting, it is possible to
set them to automatically recur. A comprehensive list of expense categories helps
building accurate accounts which are priceless at tax time. For complete
accountability, FreeAgent allows uploading of scanned expense receipts as
attachments to expense records. These can be viewed as individual expenses or be
downloaded as the original files again, at any time.

ACCOUNTANT FRIENDLY

By giving access to account, the clouds are able to give you instant, better and
more relevant advice, Figure 7. It's a completely new way of working with your
advisor that benefits both parties.

Income Expenses Operating Profit | ? Less
$34,077 @ $17,651 ©) $17,326 $1,300 Drawings
Retained Profit 7 Carried Forward/Distributable 7
Currant year so far From 201141

$16,026 O si0358 © 526384

Figure 7: Year and Month Profit and Loss

Source: http://www.freeagent.com/tour/accounting (25.5.2014)
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Track income and outgoings to get a true picture of business over time.
FreeAgent alsp builds month and year Profit and Loss statements. FreeAgent builds
a fully balanced sheet for business with a comprehensive list of your company's
assets and liabilities. Year-end accounts can be handled as soon as the books are up
to date. Some Cloud-based systems allow accepting many forms of payment and
have the funds deposited directly into business bank account, to help firms in
maintaining a healthy cash flow (Bates, 2011).

SIMPLE SALES TAX

Everybody can set the appropriate sales tax for any country and FreeAgent
applies this to all required sales and purchases. Additional sales taxes can also be
added for regions where multiple sales taxes are needed and can mark these sales
taxes as compound, as is required in certain places. Quick, easy and configurable
reports show all the sales tax charged on invoices.

CLOUD ACCOUNTING

FreeAgent's cloud accounting software is completely web-based - there's
nothing to download, update, or install and you can access it from your regular
browser. Everybody can use it anytime, from any computer - no more sharing
spreadsheets or lugging around your laptop. It is not needed that the user worries
about computer crashing and losing all of your business's books - with FreeAgent's
cloud accouting, all of data is securely transferred at backup servers several times
an hour.

SECURE CONNECTIONS

The security of data is of biggest concern. FreeAgent uses 256-bit SSL
technology to encrypt all transactions between firms and servers of vendor. It is the
same technology that banks use to protect data. Redundancy and resilience is built
into hosting infrastructure. They operate out of two geographically isolated data
centres (DCs), so they can offer full DC-level failover in the unlikely event that an
entire DC becomes unavailable. As well as maintaining real-time copies of vendor
database across two separate data centers, they additionally run a full database
backup every four hours with additional incremental backups several times an
hour. These backups are encrypted and transferred to a secure offsite location.
They also allow downloading all data from within FreeAgent account at any time.
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MOBILE PHONE

Whether on iPhone, an Android handset or Windows Phone, FreeAgent will
just work on browser. It’s free and there’s no application to be installed.

DISCUSSION

Cloud Computing is a challenge to many analysts. Most people think that
solutions must be created within the organization as well as its own product, based
on its needs and capabilities. Management companies do not need to waste
valuable time on managing and maintaining servers, database or application
infrastructure, they should be more devoted to their primary business. Opponents
of Cloud Computing mainly deal with security issues and legislation.

In the transition to Cloud, it is necessary to check the performance that the
vendor offers. Applications that use large data base or require a fast processor and
capacity of RAM may not be the best choice for the Cloud, since it would run them
and the use itself would be too expensive. It is the best to check the details with the
Cloud provider. Caution is needed with providers that have a minimum price for a
monthly service fee, because it can directly affect the level of support that the
provider offers.

It is necessary to determine precisely which security issues are the
responsibility of the organization, and which security issues are the vendor’s
responsibility. It is necessary to estimate the time and cost of transferring large
amounts of data on the Cloud, as well as to inform on the business continuity and
the training of employees. Along with that, it is needed to pay special attention to
internal business issues, especially to those related to human resources, because a
large number of organizations is faced with the discontent of employees who may
feel threatened.

Cloud computing is definitely a new age in the era of computing that tags
along a number of benefits. They can be classified into several different categories,
namely:

e virtualization,

e democratization of computing (small and medium enterprises operating in
the infrastructure that has already been available only to large companies),

o scalability,

o commodification of infrastructure (IT department is able to deal with the
strategic aspects of the business).
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CONCLUSION

Cloud Computing has numerous advantages, but also some disadvantages. It
can be seen that the benefits of cloud accounting outweigh its negative aspects.
When firms use cloud correctly and efficiently in a business, they cannot only
increase profits for a company by allowing fewer employees to work remotely,
they can also increase the productivity of a company. As more and more companies
turn to Cloud Computing to save money and to increase business value, the future
of Cloud Computing becomes more uncertain. The popularity of these services will
only continue to increase, especially while companies are continually forced to
adjust to decreased budgets.
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ABSTRACT

Basic goal of this paper is application of business intelligence and OLAP(On-Line
Analytical Processing) technology in development of decision-making process in a way that it
should facilitate, as much as possible, decision-making based on the knowledge which is hidden
in the transaction systems. Managerial decisions that are made in business systems, determine
their competitive advantage, so obvious is the need for decision-making to be free of subjective
impressions, and to be based upon knowledge more. Having in mind the area and the goal of the
research, the methods that will be used in researches are: inductive and deductive method, as
primary logical method, which during research enables drawing of certain conclusions on the
research subject and methodology of objectively oriented development of business intelligence
system, which includes: defining the demands, analysis, design and implementation of business
processes. Analytic processing of data can be done directly over relational data base (ROLAP)
or over the prepared data base (MOLAP). OLAP gives the opportunities to users to individually
pose questions, which significantly increases the possibilities to do analysis necessary for
decision-making. In this paper the authors used exam results as indicators of efficiency of
educational process, by analysing them according to the examination period. This paper uses
the exam results as indicators of efficiency of educational processes, analysing them according
to the exam periods, terms, subjects, grades... The application of instruments of business
intelligence and OLAP technologies enables the users to individually set demands, which
significantly increases the possibility for executing the necessary analyses in decision-making,
providing the conditions for better and faster reactions to spotted problems. The contribution of
this paper can be seen in application of business intelligence and OLAP technology, to the
following and advancing the teaching processes, improving their standards, developing the
scientific and research work, more quality decision-making and management of educational
processes. Also, the significance of this paper can be seen in application of very efficient
standardized tools like Microsoft programs, MS EXCEL and MS Query for quality and
successful business analysis; it makes the decision-making processes shorter and decisions
better and more rational.
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INTRODUCTION

Complete and precise information at the right time represents one of the basic
resources of business and the key for best business decision-making. During data
processing one finds hidden relations, sees new business possibilities which
contribute to making quality managerial decisions.

Quality management of a business system and its processes represents a
critical factor of business success. Making the right decision directly and indirectly
depends upon the quality and the right time of information that the decision-maker
has. For obtaining such information it is necessary to have appropriate data in
every moment. The gathering of raw data does not represent the solution of the
problem of decision-making process, nor the quality management. Great amount of
unstructured and unprocessed data can represent the difficult circumstance during
decision-making, because it can easily blur the essence of a problem and ,,getting
lost in the sea of data that do not have a purpose* (Balaban, 2006).

Operational information systems are mostly oriented towards executing
business and transactions and less towards the issue of decision-making.
Information of one enterprise is mostly inconsistent and unavailable. The problem
is finding the necessary information as well as uncertainty of the information's
accuracy, which results in poor business decisions. Additional problem in
managing large systems is the inability of the managers to individually and in a
simple way access the necessary data and shape them into necessary information.
Even in the cases when wanted information exists, it is often hidden in the huge
mass of data and cannot be used. Obtaining the necessary data from such a
complex systems is very expensive and sometimes impossible. That is the reason
why the larger and larger number of companies develops and uses the systems for
business intelligence, in order to use the existing data better and faster in creating
information needed for the decision-making process.

The application of business intelligence process enables using only that
information that is necessary, at that moment, to make the managerial decisions.
The advantage of this concept is the increase in information quality, to show it in a
simple way as the reduction of large number of information that the employees are
usually exposed to.

The main purpose of business intelligence is generating the quality
information that will enable making the best possible business decisions.
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DEFINITIONS

Business intelligence is an area within the information technologies, whose
goal is to put all the information potentials of an enterprise into function of making
the top quality decisions, with the ultimate goal to realize the determined strategic
goals of an enterprise.

Intelligence: intelligence is inborn ability to understand properly the things and
notions in life and everything else, reason, mind, the ability to understand, as a
collective noun, all people that have this trait, classier and better world in general,
educated people (Vujaklija, 1980).

The notion of ,,business intelligence “that signifies the systems for support in
decision-making process, in the respect of a separate part of information
technologies comes from English language. (Business Intelligence, BI). "Business
Intelligence™ as a notion was suggested by Howard Dresdner (A Brief History,
2014.), in order to categorize the concept and methods that help in easier business
decision-making by using the facts based systems.

Business intelligence represents the data analysis, reporting and tools for
setting demands that can help business users to make their way through multitude
of data and to synthetize the right information. Those tools are today called
business intelligence (Gartner Group report, 1996).

There are many definitions of the notion of business intelligence that are
different according to the author, and the point of view that is used to approach this
subject. Even though there is no unique definition, what is in common to all the
definitions is that the business intelligence is seen as a group of methodologies, i.e.
the concept that brings the qualitative progress of decision-making process. A
positive effect of the decisions made by using this concept is greater because it
implies obtaining the quality information on time, systematization of information,
clearer identification of the right information and easier access to information.

When one uses data to make quality information on time, i.e. knowledge, the
probability that the decision made based on them will be right and on time and largely
free from subjective impressions (in the sense of assumption on missing information)
and uncertainty with making decisions ( decision-making needs decisiveness).

Business intelligence represents the group of new application formed in such a way
that they can organize and structure data on business transactions in a way that enables
the analysis useful for the support to the decision making and operational activities of an
enterprise. Or simply said, business intelligence represents the process of gathering of
available internal and significant external data and their turning into useful information
that help business users with decision making (Kalakota, 2001. p. 349).

According to Larisse T. Moss's and Shaku Atrea's (The Origins of Business
Intelligence 2014) definition, business intelligence represents an architecture and
the collection of integrated operational applications, then the applications for
support to making decisions and data bases that enable the business systems easy
access to information.
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From the technical point of view, i.e. from the point of view of information
technologies, business intelligence is a process of multiple levels, where a large
amount of information is stored in information systems of an organization and the
application systems, turns into useful information. Business intelligence system
consists of three wholes, the first one is made of data sources, central point is the
data base where data from the source systems are collected and adjusted and the
third component is the analytic tools (Rajkovi¢ et al., 2012).

RESEARCH METHODS

The setting and developing, as well as the general researches, are based on
certain scientific and research methods:

e modelling method as a systematic research action which is used to build
simulation model that is capable of substituting the subject of the research,

¢ observation method which enables gathering, from the real system, sufficient
amount of data which will be used as entry data for researches the
simulation models in order to draw the conclusions on the system that the
model represents,

e methodology of objectively —oriented system development of business
intelligence which includes: demand defining, objectively —oriented analysis,
objectively —oriented design and implementation,

e inductive and deductive method, as basic logical methods, that enable the
drawing some of the conclusions on the research subject.

¢ With the goal of comparative analysis and forming the personal attitudes and
conclusions we used comparative method is the process of comparison of
obtaining information by a classic process and process by using the business
intelligence and OLAP technologies.

KEY FINDINGS

"Business intelligence is some kind of business radar. It warns for threats,
points to the business opportunities, foresees that something is going to happen,
adequately prepares for the inevitable, expands the manoeuvre space for decision
making, to sum it up, it increases the controllability of success that you want to
achieve by doing business* (Kukrika, 2011).

Business intelligence is a necessity and an imperative of every successful
business, managerial idea with clearly defined tools, without which the quality
management is an illusion. The conditions of doing business are constantly
changing and becoming more complex, and the changes demand faster reactions.
In order to manage the right way, management needs quality information, directed
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towards managing, that encourage activity. Such information are delivered by
business intelligence.

Considering the spectrum of activities of business intelligence which implies:
analyses of the set goals of an organization, constant comparison of planned and
realized, coordination of activities of different organizational units in the business
system, assessing the current state, making decisions, information transfer etc. it
can be concluded that the business intelligence represents the means of efficient
realization of business results.

Frequent question is: Can we predict what the future holds? If our business
system has a modern information system, well-developed management control and
uses the elements of business intelligence, we will surely have quality information
based on which we will no longer fell insecurity in making decisions and we will
have a better vision of future business (Medi¢, 2013).

When an organization gathers the data and organizes them into databases, data
warehouses and local data warehouses, then it can use them for further analysis
(Figure 1).

Raw data and Data Tools for
corporate database warehouse business
analysis
spglg o B @ Insight Results
e
Web store - EE!
- X2
P=X"-Y Reports
Supply chain g
~ = Warnings
Center for ..
providing ™. |Predictionsa]
information

Figure 1: Principles of business intelligence operations
Source: Authors

Business intelligence implies applications and technologies for consulting,
analysis and securing the access to a vast amount of data that help users to make
better strategic and business decisions. Business intelligence system unifies the
methodologies, technologies and platforms for data warehousing, OLAP data
processing (Online Analytical Processing) and data mining, enabling the
companies to create useful managerial information from the data on the business
found in various transaction systems and come from different internal and external
sources.
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DATA WAREHOUSE

Base of the support system to decision making is analytic data base Data
Warehouse (DW), whose one of the primary functions is to maintain the processes
and regulations of business of an organization as a whole. As an effective and
efficient support to management, DW cleans and aggregates the data from the
operational systems and places them into so-called dimensional data bases, which
represent the repository of consistent historical data, easily accessible and subject
to effective manipulation. Data organized like this are used for assessing the state
of business situations, trends, projections and alternatives with the purpose of
support to decision-making process (Balaban, 2006.).

DW contains a large amount of data which are organized in smaller logical
wholes that are called Data Marts. Data Warehouse systems use denominalized
data, which enables faster execution of the demands over such data. According to
the definition set by William H. Inmon (Inmon, 1995), data warehouse represents
subject-oriented, integrated, time-variant and non-volatile group of data, and the
ultimate goal is support given to the managers in decision-making processes:

e subject-oriented — directed towards specific organizational activities or
decision processes instead on the current operations.

e Integration — centralized database which contains data from different sources
internal, external and personal.

e Invariability - DW does not change permanently, but it only periodically
adds new data depending on the business needs.

o We can say that the key characterises of DW are time dimension and ability
to transform business, operational and other data into data warehouse, in a
quality way.

Data in data warehouses are time-variant, which means that every data that is
in the warehouse is connected to some moment. In the end, data in warehouses are
invariable i.e. when a data is written in the warehouse he can only be accessed.
Ralph Kimball defines the data warehouse as a copy of transactional data
structured in such a way that it enables setting the demands and data analysis
(Kimball, 1996.).

These demands and data analyses are almost impossible to execute in OLTP
systems because in such systems data are constantly changing. Information from a
specific time frame is often called data recordings. For example, if an analytic
database contains data recordings on sales that are taken every evening, it will be
clear during data analysis tomorrow that those data are a day old. Then daily,
weekly and yearly comparisons make sense because we will always have
consistent values which we can compare.

Data Warehouse is formed to enable the users of different levels the solving of
various analytic tasks. It enables:

e reporting and monitoring of business processes,
e analysis and setting the diagnose, finding information in an interactive way
by setting the demands and analysing the obtained results,



124 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

e planning and simulation, making and executing models of plan and
simulation,

e access to a large amount of data for the end user,

e creating and demanding different trend reports,

e extraction, transformation and placing the large amount of data.

DATA WAREHOUSE ARCHITECTURE

Data from the source systems are integrated and transformed before they load
to the data warehouse considering that the data are taken over from various sources
and platforms, they have to be integrated and transformed before they are placed
into data warehouse.

Some of the advantages of data warehousing are:

o simplicity,

e better data quality,

o faster data access,

o separate support processes for decision-making and production processes,
e providing competitive advantage,

e distributed data base,

e possibility of parallel processing,

e platform independence,

e security.

Basic architecture of data warehouse is given in the figure no 2. Basic
component of data warehouse is database

Data
transformation
and integration

- .
Supplier

Figure 2: Basic architecture of data warehouse

Source: Authors
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Data warehouse architecture has the following characteristics:

Data are extracted from various source systems, databases and folders —
systems found in companies are basic data sources for data warehousing. Data
which are necessary for support system to making decisions are taken from these
systems where their number can be large. Sometimes it is necessary to extract all
the data that are found in these systems. It is most often the case that the data are
taken from different data bases, from different platforms and different formats and
data types.

ON-LINE ANALYTICAL PROCESSING (OLAP) SYSTEMS

Basic role of OLAP (on-line analytical processing) tools is to find and answer
to the users questions as quickly as possible, their usage is for n-line analysing of
data and reporting. In the beginning the users' questions were relatively simple.
However, in time they have become complex so that the relational tools (OLTP
tools - On-Line Transaction Processing), (by definition OLTP systems represent
the transactional systems for updating of databases and transactions' processing),
were not able to provide answers in an acceptable timeframe. This is exactly the
purpose of OLAP tools. They enable a simple synthesis, analysis and consolidation
of data. They are being used for intuitive, fast and flexible manipulation of
transactional data. OLAP systems support complex analyses that are done by
analytics and enable data analysis from different perspectives (business
dimensions).

When we say OLAP we think of the program tools that are being used for
manipulation of multidimensional data that come from different sources. In order
to use fully the OLAP's potential it is necessary to have as large amount of data as
possible. This is why along with OLAP we talk about data warehousing. In order
for an OLAP product to be considered an application, it has to have three key
characteristics:

e multidimensional view of data,
e possibility of using complex computer operations,
e possibility of time data analysis.

Analytic systems are the systems that provide information which are used for
problem analysis and are primarily done by using comparison or analysis of
patterns and trends. For example, analytic system could show how a certain type of
product is being sold in different areas of the country. It could also show how one
type of product is being sold now in relation to the period when the product
appeared at the market for the first time. Analytic databases are developing for
analytic systems.

The question of what the end user needs?

¢ He must be able to pose any business question,
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o Able to use any data from the business system for analysis,
e Able to get indefinite number of reports.

Business decision-makers need answers to the questions that directly influence
their ability to be competent at the fast changing modern market. They need clear
answer no matter how difficult the question is, as soon as possible. This is why we
use OLAP analytic systems that provide information that are being used for
problem or situation analysis. Analytic processing is primarily done by using the
comparisons or pattern and trend analysis.

Figure 3. shows the place of OLAP systems in decision-making process.

- Demands - Data presentation
Data sources - Generating reports - Visualization
- Foreseeing
- Analysis
‘ odeling
Internal
data source ‘
Bersondl Extraction
Filtrating OLAP
data Transformatio
External
data
Business Intelllgence

Figure 3: Place of OLAP system in decision-making process
Source: Authors

Analysing the data patterns and trends demands the existence of large number
of historical data. That is why the analytic data bases do not contain newest data,
but they keep information from a specific moment. For example, it is possible to
determine if the sales in one month has significantly fallen only if the system has
the data on sales in the previous months, so that the data can be compared.

OLAP systems use characteristics of multidimension and denormalization of
data and it can be said that they represent the upgrade of data warehouse.

Interface of OLAP system should enable the user to work comfortably, to
individually preform the analytic operations and getting the overview and business
graphics, without the skills of programing and knowledge of database structure.

OLAP tools very efficiently enable moving from the tables to
multidimensional charts by using the dynamic screens. This defined OLAP or
hyper cube contains tens of thousands of possible reports that are easily changed,
quickly defined and executed even faster.
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Demands that OLAP system has to fulfil are:

o Possibility of working with a large group of data and users,

e Short response time,

e Integrated data that connect OLAP server and relational database,

o Possibility of working with data with various levels of details,

o Ability to calculate the complex mathematical functions,

o Support for what-if analysis modelling and planning,

o Simplicity of introducing and maintaining the system,

o Data protection,

o Possibility of working with a large number of tools with which oe can access
the data, do analyses and show data.

ARCHITECTURE OF OLAP SYSTEM

Under OLAP system architecture we imply the way in which OLAP system
works with the data from data source.

e Some of OLAP tools physically transfer all connected transactional data
from the relational database and other sources into multidimensional
database, using meta level, and fill data warehouse over night (batch
approach), i.e. they do complete renewal of data in certain time intervals.

¢ Another approach, the so-called on-line, transfers every individual change of
relational into multidimensional database i.e. it updates the warehouse only
with the data which have changed between two intervals of updating.
However, middle solution is often used, where batch method is the basic one
while only some changes at the old data are transferred individually.

Previously defined approaches provoked the appearance of two basic architectures:

¢ multidimensional OLAP (MOLAP) and
o relational OLAP (ROLAP).

MOLAP is a solution when multidimensional databases are being used, and
ROLAP emerges as the upgrade of relational databases. MOLAP and ROLAP are
different in the way they physically store data. With MOLAP systems data are kept
in multidimensional structure and in the case of ROLAP system data are kept in
relational databases.

Based on what we have just said, we can conclude that the cubes in OLAP
tools store in three different models:

o relational storing model is called relational on-line analytic process or
ROLAP, and

¢ multidimensional on-line analytic process is called MOLAP.

¢ When the dimensions are kept as a combination of these two variants, then
such a model is known as hybrid on-line analytic process or HOLAP.
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RELATIONAL OLAP (ROLAP)

ROLAP or relational OLAP systems are done based on the data that are in the
relational database, where the databases and dimensions charts are kept as
relational charts.

This model allows the multidimensional data analysis considering that it
enables the users to use traditional OLAP functions of cutting and turning. This is
achieved by using any of the tools of SQL system for reporting the system to
separate directly over the data warehouse.

Transactional Data warehouse (RSUB:P) Relational OLAP OLAP interface
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Figure 4: Architecture of ROLAP system
Source: Authors

The advantage of ROLAP model of OLAP analytic tools is that it is more
stable when managing a huge amount of data. Another advantage of ROLAP tools
is that they are efficient in managing the numeric and textual data. It also enables
the users to get the details of data that are found at the lower level of hierarchical
structure (drill down). The picture 4 shows the architecture of ROLAP system.

Lack of ROLAP applications is slower performance in relation to other styles
of OLAP tools because the calculations are done inside the server. Another lack of
ROLAP tools is that it is dependent on using the SQL for data manipulation.

ROLAP systems are optimized for data access, while MOLAP systems are
optimized for data gathering. Advantage of the ROLAP systems is that the
summary tables are created directly in relational system for database management
(RSUBP), which provides short response time, and the tables are very clear.

Basic reasons for using the ROLAP system is that there are already developed
and checked tools for them for data storage. Also ROLAP systems are created
because they provide a direct approach to data from tables so there is no need to
duplicate the data like MOLAP systems do.
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MULTIDIMENSIONAL OLAP (MOLAP)

Multidimensional OLAP — MOLAP is considered a classic form of OLAP.
One of the main differences between MOLAP and OLAP tools are the data, With
MOLAP they are summed and kept in an optimized form of multidimensional
cube, instead of in relational database.

Main advantage of this model is that it provides excellent performances of the
demands because the cubes are designed for a fast data access. While using this
model, data are structures in such formats in accordance with the clients’ demands
for reports with already calculated data in cubes.

MOLAP model is considered to be the best OLAP tool for creating reports
considering that it enables the users to reorganize easily or rotate the structure of
the cube in order to see different data aspects. MOLAP analytic tools are in
condition to do complex calculations. Considering that the calculations are
previously defined during the creation of the cube, it results in faster access to
calculated data in relation to ROLAP. MOLAP systems also enable users to
quickly forward the data into a group of data. Also, in relation to ROLAP, MOLAP
is significantly less demanding when it comes to hardware because of the data
compression technique. In short, MOLAP is optimized for demands and access to
summary data.
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Figure 5: Architecture of MOLAP system
Source: Authors

There are certain limitations in MOLAP system's application. Basic weakness
of MOLAP tools is that they are less scalable in relation to ROLAP tools. MOLAP
approach also introduces data redundancy. In the end, MOLAP demands additional
investing because cube technology has to be specially built in an organization
which demands investments in people and resources. Picture 5. shows the
architecture of MOLAP system.
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MOLAP databases have a limitation of physical size of data groups with
which they can operate. In order to do any kind of analysis, it is necessary to load
the data first into multidimensional structures. Various calculations are done in
order to create the aggregations and complete the data, which can last for a long
period of time. After the process is completed, the user can start the analysis.

Lack of MOLAP systems is the difficulty to add new dimensions. According
to that MOLAP systems are good to use in cases when it is impossible to divide a
large group of data into smaller groups of data (Tot, 2009).

We can see in picture 4 that the data from different transactional systems are
loaded into multidimensional database with the help of batch routines. When data
loading is done, creation of aggregations begins, after which database is ready to
work. Users make their demands for OLAP reports via interface.

CONNECTION DATA WAREHOUSE - OLAP- DATA MINING

Creating Data Warehouse and using OLAP tools enables the aggregation of
historical data and data manipulation through interactive approach to
multidimensional information. Through previous models and methods one can get
the answer to the questions like what the last month's income was, what the
fluctuation was in the observed period, what region the highest growth was
achieved in. Identifying the observed fact (e.g. income) in relation to certain
previously defined factors (place, time, buyer, product, price etc.), conditions for
further analyses is created based on which the decision will be made.

Analysis should give answers to why the situation is like that and in which
way business actions should be directed in the future in order to improve the
business result. Data Mining is a process of automatic finding of hidden relations
and patterns in behaviour among data, which implies using various statistical
techniques, artificial intelligence and creating the predictive models based on
discovering the relations among the data. Data Mining gives the possibility of
receiving an answer to the question without setting of any assumption in the
influence of a certain factor.

As a data source that is processed through Data Mining one uses databases and
data warehouse. Data warehouse is not necessary for data mining, because data
mining technology can be applied to the operational and transactional databases.

Data Mining and OLAP are complementary systems because before the
relations among the data are determined (data mining), the certain assumptions
based on which the relations are made have to be set (OLAP):

e OLAP is a part of system tools for decision-making process support and it
gives answers to the questions if some assumptions that are taken from the
database are true. OLAP analysis is basically a deductive process.

o Data Mining access tries to find some relation between data. Data Mining is
an inductive process.
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EXAMPLE OF APPLICATION OF BUSINESS INTELLIGENCE IN
EDUCATION

There are several approaches or methodologies for designing and development
of business intelligence concept. However, there is no consensus over which
technology is best, but it depends on the characteristics of and actual system.

Methodology of object-oriented development of business intelligence system
was born form the analysis of standards IDEFO (Integration Definition Function
Modelling), IDEF1X (Integration Definition Information Modelling), UML
(Unified Modelling Language) and methods for creating data warehouses. This is a
contributing to the development of methodology of object-oriented development of
business intelligence system, because it integrates the known classic methods of
functioning (IDEFQ) and informatics (IDEF1X) modelling with object approach
(UML), (Stanojevi¢, 2008).

Figure 6. shows the structure of the built methodology of object-oriented
development of business intelligence, which was applied in writing this paper.
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Figure 6: Structure of methodology of object-oriented development of business
intelligence system

Source: Authors

Object-oriented methodology consists of the following steps:

e Defining the demands,

¢ Object-oriented analysis,
e Object-oriented design,
e Implementation.
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DEFINING JOBS' TREE

Based on the defined limits of the system, we go over to the activity of
defining the jobs' tree where it is necessary to determine the vertical (hierarchical)
connections among jobs. Jobs' tree is defined by application of the method of
solving problems top-down, when a complex job is separated into many sub jobs,
and then one should solve simple sub jobs.

Defining of the diagram of decomposition jobs — Faculty of Business
Economics and Entrepreneurship from Belgrade.

Figure 7. shows the decomposition diagram of jobs in the school.
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Figure 7: Decomposition diagram of jobs in school
Source: Authors
Following IDEFO standard, appropriate arrows show the sets of documents

that are defined as information. All information at every next level is divided up to
the level of activities, where they are defined through arrows as actual documents.
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PROBLEMS WITH TRANSACTION SYSTEMS

Basic source of data for the Faculty of Business Economics and
Entrepreneurship are transaction systems. Their basic purpose is to enable
everyday collection of the data on business transactions, with as low time delay as
possible, in order not to slow down the business processes.
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reports hold
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ad hoc
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Figure 8: Inadequate attempts of IT sector to provide information
Source: Authors

Transaction systems are practically developed to perfection and have enabled
current evidencing of business transactions and storing vast amounts of data.
However, because of high complexity of the structure of these systems, obtaining
the analytic reports is very hard and demands involving information technologies
experts. Besides this, this kind of structure demands great time delay while
receiving the analytic reports, and they are often unable to respond to information
demands of the strategic nature (Figure 8).

OLAP cube solves the problems of complexity of reporting from transaction
systems by introducing the new so-called dimensional data structure, which is intuitively
clear to business users (decision-makers) as well and not only to information
technologies experts. Dimensional data structure consists from dimensions and measures.
Dimensions represent the structure of the cube’s heading of report, while measures
represent the aggregated data according to dimensions and dimension members.

Besides the problem of complexity of reporting OLAP cube solves the
problems of time delay while obtaining reports, by keeping in its structure
previously aggregated data according to dimensions and dimension members.
OLAP takes up larger data warehouse space in relation to transactional systems but
it significantly speeds up the process of creating complex reports which often
cannot be obtained from the relational structure.
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OLAP SYSTEM FOR STUDENTS' SUCCESS ANALYSIS

OLAP or multidimensional analysis signifies the analytic data processing that
is done in real time, interactively. OLAP is the only business intelligence
technology. It enables to analysts and control managers to have an insight in
business indicators by a fast, consistent and interactive approach to analyses.
Through analyses, information got via data transformation from operational
sources, is seen from various angles of business context.

OLAP as one of the technologies of business intelligence, through consistent

and interactive approach, enables the following and analysis of students' success.
The purpose of this system is following the number of students that:

¢ have the right to apply for exam,
o apply for exam,

e sit an exam,

e pass the exam,

o fail an exam,

As well as the percentage reports of all parameters like for example. Sat /
passed, at the level of:

e exam period,

e term,

e year (or more years),

e every subject, or

e cumulative, per department and at the level of the entire school,
o for Bachelor and Master studies.

These reports are being analysed at the end of every exam period, term and
year. Without OLAP system for obtaining these reports it would be necessary to
create dozens of complex demands, which are usually inflexible, so even the
slightest change in the demand would cause creating new demands.

Additional problem is that the data needed for creating of new demands are
physically kept at different places. That is why a data warehouse is created, which
unifies all extracted data and automates the flows for transfer and integration of
data into the warehouse.

We will show the way in which the demanded reports are being got, with the
help of OLAP cube. As a software tool for reading the data from the cube we used
Microsoft Excel. If there are only three dimensions according to which the data are
analysed, OLAP structure can be represented graphically as a three-dimensional
cube (Figure 9).
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Dimension

Pass rate — number of students from a certain department,
that passed an exam in a certain exam period

Figure 9: Three-dimensional OLAP cube for monitoring the pass rate
Source: Authors

In the case shown in the picture 9, every cube represents the number of
students from a certain department that have passed the exam in a certain exam
period.

In the picture 10, we showed the report on basic parameters of students that
passed exams according to subjects in one term in 2013. These reports can be very
important to decision-makers in analyses of results, number that sat an exam and
number that passed it, number of students applied, comparing results among the
subjects, terms etc. We wanted to be concise so the rest of the subjects per term
have not been shown, but such results are got by just one click to the wanted term.
In this case the parameters refer to all the students that took exams and all exam
periods that are noted in OLAP system.
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Figure 10: Report on the number of students that took exams per terms and
subjects at the yearly level

Source: Authors
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However it is often necessary to analyse the number of the students who
passed or failed an exam, but only of those who enrolled at that year of studies for
the first time. This is achieved by dragging the dimension Student in the field for
data filtering. If it is necessary to get a report only for certain exam periods the
dimension Exam Period is dragged in the field for filtering and one can choose a
specific exam period.

By introducing the dimension Group in the columns of the report, one would
get a report that shows the number of students that passed and failed an exam per
every department for every subject, while choosing different parameters of
dimensions Year and Exam Period one can get different reports (for one of more
years and exam periods). It is generally possible to create a large number of reports
that are structurally different, as well as the values of parameters, without
information technologies expert knowledge.

The advantages of Microsoft Excel as a tool for report creation from OLAP
cube is that it shows the desired reports in the format favourable for presentation,
and further formatting of data showed is possible as well as calculation of derived
values based on data got in the report.

Further, we showed a pivot chart connected to the exam analysis, which was
created for the needs of this paper.

The figure 11 shows pivot chart which shows the average grade at the exam
per year of studies (2010, 2011, 2012 i 2013) for subjects, Business informatics
(B1), Management of information systems (MIS) and Electronic business (EB).

Table 1: Pivot chart which shows the average grade of selected subjects,

Year (Al

Exam period | (All)

Student (Al
Subjects and aversilgg)grade per year of 2010 | 2011 | 2012 | 2013
Business informatics (BI) 7.63 786 | 7.92 | 8.12
Management of information systems (MIS) | 7.22 718 | 7.33 | 7.33
Electronic business (EB) 6.78 7.34 | 7.89 | 7.95

Source: Authors
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Figure 11. Gives a graphic overview of data from pivot chart, Table 1.
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Figure 11: Average grade of selected subjects - graphic overview
Source: Authors

Pivot tables and charts enable insight into some value's movement trend like it
is shown in table 1. And figure 11., which enables predicting the results for the
following period. We can notice the growth trend of the average number of passed
exams of Business informatics, Management of information systems and Electronic
business, so we can predict that in the following year this average number will be
even better. This can be a signal to decision-makers to specially monitor the
process of realization of lectures from subjects with this trend, so that it can serve
as a positive experience. It is more important for the decision-makers to spot a
trend of fall in the exams passed, in order to fix the educational processes by
appropriate measures.

In general it is possible to create a great number of reports that are different in
structure and values of parameters, without information technologies expert
knowledge. The result of this paper is a developed business intelligence system that
contains data warehouse, OLAP cubes and appropriate pivot tables for data
analysis which decision-makers need. OLAP cubes and pivot tables enables the
exam analysis to be done using many dimensions, different levels of details,
depending on the current need.
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CONCLUSION

Economic globalization, constant and radical changes in business
environment, imposes the need to change the current management style. New
technologies and tools that enable fast and efficient approach to data become
inevitable in such circumstances. Business intelligence transforms data into
information ad information into knowledge, which leads to decisions based on
information and actions that follow them, and that is the value that it brings to the
business world in fighting the competition.

Business intelligence tools enable the process of gathering internal and external
data and their turning into useful information which help business users with making-
decisions. Data based on using these tools of business intelligence provide the
possibility to see not only the advantages but also the problems, so the causes can be
analysed on time, instead of just solving the consequences. Business intelligence
systems are focused on improving the possibilities for access and distribution of
information, to those who make them as well as to those who use them.

Efficient process analysis in educational institutions is essential for control and
improvement in their operations. Modern education systems at all levels should
have a function of satisfying the students' needs for knowledge. At the same time,
educational institution must develop, adjust to the circumstances and thus improve
educational processes in the conditions of global competition.

This paper describes the advantages of application of OLAP systems for analysis
of students' success at a higher education institution (picture 6 and 7). We shortly
presented the procedure of implementation of one of OLAP systems by using the
object-oriented methodology of development of information system on the example of
analysis of the students' exams. As a base for building OLAP system, we used OLTP
information system which is implemented in the School, we defined OLAP cube
(picture 9) and completed the creation of user application in pivot tables and charts
(table 1 and picture 11). Pivot tables enable analysis and comparison of data according
to various criteria. It is also possible to create large number of reports that are different
by their structure and the value of the parameters.

Created user interface provided, through OLAP system, a detailed analysis of
students' success per selected subject, measures and comparisons of success per
term and year of studies, which enables an adequate analysis of all educational
processes and comparison of success with all the educational systems in the
environment. Information got by the process analysis of the School is a base for an
efficient work of the management of the School.

For successful management of educational processes of high education
institutions in the conditions of fast development of advanced information and
communication technologies, we suggest using business intelligence tools. In this
way by application of OLAP system technologies, through business intelligence
one can provide taking the corrective measures in case of deviation from set goals,
which enables the decision-makers to have an optimal control of all educational
processes in all scientific areas and it is applicable in all educational institutions.
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Combining of various business intelligence techniques, OLAP cube,
development of Data Mining methods, and usage of data from the external and
internal sources as well as expert knowledge contributed to improvement of
performances of all components of business intelligence system showed in this
paper, which had as and ultimate goal to increase the efficiency and effectiveness
of educational processes as a whole.

The applied models of business intelligence and OLAP technologies provided faster,
more precise and flexible reporting, which enables fast and quality decision-making of all
interested decision-makers. Optimized ILTP systems, applied for business analysis of
operations of higher education institution, enabled the decision-making process to be
shorter, better and more rational. Application of business intelligence, OLAP technology
contributed to understanding the necessity of using knowledge, as the most important
resource for fast and efficient decision-making in the process of successful business
systems’ management. We believe that, very soon, business intelligence and OLAP
technologies will find their wider application in our region.
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ABSTRACT

Lean is a process-focused management concept that seeks to increase customer’s
value by reducing waste and continuously improving processes. Majority of
enterprises, when implementing Lean concept, puts emphasis on tools and methods,
although a full commitment of employees to continuous process improvement is crucial
for the successful operation of Lean enterprises. This is accomplished through a
special management style - Lean leadership, so we can say that leadership is a key
success factor for accelerating the adoption of Lean concept and the missing link
between theoretical solutions and its application in practice.

This paper suggests that enterprises implementing Lean should focus on the
leadership behaviors that are crucial for Lean to progress beyond the standard
limitations, and have a significant impact on business of enterprises and the whole
industry. The paper is based on a systematic literature review that examines how the
application of Lean leadership contributes to the creation of value in the organizational
processes and achieving operational excellence. The starting point is defining concepts
and key features of Lean and Lean leadership, given by the prominent authors. The next
step is clarifying the basic principles of Lean leadership, the main objectives of its
application and possibilities for further improvement. Further, we have discussed the
relationship between traditional and Lean leadership, as well as the process of
knowledge management in Lean enterprises. Finally, the aim of the paper is to attempt to
offer some original consideration to what Lean leadership is and why it is important for
management and business. By doing so, the authors hope to bring more clarity to the
subject of Lean leadership, which will be beneficial for people studying Lean, as well as
for Lean practitioners and the body of academic knowledge.
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INTRODUCTION

Lean is a philosophy derived mostly from the Toyota Production System
(TPS), and has two fundamental elements - process improvement by removing
waste in order to maximize value for customers, and a commitment to respecting
and developing people in order to create a culture of continuous improvement. The
main purpose of Lean manufacturing is to increase productivity, improve product
quality and manufacturing cycle time, reduce inventory, reduce lead-time and
eliminate manufacturing waste.

Today, there are already many organizations trying to implement Lean philosophy
in everyday business. This paper suggests that the enterprises implementing Lean
should not be overwhelmed with the toolbox of Lean tools and techniques, but should
focus on the leadership behaviors that are crucial for Lean to progress beyond the
standard limitations, and have a significant impact on company business and the whole
industry. Lean is much more than just techniques; it is a way of thinking which
involves everyone in a culture of continuous improvement. It is a human system,
customer focused and customer driven approach, where the employee are the
customers of their upstream colleagues (Liker, 2004, pp. xi).

The most contemporary organizations are managed and led by thoughtful,
hardworking people who want success of their enterprises, but problem lies in
finding leadership system that will make this possible. Leadership, nowadays, is
the well-known and often discussed process of influence exerted by one person,
accepted and followed by all, over the other factors (human resource) that he works
with, in order to reach the organizational goals (Vicar, Miricescu, 2013, pp. 430).
Leadership is the critical success factor for accelerating the adoption of Lean in the
organizations. Bearing in mind a growing interest in the importance of Lean
leadership, this paper attempts to offer some original consideration to what Lean
leadership is and why it is so important in management and business.

LEADERSHIP - THE CONCEPT AND FEATURES

Any group of people, that wants to work together and achieve a shared
objective, need to march in the same direction. People need to know where the
enterprise is going and what they are supposed to do to contribute in reaching
enterprise goals. Leadership is the process by which leader sets goals or direction
for that group of people and motivate them to act with competence and
commitment in achieving goals. Leadership is one of the defining elements of
successful enterprises and it is linked to the leader's personality, his ability to
influence, to generate interest, expectations and emotions, and his ability to arouse
the interest of employees. This involves creating the vision, setting goals,
determining the values and principles of action.
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Leadership is actually an observable set of skills and abilities that are
accessible to any person, at any level, in any organization. With this in mind, the
term leader is used to describe anyone with the ability to influence the work of
others (Kouzes, Posner, 2007). Burns (1978) saw the leadership in relationships
and developed the concepts of the transactional and transformational leadership.
He described the transactional leadership as a relationship between leader and
follower where they exchange values, and the transformational leadership as an
engagement between leader and follower based on an increased level of motivation
and morality. Glynn, Delordy (2010, pp. 122-125) have summarized different
theories of the leadership. They began with the trait or great-man theories, which
claim that leaders were born, not made. These are followed by behavioral theories,
in which leaders have certain properties and features. In contingency theories,
leadership is treated as a change process, and leaders are adjusting to different
situations becoming a catalyst of change. The most current leadership theories are
based on behavioral and contingency theories.

The definitions of the leadership can also be organized into five approaches.
Yukl (2010) defines them as a trait, behavior, power-influence, situation and
integrative. The each approach has its merits and contributes to the application and
practice of leadership. The trait approach assumes that great leaders are born, not
made and determines which personality traits were important for effective
leadership. Traits that are common for most of leaders are intelligence, self-
confidence, determination, integrity, and sociability (Northouse, 2013). In behavior
approach, the focus is on behaviors that individuals demonstrate, not on innate
characteristics of the individual (Yukl, 2010). This approach attempts to map
leader’s behaviors to their effect on subordinate satisfaction and performance
(Bass, 2008). The power-influence approach examines the influence process
between a leader and the group members. The essence of leadership is the realm of
power, the capacity to influence (Bass, 2008), and sources of power are reward,
coercive, legitimate (position-based), and expert and referent (person-based). In the
situation approach, the leader’s effectiveness is dependent on the situation, in
particular of competency and commitment of subordinate workers (Yukl, 2010). At
the end, integrative approach involves more than one of the above approaches
(Yukl, 2010). Despite the difference in perspectives, Northouse (2013) identified
some common elements of leadership, which all approaches share: 1. it is a
process; 2. it occurs in a group; 3. it involves influencing; and 4. it is concerned
with goal attainment.

The role of the leader is to articulate a common vision and then marshal
management and organizational resources to build the necessary systems and
structures to insure the smooth accomplishment of the mission (Shim,Steers, 2012).
A good leader must be a good communicator who cares about his employees and
an expert in his field, a good strategist who thinks ahead and a promoter of change,
because change is vital for future success. By the continuous adaptation to market
changes, a leader helps his organization to continue to grow and thus become more
competitive, by employees whom they have available. He must encourage
employees to come up with new ideas to involve them in planning and
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implementing change and such change will not be only accepted, but also
implemented by the team (Vacar, Miricescu, 2013, pp. 431). For this reason, some
theorists suggest that the essence of leadership is the leadership of change (Yukl,
2010). The leadership of change is important for Lean philosophy because the
adoption of Lean practices is fundamentally about managing an organization-wide
change.

NEED FOR A LEAN LEADERSHIP

Lean leadership is the missing link between theoretical solutions and
application in practice. It can also be considered as the missing link between the
toolbox Lean and continuously improving organizations (Mann, 2009, pp. 16).
Developed as a production system, eliminating wastes in the Toyota’s plants in the
1960’s, Lean is evolving into a management approach that improves all the
processes at each level of an organization. Many eminent authors have studied this
phenomenon, but a unique and generally accepted definition of Lean leadership has
not been adopted yet.

The crucial element in transforming an organization from traditional to Lean is
leadership.The contemporary researchers argue that the lack of understanding
which leadership style is preferred is a problem for management in implementation
of Lean practices. In Lean management, the people bring the system to life:
working, communicating, resolving issues, and growing together. Lean leadership
goes well beyond by encouraging, supporting and demanding employee
involvement. Lean leadership requires committed management, proper training,
and culture of continuous improvement in the enterprise. Continuous improvement
literally means making things better every day, sometimes by taking big steps and
more often by taking small steps.

The key factor for the success of Lean enterprises are employees (Liker,
Meier, 2007, xvii), and their biggest challenge the change in behavior and mindset
of employees and leaders (Mann, 2009, pp. 17). The essence of Lean can be
described with Liker's 4P model: philosophy, process, people and partner problem
solving (Liker, 2004, pp. 6).
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Problem
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(continuous
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learning)
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(respect, challenge and growing trust)
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(waste elimination)
Philosophy
(lfong-term thinking)

Figure 1: 4P model of the Toyota Way

Source: Liker, 2004, pp. 6 (adapted)

According to the 4P model, Lean philosophy and long-term thinking are an
inextricable part of Lean leadership, indicating a need for constant and sustainable
development of employees and leaders. Lean leadership is a precondition to
continuous process improvement, so its task is to create an environment in which
waste will be eliminated, and the great value for consumers will be made. Respect
for people, that is encouraging participation and improving knowledge of
employees, is one of the main foundations for Lean leadership. Finally, Lean
leaders should have the expertise in learning and coaching problem solving.

Most enterprises have focused on the process and elimination of waste by
using Lean methods and techniques, completely ignoring the other three elements
of Lean. Their goal was to improve constantly every process, every day, in order to
achieve continuous process improvement, which is impossible without motivated
and dedicated employees. For the Lean, the core of empowerment is workers
participation in Kaizen — the ability to participate in decision-making and problem
solving. In the past, management instructed the workers in their improvement
actions. Now, operative employees have to point out improvement possibilities,
too. Therefore, leadership needs more employee participation and employees need
basic knowledge about the Lean production systems (Dombrowski, Mielke, 2013,
pp. 570).

For a Lean initiative to succeed in an entire enterprise, leaders at three

organizational levels must play complementary roles and be closely related.
Effective Lean leadership comes from both, the top and lower in organization, but
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senior leaders play a central role in Lean management. Their contributions are
essential in (Mann, 2009, pp. 16):

¢ Developing and implementing structures and processes that anticipate and
respond to the difficulties of a Lean initiative that crosses internal
boundaries;

e Transforming commitments to change into actual change, supporting and
sustaining new behaviors and practices;

e Increasing the odds that process improvements survive the transition from
project mode to the ongoing process;

¢ Establishing and maintaining new, process-focused measures alongside
conventional measures of results;

e Creating conditions in which a sustainable Lean culture of continuous
improvement can develop.

Successful sustained Lean conversions often involve changes in culture.
Proper use of Lean is to create a Lean management system to fit the environment
and culture, rather than forcing the environment and culture to fit a Lean
management system. Therefore, it follows that success in Lean implies a change in
what leaders reinforce - a change in leadership behaviors and practices. The failure
of most Lean initiatives can be pinned on a failure to change leadership practices
(Mann, 2009, pp. 17). Lean success requires a change in mindset and behavior
among leadership, and then gradually throughout the organization. Throughout the
continual effort to decrease inefficiency, the Lean leader strives to create a more
efficient organization.

PRINCIPLES OF LEAN LEADERSHIP

Lean leadership is a methodical system for the sustainable implementation and
continuous improvement. It describes the cooperation of employees and leaders in
their mutual striving for perfection. This includes the customer focus of all
processes, as well as the long-term development of employees and leaders
(Dombrowski, Mielke, 2013, pp. 570). Although there is no consistency among
authors about defining Lean leadership, the majority agrees about five of basic
principles inherent to this concept.
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Figure 2: The five principles of Lean leadership
Source: Dombrowski, Mielke, 2013, pp. 570.

Improvement culture contains all the attitudes and behaviors that result in
continuous striving for perfection in the enterprise. Perfection is most often
described as a state with zero waste, zero inventory, zero defects and losses of any
kind. A distinct feature of improvement culture is observing current problems as a
chance for learning and future advancement. The goal is to discover the root cause
of failure and make an effort it does not happen again, not to find the culprit for the
failure. Operational workers have the best insight into the weaknesses and
shortcomings of the process, but they need management support in order to
implement improvements in all processes and at all levels. Continuous
improvements essentially do not function without formal rules and regulations and
the active role of leaders in improvement activities. Lean leaders need to hear the
ideas of employees and help them to carry out those ideas in practice.

The self-development is an important principle of Lean leadership, since some
attributes depend on the leader’s personality, but others have to be learned and
developed (Liker, Convis, 2012, pp. 47). Transformation into Lean leadership
requires new knowledge and leadership skills, and both leaders and workers are
guided by a sensei, who is a kind of teacher or mentor. Sensei uses short learning
cycles based on Deming cycle (Plan-Do-Check-Act) to achieve self-development.

Qualification of employees is a crucial task of Lean leaders, because in this way
workers can actively participate in the continuous improvement. As Liker, Convis
(2012, pp. 228) impose, continuous development of processes must go along with a
continuous development of people. Developing skills and qualifications of employees
does not imply only conventional education using courses and trainings, but also the
everyday training through the problem solving in a specific workplace. That is the
famous Toyota kata method, presenting particular behavior routines, habits or patterns
of thinking and conducting oneself, that are practiced over and over every day (Rother,
2010, pp. xvi). Toyota Kata is a structured way to create a culture of continuous
learning and improvement at all levels.
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Gemba is a Japanese word that signifies an actual place, ie workshop or a place
where value is added. It is also known as go-to-Gemba or genchi genbutsu. According
to the Gemba principle, Lean leaders should go to the workshop frequently, in order to
truly understand the processes and to make the right decisions. They need to spend a
couple hours observing processes, until they realize, from the first hand, critical points
and opportunities for improvement. With this approach, the Lean leaders can identify
the root cause of a failure without being misled by inaccurate data collection or
interpretation (Liker, Convis, 2012, pp. 35). They should even get their hands dirty by
working on process improvement. Doing so, Lean leaders will have an insight into the
importance of operational workers and appreciate more their contribution to the
enterprise success.

In order to implement these behaviors in their daily practice, Lean leaders
should follow the five golden Gemba rules:

o Go to Gemba first. Lean leaders should go to the place where the problem
occurrs.

e Check. Lean leaders should urgently analyze everything - products,
processes, people etc. until they find out the cause of the problem.

e Take temporary countermeasures. Find some countermeasures that will
satisfy the customer immediately and provide extra time for the next rule.

e Find the root cause. It is very important to identify the root cause of the
problem. Otherwise, the solution will not have long-term effectiveness.

e Standardize. After finding the root cause, the permanent countermeasures can be
taken. The current process is being revised and new standard must be found.

Hoshin Kanri or target management is the fifth principle of Lean leadership
and it implies that is necessary to have a superior system, which directs individual
activities on the path to continuous improvement. It seeks to improvement
activities do not have opposite directions and to contribute the big-picture strategic
goal. Hoshin Kanri is the process of setting goals and targets and, most important,
the concrete plans for reaching those targets. It’s another example of personal
leadership being guided by institutional leadership (Liker, Convis, 2012, pp. 148).
Hoshin Kanriis a leadership development tool, not just a tool for achieving
business objectives. As leaders develop and follow good problem-solving
processes, achieving the business objectives will come more naturally (Liker,
Convis, 2012, pp. 249).

The above principles are developed into practical behaviors that can be
demonstrated, understood and replicated using rapid learning techniques, with
particular focus on team leadership.
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CHARACTERISTICS OF LEAN LEADERS

Lean management is surprisingly different from the conventional leadership
practices. The next table shows some essential differences between the traditional

and Lean leadership.

Traditional Leadership

Lean Leadership

Short-term financial results focus
Get the product out (push)

Local optimization

Standards limit creativity

Hide the problem

We can’t afford to stop the process
Leader is a boss

Go to the charts and graphs (count the
number of mistakes)

Who?
Quick to plan, slow to act
Experts & specialists solve problems

Position establishes (or seems to) authority
to make decisions

Long-term philosophy

Customer Driven (flow & pull)

Owerall system optimization (by reducing waste)
Standards enable continuous improvement
Make the problem visible

Stop and fix the problem

Leader is a teacher

Go see at the workplace

Why?
Slow to plan, quick to act
Everybody solves problems at the right level

Position establishes responsibility to get
decisions made

Figure 3: Traditional leadership - Lean leadership comparison
Source: http://www.leanvs.com/lean-coaching.htm

In addition, we can say that traditional leader is proud and quickly achieves
objectives through the people. Unlike him, the Lean leader is humble and patiently
develops people throughout the process improvement. Furthermore, as Figure 4
underlines, the main difference lies at the interface, the interaction, between manager
and subordinate (Rother, 2010, pp. 225). Some authors talk about the empowering
leader, which is a leader, that actually does not lead, but supports and helps teams and
people to learn and lead themselves. The traditional leader gives clear orders, well-
defined tasks and seemingly tight control from top to bottom. Quite the opposite, the
empowering leader is a developer of people, teams and the organizational structures
that support them.

[_Traditional Leadership |

Who is doing
what by when?2/o

[Toyota-Style Leadership |

Goals, targets, outcome metrics

outcome metrics ?Q\ Mentor/Mentee dialogue
with overlap of
1 % responsibility

Goals, targets,

»0

o0 Target conditions

£3 and PDCA

§_§ T / I Go and See, “Show me”

&5 % The % 1 obstacle at a time
difference 1 step at a time

is here Rapid cycles

Leading with
questions

1-page document/A3

»0
»0

Figure 4: Lean leadership

Source: Rother, 2010, pp. 225.
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It takes a deep commitment and usually about 10 years of time to become a
true Lean Leader. Key factors for achieving this are patience, a focus on long-term
rather than short-term results, reinvestment in people, product, and plant, and an
unforgiving commitment to quality.

We know that Lean leaders must possess the general characteristics and skills of
effective leaders, such as creating a vision, knowing what drives the people they lead,
active listening, empathetic questioning, helping people to satisfy their needs, etc.
Apart from that, Liker and Convis (2012, pp. 35) indicate five core values of a Lean
leadership. These values are having the spirit of challenge, having a continuous
improvement mind, going to where the work happens, embracing teamwork, and
having respect for the people. Lean leader takes responsibility for other people
reaching their objectives. He encourages engaging people through their contribution to
team performances and strongly believes in developing individuals through team
problem solving. Lean leader has exceptional relationship-building skills and he
focuses on building the trust. Lean leaders are also advocates of change.

Lean leaders, like all other leaders anywhere, want to see measurable results.
However, they know that the financial result is a result of quality of processes and
people. Jon Miller suggests using the PROFITS acronym, to describe some of the
essential qualities of Lean leader that result in profits (Seven Essential Qualities of
a Lean Leader, retrieved from:

http://www.Gembapantarei.com/2009/10/seven_essential_qualities_of a_lean_lead
er.html, June 18th, 2014).

P is for Perspective. The Lean leaders should hold a long-term perspective and
guide their organization to make the best decisions over the long period. The depth of
perspective requires the leader to be curious enough to go see, listen, connect with
people and learn about the work in details. A lean leader sees beyond own horizon, is
aware of the larger impact of actions, and thinks in terms of total costs.

R is for Responsibility. Many leaders have exhibited a high degree of personal
responsibility to gain their position. The further an organization moves from
interacting directly with customers, the weaker the sense of responsibility is (eg
government bureaucracy, internal customer relationships, and financial service
organizations). Therefore, Lean leaders need the quality of strong responsibility in
order to earn lasting results and respect.

O is for Openness. Leaders must be open to change, especially to new ideas.
Lean leader needs to constantly challenge ideas and assumptions, particularly his
own. Taiichi Ohno said that even sages are wrong half of the time, but leaders are
no sages, and need to be open to being wrong so they can mend their ways. With
proper perspective and responsibility, openness should gain a sense of urgency.

F is for Flexibility. A Lean leader must be a skilled two-way communicator,
able to adjust quickly to differences in styles. At best, communication style to
accommodate the leader is only as effective as leader's style. Flexibility for a Lean
leader is the ability to accommodate differences in style, communication, and
circumstance without reverting to type and defining the problem as it fits their
favored personal solution.


http://www.gembapantarei.com/2009/10/seven_essential_qualities_of_a_lean_leader.html
http://www.gembapantarei.com/2009/10/seven_essential_qualities_of_a_lean_leader.html
http://www.gembapantarei.com/2009/10/seven_essential_qualities_of_a_lean_leader.html
http://www.gembapantarei.com/2009/10/seven_essential_qualities_of_a_lean_leader.html
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I is for Inertia. Inertia usually means "a tendency to remain inactive"”, but that
is not the Lean leader's definition. Technically, inertia is the tendency of a body to
maintain its state, speed and direction, unless acted upon by an external force. The
essential quality of a Lean leader is steadiness, confidence, persistence, constancy,
sticking to the principles and process, unless a sufficient external learning
influences him to change his ways. Leader should have more of inertia.

T is for Teamwork. An effective Lean leader must be willing to identify,
influence and be influenced by the needs of his team. A Lean leader effectively
links one's own goals with the goals of the group, removes barriers to enable
teamwork, and identifies strongly with the team. It is all about the people, since
that is what leaders lead. A combination of flexibility, a strong sense of purpose
and the ability to work through people will enable the leader's vision.

S is for Self-knowledge. Self-knowledge is an important category of learning.
Before leader takes control of the organization and leads the team effectively, he needs
to get knowledge. Knowledge by itself will not transform or lead to anything, unless it
is properly directed and focused by the prism of effective leadership. The ability to
learn constantly and to accept challenges is the mark of a true Lean leader.

A leader who possesses these seven essential qualities will guide his organization
and his employees towards profits. Of the hundreds of leadership development models
that exist, the Five Practices of Exemplary Leadership stands out as a proven approach
to shaping organizational cultures aligned with the guiding principles of Lean
management. This model is used by over three million people in thousands of
organizations around the globe for developing individual leadership abilities and
building effective teams (Integris Performance Advisors, 2013, pp. 7):

¢ Model the way. Leaders live their values and lead with respect by establishing
principles concerning the way people should be treated.. They create standards
of excellence and set an example for others to follow. They unravel bureaucracy
when it impedes action, and they create opportunities for victory.

o Inspire a shared vision. Leaders believe they can make a difference. They
envision the future, creating an ideal and unique image of what the organization
can become. Leaders enlist others in their dreams. They breathe life into their
visions and get people to see exciting possibilities for the future.

¢ Challenge the process. Leaders search for opportunities to change the status
guo. They use Lean thinking to look for innovative ways to improve the
organization. They experiment, take risks, and accept mistakes as learning
opportunities.

e Enable others to act. Leaders foster collaboration. They actively involve
others, and strive to create an atmosphere of trust and respect. They
strengthen others, making each person feel capable and powerful.

¢ Encourage the heart. Accomplishing extraordinary things in is hard work. To
keep hope and determination alive, leaders recognize contributions that
individuals make. In every winning team, the members need to share in the
rewards of their efforts, so leaders celebrate accomplishments. They make
people feel like heroes.
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LEAN LEADERSHIP IMPLEMENTATION

Lean is more than just a kit of tools to improve the flow and quality; it is a
business philosophy, which mainly refers to the appropriate leadership style and
commitment of all management levels. The only way that Lean becomes a
philosophy, rather than a tools-based improvement program, is for Lean leaders at
all levels to encourage commitment throughout the whole organization to achieve
the goals. By creating a philosophy of Lean leadership, more and more
organizations are able to identify problems quicker, design solutions accurately and
implement them at a rapid pace.

Successful Lean implementations require Lean leaders. Although many
leadership teams know what Lean is, most do not know how to coach, guide, and
sustain it. To transform into a Lean organization, an enterprise needs three types of
leaders (Womack, Jones, 1996):

e someone who is committed to the business in a long run and can be the
anchor who will provide stability and continuity - an experienced worker
with long history in the company

e someone with deep knowledge about Lean techniques - Lean specialist

e someone who can be the champion/leader and fight against the
organizational barriers arose as a result of the dramatic change in the
organizational operations.

While the basic principles of Lean are the same in any organization, each
implementation is unique. Different organizational factors such as human resource
practices, management style, organizational strategic vision, organizational culture,
external partnerships have importance in the Lean implementation process. Among
numerous variables, management support plays an important role. Top
management should not only demonstrate commitment and leadership, but it must
also work to create interest in the implementation and communicate the change to
everyone within the organization. Lean initiatives are likely to fail, without
committing leadership who understands Lean principles, and believes it will
deliver benefits to an enterprise. Lacking an implementation plan is also an
important reason for Lean implementation failures. Therefore, an imperative task
of leaders is to come up with a Lean implementation plan with clarity and purpose.

Lean leaders must understand the work in detail and know how to involve
employees. If the top of the organization is not driving the Lean transformation, it
will not happen. Therefore, enterprises struggling with implementing Lean, should
analyze their leadership styles. They need to search for transformational leaders or
to train their leaders to become transformational, because transformational leaders
are most successful in implementing Lean practices. The dramatic transformation
from traditional to Lean requires transformational leadership at all levels, from
office to shop floor, to the executive suite, if the metamorphosis is to survive in the
market.
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Lean leadership helps in reducing costs and increasing the level of trust based
on relationships with customers and employees. Employee involvement is one of
the essential elements of a Lean implementation effort. When employees feel
involved, they are more susceptible to changing their behavior. Leaders must
realize their importance and agree that employee empowerment and involvement in
Lean implantation is a crucial factor for business success. Seeing employees as
capable and valuable for the organization is required if leaders want them actively
participating in Lean implementation. Employees will only contribute to the Lean
goals if believing these goals are aligned with their own individual interests. If
some people have unfulfilled needs for self-expression and personal achievement,
they would not be motivated to participate in Lean implementation programs.
Obviously, personal needs can have a large impact over the attitude and behavior
of employees towards Lean improvement activities.

It is often considered that an effective Lean leadership style involves coaching
and leadership behavior that fosters participation and employee empowerment
within certain boundaries. These are the responsibilities of the leaders and
managers in Lean organizations. Study (Tracey, Flinchbaugh, 2006, pp. 50)
surveying 226 managers and employees, indicated that five key variables that
predict successful Lean transformation are:

¢ development of teams as a supporting structure of Lean

e calculation and communication of metrics

e communication among organization members, particularly across
organizational barriers

e communication to employees regarding their specific role in Lean
transformations

¢ acknowledgement and celebration of successes toward Lean transformation.

A successful Lean implementation requires dramatic changes at all
organizational levels and departments involving work organization and culture. If
the company wants to change the culture, it must develop true Lean leaders who
can reinforce and lead the cultural change. The best way to do this, is through
actions to improve the company’s core value streams, supported by committed
leaders who reinforce culture change (Liker, 2004, pp. 305). Culture is both a result
and enabler for sustainable and successful Lean operations. It is a role model,
which guides the employees through the organizational change towards the values
of Lean thinking. Changes of mindset give people an aim in their working life, and
have the potential to change attitudes, so that the employees begin to think
differently, and are more willing to contribute to company’s improvement
initiatives. Motivation and creating a working environment that allows employees
to develop their abilities, is the key for achieving the best condition for
implementing Lean. The transition from decision making to being a coach for the
employees is the lesson that enterprises need to master in their attempt to adopt the
Lean approach.

For many leaders is surprisingly difficult to implement a Lean system. The
leader’s focus should be on teamwork in sharing values of Lean principles. The
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core values of Lean enterprise should be known and lived with both, employees
and leaders, in order to improvement culture be successful. In this regard, Lean
leaders should be a role model for their team members. Leaders also need to praise
team members for a job well done, and show appreciation for people’s
contributions. They should listen to diverse points of view, empower people to act,
and support the decisions others make. Besides developing their team members,
Lean leaders need to communicate their targets. Communication of Lean results
involves the people and keeps them motivated. Leaders talk about the big picture
which company wants to accomplish, and inspire others to share that vision. In
essence, Lean leaders influence their followers by words or actions.

As stated above, one of the key challenges faced by enterprises in Lean
implementation appeared to be the communication of the vision and values of Lean
thinking to all employees. Lean leaders recognize that communication is a two-way
process, encourage a diversity of opinions and see errors as opportunities for
learning. When investigating problems, Lean leaders tackle the process, not the
people. They lead effective root cause analysis and foster a deep understanding of
the problems. Lean leaders deem that it is acceptable to make mistakes as long as
employees learn from those mistakes. They recognize individual and team efforts
and achievements and use integrity, knowledge, openness and honesty as guide in
leadership practice. Finally, the primary task of managers and leaders in
implementation of Lean leadership is increasing the improvement capability of
people. That has to be made in way that enterprises develop people’s knowledge
and qualifications.

LEAN LEADERSHIP | KNOWLEDGE MANAGEMENT

Davenport and Prusak define knowledge as a fluid mixture of framed
experience, values, contextual information, and expert insight that provides a
framework for evaluating and incorporating new experiences and information. It
originates and is applied in the minds of knowers (1998, pp. 5). Communication is
the main method for sharing knowledge and making people understand, which is
included as one of the essential factors of Lean. For structuring and organizing the
knowledge of employees, it is important to implement knowledge management.
Knowledge management is all about continuously creating new knowledge,
disseminating it widely through the enterprise, and embodying it quickly in new
products, services, technologies and systems. Therefore, knowledge management is
a process that creates, disseminates and embodies knowledge.

The role of leaders in success of knowledge management implementation is
very important, if not crucial. Lean leadership acts together with knowledge
management initiatives to ensure that employees’ knowledge can be transmitted to
others. Lean leaders think horizontally, in the direction that value flows through the
organization, and create strong horizontal focus by assigning a responsible person
to manage product flows. At the same time, they create strong functions that focus
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on knowledge capture and career paths. Knowledge management raises the level of
operation with the help of Lean philosophy. While Lean emphasizes teamwork,
eliminates waste, optimizes values and minimizes the time flow, knowledge
management suggests all this through the organization and presentation of
knowledge in a way that recognizes that it is possible to learn without repeating
mistakes from the past. Knowledge management helps the organization to
understand what intellectual potential it possesses, and Lean leadership to use this
potential most effectively. The main advantage of applying knowledge
management in Lean is the reduction of time, reduction of losses, increase in
output and initiating innovations based on the experience and knowledge.

Lean advocates the importance of leader, but claims that a leaders' most
important duty is to teach others. Training, teaching and educating are essential for
every organization that wants to become Lean. In a Lean environment, training is
pivotal in order to develop a workforce, which is capable of shouldering the
increased responsibilities, to develop multi-skilled workers, and to create an
environment in which workers have the skills and ability to push for continuous
improvement (Puvanasvaran et al., 2009, pp. 132). Being an effective leader
requires a willingness to learn. The goal of learning is to provide positive impact
and outcomes, as a result of effective adaptation to environmental changes and
improved efficiency in the learning process. Adaptation includes appropriate
actions in response to technological changes and learning from other organizations
achieved the best practices in the industry. Organizational culture facilitates the
integration of individual learning by influencing the organizations’ ability to learn,
share information and make decisions. In a traditional hierarchical organization,
position establishes authority to make decisions, but in a Lean organization,
position only establishes responsibility to get decisions made. The leaders need to
be fully committed to Lean implementation, to view the problems that enterprise
faces as opportunities, and to turn every challenge into a learning experience.

Leaders within the organization must know and understand how to work and
live the Lean philosophy and tech it to others. Lean leaders do not bring solutions
to organizational problems, just the opposite; leaders give employees a challenge
and an opportunity to learn by making small-scale mistakes along the way.
Experienced and knowledgeable leaders lead and mentor, but also empower
employees to solve problems by themselves. Lean leadership provides the
templates and practices that enable leaders to learn, and then look for, ask about,
and reinforce the leadership behaviors that sustain the gains. Lean leaders
thoroughly understand the everyday operative work, live the enterprise philosophy,
and teach it to employees. Leader’s willingness to seek input, listen carefully and
learn continuously creates an environment where employees feel respected and
motivated.

Lean leadership has evolved as a concept over time. The interest in continuous
improvement led on to the occurrence of a learning organization. A learning
organization is one that actively seeks to acquire knowledge and changes behavior
because of the newly acquired knowledge. Likewise, organizational learning is a
process of improving actions through better knowledge and understanding, where
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experimenting, learning new things and reflecting on new knowledge are the norms. A
learning organization is involving the opportunity of developing knowledge about
employees, suppliers, customers, and competitors. To convert an organization into a
Lean learning organization, the right combination of a long-term philosophy,
processes, people, and problem solving is needed (Liker, 2004, pp. 3).

The organization must develop a learning culture, which should never stop (Liker,
Meirer, 2007, pp. 288). The culture of continuous learning is a great benefit for Lean
enterprises that opens a new potential for future improvements and, in this way,
achieving sustainability in a long run. It is obviously that leaders must create a learning
culture and be well connected to the external environment, in order to learn
continuously. In learning organization, people continually expand their capacity to
create results they truly desire. The new and expansive patterns of thinking are
nurtured, the collective aspiration is set free, and people are continually learning how to
work together. Enterprises need to build improvement experts and group leaders who
believe in Lean philosophy and have the desire to spread it throughout the organization
over time, to transform into a real Lean learning organization. This involves allowing
leaders to observe the work directly, so they can learn from the processes themselves.
Once a leader understands the work, it becomes easier for him to teach it to others.
Thus, the organization has the opportunity to learn more about itself and continually
improve. Essentially, the true Lean leadership is about fostering a continuous learning
environment for their team members.
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CONCLUSION

Lean is a process-focused management concept that seeks to increase
customer’s value by reducing waste and continuously improving processes. This is
accomplished through a Lean leadership, as the key success factor for the Lean
implementation and the missing link between theoretical solutions and its
application in practice. In this regard, this paper suggested that enterprises
implementing Lean should focus their efforts and resources on finding the
appropriate leadership style and behaviors, as a precondition for successful
business operations and achieving operational excellence.

Lean leaders must possess the general characteristics and skills of effective
leaders, such as creating a vision, knowing what drives the people they lead, active
listening, empathetic questioning, helping people to satisfy their needs, etc.
Besides, seven essential qualities of a Lean leader can be described using the
PROFITS acronym as Perspective, Responsibility, Openness, Flexibility, Inertia,
Teamwork and Self-knowledge. Lean leader’s role is to create the long-term goals
and shape an organizational culture, to learn and teach continuously on a road to
continuous improvement. Lean leaders must learn and practice the power of
understanding the human aspect of Lean and the significance of emploees’
engagement. Lean leadership is actually encouraging, supporting and demanding
employee involvement. The true Lean leaders nurture the growth of their
employees, bring out their best and inspire support for the organizational goals.
Motivation and creating a working environment that allows employees to develop
their abilities, is the key for business success of Lean enterprises.

The five principles of Lean leadership, namely improvement culture, self-
development, qualification of employees, Gemba and Hoshin Kanri, describe the
cooperation of employees and leaders in their mutual striving for perfection.
Instead of direct leadership, the Lean leader supports and helps employees to learn
and lead themselves. He is a developer of people and teams and has the exceptional
relationship-building skills, focusing on building the trust.

Finally, Lean advocates the importance of leader, but claims that a leaders'
most important duty is to teach others. Lean leadership acts together with
knowledge management initiatives to ensure that employees’ knowledge can be
transmitted to others. The true Lean leadership is about fostering a continuous
learning environment for their employees. Thus, the great Lean leaders are at the
same time the great Lean educators.


http://www.gembapantarei.com/2009/10/seven_essential_qualities_of_a_lean_leader.html
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ABSTRACT

Standardization usually represents the way of finding the middle between
similar or opposing ideas and their merging into one overall idea. It is a specific
instrument for the techno-economic self-regulation of business entities. It applies
equally to all participants in the national, regional or global economy, and as such
serves the creation of a "public good"”, embodied in documents called standards.
Standards are specific "technical language" that meets a number of important
functions, such as: enabling interoperability and compatibility; providing a
minimum level of product quality; reduction of diversity; impetus to innovation
development and technology exchange; providing information, as well as
overcoming cultural and language barriers. Standardization and standards from
an economic point of view can produce externalities, or unexpected external
(positive or negative) economic effects to a third party. From the standpoint of
positive effects, it is of interest to explore the assessment of the economic effects
and the impact which standardization and standards have on the microeconomic
level (the business system level), as well as the macroeconomic level (the national,
regional and global level). Therefore, in this paper we focus on a methodology for
assessing the economic effects of standards on a micro level which is based on an
analytical approach of the value chain as well as at the macro level which is based
on the production and economic function. In conclusion, it is stated how the
policies in the development of standardization and standards adoption can
contribute to the prosperity at the national level.
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INTRODUCTION

Standardization usually represents the way of finding the middle between
similar or opposing ideas and their merging into one overall idea.

Standardization can be defined as “an activity for establishing terms for a
general and repeated use in regards to real or potential problems, in the aim of
achieving an optimal level of planning within a given context” (Popovi¢, Zivkovié,
2011).

Standardization is the process of establishing and applying certain regulations
in the aim of coordinating and regulating activities in a given area, to the benefit
and with the participation of all interested parties, and especially in the aim of
realizing overall optimal savings, taking into consideration the functional aim and
the technical security demands (the definition of 1SO).

Standardization aims, as a rule, are one of the components of state politics and
include improvement and development in the area of product and service quality,
as well as rationalization of production and consumption.

Standardization can be understood as a specific instrument for techno-
economic self-regulation of business activities of companies, and it relates to all
the participants in the national, regional, that is, global economy, and as such
serves to create a “public good”, embodied in documents called standards.

A standard is a “publicly accessible document, established by consensus and
brought by an acknowledged body, which, for a general and repeated use,
determines the regulations, demands, features, directions, recommendations or
guidelines for activities or their results, in the purpose of achieving an optimal level
of organization in a certain area in regards to the existing or likely problems”
(ZOsS, 2009).

Standards mainly have a positive impact on most aspects of our lives, as they
secure the required characteristics of products and services. When products and
services are in accordance with our needs and expectations, this is something that is
implied and we are unaware of the significance and role of standards. However, if
standards ceased to exist, very quickly we would become aware of the deficiencies.
From the aspect of the contemporary consumer, products and services would be of
a bad quality, inadequate for our needs, and incompatible with the equipment we
already possess, or merely unreliable and hazardous.

Standards occur and develop as a result of accomplishments in science and
technology, as well as based on experience and good business practice in all areas.
By using standards in production and services, the efficiency and effectiveness of
all processes are increased, as well as the quality of services, and thus at the same
time the needs of the users of products and services are met and this in turn
contributes to the raising of the general level of satisfaction.
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Standardization as a rule starts and ends on the market, and the process takes
place in two different ways: market exclusion (where only one technology survives
in the market) and joint modification (where multiple technologies survive).

The diffusion of the current technologies, as well as the rapid emergence of
new ones, create a space for profit increase but also raises the degree of
technological uncertainty. Their combining reinforces market forces in the
founding of the standardization process, which also increases the benefits of
standardization (Cowan, 1991).

Thus, it is without doubt that standards and product standardizing produces
have positive external effects, as the beneficiaries of their being introducing are,
along with directly interested parties (such as proposers of standards, policy
creators and other interested users), other factors of the economy as well. Such
effects in economy are known as externalities.

Externalities (or overflowing effects) according to Samuelson and Nordhaus
(Samuelson, Nordhaus, 2000) appear when companies or individuals impose
benefits or expenses on other factors outside the market.

In the aim of a closer determining of externalities ensuing from a direct or
indirect impact of standards on the economy, numerous research has been
conducted which endeavoured to identify externalities — positive or negative
influences of standards on economic effects. Here you can emphasize scientific
papers (Swann, 2007, 2009, 2010).

METHODOLOGY FOR ESTABLISHING THE ECONOMIC
EFFECTS OF STANDARDIZATION

METHODOLOGY FOR ESTABLISHING THE ECONOMIC
EFFECTS OF THE IMPACT OF STANDARDS ON THE MICRO
LEVEL

In the aim of determining the economic effects on the micro level, that is, on
the level of an individual company which have ensued as a result of standard
effect, a methodology under the following name was developed: 1ISO Methodology
to assess the economic benefits of standards.

ISO Methodology secures a consistent framework of criteria, guidelines and
instruments for assessing economic benefits (externalities) of standards from the
perspective of individual organizations which are mainly companies (for example,
profit organizations), but it can also be applied on the analysis of externalities in
other types of organizations as well (for example, those the public sector).

The further text gives a short review of the key elements of methodology and
concepts on the steps which are applied in the process of assessing and the methods
for calculating externalities — the benefits from standards.
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ISO methodology helps to systematically assess the economic benefits from
standards, that is:

e to enable the participants from the private and public sectors to successfully
assess the economic and social impact of standards which are based on
voluntariness and consensus,

¢ to promote the awareness of the policy creators and business leaders of the
significance of standards and standardization.

The methodology focuses the issue of economic contribution in creating
corporative values due to bringing and applying standards. It includes international
standards, regional and national standards, as well as standards developed by other
organizations for developing standards, as well as the standards brought by
consortia if they are open for the participation of interested parties, while internal
(closed) standards of the company are excluded from this assessment.

The basic analytic approach of the methodology for determining the economic
benefit of standards on a micro level makes up a value chain.

A value chain consists of stages (stages 1, 2, 3...), which represent a series of
activities and which relate to creating a certain output in the form of products or
services (Figure 1). In each stage, the output from appropriate activities adds a
certain value. Stages can be organized within a company (then it is called “a
company value chain”) or they can be spread across different companies which
cooperate with each other, in a network supply chain (called a “supply chain” or an
“industry value chain”).

input output / input output / input output /input output

Stage 1 Stage 2 Stage 3 Stage 4

Figure 1: A simple value chain
Source: 1SO, 2013,1, pp. 14

The value line of a company represents a logical series of activities which are
carried out within a company in the aim of realizing a product or service. The
activities of a company are divided into a larger number of key business functions
(Figure 2), while a total of nine key business functions from A to | were identified.
Each of these functions is linked with a set of specific activities of value chains.
For example, the activities which relate to the production of components and
assembling final products are undertaken within the business function of
“Production/Operations”.

The business functions from E to | are called primary functions, while business
functions from A to D are called auxiliary functions. In principle, all products
which a company realizes are carried out through basic business functions. Some
of these functions can be very complex, when they consist of several stages, while
others can be simple, when they consist of only one activity. Auxiliary functions
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impact primary functions and help their execution. The value chain of a company
shown in Image 4 is generic, and it is realized from the company production model.
The value chain model can also be applied to other types of organizations (for
example, service companies or social institutions), but in that case adapting may be
necessary in order to reflect its specific type of activity in the right way.

G- OQutbound
Logistics

F - Production /
Operations

E - Inbound
Logistics

H - Marketing
& Sales

Figure 2: Value chain of a (production) company
Source: 1SO, 2013,1, pp. 15

The mentioned access to company value chains can be applied to an individual
company, but it can also be expanded to the industrial sector (backwards or
forwards in relation to the observed company), in which case the supplier as well
as the buyer network of the company is included. This is called the “value chain of
industry”. Figure 3 shows the application of the industry value chain on the
example of engineering for oil and gas production.

E IN SCOPE

]
1
L]
Exploration 2 Production Refining/ Manufacturing E Distribution Marketing

[ ] [ ]
E Transfer to refinery E Product development
| ]
Engineering H
[ ]
Component manufacturing E
[ ] [ ]
[ ] [ ]

Interface from exploration to production is assessed

Figure 3: Industrial value chain on the example of the oil and gas industries
Source: 1SO, 2013,1, pp. 16
An assessment of externalities — the economic effects are carried out in
accordance with the steps which are mentioned in the further text, as shown in
Figure 4.
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Measure
the impacts
of standards

Determine
the value drivers
and key operational
indicators

Understand
the value chain

Identify
the impact
of standards

- Clarify industry boundaries - Identifyimpacts deriving - Identify value drivers - Quantify the most relevant
- Analyse the company value from standards for the main  to focus the assessment standardsimpacts
chain business functions and on the most relevant « Calculate EBITimpact for
« Identify the most relevant the activities associated standards impacts each standard impact
business functions with these functions + Derive for each valuedriver  + Consolidate the results
- Select relevant indicators metrics (key performance and aggregate impacts
to identify major impacts indicators, KPIs) that can on the company level
of standards be translated in cost

orrevenue terms

Figure 4: Key steps in assessment of standard impact
Source: 1SO, 2013,1, pp. 23

Step 1: Understanding a value chain

The first step is to determine the value chain in an industry and locate the
company within the context of that value chain. The value chain of a company
should be understood in the sense of its key business processes which create an
additional value. A decision of key significance concerns the assessment of the
scale of the encompassed activity, that is, whether the assessment should cover the
entire company or it should be limited to one or more of certain business functions,
considering that this causes a certain adapting of the analysis. The decision
regarding the scale of encompassed activities depends on several factors, of which
the most significant are the following: the size and complexity of the company, the
available resources for project assessment, access to key information, as well as the
experience of the project team members of the assessment.

Step 2: Identifying the standard impact

This step consists of determining those business functions (activities) in a
company’s value chain in which standards have a significant role. Here there is an
intensive use of the existing documentation of the company in order to comprehend
the processes, business functions and the main activities included in every business
function. This step includes the consultation with company experts to determine
which standards (or groups of standards) are applied in the activities within the
chosen business functions. For an assessment of the impact, the so-called Standards
Impact Map is used (Figure 5), which identifies those areas in the value chain
where standards can carry out a significant role, and where the impact ensues from
the standards. The map shows the impacts on the main business functions in the
chain and linked activities.
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Figure 5: Map of standards impact, business activities and associated activities

Source: 1SO, 2013,3

For further explanation, Image 8, within the framework of the Standards
Impact Map (Figure 5), gives an excerpt as an example of the standards impact
only for one function (production/ operations).

Function

Production /
Operations

_ Activities
All activities

Impacts Description
Better internal information This section of the

transfer impact map
Better training of personnel contains
More efficient processing more detailed

Processing

More efficient assembly description of

Better quality of equipmentand | €ach
supplies of the possible

Quality assurance

Better quality management impacts

HSE (health,
safety and
environment)

Reduced disadvantages from
regulations

Better health /safety/
environmental compliance

Figure 6: Excerpt from the Standards Impact Map for business functions —
production/operations Source: 1SO, 2013,2, pp.18

Step 3: Analysis of value drivers and establishing operational indicators

This step analyses company value drivers (that is, drivers of company
competitiveness) and determine the operational indicators, which will then be
applied to assess the standards impact.
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Value drivers are key organizational possibilities which give the company a
competitive advantage. If some business activities are tightly linked with value
drivers, the impact of standards on creating values with this activity can be
significantly larger than with activities which are not closely linked with value
drivers. Thus, for assessing standards impact those activities which are linked with
value drivers should be chosen.

For example, if one of the company value drivers is “low-cost production”, it
is more likely that standards will be used in the production process which will
directly contribute to that ability, and thus have a greater impact. Similarly, if
another company value driver is at stake of an “innovative and superior product
quality”, the standards used in engineering and R&D which contributes to realize
this aim is more likely to have a bigger impact, and so on. In Image 9, the
intersection presents the area where standards contribute to key activities and
support value drivers (1ISO, 2014).

Areas of operations where
Business functions and value drivers exist
activities using standards

Figure 7: Intersection: standards generate larger benefits which support value
drivers

Source: 1SO, 2014, pp. 6

The value driver map in Table 1 has been derived from several study cases.
Table 1 gives the connection of business functions (activities) of the company with
value drivers.
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Table 1: Value driver map

Business functions

Value drivers

Primary activities/Primary business functions

All

Focused value chain coverage

All Continuous improvement
All Efficiency

All Safety compliance

All Flexibility

All Transparency

All Economies of scale

All Qualified workforce

All (mainly: Inbound logistics, outbound logistics)

Efficient logistics

All (mainly: Inbound logistics, Production, Marketing and
Sales)

Quality of products

All (mainly: Procurement, Marketing & Sales)

Global reach

All (mainly: R&D, Engineering, Production)

Knowledge leadership

All (mainly: R&D, Procurement, Production etc.)

Partnerships

Marketing & Sales

Control over high-margin after-sales markets

Marketing & Sales

Sales effectiveness

Marketing & Sales

Reputation

Marketing & Sales

Client orientation

Marketing & Sales

Sales effectiveness

Marketing & Sales

Reputation

Production / Operations

Quality of production processes

Production / Operations

Efficiency of production

Production / Operations

Production capacity

After-Sales Service

Service quality

Support activities/Support business functions

Management & Administration

Ownership structure of the
company

R&D R&D effectiveness
R&D, Production / Operations Product innovation
Procurement Partnership with suppliers
Procurement Local access to key inputs

Procurement, Inbound Logistics, Production, Outbound
Logistics

Pest and disease control

Source: 1SO, 2013,4

Operational indicators are used in the aim of impact assessment which ensues
from standards use, and in that sense one or more operational drivers should be
identified. Operational indicators are quantifiable sizes linked with company activities
which show an improvement or deterioration of performances (for example, time and
costs, number of defects, waste, sale, satisfaction of buyers, etc.). The chosen
operational indicators must be relevant, that is, they should cover the relevant aspects
of activities within an analysis, for which the standard impacts can be observed and
measured. Where it is possible, they should be linked with company value drivers.
Thus, it is crucial to gather information regarding operational activities on a level
nearest the location where the standards are actually used.
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In a general sense, it is possible to make a difference between two extensive

categories of operational indicators:

e Indicators which relate to business efficiency, Table 2;
e Indicators which relate to market development, Table 3.

Table 2: Examples of operational indicators of business efficiency

Business
function

Operational
indicators

Impacts of standards

Management &
Administration

Legal compliance

Due to the use of standards, awareness has been built
into management systems so that legal requirements
can be easier traced

Research &
Development

Manpower

Due to the use of standards, the amount of work
needed to develop a new product has decreased. This
means that the cost for design engineers (hours X
average cost) was reduced

Inbound Non-conformant Due to the use of standards, specifications for supplies
logistics supplies can be met by more suppliers leading to more
competition: a) rejections and b) product failures.
The value is calculated as a reduction of a certain cost
over time
Production Conformant products | Reduced failures result in higher quality output,
less re-work and less warranty claims
All business Accidents Reduced number of accidents and consequent
functions injuries, deaths

Source: 1S0O, 2014, pp. 25

Table 3: Example of operational indicators of market development

Business Operational Impacts of standards
function indicators
Marketing & Sales Due to the use of standards for new or modified
Sales products or improvements in production, the company

increased sales revenues and profits

Access to existing
markets that are new
to the company

By meeting certain requirements stated in standards
(regulatory or market expectations), the company can
access markets that were previously closed to it

Creation of new
markets

Using certain standards, the company developed
markets for a new type of product for whichit occupies
a monopoly position for a certain time

Source: 1SO, 2014, page 26
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Step 4: Measuring of impact of standards
The purpose of the entire assessment process is the following:

1. Quantifying the impact of standards by applying operational indicators and
aggregating their impact for each of the chosen business functions;

2. Converting the quantitative results which ensue from the use of standards
for each of the chosen business functions, in financial statistics;

3. Summing up the data for all chosen business functions in a given moment,
to establish the total contribution of standards in relation to the gross company
profit or EBIT (Earnings Before Interest and Taxes).

The aim of this step of the assessment process is to determine the impact of
using standards, which is measured through operational indicators — in a
quantitative way. This is achieved in this final assessment stage by determining the
impact of standards in the financial sense. It is the expectation that standards use
leads to a change of values in the chosen indicators in such a way that the realized
effect by the company is manifested through a contribution of cost decrease,
through a contribution of income increase, or a combination of both.

Depending on the operational indicators, the financial impact can be directly
measured, or it can be determined indirectly based on other company data. For
example, “saving” for material procurement and components are an operational
indicator measured directly in financial conditions. On the other hand, the reducing of
“the labour force needed to complete product design” is an operational indicator which
must be converted into assessed savings based on other company data, such as average
prices of staff, project numbers, and so on. For assessing the changes in values
expressed in financial statistics, the key indicator used is EBIT. EBIT is expressed as
the gross company earnings, that is, the income minus the expenses (Figure 8).

If there are not enough data at disposal to calculate the effects, or the data are
not considered reliable enough for such a calculation, the methodology also
disposes with methods of approximation to fill in the gaps, which are based on data
obtained from assessments of similar functions in other organizations.

Value generation
of standards

Impact of standards

Standands Impact (summary description)

RED / Enginesring

Procuement

[ oo

- In which Business I
|| functions canwalue —]
drevers beidentified and
wherzdo standards have
a keyimpact !

Dutbomdieghtics

NaMETINg & S35

Serula

| Operationalizing [N N E——

| - Which operational | aemmbirtion )
Indicators should be used ———
T measure the imgart 7

Figure 8: Impact of standards on company business functions and their calculating
based on creating company values, expressed as EBIT contributions

Source: 1SO, 2014, pp. 7
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Along the value chain, that is, within the business functions in the company,
various cases of standards impact can be assessed (Figure 9).

Model cases of the impact of standards

Impact: Reduced product
development costs

W% company: Supplier
=8 Country: Germany

VT mpact:  Improved quality
management

"l company: Supplier
f Country: Canada

s EBIT UsD 13 m EBIT usD 22 m
impact: ._ impact: l
Management & Administration \
Procurement
Inbound /Produc- /Outbound / Marke- Servme
Logis- / tion/ Logistics /' ting &
tics Oper- Sales
ations 1) Assuming 5% BIT margin
| Impact: Improved internal Impact: Efficient reception of Impact: Improved customer
information transfer \ goods confidence
» Company: Car manufacturer h Company: Dealer Company: Service provider
# Country: India F Country:  Czech Republic Country:  Germany
EBIT USD 43 m k EBIT USD 140 k ' EBIT USD 592 k
impact: ._ o impact: ._ impact’: ._
#l -

Figure 9: Outline of results — various cases of standards impact assessed
along company value chains

Source: Gerundino D., Hilb M., 2010, pp. 22

The pilot projects for assessing and quantifying the effects which companies
can realize from applying standards have been realized by 1SO and its members in
more than 20 countries. These projects have been carried out in close cooperation
between ISO members, academic institutions, companies as well as staff in
member-states, and case studies have been carried out in the period from October
2010 to June 2012. The choice of companies to realize the pilot projects have been
made by 1SO members in their countries. The only condition was that the company
in the recent years was a standard user, and that the member had a good
relationship with the company, in order to secure that the project teams have at
their disposal key staff from the company for interviews and consultations. Table 4
presents industrial companies in which 21 international case studies were realized,
according to the presented methodology (I1SO, 2012).
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Table 4: Industries and countries covered by case studies

Industries Countries

Agri-food business Cameroon, Peru

Chemical industry Thailand

Construction & construction materials | Botswana, Indonesia, Italy, Lebanon, South Africa, Sri
Lanka

Electrical appliances Vietnam

Electrical power transmission Germany

Food retail/food logistics Singapore

Heating, ventilation, air conditioning Jordan

Industrial automation equipment Brazil

Information & telecommunication Germany

Juice production Egypt

Pipes and piping systems China, Colombia, Mauritius

Shipbuilding China

Water supply SenegalWater supply

Source: 1SO, 2012, pp. 8

METHODOLOGY FOR ESTABLISHING ECONOMIC EFFECTS
OF THE IMPACT OF STANDARDS ON A MACROECONOMIC
LEVEL

When it comes to reviewing standard externalities on a macroeconomic level,
that is, the impact of standards on economic effects, then the issue of globalization
becomes an unavoidable factor.

Globalization is a phenomenon of the modern age which is represented by the
process of humankind converging in a distinctive common economic, political and
cultural area, and which is featured by an increase of interaction, the growth of the
number and variety of participants, as well as incessant changes.

Within the economic area, globalization has an impact on trade (exchange of
goods and services), especially on global trade which is realized by way of national
and regional borders, as it demands the harmonizing of national regulations which
leads towards creating international regulations and conditions international
standardization, which further results in producing international standards.

In that way, international standards facilitate economic, scientific and technical
cooperation on a global level and become an effective instrument for regulating the
market, for removing barriers for free trade, that is, liberating from routine tasks
(Krsti¢ et al., 2012).

Generally speaking, standards provide the necessary help in communication
between economy, technology, science and public services, which contributes to
total economic growth.



172 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

The imperative for sustainable economic growth has produced numerous
economic research of standards impact on a macroeconomic level, for a better
understanding of its factors.

On a macroeconomic level, the role of standards is a multiple one and in a
direct connection with the degree of productivity. Specifically speaking, standards
impact the protection of the community, they facilitate international trade, improve
the interoperability of technology and processes, and ease technological changes
and economic development, by reducing the asymmetry of information.

From the standpoint of international standardization, the most important
benefits from standardization are the following:

e Improvement in universal technical communication and mutual
understanding;

e Facilitating international exchange of goods and services;

e Removing technical obstacles in trade;

e Innovations and transfer of technology.

The significance of technological activity, as a relevant determinant of
economic effect in industrialized economies is mostly acknowledged today. It is
without doubt also, that technical standards are very important for speeding up the
diffusion of innovations, especially new technologies.

An increased economic efficiency, occurring as a consequence of
implementing international standards, creates an economic benefit not just for the
supply industry by increasing profit but also for the users by lowering the price of
goods and services. Also, the application of international standards can reduce the
risk and increase the quality of services. Thus, international standards are able to
improve the economy and contribute to the benefit of society as a whole.

Standards produce externalities — different economic effects (positive and
negative), which can be classified according to several foundations, as shown in
Table 5.
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Table 5: Categorizing standards based on economic effects

Type of standard Positive effects Negative effects
Standard ¢ Network externalities e Monopoly
compatibility e Avoiding lagging in old technologies
¢ Increasing the variety of product
system

¢ Increasing the probability of
interoperability

Standards of o Correction of negative selection of e Limiting of
minimum quality and supply quality competition
security ¢ Reducing transaction costs
o Correction of negative externalities
Standards of reduced e Economy of scale ¢ Reducing choice
variety o Building of focus and critical mass e Market concentration
Information o Facilitating trade e Limiting of
e Reduced transaction costs competition

Source: ISO, 2012, p. 8.

The classification is based on compatibility, quality, reducing variability
(unification) and information. Table 5 sums up these four different dimensions of
standardization and stresses the positive and negative effects of each one:

e The compatibility of standards is of a key significance for the development of
network industries such as the sector of Information-Communication
Technologies (sector ICT), as they enable the interoperability between different
users and the compatibility between the hardware and the software systems;

¢ Standards which specify the minimum of the needed quality and security
limit the risk from production of goods and services of a poor quality, which
in turn increases consumer trust;

¢ Standards for reducing variability eliminate an undesired variety in processes
or product design;

e Standards which specify information and product description improve
compatibility between products and variability between product types.

Having in mind the advantages of applying standards for the country as a
whole, its quantitative impact for the development of international trade, economic
growth and finally, realizing social aims can be reviewed. In that sense, and in the
aim of analyzing the economic effects of standards on a macro plan, several studies
have been carried out ((Blind, 2004), (Blind, 2011), (SA, 2012), (Miotti, 2009)).

In defining the methodology for determining the economic effects of standards
on a macroeconomic level, the Cobb—Douglas production function is used.

Cobb-Douglas production function is a special form of function which is widely
applied in economics to present the technological correlation between the values of two
or more inputs, a specially engaged physical capital and invested labour as the amount
of output which can be produced from these inputs (wiki, 2014).



174 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

The Cobb-Douglas production function in its standard form in the case of
production of individual goods in whose realization only two factors participate
(labour and capital), has the following form:

Y = AKSLP 1)
where: Y is the output — the total production (the real value of all goods
produced in the year); L is the input — representing labour (the total number of work
hours of those who worked during a year); K is the output — the representing capital (the
real value of capital expressed through the value of machines, equipment and facilities);
A is the multifactor, that is, the total productivity factor; o and P are the coefficients of
capital elasticity and labour, respectively, representing constant values which determine
the available technology. The outputs of elasticity measure the responsiveness of the
output during a change of levels of either labour or capital used together in the production
function. For example, in the case of a = 0.45, the growth in used capital of 1% would
lead to an increase of the output by approximately 0.45%. If o + 8 = 1, this involves the
presumption of “ideal competition”, and o and  can be considered sharers of capital and
labour at the outlet. In this case, the production function has a constant income, which
means that if used capital K is doubled, labour L with also double the output. Ifaa + B <1,
the production function has a decrease of value at the output, even if a + f > 1 - the
production function has a value increase at the output.

The further text presents two examples of calculating the economic effects of
the standards at a macro-economic level based on the Cobb-Douglas production
function, but with basically have different models.

Example 1

In this example, and let us mark it as Model 1, for calculating of the economic
effects of standards on a macroeconomic level (Haimowitz, 2007), which will here
be looked at more closely, the Cobb-Douglas production function has the
following form:

Qi=A Kfﬂl_g (2)

The output for the realized value of production (Q,) is a non-linear function of
production multifactors (A,), of basic capital (K;), and the amount of labour (L,). In
this production function, input capital and labour are combined to produce an
output. The ability of capital and labour to produce an output is increased by the
level of technology and efficiency in the economy, which is represented by the
productivity multifactor (A,).

If the left and right sides of the equation (2) are divided by L, we get the
following correlation:

[£] = ta[(5)’] @)

Le/

In this model, the correlation from the left side in fact represents labour
productivity, or the realized worker output per hour, and it can be considered as if
it ensues from two outputs, that is, it represents a combination of two contributions,
as shown in the equation (4):
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Contribution Contribution
of of
Prlégf:gtl\j\;n = Multifactor + Capital (4)
Y Productivity Deepening

Multifactor productivity is composed of two components: knowledge and
efficiency. The factors which impact knowledge or technological capacities are
standards, patents, activities or research and development (R&D), as well as the
import of foreign technology. The factors which impact the level of efficiency in
the economy are standards, improving the infrastructure and structural changes in
the economy, such as the mobility of world labour between industries, and other.
Thus, standards can potentially have an important role in strengthening multifactor
productivity. The mentioned can be interpreted in the example of realization of
railway transportation services. One railway train can realize a certain number of
services (transporting goods, passengers, etc.) with 6 cars. However, 12 cars can
realize a significantly larger number of services in comparison to 6 cars. Let us
presume that at the beginning there were services rendered with one railway
composition, one train engine and 6 cars. An addition of another 6 cars represents a
significant capital increase. Thereby, standardization may indirectly secure that the
mentioned increase of capital is transformed into an increase of output, due to the
fact that if the rails of 6 newly added cars are incompatible with the previously
used cars, the additional capital will not lead to an output increase.

In this study, the multifactor productivity multifactor is modelled as a function
of time and the number of standards, and in that sense it is presumed that it has the
following functional form:

At = exp(A T, )x( 5TAF (5)

where exp is the Euler number e; T, - is the vector of the time trend, STA; -
the number of standards in year t. Additional variables, which in principle can be
important in explaining multifactor productivity, are excluded from the analysis,
due to a short time period for analysis.

If in relation (3) first the multifactor productivity (A,), is replaced by the
relation (5), and then on the left and right sides of the equation the natural
logarithm (In) is applied, then an error is introduced (Ut), as well as the B constant
for defining the initial conditions, and the final functional form is obtained (6).

n(¥)=p+ain(Z)+ ATt +In(STAL) + ut (6)

The equation (6) is used to estimate the economic effects of standards in the
Canadian economy. The analysis involved the period from 1981 to 2004, during
which the time trend vector (T;) included two deterministic periods in the Canadian
economy which divided 1994 (before and after the entry into force of the North
American Free Trade Agreement - NAFTA). The results of calculating the
coefficient by equation (6) are presented in Table 5.
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Table 6: Estimation Results for Existing Number of Standards (in logarithms)

Sample: 1981 to 2004

Methad: Least Squares

Variable Coefficient  Std. Error  T-Statistic P-Value

Constant -1.058 0.697 -1.516 0.1459

Log (Number of Standards) 0.356 0.070 5070 0.0001

Log (Capital-to-Labour ratio) 0.550 0.069 7.984 0.0000

Trend 1 0.003 0.001 2733 0.0132

Trend 2 0.023 0.002 13.369 0.0000

Adjusted R-squared: 0976725

Durbin-Watson statistic: 1.851447

ADF test of the residual: -4.3227

P-value for ADF test: 0.0028

Notes

a) Standards errors are White heteroskedasticity-consistent standard errors

b) The P-Value represents the degree of certainty with which we can reject the hypothesis that the variable

has no impact on labour productivity

E::) Im_e ADF test of residual included a constant and lag lengths were chosen using the Schwartz Information
riteria

Source: Haimowitz, 2007, pp. Vi

During the observed period in Canada, the number of standards grew per an
average rate of 0.69 percent annually, which had as a consequence the increase of
the growth rate of production (the real GDP) by around 9 percent. The implications
of these findings point to an increase of the actual realized GDP in relation to the
GDP which would ordinarily be realized in the case of a lack of standards.
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Figure 10: Actual Real GDP and Expected Real GDP Without Standards
Source: Haimowitz, 2007, pp. viii
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Example 2

Let us mark the example as Model 2 for calculating the economic effects of
the standards on a macroeconomic level (Blind, 2004) which will be looked at
closely here. Here too the starting point is the Cobb—Douglas production function,
equation (1). If we add to the mentioned function a time dimension, the equation
becomes:

V.= A K& L] ¥ (7)

where: Y, represents the output, K; the capital factor, L the labour factor (the
number of workers), «, & the coefficients of elasticity which represent a partial

participation of the capital and work force factors. A is here the efficiency
parameter, and its change, while other parameters remain constant, leads to a
uniform proportional change of the output for every factor combination. Usually,
technological progress in the Cobb-Douglas production function is budgeted
separately from the function itself and in a neutral form by a time-dependent
equation, where t is the linear time trend, namely:

A= A= exp(AT,) (8)

When on the left and right side of the equation (7) a natural logarithm is
applied, the production functions become the following:

Vyi=atak +81:+4t 9

in which now the lower-case letters (y,ki l;) represent logarithm variables,

while a is the constant which is being introduced to determine the initial
conditions.

The weakness of this equation is determining the technological progress via a
time-dependent equation, that is, a 4t member, which can be removed if it is
replaced by suitable members, which more closely represent technological progress
via R&D activities, in the specific case, by way of the number of patents pat._:,
cost of licenses and patents lex.,, as the number of standards std.. After the

mentioned transaction and adding the member for an error the following equation
is obtained:
Vi=atak +8 . +ypate_; + 6 lex. + & std; + u; (10)
in which the introduced members are calculated based on recursive formula
(11) and (12):

patfe= patf™f + pat (basic)? —pat? — ;t}a:_'ri (12)
stdf*4= std 7 — stdf — std; (12)
where' sati™ is the average number of patents at the end of the current year t,

pati® number of patents at the end of the previous year, pat {(basic)? representlng

the number of grant patents, pat: the number of revoked patents, ;r}::.n:.rr representing
the failed patents, std™* the number of standards at the end of the current year t,
std] representing the number of newly printed standards, std:” representing the

number of withdrawn standards.
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If it is taken that @«=1+ § equation (10) is simplified, after mathematical

organizing, it has the final form:
Vi— l=at+a(k, — )+ vpat,_o + 6 lex, + & std, + u; (13)
Based on empirical data from Germany and by using the presented equation
(13) values presented in Table 6 were obtained. The results in the table have
undoubtedly confirmed that the role of standardization is very important. Standards
have a special responsibility for an effective diffusion of innovation, as their
impact, calculated by years, amounts at an average from 0.2 to 1.5 percentage
points from the average degree of annual growth (framed in the table). When
comparing all three factors together (the number of patents, costs of licenses and
patents, as well as numbers of standards), it is clear that standards are equally
important for technical innovations as well as patents. Even though the innovative
potential is not the only decisive factor which contributes to economic growth, it is
a fact that must be widely disseminated via standards and technical rules.

Table 7: Sources of growth in the business sector from 1961 to 1996

Source Average annual percentage changes
61-90 61-95 66-70 71-75 76-80 81-85  86-90 92-96
k; 1.6 2.6 2.0 1.7 1.3 0.8 1.1 1.1
le 0.2 0.6 0.1 -0.6 0.5 -0.6 1.1 -0.7
paty_g 0.1 0.2 0.2 -0.4 0.3 0.2 0.0 -0.3
lex, 0.5 0.6 0.5 0.4 0.2 0.1 1.3 0.6
std; 0.9 15 1.2 0.9 11 0.4 0.2 0.3
Total:
fitted 3.3 5.7 4.1 2.1 35 1.0 3.7 1.0
realized 3.3 5.2 4.4 1.7 3.6 11 3.8 15

Notes: Differences between the sums of the individual components of the growth rates and the
fitted total growth ratesare caused by rouding and by joint effects

Source: Blind, 2004, pp. 317

Viewed as a whole, all the national studies realized on this topic show that
standards have a positive impact on the economic growth as a result of the
improved diffusion of knowledge. The contribution of standards on the growth rate
in each country is different: 0.9% in Germany, 0.8% in France and Australia, 0.3%
in Great Britain and 0.2% in Canada. This also is indicated by the updated German
study whose aim is to recalculate the economic benefit from standardization based
on the current data (Table 8).
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Table 8: National studies on the impact of effects of standards on economic growth

Country Publisher Timeframe  Degree of Standard
GDP contribution
growth
Germany DIN 2000 1960-1990 | 3.3% 0.9%
DIN 2011 1992-2006 | 1.1% 0.8%
France ANFOR 2009 1950-2005 | 3.4% 0.8%
Great Britain | DTI 2005 1948-2002 | 2.5% 0.3%
Canada Standards Council of Canada | 1981-2004 | 2.7% 0.2
2007
Australia Standards Australia 2006 1962-2003  3.6% 0.8%

Source: Blind, 2013, p. 18.

DISCUSSION OF RESEARCH RESULTS

In this study, we started from the following assumptions:

o Active participation in the standardization process and application of
standards produces specific economic effects, both for those who apply
them, as well as third parties, and these effects can be identified and
quantified, both at the level of businesses (micro level), and also at national,
regional and global level (macro level).

¢ Active use of standards contributes to the improvement of the operation of
business entities, which consequently results in the enhancement of
competitiveness at the national level.

Hereinafter some of the results of the conducted desk research of the
economic effects of standardization are briefly presented. The results indicate the
following:

1. Generally speaking, it seems that standards and standardization in our
economic context have long been unjustly sidelined to the margins of agenda on
key economic issues. The reason is probably to be found in the known adverse
economic circumstances in which Serbia is in, and the standardization as the
higher-order factor does not come on the agenda. Of course, this is not the case in
the harmonization of general social standards in the process of approaching the EU,
but when it comes to the application of standardization and standards in the
business improvement, it certainly is the case.

2. Study results indicate that the standards produce economic effects at the
macro economic level and that they can be quantified, which was clearly confirmed
by the examples stated in the paper. Thus, in the abovementioned example of the
economic effects of the macro-economic level, from equation (4), appears
important conclusion that the standards were contained in both components of
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multifactor productivity (knowledge and effectiveness). Relevant factors that affect
the knowledge (and, consequently, the technological capacity) include patents,
research and development (R & D), the import of foreign technology, and
standards. Factors that affect the level of efficiency in the economy are
infrastructure improvement and structural changes in the economy, labor mobility,
as well as standards. In this way, standards are potential field for improving the
multifactor productivity. National economy, which seeks to improve the economic
environment, among other things, can achieved that through a proactive approach
to standards. If this is interpreted in our conditions, it is clear that, among other
things, the increasing application of standards can improve the competitiveness of
the Serbian economy.

3. Experience of developed countries shows that national economies that
innovate are more competitive and successful. Successful implementation of
innovation assumes the effective diffusion of innovation. However, the effective
diffusion of innovation requires a proactive standardization and application of
standards, in other words, in the process of innovation diffusion - standards have a
special role. Thus, the innovation potential of the economy is a necessary but not a
sufficient condition, because an evident increase of the level of GDP growth (albeit
unevenly) in most developed countries, is the contribution of standards (as shown
in Table 8 presented in the paper). So, the conclusion is that the innovative
potential has to be widely disseminated through standards. In this way, the
standards represent a specific "catalyst" of the innovation process. In our terms this
means the following: first we have to work on increasing the number of significant
innovations (especially in industry) and along that to work on the intensification of
the activities of standardization.

4. When it comes to determining the economic effects of standardization on
the micro-economic level, the research results obtained confirmed that the
standards produce economic effects and that they can be quantified, which was
clearly confirmed by the examples listed in the paper. Case study analysis
(presented in Table 8 of this paper) mentions a number of such case studies.
However, the number of possible real case studies is nowhere near exhausted. In
this sense it can be suggested that one such study, using the proposed research
methodology, is implemented in Serbia, and by the interested business entity and
the Institute for standardization. This would indicate what the economic effects can
be achieved by applying the standard in our country.

5. The contribution of this research can be reflected in further promotion of
implementation of standards and standardization. From the wider context of
research, it is found that business entities generally do not give proper attention to
the standardization, and it is widely believed that it is a matter for the Institute for
standardization of Serbia. However, we often ignore the fact that participating in
company standardization processes enables, among other things, networking with
partners, users, deliverers, competitors, regulatory organs and bodies for
coordination assessment, as well as a direct approach to the knowledge and
strategy (tactics) of other participants in that process. Along with this, active
participation in this process enables companies not only to directly present their



Faculty of Business Economics and Entrepreneurship 181

interests, but also to have an effective impact on the contents (demands) and form
of standards and similar documents which are a result of this process (Krstic,
Krsti¢, 2010).

6. This paper presents a methodology for determining the economic effects on
macro- and micro-economic level, so selected literature in this paper can serve as a
useful bibliography on this topic.

7. This paper may contribute to raise awareness of decision makers at the
macro economic level as well as management of business entities in the micro-
economic level in the field of further affirmation of standardization and
standardization in our context.

CONCLUSION

Applying standards increases the effectiveness and efficiency of the process of
product realization and raises its quality, which meets the demands of the product
users and which in turn contributes to the increasing of the level of their
satisfaction.

The relevant aspects of applying standards are reducing the variety of
products, as well as quality and performances, measuring of standards,
compatibility and interoperability, health and security, environment protection,
codified knowledge and vision.

This paper reviews the issue of economic effects of standards and
standardization on a micro and macroeconomic level. Research has shown that
numerous studies have dealt with this issue and they have unambiguously
confirmed the assumption that the application of standards and carrying out
standardization contributes to externalities — economic effects, as along with the
direct interested parties (such as proposers of standards, policy creators and other
interested users), other factors of the economic systems also benefit indirectly from
their introducing.

The economic effects of standard impact can be positive and negative. Of
course, the focus here is on the positive effects.

In regarding the microeconomic level, that is, the level of the business system,
positive effects can be expressed by way of direct variable factors (economy of
scale, labour division, competencies, barriers for market entry, network effects,
transaction costs, precision, trust and risk), as well as via variables which are of
direct interest for politics (productivity, inputs, competition, innovations, trade, the
object of outsourcing, and market failure). These effects are assessed on the
principle of value chains by way of four steps.

As concerns the macroeconomic level, the positive effects of applying formal
standards are usually expressed in a percentage from the gross domestic product —
GDP, and are variable depending on the industrial branch. Empirical research has
indicated that in developed countries (those which apply intense standardization
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and standards) that percentage is an average 1% of the GDP. The economic effects
of the standards impact in this case is determined by an appropriate modification of
the Cobb-Douglas production function.

Considering that the previous research of the economic effects of standards
excluded the areas of informal standards (standardization activities which are
carried out by industrial consortia), as well as the economic effects of standard
impact in the area of the services sector, this could be the area of future research.

Thus, not only do standards contribute to introducing order in the given
context, they are also a means which help to speed up the diffusion of innovations,
which in turn has a positive reflection on competitiveness. Analysis has shown that
the higher a level of development of a country, especially technological
development, the more it uses standards and standardization, which has a synergic
effect.

The positive macroeconomic effects of applying standards significantly
override the sum of individual benefits of particular business systems and have a
wider significance for the economy, which justifies standardization in its entirety.
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ABSTRACT

In the last 30-40 years numerous companies in the world passed through the
various forms of restructuring. In the EU each month is registered 90-100
restructuring of large companies. In Serbia, the restructuring process is quite
muted. EBRD in 2013. evaluate the situation in this area with modest 2 + and no
progress for several years. The aim of this paper is to show how to implement the
restructuring process, as it usually involves the loss of jobs and large investments.
Some companies made a change in the legal form of joint-stock company and
began the process of corporatization. The most common problems in enterprise
restructuring are huge budget allocations, frequent protests of workers, lack of
interest of potential investors. The restructuring process carries a dilemma
whether restructuring is "makeup" and how to attract investors? In the
restructuring process of public enterprises were achieved modest results. Some of
them carried out a process of organizational restructuring, and some companies
made a change in the legal form of joint stock companies and started a question of
redundancy. The output is increasingly seeking out through in advanced prepared
programs of reorganization that are a wish list or realistic plan of action.
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INTRODUCTION

The restructuring is the company reorganization, which aims to achieve greater
efficiency and to adapt to new market and business conditions. Restructuring of the
company resorts to when there are problems with the debt servicing which
threatened its collapse. It can be said that the restructuring process is an attempt to
achieve a turnaround in the business. Turnaround in business must include more
than the debt restructuring and capital structure. If a company is exposed to such
problems where restructuring is considered as best solution, it is difficult to say that
the management that led the company in this not-so- enviable position, will be able
to take him out of it. The company, which is in the restructuring process, needs
external assistance. Help can be in the form of a new management that has
experience in creating and managing changes or consultants who will transfer
knowledge and focus the existing management on the way of changes or even both
of them in combination. A consultant assists company in creating a unique and
sustainable competitive advantage in the market which is based on a successful
business, inside and outside the company. Consultants establish cooperation with
clients to identify opportunities for development and implementation of new and
more effective strategy, business processes, knowledge and systems that create
value for both the owners and the customers and employees.

The restructuring process involves analyzing and formulating new strategies
for business transformation, enterprise evaluation and consideration of various
financial alternatives that are available. The restructuring implementation involves
tasks that should be fulfilled : an analysis of operational performance and dynamic
turnover of funds ; stabilization operations and the elimination of the financial
crisis ; financial obligations restructuring; strategies formulation including
marketing and related plans ; business units rationalization, distribution channels
and levels in the management structure ; development plan for turning operations
and its execution ; analysis of available alternatives for financing and financial
restructuring. Restructuring brings new opportunities and challenges. Some
companies focus on survival, reduce costs and redundancies, and more successful
look outside the economic framework to reach sustainable ways to improve the
business and enter new markets. The time is right to explore all possibilities.
However, in order to do so, first you must perform a thorough and effective
evaluation of their own weaknesses, strengths and external opportunities
considering several alternatives. You do not need to bypass problems such as low
productivity and inefficient operating systems because they can be causes of
business problems. In the restructuring process a new perspective must be based on
the fast and sustainable change that will be of critical importance. All this means
the diagnostic work on defining the strengths, weaknesses, external opportunities
and threats compared to major competitors. (www.poslovnastrategija.rs)
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RESTRUCTURING OF ENTERPRISES

The restructuring involves the sale of public enterprises to the private sector and is
associated with a privatization program of modern economy. In developed economies,
privatization involves: the development of market structures, deregulation and increased
activity of markets, greater capital market activities, sale of public enterprises to private
capital and increasing the economic efficiency. Many governments are not satisfied with
the economic efficiency of monopolized companies or branches, low motivation of
managers in public enterprises, bureaucratization and politicization of enterprises, poor
quality of products and services, high costs and prices. The economy restructuring should
enable greater control, market discipline, efficient capital management and ensure the
political and economic effects (Komazec, 1996, pp. 22-25).

Restructuring is present in more than 50 countries in the "center "," semi-
periphery™ and the "periphery" of the world capitalist system. Many international
institutions such as the International Monetary Fund (IMF) and World Bank
(World Bank), after the International Conference on Privatization (1986) especially
encouraged and financed those stabilization programs that introduce restructuring
elements. For a successful restructuring program is required political consensus,
which will confirm that a political coalition that was able to implement a
restructuring program. To economic restructuring oppose all those who see in the
restructuring endangering their monopolistic position. Some believe that the
restructuring will result in the reduction of production and quality of services,
increase prices, others see the danger of leaving the public control over the
production of certain goods, the third point out possible efficiency reduction, fourth
warn of rising unemployment etc. (Komazec, 1996, pp. 22-25).

The company restructuring achieve opposite results: improving products and
services quality, meeting the needs, increasing employment, price reduction etc.
Services and goods produced by the public sector can more effectively take the private
sector. The last ten years, we observe the process of appreciation of the market
structure and competition, improving management and encouraging privatization. The
aim of the restructuring is to create favorable conditions for privatization.

OWNERSHIP RESTRUCTURING COMPANY

One of the key causes of the economic system inefficiency of the Republic of
Serbia is not optimal ownership structure of a market economy. This situation in our
economy produces inefficiency and inertia, and it is necessary to implement ownership
restructuring. Ownership restructuring has more capital objectives: First, raise
additional capital; Second, changes management system - instead of unprofessional
and in many aspects of amateur management, the introduction of professional
management; Third, the establishment of a favorable ownership structure of a market
economy; Fourth, the creation of conditions for the capital mobility; Fifth, establish a
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positive identification of the ownership of companies whose employees are co-owners;
Sixth, the establishment of compatible types of companies with businesses in
developed market countries; Seventh, the establishment of efficient and competitive -
type basic enterprise (Vasiljevi¢, 1995., pp. 155-159).

Ownership restructuring ways, are™ tiled " with many issues: First, the tempo of
restructuring - fast or gradual. Accelerated restructuring produces a system that
implements the goals of equity restructuring, but it is objectively impossible in terms of
material limitations because it causes a huge drop in the value of social capital in high
supply and low demand ; Second, identifying the subject of social ownership of social
enterprises in which extent are the workers, citizens or the state ; Third, if the process of
ownership restructuring should be spontaneous or wih a specific regulatory role of the
authorized state organization; Fourth, the restructuring of the company at book or the
appraised value; Fifth, whether the company should always be an autonomous entity
decisions on ownership restructuring in the selection of models for restructuring ; Sixth,
the restructuring of loss-making enterprises ; Seventh, the role of the so-called
institutional investors (development funds, mutual funds, pension funds, underdeveloped
social security funds, financial holding companies, banks, insurance companies, funds for
employment) ; Eighth, the actual achievements of the ownership and management
restructuring (Vasiljevi¢, 1995., pp. 155-159).

OWNERSHIP RESTRUCTURING MODELS

The legislation establishes several models of ownership of restructuring
enterprise, which leads into a corporation (a stock company or a limited liability
company). According to Ownership Transformation Law, ownership restructuring
is done in the company and any other form of organization that has social and state
capital under the conditions and in the manner provided by law. Ownership
restructuring object is a social enterprise and the state capital. A company that has
a social or state capital determining by assessment the total capital value, social and
state capital value and the capital value of other owners and the estimated capital is
expressed in shares. Capital value is expressed in dinars and foreign equivalents.
Ownership restructuring is done by selecting one or more models (Law on
Amendments to the Law on Ownership Transformation, 2001. )

1. Sell the company or the ideal part of the company is the model of
ownership transformation in which the company can fully or partially in the
ideal area fined the owner. This model is recommended for small and medium
enterprises ( in terms of regulations on accounting ) and may be particularly
successful in financial support from banks and development funds using
mortgage loans to real estate companies (fixed assets), to secure payment of
these claims. This sale is done usually by public auction or by collecting
offers, and exceptionally with direct negotiation. In this way the company can
be sold to domestic or foreign legal or individual person. Under certain special
conditions, which is a special variant of this model, the company may be sold
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(in whole or at least the prescribed percentage) to persons who take
management of the company, as well as special customer (a world famous
company that introduces a new technology and open access to attractive
markets). Since the subject of sale is a non-equity type of company, agreement
on the company sale on the seller side concludes legally authorized entity
(Fund for Development, etc.). (Vasiljevi¢, 1995., pp. 155-159)

2. Sale of stock to raise capital (discounted) is a model of ownership
transformation whose essence consists in the fact that the funds generated in this
way belong to the company, that on this basis increase their capital and change its
ownership structure.

3. Debt conversion into shares of creditors (with discount ) is a model of
transformation which characteristic is to give the workers of the company a
discount to the nominal value of shares that have the right to purchase in a certain
period and to a certain amount. The company's capital is reduced by the amount of
shares sold without a discount (which bought the company workers and other
citizens outside the quotas which can be purchased with a discount, as well as
other domestic and foreign legal and individual persons) (Vasiljevi¢, 1995., pp.
155-159).

The state established the companies that have no purpose. The state would
have to return to the social sphere, but the social sphere is solved in profits. No
social problem can be solved with the help of Forge, which will make huge losses,
but the other way around. It is contrary solving social problems. Ownership and
management are two important resources for success in microeconomic. Why
property? Because it still need to get to the property by funds. The money can be
debited and must be repaid. Money is very important, capital is extremely
important, and the management is even more important because there are many
who have invested a lot of capital (www.politickiforum.org.rs).

THE RESTRUCTURING MODEL OF THE COMPANY IN
LIQUIDATION

Institute of conventional bankruptcy leading cashing of debtor and establishment of
bankruptcy pending among the masses from which creditors are paid, all the less used in
modern conditions. Institute of programmed bankruptcy, opposed to classical, doesn’t
lead cashing of debtor and the suspension of its business activities. Active cooperation of
creditors, the bankruptcy debtor and the bankruptcy court allows the continuation of the
business and financial consolidation of debtor. Objectives programmed bankruptcy can
be achieved in two ways: First, by creating a new social capital from assets of the debtor,
which warrant the fulfillment of the debtor's to other creditors; Second, the financial
consolidation of existing businesses and identifying the owners of social capital
(ownership transformation). This other way of programmed bankruptcy may be achieved
by: downloads debt, debt relief or delay payments through voluntary or forced settlement
and will bind all creditors, except for includes debt assumption, voluntary settlement, and
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voluntary conversion of receivables and guarantees and warranties claims, which is
implemented by special rules and commits only creditors who enter into such a legal
transaction (Vasiljevi¢, 1995., pp. 155-159).

FINANCIAL RESTRUCTURING

Money has the biggest influence in business and is an essential prerequisite for
survival. Companies that are in the process of restructuring will need to monitor the
inflow and outflow of funds, as well as their turnover at least once a week, or
maybe every day. Each payment must be pre- checked and delay as possible.
Credit departments in many companies will have to change their mode of operation
and service regulations. They will need to centralize control over the money that is
available i.e. withdrawal of funds from the operating units. The next step is to
optimize the capital structure. With decreasing sales and profits, many companies
have difficulty in paying interest i.e. servicing current debt; improvement of the
balance sheet would certainly be useful (www.poslovnastrategija.rs).

Consensual Financial Restructuring is implemented at the latest prior to the
bankruptcy proceedings. Financial restructuring is re- edit the debtor- creditor
relationship between the company in financial difficulties as debtors and creditors.
Financial difficulties are insolvency or over-indebtedness. Sleep debt is a
temporary suspension of obligations fulfillment and prohibitions startup
performance by the company in respect of creditors who participate in financial
restructuring. Financial restructuring is introduced to re- edit of debtor- creditor
relations, and claims which the debtor and creditor freely dispose of. This type of
restructuring is carried out voluntarily, based on the written consent of creditors
and debtors, with the participation of institutional intermediate.

Creditors who have agreed to participate in a financial restructuring are required to
cooperate with each other in order to create conditions for the debt right to collect and
provide data and information about their assets, equity, liabilities, operations and
business plans, and to prepare proposals of restructuring measures. Conducting the
negotiations with the debtor is the creditor with the largest total claims against the
debtor on the date of application for the institutional mediation of financial
restructuring. Financial restructuring provide to all creditors equal treatment and equal
position in proportion to the amount of their claims. The debtor must provide creditors
unrestricted access to data and documents relevant to financial restructuring, which is
related to its assets, equity, liabilities, operations and business plans (The law on
consensual financial restructuring of companies, 2011).

Financial restructuring can be implemented if it involves at least two local or
foreign banks as creditors. Other than banks, in financial restructuring can
participate all other creditors. During the financial restructuring is introduced
inaction debts. During sleep debt creditors who have concluded an agreement on
debt standstill may not take action to collect receivables, except than filing lawsuits
to collect receivables in order to prevent obsolescence of its claims (The law on
consensual financial restructuring of companies, 2011).

If the creditors and the debtor company during debt standstill period do not
agree on the re- regulation of debtor- creditor relations, creditors when debt
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standstill period expiry re- emphasize the right to initiate the collection of
receivables from the accounts of the company, or the right to start or continue the
procedure (The law on consensual financial restructuring of companies, 2011).

Serbian Chamber of Commerce, at the request of the debtor or one or more
creditors, assisting in the establishment of cooperation between debtors and
creditors, as well as support debtors and creditors in negotiations for successful
completion. (The law on consensual financial restructuring of companies, 2011)

ENTERPRISES COVERAGE AND RESTRUCTURING
ACTIVITIES

The restructuring is governed by the Law on Privatization and the Regulation
on the procedure and manner of restructuring companies and other legal entities,
and it is conducted by the Center for the restructuring at the Privatization Agency.
Privatization Law provides restructuring process that preceded privatization. As
subjects in certain stages of restructuring appear Ministry of economy and
privatization, as strategist, the Privatization Agency as operations officer and
controller, a company that is responsible for the accuracy of the presented
information and union companies that should actively participate in the creation of
a social program, the creditors - giving or approve the restructuring program, and
also significant is cooperation with counselors agencies, government institutions
and international consulting institutions. Companies that are in the restructuring
process are not attractive to potential buyers and that is influenced by numerous
factors ( debt, a large redundancy of workers, low productivity, inadequate micro
and macro organizational company structure, technical, technological and physical
obsolescence of assets). These factors have usually cumulative effect. A
restructuring procedure consists the following phases: (www.kombeg.org.rs)

o Initiative for privatization

o Delivery of the prospectus

e Agency announces prospectus

o Interested parties send letters of interest to the Agency

e The agency makes a decision on the method of restructuring and sends to the
company

¢ The company shall submit to the Agency a restructuring program

o Verification of the program by the Agency

¢ The company removes remarks

¢ Implement Restructuring

e The privatization of parts or the whole enterprise

Identification of the company to restructure is affected by numerous criteria :
First, the lack of interested buyers ; Second, the low companies solvency; Third,
the existence of a product range that can stimulate recovery; Fourth, national and
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regional significance of the company. A company that fails to meet one of these
conditions do not meet the criteria for restructuring, and company probably ahead
of bankruptcy or liquidation (www.kombeg.org.rs).

The privatization process is launched with initiative of the competent authority
that is the entity to be privatized, according to the Privatization Law. Privatization
initiative is an act of privatization entity which expresses its intention to implement
privatization and shall be in writing. Privatization initiative is delivered to the trade
union organizations that act in such entity and the employees shall be notified in
accordance with the general regulation of the entity to be privatized. The initiative
for the prospectus shall be submitted to the Agency within five days of its
adoption. The privatization process can be interrupted by the initiative of the
Ministry in charge for privatization and buyers. The initiative for privatization in
entities with majority state capital Ministry in charge for privatization submitted to
the Government of the Republic of Serbia for approval. When the initiative is
initiated by the Ministry of Economy and Privatization or interested buyer deadline
for submission of the prospectus is 7 days (Law on Privatization, 2012).

The company shall first conduct an analysis of the situation which involves
assessment of the viability and success of restructuring, and company can
independently perform or by hiring a consultant. For the analysis are necessary the
data on the company organization, product range, assets and rights of the company,
claims and liabilities, financial ratios and cost structure, the accuracy of which
corresponds to the company CEO (www.kombeg.org.rs).

Assessment report also contains a proposal of restructuring measures. Among
other proposed: First, organizational restructuring status is currently organized as a
single divisible or indivisible enterprise mixed or holding ; Second, the concept of
business units with positive capital whose only problem is insolvency, and business
units with negative equity ; Third, the determination of redundancy as a basis for
the development of social programs. The report will be presented to the Agency,
the management and the union (www.kombeg.org.rs).

Agency announces the prospectus within 15 days of delivery by the company
in newspapers, on TV, the Internet. The prospectus is a document by which a
company presents business, financial and market situation, review the financial
position and is given on the officially prescribed form. Advertising is done in order
to collect data on the number of potential buyers. Potential buyers of its interest in
buying capital in the company give it in writing form and inform the subjects of
privatization and the Agency within the time limit specified by the Agency in the
public announcement. Agency within five days of the deadline for collecting data
on the number of potential buyers notify the subjects of privatization on the method
of sale or the need for restructuring in accordance with this Act. (Law on
Privatization, 2012) After the period of 5 days for collecting customer data Agency
shall decide on the privatization method. Upon receipt of the decision enterprise
shall submit within 90 days a restructuring program or agency itself conducts
restructuring. The decision on the acceptance of the program Agency brings in 30
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days from the date of the program delivery. The restructuring program should
include: (www.kombeg.org.rs).

a) Information about the company and its operations : address, organization,
association with other legal entities, the state of assets and liabilities, number of
employees, product or service program, the structure of expenditure and revenue,
the value of capital and property evaluation possibilities of a successful
restructuring.

b) The status of organizational changes: a merger, division, change in shape,
increase or decrease in capital, selling part or the whole company, the transfer of
assets to another legal entity, agreement or compulsory settlement with creditors,
rehabilitation through debt assumption, the conversion of debt to equity
abandonment of unprofitable operations, changes in staff. The aim of these changes
is repeal of non-profit business unit and profit centers reorganization.

¢) Regulation program of debtor -creditor relationships: about restructuring
process companies notify the Commercial Court and the creditors are publicly
notified to submit their claims to the company within 30 days. Company
indebtedness, inefficiency of bookkeeping and conflicting debtor -creditor relation
require the process of harmonization of receivables with all creditors. If a dispute
arises it is solved in a regular court proceedings, but they should do everything to
avoid litigation because of high costs. The claims are agreed with the companies
record. Possible discrepancies are removed and it is formed a preliminary list of
creditors. After the alignment the classification is done on secured and unsecured,
matured and not matured claims. Depending on the degree of indebtedness it is
necessary to make smaller or larger write-off. Program is approved by the majority
creditor or more of them when claims exceed 50 % of the total debt - then it is
considered that the program was adopted. If no agreement is reached, the Agency
may order the second restructuring process, propose modifications to the program,
initiate bankruptcy or independently implement the restructuring.

d) Social program: agency oversees the development of social programs from
the company, the Institute for the labor market, the Ministry of Economy and
Privatization, and the Ministry of Labor and Employment. The company should
give a realistic assessment of the needs for workers. For workers who lose their
jobs should consider the age and qualification structure for selecting the right
measures for status, define redundancies that will occur in the future as a result of
the production modernization. The Government of Serbia has adopted a social
program for workers that are redundant which accounts for about 35 % of
employees in companies undergoing restructuring. For them is provided
severance pay in the amount of 6000 RSD per year of service, if they decide for a
stand-alone business they will receive another 30,000 RSD, if they are brought
together and established small businesses they will be encouraged with 300,000
RSD, workers who lose their jobs will receive a cash compensation up to 24
months, the program of the new employment, the program of public Works and
preparation for re-training (3). Since the adoption until verification of restructuring
program may take 170-210 days and for the implementation of the program at least
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90 days. There is a real business need to be made operational business plan for the
next 9-10 months from the date of initiative receipt. In order to facilitate the
monitoring of the company opens a new account through which operates in this
period. This change is recorded in the Commercial Court and the company itself is
obliged to notify the business partner that is in restructuring. After making a
decision on restructuring under Article 9 of Regulation company requires approval
by the Agency for the implementation of certain business transactions such as the
disposal of movable and immovable property, the giving and taking of loans,
provision of guarantees for the other subject, commitment to another entity,
structure changes, status changes, investment, the change in employment. The
provided measures should help costs and business efficiency.
(www.kombeg.org.rs)

BASIC RESTRUCTURING TENDENCIES IN SERBIA

Since the beginning of transition in Serbia, through the Agency for
privatization has been privatized nearly 2,500 companies and collection was
approximately 2.6 billion euro's. Although initially achieved significant results, the
privatization tempo has slowed significantly in recent years. Since 2002. by 2008.
average privatized 320 companies per year, while in 2009. until 2011. average
privatized only 47 companies per year. This deceleration of the privatization
process is the result of two factors: first, the remaining companies are relatively
problematic, and second, there was a decline of investor interest due to the
economic crisis (Arsi¢, 2012., pp. 133-137).

"Restructuring™ status is used to non-privatized and the most problematic
companies in order to protect them permanent from bankruptcy. These companies
are on indefinite status of "restructuring" in order to avoid the troublesome process
of resolving the fate of these companies, or resolving the fate of workers "
employed" in them (Arsi¢, 2012., pp. 133-137).

What is the strategic goal of the restructuring process in the national economy
? Economic growth, sustainable development and exports to less indebted, more
debt repayment, and employment (www.politickiforum.org.rs).

There are about 600 enterprises under the jurisdiction of the Privatization
Agency, a number of those 600 are actually small and often attached to local
governments, but there are about 150 in restructuring. Companies in restructuring
employ about 55,000 workers, produces about 1.5 % of our GDP, added value as
we make annually. Employ 5 % officially employed. Their productivity is
extremely low. Most of these companies were offered for privatization, which
failed and now are thinking about the different possibilities of how to use their
assets, employment and production programs combined, free of obligations and
debts. The point is that restructuring in which you pull out some funds and some
employees actually what is everywhere in the world classical bankruptcy or even
liquidation, but you are trying to save as much as you can of partners resources,



194 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

commercial production relations and of course the employees that the economic
value of these companies activities do not lose completely.

Enterprises under the jurisdiction of the Agency for privatization Serbian
society cost about 2-2.5 %, they are all state-owned enterprises, including the
public. We will concentrate only on the companies in the Agency. The agency
costs about 55 million euros per year, that was 2012. In previous years, there were
about 100 direct subsidies and € 220 million per year of new debt. These are
indirect subsidies, because sooner or later someone has to pay. This figure refers to
all companies under the jurisdiction of the Privatization Agency, about 2 /3 to 4/5
of the company officially in restructuring. Accumulated debts of these companies
stand in the nearly 500 million, only to public companies, not to mention debts to
government, which are usually in the form of contributions for pensions, health,
etc.. There are debts that are difficult to capture, and the rest of the healthy
economy make business difficulties. When you help them and protect them you
create unfair competition to private owners who are trying to produce something
that might be in competition with the products of these companies. They are
restructuring since 2001., when the decree was made. (www.politickiforum.org.rs)
From the 179 companies in the restructuring in late August for 26 were declared
bankrupt because that companies do not have manufacturing program that can meet
the needs of the modern market. Companies which declared bankrupt, paid a social
program, and 643 workers that applied was allocated 436.5 million (EUR 3.8
million ). Companies in restructuring cost the state and citizens $ 750 million. In
most enterprises restructuring is five years. Research shows that for the five years
was spent 3.750 billion dollars (2.7 billion euro's) as it dumped money on
companies that generally do not do anything. Many who are responsible avoiding
the question, why tolerated so long these companies, and public secret was that on
this way state buying social peace. It is actually the companies that were once
pillars of development in cities across Serbia. With the closure of these companies,
the state would have to deal directly with 51,000 employees in 153 companies
which were in this case. The Action Plan should be to resolve the status of former
socially owned enterprises, which reports the loss of his business, and citizens cost
about $ 750 million a year. The other group companies are those companies whose
property will be offered for sale. If these companies do not find a partner, its time
to find the privatization through bankruptcy. List of companies in restructuring
process is as follows.
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Table 1: List of companies in restructuring

No. | Economic sector Number of
companies
1. Agriculture, forestry and fishing 18
2. Mining 4
3. Manufacturing 63
4. Electricity, gas and water supply 4
5. Water supply, waste water, waste disposal process | 1
control
6. Construction 12
7. Wholesale and retail trade, repair of motor vehicles | 3
and motorcycles
8. Transport and Storage 5
9. Accommodation and food services 6
10. Information and Communication 4
11. Financial and insurance activities 12
12. | Administration and other services 2
13. Health and social care 21

Source: Ministry of Economy of the Republic of Serbia

The table shows the number of companies from different economic sectors that
are in the process of restructuring and soon will be offered for sale. To this list belong
companies located in Krusevac IMK October 14 Lubricant Factory, Branko Perisic,
Star Garments, QOil Factory, a contemporary home and HI Parish. Listed companies
belong to the manufacturing industry and are used to represent the core of economic
development of Rasinski county. The assets of these companies will be offered in the
future and these companies are likely to find a partner. However, if does not, its time to
find the privatization through bankruptcy. You need to put an end to the 150
companies that are restructuring because they only spend money or property. When
Privatization Law was adopted restructuring was barred, suspended or banned for a
while. The law stated that anyone who buys capital, which had been the social, 2-3
years and sometimes even longer, the agency has contracted, that should not change
the activity must not sell the property and buy another, that limited borrowing. The
poor owner has actually had to be a bit tricky (Www.politickiforum.org.rs). There was
an opportunity at that time to repair the metal sector, part of the chemical sector and
some other sectors, because they have suffered the most because of the ban on exports
at a time when our economy was completely excluded from the rest of the world.
Extremely important is to them to add some options to do something more creative.
Today, after so many years, these companies can not do business in that field, because
the business is past time. (www.politickiforum.org.rs) Most of the companies in its
current state would not be able to survive in the market and would require intensive
restructuring or resolution through bankruptcy or liquidation. Resolving the status of
these companies requires political commitment, because it is associated with loss of
jobs, but also the resistance of managers and some politicians.
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RESTRUCTURING PROCESS OF PUBLIC ENTERPRISES

There are still two major sectors in state hands, two types of companies. One is
what economists call the law and public companies, and it is largely, though not
entirely, provide some fundamental functions such as power generation,
telecommunications, public utility companies. These are some fundamental
features that are not actually made from private ownership to twenty years ago and
that they have great social and economic importance, and are regulated by a special
law (www.politickiforum.org.rs). Public or state-owned enterprises are state-
owned enterprises. Reasons for the establishment and operation of public
companies are as follows: the state's interest in certain business areas (transport,
energy, telecommunication, telecommunication systems, etc.) Public agencies have
different objectives than private. The most common objectives are: to meet certain
social needs, the achievement of social wealth, perform social functions that
private equity does not show sufficient interest and others (Komazec, 1996, pp. 22-
25). There was a belief that public companies are effective as private. However, the
efficiency of public enterprises is necessary to ensure certain assumptions.

Competitive market structure: Inefficient management of the state financial and real
resources and a lack of individual responsibility, shows inefficient micro-entrepreneurial
function of the state, and the state usually becomes a "bad entrepreneur.” Studies have
shown that public enterprises are not sufficiently efficient and competitive to private,
where the profit motive in these companies can not be more prominent.

Competitive property rights: private and public companies differ in all
important elements of proprietary functions. Managers behavior in the public
enterprise is less responsible than in private because the public sector is showing
less sensitivity to risk than private. Markets and market institutions have an
important role in public versus private companies (money market, capital market,
investment risk, sensitivity to interest rates and losses, etc.). In public companies
there is a tendency toward expansive employment, but also facilitates investment
funds, which reduces productivity and efficiency in capital use. Social and political
objectives in the public sector reduces the motivation for profit. It is accepted
stance that because of the above mentioned reasons public enterprises (
economically speaking ) are less efficient than private enterprises.

The commercialization of the public sector : The ownership rights of public
enterprises are not part of the capital markets resulting in lower entrepreneurial interest
developed in the private sector. In all countries, resulting pressures for the privatization
of the public sector, i.e. the maximum possible commercialization and market
guidance of public sector enterprises. This resulting with the programs of deregulation,
privatization and decentralization. Program of deregulation should remove restrictions
that inhibit free behavior of economic entities and ensure increase economic efficiency
and competitiveness of enterprises, and thereby the efficiency of the national economy
(Komazec, 1996, pp. 22-25). In developed countries, the restructuring of the public
sector includes: deregulation, privatization - enterprises, institutions and insurers,
organizational reform and restructuring ( decentralization, the introduction of operating
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mode that is associated with stimulation ), encouraging greater diversity and
competition, changing role of services - from spending services switched to offering
services, the introduction of discipline of the private sector to the public sector - interest
capital is dominant.We can talk about public enterprises, their privatization and
restructuring. Again it is worked on their depoliticization. In Privatization Law was
given a deadline to complete the restructuring of those companies that are now under
the authority of the Privatization Agency and are actually most often still socially
owned. There are also state and the public, it usually does not think of them when it
comes to public companies. These companies are again divided into those that are in
restructuring and those that are not restructuring, but in preparation for privatization.
(www.politickiforum.org.rs) From an economic point of view, the goal of restructuring
is to improve the efficiency of public enterprises, and that will be achieved with the
following measures : repairing of corporate governance, the government should
complete the corporatization of the remaining large public companies, that the
expected benefits of corporatization been achieved, it is necessary to establish and
implement a transparent and professional framework for the appointment of directors
and members of management and supervisory boards of public companies, for large
public companies it is necessary to strengthen the role of the state as the owner,
including the manner in which it manages public companies and supervises their
activities. One possible approach is a clear delegation of authority and responsibility of
a specialized department within the Ministry of Finance, which could help reduce the
adverse political interference and allow them to strengthen the capacity to be focused
and efficient. An important element in the reform of public enterprises should be the
development of an integrated performance management, which would include the
development of " key performance indicators ". Actual results would be publicly
promulgated. It is necessary to introduce hard budget constraint (ie, to prevent the
accumulation of arrears and unwarranted issuance of guarantees) clearly separate the
role of public enterprises in carrying out the role of public importance and their
commercial operations. One possible model are contracts for providing services in the
public interest. Public companies would commit to a certain level and quality of
services of public interest, which are not commercially viable, and it would be
receiving direct compensation from the state. This compensation should gradually
replace all forms of support (eg subsidies for current operations and guarantees of
indebtedness) in addition to the reform of the subvention and the issue of guarantees, it
is necessary to reform the system of tariff determination, as well as appointing
authority so that they are based on actual operating results of the company, measured
by both financial and " key performance indicators " The current system of state help is
fragmented ; it is necessary to develop a unique and comprehensive database for all
forms of state support, that will included public and large state enterprises. Improving
the management of public enterprises would increase the chances of their privatization.
From the standpoint of economic efficiency, it is justified the privatization of
enterprises operating in competitive conditions, such as Telecom, Galenika, Zelezara
Smederevo and others (Arsi¢, 2012., pp. 133-137).
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THE RESTRUCTURING PROCESS OF REAL SECTOR IN
SERBIA

The process of restructuring of the real sector in Serbia is 17 years old. You do
not need to go far in terms of restructuring in other countries and other continents,
it is enough to look what is happening in the real sector restructuring, draw
experience and on that basis bring political and other decisions related to the
restructuring of the public sector. The restructuring of the real sector started in the
90s of the last century. No matter in what form, legal and other, and no matter who
was in power that restructuring process has produced disastrous consequences to
the industry in general. Then government said that companies that will be included
in the restructuring process are the strategic enterprises primarily, that have a
national or regional significance and which employ large numbers of workers, who
have specific problems related for its debts. It was the 1996th year. Criteria were
then eligible, it was thought that the process will go in a positive direction. What
happened was that the management of these companies realized that they had
become white bears of Serbian economy. They did not have to pay various taxes to
the state and no bank or any creditor was unable to collect its receivables. For those
companies are associated the largest corruption scandals in previous 15-20 years.
At the head of the company in a high percentage were the people that were coming
from the government structure, i.e. from a certain political party as long as the
company was vital and as long as it had nothing to steal and nothing to be
dismembered. Because of this behavior, we came to other conclusion, which was
that a number of these companies, and the list of these companies in fact was a
kind of list for the shooting and killing Serbian industry and economy. Now we
hear the announcement of the Government of the Republic of Serbia that this
restructuring process should be completed in June of 2014. What do we actually do
that welcome 2014. with completely clear situation, that we saved and that we
undertake, here we took such and such activities and something we have succeeded
and something not ? It is obvious that this process is very mystified and we do not
know who is going to survive.

All these activities killing Serbian economy, taking place under the cloak of
re-industrialization, creating a new economic development strategy. Why do we
say under the cloak? Because it is a mysterious process. The unions do not
participate in it, although we were advocates of the process to start. We do not see
that professional public is included. On the ministry website you can see that some
people are consulted and some experts were involved, but nowhere you can see
who is this, if it's an institute, an individual, or something else. From 1996., when
the restructuring of the industry began until today have been lost over 200,000
jobs. Hundreds and hundreds of companies were shut down. These companies have
gone through the process of a second and third privatization. It is a walk through
the agony for the people who are in those companies really honestly and fairly
tried, through this process to find a solution for the enterprise that led, although the
majority of those directors were the criminal structures that eventually no one is
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going to account nor responded why they spent hundreds millions of euro's. All
this was done under the cover to preserve social peace and a big concern for
employees. Companies with whom we live and of which we are living, using their
products; were proud of it, because they were kind of brand of our business and
industry. These are the Prva petroletka, FAP, IMT, IMR, Machine Industry Nis,
Electronic industry, Dragon, Wagon Factory Kraljevo, Jumko, Beko, Kluz, all
companies from Leskovac former Serbian Manchester, Zorka, Zupa, Rad, Prahovo,
Ljubisa Miodragovi¢, Ivan Milutinovic, etc.. These companies will not exist. Some
have gone and some will soon disappear. No one is taken into account, nor will file
a liability. (www.politickiforum.org.rs)

What we have never tried with us, and that's about to let out or parts of assets
or the entire business of a company. It is a form of restructuring in the market
economy. The restructuring consists of good ideas, choosing the best and the
bigger combining the better restructuring. Bigger issue is neoliberals or
justification state that does not longer participate. The Republic of Serbia is a
country of small economy and for its economic policy is very important to
completely separate look at the micro economy and get into the problems of micro
economics. (www.politickiforum.org.rs)

SOCIAL PRICE OF CORPORATE GOVERNANCE IN SERBIA

We know that will be laid off 80 % of these 55,000 people. They go to the
street, many of these companies will fail and therefore these people will become
completely unproductive, so far at least something is produced. As a major obstacle
to serious solving of unemployment problem is the lack of any long-term
government strategy to solve the national burning question. Through future
employment strategy should put emphasis on solving problem of poor
segmentation of educational backgrounds (Damnjanovi¢, 2013., pp 289-315).

Ten years of privatization on the liberal recipe produced some results where
there were sold successful companies. Here and there is a company that was
already in difficulties with private capital and packaged privatization failed, but
how to deepen the difficulties in which companies are so increases the probability
that the liberal response wouldn’t be good. The other side says we can not just like
that put people on the street. We had ten years and there is no answer, there are no
results. Why are they there ? We think it is not true that public property can not be
managed well. We could see that this country has a successful state and socially-
owned enterprises. A good part of the German economy depends on the banks that
are state-owned. Let us not be blind to the fact that the management of the state or
public property, including the social itself did not have to be a failure
(www.politickiforum.org.rs).

When the social, public, state-owned enterprise or organization, show poor, it
is followed by the transformation process. In Serbia, we have " restructured "
companies that we recognized finished state. We do not know if someone took
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organizational functional unit, the reality is restructured, and we recognized. The
moment when on the serious market stage a company sees that they can not cover
the costs, they sit at the table and think what they have and how much to keep, with
what vision and in what they have to put to change something. It is true that at first
some people lose their jobs, it is true that some countries help these people and
some do not, but the one who is given the task of leading an economic unit is
tasked to find a solution. He is seeking for a solution within the resources that he
have and going away. Sometimes the state and public institutions know to work
that. One of the problems are these companies that we have put in the restructuring
of ten years or more. Why do we put them? The intention was to do with them
what was happened in the developed and established market economies to private.
That is a process that is extramural, that it is actually under bankruptcy legislation
and eventually get something healthy or liquidate.

We knew that we couldn’t do that by legislation that we had. It had to be done
under proper legal bankruptcy. This was a pretext and cover the regulator to do
something that was extremely logical, necessary and best for all. Very soon the
effort to really restructure the company has died. Others said it was actually a form
of subsidies, direct and indirect. We all know that this means that one part going to
the salary, which are social security, but largely go to corruption or the fact that no
one is really responsible and really have some hope of creating something. Why it
happened and what now? We are in 1965. abandoned central planning, and then
forget that kind of capacity in public institutions for economic thinking, analysis,
guidance, coordination must be built.

Than from 1965. until 1990. and especially after 1974. there were mechanisms
in Yugoslavia which primarily relied on a quasi- state institutions, economic
institutes, centers, but the State Administration, especially at the national level,
during time absolutely left every effort and thus the capacity to be able to do an
economic analysis. When it happened 2000th we were actually what is left at the
federal level and finish them off, and on the republic level we begun to make two
types of institution: what we proposed by international financial institutions, such
as the Privatization Agency, which should lead as in the private economy, and what
Europe said to us, and that is what is needed to harmonize our law with theirs. No
one was involved in our ability to perform the most basic way of economic
direction of our development, and so over the next ten years.

Today in Serbia we do not have a single institution in the state that follows
what happens in the real economy or research center. All those former that we had,
Institute of Economics, Institute of Economics science, market research, became
consulting firm. People were not guilty. The company management of social
companies and all employees had to develop their own restructuring programs. In
their interest was to don’t do anything, and if it was in their interest, in the short
term, of course they do not know what to do. That's why capitalism succeeds in
restructuring and socialism never. Because when something does not work comes
second owner. The neo-liberal model is not only and dominant, but when carried
on he is working, because you have the opportunity, a lot of capital and because the
sale comes much earlier. No one there is buying the company in a state in which
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our companies was in 2001., and certainly not now. Whatever discussion we make
today, we have to answer to the means, what, and how, if you do not want illiberal
model. If you do not have an answer with what means and how than neoliberals
model is better. Hundred million, two hundred million a year by infecting the rest
of the economy in that it is free of charge, by promoting unfair competition, by the
distracting State Administration in solving problems in a company that can not
solve their own problems, it costs entire society too much. In the end, the children
of people who will one way or another have a social problem of restructuring will
have a better chance to get a job if you do it before, nor if you do it later. It is not
true that it is not possible to do something, it is true that we never began the task of
training ourselves as a society to do something if we do not want to be a neo-liberal
model (www.politickiforum.org.rs).

THE ROLE OF STATE AND ECONOMIC DEVELOPMENT

American economist Moses Naim made the concept of liberal economic
reforms that being implemented in two phases: the "first generation reforms" and
"second-generation reforms". In the first phase, the priorities are to reduce inflation
and economic growth, in the second phase it is necessary to increase the
international competitiveness and maintain macroeconomic stability. Changes in
business strategy in the first phase relates to macroeconomic policy, reducing the
role of government in economic life and the elimination of protectionism. The
second phase of reform is building institutions of a modern market economy.
"Second-generation reforms" involve the construction of market institutions,
increasing the competitiveness of the private sector, health, education and other
public services. Instruments used to implement "second-generation reforms"
among other measures include restructuring different sectors of the economy and
building institutions for the exports promotion (Moses, 1994., pp. 59-63). "Second-
generation reforms™ include the construction of legal, regulatory and political
institutions. Some of these measures in order to advance the realization of the "
first generation reforms" (for example, " careful liberalization of the capital
account " is aimed at macroeconomic stability and financial stability, which is
liberalized in the first phase of reforms. During the discussions that are taking place
in the Serbia about the role of state in a modern market economy, it is necessary to
point out what is the role of the state in the "second generation reforms". "Second-
generation reforms" require strengthening the role of the state in terms of
strengthening the regulatory functions of the state, the role of the judiciary within
the" rule of law" and ensuring social security of the population. Within the "second
generation reforms "it's about defining" small but efficient government” in a
modern market economy (Stojanovi¢, 2008., pp. 84-88). The group of economists
gathered at the Washington Institute for International Economics, led by John
Williamson in 2003., thoroughly analyzed the economic development of Latin
America and formulate proposals for a new beginning of development and
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economic growth in Latin America. Recommendations are important not only for
the countries of Latin America, but also due to changes in the development strategy
of the former socialist countries that are building a market economy, including
Serbia. Gradually are changing views on the relationship between government and
economic development (Stojanovi¢, 2008., pp. 84-88).

A World Bank report in 1997. among other things, says that “"the completed
development under the domination of the state, has been completed and
development without the state. Good government is not a luxury but a vital
necessity. Without successful country sustainable, economically and socially
growth is impossible. "In all the above discussion still lacks a definition of the
economic role of the state. The theoretical basis of the regulatory functions of the
state in the economy, is based on the " theory of market imperfections " and "
theory of asymmetric information " market aggregates, for which Stiglitz won the
Nobel Prize in Economic Sciences. (The World Bank, The State in a Changing
World Development Report, 1997., pp. 95-100)

Serbia needs a change of economic philosophy, respectively a new
development paradigm. We need a new concept, an alternative model of
development, but as it is appropriate to "small open economy”. It is required a shift
from the "neo-liberal concept" towards the idea of efficient markets and state
regulation. Sequencing of reforms depends on the objective assessment of the
situation in the national economy. We need the export orientation in order to
reduce the dependence of the Serbian economy from the influx of foreign capital,
mainly foreign loans, but also to achieve higher rates of economic growth. To
make this happen requires proper policies, aimed at increasing exports of goods
and services. The most successful transition from a socialist to a market economy
and the best development successes was achieved by those countries that have their
own programs of economic development, which corresponds to the specific
circumstances of a given country (Stojanovi¢, 2008., pp. 84-88).

CONCLUSION

In Serbia, the restructuring process is delayed and there is no agreement on how
and when to implement it, because the restructuring rule means a loss of jobs or
requires substantial investments. The focus of the restructuring process is the
ownership, organizational and financial restructuring of public enterprises in the real
sector. In the restructuring field of public enterprises were achieved modest results. In
one part of the company carried out a process of organizational restructuring. Some
companies made a change in the legal form of a joint stock company, started a labor
surplus and implemented some forms of financial restructuring. The public sector is
facing problems of overstaffing, above average wages, poor financial results and party
influence. What to do with too large, inefficient public sector and how to implement
the management professionalization? In 2013. number of " in restructuring " has
reached 179 ( 54 000 employees). The basic form of "restructuring” was financial,



Faculty of Business Economics and Entrepreneurship 203

which basically came down to protect the company from payment of submitted bills.
Direct subsidies to the state of 2013. they have reached 3 billion, and through the
support of about 4.5 billion. Companies "in restructuring " have the following
problems : huge budget allocations (but each company of modest means ); frequent
protests of workers (" all eyes " are upon state employees, often the highest state
officials, who are required (soft ) solution to numerous problems in the short term ) and
the lack of interest of potential investors for privatization. Exit from the crisis are
increasingly asking for the "pre- planned restructuring programs ™ - a wish list or a real
plan of action.
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BUSINESS NEGOTIATION
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ABSTRACT

This paper describes business negotiation, as an essential part of a business
process. It deals with the concept and notion, goals, participants, forms, course
and phases of negotiation process.

Negotiation is defined as a process of discussion between two or more parties,
which often have different interests, in order to achieve a commonly acceptable
solution.

The goal of negotiation is to reach an agreement, acceptable to all
participants. This is achieved through cooperation and compromise between
parties involved in the negotiation. Negotiation is the art of adapting. It is the art
of giving in order to get more in return.

There are different forms of negotiation: internal and external; intuitive and
rational; positional, principle and opportunistic, and depending on the positions
taken by each party in the negotiation process, there are the following forms: win-
win, win-lose, lose-win, lose-lose, win and win-win or no deal.

The entire negotiation process takes place through two main phases. The first
step involves planning and preparation, and the second stage is the negotiation
process. In some cases, there is the third phase. This happens only when one of the
parties deviates from the agreement reached. Then the negotiation enters a new
phase — repetition of negotiation.
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THE CONCEPT OF BUSINESS NEGOTIATIONS

Negotiation is a process of discussion between two or more parties, which
usually have different interests, in order to achieve a common, acceptable solution.
It is based on the assumption that it is a controlled communication process with the
aim of resolving the conflict of interest between two or more reasonable
negotiating parties, where each party can block the achievement of the goal of the
other. If one side cannot block the achievement of the objectives of the other side,
then it is not a negotiation. Negotiation is a special form of social interaction, a life
skill, with differences and conflicting interests. Negotiation means to seek
agreement through dialogue. That is the way people solve their differences and
disputes. This is a basic form of human communication which is often used, but
people are not always aware of it.

There is also the notion that negotiation is a form of interaction in which a
group of subjects with conflicting interests are trying to reach a mutually
acceptable agreement on the distribution of limited resources.

In the simplest terms, negotiation is a discussion of two or more parties who
try to find a solution to their problem. It is an interactive process of communication
that may happen whenever we want something from other people or they want
something from us. It must be borne in mind that negotiations are reached by a
voluntary consent of the negotiating parties and that each party has the right to veto
the final result.

It is recommended that all disputes are resolved by reaching an agreement,
regardless of their nature (disputes between political parties, between religious
sects, between companies and trade unions, among researchers in an institute,
between parents and children, between teachers and students, etc.).

Business life is full of such situations, and all managers must negotiate on
daily basis and seek solutions to problems. Negotiation can be even fun if they
know how to do it. The real problems and difficulties arise if, in most cases,
someone comes out with the feeling that he failed in negotiating.

Factors of negotiations are: subject of negotiation, participants in different
roles (buyer-seller; investor-contractor; owner-manager; lender-borrower;
management-strikers, etc.), goal to be achieved, ambient (location) in which the
negotiations are conducted, general atmosphere, as well as many situational factors
that may influence the outcome of the negotiations and the prospect that the
agreement is reached (Pokrajac, 2008, p. 281-291. This interpretation of business
negotiation significantly relies on the cited text).

Ethical considerations require that one should always be well prepared for the
negotiation process. Preparation is the main factor of the success of the negotiation.
One needs to supply the arguments, data, and even the occasional jokes. One
should not be too hard, unyielding at all costs. Stubbornness is a sure path to failure
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of negotiations. Negotiations can be considered successful only when both
negotiating parties are satisfied with the outcome. Otherwise, our seeming success
may, as a boomerang, return to our heads. Therefore, you should skillfully apply a
strategy that clearly separatesgoals to be achieved and those which can be
"sacrified". Every experienced negotiator must know his goals and hispossibilities,
to be able to determine his expectations. Negotiation is not imposing one’s will,
and does not solely serve to fulfill one’s owninterests.

For each of the phases it is possible to identify and extract certain elements
and their application and knowing them lead to a successful final
outcome.Negotiating skills, therefore, are no longer viewed as an innate talent. In
today's complex and changing environment, it is of course still necessary, but it is
no longer sufficient. Successfull negotiating behavior increasingly depends on the
knowledge of proven theories and goodnegotiation practice. Negotiation should be
regarded as one of the key business processes that increases the value of the
business enterprise and its participants.

GOALS OF BUSINESS NEGOTIATION

The main goal of negotiations should be a mutual agreement. From the moral
point of view only cooperation and compromise can lead to an agreement
acceptable to all participants in the negotiation. Negotiation is the art of adaptation.
It is, in fact, the art of giving away in order to get something more. In order to
achieve this goal it is necessary to leave various prejudices related to gender, race,
ethnicity, physical characteristics, financial status, religious, political, ethnic, or
other affiliation. All this may limit our possibilities of easier and more effective
communication with other participants, and thus the success of negotiations.
Women are not stupid, all men are not goodnegotiators, good-looking might not be
intelligent, poor people are not less capable. We must not think that way. It may
create a prejudice that it will be too easy or too hard to reach the goal of
negotiation. To reach the goal we must use rational approach and flexibility. If we
use flexibility, crucial feature of successful negotiators, we will always find a way
to dispel prejudice that, during negotiations, may jeopardize the ability to adapt.
All people have their own psychological and mental characteristics that make them
more or less suitable for a successful negotiation. However, the existing human
resources are a reality of any organization and it cannot change overnight. Of
course, in the long term, it is to some extent possible, primarily in the context of
building organizational culture.
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PARTICIPANTS OF NEGOTIATIONS

From the point of negotiation, people as negotiators can be divided into seven
psychological types (for further reading see URL: www.poslovniforum.hr):

After

Dominant negotiators are those who want to dominate negotiations. They
use rough tactics and tend to command. They suffer from an inferiority
complex, refute the arguments of others, mostly by being loud. In fact, their
negotiation essentially comes to persuasion, including the extortion.
Extrovert negotiators have a similar approach as dominant ones. They are
superficial, they use rapid and short negotiation to achieve their goals only.
They devote too much attention to appearance and material environment.
Introvert negotiators do not confide in anybody, they do not have confidence
in anyone. They rarely agree to negotiations and are very difficult to open.
That is why they need more time and patience from others.

Innocents are pleasant, polite negotiators. They look like they will do
anything just to end negotiations peacefully. But if negotiations continue for
more than 5 minutes, they turn into dangerous negotiators. On the basis of
calmness and confidence of the other side, they create a feeling that they will
agree on everything. In fact, they turn other negotiators to a subjected
position. In negotiation with them, the other side gets the impression that
they achieved what they wanted, but they soon realize that the agreement
was more suited to the others.

Actors are negotiators who use all kinds of acting, from a recognizable
image, to unusual behavior. It may seem that they more appreciate the form
than the outcome of negotiations. Yet, they prefer the effects of negotiations
to the form.

Philosophers are negotiators recognizable by their unpredictability. They are for
something, and then, in a second, they change their mind and are against it. They
look like they do not know what they want, but they know it very well.
Guardians are conservative negotiators, full of common sense. They believe
in traditional values. Their goal is to have a positive result of negotiations, to
keep both sides satisfied. They do not like persuasion. From the ethical point
of view, they are the fairest.

enumerating the characteristics of individual negotiators, there arises a

logical question about the main characteristics of a good, real negotiator.
Characteristics of real negotiators are:

Knowledge (intelligence)

Negotiating skills (experience),

Honesty (fairness). They take care of their own as well as the interests of the
other negotiating party.

Pragmatism. They do not ask the impossible, they set realistic and
achievable goals.



208 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

e Flexibility. They use a variety of options, including trade-offs and
compensation from both sides.

o Inventiveness and creativity. They have an idea of the various possible
alternative solutions to problems.

e Visioning. They bear in mind cooperation in the future in order to resolve
the current negotiations quickly, easily and favourably.

TYPES OF NEGOTIATION

There are different forms of negotiations.

1. By the location of negotiation, it is divided into internal and external
negotiation (Jovanovic, 2005, p. 232-233).

Internal negotiation is performed within the company. They include
negotiations with management about current and developing enterprise, about the
distribution of resources between different departments, negotiations between
management and unions over pay and conditions, negotiations of different levels of
managers on how to organize a joint venture, negotiations of managers and their
subordinates about solving of a problem, negotiations and discussions on the
reorganization, etc.

External negotiation is done with stakeholders, with people outside the company.
This is related, for example, to the sale of certain products or services, the purchase of
certain raw materials, negotiations aboutsecuring the financial means,joint work and
realization of certain enterprises, information on integration, etc.

2. Due to the factor on which they base their thinking and reasoning, there are
intuitive and rational negotiation.

Intuitive negotiation is based on emotions, self-confidence, intuition, the
"voice within". In practice, a much larger number of people uses it than it is
commonly believed. When deciding on some minor issues, it can be understood
and justified. But when deciding on some crucial issues, with major consequences,
it can be very risky. Some managers negotiate this way, due to their overload,
overwork or lack of time.

Rational negotiating is based on facts, conscience, understanding, knowledge
and experience. It means calm immersion in fact, reflection and necessary
consultation. It is thorough and much safer.

The main difference between these two modes of negotiation is that intuitive
negotiation is: fast, easy, effortless, automatic, under the influence of emotions
(positive or negative), quite risky. Rational negotiation is: slow, difficult, hard,
logical, conscious, less risky.

3. Given the nature of negotiation,it is divided into: positional, principle and
opportunistic.
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In positional negotiation participants have limited powers. The negotiation
process is usually very long and agreement can be achieved only after hearing all
the controversial details connected to reaching a mutual agreement. These are
usually difficult and lengthy negotiations. Examples of this form of negotiations
are bargaining negotiations between employers and trade unions on wages,
negotiations between buyers and suppliers, territorial disputes, long-term
development programs, and so on.

In principle negotiation, we must first determine the basic objectives and
principles of negotiation and when the participants agree about them, then they try
to reach an agreement. In order to successfully negotiate and obtain an acceptable
agreement, it is necessary to first establish all possible options and to consider each
separately in order to reach an agreement. This is a more favorable form of
negotiation, because both negotiators have a sense of reaching a positive solution
and not a loss, as is usually the case with positional negotiating.

Opportunistic negotiationis a specific form of negotiation that can sometimes
precede positional and principle negotiation, or can be done during breaks or
interruptions, and in the course of negotiations. This form is done indirectly
through secret messages, indirect impact on other negotiators through a third party,
press, media and the like. This type of negotiation can shorten the time of
negotiation, which, especially in positional bargaining, can be very long. It may
also help to avoid interruption or failure of negotiations.

4. Depending on the attitudes that in the negotiation process the two parties apply,
there can be defined different forms of negotiation (Corey, 1994, p. 188-213).

According to Steven Covey, there are the following options:

e Win /win (both sides win)

e Win/ Lose (I win, you lose)

e Lose / Win (I lose, you win)

e Lose / Lose (both sides lose)

e Win

e Win / win or no deal (both sides win or no deal).

Win / win. All parties involved are satisfied with the decision and wish to
participate in the activities. There is enough for everyone, and the success of one
side does not mean the failure of others.

Win / Lose (I win, you lose) is the negotiating process in which there can only
be one winner. Most people look at life in this way since birth, which later
becomes their life philosophy. Of course, if we are in a situation that is really based
on a low level of trust and there is a limited amount of resources to divide, there is
a place for this kind of thinking.

Lose / Win (I lose, you win) is according to Covey worse than win / lose,
because in this case there are no requirements, standards, expectations or vision.
People who have this approach to relationships only want to appeal to others. In
negotiating, such an approach is considered surrender. It is used by those whose
only goal is a good relationship with the other party, regardless of the result of
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negotiations. According to Covey, both win / lose and lose / win are weak positions
that are based on the uncertainty and personal insecurity.

Lose / lose (both sides lose) - When both participants have win / lose mindset,
both sides will inevitably lose. Some negotiators so much focus on the opponent, to
become blind to everything but their desire that the other side loses, even if it
means they lose, too. Divorce is a typical example of this paradigm.

Win - People with this mentality do not consider it necessary for someone else
to lose or win, it's irrelevant. The only thing that is important for them is to get
what they want. According to Covey, this is probably the most common way of
thinking in everyday life. There is practically no real negotiation.

Win / win or no deal - "no deal" basically means that if you cannot find a
solution from which we all benefit, it is better to separate as friends and break up
the negotiations. According to Covey, when we have this option, we feel to have
more freedom. We do not have to come up with a solution at all costs, and we can
really try to understand the other side.

All of these solutions can be reduced to two basic forms of negotiation:
competitive (win-lose) and consensual (win-win).

The first form, the so-called competitive negotiation, is based on the principle
"win - lose",which means that one party wins and the other loses. This is a
negotiation that takes the form of competition of two opposing sides, each trying to
impose their interests. Negotiation is hard, conflicting and usually long, often with
an uncertain ending. The most common negotiation endingis when one side
achieves a significant advantage, or when a party deviates from its hard line and
wants to put an end to negotiation. This occurs when one party knows the goals of
the other side and the final point where it wants to go to. It also happens when one
side is pressed for time and wants to finalize the negotiation process.

The second form, the so-called consensualnegotiation, is based on the
principle of "win - win", which means that nobody loses, both parties win. It is a
negotiation that takes into account interests of both sides. To make this form of
negotiation successful, it is necessary that both sides want to reach a mutually
acceptable solution and that they are ready to analyze reasonable and advantageous
solutions for both parties. It is believed that this is the most advantageous form of
negotiations, which leads to the satisfaction of both negotiators.

From the ethical point of view, consensual form of negotiation is the most

acceptable form. In order to be successfully used in practice, the negotiating parties
are advised to follow the following principles.

e Viewing the problem from the point of view of the other side. Trying to
understand the other side and its needs.

o Identifying the main issues involved in the negotiations (not positions).

e Identifying the results that would be perfectly acceptable.

o Identifying possible new options to reach these results.
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From the ethical point of view, negotiation should not be directed solely at
achieving the highest possible economic effects. Sometimes non-economic effects
may be more important. You need to look at long-term goals and interests -creating
trust, advertising, winning the market, understanding the position of a business
partner important to us that can sometimes be unfavorable. This form of
negotiation is from the ethical point of view the most acceptable solution. It arises
in a situation with a high degree of trust among negotiators. It is based on reality,
benevolence and understanding of the situation.

CONCESSIONS IN NEGOTIATING

Concessions are also an element of negotiation. They have a very important
role in this process. Some even believe that they have a central role. They are the
heart of the negotiation process. If there were no concessions, there would be no
negotiations. If one of the negotiating parties is not ready for any compromise, then
the other must give in, or they will reach a stalemate and there can be no
negotiation.

That is why people who begin negotiations always expect to get some
concessions. They are also prepared for demands from the other side,respectfully.

Concessions are changes of the original offer in the direction of interestsof
other negotiating party, which also reduces its already stateddemands in return.

There are different types of concessions: by size (large, small), by the amount
(much, little), by the time they are given (initial and final stage of negotiation), by
the speed (fast and slow), by the way (all at once and gradual) (Petkovic, (2011), p.
53-55).

Different people (different cultures, religions, customs) have a different
attitude towards concessions. In fact, everyone understands their importance as an
essential element of negotiation. However, they have a different attitude toward the
act of concession. Some believe that we should make concessions but should not
bargain much. Other people enjoy in it. This is especially true of Oriental people.
For example, if one accepts the full offer immediately or acceptsit quickly, easily,
without much bargaining, they are not happy. They think that they did not make a
good job, because they initially set very modest conditions.

In practice, each negotiating party in the beginning of negotiation processstarts
from its own area of interest. This zone has the lowest critical point as the "last
price", "final offer" and so on. This means that they know exactly how far they can
go, and where to stop with concessions. Each side tries to keep a secret about their
interests of negotiation, while trying to find out more about the area of interest of
the other. This once again confirms that the process of negotiation, and the
concession process connected to it, is very complex and requires a lot of patience,
knowledge and skills.
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There is also strategy and tactics. According to our strategy we know that we
must give in, how much, to what extent. Tactically, we estimate when and how to
make concessions.

Negotiation takes place slowly, in stages. In the way of negotiations, there
appear concessions. In the beginning, we give small, less significant concessions,
and later — bigger ones. It is determined when to make the biggest, or the latest
concession. It depends mainly on the behavior of the other negotiating party.

Given the importance and great presence in the business life of the negotiation
process and related concessions, there are manybooks written about it. There are a
number of ideas and suggestions. Some have even attempted to systematize and
make certain models, templates for making concessions. However, just as all
negotiationsand almost all their elements are specific, so is the case with
concessions that accompany them. That is why these specific, diverse and dynamic
processes cannot be shaped into the form of a template. Bargaining and
concessions are among the very few functions in a company, which cannot be fully
standardized. However, this does not mean that some recommendations in this
regard should not be known and used in practice. Such recommendations are
usually the following:

o It is good to plan concessions ahead. Planned concessions are less painful
than those that are unplanned, given under pressure.

e When planning any negotiation, we should leave enough space for
concessions.

e As much as it is possible, we should try to open the other side, to find out its
basic intentions, interests and possibilities.

e For our part, we should give some information so that the opposing party
gets the impression of our willingness to cooperate. However, the
information should not be the most important, but some less important.

e It is good to be the first to give a smaller concession, but last when giving
the biggest concession.

¢ We should exaggerate every concession given and attach greater importance
to it than it objectively has.

¢ For each concession given we should try to get something in return - "tit for
tat".

¢ During the time of negotiation and exchange of concessions, we should
watch the other side’s "body language", non-verbal communication: eyes’
reaction (“eyes are the mirror of the soul"), changing the face colour,
nodding, hand gestures, posture, etc. These thingscan lead us to conclusion
whether the other party is satisfied and whether the end of negotiationsis
near.
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ETHICS OF NEGOTIATION

Ethics as a science of morality, among other things, determines the moral
norms that prescribe what is moral and what is immoral, what is allowed and what
is forbidden, illegal. There are certain norms that are universal, applicable to all
civilized societies. There are also certain moral norms that are related and are valid
only for a particular culture, religion, nation. There are even narrower moral norms
that are connected only to specific structures, professions-ethics of doctors,
professors, judges, customs officials, military officers, sportsmen, etc.. There are
individuals who, because of their origin or the educational system, have moral
standards that are lower or stricter than the officially accepted moral norms.

Problems in business arise when some individuals accept the principle that
everything that is not forbidden is allowed. There especially arise problemsin
international business, where members of different religions, cultures, nationalities
meet. Such is, for example, the case with corruption, which is in the countries of
Europe or America considered not only immoral but also illegal, compared to most
countries in Asia, Africa and South America, where it is almost legalized.

Such is the case with signing and respecting of contracts. Countries of Europe
and America are for strict observance of all provisions of the contract, while in
most countries of Africa and Asia (China, Japan, Korea) a contract regulates only
general cooperation, and details must be further discussed.

That is also the case with tax paying or tax evasion. In the first group of
countries, tax evasion is considered one of the gravest violations and is strictly
punished. In a significant number of the second group countries, it is considered
normal that companies do the book-keeping in three ways, in order to avoid taxes.

There are differences in terms of basic elements of business ethics and
corporate culture: respect of deadlines, punctuality of arrivals at business meetings,
relation to business gifts and so on.

Because of these differences, there are also differences in the process of
negotiation. The first group of countries has maximum respect for the ethical
principles of negotiation, while others believe that it is not immoral to use unethical
means (fraud, bluffing, lying, etc.). Some countries even think that there is no
negotiation ethics that should be respected, but one should be free to negotiate and
use all means available.

Today, under the influence of globalization process, individual countries and
continents connect and the negative views are seen as relicts from the past and are
increasingly being overcome.

For normal and successful completion of the negotiation process, it is essential
that there is adequate environment. The environment should be characterized by an
atmosphere of trust, safety, relaxation, good faith, optimism, hope of success.
Participants in the negotiations should be on an equal footing, free, without any
pressure, obligations and restrictions. They should freely expose their views and
protect their interests.
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Such a good negotiating environment can sometimes be compromised.
Disturbance is usually seen in the form of disorganization, tension, hostility and too
friendly atmosphere (Petkovic, ibid, p.55-62).

Disorganization manifests when one or both of the negotiating parties come to
negotiations unprepared or under-prepared. It is clear that without a good
preparation there can be no successful negotiations. In this case,one should stop
disorganized meeting and immediately start organized preparation for the meeting.
Having done the necessary preparation, one should define the agenda, start the
meeting and work strictly according to the previously defined agenda.

Tension may occur due to various reasons. Again, the most common is
inadequate preparation. If everybody is aware of it and agreesthat negotiation
process is not performed in a satisfactory manner, tension can be relieved by
having a break, by informal conversations, so that people get to know each other
and relax, and then start over the negotiation.

Hostility also occurs when negotiators are not prepared, when agenda and
goals of the meeting are not clearly defined. Negotiator who initiated the meeting
should take more decisive position, and find and analyze reasons that created
hostile atmosphere. When things are clear, hostile atmosphere will evolve in a
friendly and relaxed, and conditions for normal work will be created.

Too friendly atmosphere is created by inexperienced negotiators. Because of
the importance and responsibilities of the job, as well as lack of knowledge and
experience, and sometimes lack of information, negotiators are afraid, they don’t
have confidence. To cover it up, they try to be overpolite. They forget that
professionalism has its principles. Kindness cannot be a substitute for
professionalism. It can only emphasize it and make it more elegant, more
acceptable. Someone with more experience should direct and animate the
negotiations.

To avoid these things from happening, a proper preparation of the negotiation
process must be done beforehand.

The negotiation process is not simple and routine communication, it involves
certain preparations (cognitive, mental, psychological, ethical, etc.) ofnegotiator,
designing a specific environment and overall atmosphere of the negotiations. This
may significantly affect not only the ease of negotiations, but also their very
outcome.

The results of research show that the success of a meeting is directly related to
its preparation. This relation is obvious, so that for every hour of the meeting "face
to face", you need to spend at least four hours preparing it. Of course, it is not just
about professional and mental preparation, but also a complete environment of
negotiations. It is very important that the space is adequate, clean, ventilated,
sufficiently heated or cooled.

The location of negotiation is very important, too. It may be at one or the other
negotiating party or at a neutral location. Every possible solution has its pros and
cons.
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It is believed that the party who is hosting has a slight advantage. As
negotiations are conducted in its premises, it has the advantage of all the data at
hand. A negotiator can use a break to consult with his/her superiors. But the other
side also has certain advantages. It does not have to make the final agreement, it
may seek to delay the final decision because of the need for consultations. Also, it
is good for it to see the whole potential and infrastructure of the other company,
which will give it a more complete idea for bargaining and the next cooperation. It
is also very important to see the contacts, the credibility of a person who is
participating in the negotiations. This information will be valuable for taking a
position in negotiations.

To make negotiations successful,we should pay attention to the following:

Never be late for negotiations. Negotiations begin at the moment when you
appear (you send the first messages by your looks, your movement, your clothes,
your perfume). You don’t have much time to leave a good first impression.
Negotiations are based on communication (sound, words, voice, movements, body
language - presentation equipment, video beam...).

Be well informed. Before negotiations, a good negotiator should gather all the
necessary information on the subject of negotiations, on the other party, metaphors
and quotations that can be used. The strongest weapon of negotiators are facts that
are used to win the other side. Therefore, you should collect the data and store
them methodically, and you should know where to look for information or data that
may be needed during negotiations. Professional negotiators write down all
interesting things that they notice or read every day, and at the end of the day, they
arrange them. It is good to write down the thoughts that you hear during a
conversation. You should make your files and archive them.

Creating trust. You should believe in yourself and have self-confidence and
thusyou will make others believe that you are the person to be trusted. Present
yourself as a reliable, responsible, organized and efficient person who knows how
to achieve your goals, but also make for others possible to achieve their. It is easy
to fool someone who trusts you, which is immoral. But, usually, it can happen only
once. Lost trust is difficult to regain.

Creating a sense of importance. Someone can call this praising, some flattering
and some obsequiousness. You should praise other people in their presence. Find
something in the other party which you truly admire and praise it to the skies.
Flatter other side and entrust them to a secret to show them they are trustworthy.
Mix the bitter with the sweet, because if you put a little bit of criticism with praise,
it will sound more honest. Compare them with somebody better, for example, tell
them they are a lot smarter than someone who has a better car or more money, etc.

Creating a relaxed atmosphere. The feeling of confidence and personal
significance can lead to relaxation and pleasure. Relaxed and happy man will more
easily accept the terms of the negotiations and allow you to reach your goal. Create
a relaxed atmosphere. Choose a calming color of walls, soft music in the
background. Your voice should be calm, comprehensible and pleasant.
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For clear communication during the negotiation, try to apply some of the
following tips. Let your speech be comprehensible, attractive and reliable. You
should watch the other negotiator, maintain eye contact, but avoid the hypnotic
stare. Avoid interrupting other negotiators, allow them to express themselves fully
and freely. Then ask questions related to facts, to clarify your observation.

Analyze nonverbal signals. Do not let the voice, looks or gestures of other
participants influence the content of the message. In the case of conflict of interest,
keep calm, professional attitude. Always let the other participants know that their
goals are important to you and that you strive to find a solution good for
everybody. Your behaviour must be believable, andalways acceptable.

Do not take gifts to negotiations, or if you feel the other side may be happy for
them, then let it be only symbolic signs of attention. Expensive gifts can be
understood as attempts at bribery, which weakens or completely hinders your
negotiating position.

UNETHICAL BEHAVIOUR AT NEGOTIATIONS

In addition to the normal, ethical, professional behaviour, there is also
unethical behaviour. In some cases, there is a lot of such behaviour, and sometimes
it is rare. In civilized, more established, reputable environment, such behaviour is
almost non-existent, and in primitive communities there is a lot of it. Sometimes
even more than we can imagine and expect.

With the advent of various crises and generally turbulent business conditions,
there appeared such behaviour even in some countries where it wasunusual before.
This also happens when there is a meeting of negotiators from different
civilizations, cultures, religions, value systems.

Unethical behaviour in negotiations are manifested through various forms of
the so-called "dirty" negotiating tactic. These are different forms of manipulation,
bluffing, lying. There are various forms of exploitation and abuse of power,
pressure, ultimatums, blackmail, creating a stalemate or different types of
impediments.

It starts with creating a bad negotiating atmosphere and endswith extortion of
certain demands or fulfilling some interests. This is most often achieved through
one of the following forms (Petkovic, ibid, p. 63-65):

Creating an atmosphere of mystery and expectation. Do not let the other
negotiator put you in a state of anticipation, creating an atmosphere of secrecy and
mystery. Ask for an explanation of what you do not understand, even ten times if
necessary. You have the right to get accurate and clear picture of what you
negotiate about.

Using pressure. Pressure may be seemingly decent, and it can be rough. The
most common form of pressure is force. Threatening a business partner, standing
too close to his face, and other forms of force are a thing of the past. Psychological
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pressure may force someone to agree to some conditions, but dominant negotiators
will always look for something more. In this case, you must learn to say no, stand
up to the pressure and say no, | do not accept it.

Creating discomfort. Discomfort is the kind of pressure which some
negotiators use to force the others to promptly stop the unpleasant situation, often
accepting unfavorable solutions.

Creating anxiety. Dissatisfaction with the opinion of others about ourselves,
over-reliance on the opinion of others, fear and uncertainty can make you withdraw
into yourself or start a conflict with the environment. Anxiety, as such, is fertile
ground for taking control over you, in which case you lose negotiations.

Creating the feeling of dependence. Dependence on other people's opinion and
expectations of their acceptance creates fear of the person whom we depend on,
leading to uncertainty. Therefore, make a list of the people whose opinions you
care about, and do not allow others to influence your mood.

Creating fear. Fear affects behaviour, blocking the nervous system and makes
us more sensitive to other people's goals. The most common fears of negotiators
are fear of oneself (of being ignorant, of not be able to understand the other sideand
fear of physical reactions) and fear of the other side. Fear of being ignorant starts
from ignorance of the issues you negotiate. Being unprepared and lack of
knowledge can lead to the fear of unknown and from the start, put a negotiator into
a subordinate position.

The notion that you are in a subordinate role will block you with fear that takes
control of your nervous system, and can lead to serious physical consequences, as
panic attacks. Negotiation requires knowledge and constant readiness to creative
improvisation in expressing ideas and thoughts. Negotiations should be planned,
using notes or plan of presentation canprevent fear. A good negotiator relies on
facts, good presentation, confident demeanor and proper use of voice. All this leads
to self-confidence that is a prerequisite for the successful presentation of thoughts.

Creating and encouraging aggression. Aggressiveness in negotiations usually
occurs as a result of fear and insecurity. Negotiators who have high expectations
and low opportunity of exercising them, will resort to aggression to achieve their
goals. It is possible that they will try to induce aggression in others in order to
make them subordinate to their goals. Aggressive man may lose control and react
without thinking about the consequences. And that is what your opponents want,
they want you to make a decision without thinking about the consequences. If your
opponents affect your behavior,they will also affect your decisions.

Creating stress. Stress is often a consequence of shorttime and set deadlines,
regardless of whether you specify them or someone else imposes them on you.
People who have fast pace of life become victims of pressure and they do not have
enough time for all that must be done in a day. Stress also appears when the other
side tries to make you think or act faster than you are capable of (insisting on quick
decisions, quickchange of proposals or opinions). Under such pressure, you may
make wrong decisions, which is the goal of your opponent.
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You should avoid stress with good self-control and using some of the
relaxation techniques. You should never try to negotiate when you are tired and
discouraged. Do not accept the imposed pace of negotiations if you cannot follow,
but choose the pace that suits you.

THE PROCESS OF NEGOTIATION

Although a lot of different elements are present in negotiation, the key element
is still speech, language, word, meaning, as means to communicate our intentions
and hinder intentions of others.

If, during negotiations,you notice that respondents do not understand or do not
think too much about the topic of conversation, you may use louder speech,
movement and gestures to make them more observant. In case the other side is
intelligent and interested in the topic, you should apply a more subtle approach,
filled with, for example, humor, communication that you will convey with the
appropriate tone, words and movements. If your voice is flat, without expressive
and powerful tones, you will give away the impression of fear and insecurity, or
even indifference. The lack of coordination between thoughts and voice makes an
indecisive voice, which occurs mostly with the negotiators that are not sure what
they are talking about. The cure for such things are notes, which should help the
speakers establish a connection between the brain and voice.

Style of speech is a matter of personal choice of each negotiator. It involves a
good knowledge of grammar, knowledge of word meaning and skill in formation
of sentences. Your respondents expect of you expertise, knowledge of grammar,
which is visible from the correct stacking of words in a sentence, proper separation
of words and proper use of pause. Rhetorical pauses retain the attention of
participants, dramatic pauses stress the importance of that part of speech, and
pauses for air intake must not interfere with fluid discussion. Fast talking
negotiators, who are in the habit of talking before they could think, are difficult to
understand and people may get the impression that they just want to quickly wrap
up the negotiations. Do not accumulate unnecessary words in the debate in order to
impress others as a learned person. Some will see it as your attempt to get more
time because you do not know what to say at that moment. Your speech should
contain no unnecessary words, it should be clear, simple and easy to understand,
but never dull.

The meaning of words. In preparing for negotiations you must be sure that you
know the meaning of words you may use. Do not use Latin words to impress the
other side if you did not check their meaning in a dictionary. The first time such a
mistake may be taken as a cute mistake, but frequent errors could lead to negative
reactions of the other side. Do not use words that, in the local vernacular, may have
a different meaning (often vulgar and offensive).
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Caring for the listeners. Tactics is important for a positive acceptance of your
thoughts and arguments. Do not use the speeches and presentations that cannot be
doubted, you could create aversion. The message will be the same, but the level of
non-acceptance will be lower. Make easy for your listeners to understand your
words by repeating important facts. Avoid mumbling and repeating various
catchphrases like hmmm, well, you know. Use warm and gentle humor and good
spirits. Speaking without listening is a one-way street. Hearing someone does not
mean listening. Physicalact of listening does not mean that words are understood.
Sometimes the pace of listening is faster than pace of speaking, soa listener has
time for his own thoughts, and sometimes the listener estimates that there is no use
of listening and rather amuses him with his own thoughts.

When does not-listening occur? When your listenerkeeps silent and listens to
you, but shows no signs of interest, does not comment on your words or ask
guestions.

People often listen to only what is interesting to them, and sometimes they
listen to what they do not want to hear. During the debate, while listening to others,
some people use that time just to clear their minds and start talking as soon as they
have the chance, and sometimes they listen lurking for the wrong words of their
opponents. Remember that those who do not know how to listen, cannot make
others listening.

What to do when your listeners indicate that they hear you, but they are not
listening to you? If they are not interested in what you are saying, change the
subject. If you speak monotonously,try to sound more emotional and speak faster,
and if you start repeating yourself or you speak too much about yourself, again
change the subject. Turn not-listening to listening so that your listener understands
your message and beginsspeaking and you start listening.

Show to the other speaker that you are listeningby repeating and describing
what he said, ask questions, try to guess his thoughts and emotions, ask for
explanations of what you do not understand, and finally repeat his key thoughts and
messages.

The effectiveness of listening will significantly increase if we decide in
advance that we will listen, if we do not talk too much during negotiations, if we do
not use silence to think, we keep eye contact, ask and repeat the main ideas, we do
not interrupt speakers and avoid movements that interfere with negotiations. We
should not forget that good negotiators listen carefully, and the best negotiators do
not miss anything. During negotiations, we must not allow others to interrupt us
with comments, but listen what we want to listen, think in advance and model our
expectations to it and not let emotions put us out of balance. If necessary, check
things two or more times, ask appropriate questions, so that the other speaker sees
that we are interested in the solution. Only if we receive the full message,we will
be able to handle it effectively. People have two ears and one mouth, so let it be the
proportion in which they should be used. So, it is more important to listen than to
talk.
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Sense of time is an extremely important characteristic of a good negotiator.
We need to know how long our speech will be before we begin to speak. Some
negotiators deliberately ignore the sense of time in order to create pressure on the
other side. When negotiating, you should plan no more than one quarter of the time
for introduction, two quarters for the main part of negotiations, and the last quarter
for conclusion. Even in negotiations that are not limited by time, you should not
leave more than 10 minutes for conclusion. Always leave several safety minutes
for unpredictable situations during discussion. Do not show before the other party
that you are a slave to time, so as not to leave the impression that negotiations are
done worrying more about the time than the other negotiator and the actual
situation.

Other processes such as phonics, panting, trembling of voice, facial spasms,
etc.are complex processes in which there is a series of voluntary and involuntary
movements, which are not desirable. The movements that we do unconsciously
(frowning, licking of lips, loud swallowing, brows lifting, twitching of lips) - reveal
some of our internal states. Theother negotiator will understand this as our
weakness and a sign of crisis, and try to use it against us. In this regard, the
extremely negative phenomena are tics - unpleasant, little, repetitive, involuntary
movements.

Dressing and personal hygiene. We make our judgment about our surrounding
on the basis of what we see. Although it is said that clothes do not make the man, it
still says a lot about him or her.

The fact is that your satisfaction with someone's appearance will affect your
opinion. And the other way round, if you make a good first impression, you are on
a good way towards the successful completion of negotiations. There is no second
chance to leave a good first impression. So, you should not wear brown shoes with
a black or dark blue suit, checked tie with a striped shirt, white socks, cowboy hat
and so on. But also, do not wear your best evening suit if you negotiate with people
who can barely make ends meet, with union strikers, and so on. Although it goes
without saying, it is good to be reminded on the importance of personal hygiene
(clean and tidy nails, washed hair, no bad breath, neat beard and mustache, etc.),
which can only contribute to your self-confidence, and with that — easier and more
successful negotiation.

PHASES OF NEGOTIATION

Every day there is a growing number of participants in business processes,
especially the key ones: owners, managers, entrepreneurs, advisors, etc., which
puts them in a variety of negotiation situations with different participants. It is
expected that they have a considerable degree of communication skills and all the
other prerequisites for successful negotiation. This is the reason that modern books
on this topic pay more and more attention to knowledge and skills of negotiation as
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a subtle "tool for fine-tuning™ of the business enterprise towards its successful
realization.

So, negotiation cannotbe obligation or privilege of only a few selected and
certified, high-quality, experienced professionals, as it used to be. Today, the
strategic emphasis is placed on managing relations with suppliers, customers,
contractors, financiers, government bodies, etc. Therefore, negotiation has become
a very important process that has a direct impact on the achievement of the overall
business success of companies.

The important novelty in the approach to negotiation is systematics, which,
among other things, means that the negotiation process is broken down into several
phases: the preparation phase, the course of a negotiation and the phase of revision
of a negotiation. In this way, using different techniques and resources,we try to
achieve maximum possible additional value to each of negotiation activities.

The first, and, in the opinion of many scholars and practitioners, the most
important phase of every negotiation process, is the preparation and planning of the
negotiations. Generally, this stage is attributed to the 70 to 90% of the success of
the negotiation (Tomasevi¢-Lisanin, 2004), Negotiation - business process that
gives value, "Proceedings of the Faculty of Economics in Zagreb," year 2, No. 1).

At this stage, it is necessary to identify and study the available sources of
information, and based on that, determine our needs, demands and possibilities,
and based on them better evaluate business partners with whom we negotiate. In
this phase, we should take into account not only organizational demands, but also
individual characteristics and demands of people who participate in negotiations.
We should not forget that although negotiators present their organization and try to
achieve specific organizational goals and needs, each of them enters negotiations
asa person and an individual with their own individual needs. Both of these should
be taken into account. A good analysis of needs of both sides means the ability to
find a "win-win" solution that will satisfy both sides,no matterthey enter
negotiations because of the existence of disputes or conflicts of interest.

Prior to the commencement of negotiations, we need to determine how far we
can go in giving away, i.e. what we want or can give to the other party. In addition
to the established baseline, maximum, minimum and target positions,we should
predict expected objectionable points that could be crucial or problematic in the
way of coming to an agreement. Also, it is necessary to consider and anticipate
different scenarios and alternatives, acceptable, positive outcomes. The
collaborative, or "win-win" approach to negotiations, preparations should include a
lot of seemingly minor issues such as the determination of location for
negotiations, setting equal number of members of the negotiating team, the ambient
and seating arrangements of negotiators, refreshments and short breaks, with the
aim of making stimulating and pleasant atmosphere for all parties involved. In the
“win-lose"approach,in preparation they usually think about various traps, the ways
of expressing power, as well as the number of available manipulative techniques
that will help with the attempt to put pressure and be dominant over the other side.



222 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

The second phase of negotiations is a negotiating session or meeting where
two sides are trying to reach an agreement. At the beginning of the meeting it is
necessary to do everything to reduce tensions and to express intent and desire for a
successful outcome of the negotiations for all parties involved. A negotiating
session essentially consists of the following elements: coordination and
confirmation of the agenda, expressingof views on the situation, presenting
concrete proposals, debate about the differences in viewpoints, arguments,
discussing possible solutions, compromises and attitudes that are the subject of
possible exchange, and finally negotiating the terms of exchange. When making
concessions, we should always try to get the same value in return not agree on what
we do not like. Otherwise, we may come out of negotiations with badresults. At the
beginning of a negotiation process, we should clearly express what we want to
achieve with negotiations and ask the other side to do the same. It depends on pre-
approved tactics what will be presented as our wishes. It is usual not to expose
immediately the desired final goal, but to start with bigger demands and thus leave
some space for later concessions and negotiations.

When both sides express what they want,it is time to start with the
determination of similarities and differences. To make the process of negotiating
effective, it is necessary to start with solving the problems and discussing the
differences. It usually starts with smaller problems and differences.

The discussion should lead to reducing the differences and preparation for
making compromises. From minor differences and easily solved problems, we
should go to bigger differences and larger problems and solve them patiently and
slowly, one by one. It is very important that the atmosphere in the negotiations is
good and that both sides are willing to make compromise and agreement.
Compromise is a key part of the negotiation process, and without it there can be no
agreement.

The aim of the whole process of negotiation is to reach an agreement. The
agreement is finally reached when all differences are removed and all important
issues are resolved. To end the process of negotiation effectively,the agreement
needs to be formulated accurately and clearly and written downin a form of a
contract, agreement, etc. This is especially important and necessary in larger
purchases and sales, realization of major enterprises, etc. In this case, drafting of a
contract requires special procedures and time for completion.

The third phase occurs only if there is a unilateral deviation from agreement of
one of the negotiating parties or there appear new or changed circumstances which
require new, redefined negotiations.

When concluding this review of the business negotiation as an important
element of the business process, i.e.the factor of the success of a business
enterprise, we should say that each business subject should see negotiation as a
powerful tool, which can help to win a lot, but also lose a lot. It is always important
to set clear goals, to aim high, to target the best possible result. Therefore, in
addition to being clear, business objectives must also be attainable and time
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determined. Also, the more we know about the other negotiator,the more we can
accomplish during negotiations.

Finally, it should be noted that there is an opinion,which is empirically
confirmed, that knowledge contributes 15% to the success of a negotiation, and the
ability to communicate 85%. In addition, verbal communication contributes only
45%, and non-verbal communication 55%.

CONCLUSION

The entire process of the analysis shows that business negotiation is a heart of
every business process. Without negotiation, any human activity would be
impossible. That is why negotiation is sine qua non of every human activity and
survival of society in general.

With the development of human society in economic and civilizational terms,
the negotiation process becomes more complex, complicated and sophisticated.
Therefore, we must constantly study, develop and improve negotiation process.

Studying and developing of the process of business negotiation must be
conducted from different aspects, and above all, from technological,
organizational, economic, socio-psychological and ethical aspects.

In the future, human society will primarily develop as an information society.
In advanced information society, negotiation in general, and, especially, business
negotiation will be faster, better, more complex, and also more humane and
dignified.
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ABSTRACT

Legal consequences of an amicable financial restructuring of business
companies are important both for the corporate debtor and for its creditors.
According to the order of creation, they can be divided into those that act
independently of the outcome of the restructuring process and prior to its
completion such as debts stand-by (moratorium), and those that are arising from
the conclusion of the contract on financial restructuring, following the successful
completion of the procedure. An effective protection measure of creditors’ claims
during the moratorium is limitation of powers of statutory representatives in the
form of mandatory countersignature. The consequences arising from the
conclusion of the contract are reflected, primarily, in redefining of debtor —
creditor relations, foreseeing of repayment in instalments, modifying terms of
maturity, interest rates and other terms of the loan or collaterals. An important
result is the retention of the order of priority of mortgage.

Tax incentives for the banks and other creditors, the participants in the
financial restructuring, are provided. Absolute right transfer tax was abrogated on
the transfer of shares in legal entity and securities, which refers to the measures of
converting receivables into capital of the business company — corporative debtor.

Contract on financial restructuring constitutes legal grounds for the
reclassification of banks’ claims, thereby reducing the mandatory reserves for the
potential losses and has a positive effect on capital adequacy of the banks.
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INTRODUCTION

Amicable (out-of-court, non-insolvency) financial restructuring of a company
represent first in a series of measures which are possible to conduct in relation to a
company which has financial difficulties. Order of measures in such situation in
our legal system is the following: amicable (out-of-court, non-insolvency)
restructuring; plan of reorganization prepared in advance; bankruptcy
reorganization; bankruptcy (Kozar, 2011, pp.8). These institutes, except
bankruptcy, represent ways and forms of recovery of companies, which can be lead
under institution of recovery which is developed for years, and now is not existent
in our legal system (Micovi¢, 2011, pp.54).

Law on Amicable Financial Restructuring of Companies (Official Gazette of
Republic of Serbia, 2011, a.18) regulates conditions and manner of amicable
financial restructuring of companies in Republic of Serbia, which is conducted
prior to initiating of bankruptcy proceeding at latest.

Purpose of amicable financial restructuring of companies is timely recognizing
and resolving of financial difficulties and creating conditions for normal
continuance of business activities of a company (corporative debtor). Amicable
restructuring of activity of a company occurs in case that relevant creditors assess
that survival and recovery of a company which has financial problems is
economically justified and manageable, that it should be able to recover and
continue sustainable long term business, and that relevant creditors, primarily
banks, will be able to acquire favourable settlement of their claims. This way, a
company which faces financial difficulties is granted survival and continuance of
business, and at the same time the bankruptcy proceeding is avoided regardless of
the fact that there is long term inability for payment as reason for bankruptcy from
articles 11 and 12 of the Law on Bankruptcy Proceedings (Puki¢-Mijatovi¢, 2010).

Legal consequences of amicable financial restructuring of companies reflect in
inactivity of debts, which is a result of a proceeding, and if a proceeding is
completed successfully, an agreement on financial restructuring is being
concluded, which defines relations between debtor and creditor.

MEASURES FOR PROTECTION OF CLAIMS OF CREDITORS
DURING MORATORIUM

One of base presumptions for successful managing of amicable financial
restructuring of companies is temporary suspension of obligations fulfilment, and
prohibition of initiating of execution proceeding, i.e. postponement of fulfilment of
obligations of corporative debtor towards creditors, primarily banks (delay of
payments, moratorium) (Kozar, 2012, pp. 226). “Delay of payment” is temporary
suspension of fulfilment of obligations, including suspension of execution during
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enforced collection from the account of a company, and prohibition of initiating of
execution proceeding, i.e. postponement of execution towards company concerning
claims of creditors who participate in financial restructuring.

During financial restructuring, delay of payments (moratorium) is being
established, including all executive court decisions, other executive decisions and
legal authorizations, as well as tax, customs and bill of exchange debts from Article
47 of the Law on Payment Operations (Official Gazette of SRJ no. 3/2002, 5/2003,
Official Gazette of RS no. 43/2004, 62/2006, 111/2009, 31/2011), which has legal
effect as from the date of conclusion of an agreement on delay of payments (delay
of payments is regulated by Article 12 of the Law on Amicable Financial
Restructuring of Companies). Therefore, the law does not prescribe moratorium as
legal consequence of process of amicable out-of-court restructuring, which would
incur by operation of law, it is necessary that creditors conclude with a debtor
relevant agreement.

Beside general prohibition of conducting acts which could prevent or
aggravate collection of claims of creditors who concluded agreements on delay of
payments, which is integral part of legal principle of acting in a good faith (Kozar,
2012), it is possible to prescribe special measures of protection of creditors’ claims
in the agreement on delay of payment.

Although it is non-mandatory element of an agreement, prescribed by law —
Rule on Contents of the Agreement on Delay of Payments, allowing stipulation of
special measures of protection of creditors’ claims represents very significant
instrument which contributes to reduction of business and legal risks of creditors
who engage in a project of amicable financial restructuring, whose outcome cannot
be predicted with certainty, with a moratorium as its mandatory phase (Kozar,
2012, pp. 619).

Measures of protection of creditors’ claims include in particular: limitations
and follow-up of payments, settlements of liabilities, debts and other transfers and
transactions of debtors, such as prior or subsequent consent (approval or
permission) or appointing a person authorized for countersigning of documents by
which debtor makes monetary transactions during delay of payments, including
arrangement of matter of responsibilities of this person (Article 3 paragraph 1 point
2 of the Rule on Contents of the Agreement on Delay of Payments). This way, the
autonomous use of various institutes is allowed, by which creditors can control and
follow business of a corporative debtor, e.g. new debts by raising loans, giving
guarantees, establishing mortgages, and concluding other agreements and
businesses which would, by the means of accepting new main or accessory
obligations, burden assets or worsen position of creditors who participate in a
process of amicable financial restructuring.

Prior or subsequent consent (approval or permission) as a measure of
protection of creditors’ claims from an agreement on delay of payments, has
certain similarities with an institute of consent for conclusion of an agreement from
Article 55 paragraph 1 of the Law on Obligations, which prescribes when a general
act of the legal entity specifies and in the registry stated that his representative may
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conclude certain contract only with an approval of an authority, the approval may
be given previously, concurrently or subsequently, unless otherwise stated in the
registry. The difference is that in the first case there is no limitation prescribed by
the general act of the corporate debtor, nor to be registered at the Company
Registry. Also, when it comes to restructuring the limitation refers to the corporate
debtor as the legal entity, and the limitation from the Law on Obligations refers to
its statutory representative. In the first case consent (approval or permission) is
given by the creditors, and not debtor’s authority. Therefore there is a question of
scope of this limitation towards a third, conscientious person with whom the
corporate debtor would conclude a contract or any other legal business on new
debt, without the consent of the creditors provided by the agreement on delay of
payments. In any case, such limitation should be registered so it could have the
legal effect on third parties.

The appointment of the person authorized to countersign documents with
which the debtor performs financial transactions during the delay of payments, as a
measure of protection of creditors’ claims, has greater legal and practical
significance, considering that such person is obliged to deposit its signature at the
bank that maintains the account of the company, and limitation of the countersign
of the documents is registered at the company registry (Article 3 paragraph 2 and 3
of the Rules on Contents of the Agreement on Delay of Payments).

The Rules on Contents of the Agreement on Delay of Payments uses the term
“countersignature” and this limitation ties to signing of “the documents with which
the debtor performs financial transactions during the delay of payments”. There is a
question to which legal transactions the limitation of “countersignature” refers to.
The term “financial transaction” is similar to “payment transaction” which is being
used in the Law on Payment Operations, thus we come to conclusion that by
agreement on delay of payments one can appoint person authorized for
countersigning of payment orders, which the corporate debtor issues to its bank
with instruction for transfer of funds from its account to the creditor, or to the
account of the creditor ( In Article 4 paragraph 1 of the Law on Payment
Operations provides that the payment transaction can be approval transfer or debit
transfer, while in paragraph 3 of the same article defines that the approval
transaction of the payment transactions initiated by the debtor, which payment
order is issued to its bank and given instruction for transfer of funds from its
account to the creditor, or to the account of the creditor.) However, since the terms
“financial transactions” and “payment transactions” do not match “countersigning
of the documents” as the measure for protection of creditors’ claims who
participate in the procedure of amicable financial restructuring, they may be
applied to other legal transactions which govern or provide cash flows, and above
all to conclusion of the new loan agreements, granting guarantees, the
establishment of mortgage, which would worsen the positions of the creditors, the
participants of the restructuring. In this way the creditors are enabled to perform
direct control and influence the business of the corporate debtor, above all through
substitutionary function, and indirectly to the management function.
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There is a question of scope of this limitation towards a third, conscientious
person with whom the corporate debtor would conclude a contract or any other
legal business which performs the financial transaction, without the countersign of
the person appointed by the agreement on delay of payments, when the limitation
of the countersign of documents is registered at the company registry.

The Company Law (Official Gazette of RS, no. 36/2011, 99/2011) in article
33 stipulates that the representative is obliged to act in accordance with limitations
of its powers determined by the company acts or decisions of the competent
company authorities (paragraph 1). Considering that the signing of the agreement
on delay of payments precedes the decision of the competent company authorities,
it is clear that the representative is obliged to act in accordance with limitations of
its powers which are determined by the agreement on delay of payments, and with
limitation of countersigning of the documents. However, the Company Law does
set the rule that towards the third parties registered limitations of the powers of the
representative (and thus those unregistered) have no legal effect (Vasiljevi¢, 2011,
pp.78), stipulating that the limitations to the authority of a representative cannot
stand out to third parties (paragraph 2).

Exceptionally this law prescribes that the limitations of the authorisations of
the representative in terms of the mandatory countersigning can be pointed out
towards third parties, if they are registered in terms with the law on registration
(paragraph 3), so in accordance with the Law on Procedure of Registration at the
Business Registers Agency (Official Gazette of RS, no. 99/2011). This is a
limitation that consists of joint closing a deal by multiple representatives and
procurators (countersignature) (Vasiljevi¢. 2011, pp. 78).

Cited provisions of the Company Law on the effects of the registered
limitation of the countersignature towards the third persons, may be applied to the
effect of limitation of “countersigning of documents with which the debtor
performs financial transactions during the delay of payments” as the measure of
protection of creditors’ claims in the procedure of amicable financial restructuring.
This indicates that the “countersignature”, i.e. mandatory co-signature, is the only
effective limitation of the debtor, i.e. authorisations of its representative, of course
provided that it is registered at the Company Registry.

The Rules on contents of the agreements on delay of payments allow
contracting other measures of protection of the creditors which are not explicitly
stated in them, in accordance with the principle of freedom of contracting, which
must be within the limits of the mandatory provisions, public order and good
practice (The principle of the autonomy of choice from the Article 10 of the Law
on Obligations).

In addition to the measures of protection of the creditors’ claims, the stated
rules enable contracting additional security instruments, i.e. guarantees and
warranties.
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THE CONTENTS OF THE AGREEMENT AND MEASURES OF
FINANCIAL RESTRUCTURING

The financial restructuring ends with the agreement on financial restructuring
(Article 14 of the Law on Amicable Financial Restructuring of the Companies).
The debtor is obliged to deliver the agreement on financial restructuring within the
two days from the day of conclusion to the company registry for registration of the
note on existence of such agreement, pursuant to the principle of legal security.
The agreement on financial restructuring is being notarised at the Serbian Chamber
of Commerce and recorded in a special book (according to Article 12 paragraph 2
of the Rules on terms and manner of institutional mediation in amicable financial
restructuring of the companies).

The agreement on financial restructuring may contain the following measures:
prediction of repayment in instalments, amendment of maturities, interest rates or
other terms of the loans, credits or other claims or security instruments;
encashment of the assets or transfer of such assets for the purpose of settling the
claims; discharge of the debt; execution, amendment or waiver of the lien; giving
additional security instruments by the debtor or third parties, including granting
warranties and guaranties; converting claims into capital; conclusion of the loan
agreement; issuance of the securities; other measures significant for realisation of
the financial restructuring.

Therefore, the law does not prescribe mandatory contents of the agreement on
financial restructuring, but lists the most often measures as an example, and allows
the possibility to contract other measures significant for realisation of the financial
restructuring.

The listed measures of the amicable financial restructuring are similar to the
measures within the homonymous institute of the privatisation process (Kozar,
2008, pp. 64-70), as to the measures for realisation of the plan on reorganisation
from Article 157 of the Law on Bankruptcy.
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LEGAL NATURE OF THE AGREEMENT ON FINANCIAL
RESTRUCTURING AND EFFECT OF THE INNOVATION TO
THE TERMINATION OF THE PLEDGE

By its legal nature, and depending on the measures envisaged for the
realisation of the financial restructuring, the agreement has legal nature of a
settlement from the Article 1089 of the Law on Obligations (e.g. if it provides
repayment in instalments) or innovation from the Article 348 paragraph 1 of the
Law on Obligations, if the existing obligations are replaced by new ones (e.g. if
there is a conversion — conversion of claims into capital) (Kozar, 2011, pp. 56).

In addition, it is possible to combine settlement and innovation, because by
settlement one can perform innovation of the obligation, and in such case the
guarantor is freed from liability for its fulfilment, and the pledge given by a third
party ceases (Article 1095 paragraph 1 of the Law on Obligations). If by a
settlement where was no innovation of the obligation (such as e.g. partial discharge
of the debt or repayment in instalments), the guarantor and third party who gave its
thing to a pledge remain still bound, and their liability can be reduced by
settlement, but not increased, except if they have agreed with the settlement
(Article 1095 paragraph 2 of the Law on Obligations).

However, when it comes to the effect of the innovation to the termination of
the pledge in general, even the pledge given by a third party, and not the debtor of
the secured claim, the Law on Amicable Financial Restructuring of the Companies
in article 15 makes a significant exception in relation to the cited general rule of the
obligation law by establishing the rule of continuity of the lien, and as it is in the
case of the mortgage, so when the claim is secured by a pledge on movables and
rights (Kozar, 2012, pp. 236-250).

SUBSTITUTE OF THE “SECURED CLAIM WHICH IS BEING
RESTRUCTURED” “BY A RESTRUCTURED SECURED CLAIM”

The Law on Amicable Financial Restructuring of the Companies distinguishes
two types of the claims: “secured claim which is being restructured” and
“restructured secured claim”. Even though the used terminology may lead us to
think that it is a play on words, it is important to distinguish the difference between
these terms and two types of claims which are marked by them. For “secured claim
which is being restructured” is replaced by “restructured secured claim”. In this
way the legislator gave the restructuring unambiguously legal nature of the
innovation, because one claim which existed between the creditor and the debtor is
now replaced by new claim (Kozar, 2011, pp. 59), which corresponds to the
definition of the innovation from the Article 348 paragraph 1 of the Law on
Obligations which regulates substitution (innovation) by prescribing that the



232 ENTREPRENEURSHIP: FACTORS AFFECTING SMALL-SCALE BUSINESS PERFORMANCE AND DEVELOPMENT EEE 2014

obligation ceases if the creditor and the debtor agree to replace the existing
obligation with a new one and if new obligation has different subject or different
legal grounds. Article 350 of the same law, within the regulation of the effects of
the substitution, in paragraph 1 it is prescribed that by an agreement on substitution
the earlier obligation ceases and a new one comes into being, and in paragraph 2
that with previous obligation the pledge and warranty also cease, unless the
guarantor or pledger agreed otherwise, and in paragraph 3 the same goes for all
other secondary rights that were related to the previous obligation.

In order to avoid the stated unfavourable effect of the substitution (innovation)
in the financial restructuring to the security instruments, which would come to
occur according to the cited general provisions of the Law on Obligations, unless
otherwise was agreed with the pledger that with previous obligation do not cease
pledge or warranty, the Law on Amicable Financial Restructuring of the
Companies establishes continuity of the lien. The claim which is being restructured
and which is secured by a mortgage, i.e. lien on movables and rights (hereinafter
referred to as: a secured claim which is being restructured), is replaced by a
restructured secured claim, to that the mortgage, i.e. lien on movables and rights, as
secondary right related to the secured claim which is being restructured, continues
to exist as the security instrument of a restructured claim, in accordance with the
agreement on financial restructuring (Kozar, 2012, pp. 236-250). Real estate
cadastre, or other registry of lien, performs the amendment of the data of registered
mortgage, i.e. lien on movables and rights, according to the amount of the
restructured secured claim, and other terms of the restructured secured claim. The
mortgage, i.e. lien on movables and rights, represents a security instrument of
restructured secured claim to the amount of secured claim which is being
restructured, and in case that the amount of restructured secured claim is reduced in
relation to the amount of the secured claim which is being restructured, the real
estate cadastre, or other registry of lien performs the amendment of the data of a
registered mortgage, i.e. lien on movables and rights.

KEEPING THE ORDER OF PRIORITY — CONTINUITY OF LIEN

Considering that in the amicable financial restructuring of the companies
several creditors, above all banks, simultaneously conclude with a company as
debtor agreement on debt restructuring, which implies redefinition of the debtor-
creditor relations between the corporate debtor and creditors, this agreement
replaces the existing obligation with a new one, which, accordingly, has a new, i.e.
different legal ground. In terms of the mortgage, and in accordance with provisions
of the Law on Obligations, the Law on Mortgage and Law on State Survey and
Cadastre, as well as accompanying by-law regulations, due to this substitution of
the obligation, the creditor whose claim is secured by a mortgage, in lack of stated
special provisions on continuity of lien from the Law on Amicable Financial
Restructuring of the Companies, would be forced to re-register the mortgage in the



Faculty of Business Economics and Entrepreneurship 233

public records, which would make him lose the order of priority of already
registered mortgage. Having in mind a greater number and difference (often and
conflict) of interest of creditors, in practice it is rarely contracted the ability to keep
the existing mortgage in case of substitutions (innovations), in terms of the article
350 paragraph 2 of the Law on Obligations. The same problem would exist in
relation to the liens on movables and rights. Because of all this, the creditors, and
especially banks, would be discouraged to participate in amicable corporate
restructuring of debts, which would lead to bankruptcy of many companies and
other forms of businesses, which could financially recover and continue business,
and which could end in bankruptcy and discontinuance of business.

In addition, the costs of establishment of new mortgage are additional
demotivating factor for creditors, especially having in mind provisions of tariff
number 8 item 15 of the Tariff of fees for service provision, which is an
accompanying part of Rules of the amount of fees for service provision of the
Republic geodetic authority, in which it is prescribed that for registration of the
mortgage the fee is paid, which depending from the amount of secured claim,
amounts from 20,000 up to 150,000 dinars. However, in tariff number 21 it is
prescribed that for the change of data in registered mortgage (creditor, debtor,
repayment period, interest rate, grace period, currency) fee in the amount of 2,600
dinars is paid. In this way significantly lower fee is prescribed for service of
change of data of registered mortgage, and established the “change of data in
registered mortgage” as a procedure, i.e. process operation.

TAX INCENTIVES

The Law on Amicable Financial Restructuring of the Companies does not
contain specific provisions on incentives in the process of financial restructuring,
but points to other legislation, which proposing and passing is in the jurisdiction of
the National Bank of Serbia, the Ministry of Finance and the Ministry of Economy
and Regional Development (Kozar, 2012, pp. 85-90). The tax incentives for
financial restructuring, in terms of tax exemption of debt discharge with the
creditors, and possibilities of reprogramming of debt based on taxes and other
public revenues, are determined by law which regulates tax on corporate profit, i.e.
law which regulates tax procedure and tax administration, while the National Bank
of Serbia in regulations from its jurisdiction regulates incentives for financial
restructuring (Article 16 of the Law on Amicable Financial Restructuring of the
Companies).

Amendments to the Law on Property Tax from 2009 (Article 8 of the Law on
amendments and supplements of the Law on Property Tax, Official Gazette of RS,
no. 5/2009) deleted item 3 in article 23 paragraph 1 of the basic legal text, which
provided that the tax on transfer of absolute rights is payable during the transfer
with compensation of the share in the legal entity and securities. Thusly measures
of conversion (replacement) of claims in the company’s capital (the corporative
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debtor) were exempt from this type of tax, which represents significant incentive
for amicable financial restructuring of the companies, and for bankruptcy
reorganisation (Kozar et al., 2013, pp. 267). Such solution was maintained even
after the latest legislative amendments from May 29" 2013.

Also, amendments and supplements of the Law on Corporate Income Tax,
which is now called Law on Profit of Legal Persons amended Article 22a
paragraph 1 so that at the expense of expenditures in the tax balance of a bank an
increase of adjustment of claims of balance sheet assets and reserve for losses on
off-balance sheet items are recognised, which are in accordance with internal acts
of a bank stated in the balance sheet at the expense of expenditures in the tax
period, up to the amount determined in accordance with regulations of the National
Bank of Serbia, which provides tax incentives for banks as creditors of a corporate
company with financial difficulties.

Regarding the process tax law, amendments and supplements of the Law on
Tax Procedure and Tax Administration provide incentives for amicable financial
restructuring, so that by added Article 74b it is prescribed that the competent
authority may, upon written and reasoned request of the taxpayer who had
concluded an agreement on financial restructuring, in accordance with the law that
regulates amicable financial restructuring of the companies, approve delay of
payments of tax debt in equal instalments up to 60 months, with possibility of
using delay of payments for the first 12 months. Approval of the delay of payments
of tax debt terminates the statute of limitations for collection of the tax debt whose
deadline was postponed, and time for which the delay of payment was approved
does not count into the statute of limitations, which means that in that period there
is a delay of statute of limitations. Minister or person authorised by him decides on
delay of payment of tax debt — based on written proposal of the head of the
organisation of the Tax Administration based on the principal place of business, i.e.
place of residence of the taxpayer — except for the source public revenues of the
local government units, when the decision is brought by the mayor or the municipal
president or person authorised by him, the local government units to which the
public revenues belong to whose collection is being delayed (Article 73 paragraph
3).

In this way, through delay and enabling the payment of the tax debt in
instalments, with grace period of 12 months, the same tax incentive was introduced
for amicable financial restructuring, which in the previous legal amendment was
provided in the procedure of the bankruptcy reorganisation. Additional benefit for
taxpayers who conclude the agreement on financial restructuring is that it does not
require provision of the security instruments when the amount of debt whose
payment is delayed up to 500,000 dinars (Article 74b paragraph 2 regarding the
article 74 paragraph 6 of the Law on Tax Procedure and Tax Administration).
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RECLASSIFICATION OF THE RESTRUCTURED BANKS"’
CLAIMS

New Decision on Classification of the Bank Balance Sheets Assets and Off-
Balance Sheet Items (Official Gazette of RS, no. 94/2011, 57/2012, 123/2012,
43/2013, 113/2013), and especially its amendments from December 2012
envisaged incentives for reclassification of banks’ claims based on concluded
agreement on financial restructuring.

The said decision determines which balance sheet assets and off-balance sheet
items are classified, criteria for classification of the banks’ claims, and the manner
of calculation of reserves for estimated losses which may arise based on the bank’s
claims, and for adequate and efficient management of the credit risk to which the
bank is exposed in its business (item 1). The bank’s claims are classified into
categories A, B, V, G and D, according to the criteria for classification described in
item 20. Into the most favourable category A stand classified claims from debtors
with whom, based on the estimate of the financial status or creditworthiness, no
problems are expected, then claims secured by first-class security instruments (cash
deposit, pledge on gold along with fulfilment of some other conditions) and claims
according to which the debtor settles its obligations timely or is overdue no longer
than 30 days. In the most unfavourable category D stand classified claims from
debtors in liquidation or bankruptcy, then claims from debtors who do not act
according to the adopted plan of reorganisation, and claims according to which the
debtor is overdue longer than 180 days and similar.

Reserve for estimated losses is calculated on the gross carrying amount of the
claim, depending on the classification of the claim (item 34), and from 0% of the
claims classified into category A, 2% of the claims classified into category B, 15%
of the claims classified into category V, -30% of the claims classified into category
G and 100% of the claims classified into category D. Therefore, mandatory reserve
for estimated losses ranges from 0% up to 100% of the claims, depending on the
classification. The more favourable classification of the claim, the lower mandatory
reserve for estimated losses is, which represents deductible item from the banks’
capital (The amount of the required for estimated losses per balance sheet assets
and off-balance sheet items is deductible from the basic capital — item 12 paragraph
1 under 6 in relation to the paragraph 3 under 4 of the Decision on the Adequacy of
the Capital of Banks,Official Gazette of RS, no. 46/2011, 6/2013 and 51/2014) and
affects adversely the adequacy of the bank’s capital. The bank is obliged to
maintain a prescribed amount of capital for the sake of stable and safe business, or
fulfilment of the obligations towards the creditors, in the amount not lower than the
dinar equivalent of 10,000,000 euros. Capital adequacy indicator represents ration
between capital and risk-weighted assets. The National Bank of Serbia prescribes
the manner of calculation of capital and adequacy of the bank capital (Article 21
paragraphs 1 and 3, Article 22 paragraph 1 and Article 23 paragraph 2 of the Law
on Banks, Official Gazette of RS, no. 107/2005, 91/2010).
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Therefore, concluded agreement on financial restructuring is a basis for more
favourable reclassification of the banks’ claims, because delay is calculated to
subsequently agreed maturity date, and thusly accomplish more favourable
classification of the claim which is being restructured, or restructured claim. Item
23 paragraph 4 of the Decision on Classification of Bank Balance Sheet Assets and
Off-Balance Sheet Items it is provided that the provisions of paragraph 1 and 2 of
this item, which regulate calculation of the delay in payments according to the
original maturity date, are not applied to the restructured claims or to the
restructured claims which are restructured for the second time, only if the second
restructuring is made in accordance with the law which regulates amicable
financial restructuring of the companies, under the condition that the debtor, for at
least three months, i.e. three consecutive months made the payments according to
the agreed plan of repayment of its debt with delay no longer than 30 days. In order
to literally apply the cited provision, it would be desirable to provide in the
agreement on financial restructuring that the debtor in the first three months pays a
smaller part of the debt at once or in three instalments.

If the said conditions are met, the delay in collection of restructured claims is
calculated according to the subsequently agreed maturity date, which means that
according to the amended maturity dates from the concluded agreement on
financial restructuring.

This way the claim based on which the debtor was in delay longer than 180
days, and which was classified into the most unfavourable category D, based on the
agreement on financial restructuring is reclassified into one of more favourable
categories with far lower rate of calculation of the reserve for estimated losses.

Mortgage on real estate is considered an adequate security instrument, in terms
of the item 29 of the Decision on Classification of Bank Balance Sheet Assets and
Off-Balance Items only under the condition that the debtor settles the claims
secured by this mortgage with delay no longer than 720 days, or that the debtor is
not in bankruptcy, i.e. acts in accordance with the adopted plan of reorganisation in
terms of the law which regulates bankruptcy. The bank’s claims secured by
adequate security instruments can be classified into one category more favourable
than one in which it would be classified. That means that in case of delay in
payment of the claim secured by mortgage, which is longer than 720 days, the
claim is classified into the most unfavourable category D, with obligation of
calculation of the reserve for estimated losses from 100% of claims. The same
situation occurs when the debtor is in bankruptcy or if the debtor does not act in
accordance with the adopted plan or reorganisation. The obligation of reservation is
increased for 70% of claim secured by mortgage, in relation to the category G, for
which the prescribed rate is 30%.

The conclusion of the agreement on financial restructuring with repayment in
instalments, amended maturity dates, interest rates or other loan terms, at the same
time eliminates permanent inability to pay as the reason for bankruptcy from
Articles 11-12 of the Law on Bankruptcy, and thusly the opening of bankruptcy
proceeding over the debtor, which represents a criteria for classification of bank’s
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claims into the most unfavourable category D with obligation of calculation of the
reserve for estimated losses to 100% of the claim.

This way the company in financial difficulties is enabled to survive and
continue business, bankruptcy is avoided, and banks as key creditors are given
incentives in terms of the more favourable classification of the claim and lower
obligation of the calculation of the reserve.

In item 2 paragraph 2 the definition of “restructured claim” is given so that it is
prescribed that by restructured claim, in terms of this decision, it is considered a
claim regulated by the agreement which redefines debtor-creditor relations of the
bank and debtor due to his financial difficulties. In addition, this agreement must
fulfil three cumulative conditions, namely: 1. that it replaces all balance sheet
claims from the debtor, or their greater part, 2. that it substantially changes terms
under which this claim is approved (under which it is especially considered
prolongation of the term for repayment of the principal or interest, reduction of the
interest rate or amount of the claim, substitution of the fulfilment, as well as other
changes of conditions which facilitate debtor’s position) and 3. that adequate
program of financial consolidation of the debtor is adopted simultaneously. In case
of debtor who is a natural person — that the bank, based on creditworthiness of the
debtor, estimated that the debtor is able to settle its obligations towards the bank
regularly in the following period, reduced the amount of the claims for the amount
of deposit placed in the name of securing claims in case that this deposit is placed
and contracted that the debtor after performed restructuring shall not be further
indebted.

Therefore, the stated three conditions must be cumulatively fulfilled in order
for the agreement on financial restructuring from Article 14 of the Law on
Amicable Financial Restructuring of the Companies represent valid legal basis for
reclassification of claims which is regulated by it, by redefining debtor-creditor
relations between bank and debtor, and thusly considered restructured claim in
terms of the Decision on Classification of the Bank Balance Sheet Assets and Off-
Balance Items (Kozar, 2011,pp. 66).

If the restructuring satisfies only the conditions from the Decision on
Classification of the Bank Balance Sheet Assets and Off-Balance Items, and at the
same time does not represent the financial restructuring in terms of the Law on
Amicable Financial Restructuring of the Companies, e.g. if at least two domestic or
foreign banks as creditors participate in it, then for securement of restructured
claim it is necessary to register new mortgage, considering that restructured claim
is defined as new claim (which replaces all balance sheet claims from the debtor, or
their greater part), and by that new mortgage ensure redefined bank’s claim
(Standpoint of the Legal Affairs Committee of the Association of Serbian Banks
from June 20", 2011).
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CONCLUSION

Purpose of amicable financial restructuring is to timely recognize and resolve
financial difficulties and to create conditions for normal continuance of company’s
business (corporative debtor) if relevant creditors assess that existence and
recovery of a company which has financial difficulties economically justified and
doable.

One of basic assumptions of successful implementation of amicable financial
restructuring of companies is delay of payments (moratorium). Allowing to
contract special measures of protection of creditors’ claims is very important
instrument which contributes to decrease of business and legal risks of creditors
who engage into amicable financial restructuring, result of which cannot be
foreseen with certainty, and moratorium is its mandatory phase. Appointing a
person authorized for countersigning of acts by which a debtor performs monetary
transactions during moratorium, as measure for protection of creditors’ claims, is
of a greater legal and practical significance, since this person is obliged to deposit
his signature in a bank where a company’s account is, and limitation of
countersigning of act is being registered in business companies register.

Financial restructuring is completed by an agreement on financial
restructuring. Law does not prescribe mandatory content of an agreement on
financial restructuring, but indicates most common measures, the most significant
of which are: payment in installments, amendment of due dates and interest rates,
release of debt, conversion of claim into capital, and also allows possibility to
contract other measures which are significant for realization of financial
restructuring.

This agreement’s legal nature is settlement (e.g. if prescribes payment in
installments) or novation in case that current obligations are replaced by new ones
(e.g. if conversion is made — transforming claims into capital). Besides this,
combination of settlement and novation is also possible. Secured claim which is
being restructured is replaced by restructured secured claim. Legislator has
indisputably given to the restructuring a legal nature of novation, because one
claim, which is existent between creditor and debtor, is now replaced with new
claim, which corresponds to definition of novation. Continuance of a lien is
established, so that a mortgage, i.e. lien on movables and rights, as secondary right
in connection with secured claim which is being restructured, continues to exist as
mean of security of restructured claim, in line with the agreement on financial
restructuring.

Tax incentives for financial restructuring, in the sense of tax exemption of debt
release with creditors, as well as possibility of debt reprogramming on the basis of
tax and other public revenues, are prescribed by the Law on income tax of
companies, i.e. Law on tax procedure and tax administration. Also, in new
Decision on classification of balance assets and non-balance bank items, and
especially their novels from December, incentives for reclassification of claims of
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banks based on concluded agreement on financial restructuring have been
prescribed. Based on analysis of said regulations it can be concluded that in
Republic of Serbia, a solid legal frame for amicable restructuring of companies has
been created, which is used in practice unjustifiably rare because of inaction of
companies, primarily banks as major creditors.
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ABSTRACT

The main aim of this paper is to present the adoption of open innovation
concept in information and communication technology industry (ICT), and to
analyze key practices, strategic motives and concerns with its implementation
based on case study of Serbian ICT industry. The main reason for conducting
research in ICT industry is that Serbian ICT companies have understood best that
competition is no longer based on traditional resources, combining raw materials,
labor and capital, but that the competitive advantage is based on knowledge and
innovation. Also, many authors argue that knowledge-intensive industries are
incubators for innovation, and that open innovation practices are the most
advanced in high-technology industries. Our starting research questions were: 1)
What are the key practices of open innovation in Serbian ICT companies?, 2) What
are the strategic motives for engaging in open innovation practices?, 3) Which
partners are shown to be of the most importance in open innovation activities?,
and 4) What are the key concerns of companies when engaging in open innovation
practices. At first, we used desk-based research to analyze the open innovation
literature including academic publications, goverment reports and news articles,
and after that we designed a questionnaire in order to gather qualitative empirical
data about open innovation practices in Serbian ICT companies.
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INTRODUCTION

The environment of organizations has significantly changed comparing to their
surroundings few decades ago, challenging managers to achieve flexibility,
innovation and collaboration with others as factors that will guide towards a long-
term competitive advantage. Managers are aware that organizations cannot deal
with business using old routines, nor efficiently manage everything under their own
roof. In past, collaboration among partners is used as transitive step to enter to new
markets, reduce risks, share the costs of research and development (R&D)
activities (Porter, 1986), while today collaboration and partnership represent the
key components of corporate strategy (Koput,Powell, 2004). To achieve and
sustain competitive advantage in global economy, the need for collaboration with
various organizations, regardless of factors such as time, space and culture is of
tremendous importance (Mankin et al., 2004). Many organizations have shifted
their activities toward external sources of knowledge, developing more extensive
relationships with universities, public research organizations, customers, external
consultants, suppliers, manufacturers, and even competitors. In 2003, Henry
Chesbrough introduced open innovation concept and defined it as “the use of
purposive inflows and outflows of knowledge to accelerate internal innovation, and
expand the markets for external use of innovation, respectively” (Chesbrough,
2003, p. 1). Many organizations have recognized superiority of tearing traditional
boundaries (which lead to extensive separation of people and business processes)
down and collaborating with others striving for constant innovation, improvement,
quality, learning, new technology, new markets.

The aim of this paper is to examine the practices of open innovation in Serbian
information and communication technology industry. At first, we used desk-based
research to analyze the open innovation literature including academic publications,
goverment reports and news articles, and after that we designed a questionnaire in
order to gather qualitative empirical data about: general information about
companies - age, number of employees, key characteristics in conducting their
businesses; the key practices of open innovation in Serbian ICT companies;
strategic motives for engaging in open innovation activities; the satisfaction with
individual partners in open innovation practices; and the key concerns of engaging
in open innovation activities.
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THE EVOLUTION OF OPEN INNOVATION CONCEPT

Innovating in today’s environment characterized with hyper-competition,
increased technological advances, greater mobility of human capital requires from
companies to tear down their traditional boundaries and collaborate with other
organizations and individuals. Companies realized that creating organizational unit
for research and development (R&D) and forming cross-functional teams cannot be
stimulus for radical innovations and competitive advantage in the 21% century, and
that the locus of innovation is placed beyond their own roof. The concept of open
innovation points out that the purposive inflows and outflows of knowledge can be
used to accelerate internal innovation, and expand markets for external use of
innovation (Chesbrough et al., 2006) reducing the cost of innovation, sharing the
risks and rewards of innovation, and accelerating the time required to deliver
innovations to the market (Chesbrough, 2007). Regarding to traditional, closed
innovation concept, there are clear differences which are summarized in table 1.

Table 1: Closed versus open innovation concept

Closed Innovation Open Innovation
A company should hire the best and A company does not need to employ all the
smartest people smart people, but rather work with them inside

and outside the firm

Profiting from innovative efforts Internal innovation activities are needed to
requires a company to discover, claim some of the significant value which can
develop and market everything itself be created by external innovation efforts
Being first to market requires that In order to win the competition, it is more
research discoveries originate within important to have the better business model
the own company than getting to market first

Being first to market also ensures that | Winning the competition does not require
the firm will win the competition coming up with the best and most ideas, but to
make the best use of internal and external ideas

Leading the industry in R&D Proactive intellectual property (IP) management
investments results in coming up with | allows other companies to use the companies'
the best and most ideas and eventually | IP. It also considers to buy other companies' IP
in winning the competition whenever it advances the own business model

Source: Adapted from Chesbrough, 2003

Many of the terms like collective, distributed, cumulative, democratized
innovation are focused only on users and thus make just the part of a broader
phenomenon — open innovation. Open innovation, beside customers and consumers
involves the collaboration with manufacturers, suppliers, universities, public
research agencies, and even competitors.
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Innovations will need to be aware of and solve many societal challenges in
domains such as climate change, sustainability, healthcare, youth unemployment,
financial stability, and to ensure benefits for whole society with improved quality
of life, and new jobs and services. Thus, the concept of open innovation 2.0 was
promoted as new innovation paradigm based on principles of integrated
collaboration, co-created shared value, cultivated innovation ecosystems, unleashed
exponential technologies, and extraordinarily rapid adoption (Curley, Salmelin,
2013, p. 2). The aim of open innovation 2.0 is to, by tearing down all barriers
among public/government, academic, business sector and citizens, create shared
value, sustainable prosperity and improvements in human well-being (Curley,
Salmelin, 2013). In open innovation 2.0 the citizens are recognized as very
important for innovation, so the Triple Helix model has become Quadruple Helix
model of innovation which encompasses public/government, academic, businees
sector, and citizens (Helms, Heilesen, 2011).

The key idea of open innovation 2.0 lies in the concept of shared value which
can be defined as set of “policies and operating practices that enhance the
competitiveness of a company while simultaneously advancing the economic and
social conditions in the communities in which it operates” (Porter,Kramer, 2011, p.
6). In practice, there are three key ways in which companies can create shared
value opportunities: by reanalyzing products and markets, redefining productivity
in the value chain, and enabling local cluster development (Porter, Kramer, 2011).

OPEN INNOVATION PRACTICES AND TRENDS

Companies can employ a variety of practices to make use of external and
internal knowledge innovation. Generally, there are two directions (Chesbrough,
Brunswicker, 2014): one, where external knowledge flows into the company
(inbound practices), and other, where knowledge flows out of the company
(outbound practices).



Faculty of Business Economics and Entrepreneurship

245

Table 2: Open innovation practices

Inbound Practices

Outbound Practices

e Consumer and customer co-
creation

¢ Information networking

o University research grants

¢ Publicly funded R&D consortia

e Contracting with external R&D
service providers

o Idea and start-up competitions

o Intellectual property in-licensing

o Supplier innovation awards

¢ Crowdsourcing

e Joint venture activities with
external partners

o Selling of market-ready products

e Participation in public
standardization

e Corporate business incubation
and venturing

o Intellectual property out-
licensing and patent selling

e Donations to commons or
nonprofits

« Specialized services from open e Spinoffs

innovation intermediaries

Source: Adapted from Chesbrough and Brunswicker, 2014

Open innovation is going to be of great importance for innovation
management in corporate practice. Regarding previous research and practice of
open innovation, some trends can be identified (Gassmann et al., 2010):

e Industry penetration: from pioneers to mainstream. The principle of open
innovation has penetrated pioneering industries such as software, electronics,
telecom, pharmacy and biotech.

¢ R&D intensity: from high to low tech. It can be identified new trend for the
low-tech sector to exploit the potentials of opening up their innovation
processes. Open innovation's principles have spread to different sectors
(machinery, medical tools, fast moving consumer goods, food, logistics), not
only in high tech.

e Size: from large firms to small and medium firms. Smaller and medium-
sized firms are also opening up their innovation processes.

e Processes: (1) from stage gate to probe-and-learn (highly structured stage-
gate process is becoming more interactive probe-and-learn process); 2) from
amateurs to professionals (industry is starting to professionalize the internal
processes to manage open innovation more effectively and efficiently).

e Structure: from standalone to alliances. It can be identified trend from strong
R&D partnership and alliances toward inter-organizational relationships.

o Universities: from ivory towers to knowledge brokers.

¢ Content: from products to services. The service sector is still underdeveloped
in terms of the innovation process.

o Intellectual property: from protection to a tradable good. Companies buy
intellectual property - mostly from universities and high-tech ventures and
leverage its value through professional management.
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Companies must be aware that too much openness can negatively impact their
long-term innovation success because they lose control, but on the other hand,
without open innovation approach they cannot achieve shorter innovation cycles
and reduced time and risk to market. Without cooperation and exchange of
knowledge, companies are losing their knowledge base on a long-term basis. It is
important for companies to create successful products and services using open
innovation philosophy faster than their competitor and at the same time to foster
the building of core competencies and protect their intellectual property (Enkel et
al., 2009).

EXAMPLES OF OPEN INNOVATION PRACTICES IN ICT
INDUSTRY

Regarding key characteristics of information and communication technologies:
enabling better connection between different organizations and partners,
establishing and maintaining business-to-business relationships, communication
and coordination (Petkovi¢ et al., 2014), they are one of the key factors that enable
pursuing of open innovation activities (Dodgson et al., 2006).

Information and communication technologies provide large amount of real-
time data which are simply and faster available (Luki¢, 2014a), they facilitate the
exchange of ideas and information moving them from one place to another
(Zuboff, 1988), and the flow of information through space is enabled, accelerating
life beyond the conceivable boundaries (Luki¢, 2014b). Advances in ICT “brought
the firm to the world, but they also brought the world to the firm” (Walsh et al.,
2006, p. 665). Many innovation technologies are specially developed for creating
innovation including a wide range of design, simulation, modeling, and
visualization technologies, which are increasingly used in innovation processes
(Dodgson et al., 2006).

It is clear that in the 21% century, ICT represents the key enabling factor for
conducting open innovation activities. Many authors argue that open innovation
practices are the most advanced in high-technology industries (Chiaroni et al.,
2011) and that they are fertile ground for innovation (Fjeldstad et al., 2012).

Practices and maturity of open innovation concept varies by industry. Clear
example is status of open innovation in ICT, pharmaceuticals and fast-moving
consumer good (FMCG) industry, where open innovation practices are necessary
for survival (Golightly, 2012, p. 36).
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Table 3: Different sectors and open innovation concept

Industry _Status O.f open _Drlvers_of open Sector characteristics
innovation innovation
Open Innovation Rapid growth of start- | Very high customer
maturity is high. . .
> ups, disruption of demand, technology
Innovation in products : ; .
ICT - business and innovation by small and
and processes is . . .
. technology, mobile medium companies and
usually very high, and :
. computing. start-ups.
moves quickly.
Shift from the
“chemical paradigm” to Driven by incremental
Regulatory pressure, ST .
the search for . . and radical innovation
. . . time pressure to bring
innovative therapies where the product and
Pharmacy o . drug to market, and . .
requiring mixed . process innovation takes
disciplines and cost reductl_on are more time than other
. . drivers for innovation.
integration of market sectors.
technologies.
Competition is high
Open innovation and the market is very | Consumer demand is
maturity is high due to | demanding. Short life | high. Markets move very
FMCG . . . )
continuous incremental | of products, rapidly quickly, hence product
innovation. moving market and innovation is very high.
customer needs.

Source: Adapted from Golightly J. et al., 2012, p. 35

ICT industry is at the top according to adoption of open innovation practices.
In continuation of this paper, we are going to present some of the key examples of
open innovations in ICT industry.

The Internet has facilitated mass collaboration as one of the form of open
innovation where anyone can participate electronically to solve some problem or
challenge, or to give some contribution. Among the best known examples of mass
collaboration as one of the practices of open innovation is well-known Wikipedia.
Wikipedia represents an online encyclopedia created in 2001 with aim to give a
free knowledge to everyone in the world in their native language. As of August
2014, Wikipedia includes over 32.7 million freely usable articles in 287 languages
that have been written by over 47 million registered users and numerous
contributors worldwide. On average, Wikipedia receives a total of 10 billion global
page views from around 495 million unique visitors every month, including 85
million global page views every day
(http://fen.wikipedia.org/wiki/History _of Wikipedia).

Among many examples, it is interesting to mention CAS, market-leader in the
customer relations management (CRM) software for small and medium companies
in Germany, which was founded in 1986 with the aim to achieve a high degree of
innovation. Annually, the company spends about 30% of its revenues in research
and development. Nowadays, CAS defines itself as a networked enterprise and as
an open innovator (Brunswicker, Ehrenmann, 2013). CAS has designed business
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model based on principles of modularity — an integrated software system
embedding different applications and services in collaboration with over 200
partners in more than 24 countries. The results of CAS commitment to its
customers, suppliers, competitors, intermediaries are reflected in fact that more
than 200.000 people in more than 7.500 companies and organizations are using
CAS software solutions (Brunswicker, Ehrenmann, 2013).

Over the last 20 years collaboration between firms, suppliers and customers
has produced open source products such as Linux operating system, Firefox web
browser, Apache web server, etc. (West,Gallagher, 2006).

Open source software includes source code which can be modified by
geographically dispersed programmers which collaborate using virtual
collaboration tools, while at the same time acknowledge the original author’s
contribution (Raymond, 2004). The first question that we think of is what
motivates individuals to contribute to open source projects? The answer can be
found in two different types of motivation (Ryan,Deci, 2000):

e Intrinsic rewards include the enjoyment of creating something new, the
stimulation of an intellectual challenge;

¢ Extrinsic rewards include enhansed reputation, the signalling of technical
challenges to potential employeers and venture capitalists.

Table 4: Open source approaches, types and results of open innovation

Approach t_o open Types Results
innovation
e Linux
Pooled R&D « Mozilla
Structural approaches o Jikes
Spinouts ¢ Eclipse
¢ Beehive
Selling * ﬁgaEche
Product centric Complements ° .
approaches * Darwin
Donated ¢ Avalanche
Complements e PC Game , Mods*

Source: Adapted from West and Gallagher, 2006
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KEY CHARACTERISTICS OF SERBIAN ICT INDUSTRY

Serbian ICT industry is an important exporter with rising tendency of software
export: in 2011, the software export amounted to 166 million euros, while in 2012
it exceeded 200 million euros (www.pks.rs), and in daily jargon it can be heard that
Serbia is "the country of farmers and IT specialists” (www.rtv.rs). Programming
and computer services dominate in the structure of export of computer and
information services, followed by embedded systems and system integration
(www.pKs.rs).

Serbian ICT industry has understood best that competition is no longer based
on traditional resources, combining raw materials, labor and capital, but that the
competitive advantage is based on knowledge. It contributes to affirmation of a
cluster. Vojvodina ICT Cluster (VOICT), Nis Cluster of Advanced Technologies
(NiCat), ICT Network Serbia Cluster (ICT Net), integrate companies in this
industry, scientific-research institutes and supporting institutions. Financial data for
2010 show that one of the highest turnover is made by the member of two ICT
clusters (from ICT NET with around 87 million euros, and from Vojvodina ICT
with 44 million euros) (Mijaci¢, 2011, p. 32).

ICT industry contributes to balanced regional development. Comtrade’
software development center has opened in Kragujevac, where is employed 200 IT
engineers, with promise that there will be more employees with government
support (www.comtrade.com). Also, the newest cluster in Kragujevac, in the
Business Innovation Centre (BIC), that brought together companies dealing with
information and communication technologies from Sumadija and Pomoravlije,
should get the full support from the Government and become the business model
for connecting young talents in the ICT industry (Kartalovi¢, 2013).

Serbian Government adopted certain support policies for the ICT industry,
including The Strategy for development and support of the information technology
industry, that should encourage and support the industry in four segments: startup,
outsourcing, development and export of original software products, development
centers of large multinational companies (Sluzbeni glasnik RS 72/12). In 2012, the
Directorate for Digital Agenda, as an organ of the Ministry of Foreign and Internal
Trade and Telecommunications, was established, and it is, among other things,
responsible for the use of information and communication technology, providing of
information services, research and development in the field of information society
and electronic communications, the implementation of standards in information
and communication technology (www.digitalnaagenda.gov.rs). The reduction of
customs duty on computers to 1% in 2004, the public call of Serbia Investment and
Export Promotion Agency for allocation of grants in the field of IT for
technological entrepreneurship start-ups and for organizing trainings and
networking in the field of IT entrepreneurship (www.Siepa.gov.rs) represent
legislation and support measures, which indicate that the Serbian government has
recognized the importance and role of the ICT industry. Also, nearly all state
institutions have their Web sites. In this way, Serbian government sent a clear
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message to potential investors that Serbia works on improving its information
space, which should make Serbian national economy more competitive globally.

Generally, ICT industry requires small capital investments, and offers
significant revenue opportunities, so some countries took advantage of it,
especially Ireland that was one of the least developed European countries and
became a real economic miracle by developing and exporting ICT products and
services (www.ictireland.ie). India where information technology almost did not
even exist, is becoming one of the world leaders in manufacturing and software
export, as well as Israel, China and Brazil that have achieved impressive results in
the production and sales of ICT products and services (Arora,Gambardella, 2005,
p. 4). Those countries should be used as a model for Serbia where in recent years
the awareness of importance of informatization of economy and society is
awakened.

RESEARCH DESIGN

The aim and the object of research. In practice, there is a lack of clear
understanding of open innovation practices. Companies face risks and many
challenges when they conduct open innovations. Our starting research questions
were: 1) What are the key practices of open innovation in Serbian ICT companies?,
2) What are the strategic motives for engaging in open innovation practices?, 3)
Which partners are shown to be of the most importance in open innovation
activities?, and 4) What are the key concerns for companies when engaging in open
innovation practices? The object of research are Serbian companies in information
and communication technology industry (ICT). The main reasons for conducting
research in ICT industry are that knowledge-intensive industries have been the
fertile ground for innovation, they first realized that the locus of innovation extends
beyond the individual company (Fjeldstad et al., 2012), and innovation practices
are the most advanced in high-technology industries (Chiaroni, Chiesa, and
Frattini, 2011). Also, the fact that large number of Serbian ICT companies are
micro and small companies (www.sito.rs) which do not have large financial
resources, technological and managerial skills, suggests that it would be of
tremendous importance for these companies to use open innovation practices as a
source of competitive advantage.

Design of research. Research was conducted by using the questionnaire
technique for data collection: the questionnaire was sent via e-mail to 300 ICT
companies which are members of ICT clusters and which launched new products
and services in past three years. It consists of 14 questions created by using one of
free Google services (Google Drive) which, among other things, provides creating
anonymous surveys and simple overview of responses.
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The questionnaire encompass