Review of contemporary business, entrepreneurship and economic issues

Prethodni naslov do prosinca 2013./
Previous title to December 2013:
EKONOMSKI VJESNIK
Časopis Ekonomskog fakulteta u Osijeku
Nakladnik / Publisher
SVEUČILIŠTE JOSIPA JURJA STROSSMAYERA
U OSIJEKU, EKONOMSKI FAKULTET U
OSIJEKU / JOSIP JURAJ UNIVERSITY OF
OSIJEK, FACULTY OF ECONOMICS IN OSIJEK
Glavni urednik / Editor-in-Chief
Vladimir Cini, Josip Juraj Strossmayer University of
Osijek, Faculty of Economics in Osijek, Croatia
Zamjenica glavnog urednika /
Deputy Editor-in-Chief
Sanja Pfeifer, Josip Juraj Strossmayer University of
Osijek, Faculty of Economics in Osijek, Croatia
Počasna urednica / honorary editor
Slavica Singer, Josip Juraj Strossmayer University of
Osijek, Faculty of Economics in Osijek, Croatia
Izvršna urednica / Executive Editor
Jasminka Mihaljević, Josip Juraj Strossmayer University of Osijek, Faculty of Economics in Osijek,
Croatia

Uredništvo / Editorial Board
Dražen Barković, Đula Borozan, Ivan Ferenčak, Jasna Horvat, Mirna Leko Šimić, Marcel Meler, Josip
Mesarić, Sunčica Oberman Peterka, Željko Požega,
Domagoj Sajter, Nataša Šarlija, Antun Šundalić, Marijana Zekić Sušac, all from Josip Juraj Strossmayer
University of Osijek, Faculty of Economics in Osijek,
Croatia, Maja Biljan – August, University of Rijeka, Faculty of Economics, Croatia, Suzana Marković, University of Rijeka, Faculty of Tourism and
Hospitality Management, Croatia, Thomas Cleff
and Regina Moczadlo, from Pforzheim University,
Faculty of Business and Law, Germany, Erzsebet
Hetesi, University of Szeged, Faculty of Economics
and Business Administration, Hungary, Antal
Szabo, Erenet, Hungary, Helena Maria Baptista
Alves, University of Beira Interior, Department of
Management and Economics, Portugal, Marius
Gavriletea, Babes – Bolyai University, Faculty of Business, Romania, Zsuzsanna Katalin Szabo, “Petru
Maior” University, Faculty of Economics, Juridical and Administrative Sciences, Romania, Erich
Schwarz, Alpen - Adria University of Klagenfurt,
Faculty of Management and Economics, Austria,
Antti Paasio, University of Turku, Turku School of
Economics, Finland, Irena Ograjenšek, University
of Ljubljana, Faculty of Economics, Slovenia, Miroslav Rebernik, University of Maribor, Faculty of
Economics and Business, Slovenia, Igor Jakomin,
University of Ljubljana, Faculty of Maritime Studies
and Transportation, Slovenia, Allan Gibb, Durham University, United Kingdom, Jerome Katz,
Saint Louis University, USA.

Lektorica i prevoditeljica za engleski jezik /
English Language Editor and Translator

Časopis izlazi dva puta godišnje /
Published biannually

Ljerka Radoš
Lektorica za hrvatski jezik /
Croatian Language Editor
Emina Berbić Kolar
Radovi objavljeni u časopisu referiraju se u:
/ Indexed in:

• CAB Abstract, Wallingford, United Kingdom
• EconLit with Full Text, EBSCOhost, Ipswich,
USA
• ABI/INFORM, ProQuest, London, United Kingdom
• Hrčak – Portal znanstvenih časopisa Republike
Hrvatske (MZOS, Srce & HIDD)

Naklada / Edition
150 primjeraka / copies

Adresa uredništva /
Address of the editorial board
Sveučilište Josipa Jurja Strossmayera u Osijeku,
Ekonomski fakultet u Osijeku
Gajev trg 7
31000 Osijek
Croatia

www.efos.unios.hr/ekonomski-vjesnik
www.efos.unios.hr/ekonomski-vjesnik/en/
ekonomski.vjesnik@efos.hr
Copyright© 2014 Sveučilište Josipa Jurja
Strossmayera u Osijeku, Ekonomski fakultet u
Osijeku

Godišnja pretplata / Annual subscription
200 HRK / 30 €
Grafičko oblikovanje / Graphic Design
MIT d.o.o., Tenja
Tisak / Printed by
IBL d.o.o., Tenja

Urednik novak / Assistant Editor
Dario Šebalj, Josip Juraj Strossmayer University of
Osijek, Faculty of Economics in Osijek, Croatia

222

223

CONTENTS / SADRŽAJ
Original scientific articles / Izvorni znanstveni članci

Review articles / Pregledni članci

1. Anja Varga, Jasmina Dlačić, Maja Vujičić .............................................................................................. 229
Repurchase intentions in a retail store – exploring the impact of colours
Ponavljanje kupovine u prodajnome prostoru – istraživanje utjecaja boja

1. Ivana Štulec, Valentina Vučković, Tomislav Baković ............................................................................ 381
Impact of Croatian EU accession on its foreign trade and customs system
Utjecaj ulaska Republike Hrvatske u Europsku uniju na njezin vanjskotrgovinski i carinski sustav

2. Eleonora Kontuš ........................................................................................................................................... 245
Management of inventory in a company
Upravljanje zalihama u poduzeću

2. Dejan Bodul, Ivana Tomas Žiković ........................................................................................................... 393
Advantages and disadvantages of German consumer bankruptcy model:
Guidelines for Croatian lawmaker
Prednosti i nedostatci njemačkog modela potrošačkog stečaja: smjernice za hrvatskog zakonodavaca

Preliminary communications / Prethodna priopćenja

3. Sado Puškarević, Amra Gadžo .................................................................................................................. 409
(Dys)functionality of accounting cost systems in manufacturing companies of Tuzla canton
(Dis)funkcionalnost računovodstvenih troškovnih sustava u proizvodnim poduzećima
Tuzlanskog kantona

1. Alisa Mujkić, Dževad Šehić, Zijada Rahimić, Jasmin Jusić ................................................................. 259
Transformational leadership and employee satisfaction
Transformacijsko vođenje i zadovoljstvo zaposlenih
2. Andreja Rudančić- Lugarić, Ivan Herak, Martina Herak ..................................................................... 271
Quantitative and quality features of business tourism in Istria and potential possibilities
of its improvement
Kvantitativna i kvalitativna obilježja poslovnog turizma Istre i potencijalne mogućnosti njegova
unaprjeđenja
3. Iva Buljubašić, Marta Borić ....................................................................................................................... 285
The impact of promotion in franchising
Utjecaj promocije na franšizu
4. Sandra Odobašić, Marija Tolušić, Zrinka Tolušić ................................................................................. 297
The application of the CAPM model on selected shares on the Croatian capital market
Primjena modela vrednovanja kapitalne imovine na hrvatskom tržištu kapitala
5. Josip Mesarić, Jelena Franjković, Dario Šebalj ....................................................................................... 313
Building competitiveness on IT industry: the case of Osijek Software City
Jačanje konkurentnosti kroz IT industriju: slučaj Osijek Software City
6. Regina Moczadlo, Harald Strotmann, Jürgen Volkert ........................................................................... 327
Bayer CropScience model village project:
Contributions to agricultural suppliers’ competitiveness and human development
Projekt oglednog sela tvrke Bayer CropScience:
Doprinos konkurentnosti dobavljača poljoprivrednih proizvoda i ljudskom razvoju
7. Kai Alexander Saldsieder, Anne Hoag ..................................................................................................... 343
Catching up with the Danes – Why Denmark succeeds as a top entrepreneurial country
and what we can learn from them
Kako sustići Dance – Zašto je Danska najbolja zemlja za poduzetništvo i
što možemo naučiti od njih
8. Adisa Delić, Selma Smajlović ..................................................................................................................... 363
Developing the function of human resource management with a view to building competitive
advantage of enterprises in Bosnia and Herzegovina
Razvijanje funkcije menadžmenta ljudskih resursa u svrhu jačanja konkurentske prednosti
bosanskohercegovačkih poduzeća

224

4. Danimir Štros, Maja Coner, Daniel Bukovinski ..................................................................................... 425
Globalization and management
Globalizacija i menadžment
5. Ivana Bestvina Bukvić, Domagoj Karačić ............................................................................................... 437
Competitiveness as a function of local and regional growth and development
Konkurentnost u funkciji lokalnog i regionalnog rasta i razvoja
6. Aleksandar Erceg .......................................................................................................................................... 447
Influence of new customs procedures and logistic security standards on companies competiveness
– a Croatian company case study
Utjecaj novih carinskih procedura i logističkih sigurnosnih standarda na konkurentnost poduzeća
– slučaj hrvatskog poduzeća

Professional article / Stručni rad
1. Sascha Wolf, Volker Amelung ..................................................................................................................... 463
Levelling vs competition – political trend reversal in the German healthcare system?
Izjednačavanje nasuprot tržišnom natjecanju – politički obrat u trendovima njemačkog
zdravstvenog sustava?

Conference reviews / Prikazi konferencija
1. Jelena Franjković .......................................................................................................................................... 475
14th International Scientific Conference Business Logistics in Modern Management
2. Jelena Franjković ........................................................................................................................................... 477
35th Scientific symposium Osijek-Pforzheim

Upute autorima ......................................................................................................................................... 479
Guidelines for authors ........................................................................................................... 481

225

Original scientific articles
Izvorni znanstveni članci

Anja Varga, Jasmina Dlačić, Maja Vujičić
Repurchase intentions in a retail store – exploring the impact of colours
Eleonora Kontuš
Management of inventory in a company

Anja Varga, Jasmina Dlačić, Maja Vujičić:
Repurchase intentions in a retail store – exploring the impact of colours

Anja Varga
Mate Lovraka 5, 43280 Garešnica
anjavarga94@gmail.com
Jasmina Dlačić
University of Rijeka
Faculty of Economics
Ivana Filipovića 4, 51000 Rijeka
jasmina.dlacic@ri.t-com.hr
Phone: +38551355169

Maja Vujičić
University of Rijeka
Faculty of Economics
Ivana Filipovića 4, 51000 Rijeka
maja.vujicic@efri.hr
Phone: + 38551355117

UDK 366.12:339.372.2
Original scientific article
Received: July 21, 2014
Accepted for publishing: September 2, 2014

REPURCHASE INTENTIONS IN A
RETAIL STORE – EXPLORING THE
IMPACT OF COLOURS
Abstract
The purpose of the paper is to explore the elements that influence customer loyalty in different dominant
colour environments in a retail store that sells groceries. The paper explores the relationship between customer satisfaction, exploring the store environment, communications with sales personnel and repurchase
intentions in different colour environments. Furthermore, it explores the gender impact on creating customer loyalty in warm, cool and neutral colour environments. Empirical research is conducted using three
different colour environments in a retail store that sells groceries. Based on research findings, exploring
store environment is found to be the most influential element that boosts repurchase intentions. Gender
stimulated differences are also found. For women, in warm, cool and neutral colour environment the dominant influence on repurchase intentions is exploring the store environment. For men, in both warm and
cool colour environment communication with sales personnel influences their repurchase intentions. The
research contributes to the existing body of knowledge on the influence of colours on repurchase intentions in the context of South-East European culture. Managerial implications are offered and suggestions
for further research provided.

Keywords: retail store, colour, store environment, repurchase intentions

God. XXVII, BR. 2/2014. str. 229-244

229

Anja Varga, Jasmina Dlačić, Maja Vujičić:
Repurchase intentions in a retail store – exploring the impact of colours

1. Introduction
The amount of information that consumers are
exposed to grows every day. Triggering consumer
reaction to a certain product or service has become an art. Consumers very often make on the spot
decisions. The percentage of on the spot decision
making was 76% in 2012 (POPAI, 2012). Therefore, influencing the consumer in a retail store is of
great importance. The reaction itself can be seen
through two types of behaviour (Donovan, Rossiter,
1982): approaching or avoiding the interaction with
the environment. Of course, an organization’s goal
is to inspire interaction of the store environment,
employees and consumers. However, the consumer
reaction to return to a store as a consequence of the
mentioned interaction is under the influence of several elements.
Physical environment affects consumers and employees (Bitner, 1992) and it is considered that the
colour of store space is not necessarily connected only with the consumer reaction. Rather, it is
connected also with the employees that work in
that store environment. Interaction of different elements of a selling atmosphere (Turley, Milliman,
2000), like external and internal variables, product
arrangement, design, product layout, decoration
and human element, is a possible explanation for
that interaction. Therefore, elements of the selling
atmosphere create the interaction between the
store area and people in that area, whether they
are consumers or store employees. Pleasant store
experiences prompted by retail store environment
entice the consumers to spend more time in the
store and spend more money than they originally
planned (Donovan et al., 1994). Moreover, pleasant
shopping experiences enhance spending as well as
the attachment to a certain store (Sherman et al.,
1997), that is, they are connected with the feeling
of enjoyment. In a relaxed store atmosphere, consumers are more content, relaxed and they feel free to
communicate with unknown persons. They can also
stay in a particular store for a longer period of time.
Enjoyment and a pleasant feeling that is induced in
a store space contribute to consumers’ desire for returning and repurchasing in the same retail store.
Consumers are starting to identify themselves with
the store (Ganesh, 2000 in Jones, Taylor, 2007) and
consider returning (Kim, Ok, 2009) or re-purchasing (Jones, Taylor, 2007).
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Consumer reactions, i.e. their purchasing and purchase decisions are under the influence of colours
(Crowley, 1993; Babin et al., 2003), whether through
inciting pleasant feelings during shopping (Bellizzi,
Hite, 1992), physical attraction of the store (Bellizzi
et al., 1983), or through creating opinions and consumer assessment about the product itself (Middlestadt, 1990). However, it is necessary to note that
all colours that are used in a retail store space do
not affect the consumers’ shopping intention in the
same way.
Colour affects people psychologically, physically
and economically (Bosket et al., 2012). Colour can
incite thinking and cause different reactions. Universally, cold colours are preferred over warm colours (Ellis, Ficker, 2001; Zentner, 2001; Madden et
al., 2000). Similarly, Bellizzi and Hite (1992) suggest
that although in a blue retail store environment
more positive shopping outcomes occur (more stimulated shopping, less shopping postponement,
more shopping appeal), the red colour can stimulate
shopping outcome for products that are not expensive and not durable. But neutral colours (Crowley,
1993; Babin et al., 2003) and their influence on consumer behaviour is sometimes overlooked. Apart
from direct influence of colours on consumers’ shopping decisions and consumer behaviour, gender
influence can also be noted. Although cold colours,
especially blue, are dominantly preferred by consumers (Hallock, 2003) there are noticeable differences in preference towards other colours depending
on gender.
Based on the previous elaboration, the purpose of
this paper is to explore the relationship between colour of the retail store space and consumer loyalty.
That is to say, to explore different colour environment elements that enhance consumer loyalty in
a grocery retail store, taking into account possible
gender based influence. The goal of the research is
to emphasize the need for using different colours in
shaping the grocery store environment with the aim
of increasing consumer’s return and repeat purchase in a specific retail store.
The paper is organized as follows. Firstly, conceptual
background and hypothesis development related to
consumer loyalty and elements that enhance loyalty
as well as retail store environment is provided. This
is followed by empirical research and hypothesis testing. At the end, a conclusion is provided as well as
future research and research limitations discussed.
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2. Conceptual background
2.1. Store environment, colours and gender
Atmospheric or ambient conditions affect the five
senses both on consumer and employee level (Bitner, 1992). Furthermore, they influence emotions, beliefs and physiological sensations that lead
to different consumer and employee behaviour.
Different combination of elements within physical
environment setting will influence individuals differently (Ezeh, Harris, 2007). Thus, no unique combination for a certain service can be proposed. Moreover, service providers should experiment and try
to define their own combination of physical environment elements.
Physical environment consists of different elements
(Baker, 1986 in Koernig, 2003; Bitner, 1992; Ezeh,
Harris, 2007). These elements are ambient factors,
design factors, signs/symbols/artefacts and social
factors. Ambient factors include air quality, noise,
music, scent, cleanliness and lighting. Design or
space/function factors are architecture, colour, materials, equipment, textures, accessories and layout.
Signs, symbols and artefacts include scale signage,
personal artefacts, and style of decor. Social factors
include other consumers and service personnel as
well as outlet vulnerability (Daunt, Harris, 2012).
Reaction of the individual on environmental influences can be described through two types of behaviour. These are approach and avoidance that include four basic dimensions of behaviour (Donovan,
Rossiter, 1982): wish for physical maintaining in the
environment; wish for exploring the environment,
wish to communicate with other individuals in the
environment and increasing performance and satisfaction. So, every individual can apply approach
or avoidance reaction in the same retail store environment.
Sight (2006) claims that people can make that decision in 90 seconds based on first impressions, and
around 62- 90% of these decisions are based on
colours. According to Aslam (2006) the selection
of the adequate colour can attract consumers, but
also influence their shopping decisions. This is especially expressed in retail stores where consumers
spend an average of 0.03 seconds looking at exhibited products (Stedman, 2008). Colour is among
the elements that create the retail store atmosphere
general impression (Countryman, Jang, 2006).

Perception about product exclusivity is formed
through colours (Middlestadt, 1990), whether it is
the product’s colour, or the dominant colour in a
specific store environment; a dominant cool colour
contributes to perceived exclusivity of a product.
Similarly, in a retail store environment where a cool
colour is dominant, consumers experience greater
buying intention as well as motivation to explore
products and retail store environment in general
(Bellizzi, Hite, 1992; Babin et al., 2003). Store exterior should be painted using a warm colour, and
store interior should be in a cool colour (Bellizzi et
al., 1983) to stimulate positive consumer reactions.
Bellizzi and Hite (1992) consider cool colours to boost the wish for shopping and observing products,
but it is also important to bear in mind that warm
colours incite excitement. Excitement is connected
with impulsiveness, which can result in positive
shopping outcomes (Crowley, 1993). Colour is considered an element of brand identity (Lijović, 2012).
Therefore, in their marketing communications organizations should concentrate on using one colour
scheme constantly (Tkalac Verčič, Kuharić Smrekar,
2007). Hence, organizations ought to use the same
colour scheme in their brand colours, their store
environment and market communication materials.
From a gender perspective, people generally prefer the blue colour spectrum (Ellis, Ficker, 2001).
However, differences between men and women are
noted. Moreover, even if blue is the preferred colour
among both genders (Hallock, 2003) the second
preferred colour vastly differs between males and
females. Unlike men, women prefer yellow (Lange,
Rentfrow, 2007). Even if yellow is a warm colour,
using this colour will not provoke different consumers’ impulsive buying reactions between males
and females (Mihić, Kursan, 2010). Light tones in
contrary to dark tones of the same colour provoke
more positive reactions (Hemphill, 1996) in both
genders. Hence, there is domination in individuals’
preferences of cool colours, especially blue, when
compared to warm colours (Ellis, Ficker, 2001; Zentner, 2001; Madden et al., 2000).
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2.2. Creating customer loyalty
2.2.1. Customer satisfaction
Only completely satisfied consumers can feel high
level of satisfaction and true loyalty (Reichheld,
2001). Satisfaction is prevalently explored as total
customer satisfaction and in that approach expectations with the perceived product/service, that is, an
ideal product is compared to the bought one (Johnson et al., 1995). Similarly, Giese and Cote (2000)
point out that satisfaction is actually an emotional
reaction that is related to product expectations and
previous experiences. Satisfaction happens after
consuming the product/service and it has cumulative character.
Factors that create satisfaction can be divided into
two categories (Grbac et al., 2007), the ones connected with the supply and those connected with consumers. Factors connected with the supply are
(Storbacka et al., 1994; Wang, Lo, 2003) product quality, price, time and characteristics of the product.
Factors connected to consumers are (Anderson et
al., 1994; Johnson et al., 1995) experience, expectations, level of involvement and product experience.
These factors through interactions create customer
satisfaction. Satisfaction is created through adjustment of the supply that is adapting the marketing
mix according to expectations, needs and wishes of
the consumers. It has to be taken into account that
so called basic Maslow’s needs determine product
preference in such a way that consumer’s dominantly expressed need is satisfied (First, Gržinčić,
2010).
Creating satisfaction in a store environment is
connected to the creation of a selling atmosphere.
The atmosphere in a store environment is observed (Kotler, 1973) through sight (colour, light, size,
shape), hearing (sound), smell (smell, freshness)
and touch (smoothness, temperature, softness),
which are also the atmospheric dimensions. The
aforementioned influences the creation of positive
consumer experience. Satisfaction, that is, a feeling
of pleasure that arises from positive experience, has
a positive influence on consumer spending, and retail store preference (Sherman et al., 1997). Furthermore, investment into employees and creating an
atmosphere in a retail store is connected with customer satisfaction (Kadić et al., 2011).
Still, differences have been noticed depending on
the price range, i.e. in retail stores where lower
priced products are sold, satisfaction is connected
with the employees, whereas in retail stores where
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higher priced products are sold, the environment
and atmosphere dimensions play a bigger role.

2.2.2. Exploring the store environment
When store design elements create an image similar
to products/services the store is selling, it is more
likely that consumer will search for additional information about products/services and it is more
likely they will explore retail store offering (Lam,
2001). Consumers will also spend more time in a
store (Mitchell et al., 1995) if elements of store environment are in congruence with the store image.
That is to say, information search and processing is
influenced by store environment and the perceived
store image. However, when relational commitment
and relational equity are taken into account the influence of image on customer loyalty is diminished
(Dlačić, Žabkar, 2012).
Elements of store environment can provoke different emotional states (Spies et al., 1997) and consequently influence shopping behaviour. Moreover,
enjoyment (Hogg, Penz, 2008) influences the willingness to explore the store. Also, pleasantness positively influences the unplanned extension of the store
visit (Donovan et al., 1994) and its exploring, whereas arousal has a positive impact on the number of
items purchased and time spent in a store (Kaltcheva, Weitz, 2006).
Besides emotional states, store environment influences cognitive and physiological states (Lam,
2001). So, when shopping for different product categories, consumers can experience hedonistic or
utilitarian value (Floch, 1988 in Lam, 2001). People
that experience hedonistic value while shopping
are more prone to explore the store and products/
service it is offering. Similarly, Kaltcheva and Weitz
(2006) assert that, based on recreational and taskoriented motivation of consumers, a store environment should be modelled to provide consumers
with more satisfaction and a feeling of pleasantness.
Recreational consumers derive inherent satisfaction
from shopping activity and therefore like high-arousal store environment that creates rich shopping
experiences.

2.2.3. Communicating with sales personnel
Organizations have the possibility to create an environment that will make buying process as effective
232

as possible both in satisfaction and sales volume
(Dube et al., 1995). If perceived as stimulating and
pleasant, store design positively influences perception of interpersonal service quality (Bitner, 1992).
The store environment influence on shopping behaviour is perceived through social factors that is,
employee perception, and contributes to positive
evaluation of interpersonal service quality (Baker et
al., 2002). Hence, store environment contributes to
enhancing patronage intentions through positively
perceived interpersonal service quality. This relationship between perceived quality of interpersonal
interaction and customer loyalty can be also moderated through relationship quality (Vesel, Žabkar,
2010). Therefore, cooperative interaction and mutual disclosure contribute to consumer-seller bond
and boost future sales opportunities (Crosby et al.,
1990).
Environment-induced pleasure creates positive attitudes and stimulates behaviour towards exploring
physical environment, but also enhances affiliation with other persons in that environment (Mehrabian, Russell, 1974, 1975 in Dube et al., 1995).
In a pleasant environment, consumers will ask for
more information (Mitchell et al., 1995) and start
communicating with salespersons. Also, reactions
like pleasure and arousal are contributing to more
expressed willingness to communicate and socialize
with sales personnel (Dube et al., 1995).

2.2.4. Repurchase intentions
Several authors define loyalty (Oliver, 1999; Meyer,
Blümelhuber, 2000) as consumer’s commitment to
a particular organization, but Oliver’s point of view
is one that is widely accepted. So, loyalty is deeply
held commitment to re-buy or re-patronise a preferred product/service consistently in the future,
despite situational influences and marketing efforts
having the potential to cause switching behaviour
(Oliver, 1997). Hence, a repurchase is possible with
establishing and managing relationships with customers through adapting organizations’ offering and
through constantly providing value and enhancing
satisfaction.
A truly loyal customer, that is, a partner, is established through constant provision of higher value and
satisfaction. One of the characteristics of a truly
loyal customer is the possibility to reach premium
loyalty (Dick, Basu, 1994; Griffin, 1997). This type
of loyalty is characterised by high repurchase pa-

tronage and high relative attitude towards the organization. Some organizations are more successful
in developing loyalty and creating loyal customers.
These organizations are considered loyalty leaders.
Their ability to develop and sustain loyal customers
is based on providing superior value, right customers and right employees as well as enduring commitment to develop loyalty (Reichheld, 2001).
Customer loyalty can be explored through repurchase intentions (Dick, Basu, 1994; Jones, Taylor,
2007; Bloemer, Odekerken-Schröder, 2007). Exploring behavioural consequences of customer loyalty
can be seen as having the intention to buy or use
an organization’s product/service more often in the
future (Zhang, Bloemer, 2008; Garbarino, Johnson,
1999). Hence, when aiming to boost repurchase
intentions, organizations should focus not only on
mere repeated buying through different promotional activities, but try to provoke in customers a
commitment and preferable attitude towards their
organization.
By creating pleasant ambient conditions, a store
environment stimulates spending and the number
of bought products (Turley, Milliman, 2000). It also
stimulates consumers to remain longer in specific
store, as well as to explore the products exhibited
in the store (Donovan, Rossiter, 1982). All this contributes to enhancing repurchase intentions. The
store atmosphere influences the time spent there
and liking the store (Spies et al., 1997), as well as
consumers’ mood. Different emotional states like
enjoyment (Hogg, Penz, 2008) influence the willingness to return to a store. Also, pleasure and arousal
have a positive influence on money spent in a store
(Sherman et al., 1997). Therefore, emotional states
stimulate purchasing as well as repurchasing intentions.

2.3. Hypotheses development
Past research (Bellizzi et al., 1983; Middlestadt,
1990; Bellizzi, Hite, 1992; Crowley, 1993; Babin et
al., 2003) concentrated on exploring the influence
of warm colours (red, yellow and orange), and cool
colours (blue, purple and green) on consumer behaviour. Neutral i.e., achromatic colours (white, black
and grey) have been neglected. Also, the influence of
colours on consumer behaviour was researched in a
furniture store (Bellizzi et al., 1983; Crowley, 1993),
television store (Bellizzi, Hite, 1992) and a fashion
store (Babin et al., 2003), while consumer behaviour
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and reaction to colour in a grocery retail store remained unexplored. Colours can contribute to pleasant feelings during shopping (Bellizzi et al., 1983;
Bellizzi, Hite, 1992), and also colours can influence
consumers’ perception of the product (Middlestadt,
1990; Crowley, 1993). Therefore, it is considered
that the difference in perception depends on the colour that prevails in a store environment.
H1: There are differences in the perception of the selling environment of a grocery retail store depending
on the dominant colour.
Colours really do influence the consumer behaviour
(Bellizzi et al., 1983; Middlestadt, 1990; Babin et
al., 2003). That is to say, they influence consumer
attitude towards buying a product (Middlestadt,
1990, Bellizzi, Hite, 1992), the amount of money
spent (Turley, Milliman, 2000; Bellizzi, Hite, 1992)
and the number of products that consumer will buy
(Turley, Milliman, 2000). Also, they influence the
consumer’s wish to browse (Bellizzi, Hite, 1992, Babin et al., 2003), whether the store or the products
exhibited. Colours influence the emergence of pleasant feelings during buying (Bellizzi et al., 1983;
Bellizzi, Hite, 1992), thus inspiring communication
in the store environment. Satisfaction i.e., a pleasant
feeling is created (Sherman et al., 1997) which positively influences retail store preference. Consumers
develop loyalty through satisfactions’ influence,
wish to browse around the store and communicate
with employees, spending more time and spending
more money in a store. Physical environment is a
service quality element that includes spatial layout
and assortment as well as ambience (Rajic et al.,
2012). On the other hand, perceived service quality
enhances patronage intentions (Baker et al., 2002).
So, the relationship between physical environment
and patronage intentions is also present. Research
shows that colour preference depends on the gender (Meerum Terwocht, Hoeksma, 1995).
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However, most studies were conducted on female
shoppers (Bellizzi et al., 1983; Middlestadt, 1990,
Crowley, 1993; Babin et al., 2003). Male shoppers
have been included in research only sporadically
(Bellizzi, Hite, 1992).
H2: Influence of the colour that prevails in a grocery
retail store on different elements that enhance repurchase intentions depends on the gender.

Table 2 Average grades on customer behaviour
dimensions

Dimensions of
customer behaviour

Satisfaction

3. Empirical research
3.1. Research methodology and sample
Empirical research was conducted in order to investigate the stated hypotheses. Research was administered during May and June of 2014. Online research was used and the sample was based on snowball
principle. The initial sample available to researchers
was divided into three groups according to colours.
Every group was sent, along with the questionnaire,
a picture of the grocery retail store in a 3D version
in red, blue or a neutral colour.
A questionnaire was prepared following Donovan
and Rossiter’s (1982) approach, that is, their model
of Approach/Avoidance. The questions used in the
research cover the satisfaction during purchasing,
time spent in finding and exploring the store offering, desire for communication with the sales personnel, intention to spend a longer period of time
in store and to spend more money than intended
as well as the probability of returning to the store.
All questions were formed using the 5-point Likert
scale, where 1 stands for ‘I totally disagree’, and 5
stands for ‘I totally agree’. The questionnaire also
had demographic questions and those connected to
preferences for a single colour or a group of colours.
In total, 150 answers were collected, for every store
colour (red, neutral and blue) answers were given by
50 respondents. Table 1 explains the sample included in the research.

Research

Communication

Retention and
spending

Repurchase
intentions

Average grades according to retail
store space colour
Survey questions
Warm store
space

Store Colour

Number of
respondents

Gender
M

4.22

4.06

4.04

I would feel comfortable if I were in this retail
store.

3.88

3.88

3.72

I would like to spend more time in this retail
store.

3.881.3**

3.862.3**

3.48

I would like to look around this store space.

4.181.2*

3.822.3**

4.2

I would like to inspect the products in this
retail store.

4.08

3.98

4.12

In this retail store I would not hesitate to ask
the staff for advice regarding my purchase.

4.04

3.8

3.96

3.421.3**

3.3

3.04

3.221.3*

3

2.86

I would spend more time in this retail store
than planned.
In this retail store I would spend more money
than I planned.
I would like to come back to this retail store
for another purchase.
TOTAL AVERAGE GRADE

Note: 1,2- statistically significant value of t-test
in comparison to the retail store where warm and
neutral colours are dominant; 1,3 – statistically
significant value of t-test in comparison to the retail
store where warm and cold colours are dominant;
2,3 – statistically significant value of the t-test in
comparison to the retail store where neutral and
cold colours are dominant. *p<0.0; **p<0.05

We can conclude that the research sample consists
of 58.67% of women and 41.33% of men. Furthermore, the largest group are the respondents between 21-30 years of age (64%).

Age
F

>20

21- 30

31-40

41-50

Red

50

44%

56%

0

66%

26%

8%

Neutral

50

40%

60%

0

58%

30%

12%

Blue

50

40%

60%

4%

68%

22%

6%

Total

150

41.33%

58.67%

1.33%

64%

26%

8.67%

Cold store
space

I like this retail store.

Source: Research results

Table 1 Sample Structure

Neutral store
space

3.2. Research results
A further analysis was conducted in order to explore differences regarding the colour of the store environment. According to colour classification, a retail
store in which red is a dominant colour was named
warm store space.

3.7

3.54

3.54

3.85

3.69

3.66

A retail store in which neutral colours are dominant
(white and brown) was named neutral store space,
and a retail store space in which the blue colour was
dominant was named cold store space. The results
of the analysis are shown in Table 2.
Based on the conducted analysis it can be concluded
that retail store space in which warm colours are
dominant have the highest average grade. Based on
this, a warm colour store environment has the most
positive influence on consumer behaviour. Furthermore, it will encourage customers to shop more in
a grocery shop. Although, it is necessary to point
out that statistically significant differences of t-test
of independent samples show that the difference is
observed in the variables that are included in the
research dimension and the dimension of retention
and spending. Therefore, it can be concluded that
the stated hypothesis H1: There are differences in
perception of the groceries retail store depending on
the dominant colour is partially confirmed. Hence,
there are not statistically significant differences in
all the explored dimensions of the retail store, but
just in a few of them.

Source: Research results
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Table 3 Retail store - warm colours
Model 1
B

beta

Constant

0.911** (0.282)

Retaining and spendinga

0.840** (0.081)

0.830

Model 2
t-value

B

beta

t-value

3.235

0.091 (0.332)

10.320

0.552** (0.105)

0.546

0.275
5.243

0.439** (0.117)

0.391

3.754

Satisfactionb
Communicationb
Researchb
R2

0.689

0.761

R2 (adj)

0.683

0.751

R2 (change)

0.689

0.072

106.506**

74.820**

F
Effect size

0.301

Power

0.929

MALE
Model 1
B
Constant

Retaining and spendinga

beta

0.507 (0.401)

0.936** (0.130)

0.850

Model 2
t-value

B

Beta

1.266

-0.104 (0.428)

7.223

0.651** (0.160)

0.591

Model 3
t-value

0.381** (0.149)

0.371

Beta

t-value

-0.242

-0.753
(0.461)

4.067

0.436**
(0.166)

0.396

2.620

0.339**
(0.137)

0.299

2.478

0.386**
(0.132)

0.377

2.920

Satisfactionb

Communicationb

B

2.552

-1.632

Researchb
R2

0.723

0.794

0.846

R2 (adj)

0.709

0.772

0.820

R2 (change)

0.723

0.071

0.052

52.175**

36.536**

32.996**

F
Effect size

0.345

Power

0.610

0.338
0.513

FEMALE
Model 1
B
Constant

1.538** (0.414)

Retaining and spending

0.692** (0.111)

beta

0.774

Model 2
t-value

B

beta

t-value

3.716

0.435 (0.587)

6.225

0.467** (0.137)

0.522

0.741
3.409

0.443** (0.180)

0.376

2.460

Satisfactionb
Communicationb
Researchb
R2

0.598

0.677

R2 (adj)

0.583

0.651

R2 (change)

0.598

0.078

38.747**

26.162**

F
Effect size
Power

In order to explore the reliability of the scales used
in this research, and based on previous research
(Donovan, Rossiter, 1982) Cronbach alphas for factors with more than one item are calculated. Satisfaction has α=0.903, research dimension α=0.857,
and in retention and spending α=0.927. The aforementioned shows good scale reliability where mentioned constructs are measured and they can be
used in further research.
Further research of the proposed hypothesis encompasses conducting hierarchical multiple regression. As the proposed hypothesis distinguishes
colour influence on consumers when deciding to
return to a retail store, in the analysis for dependent
variable repurchase intention was used. Retaining
and spending represents an element that is sometimes corresponding with repurchase intentions.
However, it is necessary to differentiate between
different levels of explored repurchase intention
construct. So, it is justified to explore retaining and
spending and repurchase intentions as separate
constructs. Consequently, retention and spending
is included in the model as the controlling variable. Furthermore, the analysis was conducted in a
way that the influence of independent variables of
satisfaction, research dimension, communication
dimension, and retention and spending was explored. Additionally, analysis was conducted to test the
relationship between the aforementioned variables
and repurchase intention in regard to the colour of
the store environment. Also, the influence of gender on the elements that motivate returning to the
retail store was explored. In the calculation, average scales for satisfaction, research, and retaining
and spending were used. For communication and
repurchase intentions, however, since they were
measured with one item, original values were used.
Research results are shown in Tables 3, 4, and 5.
In Table 3 when we explore the colour of the retail
store we notice that in the retail store where warm
colours are dominant retaining and spending has a
significant role in the definition of repurchase intentions (β=0.830). But when that model is enlarged with other explored variables, the influence of
retaining and spending is reduced (β=0.546) and
research dimension (β=0.391) conveys a part of the
influence of store environment on repurchase intentions. If we take into account respondents gender the situation changes. Among men, the influence on repurchase intentions is based on retaining
and spending (β=0.396), communication dimension
(β=0.377) and satisfaction (β=0.299). With women,

repurchase intentions are influenced by retaining
and spending (β=0.522) and research (β=0.376). Introducing new variables into the model increases R2
by 6.8% in regard to the model when only retaining
and spending is included in the analysis. All F-values are statistically significant at the level p<0.05.
In retail store where neutral colours are dominant,
the role of retaining and spending is diminished
when new dimensions are added to the model. It
can be concluded that retaining and spending has
stronger influence (β=0.576) on repurchase intentions, in regard to research dimension (β=0.341).
Within the male gender, in the neutral coloured
space the influence of retaining and spending is
dominant (β=0.824), whereas in the female gender
research dimension (β=0.543) has a stronger influence on repurchase intentions than retaining and
spending (β=0.498). By adding new variables into
the model R2 changed on average by 14%. All F- values are statistically significant at the level p<0.05.
By analysing the retail store where cold colours are
dominant we can notice that by including new variables in the model, the influence of retaining and
spending on repurchase intention becomes statistically insignificant. Exploring the influence we notice
that the research dimension (β=0.562) has greater
influence on repurchase intention than communication (β=0.409). Still, if we look at the gender influence on the elements that influence repurchase
intention we can notice that the dominant influence
among men is shown by the communication dimension (β=0.801). Among women, research dimension
(β=0.563) has a greater influence on repurchase intention than communication (β=0.375). By adding
new variables into the model while exploring the
influence of cold coloured retail store on customer
loyalty the R2 changed on average by 30.48%. All Fvalues are statistically significant at the level p<0.05.
In all the models tolerance and VIF values are on
an acceptable level. The greatest VIF value is 2.674,
and the smallest tolerance is 0.374. The average VIF
value amongst all the models is 1.542, which indicates that collinearity is not a problem. Furthermore,
average VIF value is not greater than 1. The greatest
value of the Durbin-Watson test in all the models is
2.482 and the average value of the Durbin-Watson
test is 1.877, thus we can conclude that in the models the residuals are not related.
It can be concluded that, depending on the colours
that dominate in a grocery retail store environment,
different variables are enhancing repurchase intentions. In a retail store where warm and neutral

0.245
0.585

Note: N=50 (M=22; F=28). Standard errors are shown in the brackets.
Method of including the independent variables: a- enter method; b- stepwise method. *p<0.10; **p<0.05
Source: Research results
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Table 4 Retail store - neutral colours

Table 5 Retail store - cold colours
Model 1
B

Constant

1.152** (0.300)

Retaining and spendinga

0.758** (0.090)

beta

Model 2
t-value

0.772

B
3.836

-0.055 (0.452)

8.418

0.565** (0.100)

beta

Model 1
t-value
-0.121

0.576

5.660

Satisfactionb

B
Constant

2.233** (0.419)

Retaining and spendinga

0.443** (0.138)

beta

0.421

Model 2
t-value

B

beta

5.335

-.0136 (0.403)

3.212

-0.021 (0.107)

0.950** (0.118)

Model 3
t-value

B

beta

t-value

-0.339

-0.349 (0.357)

-0.019

-0.191

-0.070 (0.095)

-0.066

-0.980
-0.736

0.386** (0.099)

0.409

3.914

0.819

8.044

0.652** (0.128)

0.562

5.084

Satisfactionb

Communication b

Communicationb

Researchb

0.467** (0.139)

0.341

3.355

Researchb

R2

0.596

0.674

R2

0.177

0.654

0.740

R2 (adj)

0.588

0.660

R2 (adj)

0.160

0.639

0.723

R2 (change)

0.596

0.078

R2 (change)

0.177

0.477

0.087

70.857**

48.624**

10.315**

44.359**

43.691**

F
Effect size

0.239

Power

0.858

F
Effect size

1.379

Power

MALE

Constant
Retaining and spendinga

beta

Model 1
t-value

-0.027 (0.551)
1.032** (0.167)

B
-0.049

0.824

Constant

6.172

Retaining and spendinga

Satisfactionb

Satisfactionb

Communicationb

Communicationb

Researchb

Researchb

R2

0.679

R2 (adj)

0.66

R2 (change)

0.679

F

38.089**

Beta

2.868** (0.459)
0.270* (0.150)

0.389

Model 2
t-value

B

Beta

0.989* (0.514)

1.792

-0.015 (0.120)

-0.022

-0.127

1.926

0.676** (0.146)

0.801

4.624

0.151

0.624

R2 (adj)

0.104

0.580

R2 (change)

0.151

0.473

3.211**

14.115**

Effect size

Power

1.383

Power

0.959

FEMALE

FEMALE

Model 1

Constant

1.627** (0.317)

Retaining and spendinga

0.672** (0.094)

beta

0.803

t-value

6.249

R2

F

Effect size

B

0.920

MALE

Model 1
B

0.331

0.999

Model 2
t-value

B
5.125

-0.623 (0.433)

7.130

0.417** (0.076)

Beta

Model 1
t-value
-1.439

0.498

5.464

Satisfactionb

B
Constant
Retaining and spendinga

Beta

0.872 (0.758)
0.870** (0.251)

0.548

Model 2
t-value

B

1.150

-0.531 (0.552)

3.471

0.158 (0.203)

0.899** (0.148)

Beta

Model 3
t-value

B

Beta

t-value

-0.962

-0.821* (0.486)

0.100

0.781

0.093 (0.177)

0.058

-1.690
0.525

0.371** (0.117)

0.375

3.175

0.778

6.086

0.651** (0.150)

0.563

4.345

Satisfactionb

Communicationb

Communicationb

Researchb

0.803** (0.135)

0.543

5.958

Researchb

R2

0.645

0.847

R2

0.301

0.705

0.788

R2 (adj)

0.632

0.385

R2 (adj)

0.276

0.683

0.763

R2 (change)

0.645

0.202

R2 (change)

0.301

0.404

0.083

50.842**

74.498**

12.048**

32.301**

32.135**

F
Effect size

1.320

Power

0.998

Note: N=50 (M=20; F=30). Standard errors are shown in the brackets. Method of including
the independent variables: a- enter method; b- stepwise method. *p<0.10; **p<0.05
Source: Research results
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F
Effect size

1.369

Power

0.997

0.392
0.763

Note: N=50 (M=20; F=30). Standard errors are shown in the brackets. Method of including
the independent variables: a- enter method; b- stepwise method. *p<0.10; **p<0.05
Source: Research results
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colours prevail, a dominance of research dimension
is found as a forecaster of repurchase intentions. In
a retail store where cold colours prevail, both research dimension and the communication dimension have an influence on repurchase intentions.
Moreover, taking into account the gender, it can be
concluded that besides the colours prevailing in a
retail store, in the female gender a dominance of research dimension is established. Amongst the male
gender, communication dimension prevails as the
most significant foreteller of the decision to return
to the retail store. Therefore it can be concluded
that the stated hypothesis H2: Influence of the colour
that prevails in a grocery retail store on different elements that enhance repurchase intentions depends
on the gender is confirmed.

4. Conclusion and managerial implications
This paper explores the area of customer loyalty
through researching the role of colours in customer
repurchase intention in a retail store. Exploring the
elements that positively influence repurchase intentions such as satisfaction, communication and
research dimension, and retaining and spending in
different coloured retail store environments, several
conclusions can be drawn.
Looking at the research results through retail stores in which different colours prevail, it is suggested
to use warm colours in grocery retail store interior.
All of the explored dimensions are graded with a
higher grade in retail stores where warm colours are
dominant. Products that are purchased there are
bought routinely, so warm colours like red, orange
and yellow are advised. Red colour can be positive
for products that are not expensive and durable
(Bellizzi, Hite, 1992).
A dominant presence when deciding to return to a
store is the research component, regardless of the
prevailing colour. If the gender influence is regarded, it can be noticed that the specified connection is present in the female gender, i.e. women stay
longer, browse the retail store and products regardless of the retail store colour. In cold and neutral
coloured retail stores a greater relationship between
research dimension and repurchase intention is found.
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Therefore, cold colours in the context of higher
quality groceries can be used for example in exhibitions while introducing expensive, higher quality
groceries, in places where the goal is to introduce
the customers to the products (presentations) and
other situations that demand engagement of research dimension of customer behaviour.
If communication with the sales staff is to be established in the retail store as a prerequisite of returning to the store, using cold colours is suggested.
For both men and women, communication dimension is expressed as the influence on their returning
behaviour to the retail store. Cold colours are positive and relaxing (Bellizzi et al., 1983). Therefore,
they induce relaxed feeling among customers and
thus they develop communication with the sales
personnel more easily, that is, if they feel more comfortable in that retail store the chances of coming
back grow.
The role of individual elements that inspire consumer loyalty differs depending on the dominant
colour in the retail store. Although previous research points out that satisfaction is one of the basic
prerequisites of loyalty (Oliver, 1980, Fornell, 1992),
their connection is not a necessary condition. Research has shown that relatively high level of satisfaction does not contribute to consumer loyalty development. The relationship between satisfaction and
loyalty is present only in a retail store where warm
colours are dominant and in male population.
In this research there were certain limitations. Research was conducted on a relatively small sample
of respondents and age groups were not equally distributed. Another possible limitation of this research is the retail store images made in a 3D program.
Given that the respondents did not experience the
retail store space, their answers might be different
than they would have been if the experiment had
been conducted in a real environment.
For further research it is suggested to conduct a survey on a greater number of respondents, in order to
achieve a more even representation of age groups.
Through higher representation of age groups it is
suggested to explore the influence of age on consumer behaviour during decision making regarding
the purchase of groceries in reality simulated conditions. Moreover, it would be interesting to explore
consumer behaviour and influence on repurchase
intention in retail spaces that are different from
those preferred by most consumers (for example
green and purple colour).
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MANAGEMENT OF INVENTORY
IN A COMPANY
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Ponavljanje kupovine u prodajnome prostoru
– istraživanje utjecaja boja

Abstract
Firstly, the purpose of the empirical part of the study is to analyze the inventory balances of surveyed companies and secondly, to explore the dependence between companies’ level of inventory and profitability
expressed in terms of return on assets. Thirdly, the aim of the theoretical research is to explore the cost and
benefits from changes in the inventory level as well as to define variables that determine net savings from
changes in inventory level. An optimal inventory level should be based on consideration of incremental
profitability resulting from increased merchandise with the opportunity cost of carrying higher inventory
balances.
The results will provide a model equation for calculating net savings from changes in inventory level as well
as a new mathematical optimization model. With this model a company can consider net earnings from
changes in inventory level and establish the optimal inventory level as well as improve profitability.

Sažetak
Svrha ovoga rada je istražiti elemente koji utječu na odanost potrošača u prodajnome prostoru s prehrambenim proizvodima u kojima prevladavaju različite boje. Rad istražuje povezanost između zadovoljstva
potrošača, istraživačke dimenzije, komuniciranja s prodajnim osobljem i ponavljanja kupovine u okruženju
u kojemu prevladavaju različite boje. Nadalje, rad istražuje utjecaj spola na poticanje odanosti potrošača
u prodajnome prostoru u kojemu prevladavaju tople, neutralne i hladne boje. Empirijsko istraživanje je
provedeno na primjeru tri različito obojena prodajna prostora s prehrambenim proizvodima. Na temelju
rezultata istraživanja dokazano je da je istraživačka dimenzija najutjecajniji element koji potiče ponovni
dolazak u prodajni prostor. Razlike u spolu su također uočene. Za žene u toplom, neutralnom i hladnom
prostoru utjecaj istraživačke dimenzije je dominantan. Dok za muškarce, u prodajnome prostoru u kojemu
prevladavaju tople i hladne boje komuniciranje s prodajnim osobljem utječe na ponovnu kupovinu. Istraživanje doprinosi postojećoj bazi znanja o utjecaju boja na ponavljanje kupovine u kontekstu jugoistočne
europske kulture. Menadžerske implikacije, kao i prijedlozi za buduća istraživanja, su predloženi.

Ključne riječi: prodajni prostor, boje, prodajno okruženje, ponavljanje kupovine
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1. Introduction
Inventory management is an extremely important
function within most businesses. The purpose of inventory management is to develop policies that will
achieve an optimal inventory investment. A company can maximize its rate of return and minimize
its liquidity and business risk by optimally managing inventory.
Inventory management involves comparison between the costs associated with keeping inventory
versus the benefits of holding inventory. Successful
inventory management minimize inventory, low-

ers cost and improves profitability. An optimal inventory level can be based on consideration of the
incremental profitability to the opportunity cost of
carrying the higher inventory balances.
The aim of this paper is to contribute to the debate by empirically investigating the relationship
between inventory level and profitability, and by
modelling the relationships between variables that
determine net savings from changes in inventory
level in order to develop a new model equation for
calculating net savings. We hypothesize that there
may be no statistically significant association be-
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tween inventory level expressed in terms of inventory to total assets ratio and inventory to current
assets ratio and profitability expressed in return on
total assets.
The purpose of this study is to determine how to find
optimal inventory level in order to achieve a maximum return at an acceptable level of risk. Research
has been made which studied and improved many
aspects of the management of inventory. However,
net profitability from revising the inventory policy
has not been explored entirely in previous studies.
With the aim of completing the gaps relating to net
savings from revising the inventory policy, the study
will explore costs and benefits from changes in inventory level as well as net profitability of this important activity in managing inventory.

The study makes its own contribution to research
and thereby to managers. The contribution of the
paper to the literature is a new model equation for
calculating net earnings from changes in inventory level as well as a new mathematical optimization model which can help to ensure that changes
in inventory level will result in net savings and can
help managers in managing inventory optimally.
This paper has strong implications for management
practice.

The remainder of the paper is organized as follows.
Section 2 addresses the theoretical grounds of the
research. Section 3 explains the methodology and
presents a descriptive analysis of the data as well as
the results. Section 4 addresses theoretical grounds
for modelling and develops corresponding models.
Finally, section 5 is the conclusion.

2. Literature review
Inventory management involves a trade-off between
the costs associated with keeping inventory versus
the benefits of holding inventory. The benefit of an
inventory is to assure that goods will be available as
required. The primary costs of an inventory are the
opportunity cost of the capital used to finance the
inventory, ordering costs, and storage costs. Inventory management seeks to maximize the net benefit – the benefits minus costs – of the inventory
(Chambers, Lacey, 2011).

Different inventory items vary in profitability as
well as the amount of space they take up.
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Higher inventory levels result in increased costs for
storage, insurance, spoilage and interest on borrowed funds needed to finance inventory acquisition (Shim, Siegel, 2007). As successful inventory
management minimizes inventory, lowers cost and
improves profitability, managers should appraise
the adequacy of inventory levels, which depend on
many factors, including sales, liquidity, available
inventory financing, production, supplier reliability,
delay in receiving new orders, and seasonality. An
increase in inventory lowers the possibility of lost
sales from stockouts and the production slowdowns
caused by inadequate inventory. Inventory levels are
also affected by short-term interest rates. As shortterm interest rates increase, the optimum level of
holding inventory is reduced (Shim, Siegel, 2008).

The Economic Order Quantity (EOQ) model of inventory management is used to mark the optimum
size of delivery and to choose the cheapest deliverer
which guarantees minimization of total costs of investments in inventories. EOQ model is a technique
that determines the optimal amount of inventory to
order each time the inventory of that item is depleted (Chambers, Lacey, 2011).
The Economic Order Quantity (EOQ) model considers the trade-off between ordering cost and storage cost in choosing the quantity to use in replenishing item inventories. A larger order-quantity
reduces ordering frequency and hence ordering
cost, but requires holding a larger average inventory, which increases holding costs. On the other
hand, a smaller order-quantity reduces average inventory, but requires more frequent ordering and
higher ordering costs.

McComas (1995) recommends that the following
actions take place within a company in the management of inventory:

The EOQ model makes the following assumptions:

• establish purchasing review criteria to review the
inventory characteristics

• Depletion of stock is linear and constant.

• purchase only the amount of raw materials
needed for a production run or a period of time
• collaboration with vendors to improve the purchasing practice

• Demand is constant and known with certainty.

The EOQ model is written as the following:

EOQ 2 * D * S

• consider just-in-time manufacturing.
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Reorder point = Daily usage * Lead time
(in days)

(2)

When a safety stock is maintained, then the reorder
point is written as the following (Gonzales, 2010):
Reorder point = {Daily usage * Lead time (in days)}
+ safety stock(3)

• The time interval between placing an order and
receiving delivery is constant (Shim and Siegel,
2008).

• encourage materials exchange within the company

Economic order quantity analysis should be applied
to every product that represents a significant proportion of sales. The economic order quantity is the
optimum amount of goods to order each time to
minimize total inventory costs.

Another important technique used along with EOQ
is the Reorder Point (ROP) and Safety Stock. According to Fangruo Chen (1998), the ROP quantity
reflects the level of inventory that triggers the placement of an order for additional units. If the demand
is constant and the lead time is known, then the reorder point is written as the following:

• No discount is allowed for quantity purchases.

• improve inventory control through application
of effective inventory control systems

Financial managers have a responsibility both for
raising the capital needed to carry inventory and for
the firm’s overall profitability. The goals of inventory management are to ensure that the inventories
needed to sustain operations are available, but to
hold the costs of ordering and carrying inventories
to the lowest possible level. There is always pressure
to reduce inventory as part of firms’ overall costcontainment strategies, and many firms are taking
drastic steps to control inventory costs (Brigham,
Daves, 2004).

cost per time unit. In the classical EOQ model it is
not a priori clear whether optimal policies exist, or
whether optimally of a given policy can be decided.
The classical EOQ formula describes the trade-off
between the set-up cost and the holding cost (Yan
and Kulkami, 2008).

(1)

H *C

Where
EOQ – target order quantity. This is a variable we
want to optimize.
D–

the annual demand of product in quantity
per unit time.

S–

the product order cost. This is the flat fee
charged for making any order.

C–

Unit cost

H–

Holding cost per unit as a fraction of product
cost.

According to Hassin and Megiddo (1991) in the
classical EOQ model one seeks a policy of inventory
scheduling so as to minimize the long-term average

Cuthbertson and Gasparro (1993) developed a
model of inventory holding which embodied most
of the key ideas of earlier theoretical work. Previous theories include the production level smoothing and production cost smoothing models, the
accelerator principle and the precautionary model.
They were able to modify the above models to incorporate financial effects and technological change
which might affect inventory holdings. They found
that the level of manufacturing inventories had unit
elasticity with respect to output, was positively
related to the conditional variance of output and
negatively related to the overall gearing position of
the firm.

Lieberman et al. (1996) have focused on work-inprocess and finished goods inventories, but they
have also examined determinants of raw materials
inventory, production and delivery lot sizes, and
manufacturing throughput time. Their findings
pointed to the importance of both technological
and managerial factors in determining inventory
levels. Their results on the role of technology factors were consistent with predictions derived from
the EOQ formula and related models of optimal inventory holding. Inventories were higher when the
underlying technologies required longer setup and
processing times.
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They also found evidence that management and
workforce practices had substantial influence on inventory levels. Greater employee training and problem solving activity had a strong effect in reducing
inventories. These general workforce characteristics
facilitate a reduction in manufacturing process variability, thereby reducing the need for large inventory buffers. They found a strong connection between
the frequency and extent of supplier-assembler
communication and the supplier’s level of inventory. These findings are consistent with models that
view inventory and communication as substitutes.

Balakrishnan et al. (2005) addressed the problem of
jointly optimizing price and stocking quantity for
demand-stimulating inventories by considering two
alternative models for incorporating the dependence of demand on price – a distribution-lifting
model and a multiplicative model. For both models,
they showed that the optimal policy can be derived
via a sequential procedure that first optimizes price
and then sets the order quantity. Their analysis of
the firm’s profit maximization problem has led to a
better understanding of the structure of the optimal
policy.

Baldenius and Reichelstein (2000) examined inventory management from an incentive and control
perspective. They demonstrated that the residual
income performance measure based on historical
cost accounting provided managers with incentives
to make optimal production and inventory depletion decisions. The lower-of-cost-or-market rule is
shown to be effective in situations where inventory
may become obsolete due to unexpected demand
shocks.

Ozer (2009) found that effective inventory management was a capability necessary to lead in the global
marketplace. He provides four fundamentals of effective inventory management:

According to Rajagopalan and Malhotra (2001)
numerous normative models have been developed
to determine optimal inventory levels and several
articles and case studies have been written about
the concerted efforts and practices adopted by
manufacturing firms in the United States to reduce
inventories. The analysis provided an encouraging
picture about the results of U.S. manufacturing inventory-reduction efforts.
Lai (2005) has provided empirical evidence that the
market cannot differentiate between «good» and
«bad» inventory, the market punishes firms when it
can tell that inventory decisions are «bad» and the
inventory levels do not statistically explain firm value. Lai (2006) has proposed that in a world with signalling incentives, short-termism and information
asymmetry, inventory has a signalling role. Firms
and the stock market understand this, resulting
in separating or pooling equilibria and this is one
channel in which inventory translates into market
valuation. Finally, the model has been worked out
as if the firm is a monolithic, aligned entity, without
agency problems between managers and shareholders. Suppose managers are keen to not only increase
share price for shareholders, but also their private
benefits related to inventory and the latter benefits
could come with higher levels of inventory.
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association between higher productivity and inventory reduction.
Gaur et al. (2002) found that return on assets, sales
growth, standard deviation of return on assets and
financial leverage explained more than 50% of the
variation in stock returns for periods of ten years
or more as well as retailers in different segments
achieved similar return on assets and return on
equity by following very different strategies with
respect to their gross margins and inventory turns.
High gross margin correlated with low inventory
turns and with high selling, general and administrative expenses as well as risk of bankruptcy was related to the mismatch between how fast a company
attempted to grow versus what growth rate it realized. Randall et al. (2005) found that the probability
of bankruptcy is lower when firms align inventory
decisions with environmental and strategic factors.

• It requires managers to know how best to use
available information.
• Managers need to quantify the value of information.
• They need to coordinate decentralized inventory
operations.
• Effective inventory management requires decision tools that can be embraced by their users.
The new raw material inventory management policy
is targeted at solving the existing problem of having excessive inventory by optimizing current raw
material inventory level based on scientific models
(Wang, 2010). According to Wang et al. (2013) the
traditional inventory models focus on characterizing replenishment policies in order to maximize the
total expected profit or to minimize the expected
total cost over a planned horizon. They provide the
perspective on inventory management that treats
inventory problems within a wider context of financial risk management. The inventory control problem is formulated as a continuous stochastic optimal control problem with fixed and proportional
transaction costs under a continuous value-at-risk
constraint. The results illustrate how the raw material price, inventory level and value-at-risk constraint are interrelated.

Several papers have attempted to link inventory levels with financial performance. Balakrishnan et al.
(1996) examined the effect of JIT adoption, which
decreased inventory, on firms’ profitability and
found that there was no statistically significant association between return on assets and JIT adoption.
Lieberman and Demeester (1999) found a strong

God. XXVII, BR. 2/2014. str. 245-256

Based on an analysis of more than 900 excess inventory announcements made by publicly traded firms
during 1990-2002, Signhal (2005) has documented
that firms that experienced excess inventory situations substantially underperformed a sample of
matched firms from the same industry and of similar size. He estimated that the mean (median) abnormal return due to excess inventory was -37.22%.
The evidence has suggested that the stock market
partially anticipates excess inventory situations,
firms do not recover quickly from the negative effect of excess inventory, and the negative effect of
excess inventory is economically and statistically
significant.

Chen et al. (2005) found decreasing trends for
relative inventory in manufacturing and wholesaling sectors for the period 1981-2003 and somewhat mixed evidence in the retailing sectors. They
showed that firms with abnormally high inventories
had abnormally poor long-term stock returns and
also found that the relationship between Tobin’s q
and abnormal inventory was absent in the crosssectional domain.
The study of Roumiantsev and Netessine (2005)
is the first to systematically analyze the relationship between companies’ inventory management
policies/operational environment (as captured by
the relative inventory level, lead time, demand uncertainty and inventory elasticities, with respect to
several environmental variables) and accounting
returns as reflected by return on assets. Roumiantsev and Netessine found that superior earnings are

associated with the speed of change or responsiveness in inventory management after controlling for
industry and firm-specific effects. They also found
that inventory elasticity with respect to sales, lead
times and sales uncertainty is consistently positively
associated with both current and forwarded returns
on assets. This result provides statistical evidence
that public companies that are more responsive in
inventory management are more profitable. Their
findings indicate the importance of matching supply to demand in volatile environments, whereby
one must pay attention not only to the level of the
inventory, but also to the speed of change in inventory, which can be used as an indication of the quality of management control.

The importance of inventory management for
small and medium-sized manufacturing companies
proved Rajeev (2010) who analyzed its influence on
economic performance. His study was aimed especially at machine tool industries sector in India
which was an extremely inventory intensive. The results showed that inventory management had really
some impact on labor productivity, capital productivity and returns to scale in respondent companies.
Manufacturing companies can manipulate production to shift fixed costs between cost of goods sold
and inventory accounts, thereby managing earnings
either upward or downward. Considering two earnings targets, avoiding losses and consensus analyst
forecasts, Cook et al. (2012) used a large sample of
manufacturing companies to study how production
cost structure and inventory valuation method affect this strategy. They reported the following results: Companies with high fixed-cost ratios were
more likely to manipulate inventory but made
smaller abnormal inventory changes than companies with low fixed-cost ratios.

Panigrahi (2013) has examined the relationship
between inventory conversion period and firms’
profitability and the results indicate that there is a
significant negative linear relationship between inventory conversion period and profitability.
Several researches have attempted to link inventory
levels with financial performance and have found
little or no relation between them. We also attempt
this approach and find little relation between the
inventory level expressed in terms of different ratios and profitability expressed in terms of return
on total assets.

God. XXVII, BR. 2/2014. str. 245-256

249

Eleonora Kontuš: Management of inventory in a company

UDK 658.78 / Original scientific article

3. Research
3.1. Methodology
This paper presents results from the empirical research undertaken on a representative sample of
Croatian companies with the aim of exploring their
inventory levels along with dependence between
the companies’ inventory levels and profitability.
Although the Small and Medium-sized Enterprises
(SME) definition is subject to considerable differences in prior studies, there is an increasing tendency to rely on the European Commission SME
definition. In line with this definition, we selected
companies that met the following criteria: (1) fewer than 250 employees; (2) sales below 50,000,000
EUR; and (3) total assets below 43,000,000 EUR.
We selected large companies that met the following
criteria: (1) more than 250 employees; (2) sales over
50,000,000 EUR; and (3) total assets over 43,000,000
EUR.

Based on these criteria, we randomly selected an
initial sample of 130 companies. We excluded companies that belong to the financial or governmental sectors because of additional requirements that
apply to these sectors. In addition, we discarded
observations with missing values. The empirical research was based on a sample of randomly-selected
51 large companies and 50 small and medium-sized
companies.
In this section, we provide an overview of the variables that are used in our empirical analysis:
(1) Inventory level is measured as the ratio of inventory to current assets as well as the ratio of inventory to total assets.

In this study we also analyzed costs and benefits
from changes in inventory level. The independent
variables which determine net earnings have been
selected and the relations between them have been
defined. For precise formulation of the relationship
between a set of independent variables, mathematical methods have been adapted in order to yield
net savings as dependent variable. On the basis of
research results, we have introduced a new mathematical optimization model and with this model a
company can consider net savings from changes in
inventory level and establish the optimal inventory
level in order to improve profitability.

3.2. Results of analysis and discussion
We analyzed inventories used by sample companies
in 2012, inventory ratios along with dependence
between inventory levels and profitability as well as
changes in inventory policy.

3.2.1. Analysis of inventories used by Croatian
companies
Investments in inventories in sample large and SME
companies in 2012 have been analyzed by using financial indicators and presented in Table 1.

Table 1 Inventory ratios of Croatian companies
in 2012

Companies ratios

Large
companies

(2) Profitability is defined as return on total assets.
We use Return On Assets (ROA) as a measure of
profitability. We choose ROA over Return on Equity (ROE), since we are not interested in the capital structure effects that are implicitly captured by
ROE. We choose ROA over gross profit margin and
profit margin, because ROA is more often used to
measure financial performance of companies. ROA
is calculated as Net Income / Average Total Assets.
Using methods from statistics, we investigated
whether there was a relation between inventory
level and profitability. To improve the quality of
analysis and descriptive statistics analysis, we used
financial ratios.
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Small and
Medium Sized
companies

Inventory/current assets ratio
Arithmetic mean

22.88

Standard deviation

20.38

21.95
22.47

Coefficient of variation

89.08

102.35

Inventory/total assets ratio
Arithmetic mean

10.14

8.84

Standard deviation

14.56

13.35

143.55

150.98

Coefficient of variation

Source: Author’s calculations
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The average share of inventory in current assets for
large companies is the highest and it amounts to
22.88% of current assets and 21.95% for small and
medium-sized companies.
The average share of inventory in total assets
amounts to 10.14% of total assets for large companies and 8.84% for small and medium-sized companies. The lower inventory ratios may indicate
that average investment in inventories is unsuitable
and the company’s inventory policy is too stringent
which might result in a loss of business.
The average value of inventory/current assets ratio
for large companies during the observed period is
22.88, while the average value of inventory/current
assets ratio for small and medium-sized companies
is 21.95. The standard deviation of inventory/current assets ratio for small and medium-sized companies (22.47) is higher compared to the standard
deviation for large companies. The largest standard
deviation has been noted with the inventory/current assets ratio for small and medium-sized companies and shows how widely members of a related
group diverge from the average. Coefficient of variation for inventory/current assets ratio for small and
medium-sized companies is higher than for large
companies and shows that the variability of inventory/current assets ratio for small and medium-sized
companies is higher than the variability of inventory/current assets ratio for large companies.

3.2.2. Relation between inventory level and profitability
We investigated whether there was a relation between the inventory level, which compared inventory to current assets as well as inventory to total assets, and profitability, and analyzed the dependence
between inventory level and profitability.
The level of inventories expressed in terms of ratios
and return on assets in large and small and mediumsized sample companies in the Republic of Croatia
in 2012 has been analyzed as seen in Table 2.

Table 2 Descriptive statistics of inventory ratios
and return on total assets in Croatian companies
in 2012

Companies

Large
companies

Small and
Medium-sized
companies

Inventory/current assets ratio
Arithmetic mean

22.88

Standard deviation

20.38

21.95
22.47

Coefficient of
variation

89.08

102.35

Inventory/total assets ratio

The average value of inventory/total assets ratio
for large companies during the observed period is
10.14, while the average value of inventory/total assets ratio for small and medium-sized companies
is 8.84. The standard deviation of inventory/total
assets ratio for large companies (14.56) is higher
compared to the standard deviation for small and
medium-sized companies (13.35). Coefficient of
variation for inventory/total assets ratio for small
and medium-sized companies is 150.98 and shows
that a relative dispersion is significant.

Coefficient of variation for inventory/total assets ratio for small and medium-sized companies is higher
than for large companies and shows that the variability of inventory/total assets ratio for small and
medium-sized companies is higher than the variability of inventory/total assets ratio for large companies.

Arithmetic mean

10.14

8.84

Standard deviation

14.56

13.35

143.55

150.98

Arithmetic mean

0.03

0.02

Standard deviation

0.08

0.06

Coefficient of
variation

256.52

276.73

Correlation coefficient – inventory to
current assets ratio
- ROA

-0.689

Correlation coefficient – inventory
to total assets ratio
- ROA

-0.070

Coefficient of
variation
Return on total assets

-0.129

0.035

Source: Author’s calculations
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The average value of return on total assets for large
companies during the observed period is 0.03 while
the average value of return on total assets for small
and medium-sized companies is 0.02. The standard
deviation of ROA for large companies (0.08) is higher compared to the standard deviation for small and
medium-sized companies (0.06). Coefficient of variation for ROA for small and medium-sized companies is 276.73 and shows that a relative dispersion
is significant. Coefficient of variation for ROA for
small and medium-sized companies is higher than
for large companies and shows that the variability
of ROA for small and medium-sized companies is
higher than the variability of ROA for large companies.

The correlation coefficient for large companies is
-0.689 which confirms that the correlation between
inventory to current assets ratio and ROA is negative and moderately strong. The negative correlation between variables inventory to current assets
ratio and ROA may be an indication that a change in
the inventory level is not associated with an equivalent change in the value of the return on total assets.
The correlation coefficient between inventory to
total assets ratio and ROA for large companies is
-0.070 which confirms that the return on total assets is correlated negatively and weakly with the inventory to total assets ratio, thus suggesting that an
increase in the level of inventory triggers a decrease
in return on total assets.
The negative correlation between variables inventory and ROA means that as values of inventory
(expressed in terms of inventory to current assets
ratio as well as inventory to total assets ratio) increase, the values on the return on total assets tend
to decrease.
Repeating our analysis for small and medium-sized
companies we confirm that the correlation coefficient between variables inventory to current assets
and ROA is -0.129 which indicates that the correlation between inventory to current assets ratio and
ROA is negative and weak. The correlation coefficient between variables inventory to total assets
ratio and ROA is 0.035 which indicates that the correlation between inventory to total assets ratio and
ROA is positive and weak.

We can summarize that these findings do not support the notion that profitability depends on inventory level. The study has not provided empirical
evidence that inventory level is negatively related to
252

profitability in any case, but the findings support the
notion that there exists a trade-off between the inventory level and profitability. We also confirm that
there may be no statistically significant association
between inventory levels and profitability.

• turnover

(T1)

• turnover

(T0)

subject to

S(0)≥0,

• rate of return (RR)
• holding costs (HC)

S(1)>0,

T(1)>0,
(Kontuš, 2012).

T(0)>0,
S(1)/T(1)>S(0)/T(0).

4. The model
A company should revise its inventory policy only
if net profitability occurs from a revision of an inventory policy. Before revising its inventory policy,
a company has to weigh the profit potential against
the opportunity costs of holding inventory and the
costs associated with keeping inventory. The costs
associated with keeping inventory include warehousing, handling, insurance and property taxes.

The relations between independent variables can be
established as follows in order to produce dependent variables net savings (NS) and inventory level
(IL):
NS=(S(1)-S(0))XFC-(S(1)/T(1)-S(0)/T(0)XRR/100HC(4)

whereby dependent variable inventory level (IL) is
given by the expression
IL(0)=S(0)/T(0)

In developing a new model for calculating net savings from changes in inventory policy we use the
basic analytical concept of comparing the additional earnings versus the opportunity costs of carrying
incremental inventory and holding costs.

Net savings from changes in inventory level can be
defined as
net savings = increased profitability - opportunity
cost - holding costs(1)

IL(1)=S(1)/T(1).

Finally, the optimal inventory level is the level that
results in the highest net savings.
A mathematical optimization model of inventories
management is characterized by the objective function and a set of constraints. The objective function
is used to keep net savings at a maximum.
The decision problem can be formulated as the following optimization problem:

Increased profitability can be expressed as follows
increased profitability = (sales(1)-sales(0)) x fixed
costs(2)

When a company is considering changes to its inventory policy in order to improve its income, incremental profitability must be compared with the
opportunity cost associated with higher investment
in inventories and holding costs. To determine an
optimal decision from among a number of inventory levels, financial managers should take into consideration their net earnings and an inventory level
that results in the highest net earnings should be
chosen. Companies can maximize net earnings and
trigger an increase of profitability.

Let S(0), S(1) denote sales, and T(0), T(1) turnovers,
where

Efficient inventory management implies formulating an appropriate strategy, considering different
inventory policies, choosing the appropriate inventory level from among different inventory levels,
computing net savings and establishing the optimal
inventory level that results in the greatest net savings.
The new optimization model that is developed is a
mathematical model designed to determine an optimal decision from among different inventory levels and involves an objective function and a set of
constraints. This model helps management to better
understand the business and its functional relationships and improves decision-making ability in management of inventories.

IL(0)=S(0)/T(0)
Opportunity cost of carrying incremental inventory
is represented by the equation
opportunity costs = sales(1) / turnover(1)-sales(0) /
turnover(0) x rate of return(3)

IL(1)=S(1)/T(1).

5. Conclusion
The objective is to
maximize Net savings = maximize f(S).

maximize f(S)= maximize[(S(1)-S(0)xFC-(IL(1)It will be convenient to define variables that determine net savings from changes in inventory level.
The independent variables that determine net savings from changes in inventory level are:

IL(0))xRR/100-HC]

• sales (S1)

maximize[(S(1)-S(0)xFC-(S(1)/T(1)-S(0)/T(0))
xRR/100-HC

• sales (S0)
• fixed costs (FC) expressed as percentage of sales
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(5)

After rearrangement we obtain

The optimal management of companies’ inventories
is a fundamental problem and its solution would
have a direct influence on the efficiency of business
and the position of a company in a market. The fundamental aim of solving this problem is a continuous and complete satisfying of demand on the one
hand, with minimum opportunity costs of carrying
inventory and holding costs on the other.
We analyzed inventory levels expressed in terms of
financial ratios along with dependence between inventory levels and profitability and we also analyzed
changes in inventory policy as an important activ-
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ity in management of inventory. An optimization
model has been designed on the basis of the analysis results of this activity. An optimal inventory level
should be based on consideration of incremental
profitability resulting from increased merchandise
with the opportunity cost of carrying higher inventory balances.

The contribution of this paper is to model all the
relationships between independent variables which
determine net savings from changes in inventory
policy as a dependent variable. The optimization
model can be used as a tool to consider changes in
inventory policy and to make optimum use of inventories in order to achieve a maximum return at
an acceptable level of risk.

Major findings include a new mathematical model
for calculating net savings from changes in inventory policy and demonstration of no statistically
significant association between inventory levels and
profitability.

References
1.

Balakrishnan, A., Pangburn, M., Stavrulaki, E. (2005). Integrating the Promotional and Service Roles
of Retail Inventories, Working paper No. IROM-02-05, Available at: http://dx.doi.org/10.2139/
ssrn.759948/ (Accessed on: June 15, 2014)

2.

Baldenius, T., Reichelstein, S. (2000). Incentives for Efficient Inventory Management: The Role of Historical cost, Available at: http://dx.doi.org/10.2139/ssrn.218328/ (Accessed on: June 24, 2014)

3.

Brigham, E. F., Daves, P. R. (2004). Intermediate Financial Management, Eight Edition, Ohio: Thomson.

4.

Chambers, D., Lacey, N. (2011). Modern Corporate Finance, Sixth Edition, Michigan: Hayden McNeil
Publishing.

5.

Chen, F. (1998), „Echelon Reorder Points, Instalation Reorder Points, and the Value of Centralized
Demand Information“, Management Science, Vol. 44, No. 12.

6.

Chen, M., Frank, M., Wu, O. (2005), „What Actually Happened to the Inventories of American Companies Between 1981 and 2000?“, Management Science, Vol. 51, No. 7.

7.

Cook, K., Huston, G., Kinney, M. (2012). Managing Earnings by Manipulating Inventory: The Effects of
Cost Structure and Valuation Method, Available at: http://dx.doi.org./10.2139/ssrn.997437/ (Accessed
on: June 20, 2014)

8.

Cuthbertson, K., Gasparro, D. (1993). The Determinants of Manufacturing Inventories in the UK,
Economic Journal, 103 (421).

9.

Gaur, V., Fisher, M., Rahan, A. (2002). What Explains Superior Retail Performance? Working Paper
No. OM-2005-03, New York University, Available at: http://ssrn.com./abstract=1290208/ (Accessed
on: June 20, 2014)

10. Gonzales, J. L., Gonzales, D. (2010). Analysis of an Economic Order Quantity and Reorder Point
Invdentory Control Model for Company, Working Paper, California Polytechnic State University, San
Luis Obispo, 12.07.2014.
11. Hassin, R., Meggido, N. (1991), „Exact Computation of Optimal Inventory
Policies Over an Unbounded Horizon“, Mathematics and Operations Research, Vol. 16, No. 3.
12. Kontuš, E. (2012), „Management of Current Assets“, International Journal of Sales, Retailing and Marketing, Vol. 1, No. 3.
13. Lai, R. (2006). Inventory Signals, Harvard NOM Research Paper No. 06-09, Available at: http://ssrn.
com./abstract=723381/ (Accessed on: July 10, 2014)
14. Lieberman, M., Helper, S., Demeester, L. (1999), „The Empirical Determinants of Inventory Levels in
High-Volume Manufacturing“, Production and Operations Management, Vol. 8, No. 1.
15. McComas, C. (1995). Controlling Purchasing and Inventory to Reduce Waste, Pollution Prevention
Review, 5.
16. Ozer, O. (2009). Inventory Management: Information, Coordination and Rationality, Available at:
http://ssrn.com/abstract=1351628/ (Accessed on: July 15, 2014)
17. Panigrahi, A. K. (2013), „Relationship Between Inventory Management and Profitability: An Empirical
Analysis of Indian Cement Companies“, Asia Pacific Journal of Marketing and Management Review,
Vol. 2, No. 7.
18. Rajagopalan, S., Malhotra, A. (2001), „Have U.S. Manufacturing Inventories Really Decreased? An
Empirical Study“, Manufacturing and Service Operations Management, Vol. 3, No. 1.

254

God. XXVII, BR. 2/2014. str. 245-256

God. XXVII, BR. 2/2014. str. 245-256

255

Eleonora Kontuš: Management of inventory in a company

19. Rajeev, N. (2010), „Do Inventory Management Practices Affect Economic Performance? An Empirical
Evaluation of the Machine Tool SMEs in Bangalore“, International Journal of Innovation and Technology Management, Vol. 4, No. 7.
20. Roumiantsev, S., Netessine, S. (2005) Should Inventory Policy Be Lean or Responsive? Evidence for US
Public Companies, Working Paper, University of Pennsylvania, 12.07.2014.
21. Shim, J. K., Siegel, J. G. (2008). Financial Management, New York: McGraw Hill.
22. Singhal, V. (2005). Excess Inventory and Long-Term Stock Price Performance, Working Paper, Georgia
Institute of Technology, 10.07.2014.
23. Wang, X. (2010). Inventory Management in a Pharmaceutical Company: Minimizing Discard Practices, National University of Singapore, Singapore, 12.07.2014.
24. Wang, S., Yin, K., Mak, K. (2013), „Optimal Inventory Policy with Fixed and Proportional Transaction
Costs Under a Risk Constraint“, Mathematical and Computer Modelling, Vol. 58, No. 9-10.
25. Yan, K., Kulkami, V. (2008), „Optimal Inventory Policies Under Stochastic Production and Demand
Rates“, Stochastic Models, No. 24.

Preliminary communications
Prethodna priopćenja
Alisa Mujkić, Dževad Šehić, Zijada Rahimić, Jasmin Jusić
Transformational leadership and employee satisfaction
Andreja Rudančić- Lugarić, Ivan Herak, Martina Herak
Quantitative and quality features of business tourism in Istria
and potential possibilities of its improvement
Iva Buljubašić, Marta Borić
The impact of promotion in franchising
Sandra Odobašić, Marija Tolušić, Zrinka Tolušić
The application of the CAPM model on selected shares on the Croatian capital market
Josip Mesarić, Jelena Franjković, Dario Šebalj
Building competitiveness on IT industry: the case of Osijek Software City

Eleonora Kontuš

Upravljanje zalihama u poduzeću
Sažetak
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TRANSFORMATIONAL LEADERSHIP
AND EMPLOYEE SATISFACTION
Abstract
The main purpose of this paper was to carry out an empirical research on whether transformational leadership, in comparison to other contemporary leadership styles, contributes to higher employee satisfaction
levels. In total, 399 respondents took part in this research, which was conducted in companies in Bosnia
and Herzegovina and Germany. This was the starting point to identify the dominant leadership style in each
of the two countries. Using a nonparametric Mann-Whitney test, it was proved that there is a statistically
significant difference in employee satisfaction under transformational leadership as opposed to the transactional and charismatic styles. After a detailed research of the literature, it became apparent that research
on this subject is scarce. Accordingly, presenting transformational leadership and its influence on employee
satisfaction was a particular challenge.

Keywords: transformational leadership, transactional leadership, charismatic leadership, employee satisfaction

1. Introduction
Transformational leadership, as the name implies,
is a process that changes and transforms people
within a group. Leaders who use this style motivate
their followers to give and work more than they can
or want to, even outside their capabilities (Northouse, 2010). Transformational leaders tend to have
dedicated and satisfied followers. Furthermore, they
empower their employees, pay attention to their
needs and development, helping them grow their
own leadership potential (Bass, Riggio, 2008).

One of the most relevant characteristics of transformational leaders is giving constructive feedback to
their followers, as well as inducing additional effort
with the aim of reaching organisational goals. These
leaders are capable of convincing their followers to
give up their own interests for the wellbeing of the
collective. When followers equate their own success
with the success of the organisation and when they
identify themselves with the organisational values
and goals, their will to cooperate attains a higher
level with the aim of consciously creating a positive contribution in the context of their work (Bass,
1985).

God. XXVII, BR. 2/2014. str. 259-270

259

Alisa Mujkić, Dževad Šehić, Zijada Rahimić, Jasmin Jusić: Transformational leadership and employee satisfaction

By reviewing the literature it can be noted that
transformational leaders tend to create a working
environment with satisfied and motivated employees (Bass, Riggio, 2008; Marshall, 2008; Bycio et al.,
1995; Chen et al., 2005; Fuller et al., 1996; Burns,
1978). This fact created a solid foundation for the
aim of this paper, which is to establish whether
transformational leadership generates higher employee satisfaction compared to other leadership
styles, such as transactional and charismatic leadership. What is special about this research is that
it was made in Bosnia and Herzegovina (BiH) and
Germany. Consequently, this paper discovers the
dominant leadership styles in BiH and Germany.
The defined aim of the research contributed to
setting the main hypothesis of the paper, which is
H: transformational leadership, compared to
other contemporary leadership styles, contributes to higher employee satisfaction. Responding
to the set aims and the hypothesis of this research
required using adequate instruments for statistic
processing of collected data. The Standardised Multifactor Leadership Questionnaire (MLQ) was used,
adapted to the needs of the research. A total of 399
respondents took part in the research: 199 from BiH
and 200 from Germany.

2. Literature review
Transformational leadership
One of the most popular leadership approaches,
which has been in the focus of research since the
early eighties, is the transformational approach. This
approach is part of the New Leadership paradigm,
which pays great attention to the charismatic and
emotional aspects of leadership. The foundation for
the research of this, as well as the transactional approach, was laid by James MacGregor Burns (1978),
who was studying the behaviour of political leaders
and the ways they approach the power they have.
The fundamentals of Burns’ leadership were later
improved by Bass and Avolio (1995), offering components of transformational leadership, known as
the Four I’s, meaning intellectual stimulation, idealized influence (charisma), individualized consideration and inspirational motivation. Each of these
components is measurable with the Multifactor
Leadership Questionnaire (MLQ), which has been
used for the purposes of this paper in the quantita-

260

tive processing of collected data.
Authors Tichy and Ulrich (1984) stress the importance of transformational leadership as a response
to the stagnation and regression of the world economy. They claim that a new brand of leadership is
necessary, a brand that will transform organizations
in the direction of success and sustainability. Leaders who use this transformation should be able to
turn everything old into something completely new.
Transformational leaders are innovators, positive
deviants and “movers and shakers”. They typically
see things before others, use creative strategies to
problem-solve challenges, and are not afraid to take
risks to accomplish their dreams. These leaders
go from one mistake to another with enthusiasm,
knowing they are a step closer to fulfilling their vision (Marshall, 2011).

A great number of studies demonstrate a correlation
between transformational leadership and emotional intelligence (Barling et al., 2000; George, 2000;
Palmer et al., 2001). Generally seen, these studies
indicate that emotional intelligence is the foundation for establishing excellent connections that
are typical for transformational leaders. It is also
a basic requirement for any kind of success (Mandrell, Pherwani, 2003). With the help of emotional
intelligence, transformers stimulate organisational
growth and development. Since transformational
leaders are much more effective in the process of
managing stress and conflicts then other leaders, they feel a greater dose of confidence in their
capability to impact and control life events: thus,
they are more capable of instilling focus, intellectual stimulation and motivation in their followers
(Brown, Moshavi, 2005).

Employee satisfaction
On the other hand, job satisfaction is an aspect of
work that depends on the individual person who
can cultivate either positive or negative emotions
towards his or her work (Schermerhorn et al., 1991).
It represents the employee’s emotional response towards the work assignments in accordance with his
or her own physical fitness, as well as with workplace conditions, while Luthans (1995) claims that
job satisfaction is a pleasant emotional state or positive attitude derived from valuing someone’s effort
in terms of achievements. According to expansive
research, job satisfaction correlates with productivity, motivation, absence from work / being late,
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accidents, mental / physical health and satisfaction
with life in general (Landy, 1989). Other research
connects satisfaction mainly with the motivation of
the individual. Many theories on motivation have
presented the role of job satisfaction as implied,
while on the other hand, many theories on job satisfaction deal with explaining job satisfaction and its
impact: Maslow, Hierarchy of Needs (1943); Hertzberg, Two Factors Theory or Motivator – Hygiene
Theory (1968); Adam, Equity Theory (1965); Locke,
Discrepancy Theory (1969); Hackman and Oldham,
Job Characteristics Theory (1976); Locke, Range
of Effect Theory (1976); Bandura, Social Learning
Theory (1977) and Landy, Opponent Process Theory (1978).

There are two types of job satisfaction based on the
level of the employee’s emotions towards work. The
first and most studied one is overall work satisfaction, which refers to the employee’s overall emotions towards work (for example: “Overall, I love
my job.”) The other type of job satisfaction refers to
feelings towards specific work aspects, such as salary, benefits and the quality of the relationship with
colleagues (for example: “Overall, I love my job, but
my schedule is difficult to manage.”) (Mueller, Kim,
2008).

According to Kerber and Cambell (1987), perspectives on job satisfaction can be used in identifying
specific needs for business improvement. The results can benefit organizations in improving overall
job satisfaction or explaining organizational matters
such as high turnover. But, Syptak et al. (1999) consider the view that a happy employee is a productive
employee a misconception. Research has not offered
much backing to the idea that a happy employee is
productive; moreover, some research suggests that
the relation between cause and effect is in fact reverse, from productivity to satisfaction (Basset,
1994). The other misconception is that the salary
is the key factor of employee satisfaction. In reality,
employees are more satisfied in a pleasant working
environment (Berry, 1997). An individual can have
a well-paid job, but be highly unsatisfied, because
he or she is bored and is lacking stimulation. In
fact, a low paying job can be viewed as satisfactory,
if it is challenging or stimulating enough. However,
satisfaction in correlation with motivation can be
viewed through five dimensions: mentally challenging work, justified / just award, stimulating working
conditions, friendly colleagues and individual adjustment / congruency with work (Robbins, 2001).

Transformational leadership and employee
satisfaction
When consulting the literature on the subject of
contemporary leadership styles, it can be concluded
that the transactional and transformational styles,
as forms of contemporary styles, can be viewed as
inseparable. Compared to transformational leadership, the area of influence of transactional leadership and its impact on followers is poorly researched, which surely creates and models space for
future research and contribution to the scientific
community. For this reason, transformational and
transactional leadership styles are viewed together
in this paper, but, considering the extensive literature and the focus of this paper, the emphasis is on
the transformational style.

Transformational leadership is based on the claim
that certain behaviour of leaders can result in followers attaining a higher level of thinking (Bass et
al., 2003). It is a form of leadership style that encourages human behaviour and ethical aspirations of the
leader and the one that is being led, while creating a
transformational effect on both (Burns, 1978). This
style is different from others exactly because of the
tendency to change the status quo articulating to
followers the problems in the current system, while
exposing a convincing and strong vision of the organization’s new appearance and function. It tends
to keep the stability within the organization trough
regular economic and social changes through which
it aims to reach specific goals of the supervisor and
the follower (Lussier, Achua, 2009). By appealing
to the ideals and values of the followers, leaders
who apply this style inspire their employees to create new paths of behaviour through the process of
problem solving. Most of scientific papers speak
in favour of this, where a positive relation between
transformational leadership and behaviour of the
follower is proved (Fuller et al., 1996; Bycio et al.,
1995; Judge & Piccolo, 2004). In their study, Bycio et
al. (1995) have found a positive correlation between
the transformational leadership style and employee
satisfaction. As for the claim that the augmented
application of the transformational leadership style
generates better employee results, Bycio et al. think
it is clear that transformational leadership is the
dominant predictor of employee satisfaction. Bushra et al. (2011) argue in their research that transformational leadership has a significant positive effect
on the level of job satisfaction in general. The same

God. XXVII, BR. 2/2014. str. 259-270

261

Alisa Mujkić, Dževad Šehić, Zijada Rahimić, Jasmin Jusić: Transformational leadership and employee satisfaction

study supports the view that adopting the transformational style of leadership leads to raising job satisfaction by 42%.
Using Structural Equation Modelling (SEM), authors Wan Omar and Hussin (2013) aimed to establish the connection between inspirational motivation, intellectual stimulation and individualized
consideration with job satisfaction. A positive correlation was found between intellectual stimulation
and job satisfaction, while individualized consideration was negatively correlated with the same variable.
The opinion that the transformational and transactional leaderships contribute to organizational success is inherent to many authors. The reason for this
might indeed be that many research results bring
in correlation these two styles and the behaviour
of employees under these styles. Transactional and
transformational leadership styles help in forecasting the employee satisfaction with their leaders
(Laohavchien, 2009). But in certain situations, none
of the styles guarantee the desired behaviour of the
followers: in certain situation only certain dimensions of both styles (for example: literature shows
that inspirational motivation as part of the transformational style is a dimension that is successful in
times of social disturbances and the like) can show
success. Following this path, Chen et al. (2005) in
their study claim an affirmative connection between
employee satisfaction with the dimension of contingent reward within the transactional style and individualized consideration within the transformational style (which is opposite to aforementioned
research by Wan Omar and Hussin, where a positive correlation exists between intellectual stimulation and work satisfaction). In this context, research
by Jansen et al. (2009) proves that transformational
leadership significantly creates innovation, while
transactional leadership improves current knowledge and exploits innovation. Passive management
by exception, as a dimension of transactional leadership, can be negatively associated with employee
performance. These non-effective leaders are passive in the sense of not engaging employees until
the problem reaches a critical level. Their remoteness implies exclusion from the process of solving
serious questions, avoiding making decisions and
delaying the response on critical questions (Moore,
2007).

Regardless of the great amount of research, only a
few of the studies examined how transformational
(as well as transactional) leadership can predict effectiveness (Bass et al., 2003). That is why, for example, Howell & Avolio (1993) in their research claim
that transformational style of financial managers
positively correlates with financial performances
in the period of a year. Geyer & Steyrer (1998) as
well present the findings of their study implemented
among managers of an Austrian bank. The research
showed a stronger positive correlation of transformational leadership and long-term benefits of the
company in comparison to the short-term performance. The mentioned positive correlation, as they
claim, is caused by leaders who use the transformational style and it is a consequence of their creating
of an inspiring, dedicated and cohesive culture in
the bank that was the subject of the study. The research has also shown that more than 88% of leaders use the transactional type of leadership, but that
only less than 12% of them are true transformational leaders (Shelton, 2012).

Transformational leadership is based on true trust,
commendation, acknowledgment and encouragement on all the levels of influence which is evident
in the trust the leader has in the capabilities of his
followers. Research has also shown that his or her
individual opinion about the work impacts the level
of satisfaction (Scarpello, Vandenberg, 1992). If the
individual opinion can be changed in order to get
a higher level of satisfaction, it can reflect on the
effective organizational level. That is why transformational leaders cultivate their own capabilities
in changing opinions of their employees about the
work they do, trough inspiration and intellectual
stimulation. Weiss & Crompazano (1996) argue that
this is the exact reason of the positive effect of transformational leadership on employee satisfaction.
On the basis of scientific observation of Mathieu &
Zajac (1990) job satisfaction is in correlation with
commitment to work, which makes it reasonable to
expect that the effect of transformational leadership
on the employee satisfaction is considered from the
point of view of commitment to work. The strongest
form of commitment to work is based on affection
(Weiss & Crompazano, 1996), but commitment implies affection towards the organization, sharing the
same goal with the organization, as well as a strong
will to invest additional effort in fulfilling daily work
assignments (Mathieu, Zajac, 1990).
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3. Methodology
Participants

Questionnaire

This research was carried out in the geographical
area of Bosnia and Herzegovina and western Germany. The total number of collected surveys was
399 and divided into two groups: 199 entities were
contacted from the territory of Bosnia and Herzegovina, while the remaining 200 respondents were
part of the geographical area of western Germany.
In order to collect data for this research, participants
would have needed to complete an online Multifactor Leadership Questionnaire (MLQ). However,
many studies point to the negative sides of this approach to data collection and this is why the authors
decided to work in printed form and direct access to
respondents, which certainly contributes to greater
reliability. The way in which socially desirable responses were avoided was that the entities were not
familiar with the details of the research.

During research in Bosnia and Herzegovina, more
than twenty private companies with more than
ten employees were contacted. This was done by
personally visiting the companies, where decision
makers (who at the same time had the authority to
give their consent for carrying out the study) were
presented with the research concept. Six companies
declined to take part in the study, while 19 companies agreed to allow their employees to fill out the
questionnaire.

A smaller number of private companies from Germany were contacted. Ultimately, 11 companies
accepted to take part in the research. Contact with
those respondents was performed in the same way
as with those in Bosnia, and the research was presented in English.
In both cases, questionnaires were distributed
during working hours, filled out immediately and
collected. Every respondent took on average 15
minutes to fill out the questionnaire. After completion, the respondents were handed a special closed
folder to place the filled out questionnaire in order
to maintain anonymity. In Bosnia and Herzegovina,
the research was carried out between January and
June 2013, while in Germany this was done between
January and October 2013.

As previously mentioned, a structured questionnaire (MLQ) was used for the purposes of this study.
The questionnaire originally contains 56 questions
and consists of questions that measure perceptions
that employees have about their leaders and managers (Bass, Avolio, 2006; Sehic, Penava, 2007). Since
the main objective of this study was to demonstrate
that the transformational style generates the highest level of employee satisfaction in relation to the
transaction and charismatic leadership style, it was
necessary to adapt the questionnaire to this objective. To explain the concept of an adapted questionnaire, the dependent and independent variables of
the proposed hypothesis need to be explained. The
hypothesis of this paper has two independent and
one dependent variable. Here, the independent
variables are transformational leadership and other
known leadership styles which can be arbitrary, so
the authors focused on other contemporary styles
taking into account the transactional and charismatic styles. The independent variable transformational leadership was measured through two
variables: intellectual stimulation and individualized consideration (with 8 items in total). Here, the
intention was to prove whether the two variables
affect the dependent variable satisfaction. In other
words, the attempt was made to prove that leaders
who intellectually stimulate and give individualized
consideration to their employees can expect an increase in employee satisfaction compared to leaders
who use the transactional or charismatic leadership
style.

The second variable within the main hypothesis
consisted of other known contemporary leadership
styles, namely the transactional and charismatic
leadership styles. The total number of items which
measure these styles is 8. Based on a nonparametric
test, their value was compared to the value of the
transformational style. Apart from the mentioned
group of questions, another group of questions
called Demography was constructed; here, the respondents gave answers about their age, sex and education. The final version of the questionnaire was
compiled in Bosnian for the area of Bosnia and Herzegovina and in English for the area of Germany.

In technical terms, the printed questionnaire contained 23 questions divided into three scales. The
first scale of the questionnaire was formed in such a
way that they assess the transformational leadership
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style (scales of Intellectual Stimulation and Individualized Consideration) with 8 questions in total – as
many questions as the second scale of the questionnaire which aimed to assess the transactional (scale
of Contingent Award) and charismatic styles (scale
of Idealized Influence). The third scale dealt with
the assessment of employee satisfaction with four
questions in total. In the fourth scale, respondents
gave personal information on age, sex and education.
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Table 1 Mean values of leadership styles
Scale

Mean

Std. deviation

Intellectual stimulation

3.9881

.57999

Individualized consideration

4.0476

.81690

Charismatic leadership

3.0282

.77633

Transactional leadership

2.9975

.94393

Source: Author’s calculation
Criteria for persons included in the research: employed, aged between 25 and 50, resident of Bosnia
and Herzegovina or western Germany, and not a decision maker in the organization.

4. Empirical results
The sample consists of N=399 respondents, aged
from 25 to 50. Of the total 399 respondents, 255
are women and 144 men. 26 women and 13 men
are high school graduates, while 94 women and 67
men are university graduates. 190 respondents hold
a master’s degree, of whom 130 are women and 60
men. Of the total 399 respondents, 5 women and 4
men hold a doctorate. Descriptive analysis of above
facts is presented in Table 1.
The process of testing the research hypothesis of this
study (H1: transformational leadership, compared
to other contemporary leadership styles, contributes to higher employee satisfaction) was divided
into several steps. First, we analysed the responses
collected by surveys that were related to the evaluation of the leadership style which senior staff used
in relation to the tested population. In this regard, a
reliability test was done for 16 analysed scales (intellectual stimulation and individualized consideration as scales that measure transformational leadership, contingent reward as a scale that measures the
transactional leadership, and idealized influence, a
scale that measures the charismatic leadership). The
reliability test demonstrated solid internal consistency with a value of α = 0.728, which leads to the
conclusion that there is a close connection between
the internal scales that were analysed. Taking into
account the satisfactory result of internal consistency, four new variables were created with their
average values of mentioned leadership styles, as
presented in Table 1.

Based on the mean value of Likert scale (from
1-strongly disagree, to 5-strongly agree), it can be
concluded that employees feel that their senior staff
are using more intellectual stimulation and individualized consideration as a component of transformational leadership style in relation to the charismatic and transactional styles. With this argument,
the first requirement for proving the main hypothesis was satisfied: the tested population believes that
their senior staff use transformational leadership
style and this style is more dominant in relation to
the transactional and charismatic styles.

The following analysis encompassed the use of independent t-test for the scales intellectual stimulation and individualized consideration. The aim was
to compare the leadership styles of leaders in Bosnia
and Herzegovina and Germany and Table 2 shows
the obtained results.

According to the presented analysis, employees in
Germany rated their leaders as those who use intellectual stimulation and individualized consideration more in relation to the use of these dimensions
by leaders in BiH. This result was expected, regardless of efforts to avoid socially desirable responses
during the research.
The next step of testing the main hypothesis was to
prove that the transformational style contributes
to a higher level of employee satisfaction than the
transactional and charismatic leadership styles.
Two groups of independent variables were created:
the transformational group and the transactionalcharismatic group. Values within groups were the
mean of each style, and the mean of the satisfaction variable has been taken into consideration too.
We used the nonparametric Mann-Whitney test
because of disturbed data normality, since the regression model showed an unacceptable value of R
Square.

The first requirement to show that the transformational style creates a higher level of employee satisfaction than other contemporary leadership styles
(transactional and charismatic) was the analysis of p
values. In this case the value should be p<0.05 and
the values are presented in Table 3.

Independent t-test for intellectual stimulation
Mean

N

Bosnia and
Herzegovina

199

3.9050

.60751

Germany

200

4.0716

.53967

Std. deviation

t = 2.896., df = 392, p = 0.148
Independent t-test for individualized consideration
Mean

Mann-Whitney U

5509.500

Wilcoxon W

6835.500

Z

Country

Country

N

Bosnia and
Herzegovina

199

3.6338

Std. deviation
.65302

Germany

200

4.4636

.75226

Asymp. Sig. (2-tailed)

Leadership style

Satisfaction
mean

Transactional
and charismatic

N

Mean
of
ranks

Sum of
ranks

51

134.03

6835.50

Transformational

348

209.67

72964.50

Total

399

Source: Author’s calculation
The values of sum of ranks, as already mentioned,
have been considered in Table 4. In this case, these
values are much higher in the transformational
style group, as opposed to the transactional and
charismatic styles. Undoubtedly, the following can
be argued: satisfaction is significantly higher in the
transformational style group than in transactional
and charismatic group. Taking into account all obtained information, it can be stated that the analysis
concluded the following:

- tested entities have evaluated the leadership style
of their senior staff as transformational;
- the data show that transformational leadership
is the dominant style among leaders in Germany
compared to the leadership style of BiH leaders;

Table 3 Mann–Whitney test
Satisfaction Mean

Table 2 Independent t-tests for intellectual stimulation and individualized consideration

Table 4 Sum of ranks for transformational, transactional and charismatic style

- the results of the research indicate that the transformational style contributes to higher levels of
employee satisfaction compared to the transactional and charismatic styles.

-4.460
.000

Source: Author’s calculation

Based on the aforementioned, we can confirm the
main hypothesis of the paper, which is transformational leadership, compared to other contemporary leadership styles, contributes to higher levels
of employee satisfaction.

The table 3 shows that the first condition has been
satisfied: the p value is less than 0.05 (p=.000). This
means that satisfaction is significantly different for
employees affected by the transformational in relation to other contemporary styles (transactional
and charismatic). The larger sum of ranks was necessary in the following analysis to confirm the main
hypothesis. These values are presented in Table 4.

t = 2.896., df = 392, p = 0.148

Source: Author’s calculation
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5. Conclusion
Transformational leadership arises as a synthesis of
all previous styles, both in a theoretical and practical way. Thus it is only natural to expect that this
model of leadership, seen through the prism of time,
will take the lead role in future research, especially
thanks to its comprehensive dimensions which are
one of the focal points of this research. Moreover,
lack of research analysing the impact of transformational leadership on employee satisfaction was the
main motive of this paper.

Results of this research first and foremost show that
the tested population feels that their immediate superiors mainly use the transformational leadership
style compared to the transactional and charismatic
styles. This is proved by the mean value, which, for
the dimensions of transformational leadership, is
around 4.0, while the value is around 3.0 in the case
of the transactional and charismatic styles. This
result enabled the analysis of dominant leadership
styles of leaders in BiH compared to leaders in Germany, which was one of the aims of this paper. Thus,
based on an independent t-test, the dominance of
each style in both of the countries was analysed.
Primarily, intellectual stimulation, as a dimension
of the transformational style, was analysed, and the
mean value for Germany is somewhat higher than
for BiH (4.0716 vs. 3.9050). This shows that the
transformational style, represented by the dimension Intellectual stimulation, is more dominant in
leaders in Germany, even though the difference is
not significant enough to say there is a definitive
dominance of this dimension in leaders in Germany. The mean results of the dimension Individual
consideration are somewhat better than the dimension Intellectual stimulation. In this case, the value
for Germany is 4.4636, and for BiH 3.6338. Thus, it
can be said here that this dimension, as an indicator of the transformational style is more dominant
in leaders in Germany compared to leaders in BiH
in the observed sample. Generally speaking, when it
comes to the results of the independent t-test, it can
be said that based on the observed sample, leaders
in Germany apply the transformational leadership
style compared to leaders in BiH.
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The main hypothesis of this paper, transformational leadership, compared to other contemporary leadership styles, contributes to higher levels of employee satisfaction, was mainly analysed
through regression analysis. Due to an exceptionally
bad R Square value, this analysis could not be taken
into account, so the analysis was approached using
a nonparametric Mann-Whitney test and the Sum
of ranks. An acceptable value of the Mann-Whitney
test should have been p<.005, and in the case of this
research, it was .000. Thus, the first condition for
proving the main hypothesis was met, so the next
condition was a higher sum of ranks for the transformational leadership compared to the two other
observed leadership styles. This analysis shows a far
higher sum of ranks value for the transformational
leadership (72964.50) compared to the group called
contemporary leadership styles (transactional
and charismatic). As much of the research on the
subject claims, here too the positive impact of the
transformational leadership style was shown. The
confirmed hypothesis can find a foothold in all scientific sources, which adds to the credibility of this
paper.

UDK 65.012.431 (497.6) / Preliminary communication

This research did not focus on companies or organizations in a particular field, but it included employees from various organizations and companies, regardless of the kind of work they do. Future research
should focus on a specific sector, for instance banking, tourism and the like, especially in BiH, which
lacks research of this kind; this was one of the limitations of this research. Other limitations included
the lack of adequate scientific sources strictly examining the impact of all leadership styles on employee
satisfaction. Existing literature is mainly based on
superficial practical research, which represents potential for future research. Extended research under

the same title should first include adequate qualitative methods before continuing with quantitative
data processing, considering there is a need to prove
hypotheses through more complex statistical tests.
And finally, results of this research suggest that
leaders and their leadership style have a considerable impact on employee behaviour, with the aim of
fulfilling organizational plans. That does not necessarily amount to manipulation of employees, but
the need for creating profit, based on a committed
and satisfied workforce, which is a result of using an
adequate leadership style.

On the other hand, it cannot be claimed that the
transactional and charismatic leadership styles do
not also contribute to employee satisfaction, so their
significance should not be disregarded in further research, which could move in several directions. In
particular, the dominant leadership styles in BiH
should be examined, by taking into account a wider
scope of styles. Also, research should be done in a
particular business sector, and respondents could
be not only employees, but also leaders. In this way,
a comparison of attitudes between employees and
their leaders could be done, with the aim of determining whether there is a difference in opinions
on leadership styles being used. Characteristics of
transactional and transformational followers could
be examined in more detail, considering the scarcity of such research. This should certainly include
qualitative research methods, which could reveal
the psychological profiles of followers of transformational and transactional leaders. Furthermore,
quantitative research of transformational and transactional styles on the level of lower management
would be useful, since it seems both styles are too
much focused on top level management.
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Sažetak
Glavni cilj ovoga rada bio je empirijski istražiti može li transformacijsko vođenje, u komparaciji s ostalim
suvremenim stilovima vođenja, doprinosi stvaranju većeg zadovoljstva zaposlenih. Istraživanje je provedeno unutar kompanija Bosne i Hercegovine i Njemačke. Ukupno je ispitano 399 sudionika. Pomoću neparametarskog Mann-Whitney testa dokazano je da se zadovoljstvo statistički značajno razlikuje kod zaposlenih pod uticajem transformacijskog, a u odnosu na transakcijski i karizmatski stil. Na osnovi iscrpnoga
istraživanja literature, uočilo se da su istraživanja na ovu temu jako oskudna. Poseban izazov u ovomu radu
bio je teorijski predstaviti transformacijsko vođenje i njegov uticaj na zadovoljstvo zaposlenih.

QUANTITATIVE AND QUALITY
FEATURES OF BUSINESS TOURISM
IN ISTRIA AND POTENTIAL
POSSIBILITIES OF ITS IMPROVEMENT

Ključne riječi: transformacijsko vođenje, transakcijsko vođenje, karizmatsko vođenje, zadovoljstvo zaposlenih
Abstract
In the last several years there has been more interest in new segments of tourism, such as business tourism,
on the international tourist market. This share of tourist market represents an exceptionally important segment of tourist offer, especially within the context of tourist season prolongation, increasing the attractiveness level of a tourist destination and certain economic effects that are achieved by developing this share
of the tourist market. Specific forms of tourism, such as business tourism, require specific rooms, services,
products, in a word, specific tourist destination, so the strategy of a tourist destination’s positioning for this
segment of tourism must start with the fact that competition is strong and tourist needs are very heterogeneous. In the last few years, tourism of Istria County has recorded increasing orientation towards the
segment of business tourism. The aim of this paper is to assess, examine the level of business tourism development in Istria County through the factors of quantitative and qualitative analysis. Based on the analysis of
the current business tourism offer, the paper attempts to indicate the necessity of qualitative improvement
of the business tourism product, and make proposals, visions and goals of the system by which one could
contribute to the development of Istria County as a business tourism destination, which would definitely
attract higher demand, make additional financial effects and reinforce its image on the world tourist market
of business events.

Keywords: specific forms of tourism, business tourism, quantitative and qualitative analysis of the present
situation, Istria County
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1. Introduction
Specific forms of tourism cannot be fully observed
and studied as “classic” forms of tourism, given that
the selection of these types of tourist trends is a
complex phenomenon that is, inter alia, determined
by a high impact of technological development on
the selection of these types of tourist trends, strong
market segmentation, specificities of management
and the distribution itself of these forms of tourism.
Specific forms of tourism are oriented on lesser segments of tourist demand, and they have emerged as
the antithesis to “mass” tourism. In that context, a
significant place belongs to business tourism. There
are many specific forms of tourism, and some of
them are shown in the following scheme.

Business tourism, as one of special forms of tourism,
implies and includes thematic events of scientific
and professional character organized in a specific
place, most frequently in cities. Such events very
often include relatively large number of participants
i.e. business people, the consumption of which in
the destination is averagely higher than the consumption of ordinary visitors. Since business tourism1 has developed much faster than professional
literature that has accompanied this phenomenon,
there are only few scientific and professional papers
available that attempt to contribute to more fully
consider the importance of such type of tourism for
national economy. Business tourism has a short development curve and is a dynamic phenomenon in
the sphere of specific types of tourism, which rapidly increases and matures on a global scale (Gračan,
Rudančić-Lugarić, 2010).

Scheme 1 Specific forms of tourism

Source: prepared by the authors according to (Blažević, I. Knežević, R. (2006). Turistička geografija
Hrvatske. Opatija: Fakultet za menadžment u
turizmu i ugostiteljstvu u Opatiji.)
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Therefore application researches are continuously
performed and recorded in the world that are then
adequately statistically analysed and recorded, in
the way that contributes to better understanding of
the concept and economic significance of business
tourism.
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1.1 Specificities of business tourism
Until recently, this type of tourist trends has attracted very little attention of researchers, academia, but
also of governments of the countries with developed tourist offer, and the deficit of adequately defined and accepted terminology in the field of business tourism is therefore evident, which has also
reflected on the availability and reliability of statistical data on the size and value of the business travel
market. Thus foreign scientific literature states the
definition of congress tourism 2 that specifies it as a
set of phenomena and relations arising from the trip
and stay of a person that come together to exchange
predominantly scientific and professional information, and whereby the event’s place is not a permanent place of residence or work (Lucianovic, 1980).
Therefore it follows that congress tourism is the totality of phenomena and relations arising from the
trip and stay of persons that attend an event outside
their place of permanent residence.

Due to its essential features, the form of definition
must also be stated, which indicates that congress
tourism is based on the number of events that have
their working and touristic part (Franić, 1977a).
Likewise, the terms “business travel”3, “business
tourism”4, “congress industry”5, are frequently
equated, and in the available literature they imply
congresses, conferences, exhibitions (fairs) and
incentive travels. However, many authors agree
that there are significant differences between the
notions of business travel and business tourism.
Namely, business tourism is a term referring to
those business travellers that are also tourists, i.e.
they stay outside the place of permanent residence
and have at least one overnight stay. On the other
hand, a business travel implies a movement of business travellers from point “A” to point “B”, which
also includes daily migrants for business reasons.
The expression “meeting industry” is of a very recent origin, which has not been used until second
half of the twentieth century.

Scheme 2 Constructive factors of business tourism

This wider definition is motivated by the fact that
for tourist offer it is unimportant why participants
have gathered; what is important is that participants

Source: Rudančić-Lugarić, A. (2012). Business tourism as a key impetus of increased tourism in the city
Opatija, Graduate Thesis. University of Rijeka, Faculty of tourism and hospitality management

use all those services that are also used by other
guests i.e. tourists of holiday tourism, thereby also
using the congress-tourist offer in the strict sense.
Finally, it may be pointed out that business tour-
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ism and all its segments are the place for creation
of a new cognitive value (Alkier Radnić et al., 2013).
Similarly, business tourism can also be described as
a driving force that, in addition to economic development, also stimulates professional development.
Business tourism, as a special segment of tourism,
encompasses the visit of a destination by the participants of various seminars, congresses and conferences, and it consists of special structural elements that enable the development and formation
of business tourist offer, the purpose of which is the
satisfaction of business tourist demand. Scheme 2
above provides an overview of important business
tourism factors.

Due to its special features in relation to general or
mass tourism, business tourism requires specific
structural elements that are presented in Scheme 2,
which is not final and is subject to expansion and
changes.
Structural elements of business tourism are divided
into individual segments, such as factors, resources
and infrastructure, and business tourism entities.
Each individual segment shall be individually explained later.
Business tourism consists of objective and subjective factors. Objective factors combine work and
living environment, leisure and available funds of
business event participants. In the occurrence of
mass tourism the first part of the stated factors significantly impacts the increase in tourist demand,
while in case of demand in the segment of business tourism the stated factors play a minor role,
although they are certainly present. It is generally
considered that business event participants have
higher purchasing capacity, i.e. higher personal
standard in relation to mass tourism participants.
Namely, travel costs of an event’s participants are
most frequently covered by employers, and thereby
the participants have more financial resources at
disposal intended for consumption in the target
destination, it should be borne in mind that business events also contain its entertainment-tourist
segment that complements the working part. This
undoubtedly shows that objective factors decisively
determine the demand in business tourism. Subjective factors of business tourism imply subjective behaviour of individuals, based on which the activity
of subjective factors is enhanced. In this group of
factors, trendiness, imitation and prestige are particularly pronounced, which also have some importance as they represent some of the driving factors
in business tourism.
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Business tourism has to a large extent many elements in common with the basic forms of tourism
in general. However, in relation to the basic forms
of tourism, given the specific character of business
tourism, a distinction should be made between the
conditions that are in the domain of resources and
infrastructure, and these are material and nonmaterial conditions of business tourism. Material
conditions of business tourism imply working, accommodation, traffic and motivation conditions.
Various congress centres and congress halls to hold
events, projectors and projection screens, computers, multimedia equipment, sound equipment and
other presentation equipment are the basis of working conditions for the event participants. Business
events that are longer than one day also require the
conditions relating to provision of accommodation
services, which are mostly realized in hotels, while
in specific circumstances accommodation can also
be organized in university campuses, rented cruiser
boats and similar. Due to a large number of business
event participants that mostly do not know each
other, it is necessary to organize a sufficient number of single-bed accommodation capacities, and in
addition, it implies, bearing in mind that business
tourists represent a more demanding segment of
demand, the appropriate offer of high quality provision. Traffic conditions in business tourism refer
to the transport of participants and accompanying
persons, of goods such as various materials needed
to hold an event, and information transfer. One of
the most important factors, when it comes to transport elements of business tourism, is certainly the
transport accessibility of a business tourist destination. It is important to all participants that an event
is held in a location that is close to transport routes
and intersections, i.e. airports. The destination
in which an event is held must have a good traffic
communication from the airport, bus and railway
terminals to the place of event and accommodation of participants. In addition, the important of
local traffic connections within the event’s destination should also be pointed out, which implies a
sufficient number of city buses, trams, subway, taxi
service, car rental agencies and the like. Business
tourism in general terms uses all forms of transport, such as air (commercial and charter flights,
private planes flights and helicopters), railway, road
transport (private cars, buses, rent-a-car, taxi services), and sea transport (ferries, cruiser boats). In
addition to the mentioned aspects of traffic, one
of the most important factors of business tourism
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is also the transmission i.e. transfer of information
by means of information technology (ICT). In the
modern world of the information age, business is
dominated by “virtual organizations”, “mobile offices” and similar. Therefore it can be freely stated
that Internet communication platform is the one
that enables the participants of various events to
simultaneously attend an event and conduct business in their companies. In the rapid transmission
of information phone and mobile connections are
still used, fast Internet and Intranet connections,
wireless technology and other applications. In addition to material conditions, non-material conditions also form important component of business
tourism. Non-material conditions include motivational conditions and various services and products.
Motivational conditions enrich the business tourism offer as they contain natural and social determinants, which differently affect the choice of the
place to hold an event. Natural determinants are the
set of decisions referring to participants that participate in the event primarily due to the entertainment component of the event, as well as the opportunity to travel and meet new tourist destinations,
its natural and competitive attractions. This is not
the primary need of participants, but is by all means
an interesting and attractive addition of the organized event’s program. Social determinants are also
emphasized and express the motive and wish of participants for socialization and external interaction
with other participants of the same interest areas.
Self-actualization and change of a living routine are
also the segments of the motive affecting the decision to participate in a specific event. It should by
all means be pointed out that the need of business
tourism must always be ready to emphasize all attractions offered and to realize them adequately.

The entities of business tourism are the participants of a business event participating actively or
passively in the event’s work as listeners, lecturers
or speakers. Many event participants come accompanied, implying all persons that do not participate
in the event’s work as lecturers or speakers, and
have come to the place of an event accompanying
a participant or at the organizer’s invitation. Program for guests includes a various range of services, from sightseeing and shopping to the visit
of cultural sights. There are several circumstances
affecting more or less persons accompanying the
participants, such as: (Franić, 1977b) choice of the
event’s venue (less or more attractive destination,

accessibility of the destination, climatic advantages
of the destination), lack of knowledge about the
tourist destination, size of the event (larger events
have better and more various attraction programs
for the people accompanying the participants), type
of event (events with a strict working character are
not particularly interesting for the people accompanying the participants), length of events (shorter
events contain the minimum attraction programs
for the people accompanying the participants or
completely eliminate it), financing of the stay for the
event’s participant by the company, purchase power
of participants, frequency of events attendance and
the quality of attraction programs for the guests
(Dorfler, 2006). The segment of event participants is
very significant, especially if one takes into account
the purchasing power, consumption structure and
length of stay in the destination of the persons accompanying the participants.

Very important structural factors of business tourism, other than the participants themselves, are
certainly the event organizers. Event organizers are
most frequently hotel business entities, i.e. hotels.
Hotel companies as event organizers provide the
space to hold an event offer basic hotel services (accommodation, food and beverage), and can also in
addition organize and offer parallel activities programs for the guests, event participants. According
to some researches, when it comes to the organization of special events, hotels represent the most
attractive products on the supply side (Davidson,
Cope, 2003). Generally speaking, the only problem
of hotel companies is the lack of appropriate congress capacities. In addition to hotel companies on
the supply side, various conference centres of smaller or larger size can also appear in business tourism,
which in contrast to the hotel prove a basic service
of space rental to hold an event (such as conference
rooms and halls) and the service of event organization.

2. Business tourism in Istria County
For many years, everything that was significant in
relation to business tourism has functioned on the
route Zagreb – Dubrovnik – Opatija. These three
destinations have, with their basic tourist content,
also adapted the offer of business tourism, and thus
they today achieve significant results in these area.
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Business tourism in the Republic of Croatia, for
many reasons, has been mostly linked to Zagreb.
Although many cities in the Republic of Croatia
have attempted to compete and develop that form
of tourism for years, only Dubrovnik has produced
significant results, primarily due to the appreciation of the Dubrovnik brand as the business tourism destination, not only on the regional, but also
on the world level. The factors that have additionally
favoured the positioning of Zagreb and Dubrovnik
were certainly the airports, which are, when it
comes to business tourism, the basic prerequisite
for the development of business tourism. Opatija has also taken its place on the map of business
tourism destinations over the years, while Istria, as
the most important tourist region of the Republic
of Croatia and a kind of synonym for quality and
success in tourism, has not managed to develop its
business tourism for many years to the necessary
extent. Only by establishing major hotel companies such as Maistra, Valamar and with the arrival
of chains Kempinski in Savudrija, Istria started to
also adapt its offer to this, in the opinion of many,
most lucrative segment of tourism. The stated hotel
companies have made their tourist offer very heterogeneous, and in this process business tourism also
got its significant portion. Business tourism in Istria
County takes place on the route Savudrija – Umag –
Poreč – Rovinj, to which Pula should also be added.
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It can be concluded from the stated that the destinations that are the most important holiday tourism destinations, have also become the centres of
business tourism. The reasons for this should be
searched in the fact that the mentioned destinations, during the years of successful pursuit of hospitality and tourist activity, have become aware of
the lucrativeness of business tourism and all effects
that this segment of tourism brings to a destination.
In all these cities the major part of business tourism
takes place within the hotel, while only a minor part
takes place within the accompanying congress areas. Nowadays, with its content and quality, as well
as tourism turnover achieved in the sphere of business tourism, Rovinj has moved to the forefront.
The continuation of this paper provides quantitative
and qualitative analysis of the current state of business tourism in Istria.

2.1 Quantitative and qualitative analysis of
Istria’s business tourism
Quantitative indicators show the tourist turnover,
number of tourists’ arrivals and realized overnight
stays, while the qualitative analysis analyses the
elements of quality and diversity of the offer, which
monitors business capacities as the primary prerequisites of business tourism operation.

PRIMORJE–GORS
DUBROV-NIK
ISTRIACOUNTY
LIKA–
ZADARCOUNTY
ŠIBENIK–
KIKOTAR
–NERETVA
SPLIT– DAL-MATIA
SENJCOUNTY
KNINCOUNTY
Total

Elementary
school

1.5

0.1

2.5

0.7

1.0

1.4

0.9

1.0

Secondary
school

41.3

46.2

40.7

27.7

52.6

34.1

27.5

39.0

Higher education

35.0

University and
more

22.1

Other

0.1

TOTAL

100

25.5
28.3

100

27.0
29.7

100

37.2

17.4

28.2

30.2

34.2

28.9

34.3

42.2

29.6

0.2

0.1

0.0

1.3

0.2

100

100

100

100

100

Source: Obilježja turističke potražnje, TOMAS
(2012). Zagreb: Institut za turizam
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30.1

The tourists that visit Istria averagely have 10.3
overnight stays in Croatia, i.e. 9.5 overnight stays
in a tourist place. About 55% tourists have up to 7
overnight stays in Istrian destinations, whereby the
share of longer overnight stays in relation to 2007
has significantly decreased (from 45% in 2007 to
55% in 2010) (Marušić, Ivandić, 2011). It can be
concluded from the stated data that Istria has a significant share in total tourism of Croatia. In order to
better analyze the demand of business tourists and
business-tourist offer, it is necessary to also specify quantitative data about the socio-demographic
characteristics of Istria County.

Table 2 Motives of tourists’ arrival to Istria according to countries of origin

Motives

Table 1 Level of tourists’ education by Counties

LEVEL OF
EDUCATION

According to the data from the Central Bureau of
Statistics of the Republic of Croatia, in 2012 Istria
had 3,011,316 arrivals of foreign guests, which is
10% more than in 2011, and had 20,657,506 overnight stays, which is 8.49% more than in 2010. The
last data refer to December 2011 in which 22,505
were realized (9% more than in December 2010),
and 72,709 overnight stays (2% more than in 2010).
Many experts and analysts agree that exactly business tourism has significantly contributed to the
increase of guests and overnight stays number, especially in the periods off the main tourist season.

Germany
Slovenia
Nether-Hungary
Croatia
AustriaPolandSlovakia
RussiaFranceGreat
Serbia
Italia Czech
Total
B&H

Passive
vacation

77.7

74.2

68.1

70.6

84.2

75.0

73.2

86.0

76.2

70.1

72.0

67.2

74.8

89.2

72.9

75.1

Entertainment

39.8

45.5

50.1

53.0

41.4

48.0

40.9

40.9

43.1

44.3

36.4

36.7

31.5

24.9

35.2

44.1

New
experiences

18.2

23.9

28.8

21.5

22.6

22.6

30.1

27.8

28.8

33.3

18.0

35.1

37.1

14.4

26.8

25.3

Gastronomy

20.5

24.7

21.7

20.9

18.5

27.4

20.6

8.1

29.5

20.1

25.5

22.9

27.0

7.5

10.8

21.9

Natural
beauties

11.4

21.6

14.0

18.5

26.2

19.2

29.0

18.5

27.6

20.5

29.4

32.2

25.0

7.5

21.4

20.9

Visit to family
or friends

19.2

8.1

15.8

11.1

4.7

4.7

4.3

4.9

6.6

5.4

4.2

3.5

7.1

10.0

28.2

8.6

Sport and
recreation

7.8

9.0

9.5

7.4

12.5

7.4

9.5

7.7

2.4

8.4

5.1

10.9

5.0

2.3

5.7

8.3

Cultural
sights and
events

5.4

5.6

4.8

6.7

2.9

6.0

13.1

6.2

12.5

7.3

18.1

13.3

18.8

6.2

4.3

7.1

Health reasons

7.0

4.6

5.1

3.7

5.3

6.3

0.8

9.7

4.2

4.5

1.6

0.7

2.5

13.8

2.6

4.7

Diving

2.5

3.4

3.5

1.8

2.8

4.2

7.3

8.9

2.7

4.0

2.7

2.1

2.6

4.2

1.0

3.6

Other motives

3.7

2.3

4.7

4.1

0.4

3.5

5.0

1.6

4.9

1.6

2.7

2.5

3.8

6.3

2.1

3.2

Shopping

0.3

1.4

1.1

1.8

2.1

3.5

3.5

0.9

2.2

3.2

4.5

3.2

3.2

1.5

1.1

2.3

Wellness

0.7

2.8

1.2

2.8

0.5

1.6

0.2

2.3

0.5

1.9

1.5

3.5

1.6

0.4

0.1

1.7

Business
commitments

1.7

0.3

1.0

1.1

0.3

0.6

0.5

0.4

1.8

1.6

0.8

0.4

0.4

0.2

0.8

Religious
reasons

0.3

0.6

0.2

0.3

0.1

0.2

1.8

0.3

Source: Obilježja turističke potražnje, TOMAS
(2012). Zagreb: Institut za turizam
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Chart 1 The relation of business commitments
ratio and passive vacation ratio, as the motives of
tourists’ arrival to Istria
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It is evident from the chart that the majority of
guests still perceive Istria as a holiday destination.
The continuation states, observed per individual
places, the percentage of tourists that have arrived
to Istria and stayed because of business commitments.
It can be concluded from Table 3 that business
tourism in Istria County takes place in major tourist centres. Although efforts have been continuously
made to increase the number of foreign business
tourists through various promotional activities and
joining certain world business tourism associations,
business tourism of Istria County is however still
based on domestic demand. One of the reasons that
greatly affects the stated fact is certainly the lack of
flights to the main business centres (e.g. Frankfurt)
from Pula airport, due to which it is difficult for the
tourists coming from more distant destinations to
coordinate flights and other commitments with the
business event’s schedule, as the majority of business tourists most often arrive either one day before
the event’s start or on the date of the event’s start
itself.

Source: analysed according to the previous table
It is important to pay attention in Table 1 to the
group of guests in categories “higher school” and
“university and more”, since business tourists are
mostly “recruited” from these two groups. If these
two groups of tourists are added together, we come
to the conclusion that their share in the total number of tourists is 57.1%, from which it can be concluded that the majority of tourists that visit Istria
are highly educated.6

Table 2 indicates that business commitments are
at the bottom of the scale of motives why tourists
visit Istria. It is likewise evident that the majority
of tourists that come to Istria due to business commitments actually belong to the group of domestic
tourists. A significant number of business tourists
also come from Russia (1.6) and from Hungary (1.8).
Outbound countries, from which tourists come
to Istria the least due to business reasons, are the
Czech Republic (0.3) and Serbia (0.2).

Table 3 Structure of business tourists per cities of
Istria County

Business
commitments

Katoro

Medulin

Novigrad

Poreč

0.7

2.1

Pula
0.3

Rabac
1.0

Source: adjusted according to Obilježja turističke potražnje u istarskoj županiji. (2012). Zagreb. Institut
za turizam
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Within the area of the Town of Umag, congress capacities are concentrated in Kempinski hotel Adriatic, which has the total of 1,297 seats in 10 smaller
halls, and Istriaturist with their three hotels, which
have 6 halls with the capacity of 20-350 seats and
two halls with the capacity of 100 seats. Within the
area of the Town of Poreč, two companies from
Poreč, Riviera Valamar and Plava laguna, have the
capacity of approximately 2,500 seats on 5 different locations. Maistra in the Town of Rovinj has the
capacity of 4,100 seats on four different locations.
The City of Pula has the congress capacity of approximately 1,300 seats on four different locations.
Quantitative indicators suggest that Istria is potentially a very important destination for the development of business tourism, since it has the facilities
and capacities that are potentially exploitable and of
high quality. More specifically, Rovinj’s Maistra records averagely hundred congresses per year, which
is a huge increase if compared with 2006. Such
trend is also followed by other towns in Istria, but
not with such intensity.

Scheme 3 SWOT analysis of Istria as a business
tourism destination
INTERNAL ENVIRONMENT

In recent years there has been a decline of average tourist consumption in the Republic of Croatia, which suggests an outdated pattern of thinking about tourism, characteristic for the period of
so called mass tourism, when the main goal was to
“churn out” as many tourist arrivals or overnight
stays as possible, while financial results and profit
were of secondary importance. We can also observe the relation of average daily consumption of
so called ordinary tourists in the similar context,
which is EUR 66.3 for Istria County and average
daily consumption of business tourists that is EUR
166. The consumption of business tourists becomes
more significant if we know that it is mostly realized
off the main tourist season. It is almost impossible
to cover the total revenue from business tourism as
the statistics mainly deal with the number of participants and the number of events held. In addition,
the problem is also the fact that business tourism
brings significant side income that can be hardly assessed.

The structure of tourists observed according to the
motives of their arrival to the destination, as presented in Table 2, also falls into quantitative indicators.

MOTIVE OF
ARRIVAL

A special problem is also the fact that data are mostly the organizer’s trade secret. However, it is possible to compare the trends in revenue according to
the available data for the Republic of Croatia-highest revenue from business events was recorded in
2008, when it was HRK 269,075,302, while the lowest turnover was recorded in 2006, when only HRK
186,714,199 was realized. In 2009 and 2010 there
was a decrease of revenue as the result of recession
and reduced costs of companies for such forms of
consumption. In the continuation of this paper the
data on business tourism capacities within Istria
County will be presented, which are actually hotels
within the hotel groups that have business tourism
capacities in their offer, small private hotels that
can accommodate only minor business events and
restaurants that can be adjusted accordingly for the
needs of business events.
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Rovinj
0.4

Umag
1.0

STRENGTHS

WEAKNESSES

Numerous quality capacities
- Geo-traffic position in relation to the Southeast Europe
- Hospitality
- Safety
- Heterogeneity of accompanying events
- Good gastronomic offer

- Lack of activities of in-house DMC office
- Lack of Istria’s promotion as a business tourism
destination
- Irregular flights from Pula airport to the main
international business centres
- Lack of employees educated for MICE sector
- Lack of cooperation and promotion via the world
business tourism organizations
- Lack of facilities and major congress centres
- Lack of entertainment facilities and theme parks

EXTERNAL ENVIRONMENT
OPPORTUNITIES

THREATS

- Inclusion in the world business tourism organizations
- Positioning of Istria as a business tourism destination
- Construction of congress centres suitable for
major congresses
- Analysis of new markets (for example Russia
that favours Istria as a tourist destination)
- Establishment of PCO companies
- Construction of golf courses

- Variety of Dalmatia’s offer, especially of Dubrovnik
- Development of business tourism and tradition
in Opatija
- Increased use of modern electronic technology
(e – conference, Skype...)
- Lack of investment projects
- Various regulations that hinder the development
of business tourism (for example the construction
of new capacities)
- Decline of purchasing power, i.e. crisis and bankruptcy
of many major companies

Total
0.6

Source: authors’ analysis

God. XXVII, BR. 2/2014. str. 271-284

279

Andreja Rudančić- Lugarić, Ivan Herak, Martina Herak:
Quantitative and quality features of business tourism in istria and potential possibilities of its improvement

With the construction of the planned capacity in
the area of the present Monvi centre, Rovinj will
likely strengthen its position as the leading business tourism destination in Istria. Average annual
growth rate of business tourism in Istria is estimated at 8% in relation to 2010, mainly due to the congress offer of Maistre in Rovinj. The SWOT analysis
represents the synthesis of the key strategic factors.
Thereby the key strengths and opportunities offered
in the vicinity are made. In addition, the analysis of
strengths and weaknesses (SWOT analysis) is one
of the important preconditions for the assessment
of a destination’s current competitiveness with the
estimation of future opportunities and risks that can
determine its further direction of development. The
identified weaknesses are attempted to be solved by
policies and activities, by trying to turn them into
strengths. Based on the quantified analysis of the
business tourism potential, basic strengths, weaknesses, opportunities and threats are singled out by
means of the SWOT analysis of business tourism in
Istria County.

Strengths and weaknesses of Istria as a business
destination can be read from the stated SWOT
analysis, as well as its opportunities for development and threats coming from the dynamic environment. When it comes to strengths, gastronomic
offer of Istria needs to be pointed out, which has not
been discussed before, and which is very important
in the context of business tourism phenomenon.
This importance has been long since realized by
Maistra from Rovinj and it has invested significant
funds in the hotel Monte Mulini, so that the cuisine
of that hotel could become recognizable. The gastronomic offer of Istria has been additionaly confirmed by the fact that out of 40 restaurants that
are included in one of the most appreciated gastronomic guide Gault Millau, as many as 18 of them
are located in Istria. After having analyzed Istria by
means of a SWOT analysis, this destination needs
to be observed through the lens of preferences and
satisfaction levels of tourists with specific segments
of Istria’s tourist offer. Satisfaction with the tourist
offer elements is questioned by the survey in this
case conducted by the Institute for Tourism Zagreb.

In addition to the activities of tourists in Istria, it
can be also concluded from the table which activities are not of major interests to tourists, so one
should try to promote and improve these activities.
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Table 9 Activities of tourists during their stay in
Istria in 2012

ACTIVITIES

PERCENTAGE

Swimming and bathing

98.5

Pastry shops, coffee shops

98.2

Restaurants

91.8

Shopping

85.7

Visit to local parties

68.9

Nature walks

62.1

Sightseeing

57.8

Concerts

48.5

Museums and exhibitions

43.2

Dancing / disco

43.0

Water sports

42.5

Excursions to national parks, nearby
small towns and similar

41.2

Tennis

34.4

Cycling

33.4

Theatre / events

30.6

Health – recreational and wellness
programs

27.6

Golf

26.8

Wine routes tours

26.1

Diving

23.8

Olive oil routes tours

20.3

Fishing

17.4

Adventure sports

17.0

Riding

16.0

Bird watching

15.9

Trekking

8.1

Source: Obilježja turističke potražnje, TOMAS
(2012). Zagreb: Institut za turizam

The offer of tourist supporting activities in all observed tourist centres is very similar, except in
the case of an occasional specificity, but all of this
depends on the imagination and creativity of the
congress organizers. It is important to mention the
tendency for the needs of business events in hotels
to form special prices for such guests. Hotels often
offer special packages with discounts for business
tourists. Such offers, especially when it comes to
small business companies, look very attractive, especially because every company wants to pay less.
The quality of Istria’s congress offer is also testified
by the data that a Slovenian magazine and portal
KONGRES made its top 10 chart of congress hotels
from Slovenia to Montenegro, and among many of
these hotels there were two located in Istria County,
hotel LONE and hotel KEMPINSKI ADRIATIC.
In order that the development of business tourism goes in the best direction and achieves better results, it is necessary to establish appropriate
MICE departments within the hotel management.
This is unfortunately still not a common practice in
our hotels, but encouraged by the example of hotels Lone and Kempinski Adriatic, other hotels with
appropriate congress offer should also realize this
practice. For example, in hotel Lone business events
are organized on several levels. The first level is
within the Marketing and Sales Department, which
takes place via various distribution channels, e.g.
individual, B2B, allotment, group, luxury and MICE
sales channel. Within the MICE sales channel, there
are two expert associates that are responsible to the
Marketing Director. The second level, regarding
the business events organization, takes place in the
Operations Department, which is divided into F&B,
accommodation, activity management and EVENT
TEAM. Thus there are three employees in the event
team that are in charge of congress coordination,
and the third level is formed in the way that each
hotel within Maistra group has its event manager
that also participates in the organization and coordination of congresses. Such organizational form
meets the needs for the quality organization of business events. Qualitative and quantitative analysis of
Istria as a business tourism destination has shown
good results. Notwithstanding the foregoing, new
investment projects should be carried out in the
future, one should invest in education of personnel
in the business tourism sector, expand the side offer and by all means increase the overall quality to a
high level, in order to be worthy of lucrative guests,
what business guests certainly are.

3. Conclusion
A progressive growth trend in the number of business events year after year in the Republic of Croatia requires the beginning of a more serious understanding of the business tourism phenomenon. To
understand it more seriously, one must first devise
channels that will statistically monitor revenues,
costs and trends. When such monitoring system is
incorporated in all facilities offering such contents,
it will be possible to evaluate business tourism, both
from the client’s standpoint and from the standpoint
of the facility’s owner. By business tourism evaluation, a picture of the current state will be completed, but also the picture of the direction in which it
should develop, so that the offer is closer to the user,
i.e. tourist. It is inevitable that views and wishes of
consumers, tourists, must be questioned constantly and without exceptions, given that only in that
way it will be possible to recognize and provide a
unique service and experience as business tourist
require. Inclusion in the world trends and crossing
the borders of Southeast Europe requires joining in
the world business tourism organizations and associations. Hotel companies in Istria have already
recognized the need for this, so for example Maistra
has been a member of the world association ICCA
since 2008. This and similar associations allow the
representatives of individual congress facilities the
insight in tenders published for the award of individual business events. It is important that individual facilities are included in the competitive race and
are in that way forced to follow trends and improve
their offer. In addition to statistical data monitoring
and appropriate promotion of business tourism by
means of various associations, it is also necessary
to constantly improve the offer of supporting activities. Sometimes exactly supporting activities are
the reason to choose a specific destination because
these activities are more diverse, and the ability to
host a specific business event is greater. In order to
appropriately meet the requirements stated in this
summary and the rest of the paper, it is necessary
to entrust it to capable and ambitious personnel.
Business tourism must become a part of university
education of each employee in tourism, especially
of the ones that will become specialists it this field.
Due to the specificity of business tourism, one must
enter its essence, and then develop further action on
such foundations. Business tourism of Istria County
certainly takes an upturn, but in order to keep and

The following activities stand out for the importance of business tourism: golf, tennis, adventure
sports, restaurants touring, sightseeing, and excursions to the nearby places, wine routes and olive oil
routes.
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develop such trend, much more effort needs to be
invested, especially if one wants to keep pace with
the trends in the world and the rest of Europe. Luxury character of this form of tourism requires excellence, starting from the destination’s presentation
itself to potential tourists, through their arrival at
the destination and accommodation, to the excellence of congress capacities, equipment and experience. Only a unique experience can be a guarantee
of a repeated tourist’s arrival to a destination, either
on business or a private package, which is often the
case. Due to the time in which it actually takes place
(spring, autumn), business tourism can also be a
part of the solution for the year-round tourism of
Istria, which has been aimed at for many years. Only
a professional approach to business tourism and
continuous innovation of the offer will lead to the
desired results, and turn Istria into a recognizable
congress (business) tourism destination. Despite
the relatively satisfactory condition of the business
tourism offer in Istria County, the need for a bigger, more specialized multifunctional congress centre is evident, with the capacity of at least 1,000 to

the maximum of 3,000 seats, by means of which the
County would access the world event associations
market in the future as well as the major corporation event market. A centre like this would have to
be designed as a multifunctional facility, which in
addition to congresses must also support other specific functions (entertainment events, exhibitions,
banquets). There is no doubt that business tourism,
when it comes to Istria County, can significantly
contribute to the strengthening of Istria’s tourist
destination image, as well as to the prolongation
of the tourist season, but also to better use of hotel
and other service offer. Therefore there is also the
need for a defined policy of the business tourism
development, as a set of measures (fiscal–financial
character) by which barriers would be eliminated
and conditions for development of this type of tourism created, as one of indispensable elements of the
quality tourist offer development and change of its
former, still prevailing, market image of a mass seasonal tourism region.
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Sažetak
U posljednjih nekoliko godina na međunarodnom turističkom tržištu sve više raste interes za novim segmentima turizma poput poslovnoga turizma. Ovaj dio turističkoga tržišta predstavlja izuzetno važan segment turističke ponude, naročito u kontekstu produžetka turističke sezone, povećanja stupnja atraktivnosti turističke destinacije i izvjesnih ekonomskih učinaka koji se postižu razvojem ovoga dijela turističkog
atržišta. Specifični oblici turizma, poput poslovnoga, zahtijevaju specifične prostore, usluge, proizvode,
jednom riječju specifičnu turističku destinaciju, stoga strategija pozicioniranja turističke destinacije za
ovaj segment turizma mora poći od činjenice da je konkurencija jaka, a turističke potrebe vrlo heterogene. Poslovni se turizam u Istri razvija dolaskom velikih hotelskih korporacija, koje su svojom novom
poslovnom filozofijom u Istru počele privlačiti segment poslovnih turista. Stoga, u posljednjih nekoliko godina, turizam Istarske županije evidentira sve veću orijentiranost prema segmentu poslovnoga turizma. Cilj
je ovog rada ocijeniti, obuhvatiti, zaključno i sagledati, te približiti stupanj razvoja poslovnoga turizma u
Istarskoj županiji kroz čimbenike kvantitativne i kvalitativne analize. Temeljem analize aktualne poslovnoturističke ponude, u radu se nastoji ukazati na nužnost kvalitativnog unaprjeđenja proizvoda poslovnog
turizma, te iznijeti prijedloge, vizije i ciljeve sustava kojim bi se doprinijelo da se Istarska županija razvija
kao destinacija poslovnoga turizma, na koji bi način zasigurno privukla veću potražnju, ostvarila dodatne
financijske učinke i učvrstila svoj ugled na svjetskom turističkom tržištu poslovnih događaja.

Ključne riječi: specifični oblici turizma, poslovni turizam, kvantitativna i kvalitativna analiza sadašnjeg
stanja, Istarska županija

THE IMPACT OF PROMOTION
IN FRANCHISING
Abstract
Franchising is a model of company growth, which significantly reduces uncertainty in the riskiest stages of
growth: business start–up and growth phase. The impact of promotion in franchising has not been investigated in relevant literature. Therefore, this paper examines the impact of promotion on franchising through
unconventional marketing on the example of private company X which is the main context of the present
study. This private company X was chosen as a relevant example because it was selected in 2012 as one of
the most successful Croatian franchisee companies in the segment of automotive industry and also because
of the quality of service. The results show that the most successful promotional tool is “word of mouth” that
attracts the largest number of clients. However, it must be emphasized that conventional marketing is very
important, too, because it contributes to the visibility of the company. Conventional marketing is a diverse
field which includes many forms of advertising like print, broadcast, direct mail, telemarketing etc. and is
still widely recognized by the audience.

Keywords: franchising, franchisee, franchisor, promotion
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1. Introduction
Franchising is a business model in which company
sells the right to use its trade name (brand) and the
way of business to another company which in turn
pays a franchisee fee and royalty, or percentage of
recorded monthly sales of product or services. According to Alpeza, Perić and Šoltić (2012: 2) franchising has become ‘an increasingly interesting business concept, with aspects and variables attracting
attention from researchers in several specific fields:
in entrepreneurship, since it represents a driving
force in starting a business venture; in marketing, representing the main distribution channel in
emerging economies; in strategic management, as
an important form of organization; and in finance,
through capital investment structures of franchise
businesses’. They also stated that ‘academic research
in the field of franchising has been conducted for
over 20 years, but it intensified in the 2000s.

There are many different definitions of franchising.
Stanworth (1991: 176) stated that ‘franchising is an
economic category that offers a favourable combination of economies of scale enjoyed by franchisor
with wide possibilities that owns the recipient franchise in connection with the situation on the local
market’. According to research by Croatian Franchise Association (n.d.), franchising ‘began to be
talked about more intensively in Croatia in 2003
when the first franchise fair was organized by the
Croatian Franchise Association’. Franchising in
Croatia is still underdeveloped. Alpeza, Perić and
Šoltić (2012: 8) stated that ‘one of the main problems of underdevelopment in franchising in Croatia
is the low level of knowledge about the benefits of
this kind of business model among franchisee and
franchisor’. They also said that ‘franchising has a
great impact on the economy around the world and
its economic impact usually reflected in the output
and job creation, increase the tax base, economic
modernization, development of small and medium
enterprises and also can gain new dynamic skills
and abilities’. Castrogiovanni and Justis (1998: 170)
stated about the importance of franchising that
‘franchise extending beyond national boundaries
and becoming the fastest growing model of business
in the global economic system’.

What about promotion and impact of promotion in
franchising? Relevant literature about the impact of
promotion in franchising is scarce. For this reason
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it was decided to research the impact of promotion in franchising in franchisee private company X.
Promotion is one of the most important elements
of marketing mix and it can help franchisor to attract a large number of customers or clients to its
products or services. Accordingly, for the purposes
of this paper, a research was conducted about the
impact of promotion in private company X which is
a franchisee in the field of automotive industry and
which is the main context of research study. The aim
of this paper is to reveal the impact of promotion in
franchising. The results of the conducted research
will be presented in the chapter below.

a manufacturing or service company distributes
goods or services to a large extent without having to undertake the necessary capital investment
all by itself. This approach is based on the fact that
the franchisor gives the licensee for a fee. The fee
is determined in a lump sum or depending on the
total turnover during a given period. Just under license, franchisee has the exclusive right to sell certain products in a particular area, but in almost all
cases except for the fees, franchisee must comply
with other requirements set by the franchisor, such
as (Lacković, 2004: 223-224):

• Using a recognizable trademark
The methods applied in writing this paper are: analysis, synthesis, comparison, and finally compilation.
The importance of franchising was analysed in the
first part of the paper using an extensive review of
the relevant literature. Promotion, as a very important part of marketing mix has the main accent and
is also analysed in the first part of the paper. In other
chapters there are advantages and disadvantages in
franchising and also advantages and disadvantages of franchising in a private company X. The last
chapter presents the results of an empirical study
the authors have conducted in 2014 on the use of
different marketing methods in the private company X.

2. Theoretical framework
There are many definitions and explanations of
franchising but all of those definitions have some
common elements: franchising is the practice or a
business model, where a company (franchisor) gives
a licence to use its trade name (brand) and its business model (know-how) to a particular person or
group (franchisee) who agrees to act in accordance
with the terms and conditions of a franchise agreement.
The International Franchise Association defines
franchising as a “continuing relationship in which
the franchisor provides a licensed privilege to do
business, plus assistance in organising training,
merchandising and management in return for a
consideration from the franchisee”. (Siropollis,
1995: 28).
The following approach defines franchising or franchise, as a convenient and popular way in which
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• Providing exactly prescribed quality levels
• Often has to accept a particular organization, logistics, operations and complete image
• Applying exactly the set of prices and the special
commercial supplements, etc.

In addition, they rely on the invaluable support of
the franchisor. Franchising has also a major impact
on the world economy. For example, in the United
States there are 2,500 franchisors, which employ
eight million people and generate an annual turnover about 850 billion USD (Erceg and Čičić, 2013:
323).
According to Arbutina and Ott, the most important
and common characteristics of a franchise in all
those definitions are:
• contractual relationship between the parties
whereby one of them (the franchisor) authorizes
(licenses) the other side (franchisees) to operate
under the name of its company
• franchisor monitors the way in which the franchisee conducts the franchise business
• franchisor helps franchisees with valuable advice
• separate businesses – franchisee invests and thus
runs the risk of his/her own capital.
According to Klier, (2007: 33) in the beginning there
were only two basic types of franchises: ‘a franchise
product or brand where the franchisor sells to the
recipient the right to a name or brand and business format, and franchises which include a wider
range of services, site selection, training of employees, purchase products, marketing plan, etc’. Today,
there are several types of franchises. According
to Thomas and Said (2000: 12), there are only two

types of franchise: product distribution franchise
and business format franchise. Authors (Nieman,
Barber, 1987; Sherman, 2003; Kukić, 2004) who are
dealing with research of the franchise model mention the following basic types of franchise business:
• product distribution franchise,
• business format franchise,
• conversion franchising.
Product distribution franchise is one of the most
common forms of franchise, but also the most typical form of franchise business. Cooperation is based
on the fact that the franchisor manufactures a product, and the franchisee sells this finished product.
The best known industries in implementing this
type of franchise are: beverage industry, car industry and gas industry. The best examples of a product
distribution franchise are: Coca-Cola, Goodyear
Tires, Ford Motor Company, and John Deere.

The business format franchise is the fastest growing form of the franchise and this form allows franchisees to use the trade name and logo service, as
well as the complete system for delivering products
and services for business. The most famous examples of business format franchise are Subway, McDonald’s, and Burger King. (Alpeza, Erceg, 2012: 10)
Mahaček and Lihtar (2013: 600) stated that conversion type franchise has transformed the standard
model of franchise relationship and occurs when an
independent contractor, located in the same business area as the franchisor, is authorized to accept
service providers and to use trade/service marks
and system operations. This type of franchise can
be found in real estate agencies, flower shops and
some service industries.
According to Spinelli and Birely (1996: 392) the
relationship between the franchisor and the franchisee is central to the franchise organization and
it is what makes franchising unique in comparison
to other organizational forms. Kauffman and Dant
argued, for example, that the study of franchising,
franchisor and franchisees were integral to entrepreneurship research (Larty, 2010: 11).
All definitions of franchising indicate that franchising is the right to the production or distribution of
goods or services under a single brand and allows
franchisees to independently manage their own
business, but at the same time franchisees are not
alone. Franchisees rely on the experience of successful companies, but still enjoy the freedom that
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comes with being your own boss. According to
research by the International Franchise Association (Franchise Business Economic Outlook, 2012),
statistics show that franchisees have a much greater
chance of success than those who are not in franchising, and also it is easier to run such a business in
today’s global marketplace.

For a franchisee, promotion and marketing can
help to provide an excellent opportunity for better
visibility because promotion and unconventional
marketing can attract a large number of customers
and also help to create a great brand name of the
company.

Marketing is a very important part of every business model because marketing helps to improve the
image of the company; it can attract new customers
or clients and is focused on the needs of customers. Marketing can also help to increase revenues.
Promotion is one of the most important elements
of marketing mix (beside product, price and place)
and in this paper special accent is on promotion
and unconventional marketing. Accordingly, for the
purposes of this paper a research was conducted
on the impact of promotion in a private company
X which is a franchisee in the field of automotive
industry and which is the main context of the research study.

3. Franchising in Croatia
According to the Croatian Association for Franchising, in Croatia, there are about 170 franchise
systems currently operating at about 950 franchise
locations with approximately 16,500 employees.
Of the total number of franchises in the Croatian
market about 35 franchise systems are of Croatian
origin. Among the most famous domestic franchises are Body Creator, He & He, Surf ’n’Fries, Chill
Frozen Yoghurt, and San Francisco Coffee House.
Among foreign franchises, the most common are
fashion brands, followed by franchised restaurants
and fast food and rent-a-car franchises. (Alpeza, Erceg, 2013: 16-17)

Scientific approach of this paper shows the impact
of promotion through unconventional marketing
and how it is reflected on the private company X.

Franchising in Croatia is still underdeveloped and
the main reason for that is the low level of knowledge about the benefits of this kind of business
model among potential franchisees and franchisors.
Table 1 shows the relative position of Croatia among
selected EU countries.

It is very important to research promotion in franchising because promotion, as one of the most important elements of marketing mix, complements
franchising, helping to improve the sale of services
and products, as well as the visibility of the franchisee.

As it can be seen in Table 1, franchising in Croatia
is still poorly developed compared to selected EU
countries.

Kotler and Keller (2006: 41) stated that good marketing has become an increasingly vital ingredient
for business success and also profoundly affects
our day-to-day lives. It is a distribution system that
allows a business to preserve its assets, and at the
same time achieve fast market penetration making it a very attractive proposition to most business

Total number of
franchise systems

Table 1 Franchising in Croatia and selected EU
countries

Number of domestic
franchise systems

Number of franchise
locations

Number of employees
in franchises

Croatia

170

35

1,000

16,500

Hungary

341

240

18,000

100,000

Italy

870

835

53,000

180,500

Slovenia

107

52

1,500

6,900

Poland

565

410

26,600

350,000

France

1,370

1,220

51,600

690,000

owners.
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Source: European Franchise Federation (2010)
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Although strong national franchise associations operate in most EU countries and regulatory framework recognizes and in some countries systematically promotes domestic franchise systems, in
Croatia the potential of franchising for increasing
the competitiveness of the Croatian economy and
improving the export capacity of Croatian companies has not been recognized at the policy level.
One of the major obstacles to the analysis of the
state of franchising in Croatia is the lack of information on the number of domestic and foreign franchise systems in Croatia, and thus on the influence
of franchising on the economy of Croatia.

4.2 Bosch Car Service

4. Franchising and obligations of partners

Workshops related to the Bosch franchise concept have many benefits from their close ties to the
Bosch brand, and also from the knowledge of leading suppliers to the automotive industry.

This chapter will cover a brief description of the
private company X, a Bosch car service, its brief
history, and requirements of the business and advantages and disadvantages of franchising in theory
and practice.

4.1 A brief description of the private company X
The core activity of the private company X that
is analysed in this paper is wholesale of parts and
equipment for motor vehicles and also servicing and
repair of motor vehicles and motorcycles. Services
provided by this private company X are: automotive
repair, car body work service, car painting, diagnostics, sales of spare parts, tire services, servicing vehicle air conditioning, free vehicle wash after repair,
expert advice and assistance. ‘In 2011, private company X has become an authorised Bosch Car Service and in 2012 was proclaimed for the most successful Bosch Car Service in Croatia’ (Bosch – Car
Service in Croatia and Bosnia and Herzegovina, n.
d.). This private company was the only of that kind
– franchising Bosch Car Service in city of Osijek in
2011. Private company X is working on EU standards and emphasises that education and motivation
of the employees are very important, because of the
positive management in the company.

The first Bosch workshop for installation and repairs was opened in Hamburg on 1 January 1921.
The motto of the Bosch Car Service is: Origin creates future. The first Bosch Service was given support in the form of equipment for workshops, parts
and know-how. Today, ninety years later, Bosch
Service Organization is the world’s largest network
of independent workshops with more than 15,000
facilities in 147 countries (Bosch in Croatia, n. d.).
‘Bosch Car Service is represented with fifty workshops in Croatia and Bosnia-Herzegovina’ (Bosch –
Car Service in Croatia and Bosnia and Herzegovina,
n. d.).

‘When the private company wanted to enter into
this network, it had to meet certain requirements
such as’ (Service Agreement and Warranty concluded between private company X and Robert Bosch,
2010:3):
• must buy Bosch machines in the amount of
250,000.00 HRK;
• must have a sufficient number of personnel with
sufficient qualifications;
• must have the technical conditions for the introduction of the PC system “Bosch Warranty” etc.;
• must have a minimum of two technicians employed full time;
• must have a workspace that is regulated and
which gives the spirit of professionalism and
has adequate parking for customers, as well as a
pleasant reception room for clients and a waiting
room.
‘For a company (franchisee) to correctly perform
their work, they must commit to the following
(some of the many conditions)’ (Service Agreement
and Warranty concluded between private company
X and Robert Bosch, 2010:4):
• On its premises, the private company has to monitor the use of the contract products, especially in
terms of product safety, to report on all events,
specifics of application, as well as difficulties or
dangers that are observed or assumed in connection with the contract products;
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• Compliance with quality standards that are set for
Bosch services and further development of these
quality standards.
‘Obligations of the Franchisor (some of the many
conditions)’ (Service Agreement and Warranty
concluded between private company X and Robert
Bosch, 2010:5):
• Technical training in relation to the current issues
in the field of the workshop;
• Technical information for service work on Bosch
systems in motor vehicles within the possibilities
Robert Bosch Ltd.;
• Counselling by a Robert Bosch specialist in solving technical problems;
• Marketing support such as E2E (end to end), this
means providing support in terms of all possible
regional and national marketing tools across all
channels - from print media to the latest online
and digital techniques.
From this chapter we can conclude that Bosch Car
Service has a long and successful history. Also, in
this case it obvious that both parties, franchisor and
franchisee have their obligations, Clearly, adherence to those is the only way to succeed in business.

4.3 Advantages and disadvantages of franchising
Franchising is considered as a concept of many advantages for franchise owners and its customers,
but there are also some risks.
The advantages of a franchise business according to
Klier (2007: 34) are:
• operational independence is obtained under the
principle of “turnkey”, and for a lot less initial
capital than for an independent business venture;
• tried and established business, recognizable and
reputable on the market, the job in which the
franchise owner has already invested their most
important resources: time, money, knowledge
and skills;
• franchise owner is always willing to accept new
ideas if they can help to develop the whole chain.

UDK 659.1:339.187.44 / Preliminary communication

The risk of failure is greatly reduced due to the constant support of the franchisor and the entire franchise network whose size brings group relief for the
acquisition, as well as cheap advertising.
Below are some disadvantages of a franchise business (Mahaček, Lihtar, 2013: 603-604):
• franchisee must comply with the set of installed
and tried procedures;
• buying a franchise is proof of non-creativity;
• by selling the franchise, a company loses complete control over business units because each
franchisee has control over its business unit;
• failure to follow procedures executed by the franchisee;
• possible problems in relationships with franchisees, the division of revenues between the
owner and franchise recipient;
• lack of confidence that the contract solves;

• Franchisee must buy auto parts (wipers, batteries,
etc.) from the brand Bosch that are 20-30% more
expensive than other brands. Since these parts
are more expensive, consumers are less likely to
buy them. For example, to renew the annual contract, the private company X has the obligation to
buy Bosch auto parts in the amount of 150,000.00
HRK per year.
• Although training organised by Robert Bosch is
expensive, it does not bring too many benefits
for the employees of the private company X (the
company X must also finance those training sessions).

1. Conventional marketing:
•

Internet marketing:
1. Official web site
2. Local portals and car blogs

•

Radio: the company makes their own funny and
creative jingles

•

Local TV

•

Sponsoring local cultural and charity events

2. Unconventional marketing:
•

There is another ‘non-aligned factor’ which is the
monitoring. Monitoring is in fact good, because it
may indicate errors of the private company X (the
franchisee), and those detected errors can be motivation for improvement.

Guerrilla marketing: an advertising strategy that
focuses on low-cost unconventional marketing
tactics that yields maximum results
1. Mini media marketing: includes canvassing,
marketing by phone and personal letters with
flyers describing special service offers and sales
promotions

• occurrence of potential competition because at
the expiry of franchise agreement franchisees
might decide to establish their own competitive
franchise

5. Promotion in private company X

• the disadvantages for the franchisee may include
dependence on the service franchisees, a permanent commitment to service because the contractual obligation is hard to break, participation in
decision-making, failure to recover the invested
funds, a franchise fee can range from 2% - 20% of
total turnover.

Promotion is one of the marketing mix elements
and its task is to create awareness about the product
or service on the market, give the basic and additional information about the product or service and
develop consumer’s preferences towards product or
service (Ekonomski leksikon, 2011: 763).

3. Ambient marketing: placing ads on unusual
items or in unusual places where they are not
normally seen. The company decided to make a
3D graffiti on the wall in the centre of the city.
The 3D graffiti presented half sliced car wedge
in the wall.

Promotion in the company X is done through analysis, planning and determining the most appropriate
way of advertising and raising awareness of the environment on the functioning of the company X. It
is also important to specify concrete goals, which
are pursued through marketing activities and regularly by checking the level of implementation and
effectiveness of introduced measures.

4. Word of mouth: oral or written recommendation by a satisfied customer to prospective customers of a good or service

Through in-depth interview with the CEO (Chief
executive officer) of a private company X the advantages and disadvantages of the Robert Bosch franchise have been observed.
Advantages for the private company X in franchising business:
• Robert Bosch organizes regular gatherings, meetings and conventions where partners can share
their opinions, which all together means building
long-term and sustainable networks with other
services in the country and neighbouring countries, and all that gives results in better information and opportunities for the open exchange of
views and experiences.
• Recognition of the brand Bosch, i.e. use of a successful name in the business, so people are able
to see that the private company X provides high
quality service.
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Disadvantages for the private company X in franchising business:
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2. Viral marketing: promotion strategy that focuses on spreading information and opinions
about a product or service from person to person, especially by using unconventional means
such as the Internet or e-mail

5. Circular letters with coupons and service discounts.

•
Different ways of conventional communication with
the target audience according to Kesić (2003: 301)
could be divided into: satellite and cable TV, national and global papers and magazines, the Internet and large number of local media. Different ways
of unconventional communication with the target
audience according to Levinson (1993: 15) are mini
media marketing and circular letters.

Internet marketing:
1. Social networks: the company uses Facebook
to regularly publish news and service discounts,
and to describe how the company works
2. Word of Mouth: important promotional
strategy, because it is gaining in effectiveness,
like making it possible to reach an unlimited
number of people especially via social media.

The examined private company X decided to promote through:
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The company X has a wide and extensive knowledge
about marketing mix and has tried to experiment
with unconventional promotion and in the end it
was a success. Especially ambient marketing with
3D graffiti was a big sensation. It is also an interesting fact that the company X first started in the home
town with creative jingles on local radio and other
similar companies called the radio station and asked
for similar jingles, which means that the company X
has become a benchmark for other companies.
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Table 2 Characteristics of respondents
RESPONDENTS
CHARATERISTICS

PRECENTAGE
(%)

GENDER

The research was carried in Croatia on a sample of
400 respondents, during June and July 2014. The respondents were all clients of the private company
X service. The data was collected by contacting respondents via e-mail and telephone. Respondents
were defined as business owners, employees and
unemployed, students or others. A structured questionnaire was divided into two parts. The first part
of the questionnaire contained seven general questions like gender, age, years of working experience,
place of living etc. The second part of the survey
contained the question: “How did you hear for the
first time about the private company X?” In Table 2
are presented characteristics of respondents.

Most of the respondents were from the city of Osijek (80%) and others (20%) were from the rest of
Croatia (Zagreb (10%), Split (7%), Rijeka (3%) etc.).
Most of the respondents were male (90%) and the
rest of the respondents were female (10%). Most
of the respondents graduated from the university,
school or college (40%) and only a small number of
respondents have a secondary school or high school
education (8%). Also a small number of respondents
have a master’s degree (15%). Except that, 80% of
the participants were employees, just 3% owners of
private businesses, 10% unemployed and 1% students. 53% of the participants had between 5 and 15
years of working experience, 10% had between 16
and 25 years of working experience, and as many as
25% had more than 26 years of working experience.

The main and the second part of the survey contained one question: ‘How did you hear for the first
time about private company X?’ Through this question and survey the company could manage the future of their marketing efforts. Respondents could
choose between the answers presented in Table 3.

90%

FEMALE

10%
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5%

31-40

10%

41-50

15%

51-60

70%

EDUCATION

RADIO
5%

INTERNET
MARKETING 18%

SPONSORING
4%

MALE

53%

1%

3%

11%

2%

FEMALE

17%

2%

2%

7%

2%

21-30

7%

0.1%

0.5%

10%

0%

31-40

11%

1%

1.5%

4%

1.5%

41-50

22%

0.8%

1%

3%

1.5%

51-60

30%

1.1%

2%

1%

1%

SECONDARY SCHOOL

37%

2%

3%

9%

0.4%

COLLEGE

27%

0.7 %

1.7%

6%

1%

MASTER’S DEGREE

6%

3.3%

0.3%

3%

2.6%

OSIJEK

43%

1%

3%

4%

1.5%

ZAGREB

13%

0.2%

1%

9%

0.7%

SPLIT

9%

0.4%

0.7%

1%

1%

RIJEKA

5%

1.4%

0.3%

4%

0.8%

EMPLOYEES

44%

1.4%

2%

1.5%

2%

OWNERS OF PRIVATE
BUSINESS

12%

0.1%

1%

2.5%

0.5%

UNEMPLOYED

4%

1%

0,5

5%

0.7%

STUDENTS

10%

0.5%

1.5%

9%

0.8%

5-15 YEARS

50%

1%

2.5%

10%

1.5%

16-25 YEARS

10%

1.5%

1%

2%

0.5%

26 AND MORE

10%

0.5%

1.5%

6%

2%

EDUCATION

SECONDARY SCHOOL

40%

COLLEGE

8%

MASTER’S DEGREE

15%

PLACE OF LIVING

PLACE OF LIVING

OSIJEK

80%

ZAGREB

10%

SPLIT

7%

RIJEKA

3%

WORK

WORK

EMPLOYEES

80%

OWNERS OF PRIVATE BUSINESS

3%

UNEMPLOYED

10%

STUDENTS

1%

YEARS OF WORKING EXPERIENCE

YEARS OF WORKING
EXPERIENCE

5-15 YEARS

53%

16-25 YEARS

10%

26 AND MORE

25%
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TV
3%

AGE

21-30

Source: Authors

GUERRILLA
70%

RESPONDENTS
CHARATERISTICS
GENDER

MALE

AGE

6. Research results

Table 3 Answers of respondents

Source: Authors
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From Table 3 it could be seen that 70% of the respondents heard about the first time about the
company through guerrilla marketing. Out of those
70%, 40% heard about the first time about the company through recommendation, i.e. through word
of mouth. After the word of mouth, the big role
in guerrilla marketing plays the ambient guerrilla
marketing, 13% of the respondents heard about the
company, by seeing the 3D graffiti advertisement in
centre of the city where the company works. After
the word of mouth and ambient guerrilla marketing, 12% of the respondents heard about the first
time about the company through mini media marketing. This mini media marketing is focused on
reading the circular letters with flyers and service
discounts of the company which they get to their
home address. 5% of the respondents heard about
the company by seeing the videos on the official web
site and official Facebook site of the company. After
guerrilla marketing, 18% of the respondents heard
about the first time about the company through internet marketing. Analysing the internet marketing,
out of 18%, 8% of the respondents heard about the
company for the first time through social networks
like Facebook, 5% of the respondents heard about
the company for the first time through local portals and car blogs, 3% through word of mouth and
1% of the respondents through the official web site.
Furthermore, 5% of the respondents heard about
the first time about the company over the radio and
4% of the respondents through sponsored local cultural and charity events. Finally, 3% of the respondents heard about the company X for the first time
through local TV advertising.

Most of the respondents that heard about the company X for the first time through guerrilla marketing
are between 51 and 60 years old, also most of them
have secondary school education, live in Osijek, are
employed and have 5 – 15 years of working experience. Most of the respondents that heard about the
private company X for the first time through TV are
between 51 and 60 years old, have master’s degree,
live in Rijeka, are employed and have 16 – 25 years
of working experience. In case of hearing about the
company X for the first time over the radio, most
of the respondents are between 51 and 60, have
secondary school, live in Osijek, are employed and
have 5 - 15 years of working experience. Most of the
respondents who heard about the private company
X for the first time through Internet marketing are
between 21 and 30 years old, have secondary school,

294

UDK 659.1:339.187.44 / Preliminary communication

live in Zagreb, are students and have 5 – 15 years of
working experience. As for hearing about the company through sponsored events, most respondents
in this group are between 31 and 50 years old, also
most of them have master’s degree, live in Osijek,
are employed and have 26 and more years of working experience.
It could be concluded that most of the respondents heard about the company X for the first time
through guerrilla marketing, they live in Osijek, are
between 51 and 60 years old and have more than 5
years of working experience.

7. Conclusion
The aim of this paper was to identify potential relationship between franchising and promotion.
Following the analysis of marketing and especially
promotion in franchising business based on Bosch
Car Service it can be pointed out that the company
has acquired the knowledge that one of the prerequisites of marketing and promotion success is to analyse, plan and adapt to environmental conditions.
It is important for the company to follow marketing trends, because we live in the world of rapid
changes not only in the field of marketing but also
in other fields of business. If the company decides in
the future to implement unconventional marketing,
it is important to recognize the good sides like low
budget, creativity, simplicity etc. and bad sides like
possible legal and ethical problems, insults etc. Unconventional marketing is still in the growth phase
when it comes to implementation in Croatia.

Through the conducted research it can be concluded that promotion and unconventional marketing
have a big potential in franchising and they also help
to improve the franchisee’s visibility on the market
and to attract new customers or clients. There are
many opportunities for future research on the impacts of promotion in franchising. In future studies
it can be recommended to research guerrilla marketing in franchising in more detail, since it is the
least financially demanding and the most interesting way of company promotion. It would be useful
to conduct a similar analysis on different franchising systems because there are not many relevant
studies about the importance and impact of promotion in franchising. The fact that this paper focused
on a single company can be perceived as limitation;
nevertheless, it can serve as a good pilot study for
future research.
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THE APPLICATION OF THE CAPM
MODEL ON SELECTED SHARES ON
THE CROATIAN CAPITAL MARKET

Iva Buljubašić
Marta Borić

Abstract

Utjecaj promocije na franšizu
Sažetak
Franšiza je poslovni model rasta poduzeća koji značajno smanjuje neizvjesnost u najrizičnijim fazama rasta
poduzeća – od najniže do najviše faze rasta poduzeća. Utjecaj promocije na franšizu još nije istražen u Hrvatskoj. Upravo iz toga razloga, ovaj rad će prikazati utjecaj promocije na franšizu kroz nekonkvencionalni
marketing na primjeru privatnog poduzeća X koji ujedno predstavlja i glavni kontekst istraživanja ovoga
rada. Važnost franšize, kao poslovnoga modela je analizirana u prvome dijelu rada kroz detaljan pregled
relevantne domaće i strane literature. Promocija, kao jedan od vrlo važnih elemenata marketing miksa je
u prvom planu i također se analizira u prvome dijelu rada. U ostalim poglavljima se analiziraju prednosti
i nedostatci franšiznoga poslovanja, ali i prednosti i nedostatci na primjeru privatnoga poduzeća X koje je
primatelj franšize. Posljednje poglavlje pokazuje rezultate istraživanja koje su proveli autori u 2014. godini
na primjeru privatnog poduzeća X koje je primatelj franšize, a koristi različite marketing metode. Rezultati
provdenoga istraživanja pokazuju da je najuspješniji promocijski alat tzv. „od usta do usta“ koji privlači
najveći broj klijenata. Mora se naglasiti da je i konvencionalan marketing jako važan zato što pripomaže u
boljoj prepoznatljivosti tvrtke na tržištu.

The Capital Asset Pricing Model is a model that describes the relationship between risk, expected return
and valuation of securities. The theoretical and practical value of this model has proved unquestionable,
but under ideal circumstances. The theory has been utilized by numerous researchers and it confirms the
linear relationship between risk and return under the CAPM (Capital Asset Pricing Model) model showing that greater exposure to risk provides higher returns. However, empirical research showed there were
numerous factors that CAPM model did not take into account since it is based on assumptions which exist
in reality, but are invisible.
Therefore, it is very interesting to study the application of the CAPM model on selected shares on the Croatian capital market and analyze the possibilities of its application in discovering the misvalued shares. Share
price changes on the Croatian capital market suggest there are some unknown factors that also influence
share valuation. There is no doubt that the fundamental analysis of shares is not sufficient for evaluating
the real share value in light of various invisible elements and all available information available which affect
their value as well.
Keywords: CAPM Model, share, return, risk, beta index

Za buduće empirijske studije, bilo bi iznimno korisno provesti slična istraživanja zato što ne postoje slična
istraživanja koja istražuju utjecaj i važnost promcije u franšiznome poslovanju. Kroz ovo istraživanje, ostala
poduzeća koja su primatelji franšize, mogu koristiti istraživačke rezultate ovoga rada te napraviti najbolji
promocijski plan za svoje poduzeće.
Ključne riječi: franšiza, primatelj franšize, davatelj franšize, promocija
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1. Introduction
The Capital Assets Pricing Model (CAPM) describes the relationship between systematic risk,
expected return and valuation of securities. The
main features of this model show that the expected
return on the portfolio and standard deviation depend on the structure of the portfolio and that the
increase of the risk-free asset in the portfolio affects
its expected return. This model makes it possible
to select the optimal portfolio when investing in
risky and risk-free assets, which is determined by
the equity market line (CML - Capital Market Line),
containing all optimal portfolios that are combination partners of the risk-free asset and the market
portfolio M. The model shows that the expected
return on any portfolio associated with a risk-free
asset and the portfolio beta results in the market
line (SML- Securities Market Line) describing a linear relationship between the expected rate of return
and the systematic risk measured by beta. How to
calculate the beta for shares of a portfolio where
the beta is a measure of systematic risk and a share
return sensitivity measure in relation to the market
portfolio return changes has been done in this paper. The findings suggest a relatively high impact of
the financial market on the share return. The high
risk-free rate that influences the risk premium and
subsequently results in the relatively high expected
annual returns of observed shares by applying the
model must be noted.

2. Theoretical framework
The relationship between the expected return and
inevitable risks as well as the valuation of the security is the core of the model for determining the cost
of invested capital (Pindyck, Rubinfeld, 2005: 166169; 546-547). This model was developed by William F. Sharpe and John Lintner. CAPM (CapitalAsset Pricing Model) is the most frequently used
model for determining the cost of invested capital
(Brealey, Myers, 2003: 187).
He takes into account not only the risk difference
between ordinary shares and government securities, but also the difference between company’s ordinary shares and the average ordinary shares of all
companies or the total defined market portfolio.

The difference in risk between ordinary shares and
government securities is called the risk premium,
and the difference in risk between the ordinary
shares and the common shares of all companies is
shown by the beta coefficient (Salvatore, 1993: 602).
According to Markowitz, portfolios are divided
into efficient and inefficient. Between efficient and
inefficient portfolio there is a frontier in the form
of curves. The line between efficient and inefficient
portfolio is called the efficient frontier. The efficiency frontier consists of a series of portfolios with
an efficient combination of the expected return and
risk. These are portfolios with the highest return accompanied by a certain risk and the lowest risk with
a certain return.

The Markowitz approach is based on the relation
between the return and the risk, taking into account
the diversification of the portfolio (different forms
of property). Risk measurement uses the standard
deviation or variance of expected returns. It is a
statistical measure of the dispersion of returns (in
different periods) around the expected value of return (average value). The greater the dispersion of
returns around the expected return, the greater the
uncertainty about future returns, and the higher the
risk. (Brealey, 2003: 191 – 211)

The covariance measures a degree to which the two
securities move relatively in the same line in the
observed period as a function of their average returns. A positive covariance means that the return
on two securities moves in the same direction. A
negative covariance means that the return on two
securities moves in different directions. But the
covariance does not give exact information about
the extent to which the two securities move in the
same direction i.e. they mutually correlate. Therefore, a better measure was introduced; the correlation equal to the relation of the covariance and the
product of standard deviations of two securities.
CAPM is based on certain assumptions. It is assumed that capital markets are very efficient when
investors are informed, when transaction costs
are zero, investment restrictions are ignored, the
assumption of no-taxes and no investor is large
enough to affect the share price is undertaken. In
addition, it is assumed that there is no consensus
among investors about the probable return and the
risk of certain securities and that their expectations
are based on the average time of holding securities.
Under such conditions, all the investors would set
the same efficiency frontier.
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The Markowitz model has not dealt with securities price setting. The complexity of the Markowitz
model and the generalization of the assumptions
have led to further improvements. William Sharpe,
a professor at Harvard (1964), Lintner, a professor
at Harvard (1965) and Mossin designed the CAPM
model, which was later upgraded by Black. The
model defines the relationship between the risk and
the expected return.
CAPM is a linear balancing model that explains returns above risk-free rates using the covariance of
return on these investments through their covariance with the overall market. Thus, the introduction of non-risky securities in the portfolio led to
the Capital Market Theory or to the CAPM model.
The development of the Markowitz model has led
to the efficient frontier curve that provides optimal
portfolios depending on the preferences of investors for the required return and risk. By adding
non-risky securities, the Capital Market Theory
was developed, and the efficient frontier curve was
changed in the Capital Market Line (CML). Investors choose portfolios that are located along this
line.
Having quantified the extent of risk, the next step
was to connect the required return and risk. This
led to the CAPM model (Capital Asset Pricing
Model), which defines the expected/desired return
at a certain risk.

CAPM is important because the quantification of
the expected/required return also results in the
discount factor used in models for determining the
share fair market value.
Also, if the client has used other methods for estimating the expected investment return, CAPM can
compare both results and assess whether the price
at which it entered the investment is a fair market
price.
According to the Capital Market Theory, the market portfolio includes all risky securities, but the
investor will almost always invest in risk-free instruments and include them in his portfolio (government bonds, treasury bills, etc.). The introduction of risk-free securities has a significant impact
on return-risk relationship. According to the CMT,
there is a market portfolio of securities (including
all risky securities) along the efficient frontier. This
portfolio is also the optimal portfolio. A rational
investor chooses a linear combination between the
market portfolio and the risk-free investments, depending on his risk preferences. Further research
has shown there are two types of risk: own securities risk and risk arising from the systematic impact
of the financial market on the price and securities
return. The first risk can be influenced by an active
policy portfolio, while the second one cannot. The
authors divided the risk into the part that can and a
part that cannot be reduced by diversification. Systematic risk cannot be eliminated by diversification
because it arises from changes in economic conditions or basic variability of share prices.

Graph 1 CML (Capital Market Line)

Source: Author
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The combination of risk-free securities and the risky
portfolio shows the following:
• variance risk-free securities is 0;
• correlation between risk-free and risky securities
is 0;
• standard deviation of the portfolio as a combination of risk-free securities and portfolios of risky
securities is a linear combination of the standard
deviation of the risky securities portfolio.
As the expected return and the standard deviation
of returns of such a combined portfolio is a linear
combination, the return-risk graph changes from
curves into the line. The investor can achieve any
combination of the expected return and risk along
the RF line by varying the share of risk-free securities and the risky portfolio from point B.
The market portfolio is a portfolio of all potentially
risky securities in the market represented by the M
point. At this point, the efficiency curve touches
the group of investment opportunities. According
to CAPM, the M point contains ordinary and preferred shares, bonds and real estate. But in practice,
most people create their market portfolios only
from ordinary shares and bonds. However, along
the R-B line, there are points at which a higher
return is achieved under the same risk. Thus, the
combination of B and a non-risky portfolio of securities is more efficient than Rf. Along the Rf-M line,
which is also a curve tangent, the best combination
of return and risk is obtained.

The line that describes the relationship between
the expected rate of return and the risk measured
by standard deviation is called the Capital Market
Line, or the CML (Vukičević et. al, 2010: 348). Every
portfolio along the Rf-M line is considered to be an
efficient portfolio. The CML is valid only for efficient
portfolios, and each point along this line represents
a portfolio composed of risky and non-risky assets.
The M point is only a portfolio made up of risky assets. The Capital Markets Line (CML) is a tangent
of the efficient set of total assets. The expected rate
of return on the portfolio is equal to the risk-free
rate of return plus a risk premium according to the
equation (Brigham and Ehrhardt, 2005: 185-187):

The term in the parentheses represents the slope
of the CML and reflects the attitude of investors to
risk. The CML defines that in conditions of market
equilibrium, the expected rate of return on portfolio is equal to the risk-free rate of return plus a risk
premium.

Graph 2 SML – Securities Market Line

According to the CAPM, the efficient portfolio risk
is measured by the standard deviation of the portfolio (SDP), while the securities risk is measured by its
beta. The beta is a measure of the relative risk, the
covariance of return on security or market portfolio. This relationship is defined by the SML of the securities market ((Brealey and Myers, 2003: 197 -205;
Horne and Wachowich, 2002: 104-106).
The Capital Market Line is a line which, under the
market balance conditions, shows the relationship
between the required rate of return of certain securities and the systematic risk expressed by beta.
The line intersects the ordinate along which there
are expected rates of return. Its slope reflects the degree of aversion of investors to risk. The greater the
aversion, the higher the risk premium, the sharper
the slope of the line and the higher the expected rate
of return. The SML equation is calculated as follows:

Rj = rf + (Rm- rf ) βj
The slope is the market risk premium = Rm - Rf

The SML says that the required rate of return on a
security depends on the beta or the market risk of
securities, risk-free rate of return (R) and the market risk premium (RPm). Thus, the SML equation
shows that the share price can change even without
a change in cash flows of the company by changing
the required rate of return under the influence of
changes in the nominal rate of return without risk,
beta or market risk premium.
The CML considers risk as the overall risk of the
portfolio, which is measured by standard deviation,
because it is a choice between risk and return on the
efficient portfolio. The SML is a choice between risk
and return on certain securities and is therefore an
appropriate measure of beta risk, and not the standard deviation.
Beta is a relative covariance which shows the sensitivity of changes of the return on a security on
changes in the market return. The beta coefficient is
a measure expressing the systematic risk.
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Adopting beta for the appropriate measure of risk
means that the risk assessment by an investor
should be based and carried out in the context of
cohesion of specific financial decisions related to
shares and market investments.
Investors typically hold the market portfolio, i.e. a
large portfolio. A large portfolio means the portfolio in which it is possible to increase the number
of securities indefinitely, therefore eliminating the
overall unsystematic risk. For this reason, it is essential to calculate the systematic risk. According to
market and share returns data during, for example,
the last five years, a dissipating diagrams should be
developed defining the possibility of the existence of
a linear relationship between market and share returns and setting the linear regression equation line
(Brigham, 2005: 187 - 189; Pindyck, 2005: 654 -661;
Salvatore, 1994: 129 – 146 ).

b - regression coefficient that shows the average
change in the dependent variable (Y) when the
independent variable (X) is increased by one (a
single unit of measurement). Geometrically, it
represents a slope, so it will be positive if the line
is growing (variables are directly proportional),
and negative if it is falling (variables are inversely proportional).

The formula of the characteristic regression line is:
kjt = Ai + βj KMT + ejt
where
kjt = profitability of securities
KMT = profitability of the securities market
Ai = alpha
βj = beta

The linear regression equation: Y= bX + a
The explanation of the parameters in the regression
equation:
a - constant measure, i.e. the expected value of the
dependent variable (Y) when the value of the independent variable (X) is zero.

ejt = residual

The measure of the systematic investment risk or
the investment portfolio is ß, a coefficient which
shows the sensitivity of investment or the portfolio
to changes in the securities markets.
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• aggressive portfolio - reacts more intensely to
changes in the market - ß> 1

This means that the securities with a beta value
higher than 1 are riskier than the market, as they go
up and down more than the market does. Securities
with a beta coefficient less than 1 are less risky than
the market. The return on securities with the negative beta is lower when the return on the market
portfolio is good and vice versa. The best example is
the gold price trend, which price moves opposite to
share prices. If the share has a beta = 2, then it oscillates on average two times more than the market. If
the share has a beta = 0.5, it tends to be more stable
than the market (it will rise or fall by 5% when the
market rises or falls by 10%).

• defensive portfolio - responds more slowly to
changes in the market - ß <1
• the average portfolio - reacts proportionally to
market changes - ß = 1
The covariance between two sections:
Cov(kA, kB) = ßA ßB var(kM)
• variance profitability of the market indicates the
change of macro conditions
• betas of individual shares show the intensity of
both shares reacting to changes in macro conditions
• covariance residuals is zero
Alfa shares represent a constant which indicates
the return on shares when the market is saturated
- there is no impact on return changes - there is no
impact on the standard deviation of returns.
The calculation of beta is done by comparing the individual share trends (or portfolios) and the overall
market trends (index). The standard estimate of beta
coefficients is done through regression, i.e. by using the method of least squares where the observed
share return is in relation to the market return in
a given period. The calculation of the β coefficient
can be based on historical beta coefficients, the expected beta coefficients and the expected beta coefficients with the help of historical beta corrections.
The historical beta coefficient is calculated based on
share and market returns historical data. The calculation may be based on the regression analysis
of the share and market returns or the calculation
of the relationship between two variables, such as
the covariance and correlation coefficient (Brigham,
Ehrhardt, 2005: 186 – 195).

The beta is usually between 0.5 and 1.5. Securities are considered to be more or less
sensitive-volatile market trends and therefore their beta is less than or higher than one.
Beta shows a share tendency to behave in accordance with the behavior of the market. It has a relative meaning as a benchmark for market index
which value is 1.0. Therefore, the return on the
share with a beta of 1.0 increases and decreases by
the same percentage as the market.

The beta coefficient can be defined as the reaction
of the return on a security to market trends. For example, if the beta of a certain share is 1.5, this means
that the return on the share is 1.5 times more reactive in relation to market trends (Horne, Wachowich, 2002: 103).
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Table 1 Interest rate of international government
bonds of the Republic of Croatia issued in 2013
Bonds issued

2013

1

4th April

2

26th November

Euro-USD bonds

The standard deviation of the portfolio as a measure of the portfolio risk is not a weighted average of
standard deviations of individual securities since in
that case the connection or correlation between the
return on the two securities would be ignored. The
standard deviation of the portfolio depends not only
on the variance of individual securities, but also on
the covariance between different securities that are
paired. The covariance of potential returns on two
security measures the degree to which their mutual
variations are expected. The standardized statistical measure of the linear relationship between two
variables is the correlation coefficient.

Pondered average

0.4615

0.025385

1.75 billion

6%

0.5385

0.032308

1.0000

5.77%

Total

3.25

Source: Author1
The standard deviation of the portfolio is obtained
by summing across the rows and columns of all the
elements of a square matrix. The matrix consists
of the weighted covariance between every possible pair of combinations of securities with weights
representing the product of the portion of assets
invested in each of the two securities that make up
each pair. The benefits of diversification in terms of
reducing risks exist until the securities are not perfectly positively correlated.

3. Research methodology

The β coefficient is a standardized measure of the
systematic risk of a security or portfolio. The β coefficient market index is 1 e.g. S & P500, Nasdaq, Eurostoxx 50 as in practice the market is approximated
with indices (benchmark).

Ponder

5.50%

The beta coefficient can be calculated as the ratio
of the covariance of the return on shares and the

return of the market portfolio and the variance of
the market index (Brealey, Myers, 2003: 171 – 177).

Coupons

1.5 billion

This research will focus on the application of the
CAPM model on selected shares which are listed
on the Zagreb Stock Exchange, with the calculation of beta as a measure of a systematic risk shown
as stock market indices. In order to calculate beta,
historical data of the selected shares and CROBEX,
representing the market return, will be used. In
terms of the risk-free rate, the 5.77% average rate of
government bonds of the Republic of Croatia will
be used (table 1).

In the application of the CAPM model in 2013 for
the risk–free rate, the pondered rate of international government bonds of the Republic of Croatia
for 2013 will be used, i.e. the average pondered rate
of all international government bonds which have
not been fully repaid on the maturity date i.e. 6.23%
for Euro – USD bonds and 6.18% for Euro – EUR
bonds.
Table 2 shows the selected shares and the historical value changes of CROBEX and the shares of the
following companies: AD Plastik d.d., Adris Group
d.d., Atlantic Group d.d., Atlantska plovidba d.d.,
Dalekovod d.d. and Ericsson Nikola Tesla d.d.
The CAPM model formula is (Vukičević et. al, 2010:
351): Rj = Rf + β (Rm - Rf )
Rj = expected return
Rf = risk-free rate
β = systematic risk rate
Rm = expected market return
The results will present the return rates for each
share separately. Classic MS Excel functions as well
as VBA functions in accordance with the author’s
concept will be used for calculation.3

Table 2 Value of shares and CROBEX index in the
period from 2008 to 2014
Period

CROBEX

ADPL-R-A

ADRS-P-A

ATGR-R-A

ATPL-R-A

ERNT-R-A

DLKV-R-A

01.01.2008

5,239.00

221.53

585.5

872.44

3,490.73

3,413.80

1,685.38

01.01.2009

1,722.25

38.58

196.13

469.13

724.46

1,224.39

400.62

01.01.2010

2,004.06

76.37

259.28

689.76

966.76

1,338.18

321.05

01.01.2011

2,110.93

118.54

265.84

804.42

743.75

1,361.26

257.77

01.01.2012

1,740.21

101.54

219.9

489

333.3

1,071.71

129.5

01.01.2013

1,740.39

107.98

264.83

554.53

202.33

1,401.81

68.22

01.01.2014

1,794.28

113.32

264.83

764.56

385.45

1,605.33

27.17

Source: Author 2
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Table 3 Covariance of market and AD Plastik share returns
easier and simpler calculation is carried out by using the MS Excel COVAR function. In both cases
the result should be equal to this calculation with
the covariance of 0.13970219.

CALCULATION OF COVARIANCE
Period

CROBEX

1

-0,67126360

-0,82584752

-0,57145370

-0,82584752

0,47193362

2

0,16362897

0,97952307

0,26343887

0,97952307

0,25804445

3

0,05332675

0,55218018

0,15313665

0,55218018

0,08455902

4

-0,17561928

-0,14341151

-0,07580938

-0,14341151

0,01087194

5

0,00010344

0,06342328

0,09991334

0,06342328

0,00633683

6

0,03096432

0,04945360

0,13077422

0,04945360

0,00646726

Average return
Covariance
Cov. MS Excel

Share

Deviation INDEX

Deviation share

-0,09980990
0,13970219
0,13970219

Product of deviations

Total

Table 4 shows the variance calculation of the
CROBEX return index of 0.07537364.5 In calculating the variance, it is simpler to use the VARP function. The AD Plastic share beta calculated based on
historical data is the following:

3.2. Calculation of share return by applying the
CAPM model

0,83821312

What are the expected returns of the shares observed in late 2013 by applying the CAPM model?
Below is a calculation example for the AD Plastik
d.d. share, using an average rate of issued state bonds
of the Republic of Croatia (Rf=5.77%) as a risk-free
rate, CROBEX index market return (Rm=3.10%)
and betas of AD Plastik d.d. shares (β=1.78).

<<=0,83821312/6
<<=COVAR(CROBEX;SHARE)

Source: Author

The implementation of the beta calculation methodology on all other shares produced the following
results:

3.1. Calculation of beta for share ADPL-R-A

This shows the accuracy of calculating the beta
function which is applied on all other shares studied. The beta is calculated by putting market covariance in relation with market variance:

cov(Rj,Rm) = covariance of return on share and
market

Table 3 shows returns on CROBEX and the AD
Plastik share and the number of days it was traded
on the Zagreb Stock Exchange in the last six years.
The share of certain shares in the portfolio has not
been stated since it is not about the portfolio. The
model shows how to calculate the beta value of a
share which represents a systematic risk rate, i.e.
sensitivity of the return on a share with regard to
changes in the return of the market portfolio.
This table shows the market return rate and the AD
Plastik share for the period from 2008 to 2014.4 The
result of covariance is determined from the total
variance by calculating the average variance. The

σ2(Rm) = market variance
Table 4 Calculation of market return varianc

CALCUCATION OF MARKET RETUN VARIANCE AND STANDARD DEVIATION FROM HISTORICAL DATA
PERIOD

Only one share, the Ericsson Nikola Tesla d.d. one
has its beta close to 1, indicating its risk level approximate to the market portfolio. The most stable
share with the lowest beta is the Dalekovod d.d. one
(β = 0.58), indicating that the share is less risky than
the average i.e. the market portfolio.

RETURN CROBEX

DEVIATION

Table 5 Calculation of the beta index for system
ADPL-R-A
Beta index

1.8534621

ADRS-P-A

ATGR-R-A

1.1105574

ATPL-R-A

1.1192394

risk measure
Source: Author

ERNT-R-A

1.38548087

1.0160646

DLKV-R-A
0.58566856

Rj = Rf + (Rm – Rf)* βj = 5.77% + (3.10% - 5.77%) *
1.8534621 = 0.81%

Table 5 shows very high betas. As many as five
shares have their betas higher than 1, while the AD
Plastik d.d. share has the highest beta ( β=1.85), followed by Atlantska plovidba d.d. (β=1.38), Atlantic
Group d.d. (β=1.119) and Adris Group (β=1.111),
indicating these are very risky shares.

DEVIATION SQARED

Results obtained under the CAPM model (table
6) do not show the expected link between the risk
and the expected return. Obtained figures result
from the risk premium (Rm – Rf ) as long as the
risk premium is negative, a higher beta index value
decreases the return. The share with the highest
beta i.e. ADPL-R-A yields the lowest return under
the CAPM model (CROBEX 3.10% - int. bonds HR
5.77% = -2.67%).

1

-0,67

-0,57

0,33

2

0,16

0,26

0,07

3

0,05

0,15

0,02

4

-0,18

-0,08

0,01

01.01.2008.

5,239.00

221.53

585.5

872.44

3,490.73

3,413.80

1,685.38

5

0,00

0,10

0,01

01.01.2009.

1,722.25

38.58

196.13

469.13

724.46

1,224.39

400.62

6

0,03

0,13

0,02

01.01.2010.

2,004.06

76.37

259.28

689.76

966.76

1,338.18

321.05

0,45

01.01.2011.

2,110.93

118.54

265.84

804.42

743.75

1,361.26

257.77

01.01.2012.

1,740.21

101.54

219.9

489

333.3

1,071.71

12.5

01.01.2013.

1,740.39

107.98

264.83

554.53

202.33

1,401.81

68.22

01.01.2014.

1,794.28

Total
Average return

-0,10

Deviation

>>=RETURN CROBEX-Average return

Deviation sqared

>>=(RETURN CROBEX-Average return)^2

Variance

0,07537364

Variance

0,07537364

Standrard deviation

27,45%

<<=0,45/6
<<=VARP(RETURN CROBEX)
<<=SQRT(0,07537364)

Source: Author
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Table 6 Calculation of share return by applying
Period

Beta index
CAPM

CROBEX

ADPL-R-A

ADRS-P-A

ATGR-R-A

ATPL-R-A

ERNT-R-A

DLKV-R-A

113.32

264.83

764.56

385.45

1,605.33

27.17

1.8534621

1.1105574

1.1192394

1.38548087

1.0160646

0.58566856

0.81%

2.80%

2.78%

2.07%

3.05%

4.20%

the CAPM model
Source: Author
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Graph 3 The SML and a trend of share returns
from the sample
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Table 8 Volatility of CROBEX and selected shares
CROBEX

ADPL-R-A

ADRS-P-A

ATGR-R-A

ATPL-R-A

ERNT-R-A

DLKV-R-A

1 January 2008
1 January 2009

-67.13%

-82.58%

-0.66502

-0.46228

-0.79246

-0.64

-0.7623

1 January 2010

16.36%

97.95%

0.32198

0.470296

0.334456

0.09

-0.19862

1 January 2011

5.33%

55.22%

0.025301

0.166232

-0.23068

0.02

-0.1971

1 January 2012

-17.56%

-14.34%

-0.17281

-0.39211

-0.55187

-0.21

-0.49761

1 January 2013

0.01%

6.34%

0.20432

0.134008

-0.39295

0.31

-0.4732

1 January 2014

3.10%

0.0495

0.0000

0.3788

0.9051

0.1452

-0.6017

Variance
St. deviation

Source: Author
The highest expected return of the DLKV-R-A share
is higher than the market return by 1.10%, while
having the lowest beta. Only one ERNT-R-A share
with the beta close to 1 has the actual return (3.05%)
equal to the market return (3.10%). ADRS-P-A, ATGR-R-A and ATPL-R-A shares with betas between
1.11 and 1.38 have returns similar to the market
one, but theirs decrease with the beta increase.
The above graph 3 shows a dissipation of actual returns by using the SML equation in a linear trend.
The graph shows two overvalued shares with returns
lower than those shown by trend. These shares are
designated as DLKV-R-A and ADRS-P-A and follow the order of risk increase. All other shares are
above the line, compliant with the SML model rules
and belong to the category of undervalued shares.

Table 7 Factors affecting CROBEX

The issue emerging in the application of the CAPM
model on the Croatian capital market is a low
CROBEX return and a high risk-free rate. Potential
share index impacts and the connection between
CROBEX and particular factors are shown in Table
7 below.
The following table shows that CROBEX is primarily affected by macroeconomic indicators: fall of
gross domestic product, decreased personal consumption and increased foreign public debt, which
results in stock non-liquidity and the too low trading volume. The connection between the trading
volume and CROBEX is very strong (0.75) and positive.
Table 8 shows an average CROBEX volatility and
a negative average return in the observed period,
while almost all observed shares have above-average volatility. Four out of six shares have a negative
average return. The lower the share volatility, the
higher its return under the CAPM model.

Average return
Correlation coef
CAPM

7.54%

31.62%

10.08%

12.72%

33.05%

9.46%

4.17%

0.274543

56.23%

31.74%

35.66%

57.49%

30.75%

20.43%

-9.98%

11.26%

-4.77%

4.92%

-12.14%

-4.84%

-45.51%

90.49%

96.06%

86.16%

66.17%

90.71%

78.72%

0.81%

2.80%

2.78%

2.07%

3.05%

4.20%

Source: Author

ADRS-P-A, ATGR-R-A and ATPL-R-A shares with
an average volatility and a strong CROBEX correlation, regardless of their positive or negative average
return, yield expected returns close to the market
one.
It can be concluded from the above stated that the
CAPM model rule, under which a higher return and
a higher share value is expected from higher risk,
cannot be applied to the Croatian market.

Graph 4 Volatility of CROBEX and selected
shares

It is known that the share return is primarily affected by two factors which were studied some
twenty years ago by Fama, E and French, K. i.e. that
the company size and the M/B indicator of the market price/share book value ratio in small companies
could result in high returns with a low M/B indicator. A large number of analyses and share evaluation indicators are being used today including the
price and earnings ratio, earning per share, dividend growth rate etc. Further research conducted
on developed markets showed the non-existence of
any connection between the beta of share risk and
return, which is the main constraint of the CAPM
model. However, this model is being upgraded in
practice “The Fama- French Three – Factor Model”
(Brigham, Ehrhardt, 2005: 200).

Source: Author
Source: Author 6
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The main issue emerging from the application of the
CAPM model on the Croatian market is a negative
risk premium i.e. low CROBEX return and a high
risk-free rate, which is the consequence of macroeconomic indicators. The trading volume can be
increased by listing new shares or increasing trade.
However, limitations from the macroeconomic environment are present as well.

4. Interpretation of research findings
Research findings show that the expected returns
calculated under the CAPM model are not in line
with the model theory. CAPM is a model under
which the capital investment risk premium depends
on the correlation between the return on investment and the return on the entire capital market.
The stock market reflects the expected future profit
which depends on the overall state of economy. It
implies that the expected return on the capital market should be higher than the risk-free rate. The
market risk premium is an additional expected return which results from the acceptance of the capital market non-diversified risk. The risk exposure
depends on the correlation between the share return and the change of the stock exchange index.
Share prices which do not follow stock exchange
index trends should have a lower degree of non-diversifiable risk, and their return is close to the riskfree rate. If a share is closely connected with market
trends, it is more exposed to the non-diversifiable
risk, so the return on such a share should, on average, be higher than the market return (Vukičević et
al, 2010: 341-365).

Low expected returns are the result of CROBEX decreasing in the observed period from 5,239 points
to 1,794.28 points or by 65.75%, the consequence of
which are low expected share returns. Beta is very
high, ranging from 0.58 to 1.85, which shows a high
impact of the financial market risk on share return
trends. Therefore, taking decreased CROBEX and
beta results into consideration, the expected return
under the CAPM model for the observed shares is
very low. This results in a logical question of why
an individual investor would invest in shares on the
Croatian capital market if he/she can get a higher
savings interest rate than an average rate of return
on observed shares of 2.62%.

Insufficient stock trading volume results in a high
CROBEX correlation. As a small number of shares
is traded on the Croatian capital market, it is too
small and shallow. Shares with the highest turnover
are purposely excluded from the analysis (HT-R-A;
INA-R-A). The trading volume and the CROBEX
correlation show that bigger investors can affect the
index value trends and market stock prices by their
trading volumes. Furthermore, there is a very strong
correlation between CROBEX and the Consumer
Sentiment Index, which results from financial institutions and funds (pension) being the main investors instead of individual entities. Such investing
structure results in a smaller trading volume on the
Croatian capital market and increased bank savings.
This shows that the share return on the Croatian
capital market is adversely affected by numerous
factors which are mutually chain linked and multiplied, and not considered under the CAPM model
as it is based on the efficient capital market assumptions.

UDK 336.76 (497.5) / Preliminary communication

5. Conclusion
The application of the CAPM model on the selected
shares listed on the Zagreb Stock Exchange in the
period from 2008 until 2014, excluding from the
analysis those shares with the highest turnover,
shows that this model is inapplicable on the Croatian capital market as it is based on the efficient capital market assumptions. Returns under the CAPM
model significantly differ from actual share returns,
which are caused by a low CROBEX return and a
high risk-free rate. The Croatian capital market is
characterized by a small number of listed shares, a
small trading volume and a high impact of systematic risk on share return trends. As the low share
return under the CAPM model misvalues shares,
the share price trend on the Croatian capital market
suggests that the share valuation is affected by other
factors which are obviously visible to the investment
public. The research of some factors indicates the
strongest positive correlation between CROBEX
and gross domestic product, personal consumption,
consumer sentiment index and trading volume.

These factors are intertwined and multiplicative.
They are not considered under the CAPM model
as its application is based on the efficient capital
market assumptions. As the market includes all information when forming the share price, the prices
of selected shares are volatile regardless of the rise
and fall of CROBEX. In most selected shares cases
(5 out of 6), the return under the CAPM model is
significantly lower than the CROBEX return as
the CAPM model does not include all the factors
which are important in determining the CROBEX
return. A small number of traded shares, small trading volume, a high impact of systematic risk, high
CROBEX volatility, average 2.62% return under the
CAPM model and other unfavorable factors have
resulted in a negative attitude of individual investors in the observed period resulting in their capital
being directed into bank savings accounts and some
other investments instead of investing it in shares
on the Croatian capital market. The CAPM theory
of a higher risk resulting in expected higher returns
and a higher share value cannot be applied to the
Croatian capital market.

CAPM findings show that the expected returns are
relatively low. They range from a minimum of 0.81%
to a maximum of 4.20%, which means that investing
in shares listed on the Croatian capital market is not
profitable.

308

God. XXVII, BR. 2/2014. str. 297-312

God. XXVII, BR. 2/2014. str. 297-312

309

Sandra Odobašić, Marija Tolušić, Zrinka Tolušić:
The application of the CAPM model on selected shares on the Croatian capital market

References
1.
2.

UDK 336.76 (497.5) / Preliminary communication

(Endnotes)

Brealy, R. A., Myers, S. C. (2003). Principles of Corporate Finance, Irwin, New York: McGraw – Hill.

1

List of international government bonds issued by the Republic of Croatia is available at http://www.mfin.hr/hr/obveznice-medunarodne

Brigham, E. F., Ehrhardt, M. C. (2005) Financial Management, Theory and Practice, Mason, Ohio:
Thomson South –Western, International Student Edition.

2

Trading on Zagreb Stock Exchange from 2007 to 2014 available at http://www.zse.hr/default.aspx?id=26521

3

There are MS Excel functions and VBA functions. Beta function has been calculated by using MS Excel Macros (VBA). MS Excel
functions macros (VBA) can be used, new functions of MS Excel could be done with VBA or only VBA macros could be used.

4

Covariance is calculated by first calculating the average market and share returns, followed by calculating the difference between the
actual and average returns. Having set separate differences for the market and the share respectively, differences are multiplied.

3.

Croatian National Bank, Bulletin 206. Available at: http://www.hnb.hr/publikac/bilten/arhiv/
bilten-206/hbilt206.pdf (Accessed on: October 28, 2014)

4.

Horne, James C. Van, Wachowich, John M. (2002). Basics of Financial Management, Tenth Edition,
Zagreb: Mate.

5

The variance is calculated by taking a difference between the actual and average return following the calculation of a mean return and
squaring the obtained difference. The sum of squared differences is a total variance which must be divided by a number of returns to
obtain the result i.e. a mean variance.

5.

Overview of international bonds issued by the Republic of Croatia. Available at: http://www.mfin.hr/
hr/obveznice-medunarodne (Accessed on: November 1, 2014)

6

According to Bulletin 206, Statistical Review, longer time series - http://www.hnb.hr/ and http://zse.hr/default.aspx?id=178 CCI* Consumer Confidences Index, CEI** - Consumer Expectations Index, CSI*** - Consumer Sentiment Index

6.

Pindyck, S. R., Rubinfeld. D. L. (2005) Microeconomics, Fifth Edition, Zagreb: Mate.

7.

Salvatore, D. (1994) Managerial economics in a global economy, Zagreb: Mate.

8.

Vukičević, M., Gregurek, M., Odobašić, S., Grgić, J. (2010): Financial management in MS Excel, Zagreb: Golden marketing-Tehnička knjiga.

9.

Zagreb Stock Exchange, Trading Overview 2007 – 2014. Available at: http://www.zse.hr/default.
aspx?id=26521 (Accessed on: October 3, 2014)

310

God. XXVII, BR. 2/2014. str. 297-312

God. XXVII, BR. 2/2014. str. 297-312

311

Sandra Odobašić, Marija Tolušić, Zrinka Tolušić:
The application of the CAPM model on selected shares on the Croatian capital market

Sandra Odobašić
Marija Tolušić
Zrinka Tolušić

Josip Mesarić, Jelena Franjković, Dario Šebalj: Building competitiveness on IT industry: the case of Osijek Software City

Josip Mesarić
Josip Juraj Strossmayer
University of Osijek
Faculty of Economics in Osijek
Gajev trg 7, Osijek
mesaric@efos.hr
Phone: +385912244048

Primjena modela vrednovanja kapitalne imovine
na hrvatskom tržištu kapitala

Sažetak
Model vrednovanja kapitalne imovine (Capital Asset Pricing Model - CAPM) opisuje odnos između rizika,
očekivanog prinosa i vrednovanja vrijednosnica. Teorijski i praktični značaj ovoga modela je neupitan, ali
u idealnim uvjetima. Teoriju koriste brojni znanstvenici i ona potvrđuje linearni odnos između rizika i
povrata predviđen CAPM modelom koji pokazuje da veća izloženost riziku donosi veći prinos. Međutim,
empirijska istraživanja pokazala su da postoje brojni čimbenici koji u CAPM modelu nisu uzeti u obzir jer
se taj model temelji na pretpostavkama koje u stvarnosti postoje, ali su nevidljive.
Zbog svega navedenog, vrlo je zanimljivo istraživati primjenu CAPM modela na odabranim dionicama na
hrvatskom tržištu kapitala i analizirati mogućnosti njegove primjene u prepoznavanju pogrešno vrednovanih dionica. Promjene cijena dionica na hrvatskomu tržištu kapitala ukazuju na to da postoje nepoznati
čimbenici koji utječu na vrednovanje dionica. Nema sumnje da fundamentalna analiza nije dovoljna za
procjenu stvarne vrijednosti dionica s obzirom na različite nevidljive čimbenike i sve dostupne informacije
koje također utječu na njihovu vrijednost.
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BUILDING COMPETITIVENESS ON
IT INDUSTRY: THE CASE OF OSIJEK
SOFTWARE CITY*
Abstract

Ključne riječi: CAPM model, dionica, prinos, rizik, koeficijent beta

Although eastern Croatia, due to its natural resources and very good geographic location, used to be industrially highly developed, nowadays it is one of the least developed regions in the Republic of Croatia.
Driven by a war situation, the disappearance of traditional industries (textile industry, furniture, foodprocessing, metal working) contributed to weak development. With market opening and disappearance of
labour-intensive industries, the need for change in thinking became obvious, together with education and
encouraging of self-employment.
Rapid development of ICT in the world on the one hand and the involvement of numerous highly educated
and enthusiastic IT experts on the other has increased the development of IT industry in Osijek. This is an
industry where market has no limits, entry costs are low and revenues are relatively high. Since numerous
IT start-ups were founded in the area of Osijek, several people, mostly owners of those enterprises, decided
in 2012 to initiate the project named Osijek Software City (later abbreviated to OSC).
In this paper, the case study of OSC will be shown in detail, as well as its influence on the region’s competitiveness. The key point of OSC initiative is employment of IT related and educated young people since there
is a deficit of quality staff in the regional IT industry.
For the purpose of this paper, the interview with the OSC Association secretary has been conducted, which
showcases their achievements from the initial stages to the present. In addition, future trends of local IT
industry will be assessed.
Keywords: IT industry, Osijek Software City, employment
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Table 1 Enterprises in the ICT sector

Even during the Austro-Hungarian Empire, alongside Zagreb, Rijeka, Karlovac and Sisak, Osijek became an industrial centre in development, as the
capital of East Croatia with an excellent geographical location. In that period, natural resources such
as fertile land and forests were mainly used in manufacturing. The industrial development became
stronger during former Yugoslavia wherein Croatia,
together with Slovenia, was the most developed region (The Miroslav Krleža Institute of Lexicography,
2014).

Export of Croatian products was reduced to former
Yugoslav countries, significant market of loyal consumers, protected by customs duties and lost during the war and disintegration of Yugoslavia. On the
other hand, new Western European markets were
opened, which Croatia was yet to win, as a small
Balkan country and a former member of the Federal
Republic of Yugoslavia. With opening up the market, there were also new competitors who had not
been present in the closed domestic market, and
whose size, strength and experience of business on
the open market were a great advantage compared
to the unprepared and war-devastated Croatian
companies whose adaptation was very slow.

In their analysis of the position of Croatian economy in Yugoslavia, Druzic and Sirotkovic (2002:114)
argue that Croatia in the period from 1945 to 1990
recorded significant economic growth. According
to The Miroslav Krleža Institute of Lexicography
(2014), in 1990 Croatia was, with Slovenia and the
Czech Republic, among the most developed Central
European transition countries and the level of prewar GDP (1990) was only reached again in 2004.

The transition to an open market economy especially related to industrial production, but unfortunately, it had „many negative social and economic
effects: the impoverishment of the population, a rise
in corruption and economic crime, the devastation
of industry and an increase of unemployment rate“
(The Miroslav Krleža Institute of Lexicography,
2014).

With gradual disappearance of traditional industrial
branches and large (mainly manufacturing) companies, there was an appearance and intense growth of
private initiative in many areas, particularly in the
commercial sector.

Graph 1 Indexes in the industry and unemployment in the 1990’s

The increase in the unemployment rate during the
1990s is shown in Graph 1, as well as indexes of the
volume of industrial production and employment in
the industry.

1. Introduction

Source: adapted from Družić, G. (2001). Kriza hrvatskoga gospodarstva i ekonomska politika. Zagreb: Golden marketing, pp. 21, based on Croatian
Bureau of Statistics, Statistical Yearbook 2000 and
monthly statistical report 12/2000
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Item

2009

2010

2011

2012

2013

No. of enterprises

4,474

4,886

4,966

5,386

6,057

No. of employees

31,287

31,660

32,851

33,168

33,510

Source: created by the authors (according to the Croatian Bureau of Statistics)

It can be concluded that poor indexes in the industry affected greatly the rapid growth of unemployment.

An identical phenomenon occurred also in the IT
sector. As Lovrek and Frkovic state, “at the beginning of the twentieth century, with the disintegration and disappearance of then relatively large IT
companies as well as computer centers of a number
of big companies that disappeared in the privatization process, the IT industry disintegrated. Enterprising IT professionals, former employees of these
companies, created hundreds of new small IT companies, so that in 1999, out of a total of 1,141 registered IT companies, only three had a little more
than 100 employees, while 958 had less than 10”
(Lovrek, Frkovic, 2012:15).

Initially, these companies were mainly involved in
the sale of computer equipment and final configurations, and there was virtually a negligible number of
those who were engaged in creating software solutions, in other words, selling their own knowledge.
Even these companies were doing simple business
applications for small and medium enterprises. The
same authors (Lovrek and Frkovic, 2012:16) argue
that the reason was the inability of the company to
reach a critical mass in terms of technical expertise,
financial strength, and management and marketing
skills necessary to work on larger and more complex IT projects. With time, the enterprising and
successful among them established partnerships
with international IT companies. By doing so, they
gained necessary expertise, began to realize faster
growth and expand business in the whole country,
and then to neighboring countries.

This gradually set aside about thirty IT companies,
primarily local, and some of them became regionally significant, both in the distribution and sales of
IT equipment, as well as in the areas of system integration, software production and implementation
of software solutions.
However, economic activities that were slowed
down during the war, inadequate privatization with
severe consequences, lack of industrial strategy and
appropriate incentive policies, relatively modest
economic growth, overvalued Kuna, along with the
limitations of a relatively small market, have resulted in the Croatian IT losing the race with neighboring countries (Lovrek, Frkovic, 2012:16).

2. Trends in ICT industry in Croatia
The predominant part of the ICT sector nowadays
are small enterprises, so that in 2013 the number
of companies with 1-9 employees amounted up to
92.1% of the total number of enterprises in the sector. The following (Table 1) will show the number
of firms, number of employees and turnover in the
ICT sector (Group J - Information and communication according to NACE1 in 2007) for the period
2009-2013.
Compared to 2009, the number of firms in the
ICT sector in 2013 increased by slightly more than
35%. According to unofficial data, the growth has
continued in 2014. At the same time in the whole
economy (according to data of the Central Bureau
of Statistics) the number of companies increased by
18%, which means that the number of companies in
the ICT sector grew twice as much as in the whole
economy. Kovacevic and Vukovic (2007) find that
higher rates of inputs in the ICT sector compared
to the Croatian average are the result of the fact that
this is a young industry, and that there is a growing
market demand for their products. The fastest created were new companies involved in ICT services,
as opposed to those that deal with assembling computer equipment (57 companies in 1999 and only 9
in 2009). (Lovrek, Frkovic, 2012:18)
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Table 2 shows the number of enterprises by number
of employees. Number of employees is divided into
four grades – 1 to 9, 10 to 49, 50 to 249 and more
than 250 employees.

From Graph 2 it can be concluded that the number of employees in the ICT sector continues to increase (in 2013 there were 7% more than in 2009),
unlike the industrial production as a whole and the
economy in general.

Table 2 Number of enterprises by class size of
employees

The biggest growth in the IT industry in 2013 was
noted in the area of packaged software (4.7%). Hold-

No. of
employees
1-9

2009

2010

2011

2012

2013

4,037

90.2 %

4,450

91.1 %

4,485

90.3 %

4,907

91.1 %

5,577

92.1 %

10-49

375

8.4 %

377

7.7 %

409

8.2 %

407

7.6 %

408

6.7 %

50-249

49

1.1 %

47

1.0 %

59

1.2 %

59

1.1 %

60

1.0 %

> 250

13

0.3 %

12

0.2 %

13

0.3 %

13

0.2 %

12

0.2 %

4,474

100.0 %

4,886

100.0 %

4,966

100.0 %

5,386

100.0 %

6,057

100.0 %

Total

Source: created by the authors (according to the
Croatian Bureau of Statistics)
Table 2 indicates that every year the number of
large enterprises with more than 250 employees
almost does not change. In 2013, these companies
were only 0.2% of the total number of enterprises
in the ICT sector. The number of companies that
have from 1 to 9 employees ranges between 90%
and 91%, with tendency of further growth, so that in
2013 such enterprises made up 92.1% of total enterprises in the sector.
Graph 2 shows the number of employees in the ICT
sector for the period 2009 to 2013.

ers of the development are small domestic producers of ERP, such as PIS, Laus, Spin Informatics and
Login on the one hand, and the rise of Microsoft on
the other hand. Growth of 1.4% in 2013 compared
to 2012, to 1.93 billion Croatian kunas, captures the
IT services market, ruled by HT’s Combis. The only
area in which the IT market continues to decline is
the hardware area, which was reduced by one percent, to 3.24 billion (Ivezic, 2014a).
However, trends in the local IT scene are changing, and so according to Ivezic (2014b) and recent
surveys of Business Journal, the number of large IT
companies with over 200 employees has doubled,
and now there are seven of them.
These seven companies in 2013 employed a total of
2100 workers. Nevertheless, smaller IT companies,
especially software start-ups, are still the highest total generator of new jobs in the industry.

Graph 2 Number of employees in ICT sector

Source: created by the authors (according to the
Croatian Bureau of Statistics)
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It should be noted that the study only deals with the
IT sector, which means that companies that are engaged in communication activities are not included.
Croatian accession to the European Union should
open new major IT projects related to EU funds and
regulatory and statutory adjustments, especially in
telecommunications, finance, public administration, healthcare, as well as the arrival of major new
international business to Croatia. The European
market will, in turn, bring in new foreign ICT companies in Croatia and they will become equal competitors in the domestic market. There will also be a
significant growth in potential market for Croatian
companies, which will bring local ICT companies
into brand new conditions that will require a higher
level of knowledge, skills, expertise, competencies
and resources (Lovrek, Frkovic, 2012:29).

According to Kovacevic and Vukovic (2006:237),
young companies developing and implementing
new products and technologies often depend on
highly educated workforce and managerial talents.
This demand for quality labour force depends on
the education system. Good programs in schools
and universities could lead to the necessary fund
of knowledge, skills and talents the economy could
draw from for their needs.
The importance of studies that support the ICT sector has been recognized by the Josip Juraj Strossmayer University of Osijek where Economics, Electrical Engineering and the Faculty of Humanities
and Social Sciences in the past few years have been
offering their students study programs related to information and computer science.

Graph 3 Index of the number of employees in the
ICT sector and the overall economy, base = 2009

Interest in enrolling in such courses is increasing
each year for the simple reason that the ICT sector is currently not aware of the crisis on the labor
market.
In order to better understand the importance of the
ICT sector for competitiveness and development of
the entire Croatia as well as its eastern region, presented below is a comparative analysis of the total
turnover in terms of number of employees in overall
economy and in the ICT sector.
Graph 3 shows the trend in the number of employees in the ICT sector and in the overall economy.
It is visible in Graph 3 that the ICT sector records
a somewhat higher level of employment growth,
but the difference is still decreasing. According
to research conducted by Kovacevic and Vukovic
(2007:108), who showed the trend in the number of
employees in the ICT sector and the overall economy for the period from 2001 to 2004, the trend in
the number of employees was below the average of
the Croatian economy.
If the aforementioned research and the current state
shown in Graph 3 are taken into account, it can be
concluded that the ICT sector in the last few years,
however, reaches higher level of growth of employees than the total economy.
This study takes into account only legal entities
engaged in the activity from the group J - Information and communication according to NACE 2007.
However, an entirely different side exists there, and
it is gray economy. One often enters the ICT sector
quite early in life (14-18 years) and there are relatively numerous young talents who are not recorded
in official statistics and they handle their affairs at
home without any special contracts, often without
financial control.

Source: created by the authors (according to the Croatian Bureau of Statistics)
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Graph 4 Number of companies in the ICT sector
in the eastern Croatian counties

Source: created by the authors (according to the Croatian Bureau of Statistics)
In addition to these individuals, there are freelancers2 who are also not included in these statistics,
and because of the insecure situation in the labor
market, there are more and more of them.

Graph 6 Index of trends in the number of enterprises in the ICT sector in the eastern Croatia
and overall economy, base = 2009

The paper will also explore how growth and development of this sector can be accelerated through
the establishment of the association for promoting
the ICT sector at the local level.

3. ICT industry in the narrow area of Osijek
Based on previous research, the research objective
of this paper is to identify the key factors of change
in the economic system and the socio-economic environment that led to the emergence and strengthening of the ICT sector in regional development of
eastern Croatia and to assess the possible directions
of development of regional ICT sector. It is assumed
that the strengthening of the ICT sector in eastern
Croatia had a positive impact on the competitiveness and development of the region.

Graph 5 Number of employees in the ICT sector
in the eastern Croatian counties

The following text will present the analyzed statistical data on the situation in the ICT sector of eastern
Croatian or 5 counties: Vukovar-Sirmium, OsijekBaranja, Slavonski Brod-Posavina, Požega-Slavonia
and Virovitica-Podravina, for the period from 2009
to 2013.
Graph 4 shows that the counties in eastern Croatia
have a growth in companies in the ICT sector, especially Osijek-Baranja County in which the growth
was the greatest, especially in 2013.

Source: created by the authors (according to the Croatian Bureau of Statistics)
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Source: created by the authors (according to the Croatian Bureau of Statistics)

The total growth of companies in this sector
throughout eastern Croatia for a period of 5 years,
amounted to almost 40% (259 enterprises in 2009
compared to 362 companies in 2013). At the same
time, as mentioned previously, throughout the Republic of Croatia, the number of enterprises in the
ICT sector grew by slightly more than 35%, so it can
be concluded that in eastern Croatia, there has been
a large increase compared to the national level.
However, the situation with the number of employees in the ICT sector is different. As can be seen in
Graph 5, the number of employees in eastern Croatia, in almost all counties, is in decline.
Graph 7 Index of trends in the number of employees in the ICT sector in the eastern Croatian
and overall economy, base = 2009

If these data are compared with data in the sector at
the national level, it can be concluded that the number of employees in eastern Croatia in comparison
to 2009 dropped by 8%, while at the national level it
has increased by 7%. This difference of 15% is very
concerning due to the already poor economic situation in eastern Croatia.
Due to the volume of this paper, a thorough analysis
of the causes of these discrepancies will not be carried out. However, based on available information,
it can be assumed that most of the growth of this
sector in the last 3-5 years (until 2013) for the most
part takes place in and around Zagreb, where the
most of the revenue from these activities is brought
in. In the largest IT projects, whether public or private, where the system of public procurement requires references, fragmented ICT sector of eastern
Croatia had a lot less chance of getting jobs.

Source: created by the authors (according to the
Croatian Bureau of Statistics)
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In addition, the companies from Zagreb that opened
their branches in eastern Croatia in times of crisis
first started closing branches in less developed areas, and then those in developed areas. In addition,
the number of products and services of the ICT sector (legal and physical) has been falling or stagnating more emphatically than in developed areas.
Taking into account the indexes of employment
growth and the number of companies in the ICT
sector at the level of eastern Croatia and the entire
Croatia, as shown in Graphs 6 and 7, the growth indexes of companies are almost equal, while in 2013
a greater increase at the level of eastern Croatia
was established, and it tends to increase, while the
growth at the national level is somewhat lower. Indexes of employment growth in the last 3 years have
had nearly the same path, but the growth was more
pronounced at the state level.

Similar research was conducted by the association
Osijek Software City (Kadić, 2014) in September
this year. In their study they took into account only
companies with limited liability from the OsijekBaranja County with the activities from the group
J 62 - Computer programming, consulting and related activities (NACE 2007). They came to the conclusion that the companies engaged in software development recorded during 2012 and 2013 excellent
results and business growth, unlike most industries
that have struggled with the recession. According to
the same survey, in 2013, 30% more companies were
opened than in the previous year. Furthermore, the
number of employees increased by 16%. When
comparing the period from 2008 to 2013, the number of enterprises engaged in software development
was increased by 48% and the number of employees
by 37%. In addition to new companies and employees, there was an increase in revenue (15%), export
(4%) and profit (3%).

According to previous research from 2013 (Bilić,
2013), revenues from foreign sales for the period
from 2008 to 2011 increased by as much as 460%.
In the early years of the economic crisis, 2008 and
2009, most businesses and jobs were lost. Precisely
because the only positive shifts were observed in
export, companies began to direct the sale of their
products and services abroad. Thus exports tripled
in 2010 compared to the previous year, and in 2011
they increased by 460%, which is an excellent indicator, since export in this class grew by 64% in the
entire Croatia.
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4. Osijek Software City project
According to the information available on the
website (accessed on: September 10, 2014), Osijek
Software City (OSC), started in 2012, is a project
through which Osijek IT companies act towards the
local community. In order to gather more detailed
information on the initiation of the project, as well
as the current situation, the interview was conducted with Nandino Lončar, the secretary of the association, as outlined below.
Osijek is a home to a number of IT companies operating successfully in the international market and
companies that have managed to establish themselves as authorities in their business niches or are
well on the way to becoming such. These companies hire experts, create high-quality software and
export to many markets around the world. Just because some of them are oriented mainly or entirely
on exports, they are largely unknown to the domestic market, although their performance is better
than most other companies in our area.

The idea of starting the OSC initiative has been
prompted by CISEx association3. Before launching
the initiative, companies in Osijek were relatively
independent; there was no mutual networking or
cooperation. However, CISEx regularly gathered
companies exporting software and in that way they
mutually connected. The former members of CISEx
from Osijek wanted to start a similar project in
their city with IT companies from Osijek, and thus
take the first steps. Although OSC is not designed
as a cluster and from the very beginning an agreement has been reached between the initiator that
companies will not jointly enter the market, the big
advantage of this joint action is to create a positive
atmosphere and to spread the story of the city of
Osijek as a city with an enabling environment for
IT companies.

A year after the launch and beginning of the activities, interest in joining the initiative grew, so the
initiators of the project decided that the establishment of the association was the most practical way
to make this possible. The initiative was started by
four companies, while establishing the association
there were seven, and today the association has 20
legal corporate members.
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The objectives of the association are:
1.

To increase the attractiveness of the first
developer profession in Osijek

2.

To increase the competitiveness of programmers on the market

3.

To boost entrepreneurship in the ICT sector.

The greatest recognition of the association for the
time being is still in Croatia, where the association
has successfully established cooperation with companies from Zagreb, Rijeka and Metkovic. In the
last few years, several major companies in Zagreb
have opened their branches in Osijek, for instance,
companies like “Five Minutes” and “Span” in November 2013, where they employed young Osijek
IT experts. That Osijek is recognized in the wider
region as the city of the IT industry has recently
been proven by the established contacts with the
IT profession in Mostar and Belgrade, where there
is great interest for exercising a sort of a spin-off4.
In Mostar, for example, the identical problem as it
existed in Osijek before the founding of the association was noticed. Companies are mutually almost
unfamiliar with each other, there is no cooperation
and there is high unemployment of younger people, especially highly educated. For these reasons,
the need to transfer knowledge and experience of
colleagues has been developed in Mostar in order
to initiate an identical project. Also, for small, new,
unknown companies such IT environment is a good
springboard at home and abroad, because experience has shown that business is more easily won
by companies arising from well-known developer
environments and positive competitive conditions.

Concerning the fact that in the Republic of Croatia a
mismatch problem has been noticed between Croatian educational curricula, actual competencies
and Croatian qualifications framework and the real
needs of the labor market, the secretary of the association was asked about the collaboration with the
academic community in Osijek. This cooperation
is still in its early stages and currently it is reduced
to certain common projects and support in using
the premises of the faculties for various events and
workshops. But the real, fundamental changes are
taking place very slowly due to heavy bureaucracy
in changing educational curricula and various state
regulations. Since the very Faculty of Electrical Engineering in its Self-Evaluation (Galić R. et al., 2012)

states that “it is necessary to continue with the previous practice of continuous adaptation of existing
programs within the 20% of allowed amendments,
which applies especially to elective courses of graduates, and the legal provisions enabling flexible and
faster changes in the program should be considered,
because the current system of accreditation cannot
respond to market needs in areas with such rapid
changes, such as electrical engineering, and computer science in particular.” However, the faculties
of Osijek are determined to change and modernize
the curricula to become regionally competitive and
more attractive among prospective students. Within
the cooperation, the introduction of student practice has taken place, and the aim is to give students
a perspective of their potential (self )employment.
The current implementation of academic programs
and examples of technologically developed countries lead to the conclusion that it is necessary to
(re)define learning, knowledge, skills and abilities of
young people entering the labor market in all sectors that are required for (regional) development,
including the IT sector.

Activities of the Association are reflected also in the
organization of numerous free web design workshops, community management, programming, etc.
One of the interesting projects is “Svašta-nešto o
IT-u!”, during which a series of lectures for the highschool students was held, and the lecturers in this
project (Puvaca, 2014) conclude that “the overall
impression of lectures “Svašta-nešto o IT-u!” is that
they found a fertile ground of highschool students
who think about their future.”

4.1. Firms - members of the Osijek Software City
Current convocation of the Board of Directors consists of representatives from companies Adcon,
BetaWare, Escape, Farmeron, Inchoo, Mono and
Poslovanje 2, however, there is a total of 20 legal entities registered as members. Each of the companies
in the current session of the Board of Directors has
announced their starter kit, and thus any potential
employee, but also all those who want to pursue IT
business, can access information about knowledge,
tools and technologies required for a career in the
IT sector.
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All companies on the list are engaged in creating
software solutions for various activities (economics,
agriculture, medicine, etc.) and web design, except
for the company Escape that specializes in the field
of web advertising with Google Adwords.
In almost all companies which are members of the
Association there was an increase in the number of
employees so it could be concluded that the association OSC had an impact on increasing the number
of employees in IT companies, especially over the
last two years during which the association has been
active. However, this may be the result of a better
overall business climate in the market, the obtained
investments (e.g. Farmeron5) that enable companies
to hire additional workers or expand the business to
other IT activities. To confirm the hypothesis that
the association Osijek Software City had an effect
on these positive changes, it is necessary to make a
more thorough research. It would be necessary to
analyze the financial indicators of all companies, to
talk to the directors of these companies, as well as
employees who can answer the question of whether
the association OSC in any way affected their employment in the IT sector.

5. Assumptions for the future development of
the local IT sector
Local IT sector is experiencing a growing recognition outside Osijek-Baranja county, but outside the
Croatian borders as well. Creation of a positive business climate brought by the establishment of Business Incubator BIOS and by active role of the association Osijek Software City certainly favours the
fact. Better financial indicators of enterprises in the
ICT sector in the Osijek area and employment of
young, educated people give a strong impulse to all
those who are thinking of becoming entrepreneurs.
This gives a hint that in the next few years the number of companies in the ICT sector will grow, so the
employment will grow accordingly. The assumption
is that domination of small businesses with up to 10
employees will continue. Institutions for education
such as Josip Juraj Strossmayer University, will very
soon have to improve the curriculum in courses related to information science and computing, as well
as through programs of lifelong education, in order
to adjust knowledge at faculties to the necessary/
desirable skills in the labor market in the IT sector.
It can be assumed that most businesses in the coming period will be mainly export-oriented, and given
that export is one of the key elements of GDP6, it
will have a positive impact on the development of
this region. New challenges arise from the needs of
the ICT sector within the European Union where
there is a chronic shortage of ICT personnel. According to estimates from the end of 2013, the European Union by the end of 2015 will lack as many
as 900,000 ICT professionals7.

Graph 8 Index of trend in the number of enterprises in the ICT sector of Osijek-Baranja county
and of the entire economy, base = 2009

Source: created by the authors (according to the
Croatian Bureau of Statistics)
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From all of the above it can be clearly concluded
that the establishment of the association Osijek
Software City in a way contributed the recognition
of IT companies from Osijek, but could it be credited for the increase in the number of companies
in Osijek-Baranja County? From Graph 8 it is evident that companies in the ICT sector in Croatia, as
well as those in Osijek-Baranja County, grew with
almost equal intensity, but more significant change
occurred just between 2012 and 2013. If it is known
that the association OSC was launched as an initiative in 2012, and was formally established in 2013,
there are indications that this particular event contributed to the growing number of businesses in the
county.

6. Conclusion
This research shows that the disappearance of traditional labor-intensive industries after the war in
1990s, especially in eastern Croatia, caused a decline in GDP, closure of large enterprises with more
than 250 employees, and an increase in unemployment. It resulted with opening of a large number
of small, private businesses. In 2000s, due to more
intensive development of the IT sector in Croatia,
a large number of enterprises were established in
the sector. However, the emergence of shredding of
businesses has hit the IT industry, and thus most of
them (over 90%) are small businesses with less than
10 employees.

Financial data for the last 5 years (2009-2013) were
used in the research. It is evident that nowadays
small businesses are prevalent, and growing in
number, while large enterprises with more than 250
employees account for only 0.2% of the total number of enterprises in the sector. The number of employees has been growing steadily so that in 2013 it
grew by 7% compared to 2009.
In order to better understand the importance of the
ICT sector in the development of the overall economy, the indexes of employment growth in the sector
and the entire Croatia were shown, which explains
how the ICT sector in all 5 years records a growth
rate of employment in relation to the total economy
in which a negative growth index is present. In a
situation when there is still a recession in Croatia
and the number of employees is in constant decline,
this is an excellent indicator meaning that the ICT

sector still generates new jobs.
If one observes eastern Croatia, a region that is less
developed than the average, with higher unemployment and lower GDP, there are high expectations
from the IT sector, as it has been observed above
that the IT sector is the generator of new jobs and
new firms. With regard to the period, there was an
evident increase in the number of enterprises in the
sector (especially in Osijek-Baranja County), especially in the last two years.
Certainly a major reason for this are the activities of
the association Osijek Software City through which
Osijek is represented as a city suitable for the development of the IT sector. However, according to
the official statistics, the number of employees in
this region in the ICT sector is in constant decline.
The cause of this lies in the specifics of the industry. Many IT companies operate thanks to various
projects obtained, so there are often fluctuations in
the number of employees, or external staff, students
and volunteers are employed instead. In the official
statistics such employees are not registered. If one
looks at the index movements in the number of enterprises in eastern Croatia in relation to the whole
of Croatia, a trend of greater increase in the number
of enterprises is visible, particularly in 2013.

Finally, it can be concluded that the association Osijek Software City has set good foundations for the
future development of the IT sector in the narrow
eastern Croatian (Osijek) area and that it influenced
the recognition of Osijek IT scene, both in Croatia
and countries of the region. It certainly contributes
to strengthening the competitiveness and regional
development. According to the data obtained after
the research, it is evident that in the last two years
in eastern Croatia there has been a growth in the
number of companies, with the largest number in
Osijek-Baranja County. For even better results, the
key is cooperation between OSC association and
the academic community in order to adjust study
programs to the actual needs of the labor market in
the ICT sector.

The results are the basis for future research on
whether the companies in the IT sector will be the
engine of economic growth and development and
if the sector affects GDP growth in the region. By
doing so, the research will be narrowed down to the
IT sector exclusively (in this paper the whole ICT
sector was observed), and it will encompass all IT
companies in Croatia.

God. XXVII, BR. 2/2014. str. 313-326

323

Josip Mesarić, Jelena Franjković, Dario Šebalj: Building competitiveness on IT industry: the case of Osijek Software City

UDK 339.137.2 : 004](497.5 Osijek) / Preliminary communication

(Endnotes)
References
1.

Balen, H. (2013). Javni poziv partnerima za eSkills 2014. [online] eSkills. Available at: http://eskills.
hr/?p=1582 (Accessed on: September 15, 2014)

2.

Bilić T. (2013). Izvoz software-a je u Osječko-baranjskoj županiji u tri godine porastao za 460%. [online] Osijek Software City. Available at: http://softwarecity.hr/novosti/izvoz-software-osjecko-baranjska-zupanija/ (Accessed on: September 15, 2014)

3.

4.

Brezak Brkan, I. (2014). Farmeron osigurao 2,65 milijuna dolara od stručnih agro investitora. [online] Netokracija. Available at: http://www.netokracija.com/farmeron-osigurao-2-65-milijuna-dolara-77167 (Accessed on: September 15, 2014)

*

The paper was presented at the 35th Symposium Osijek – Pforzheim held at the Faculty of Economics in Osijek 16-17 October 2014

1

NACE 2007 (National Classification of Activities) has been in operation since 1 January 2008, and it defines areas, divisions, groups
and classes of all economic and other activities. The European Community has introduced a statistical classification of economic
activities under the abbreviated name NACE that began with the application on 1 January 2008.

2

A freelancer, freelance worker, or freelance is a person who is self-employed and is not committed to a particular employer long-term.
These workers are sometimes represented by a company or an agency that resells their labor.

3

Croatian Independent Software Exporters (CISEx), founded in January of 2011 in order to gather Croatian software companies oriented towards global market

4

A by-product or incidental result of a larger project: a subsidiary of a parent company that has been sold off, creating a new
company(Oxford Dictionaries).

5

More at: http://www.netokracija.com/farmeron-osigurao-2-65-milijuna-dolara-77167

6

Gross domestic product (GDP) – the total value of goods produced and services provided in a country during one year (Oxford Dictionary). GDP = C + I + G + (X – M) where C is consumption, I is investment, G is government spending and (X – M) is net exports

7

More at: http://eskills.hr/?p=1582

Družić, G. (2001). Kriza hrvatskoga gospodarstva i ekonomska politika. Zagreb: Golden marketing.

5.

Družić, I., Sirotković, J. (2002). Uvod u hrvatsko gospodarstvo. Zagreb: Ekonomski fakultet Sveučilišta
u Zagrebu, Politička kultura.

6.

Državni zavod za statistiku (Croatian Bureau of Statistics). Available at: http://dzs.hr (Accessed on:
September 10, 2014)

7.

Galić R. et al. (2012). Samoanaliza Elektrotehničkog fakulteta Osijek. [online] Elektrotehnički fakultet
Osijek. Available at: http://www.etfos.unios.hr/dokumenti/reakreditacija/Samoanaliza.pdf (Accessed
on: September 13, 2014)

8.

Ivezić B. (2014a). Na krilima malih proizvođača IT tržište nakon šest godina izašlo iz krize. [online]
Poslovni dnevnik. Available at: http://www.poslovni.hr/tehnologija/na-krilima-malih-proizvoaca-ittrziste-nakon-sest-godina-izaslo-iz-krize-270824 (Accessed on: September 15, 2014)

9.

Ivezić B. (2014b). Udvostručio se broj IT tvrtki s više od 200 radnika, najveći je državni APIS IT. [online] Poslovni dnevnik. Available at: http://www.poslovni.hr/domace-kompanije/udvostrucio-se-brojit-tvrtki-s-vise-od-200-radnika-najveci-je-drzavni-apis-it-277137 (Accessed on: September 15, 2014)

10. Kadić R. (2014). Tvrtke za razvoj softvera Osječko-baranjske županije povećale broj zaposlenih za 37%.
[online] Osijek Software City. Available at: http://softwarecity.hr/opcenito/osijek-tvrtke-za-razvojsoftvera-povecale-broj-zaposlenih-37/ (Accessed on: September 15, 2014)
11. Kovačević, Z., Vuković K. (2006), „Performanse poduzeća u hrvatskom sektoru informacijsko-komunikacijske tehnologije (ICT)“. Ekonomska misao i praksa. Vol. 2, No. 12, pp. 217-240.
12. Kovačević, Z., Vuković K. (2007), „Information-Communication Technology (ICT) Industry in the
Croatian Economy“. Poslovna izvrsnost. Vol. 1, No. 6, pp. 97-112.
13. Lovrek V., Frković M. (2012). Razvitak ICT u Hrvatskoj. Available at: http://www.hiz.hr/_download/
repository/Poglavlje_1-RAZVITAK_ICT_U_HRVATSKOJ.pdf (Accessed on: September 11, 2014)
14. Puvača M. (2014). Programiranje zaokružilo seriju predavanja za srednjoškolce „Svašta-nešto o IT-u!“.
[online] Osijek Software City. Available at: http://softwarecity.hr/aktivnosti/programiranje-zaokruzilo-seriju-predavanja-svasta-nesto-o-it-u/ (Accessed on: September 15, 2014)
15. The Miroslav Krleža Institute of Lexicography (2014). Economic transition. Available at: http://www.
croatia.eu/article.php?lang=2&id=31 (Accessed on: September 8, 2014)

324

God. XXVII, BR. 2/2014. str. 313-326

God. XXVII, BR. 2/2014. str. 313-326

325

Regina Moczadlo, Harald Strotmann, Jürgen Volkert:
Bayer CropScience model village project: Contributions to agricultural suppliers’ competitiveness and human development

Josip Mesarić, Jelena Franjković, Dario Šebalj: Building competitiveness on IT industry: the case of Osijek Software City

Josip Mesarić
Jelena Franjković
Dario Šebalj

Regina Moczadlo
Pforzheim University,
Business School
Tiefenbronnerstr. 65,
75175 Pforzheim, Germany
regina.moczadlo@hs-pforzheim.de
Phone: +497231286595

Jačanje konkurentnosti kroz IT industriju:
slučaj Osijek Software City

Sažetak
Iako je istočna Hrvatska, koristeći svoja prirodna bogatstva i izuzetno dobar geografski položaj, bila industrijski vrlo razvijena prije nekoliko desetljeća, danas je jedna od najslabije razvijenih regija Republike Hrvatske. Potaknuto ratnim zbivanjima, tome je uvelike pridonio nestanak klasičnih industrijskih, proizvodnih
grana (tekstilna industrija, industrija namještaja, prehrambena industrija i metalurgija). Otvaranjem tržišta
i nestankom radno intenzivnih industrija, prepoznaje se potreba za promjenom razmišljanja, edukacijom i
poticanjem samozapošljavanja.
Rastom ICT-a u svijetu, s jedne strane, te pojavom brojnih visoko obrazovanih i entuzijastičnih informatičkih
stručnjaka, s druge strane, sve se više počela razvijati IT industrija – industrija u kojoj tržište nema granica,
troškovi ulaska su niski, a prihodi relativno visoki. Kako se na užem osječkom području počelo pojavljivati
sve više IT poduzeća, nekolicina osoba, većinom vlasnika takvih poduzeća, odlučila je 2012. godine pokrenuti projekt pod nazivom Osijek Software City.
U ovom radu bit će detaljno prikazan slučaj Osijek Software City-ja te njegov utjecaj na razvoj konkurentnosti ove regije. Ključna stvar OSC inicijative jest zapošljavanje mladih i obrazovanih informatičara budući
da u regionalnoj IT industriji nedostaje kvalitetnoga kadra.
Za potrebe ovoga rada, bit će obavljen intervju s tajnikom Udruge koji će prezentirati rezultate rada od
pokretanja inicijative do danas. Također, bit će prikazani i budući trendovi u lokalnoj IT industriji.
Ključne riječi: IT industrija, Osijek Software City, zaposlenost.
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Abstract
Bayer CropScience is carrying out a Model Village Project (MVP) in rural India as part of their supply chain
management and their corporate social responsibility activities. The MVP includes actions related to future
business cases and higher competitiveness as well as philanthropic activities. The preparation of future
business case actions aims at creating prerequisites for win-win-situations. In the long run, these prerequisites, such as long-term business relations with suppliers based on trust from both sides, can lead to a
higher competitiveness of the whole supply chain and simultaneously improve human development. The
impacts on the latter are evaluated using the capability approach (CA) developed by Amartya Sen (2000,
c1999). The case of the MVP indicates the potential of companies to contribute to human development on
a strategic win-win basis. Actions have to be distinguished based on the living and financial conditions different supplier groups face. In the future, the MVP aims at assessing whether and how MNCs may be able
to combine competitive enhancement with human development, provided that potential corporate risks for
the villagers’ human development are also taken into account.

Keywords: Competitiveness, social supply chain management, corporate social responsibility, human development and capability approach, rural India
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1. Introduction
“The social responsibility of business is to increase
its profits” (Friedman, 1970: 173) is the headline
of the well-known, often cited1 article by Milton
Friedman published in 1970 in the New York Times
Magazine. He ends his paper with a quote from his
book Capitalism and Freedom: “(…) there is one
and only one social responsibility of business – to
use its resources and engage in activities designed
to increase its profits so long as it stays within
the rules of the game, which is to say, engages in
open and free competition without deception or
fraud” (Friedman, 1970: 177). Nonetheless, Friedman points out that it might be important for the
long-run business success of companies to follow
corporate social responsibility practices when it is
in the self-interest of companies and he explicitly
advises against window-dressing activities. Caroll
(1991: 43) clarifies that: “Most people focus on the
first part of Friedman’s quote but not the second
part. It seems clear from this statement that profits,
conformity to the law, and ethical custom embrace
three components of the CSR pyramid--economic,
legal, and ethical. That only leaves the philanthropic
component for Friedman to reject.”

Friedman’s argument that companies have an obligation to fulfill the economic and legal framework
established by the government and that it is the responsibility of the state to set the “rules of the game”
might be achievable in countries with good governance furthered by government but has its limits in
countries with large governance gaps and government failures (Moczadlo, Volkert, 2012). When
states are incapable of setting and enforcing a legal
framework that benefits its society and supports
sustainable development of transactional actors
– from multinational companies (MNCs) to local,
national or international non-governmental organizations (INGO) – (the organizations) are expected
by the public to act (Risse, 2007: 258-261).

Today the leading business managers acknowledge
that the role of the private sector has changed during the last decades, especially when they are carrying out business in emerging and developing countries. By 2013, the United Nations Global Compact
was voluntarily signed by nearly 8,000 companies
from 140 countries (United Nations Global Compact, 2013: 2). These companies have committed
themselves to aligning their businesses with the
principles the UN defined for responsible business
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conduct in the fields of human rights, labor, environment and anti-corruption. In 2013, Accenture
and United Nations Global Compact (2013: 21-25)
conducted a survey interviewing 1,000 global CEOs
from 27 different countries. Almost all of them
(93%) said they believe that sustainability will be
important to the future success of their business.
80% of them see sustainability as a means to gaining
competitive advantage in their industry. However,
only one third of them believe that “business is making sufficient efforts to address global sustainability
changes” and admit a variety of corporate performance gaps between “ambition and execution on
sustainability” and “that the global economy is on
a good sustainability track”. Almost four out of ten
see missing links of sustainability and business value as an obstacle. 38% think that they can accurately
quantify the business value of their sustainable development activities (Accenture and United Nations
Global Compact, 2013: 17).
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data base. Chapter 5 gives a short overview on selected issues describing the initial living situation of
the people in the villages. We evaluate this situation
from the perspective of the people centered capability approach (CA) developed by Amartya Sen (2000,
c1999; 2008) and hence focus on areas of deprivation of the farmers. In the next step we mirror these
findings with the villagers’ own perceptions to identify activities they value and restrictions they are
aware of. In chapter 6 we discuss exemplarily activities Bayer CropScience plans to carry out or has
already started to implement. In Chapter 7 we discuss problems and limitations of corporate supply
chain strategies for human development. Chapter 8
contains major results and a conclusion.

2. Theoretical background and empirical
findings
Although transnational companies make commitments and set targets, a lot of work is still required
in the areas of implementation, measurement and
communication to make most of the corporate sustainability potentials. The “Model Village Project”
(MPV) of Bayer CropScience, initiated in 2010,
addresses these critical issues. The aim of the company is to create shared value with their supplying
smallholder cotton seed farmers in rural Karnataka,
India. From the beginning of the MVP, Bayer CropScience cooperated with independent scientific
evaluators, who are the authors of this paper and
with a local NGO.

The aim of this paper is to discuss potentials of the
planned and partly realized activities Bayer CropScience is undertaking as well as challenges and limitations. It is related to the broader field of literature
about impacts of FDI and CSR by MNCs in emerging and developing countries. The paper describes
work in progress and is structured as follows: Chapter 2 delivers the theoretical background. It first
briefly sketches the impacts of MNCs on emerging
and developing countries and gives an overview of
selected empirical findings in the literature. Therefore, we look at employment and income effects of
FDI in the agricultural supply chain. Then we discuss the findings and consequences of international
investors’ CSR activities for developing host countries. In chapter 3 we specify the background of the
MVP and the aims of Bayer CropScience. Chapter 4
introduces the methodology of evaluation and the

God. XXVII, BR. 2/2014. str. 327-341

2.1 Impacts of foreign direct investment on the
agricultural supply chain
FDI can have both positive and/or negative impacts
on emerging market and developing countries. Despite the positive spillovers that will come with FDI,
MNCs possess a huge market and political power
which can suppress competition and influence government decisions in favor of their own interest
(Rugraff, Hansen, 2011: 15–16).
On the positive side, FDI are expected to increase
growth in the host country, have technological and
knowledge spill-over effects, enhance human capital development and thereby deliver productivity
gains. Productivity increase is a source for gains in
competitiveness and can further be used to increase
wages and income (Moczadlo, 2013a: 53). On the
one hand, FDI in the agricultural sector is evaluated
to be a mean for poverty reduction because it takes
place in rural areas and includes a high amount of
unskilled labor. On the other hand, it is argued that
high product and process standards act as non-tariff barriers and hence exclude poor countries from
international agricultural trade (Maertens et al.,
2011: 2).

Gorodnichenko et al. (2013: 29–30) found positive
efficiency spillovers increasing with direct interactions between domestic suppliers and MNCs. In the
agricultural supply chain, the absorption potential
is high when local companies have direct assistance

from MNCs, further demonstrating – to show, explain and reproduce agricultural techniques – has
high and positive effects on the development of domestic farmers (Farole, Winkler, 2014: 3). Dries et
al. (2014: 105) found for the dairy sector in Armenia
that buyers provide support measures to suppliers,
but discriminate in the sense that more costly measures are only provided to a smaller number of them.
Further, suppliers received better support from
international buyers and from buyers with whom
they maintain a more exclusive relationship. Also
Schipmann and Qaim (2011: 676) believe the relationship between buyers and smallholder farmers to
be essential. They analyzed the integration of smallholder farmers in contractual arrangements for
marketing in the sweet pepper market in Thailand.
Smallholder farmers mostly sell to village traders.
Maertens et al. (2011: 15–17) found no correlation
between education and non-land assets for employment in Senegal’s tomato export, thereby showing
that these aspects do not lead to higher inequality.
This correlation was found in other empirical studies for off-farm employment in rural Sub-Sahara
Africa. The authors further found that the income
effects for the households in Senegal’s tomato sector increase due to the wage effect. They concluded
agricultural wage employment to be a strategy for
poverty reduction because it is accessible for less
educated and resource-poor households. In the discussion, they pointed out that their results may be
unique because of the characteristics of the region,
the commodity and the company involved.

Schipmann and Qaim (2011: 676) however, referring to the results of Maertens et al. (2011), could
not find positive employment and income effects
for poor smallholder farmers in Thailand’s sweet
pepper sector because the technology intensive
production process doesn’t require a high number
of unskilled labor.
Obviously, the impacts of international MNCs
sourcing in emerging market countries can be, but
are not necessarily beneficial for the smallholder
farmers’ sustainable development. To optimize
corporate strategies, impacts on the farmers, their
families and their villages also have to be assessed.
This allows corporate win-win potentials that are
beneficial for corporate competitiveness as well as
for corporate stakeholders and sustainability to be
realized. Responsible corporate and stakeholder
management is key to strategic CSR. Therefore in
the following, we briefly sketch CSR impacts on

God. XXVII, BR. 2/2014. str. 327-341

329

Regina Moczadlo, Harald Strotmann, Jürgen Volkert:
Bayer CropScience model village project: Contributions to agricultural suppliers’ competitiveness and human development

host country stakeholders as major drivers of a corporate strategy to mutually strengthen competitiveness and sustainability.

2.2 Impacts of CSR on emerging markets and
developing host countries
CSR activities can prevent harm resulting from
market failures like public goods and extenalities
when buying from smallholders (Humphrey et al.,
2014: 8) and at the same time improve long-term
corporate competitiveness and performance. The
latter is feasible through improved efficiency, higher
productivity of employees, product market gains,
better access to the capital market, improved quality of earnings and risk management.2 However in
the field of CSR activities, empirical findings about
their impact are controversial (Jamali, 2010: 181).
Schölmerich (2013: 29–30) uses the CA to analyze
the consequences of companies’ corporate social responsibility (CSR) initiatives on poverty reduction
in Cambodia. She found that the CSR measures of
the private sector had positive effects on their stakeholders. Further she distinguishes between built-in
CSR strategies, where companies include CSR activities in their core business, and bolt-on strategies,
where there is no connection to the core business.
Her results show that built-in strategies are more
effective than the bolt-on ones but the latter also
contributed to poverty reduction. She confirmed
the finding of Barrientos and Smith (2007) that outcome standards like health and safety are more often improved through CSR than process rights like
freedom of association.

In their literature overview about MNCs’ impacts
on developing countries, Giuliani and Macchi (2014:
484–487) find contradictory positions with respect
to CSR impacts on human rights. The optimists argue that MNCs can improve the living conditions
in developing countries by the application of codes
of conducts and CSR measures. Further they quote
a study that calculated the social investments of 50
MNCs to be almost as high as the entire annual operating budget of the United Nations Development
Programme (UNDP). Pessimistic authors argue that
CSR is an inadequate mean to reach development
goals. CSR activities with the focus on the business
case are not enough to reliably improve living conditions of people in developing countries.
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Regarding CSR’s impacts on human development,
major concerns, challenges and limitations relate to
the need and feasibility of responsible supply chain
management. Lund-Thomsen and Lindgreen (2014:
19) doubt that MNCs will be able to manage longterm, trust-based and close relationships with all
of their hundreds of suppliers, which, for instance,
are prerequisites to achieve and maintain working
condition improvements. Instead they assume that
this approach will be applied in some pilot projects
for assessing functional alternatives of supply chain
management.

The United Nations Global Compact (2013: 18–19)
emphasizes that there is still a lot of need for improvement in the field of supplier sustainability.
Among all 1,712 multinational companies interviewed, no more than 18% implement and monitor goals for the supply chain, just 16% use third
party audits to monitor compliance in the supply
chain and only 9% take action to verify remediation.
Major obstacles that prevent companies from integrating CSR into the supply chain comprise lack of
capacity, of knowledge, of supplier data, of a clear
link to the business value and of financial resources.
Altogether, they may contribute to the finding that
for every third company, lack of priority is the major
obstacle to extend sustainability strategies into their
supply chain.

Obviously, supply chain issues are a major challenge
for responsible corporate competitiveness and sustainability strategies. Therefore, we briefly discuss
how supplier development can improve competitiveness before discussing these and further issues
in the context of the Bayer CropScience MVP.

2.3 MNCs’ supplier development for increase of
competitiveness
Prices and qualities of suppliers directly influence
MNCs’ competitiveness. Their economic success
therefore depends on their suppliers’ performances
(Modi, Mabert, 2007). In their literature review, Bai
and Sarkis (2011: 13506) identify four major, partly
overlapping categories of activities buyers use for
improving the performance of suppliers:
1.

Knowledge transfer (e.g. technological knowledge, training in optimizing the production
process, quality assurance and human capital
of the suppliers)
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2.

Investment and resource transfer (e.g. finance
capital expenses, personnel transfer from supplier to buyer and vice versa, rewards and incentives)

3.

Feedback and communication (e.g. supplier
evaluation and feedback, setting of improvement targets, information sharing, auditing)

4.

Management and organizational practices (e.g.
long term contracts, Formal process to identify
supplier cost reduction targets, cross-functional supply chain team).

Moreover, Modi and Mabert (2007: 43–44), building
on a knowledge based view of a firm, propose certifications to ensure that suppliers fulfil minimum
requirements and are able to absorb the knowledge
provided to them by the buyer. Incentives are important for partnership development. Operational
knowledge transfers can increase the performance
and competitiveness of the whole supply chain.
Khan and Nicholson (2014: 1212) focusing on supplier development in emerging markets, point out
that due to resource asymmetry, local suppliers are
dependent on international buyers during the technological catch-up process. They differentiate three
general steps in the supply chain development. In
the first stage - due to a significant perception gap
- suppliers often distrust buyers. The second stage
is characterized by the development of relational
capital through more frequent communication
and interaction. This phase is the base for a strong
partnership in the third stage. They conclude that
managers should enhance the catch-up processes
through communication and relation building with
CSR strategies and be aware of perception gaps in
the beginning of collaboration with suppliers in
emerging markets (Khan, Nicholson, 2014: 1220).

Upgrading is an important element in both the
compliance-based and the cooperation-based paradigm of global supply chain management where due
to pressure from multi-stakeholder initiatives, CSR
activities are integrated in the vertical supply chain.
The compliance-based paradigm concentrates on
corporates’ codes of conducts and ethical guidelines to integrate social and environmental targets.
Multistakeholder pressure here partly replaces local
legislative gaps and governmental failures. In the
cooperation-based paradigm the focus lies on value
chain governance by international buyers. Longterm and trust-based relationships between buyer
and supplier are core elements (Lund-Thomsen,
Lindgreen, 2014).

3. Bayer CropScience Model Village Project3
3.1 Background
In 2002, Bayer CropScience acquired the French
corporation Aventis with a subsidiary in rural India that operated in the production of cotton seeds.
Due to this acquisition Bayer CropScience procured
cotton seeds from smallholder farmers in rural India. About one year later the company was accused
by NGOs of child labor in the fields of their supplying Indian farmers. Bayer AG, one of the early
signatories of the United Nations Global Compact,
being committed to a zero child labor strategy,
faced major challenges. After substantial stakeholder pressure and an intensive learning process the
company succeeded in remarkably mitigating child
labor (Bayer CropScience AG, 2011). Several NGOs
acknowledged the contributions of Bayer CropScience to diminish child labor (Subramanian, 2011:
7). Due to this success Bayer CropScience planned a
rural development strategy, the MVP.

3.2 Aims of the MPV
The aims of the MVP are both to contribute to the
human development of the model villages and enhance the efficiency of the supply chain. The project
includes four villages, where the company was not
sourcing during that time, two model villages and
two control villages in rural Karnataka (South India).
In an internal communication, Bayer CropScience
specified the aims of the MPV as follows: “… development of the villages in a clear win-win context by
developing economically sustainable business in a
triple bottom line perspective, by also providing and
preserving social and environmental bottom lines.”
A prerequisite for successful long-term relations in
a supply chain is the development of trust between
the business partners. Personal relationships are the
key to develop trust, especially when dealing with
farmers (Fischer, 2013: 213). Hence the outline and
the carrying out of activities should simultaneously
promote trust and personal interaction to build up
relational capital (Cousins et al., 2006: 860).
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4. Methodology and database
4.1 Methodology
Bayer CropScience decided to cooperate with independent evaluators for not only the development
of MVP activities, but also for gaining profound
insights into their effectiveness and continuous improvement. A team of economists (the authors of
this contribution) evaluate whether the set of actions Bayer CropScience implemented can drive
sustainable human development. The evaluation is
based upon the capability approach (CA) of Amartya Sen (2000, c1999; 2008; 2009) and uses a combination of quantitative and qualitative methods.

The CA as a people-centered, normative approach
focuses on multidimensional aspects of human
well-being. “The capability approach to a person’s
advantage is concerned with evaluating it in terms
of his or her actual ability to achieve various valuable functionings as a part of living.” (Sen, 2008: 271).
The capability set of a person describes the functionings a person can achieve. Functionings - ‘‘the
various things a person may value doing or being’’
(Sen, 2000, c1999: 75) - are the outcome or achievements a person attains out of his or her capability
set after decision making and taking choices. Hence
the CA also takes into account all the factors that
impact the well-being of a person as well as the factors influencing the assessment of alternatives by a
person. The decision-making process itself is triggered by preferences, social influence, the history of
a person, psychology, etc. (Robeyns, 2005: 95–102).

As such, the CA is centered on the real freedoms
that people value and have reason to value (Sen,
2000, c1999). The freedom a person has must be an
achievable and realistic opportunity and not only
theoretically or legally given (Alkire, 2005: 121).
Therefore, activities to improve human development hence should focus on the enhancement of
people’s capabilities – their freedom to advance or
achieve beings and doings people value and take
into account the constraints and opportunities of
people’s environments in their domestic, cultural,
social, economic and political aspects (Biggeri, Ferrannini, 2013: 61).

For the enhancement of substantial human freedoms economic growth, technical progress and/or
social modernization are instruments, not goals in
themselves (Drèze, Sen, 2002: 3). Alkire (2005: 119)
points out that the evaluation of poverty reduction
activities should focus on functionings and further
that not all functionings are relevant for every evaluation. This focus goes beyond an evaluation of income or expenditure poverty. Evaluation questions
comprise e.g. the identification of the well-being dimensions people value and related constraints they
are facing, selection and prioritization of functionings for particular poverty reduction initiatives and
the actual expansion of capabilities, functionings
and agency - the ability to realize goals she or he
aims at.

According to Biggeri and Ferrannini (2013: 63) different stakeholders are able to initiate activities for
improving conversion factors and agency on the individual and community level. The case of the MVP
aims at exploring whether, and if so, how this role
can be also overtaken by MNCs.

4.2 Database
A baseline household survey was conducted in the
summer of 2011. Almost 1,000 households (75% of
all households in the villages) of all castes have been
covered. The survey includes data of more than
5,800 people and allows for assessment of villagers’
status before activities are implemented. To be able
to follow development over time, every third year
the same households and individuals will be interviewed again. This panel survey will allow for identification of the consequences of activities carried out
by Bayer CropScience.

UDK 339.137.2:338.439](540) / Preliminary communication

5. Initial situation in the villages
5.1 Financial resources
The CA as the methodological framework underlying the evaluation of the MVP perceives income
and financial resources as instruments, respectively
as means to achieve capabilities and functionings.
In order to measure income poverty in the villages,
threshold for extreme poverty of INR 420 has been
used. However, as the CA challenges the neglect
of intra-household inequalities of this widespread
global measurement practice, we have also directly
asked every respondent whether she or he is personally able to spend more than INR 420 per month.

As Figure 1 shows, expenditure poverty is a major
issue in the villages. Almost every second villager
(45.2%) lives in extreme poverty and cannot spend
420 INR or more per month. The situation is better
for men than for women, thereby confirming major
intra-household income inequalities. This extreme
expenditure poverty is a major driver for high indebtedness in the villages.

Figure 1 Expenditure poverty (Share of villagers
aged 15+years who are unable to personally
spend more than INR 420 per month)

Already two thirds of the villagers are indebted:
eight out of nine of those who have debts report that
they sometimes or often face problems to finance
their debt service. Hence, the majority of villagers
would run considerable risk when taking on more
loans (Volkert et al., 2014: 25-28).
As an evaluative framework, the CA also allows for
identifying further MVP impacts on multiple nonfinancial dimensions of villagers’ well-being that
may be directly or indirectly relevant for the company. For instance, FGD carried out for the evaluation showed that some villagers may have to make
compromises related to health, like buying food versus buying medicine due to the lack of income.

5.2 Nutrition and health: the objective status
Bayer CropScience initiated health camps to assess
the objective health status of villagers. They found
about 45% of the villages’ population aged 15 or
older to be malnourished. Basic sanitation and access to safe drinking water are crucial elements for
healthy living. As basic sanitation is not available in
the villages, open defecation (99.3% of the villagers)
is widespread.

After each interview the weight and height of the
villagers were also measured to calculate the body
mass index (BMI) defined as weight in kg divided
by squared height in meters. This index allows an
assessment of malnutrition. According to the definition of the World Health Organization (1995: 17),
a person is considered to be malnourished if his/her
body mass index (BMI) is lower than 18.5. Furthermore focus group discussions (FGD) on a diverse
set of topics were carried out yearly since 2012 to
understand the priorities, subjective needs and
opinions of the people.
Source: Model Village Project Baseline Survey (2011)
Own data and figure.
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Anemia has been observed to be common and malnutrition has been identified to be a major causative
factor for illnesses. Also, villagers were found to use
medicines haphazardly, often without consultation
from a doctor. A number of diseases can result from
this habit. More than 70% of the people chew tobacco. As a result, the dental status of the people
in the MVP is very poor. Around 40% suffer from
stains, 80% from chronic generalized periodontics
(Moczadlo et al., 2014: 10–12). In FGD alcoholism
has been reported to be widespread among men.

5.3 Financial means, health and nutrition: the
subjective perception
To gain trust as a basis for a long-term corporate cooperation, it is decisive to take seriously what people perceive to be essential for their well-being and
foster their opportunities to improve such issues
when they find themselves restricted in a certain
respect. Therefore, we have investigated this in the
quantitative baseline study. We find that a relatively
high share of respondents who exceed the average
of all dimensions of well-being, say that a good income is extremely important. The same holds for
the ability to live a long and healthy life, which includes being well-nourished. However, an aboveaverage share of interviewees say they feel restricted
in their freedom to achieve a good income. This is
consistent with the objective data of high extreme
poverty headcount ratios in the villages (Volkert et
al., 2014: 11).

As indicated above, health camps have also shown
that the people are objectively deprived in their capabilities to live a long and healthy life and to be
well-nourished (Moczadlo et al., 2014). However,
contrary to these objective findings, only a small
share of those who believe in the importance of being healthy or having sufficient nourishment, feel restricted in their real freedom to achieve these goals.
Those gaps between objective facts and subjective
perceptions are well-established in the development
economics literature, i.e. by Sen (2009: 285–286)
who explains: “The internal view of the patient may
be seriously limited by his or her knowledge and
social experience. A person reared in a community
with great many diseases and little medical facilities
may be inclined to take certain symptoms as “normal” when they are clinically preventable.” These
kinds of misperceptions have been found in FGD in
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which villagers agreed that they have the freedom to
live a long and healthy life, despite widespread malaria and dengue fever as the latter are considered
to be “normal”.

5.4 Challenges of the initial situation for Bayer
CropScience
Extreme poverty and high debts restrict Bayer
CropScience’s suppliers from investing in agricultural business opportunities like buying seeds from
the company and result in low productivity of the
supply chain, which in turn reinforces the persistence of low incomes (Strotmann, Volkert, 2013:
85). Moreover, high debt services further reduce the
disposable income for investment and household
expenditures.
Dercon and Christiaensen (2011: 169) showed that
poor households in Ethiopia protect themselves
against downside risks in times of low income by
reducing the usage of items like fertilizers that may
further productivity, but might at the same time be
costly. Thus households cannot always manage the
high costs and associated financial risks of conventional agriculture technology which feeds back on
their poverty (Moczadlo, 2013b: 96).
A multidimensional CA perspective allows for the
identification of further direct and indirect challenges. For instance, extreme income poverty has
been found to be a major driver of child labor which
is at risk of reducing school participation. In severe
cases, untrained application of agricultural chemicals by child workers may also challenge the health
and life of the children (Strotmann, Volkert, 2013).
As such, child labor is of major concern for Bayer
CropScience as their CSR strategy is explicitly committed to a zero tolerance child labor policy.

Severe health problems as well as addictions which
are very common in the villages result in substantial expenditures which further restrict disposable
income for investment and other household purposes. Above all, the overall poor health status and
alcoholism of men leads to corresponding restrictions on productivity and income improvements.
Malnourishment is an underlying cause of diseases
and correlates with lower productivity, especially
in agriculture as it requires a lot of physical work.
Additionally, malnourished children experience
reduced cognitive potential and education under
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attainment which can discourage children from attending school, paving the way for child labor as a
more promising short-term alternative.
As such, increasing productivity, income and investment are essential for the competitiveness of Bayer
Crop Science’s supply chain and require a strategy
that addresses both financial and non-financial issues of development. As people in the villages perceive income as a mean for personal well-being and
are at the same time well aware of their restrictions,
corporate contributions to higher incomes can be a
good starting point to gain the villagers’ trust and
support.

However, this is a rather complex undertaking. Low
income and widespread, high indebtedness hamper
the ability of corporate suppliers to sufficiently invest and increase productivity. Microloans which
are usually considered as a solution may in fact further the issue by increasing suppliers’ indebtedness.
Moreover, an exclusive financial solution neglects
the dynamics of non-financial causes of low productivity and incomes, e.g. malnourishment and lack of
health. Furthermore, the baseline results show that
the people are unaware that they are malnourished
and the consequences this may have on their health
status. Therefore, Bayer needs to raise awareness
and inform the villagers of these issues before implementing corporate measures to gain their trust.

The following section will discuss how Bayer aims at
addressing and overcoming these challenges.

6. Bayer CropScience’s MVP strategy:
identifying and preparing business cases by
corporate sustainability strategies
We have shown that Bayer CropScience faces the
challenge of finding a competitive, comprehensive
strategy which must also include other complexities
like improving income, capital accumulation, health
and nutrition.4
One question that comes to mind is how Bayer
CropScience can improve capital accumulation,
productivity and income without increasing the
risks that suppliers will become even more indebted
and end up in bankruptcy. Offering more loans to
men who have already accumulated challenging
amounts of debt and who may have an alcohol addiction is no alternative.

In FGD, women have indicated that they would like
to save in order to improve the financial situation of
their households, and were willing to establish their
own businesses to do so. Compared to their male
counterparts, women usually had zero or low debts,
did not abuse alcohol and were more willing to reduce their tobacco consumption. However, women
face their own specific challenge, the substantial
intra-household inequality highlighted in section
5.1 which explained that women had considerably
lower disposable income than man. Therefore, it
would still be very risky to start a microloan initiative among these women. “Rotating Savings and
Credit Associations” (ROSCAs), organized by local
NGOs have turned out to be a feasible and more
promising alternative. ROSCAs enable members of
informal groups to organize and commit to saving
and borrowing amongst themselves (Raccanello,
Anand, 2009). In this case, one of the advantages is
that loans are only provided on the basis of prior
savings. As such, by saving first, group members
demonstrate their ability to accumulate capital as
a decisive precondition for the later ability to pay
back loans.

As a result of ROSCAs, women have successfully
been able to finance goat, sheep and chicken rearing
activities. The groups also receive advice and practical support from local NGOs which are financed by
Bayer. These initiatives can help increase the income
of households, as well as contribute to better nutrition and health. Bayer CropScience is also focusing
on the latter by raising awareness of health and nutritional issues via the ROSCAs. Furthermore, some
women directly devote a part of the accumulated
capital for important health care measures which
may also lead to increase in productivity.

However, as human development is a multidimensional process, Bayer CropScience, which continues
to carry out health camps, has started to support
the strategy with accompanying initiatives like water management activities. In one of the model villages a water purification plant has been constructed where people can buy purified water at low costs.
In the other model village Bayer CropScience plans
the introduction of rainwater harvesting which can
considerably strengthen the competitiveness and
sustainability of Bayer CropScience’s core business.
Rainwater harvesting can also benefit the new animal rearing activities which are financed by the new
ROSCAs. The first set of farmers have been encouraged to experiment with drip irrigation with the
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hope that it may also increase the productivity and
sustainability of agriculture and help strengthen incomes in the long run.
In 2014 a livelihood training center was established.
Farmers shall have opportunities to learn and to
train new agricultural cultivation techniques. The
planned trainings by demonstration and direct assistance might have a high absorption potential as
mentioned by Gorodnichenko et al. (2013: 29–30)
as well as by Farole and Winkler (2014: 4) Positive
spill-over effects can further be expected in the
fields of technology and human resource development as shown by Rugraff and Hansen (2011:
15–16). Moreover the LTC can enable the famers
to improve organizational learning what Martinuzzi
and Krumay (2013) evaluated as a powerful tool for
competitiveness increases.

These are only some examples of the potential to
prepare and strengthen business cases and competitiveness by multidimensional corporate supply
chain strategies which may at the same time foster
human development. In the best case, corporate
and human goals work in harmony and allow a successful win-win strategy. Nevertheless, in other settings business cases may not be strong enough or
even violate human development, which we discuss
in the following.

7. Problems and limitations of corporate
supply chain strategies
7.1 Lack of business cases and neglect of human
development
Some human development issues may have a certain relevance for business cases, however costs
may be prohibitively high or impacts not substantial
enough to profitably include initiatives into corporate supply chain strategies. An example is the issue
of primary education. Primary education may have
a positive long-term impact on the educated future
adolescents that will later become business partners
or employees of the company. However, for most of
the primary school participants this will not be the
case. Here, the high corporate costs outweigh the
future expected gains. Nevertheless, Bayer CropScience has decided to also foster primary education.
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This can be helpful for the MVP because among all
dimensions of well-being, education is considered
extremely important; at the same time a relatively
high number of people say they feel restricted in
this dimension. Therefore, improvements in primary schools are a suitable starting point to build trust
in the model villages. However, the costs of this undertaking may well surpass the benefits and result
in no business case. It is therefore rational that Bayer CropScience has started a scholarship and additional educational programs, financed by donations
from its employees in India and not by corporate
means. Such a donation strategy is consistent with
the lack of a business case, but certainly not suitable
to scale up beyond the model villages. Scaling up
needs other approaches for trust building such as
demonstration effects of successful model villages
and train the trainer approaches.

7.2 Risks of human development violations by
corporate business cases
In other cases companies may not only neglect
human development issues due to insufficient or
unknown business cases; rather, existing business
cases may be at risk of violating human development. For instance, it is estimated that every year
3 million people are poisoned by the use of pesticides, 355,000 of them die and 750,000 end up with
chronic diseases. Most of these incidences occur in
the developing world (Atreya et al., 2011: 53). As illiterate, less informed customers may not be able to
adequately apply these products, also in this core
business field, systematic training and information
on safe use and health issues of the products are essential for a win-win situation.
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However, in 2009 an attempt to internationally ban
a highly toxic pesticide failed as a result of Indian
government’s resistance which aimed at protecting
a state-owned Indian company’s production of this
pesticide (Ahrens, 2011). Hence, (re-)regulation by
governments can certainly be successful but only
with good governance by regulating governments.

8. Discussion and conclusion
Our paper has provided an overview of work in progress. Already in this early phase of the MVP some
promising potentials can be seen for MNCs to enhance the living conditions of smallholder farmers.
The proceeding of Bayer CropScience indicates the
potential and necessity of a well-managed strategy
that integrates corporate, economic as well as social
determinants of human development to gain trust
prepare and later improve business cases and competitiveness in the supply chain. For experimenting
with promising approaches, Bayer CropScience finances a local NGO based development coordinator to optimally take account of and benefit from
the interdependencies of multiple human development dimensions.

Bayer CropScience’s strategy is related to the cooperation-based paradigm of global supply chain
management with long-term and trust-based relationships as proposed by Lund-Thomsen and Lindgreen (2014). Knowledge transfer and information

sharing will be key elements. Bai and Sarkis (2011)
as well as Lund-Thomsen and Lindgreen (2014)
evaluate such a procedure as promising. With their
health related activities Bayer CropScience also
aims on trust development and tries to overcome
the distrust Khan and Nicholson (2014: 1212) mentioned to be normal in the first phase of collaboration between MNCs and local suppliers in emerging
markets. The cooperation with a local NGO in the
planning and implementation process is another element in the strategy of trust building. The Bayer
CropScience case shows that MNCs may have potentials to create win-win-situations which could be
beneficial for the whole supply chain. Prerequisites
are long-term business relations with the suppliers
and trust from both sides.

Nonetheless we can conclude that in general lack
of business cases will result in a limited scope for
win-win strategies for corporate supply chains and
competitiveness. This can also cause corporate
strategies to neglect important human development issues. Missing links between sustainability
and business value as well as difficulties to precisely
quantify business values have been reported to be
severe obstacles. (Accenture and United Nations
Global Compact, 2013: 17). Scientific evaluations
like in the Bayer CropScience MVP can help in
identifying, specifying and extending the scope of
supply chain strategies to increase competitiveness
in the long run.

However, when established business cases are conflicting with human development and sustainability
issues, it is hardly possible in a competitive environment that companies voluntarily change their strategy in a less profitable, though more sustainable
direction. Among the CEOs of 1,000 multinational
companies, 83% have acknowledged that government policy making and regulation will be necessary to overcome the lack of corporate business cases and sustainability performance (Accenture and
United Nations Global Compact, 2013: 17). This is
certainly economically plausible.
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(Endnotes)
*

The paper was presented at the 35th Symposium Osijek – Pforzheim held at the Faculty of Economics in Osijek 16-17 October 2014

1

Google Scholar delivers for the keywords “Milton Friedman+1970+social responsibility of business“ around 26,000 results.

2

Malik (2014) provides a detailed overview about the empirical findings in her review article.

3

A more elaborated description of the background and the project aims can be found in Volkert et al. (2014: 5–7).

4

The complexity is actually higher; however, within the scope of this paper we have to restrict our analysis to interdependencies of
incomes, debts, health and nutrition. For a more comprehensive analysis see Volkert et al. (2014).

UDK 339.137.2:338.439](540) / Preliminary communication

Regina Moczadlo
Harald Strotmann
Jürgen Volkert

Projekt oglednog sela tvrke Bayer CropScience:
Doprinos konkurentnosti dobavljača
poljoprivrednih proizvoda i ljudskom razvoju

Sažetak
Tvrtka Bayer CropScience provodi projekt oglednog sela (Model Village Project - MVP) u ruralnoj Indiji u
sklopu upravljanja lancem opskrbe i aktivnosti vezanih uz društvenu odgovornost tvrtke. Projekt oglednog
sela obuhvaća radnje vezane uz buduće poslovne pothvate i povećanje konkurentnost kao i filantropske
programe. Priprema aktivnosti vezanih za buduće poslovne pothvate ima za cilj stvaranje uvjeta za situaciju
u kojoj svi dobivaju. Dugoročno gledano, ovi uvjeti, poput dugoročnih poslovnih odnosa s dobavljačima
zasnovanih na povjerenju obiju strana, mogu povećati konkurentnost cijelog opskrbnog lanca i istovremeno unaprijediti ljudski razvoj. Utjecaji na ljudski razvoj procijenjeni su primjenom metode sposobnosti
(capability approach) koju je razvio Amartya Sen (2000, c1999.). Projekt oglednog sela pokazuje potencijal
koje tvrtke posjeduju u smislu pridonošenja ljudskom razvoju na strateškoj osnovi gdje svi dobivaju. Aktivnosti se moraju razlikovati ovisno o uvjetima života i financijskim uvjetima različitih skupina dobavljača.
U budućnosti projekt oglednog sela ima za cilj procijeniti mogu li i na koji način multinacionalne kompanije
spojiti povećanje konkurentosti s ljudskim razvojem, pod uvjetom da se potencijalni korporativni rizici za
ljudski razvoj mještana također uzmu u obzir.

Ključne riječi: konkurentnost, društveno odgovorno upravljanje opskrbnim lancem, korporativna
društvena odgovornost, ljudski razvoj i metoda sposobnosti, ruralna Indija
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CATCHING UP WITH THE DANES
– WHY DENMARK SUCCEEDS AS A
TOP ENTREPRENEURIAL COUNTRY
AND WHAT WE CAN LEARN FROM
THEM*
A qualitative-explorative study on the environmental frame conditions
promoting business start-ups in Denmark

Abstract
Denmark is frequently found at or near the top of the list of the most entrepreneurial countries in the
world. This paper strives to identify Denmark’s key entrepreneurship success factors as a means of fostering greater entrepreneurship in other countries. The paper is based on a theoretical framework on national
competitiveness, underpinned by research within the field of entrepreneurial studies, business development management, cultural studies as well as economic policy. Qualitative methods – analysis of interviews with five industry experts – were used to explore the theoretical framework. During the interviews,
the managers discuss environmental aspects, which impact the start-up-business in Denmark in a positive
way on a macro-economic perspective. In conclusion, comparisons are made among the findings of the
interview data and current GEM, GEDI and OECD data on the Danish frame conditions of doing entrepreneurial business.

Keywords: Entrepreneurial business, start-up, country study Denmark, venture capital business, environmental analysis
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1. Introduction
Entrepreneurs drive the wealth of an economy. Innovation and growth are the two current pillars of
any innovation-based society when it comes to economic development – and entrepreneurship is the
fundament of both (Wennekers, Thurik 1999; Carree, Thurik 2003; Audretsch 2007).
Entrepreneurs are seen as characters who take their
hearts in their hands in order to make a dream come
true. The term “entrepreneur” comes to mind when
one talks of acting on opportunities and taking
risks. The cliché of the American Dream nevertheless conjures an image: Making it to the top from
scratch; from being a dish-washer to enjoying the
full tastes of life as a billionaire (Shane 2008: 3).
But is this dream still alive and is it in reach for most
of us? Who can be an entrepreneur and who not?
And finally - does it make a difference, whether I
live in Italy or in the U.S., if I want to start a business successfully? What are the frame conditions
that positively promote building a business on your
own?
Most people see the US as the motherland of entrepreneurship. Publications such as Scott Shanes´
“The Illusion of Entrepreneurship” provide a sophisticated view on the start-up scene in the US, displaying a wide range of entrepreneur-types in daily
business. Due to that, this paper summarizes current definitions of entrepreneurship while having
a closer look on new business activities in another
country: Denmark.
According to current ratings by the OECD, the
World Bank as well as the studies of GEM and
GEDI, Denmark is of the most entrepreneurial
countries in the world. Therefore, this paper strives
to answer the central research question: Why does
Denmark succeed as a top entrepreneurial country?
In order to deepen insight into that field, this paper
builds on qualitative research to identify Denmark’s
key entrepreneurship success factors as a means of
fostering greater entrepreneurship in other countries.
The research design is based on a theoretical framework on national competitiveness, underpinned by
open and structured qualitative interviews with five
industry experts of.
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During the interviews, the managers discuss environmental aspects, which impact the start-up-business in Denmark in a positive way on a macro-economic perspective. In conclusion, comparisons are
made among the findings of the interview data and
current GEM, GEDI and OECD data on the Danish
frame conditions of doing entrepreneurial business.
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Figure 1 The Global Competitiveness Index framework and its classification, including subindex
weights and income thresholds for stages of development

2. Characteristics of Entrepreneurship
Due to the economic earthquakes that have been
hitting Europe during the financial crisis from the
years 2008 forthcoming, thousands of employees
have been laid off, and still today, most of them
have not made it back into a stable working environment. Accordingly, more and more people try to
find a way for their families and themselves in order to survive economically. In some cases, people
of this group start their own business, being forced
to realize a basic income. Therefore, entrepreneurship is discussed, now, even more than in the decades before. But how is entrepreneurship defined?
GEM defines entrepreneurship as “any attempt at
new business or new venture creation, such as selfemployment, a new business organization, or the
expansion of an existing business, by an individual,
a team of individuals, or an established business”
(Bosma et al., 2012: 9). Since this paper focuses not
only on single persons but entrepreneurship as a national phenomenon, we further use a current classification of entrepreneurship as delivered by the
World Economic Forum. Here, on a broader economic perspective, entrepreneurship is described
in close relation to the level of economic maturity
of a national economy. Figure 1.1, displays a general
classification of three different market-types: factordriven, efficiency-and innovation-driven economies.
In all of these markets, entrepreneurs are existent.
In reference to their steering motive, the World
Bank distinguishes two groups of entrepreneurs:
necessity-driven and opportunity-driven entrepreneurs. The size of these groups varies between the
listed types of economies in dependence of the level
of market maturity.
Source: World Economic Forum (2014: 9-10)

The necessity-driven type of entrepreneur is present
around the globe, with a majority in the poorer developed, agricultural – so called factor-driven economies (World Economic Forum 2014: 9).
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The 28 nations of the European Union however, are
innovation-driven economies, constantly striving
for further development and growth within the area
of service industries as well as building intellectual
capital (Amorós, Bosma, 2013: 11).

Doing so, these countries are in constant need for
people, who are willing to start new businesses on
their own, using cognitive capital to grow ideas and
markets to the next level. In contradiction to necessity-driven entrepreneurs, opportunity-driven entrepreneurs show the highest levels degree of subjective well-being, especially in innovation-driven
economies (Brixy et al., 2010: 1; Amorós, Bosma
2013: 11).
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3. Entrepreneurial Activity in Europe and
specifically in Germany
Current studies on the entrepreneurial activities
within the EU-28 show that Germany is only performing mediocre, when it comes to the total and
relative amount of new businesses - although being
the economically most powerful and best growing
marketplace in Europe (GEM 2013: 31). Especially
in venture creation, Germany seems to be very
much behind.

According to the results of the current Global Entrepreneurship Monitor Survey, in 2013, an estimated 5.0% of Germans between the age of 18 and
64 aspired for starting a new business – less than
half of the number of U.S.-Americans (12.7%) in the
same period and also far less to the rates in other
European countries such as the Baltic States (Estonia: 13.8%; Latvia: 13.3% and Lithuania: 12.4%). In
summary, Germany achieves in Early-stage Entrepreneurial Activity (TEA) – the amount of individuals in the process of starting a business and those
running new businesses less than 3 ½ years old –
rank 26 out of 28 European countries (GEM 2013:
31).

Figure 2 Phases of Entrepreneurial Activity in the
European Countries in 2013
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Given these rather poor results, compared to its
huge weight of industry and the reputation of its
innovation-driven engineering branch within Europe, the question arises, what Germany could do
to perform better. Here, a look on top-performing
countries in the area of entrepreneurial activity
might help.
Accordingly, a closer look at current GEM-, GEDIand OECD-data shows Denmark constantly outpacing other European countries in start-up rates
(Ács et. al. 2013: 4, 332; OECD 2014: 34). Therefore,
this paper strives to look for answers, why Denmark
is atop the list of the most entrepreneurial countries
– and what Germany can learn from it.

4. Methodology and Sample
Broad data-bases for the field of entrepreneurial
business are currently provided by the Global Entrepreneurship Monitor (GEM), the Global Entrepreneurship and Development Index (GEDI) by the
George Mason School of Public Policy’s Center for
Entrepreneurship and Public Policy (GEDI), the
OECD Economic Country Surveys as well as the
Information from the World Economic Forum. In
addition, smaller studies pursuit smaller research
fields within the start-up scene (e.g.: Brixy et al.,
2009; Castringius, 2004; Fonseca et al., 2007; Kaden,
2007; Kuttenkeuler, 2007; Lesáková, 2012; Schulze
Buschoff, Schmidt, 2007).

Figure 3 Interview participants in a 360 degree
perspective on the research question

Source: Amorós, J. E., Bosma, N. (2013). Global Entrepreneurship Monitor (GEM) 2013 Global Report.
Fifteen Years of Assessing Entrepreneurship around the Globe, pp. 31
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In general, the mentioned studies reflect relationships and correlations between an overall economic
development, surrounding conditions and the business-start-ups themselves. Regarding Denmark,
this research is based on specific entrepreneurial
framework conditions considering the country to be
an innovation-driven economy (Porter et al., 2002;
Wennekers et al., 2005; Gries, Naude, 2008). The
overall order for macro-economic factors impacting an industry in general can be described by the
STEP/PEST or PESTLE-framework (Fahey/Narayanan 1986). Doing so, factors that will be surveyed
in their impact on entrepreneurship fall in general
categories such as political, economic, socio-cultural, technological, legal and environmental aspects.
According to current studies on European entrepreneurship (Kaden, 2007; Schøtt, 2010; Ács et al.,
2013), the survey contemplates the following factors in order to understand and describe patterns in
the fields mentioned above, such as:

perts doing business in Denmark are located in the
greater Copenhagen area, while the Danish entrepreneur doing business in Germany is commuting
between Hamburg and Berlin and at last, the German entrepreneur is from Berlin itself.
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Figure 4 The overall conceptual framework of the Global Entrepreneurship Monitor and the focus of
the conducted expert interviews, marked with the box in dotted lines.

All of the interviewed experts, mentioned above,
have a senior level expertise (10 years and more)
in the field of entrepreneurship. Doing so, this research seeks to deepen the findings in the area of socio-cultural aspects as described in the 2013 study
provided by GEM (see Figure 3). Data from the primary sample were gathered by open-ended, semistructured telephone interviews, lasting average 45
minutes (Baker et al., 2003: 257). Venture capital
providers (VCs) as well as founders have been asked
the same questions about:

a) …their personal biographies and their current
venture profile,
• Economic Factors

b) …their general assessment of the frame conditions for starting a business in Denmark,

• Risk Capital Factors

c) …strengths, weaknesses, opportunities and
threats of the Danish marketplace for new
ventures,

• Socio-demographic Factors
• People-specific Factors
• Research/Development Factors

d) …their personal ratings of factor conditions,
impacting entrepreneurship in Denmark,

• Geographic Factors
• Legal Factors

e) …their opinion of their/ entrepreneurs´ motives
for starting a business and their measurement of
success.

In order to deepen the existing data on the subject
of entrepreneurship in Denmark, the broad methodology follows standard norms and procedures of
inductive research (Baker et al., 2003: 256; Denzin,
Lincoln, 2005). Overall, the survey builds base on
a qualitative-explorative research methodology, using expert interviews with open questions to gain
broad and in-depth insight into the chosen areas of
interest. The data were gathered in October 2014 by
primary activities. The research sample consists of
5 experts, who have been chosen to deliver a 360
angle on the subject of entrepreneurship in Denmark, compared to the German start-up scene: a
Danish public sector financial funding institution, a
Danish private sector venture capital organization,
a Danish entrepreneur doing business in Denmark,
a Danish entrepreneur doing business in Germany,
and finally, a German entrepreneur doing business
in Germany. All entrepreneurs are engaged in technology/ software-driven start-ups. All Danish ex-

348

f ) …at the end, all participants have been asked to
explain Denmark’s high ranking position in the
GEM, GEDI and OECD-surveys referring to being an excellent place to start a business.

Source: Amorós, J. E., Bosma, N. (2013). Global Entrepreneurship Monitor (GEM) 2013 Global Report.
Fifteen Years of Assessing Entrepreneurship around
the Globe, pp. 21

5. Theoretical Foundation
Doing so, the participants gave deeper insight into
the fields of basic requirements for starting a business (e. g. availability of institutions and infrastructure), efficiency enhancers (e. g. availability of educated talents and other market conditions) as well
as a SWOT-based evaluation of the overall level
of innovation and entrepreneurship (e. g. access to
financing, taxation, market scale opportunities)
within their country. Figure 3, on the following page,
displays the overall GEM conceptual framework,
including the macro-economic fields of research according to the PESTLE-model as being applied to
this survey. The conducted expert interviews focus
the topics marked with the red box.

God. XXVII, BR. 2/2014. str. 343-362

This paper strives to discuss entrepreneurship in
an international context, reaching out for identifying key determinants of national competitiveness
within the field of starting a business in Denmark.
As a theoretic fundament we use the Diamond Theory, as published in Michael Eugene Porters work
The Competitive Advantage of Nations (1990). This
model builds on the assumption, that it is a nation,
which provides, builds and shapes the environment
of an industry and its participants. In particular, the
characteristics of a home nation play a key role in
setting the frame conditions of the start-up scene
(Hollensen 2014: 101).

In this pursuit for identifying the sources of national competitiveness of entrepreneurship in Denmark, the applied PESTLE pattern, structuring the
research areas, may also be seen from the perspective of the Diamond-Model of Porter. Accordingly,
the qualitative-explorative interviews of experts as
conducted in this survey, seek to have a closer look
on the embodiment of influencing factors descending from the factor and demand conditions in Denmark such as the availability of natural resources,
human talent as well as innovation and its marketdemand from a regional, national and international
perspective. Finally, the interviews cover also the
role and impact of government, summing up chances for the entrepreneurial business in Denmark.
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Figure 5 Analysis of national competitiveness –
The Porter Diamond
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6.2 Frame conditions in general
The first interview question referred to a general
evaluation of the frame conditions for Early-stage
Entrepreneurial Activities (TEA) in Denmark. Here,
all respondents found, that starting a business in
Denmark is very easy. The participants mentioned a
low degree of bureaucracy, a relatively small amount
of starting costs, above average access to capital
funding – so in all: low entrance barriers for entrepreneurs. These answers were consistent with current data on the ease of doing business in Denmark
when it comes to registering ventures in technical
terms (The World Bank 2014: Rank 7 worldwide,
duration 5.5 days, compared to 11.1 days on average
in the OECD and 14.5 days in Germany).

From a founders´ perspective, one person explicitly mentioned the aspects of social security taking
risk of starting new venture: “[…] we have the welfare system, so people have to pay a lot of taxes and
then you get money from the state if you don’t have a
job. So the worst that can happen is you get support
from the state and then you can find something else
to do” (c: Expert Danish E-Business in Denmark).
From the perspective of venture capital providers,
one person in the sample mentioned that taxation
is a big issue, hindering further capital flow into
the market, which is not covered by recent studies: “If you take the framework conditions regarding
taxation, because a lot of international surveys and
benchmarks don’t take this into consideration, then
Denmark is not a very good country comparatively.
The taxes in Denmark are very high. If you sell a
company in Denmark, then the profits that you make
are considerably less than in Germany for example.
But if you take the basic framework conditions, then
Denmark really is a very good company.” (b: Expert
Private Venture Capital).

Source: Hollensen, S. (2014). Global Marketing, 6th
ed, Pearson, Harlow, pp. 101

6. Results
6.1 Background
The interviewed experts represent: (a) a Danish
state funding institution, which is still directly or
indirectly involved in about 80 percent of the Danish venture capital investments, (b) a Danish private
sector venture capital organization which caters
to around 200 members, representing the whole
investment chain from business angels through
venture capital and private equity to institutional
investors and associate members. (c) a Danish entrepreneur doing business in Denmark since she
was 16 years old, now providing E-payment services
to small and medium businesses; (d) a Danish entrepreneur doing business in Germany, providing
E-solutions for consumer group accumulation and
targeting for internet business activities, and (e) finally, a German entrepreneur, starting business in
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were very risk-averse in my opinion. […] What I see
is that many of these Danish concepts have very little
sensitivity of what is going on in the rest of Europe. So
they may for instance have pretty good traction with
a couple of brand names in Denmark but not understand that there is any […] of competition as soon as
you cross the border to Germany for instance, which
makes it very difficult for them to really create a
valuable company. […] So, it’s a small country and
we tend to think small and act small and we have
something that we call the ‘BMW-syndrome’, which
means that once you’ve had a measure of success, so
that you have your BMW, and you have your summer house and you have your boat, that you think
to yourself ‘Okay, now I’m content and I don’t need
anything more, so now I can stop” (d: Expert Danish
E-Business in Germany).

Proposition 1: Low administrative barriers and
efficient bureaucratic processing support venture
creation.

6.3 SWOT on Entrepreneurship in Denmark
The purpose of the second question we asked, was
to start an environmental scanning of potential influencing factors on entrepreneurship in an undemanding but yet straightforward way. Therefore,
participants were asked to do a SWOT analysis
(Wheelen et al., 2014) in order to help identify particular strengths and opportunities of the Danish
marketplace for new venture makers. In addition,
we wanted to uncover areas of potential improvement in the frame conditions of start-up business
in Denmark.

Germany for E-based information services for consumers of electricity supply.

6.3.1 Strengths
The survey participants in an overview:
a) Danish State Funding Institution, Head of Research
b) Danish Private Venture Capital Organisation,
Chief Executive Officer
c) Danish E-Business in Denmark, Founder
d) Danish E-Business in Germany, Founder
e) German E-Business in Germany, Founder
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The majority of interviewed people mentioned the
limitations to grow a business in Denmark due to
the small number of population (5.5 million citizens) and – accordingly the small size of potential
markets. One Danish entrepreneur mentioned, that
most Danish businesses – against the current high
rankings – do not grow because of a limited attitude
in the Danish population: “[…] when I started to look
for financing for my new concept […] there was not
very much willingness, there was not very much vision. I talked to a lot of different VCs. I talked also to
these innovation centers that we have, […] and they

The interviewees clearly mention the stability of the
Danish economy and the ease of starting a business
as a major asset of the Danish marketplace for new
venture creation: “I think one of the strengths is that
it’s quite easy to start a company in Denmark. If you
take the equity that you need to start a company, it’s
quite small. Another thing that is very positive is the
Danish economy- it is not fast growing but coming
from the recession, we are probably growing into a
regime with small growths” (b: Expert Private Venture Capital).
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Besides, the existence and performance of the social
state welfare system seems to take away economic
and therefore personal risk from the founders. In
addition, the linkage of a stable government, providing state support in funding, little administration, combined with a sound intellectual and practically oriented higher education system seems to
support entrepreneurial activity: “Not only does the
Danish welfare system help us out a lot, but there
are institutions which are basically made for entrepreneurs. For example ‘Copenhagen School of Entrepreneurship’, ‘Vaekstfonden’, ‘DTU innovation lab’,
‘App garage’. These are a few I know, most of them in
Copenhagen because that is where I am now. So the
main strength is the support you get and the welfare
system” (c: Expert Danish E-Business in Denmark).

Proposition 2: State funding and state support in
gaining access to venture capital supports venture
creation.
Proposition 3: A significant existence of higher
education in the field of entrepreneurship supports
venture creation.
Proposition 4: Social security, provided for the unemployed, has a positive impact on the amount of
new venture creation.

One interviewee claimed the high cost of living being a weakness: “[…] the problem is that the cost of
living is extremely high, so you have the exact opposite situation to Berlin, where the cost of living is
relatively low. So if you do [while being in Berlin]
a bit of consulting on the side, you can sit in a café
and develop your own concept for three days a week,
working as a consultant for two days a week and
make things work. (d: Expert Danish E-Business in”
Germany).

Proposition 5: Existence of potential markets of
sufficient size supports venture creation.
Proposition 6: Internationality and international
languages in the home country as mother tongues
support venture creation.
Proposition 7: Low cost of living support venture
creation.

6.3.2 Weaknesses
Denmark is a small country. With the size of 5.5 million people living in the Nordic state, Denmark has
a fraction of other European nation populations.
In geographic terms, Denmark is much smaller
than most European countries, especially its direct
neighbor states. Due to this, it was not surprising to
hear, that all participants of the survey mentioned
the size of Denmark, and therefore also the comparatively small size of its local market, as being a
weakness of the Danish marketplace for new venture creation: “The weakness would be that because
of the economy it is hard for a business to grow” (b:
Expert Private Venture Capital).

Moreover, two experts linked the limited size of
their home country to a limitation in entrepreneurial thinking, also caused by not speaking an internationally well-known language: “Thinking small
and acting small. Especially not really understanding how your compelling value proposition stands up
against international competition. (d: Expert Danish E-Business in Germany).
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“We are a very small country. We don’t have English,
German or French as a mother- tongue. I think that
if you know some of the ‘bigger’ languages, languages
which a lot more people speak, it is then a lot easier
to get your product out there. But seeing as we are
a small country we can only do a test-market here.
You have to scale in order to be successful these days,
so I think people with English as their first language
have a big advantage. And of course in Germany you
have a big market to start with.” (c: Expert Danish
E-Business in Denmark).

6.3.3 Opportunities
Due to the small size of Denmark and its direct
location next to other, bigger markets, the Danish
marketplace for new business creation might gain
from an economic take-off in Germany and other
countries: “[…]if you really have something great,
there are plenty of VCs looking for you. All my VC
friends are asking me to send them something cool.
Which also means that a lot of VC funds are [… investing …] and now they have a problem. Because
they have a mandate to invest most of their funds
in Denmark. So if you’re really good, there is plenty
of opportunity there but my VC friends say that really cool opportunities are few and far between” (d:
Expert Danish E-Business in Germany).
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ing to an open and international society, influenced
by sea- and tradesmen. Due to that, the Danish
culture is comparatively pragmatic and informal: “I
don’t think we have that many formal structures in
Denmark- of course we have bureaucracy. But when I
look at Germany, there are a lot of formalities which
might prevent young people from entering the barriers to the bigger corporations. I’m not sure about this
but in Denmark I can approach a CEO of a big bank,
and it will still be daring, but it will still be okay. This
is just my hypothesis. The culture is just a lot more
open” (c: Expert Danish E-Business in Denmark).
Especially around the big economic and intellectual
hub of Copenhagen, cultural change plays obviously
a great role, driven by education: “We see a lot of
focus on entrepreneurship education, both in schools
and especially universities. There are entrepreneurship hubs coming up. Also it’s becoming really cool to
be an entrepreneur. There is a lot of hype about it at
the moment. Society is coming together in Copenhagen. So there are a lot of very good things happening”
(a: Expert Danish State Fund).

ness: “At the moment it’s only happening in Copenhagen and not really in the rest of the country, it’s like
your Berlin. And I’m afraid that in the long run the
lack of capital might become a problem. We do see
very good trends at the moment- our venture capital market is becoming much more mature, there is
much more capital and larger funds for investment.
There are also more experienced fund managers and
we are seeing that returns are getting much better
than they were at the beginning of this venture.

Proposition 8: Geographic closeness to bigger, culturally close markets supports venture creation.

Proposition 11: Constant flow of funding according
to the business life cycle of new ventures supports
growing businesses in the mid- and long-term.

Proposition 9: Lower hierarchical distance supports venture creation.
Proposition 10: Urbanization supports venture
creation.

So as I said, a lot of positive trends. Now it is important to work on it so that the trends continue. So
that the VCs can continue to reap capital from their
investors in order to be able to fund the next generation of entrepreneurs” (a: Expert Danish State Fund).
Finally, especially investors criticize low margins in
venture capital funding due to governmental policy:
“The threat is that if we don’t change the frameworks
regarding taxation in Denmark, then we won’t have
the growth that we need in Denmark” (b: Expert Private Venture Capital).

Proposition 12: Lower taxation for start-up businesses help to grow businesses and find venture
capital funding in the short-, mid- and long-term.

6.4 Macro-economic factor analysis

6.3.4 Threats
With the focus on factors which might restrain new
venture creation, the interviewed mentioned economic aspects at first hand. Major areas of threats
are seen in the fields of competition, financing and
growing new businesses as well as taxation. “[…]
I guess there are a lot of threats from start- ups in
other countries. For example Danish VCs think that
1 million Euros is a lot, but from what I’ve heard
from places like San Francisco, the UK and Germany
the markets are much bigger so people are used to
making much bigger investments. So these start- ups
from other countries are getting much better funding opportunities” (c: Expert Danish E-Business in
Denmark).

Following recent GEM-/GEDI- and OECD studies,
we sought a qualitative appraisal of the current environment for start-ups in Denmark. Having an eye
on the overall objective of the paper – to find what
others can learn from the Danish marketplace – we
have chosen Porters´ Diamond-Theory as our conceptual framework to structure the answers of the
interviewed experts, while the questions themselves
have been split into fields of subjects in relation to
the current literature as mentioned in section 2. Related to these fields of macro-conditions, we have
found the following:

6.4.1 Firm Conditions
Moreover, as many other Western societies Denmark is undergoing a cultural change. In a historic
perspective, Denmark was traditionally involved in
businesses abroad in other parts of the world, lead-
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Although Denmark hosts an over proportional
high number of start-ups, their concentration and
thereby limitation to urban areas is seen critically in
regards to an increase of nationwide competitive-

All business starts with a product or a service.
Conversely, any product or service is the result of
doing business based on some kind of vision, idea
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and management pattern being built on internal
resources. Therefore, we wanted to find out, which
were the internal determinants of starting a business within the Danish marketplace in the areas of
motivation, skills and knowledge on the side of the
entrepreneurs themselves and how a correlation between these firm conditions and the success of new
venture creation might be described in a general,
qualitative way (very negative/negative/neutral/
positive/very positive).

Our interviewees described the development of expertise in entrepreneurship as a sequential process
with trial and error, depending on the education
that the entrepreneurs had for starting a business:
“I would agree with that. I think there are some
entrepreneurs that are very deliberate in systematically searching for opportunities. The majority
though I don’t think is very systematic about their
search for new ideas. If your background is that you
are from a trade school, then you would probably be
very systematic about your research. If however you
are an engineer, then it is more specific driven. So
both things are possible” (b: Expert Private Venture
Capital). From a broader research perspective the
representative of a Danish State funding institution
explained that identifying business opportunities
has involved several learning steps over time, rather
than a one-time thing: “Yes, I definitely believe that
and a lot of our analogies show that too. I think a lot
of entrepreneurs have a lot of start- ups behind them
and a lot of failure behind them. What our analogy
actually shows is that it is not until your fourth startup that you are actually able to create great value”
(a: Expert Danish State Fund).

In most cases, the founders´ expertise builds on industry knowledge, which they gained from former
businesses they worked in, helping to start an own
venture: “[…] I think that you can cultivate your luck.
A friend of mine said, ‘You know, I look at the most
successful start- ups CEOs and I notice very often
they have been product- people before that. So I was
chief- product officer at […] and of course that had
a lot to do with it. I sat in the intersection between
customers, the business, the developers, the technology and what it could do, how to make money with
it and with that did first- hand market research…
while I was still getting paid by my old employer. I
did my product conceptualization and to a certain
extent, my product validation while still at my old
job. And then- I pulled the trigger and went solo” (d:
Expert Danish E-Business in Germany).
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Coming down to the very personal level, all interview partners claim intrinsic motivation to be the
main driving force for starting a business in Denmark. This supports, that Denmark is seen as an
innovation-driven country, where most people start
businesses not because necessity reasons, but innovation and personal will: “The entrepreneurs I’ve met
have some problem that they have a burning desire
to solve. So this girl I was talking to was, first created
an e- commerce platform and sold that. She realized
how difficult that was and wanted to create a company which allows you to set up an e- commerce shop
very easily, solving the first problem that she had. So
now she is looking to set up a platform to alternate
all the […] financial stuff that is very complicated
when you have a small business. So she in a sense
keeps going backwards, solving her own problems
that she had with her own e- commerce shop. And
that, I think gives you a pretty good picture of what
drives most of the Danish entrepreneurs that I have
met. They have identified some problem and now
they are burning to solve it. I think for them it is the
thought that they are independent, they want their
own business and they want to succeed” (d: Expert
Danish E-Business in Germany).

Summing it up, all interviewed experts named being independent and subjective well-being as key
motives for being an entrepreneur. In addition,
the change in the values of society as well as an increasing education in the field of entrepreneurship
seems to further promote new venture creation: “I
wouldn’t say that the Danes are more entrepreneurial in general though but they are getting better at it.
It’s becoming cool to be an entrepreneur now. Was
young, I’m 35 now, we never even heard of entrepreneurship but the new generation is learning about
this and the real opportunities which present themselves when looking at the alternatives of going after
a normal job. Also there are a lot more successful entrepreneurs these days. So we are getting more and
more role models, which is very important in getting
more and better entrepreneurs” (a: Expert Danish
State Fund).

Overall suggested impact of Firm Conditions on
entrepreneurship in Denmark:
Positive

God. XXVII, BR. 2/2014. str. 343-362

UDK 65.012:339.727.22](489) / Preliminary communication

6.4.2 Factor Conditions
Traditional models of international trade consider
the factor conditions of countries as being given.
On the contrary, Porters´ Diamond Theory suggests, that a nation itself can further create factors
such as intellectual skills through education, technology through innovation as well as the overall
mindset towards business as being supported by
government in specific through establishing political structures as well as by society with its culture
and corresponding values (Porter, 1992).

Denmark is a small country and therefore, one
might suggest, that the factor conditions for new
venture creation are limited, contrasted to bigger
countries such as Germany, France or Spain. Due
to that, we asked our experts to share their view on
aspects such as the availability of talents, the infrastructure for intellectual education and skill training, the impact of demography and urbanization as
well as more soft topics such as their appraisal of the
Danish culture as a fundament for setting an entrepreneurial mindset.

Referring to the availability of talents, education
plays a central role: “When I started at Copenhagen
Business School, where I’m studying now, in 2009, we
learnt a lot about entrepreneurship, even though it
was still growing back then. Now everyone is talking about entrepreneurship and it is considered very
cool to be an entrepreneur. So I wouldn’t say we were
raised with it but we learn about it through different
channels, through media, through education and so
on. So we are taught from the very beginning that it
is okay to fail and okay to try something out and it’s a
very positive thing to put on your CV when you apply
for a job” (c: Expert Danish E-Business in Denmark).

Apart from the importance of education to become
an entrepreneur, it seems interesting to discover
how Denmark manages to bring up as many talented people to entrepreneurship as possible. Key aspects mentioned in this respect, are the permeability of educational domains due to financial funding
to talented people regardless of background as well
as a special focus on gender equality: “I think one
things that is really positive, is the fact that higher
education is not only free but you get paid to take
higher education with money that you have to pay
back again. This means that there is a tremendous
equality. If I look at the people that were successful
in university that I studied with, there was almost no

correlation of where they came from or where their
parents had studied, these things had no influence
on how well they did at university. And this is a tremendous benefit of the Danish educational system.
[…]We also have a culture and a society which is
extremely oriented towards gender- equality which
means that it is much easier for women to have real
career and have children at the same time. This also
means that we have a lot more women in the workplace and on the market, so to speak- this is a very
positive thing. […] So you are activating a tremendous intellectual effort by creating a society which
facilitates that women can really play an active role
in the marketplace” (d: Expert Danish E-Business in
Germany).

It seems that a change in society and the Danish culture itself provide a mindset which supports entrepreneurial activity by pragmatic thinking and fearless openness to try and explore numerous ways to
set up a business: “I think the values have changed a
lot over time. Maybe about 25 years ago it was not a
very nice thing to be an entrepreneur, they were poor
and lived in their basements and basically people
who couldn’t get a job. Now I think that the Danes
are becoming more and more open and positive in
regard to entrepreneurship. There has been a shift
recently and I think the shift will still have some momentum in the coming years. People are also thinking positively towards becoming entrepreneurs themselves” (c: Expert Danish E-Business in Denmark).

Trends that support this new openness to new venture creation are seen by the high degree of urbanization in Southern Denmark within the Copenhagen area. While having green-tech and agricultural
businesses at the shores and in the northern part of
the country, Copenhagen develops itself towards
a hub for bringing up ideas and exchanging intellectual capital in order to bring it down to business
ideas. Geographic distances, so it seems are counterbalanced by urban hotspots in combination with
a global communication infrastructure via the Internet: “I think [being an entrepreneur] it’s getting
a lot easier to think globally because of the internet
and barriers are just not that important anymore.
So it’s easy for me to collaborate with a guy from the
Ukraine. But then again most of the entrepreneurs
are clustered in Copenhagen, than in smaller cities.
Simply because there is a lot more help here, more
institutions. I think the degree of urbanization has
a positive impact on entrepreneurship” (c: Expert
Danish E-Business in Denmark).
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In general, the effects of geography and demography seem to be quite neutral. Nonetheless “[…] the
thing is that it is actually better for you to start your
business where you live, because you have a network
there to build your business around. But what we
can see is that all the innovations, the capital and
the investors are all based in Copenhagen. All the
companies that get venture capital are located in
Copenhagen” (a: Expert Danish State Fund).

Overall suggested impact of Factor Conditions on
entrepreneurship in Denmark:
Positive

6.4.3 Demand Conditions
The third perspective on the national competitiveness of new venture creation focuses on demand
conditions as being a composition of the overall economic situation, the size and development stage of
the Danish marketplace, consumer behavior, pressures through technology standards and at last the
geographic spread of demand.
In interviews, all experts mentioned that the small
size of the local market is a barrier for growth. Nonetheless, according to GEM-/GEDI- and OECD-surveys, Denmark is over proportionally performing in
the relative number of new venture creation. Looking at the size of the affiliated markets, this result
surprises, because - as Shane writes: “[…] the magnitude of customer demand has a positive effect on
new firm performance, leading new firms to perform
better in larger markets. […] The cost gap between
new and established firm efforts to meet demand is
smaller in larger markets than in smaller ones, making larger markets more favorable to new companies than smaller markets. Most venture capitalists
understand this logic, which is why they often focus
their attention on backing those start-ups pursuing
the largest markets” (Shane 2007: 8).

Therefore we wanted to learn why we find such a
high number of start-ups in Denmark, despite its
comparatively small market. The consensus among
our interviewees was that the surrounding conditions as set by the governmental support with a)
financial aid (State funds) - and therewith attracted
private VCs (because of asymmetric profit sharing) – b) the subsidizing of broad and qualitatively
sound entrepreneurial higher education and c) the

356

existence of an effectively working social welfare
net, simply provides excellent starting conditions.
Nonetheless all interviewed experts mentioned,
that the challenges come to the start-ups, when
they want to grow their business. Their views are
represented by this quote: “Extremely limited markets, and yet we only tend to think in terms of our
market. So we say ‘Let’s make it work here, if we can
make it work here, then we can extrapolate. And
that is not the case very often. So even though you
don’t have a lot of competition, you have a USP, you
have a compelling value proposition in Denmark,
but as soon as you go into Germany you get crushed
by the competition, because of their sheer scale, their
sophistication, their ability to plow the cash- flow
back into a business model. So that’s the problem
with thinking that just because a project takes off
in Denmark, just think what we could do in Germany. But it’s not the same, the dynamics are not
the same, the competitive intensity is not the same.
And what is often a compelling value proposition in
Denmark is not always one in Germany. […] It’s also
such a small country that you need to think of the
localization of your project immediately. We never
think ‘Let’s do it in Danish and then it will just work’.
There are five and a half million Danish speakers in
the world which means that we think of the internationalization from the very first moment, which is
a strong contrast to then actually not thinking very
internationally. So we think of internationalization
but we don’t think internationally” (d: Expert Danish E-Business in Germany).

Especially the current economic situation challenges the Danish marketplace for new venture creation
– obviously due to differences in demand, caused
by the distribution of income of Danish households:
“The thing about the Danish society is, if you think
about the German society, the bell- curve of incomes
for instance, is much broader than it is in Denmark. So what I have observed here in Denmark is
that you have a lot of very wealthy people- I live in
Hamburg so it is fairly obvious here- but they also
have a lot of poor people. The Danish bell- curve is
much narrower which means that Denmark is pretty
much all middle- class, with a few rich people and
very few poor people. So this has a certain impact
on consumer behavior because for instance the crisis has hit much harder in Denmark than it has in
Germany. […]. So in the last six years we’ve definitely
seen a big difference in consumer behavior, where the
Danes have been very reluctant to increase consum-
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er spending- the same cannot be said for Germany”
(d: Expert Danish E-Business in Germany).

Overall suggested impact of Demand Conditions
on entrepreneurship in Denmark:
Negative

6.4.4 Supporting Industries
As we may see from other research, business incubators have a prominent role in supporting startups (Lesáková, 2012). Beyond that, the existence of
research and development-clusters, partnering industries and networks as well as especially access to
capital funding provide a sound basis for new venture creation. Considering intellectual and financial
support as the key assets for starting a business we
asked the experts, in which way research and development Factors such as the availability of new technology-, product- or process- standards bring impulses for innovation into the start-up-markets and
in which way risk capital factors - meaning access to
capital, state and private funding impact business.

for half a million euros for my platform and to them
that is a massive amount of money. Then you go to
Germany, where the whole market is 16 times bigger
and for them 500 thousand is just play- money, as
if to say ‘Yeah, take this and see if it works and if it
doesn’t then we’ll part as friends and if it does work
then cool, we’ll find some follow- on financing. So the’
absolute size of the whole market also has an impact.
And to say that it is cheaper to found a start- up in
Denmark is wrong, in fact it is probably more expensive. Unless of course your developer is sitting in
Portugal or somewhere in Eastern Europe or, I don’t
know. That is I think in absolute terms it is a problem
that the size of the country is so small. But of course,
if you have something cool, then the money is there.
As I said all the VCs in Denmark are desperate to
invest, the just can’t find something that is worth it”
(d: Expert Danish E-Business in Germany).

Overall suggested impact of Demand Conditions
on entrepreneurship in Denmark:
Neutral

6.4.5 Government
Concerning technology and innovation, most respondents confirmed that in this respect “[…]
the infrastructure is obviously perfect. There is a
pharma-cluster around Copenhagen and southern
Sweden […].We should also talk about [Medicon]
valley. Other that we are a small country, you have
4G everywhere you go- everything just works” (d: Expert Danish E-Business in Germany). Nonetheless,
in comparison to other nations, continuity in the
development of markets seems to be an issue: “So
do we really produce consistently? I mean then you
have an […] that sells to Microsoft for like 1.6 billion
euros. So that is ERP, some engineers from a university […] sitting down and saying ‘Enterprise Resource
Planning- we can do that better. But do we consist-’
ently do that? I have a hard time seeing it” (d: Expert
Danish E-Business in Germany).

In reference to access for capital, private businesses
are around, although it might be more difficult to
get a higher amount of budget needed to grow a
business than in other nations: “I’m not an expert
but I do have experience and my experience is that
it is not a very entrepreneurially- friendly country,
when it comes to finding financing. This could have to
do with the fact that it is very small, so the amounts
very quickly start seeming prohibitive. I’m just asking

Finally, Government, so it seems, plays an integral
part in bringing up innovation by easy administration, supporting education and also from a financial perspective, which is proven by all founders: “I
think Denmark is a very innovative country and we
get a lot of support. There are a lot of government
funds that support med- tech and bio- tech companies and things like that. I have two friends who are
doing med- tech and they receive a lot of support” (c:
Expert Danish E-Business in Denmark). In this context, the Denmark pursuits a long-term perspective,
as one representative of the Danish State fund explains: “So we mostly fund private funds in the VCs
market but we also do direct investment. With this
we try to capture smaller companies that fly under
the radar of the private funds. Our main purpose is
to try and support and finance and build a sustainable VC market by investing in private funds. So we
are kind of funding the experience building which is
necessary in the VC market. It’s a long- term game,
where it takes at least 15- 20 years before you can see
returns actually matching the risk of investment. […]
So in the VC market we have a lot of investments,
a lot of capital available and a lot of investments.
What we still need to see is a decent return materialize. (a: Expert Danish State Fund).”
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Apart from financial aspects also the ease of doing
business is secured by governmental action: “What
I have learned, to my great pleasure, is that Danish
legislation is pretty much a translation of the German one. It is unbelievably aligned with it. The one
monstrous difference is that we are light-years ahead
on Germany on e-government. So I just sat yesterday
morning at the notary, while they read out a shareholders’ agreement to me. In Denmark, you just register with a specific electronic ID and you do all of it
electronically. I mean you can found a company electronically. The notary system in Germany is really
backwards, sometimes I call it the Roman Empire”
(d: Expert Danish E-Business in Germany).

Overall suggested impact of Demand Conditions
on entrepreneurship in Denmark:
Very positive

Overall suggested impact of Demand Conditions
on entrepreneurship in Denmark:
Positive

7. Conclusion and Outlook
Our inductive research project exhibits on a qualitative, but small basis, that low administrative barrier, efficient bureaucratic processing, state funding and state support in gaining access to venture
capital support venture creation. Furthermore, the
interviewed experts stated that the existence of
higher education as well as social security for the
unemployed also may positively impact new business start-ups. The central location of Denmark in
Europe, its increasing urbanization and open and
liberal working culture may also open new market
opportunities. Overall, the firm and factor conditions well as the governmental support are seen as
positive determinants of Danish success in venture
creation.

6.4.6 Chance
We wanted to get a glimpse of the future development of the Danish marketplace for new venture
creation. Denmark retains its dominant position
in being one of the most entrepreneurial countries
(GEM 2013; OECD 2014). Which chances wait for
Denmark to come?
The answers showed three major areas: Further
growth into the EU-market, an increase in knowledge-based-capital and E-business options during
the upcoming of the ´internet of things´ (IoT) and
´big data´. In the end, a major chance is seen by the
professionalization of new venture management
while having an eye on bigger markets and an
adequate market-design right from the beginning:
“What I tell my friends is to try to get yourself into
product positions if you have ambitions to set up
your own company with your own ideas. But if you
want to work in a start- up you don’t necessarily
need to have an idea. A thousand start- ups die every day because they are lacking the right commercial
people, who know how to put together compelling
value propositions, who know how to pick the right
target segments, who know how to formulate that
value proposition towards those segments, who know
how to hire the right people, who know how to attract financing and all this stuff. So you don’t necessarily need new ideas, you just need somebody with
an idea who is lacking exactly what you could bring”
(d: Expert Danish E-Business in Germany).
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The findings of this exploratory qualitative study fall
into categories also found in the GEDI framework
(GEDI 2012: 21, see appendix figure 6): opportunity
perception, risk acceptance, cultural support, opportunity start-up and risk capital. Moreover, we
found some evidence for the presence of several
other categories (start-up skills, gender, tech sector,
human capital, competition, internationalization)
but not in sufficient form to construct meaning. The
exploratory nature of this study and the small sample prevent us from making broad claims. However,
its value is in documenting entrepreneurship-related phenomena and relationships. We believe the
“360” sampling strategy was especially valuable in
allowing us to construct a rich portrait of Danish
entrepreneurship.
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Kvalitativno-istraživačka studija okruženja i uvjeta koji potiču
poduzetništvo u Danskoj
Sažetak
Danska se često nalazi na samom vrhu ili pri vrhu liste zemalja s najboljom poduzetničkom klimom. U
ovom radu će se pokušati identificirati ključni čimbenici poduzetničkoga uspjeha u Danskoj kako bi se
potaknulo poduzetništvo u drugim zemljama. Rad se temelji na teorijskom okviru nacionalne konkurentnosti, a oslanja se i na istraživanja na području poduzetničkih studija, upravljanja razvojem poduzeća,
kulturoloških čimbenika i ekonomske politike. Kako bismo istražili teorijski okvir, koristili smo kvalitativne
metode, odnosno, analizu intervjua s pet stručnjaka u specifičnom području. Tijekom intervjua menadžeri
su se osvrnuli na čimbenike okruženja koji pozitivno utječu na pokretanje start-up poduzeća u Danskoj iz
makroekonomske perspektive. U zaključku se uspoređuju podatci dobiveni putem intervjua s najnovijim
podatcima GEM-a, GEDI-a i OECD-a o poduzetničkom okviru i klimi u Danskoj.
Ključne riječi: poduzetnički pothvat, start-up, studija države - Danska, investiranje rizičnoga kapitala,
analiza okruženja

DEVELOPING THE FUNCTION
OF HUMAN RESOURCE
MANAGEMENT WITH A VIEW TO
BUILDING COMPETITIVE
ADVANTAGE OF ENTERPRISES IN
BOSNIA AND HERZEGOVINA*
Abstract
Contemporary business environment generates hyper changes and hyper competition, which is why enterprises are challenged to search for new sources to preserve and build competitive advantage in the
global marketplace. In the theory and practice of management, the general view is that people and their
knowledge are becoming a fundamental value in modern enterprises, and that successful human resource
management is an important determinant of competitiveness. However, the importance of having specific
knowledge and skills in the enterprises in Bosnia and Herzegovina (BiH) is still not recognized and human
resources of these enterprises are not treated in accordance with their importance. Therefore, the objective of this paper is to point to the state and prospects of human resource development in the enterprises
in BiH in the context of improving their competitiveness. This paper includes the results of one part of the
empirical research covering 120 enterprises from BiH. The research was conducted in order to identify and
analyze the situation in the field of key phases of human resource management in these enterprises (job
analysis, human resource planning, management and selection of human resources, training and human resource development, evaluation of work performance, selection and implementation of the reward system,
and management of human resource fluctuation). Based on the results, it can be concluded that the human
resource management in these enterprises is underdeveloped when viewed as a special managerial function
or business function, but also when treated as a separate modern business orientation in which people and
their knowledge are the key value in the enterprise. The study results also show inadequate organizational
treatment of human resource management in the enterprises in BiH, considering that managers’ awareness
about the importance of establishing a department of human resources in these enterprises is still not sufficiently developed.

Keywords: human resources, competitive advantage, enterprises in BiH
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1. Introduction

2. Various approaches to competitiveness

The first half of the 20th century is connected to the
beginning of development of a commonly named
structural approach to the enterprise strategy, focused toward elucidating the relationship between
environment, behaviour, and enterprise performance. According to this approach, which was redefined and improved in the 1980s by Porter, features
of the industry determine the degree of enterprise
competitiveness. However, since the 1990s, in the
management related literature and in business practice, intensive affirmation has been evident of the
resource approach to enterprise strategy, according
to which modern enterprises that work under conditions of great uncertainty and variability should
build their competitive advantage on internal resources, which are hard to copy or imitate.

The end of the 20th and the beginning of the 21st
century was characterized by the idea that people
and their knowledge are a valuable organizational
resource and that competitiveness in a hypercompetitive global market should be built on that basis.
In spite of the fact that the view of the importance
of human resources was generally accepted, human
resources management in the former Yugoslavia
was underdeveloped and limited to the basic function of personnel administration. Furthermore,
while management schools existed, they performed
the functions of supporting the status quo rather
than developing professional managers and professional management skills (Purg, 1992). Human resources in BiH enterprises, with regard to building
and maintaining competitive advantages are still
not getting satisfactory attention, as evidenced by
the results of the empirical research which will be
presented in this paper.

The study attempts to establish the links between
human resource management and competitive advantage. The principal research method employed
included sample and measurements tools and data
analysis concerning human resource management
and competitive advantage. Finally, in the discussion based on the empirical analysis, relevant conclusions are drawn.
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2.1 Structural approach to strategy of enterprise
and competitiveness
Structural approach to the strategy of the enterprise
is based on a commonly named Structure – Conduct - Performance (S-C-P) paradigm. Structure is
named after the structure of the industry measured
by factors such as the number of competitors in
the industry, heterogeneity of costs of the entrance
to and exit from the industry. Conduct relates to
specific enterprise activities within the industry,
including changes in pricing policy, product differentiation, secret agreements, as well as exploitation of the market position. Performance has two
meanings: the first relates to the performance of an
individual enterprise and the second one to the performance of the economy as a whole (Barney, 2002).
Therefore, according to the structural approach, the
features of the industry within which an enterprise
operates define the range of its possibilities and limitations, and determine its competitive advantage.

Although the S-C-P paradigm has been a revelation in understanding the market and competitive
behaviour of enterprises in the industry, numerous objections have been raised regarding this approach. The first one relates to dealing exclusively
with public politic issues, instead of the issues of
enterprises such as finding ways to minimize, not
maximize above average profits. The second disadvantage of this approach relates to the use of a limited list of structural variables in order to explain the
profitability of certain industries, which limits wider
possibilities of an enterprise’s activities with the aim
of improving its competitiveness within the industry (named as Conduct within the S-C-P paradigm).

M. E. Porter, considered as the most important
structuralist, has tried to eliminate all the mentioned weaknesses of the S-C-P model. In his article
named “Note on the Structural Analysis of Industries” Porter puts an emphasis on enterprise and
maximization of its profit and an increase in enterprise competitiveness, unlike previous structuralists who focused on the matters of public politics. In
1980, Porter published the book “Competitive strategy: Techniques for Analyzing Industries and Competitors”, which largely contributed to understanding the analysis of the industry. Until the 1990s, it
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was a dominant model in the field of business strategy. Porter used the concepts of industrial organization (market power, profitability, entry and exit
barriers, etc.) in order to shape its general model of
five competitive forces for explaining effectiveness
and performance of enterprises (threats of potential
new competitors; threats of existing competitors;
threats of substitute products; negotiating skills of
supplier; negotiating skills of the buyer).
The intensity of the five identified forces and their
mutual relationships, according to Porter, defines
the differences between industries in determining
long-term sustainable profits. In addition, accepting
the nature of these forces, according to this author,
enables the formulation of an adequate strategy for
each enterprise. Examining the forces of enterprise,
which enable basic competitive advantages in a
wider competitive area, Porter has identified three
generic competitive strategies (costs leadership, differentiation and focusing) (Porter, 1980).

According to the structural theory, the essence of
enterprise’s strategic behaviour comes down to connecting the enterprise to the key element of its environment - industry, where achieving sustainable
competitive advantage within the industry is the
foundation of its success. Therefore, the structural
theory affirms the so called external orientation of
the strategy of the enterprise leaning toward the external sources of competitiveness. However, since
the 1990s onwards, many authors have started criticising the structural approach toward the enterprise
strategy (Downes, L.: Beyond Porter – A Critique of
the Critique of Porter). Their mutual approach summarises the following: internal resources are more
important than industrial structures in achieving
and maintaining competitive advantage. Greater
intensity of turbulence and dynamics in the environment on a global scale has contributed toward
the affirmation of the opinion that the position in
the environment does not secure the only foundation for designing the strategy of the enterprise.
Under the influence of the mentioned changes in
the environment, a significant decrease has been
established in the actual possibility of quality strategic positioning and establishing advantages
based on using unique positions in industrial and
macro environment. (Tipurić, 1999). Also, some
practical researches have shown that differences
in profits within the industry are more important
than profit differences between whole industries,
which are the consequence of international compe-

tition, rapid technology development, and diversification of the enterprise outside industrial borders.
Consequently, according to the opinion of various
authors and based on the results of empirical studies, enterprises of today should base their competitive advantage and strategic actions on their own
internal potentials, which is a central determinant of the so called resource strategy approach.

2.2 Resource approach to the strategy of the
enterprise and competitiveness
The idea that internal resources are more important than industrial structure for the establishment and maintenance of competitive advantage
of an enterprise became the denominator to a
large number of theoreticians and practitioners
since the 1980s. The idea is based on a commonly
named resource theory (model) of the enterprise
strategy (The Resource – Based View of the Firm).
The term resource includes tangible, intangible,
and human resources. Tangible resources are various physical (material) and financial resources an
enterprise has. Intangible resources are invisible
resources in the form of reputation of the organization, organizational culture and the so called technological resources (patents, author rights, business secrets, “know-how”, etc). Human resources
are expressed in the form of knowledge and skills
owned by the employees (Grant, 1995). The basic
hypothesis of the resource theory is that quality and
quantity of resources are not equally distributed
among the competitors and that the heterogeneity
of resources enables enterprises to build various
business strategies.

The most influential concept in the resource theory
is the concept of “core competencies”. Its founders
and followers are G. Hamel and C. K. Prahalad.
In their publications, these authors have built
a rational theoretical framework for examining an enterprise’s success on the basis of
commonly named internal competitiveness.
G. Hamel and C. K. Prahalad define core competencies as “areas of specialized expertise which are
the result of harmonized complex technology flow
and business activities” (Hamel, Prahalad, 1994). It
is actually a complex and incorporated set of complementing technologies, knowledge and skills,
whose superior coordination of business activi-
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ties and superior use of available resources give a
source and foundation of competitive advantage
to an enterprise. According to G. Hamel and C. K.
Prahalad, the Porter theory of comparative advantages does not give the right answer to the question
why certain enterprises are capable of continuously
creating new forms of competitive advantage, while
others are just their followers. Also, according to
the Porter model, it is difficult to recognize critical
points of industry restructuring and the building of
new forms of competitive advantage. Furthermore,
it is difficult to discern what the main trigger in the
process of the creation of a competitive advantage
is.

2.3 Critiques of the structural and resource approach to competitiveness
In their publications, Advocates of the structural
approach to the strategy, especially M. Porter, have
expressed critical opinion toward the concept of
“core competencies” as well as toward the resource
theory in general. Numerous empirical researches
which confirmed the basic assumptions of the resource approach have contributed toward the affirmation of the resource strategy approach, one
of the most important being the conducted by R.
Rumelt. This author has conducted his research on
588 productive enterprises, classified according to
SIC (Standard Industry Classification) in 261 industries, during a 4 year period, using the method
of multivariate analysis of variance. Based on the
results of the research, Rumelt states that the effects
of the business unit largely outmatched industrial.
Contrary to the assumptions of the structural approach, R. Rumelt concludes that enterprises are
very heterogeneous and that the rate of return primarily depends on the enterprise itself, as well as its
resources, while differences in the size have almost
no impact. Effects of corporation in explaining the
variance were shown to be completely irrelevant,
which means that belonging to a corporation does
not have any synergetic effect.

The results of the mentioned empirical researches
have challenged the work of M. Porter. His statements that enterprise has to build strategy in the
context of forces which form the profitability of its
industry, was denied by G. Hamel and C. K. Prahalad with the statement that enterprise needs
to identify its core competencies and should base
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its strategic orientation upon them. Furthermore,
a large number of authors are of the opinion that
under conditions of a hyper changing environment,
formalized strategic thinking is pointless. Consistent with that opinion, in the 1990s many enterprises
started to intensively use concepts such as business
processes re-engineering (BPR) and total quality
management (TQM), respecting the assumption
that focusing on business processes and quality is
the most important source of competitiveness.
In his article “What is Strategy?”, M. Porter has emphasized that implementation of the mentioned
concepts enables only operational improvement,
but rarely results in the long-term sustainable profitability of the enterprise. Porter states that operational effectiveness means that “you are running the
same track, only faster than others, while strategy is
the second track choice: the one you have chosen to
win in” (Porter, 2005).
M. Porter is particularly critical toward the concept
“core competences”, emphasizing that it is circular,
since it explains successfulness of an enterprise by
possessing unique competences, without explaining
what makes resources and competences successful.
According to this author, resources are important
because they are a prerequisite for performance activities which create advantages in particular markets, not because they have their own value. Therefore, the importance of resources is valued by their
role in the process of performing activities directed
toward achieving competitive advantage. For Porter, a resource based view strategy approach is applicable in environments marked with incremental
changes, with a limited number of strategic variables or their combinations and the most important
advantage of the concept, according to this scientist, is in the assessment of possibilities and opportunities for diversification based on integrated resources and business activities.

Besides noted defects in the resource approach
to competitiveness, during the past years, a large
number of enterprises, in terms of hyper change
and hyper competitiveness, are more orientated toward “looking” for new sources of competitiveness,
which would be difficult for competitors to imitate
and especially to copy. Human resources and their
knowledge and skills in that context have been recognized as a significant internal resource serving as
the basis for successfully building competitiveness.
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3. Human resources and competitiveness of
modern enterprises
3.1 Human resource function
Every company has knowledge, skills, values and
specific characteristics, which in terms of proper management of available resources can be converted to a
value in the market, which can achieve a competitive
advantage. The emphasis is on achieving sustainable
competitive advantage through effective and efficient
utilization of tangible and intangible resources available within the firm. Tangible resources (material and
financial assets) are covered by traditional measuring system, balance sheet and income statement, and
other financial reporting forms. On the other hand,
organizations are increasingly becoming aware of the
role of intellectual capital in the newly created value,
which cannot be adequately presented in the financial
statements of the business. This is the most valuable
asset as it guides the organization into a correct
path, to be on time, to meet the right person, at a
right place (Dransfied, 2000).

The resource based view predicts that competitive advantage can be achieved through acquiring and maintaining idiosyncratic resources
which are rare, difficult to imitate, and non-substitutable (Barney, 1991). Namely, human resources are satisfying the most important criteria
of uniqueness defined by the resource approach
advocates for strategy and competitiveness.
DeSaa-Pe´rez and Garcı´a-Falco´n (2002) pointed
out that human resources are valuable because they
are different in their capacities and abilities, and
therefore, in their contribution to the firm. They are
rare because it is difficult to find people who guarantee high performance levels. Their inimitability
emerges from the difficulty in duplicating people’s
knowledge, abilities, experience, etc. Lastly, they are
difficult to replace because not everybody has the
same capacity to adapt to different environment and
technologies.

Human resource management as a source of competitive advantage has evolved a great deal over
the past 20 years. Indeed, developments in the human resource management theory, research and
practice have helped transform human resource
management from a reactive function focusing on
administrative and bureaucratic issues to a proactive function focusing on integration. Indeed, hu-

man resource management (HRM) as we know it
today was until the beginning of the 1980s considered as personnel management, and was meant to
encompass a broad range of employee concerns
and employment policies. Insights from the human relations (Mayo, 1933) and human resources
(McGregor, 1960) schools of thought have found
their way into human resource management as a
means of trying to make organization-employee relations more just and humane. From the beginning
of the 1980s a new orientation appears toward integrative, proactive and strategic observation of working factors in the company.

A significant trend in HRM theory and practice has
been toward making the function more supportive
of organizational strategies (Liu, Combs, Ketchen,
& Ireland, 2007), transforming human resource
management into strategic human resource management. In this line of analysis, the role of human
resource management seems to be largely assumed:
HRM should promote the interests of the organization whilst discharging the organization’s legal obligations to employees. This is not surprising, given
the role of government regulation in the employment relationship and the increasing desire of HRM
professionals to be strategic partners rather than
mere members of the “personnel department” (Van
Buren et al., 2011).

Further, HRM as we know it today is quite different
in its orientation from the previous manifestations
of HRM in organizations. Ferris et al. (1999) propose that changes in HRM theories and practices
have generally been driven by changes in the broader social, legal, and political climate in addition to
organizational demands for efficiency.
According to Beer (1997), competition, globalization, and continuous change in markets and
technology are the principal reasons for the transformation of human resource management. Additionally, a revolution in capital markets has given
shareholders a more powerful voice and has made
it possible for them to claim a larger share of the
corporation’s resources. As a consequence of these
forces, Beer considers that corporations are finding
themselves in the midst of a revolution in organizing and managing people that will continue well
into the 21st century. A flatter, less bureaucratic, less
hierarchical, faster and more responsive organization is emerging as the model for the future. In such
an organization people will be employed in a more
cost effective manner. Beer identifies three waves of
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change that are the main reasons for the transformation of HRM. According to Beer, the focus on cost
effectiveness is the first change that will cause transformation of the human resource (HR) function.
As the second major force for change Beer induces
Chief Executive Officers and their attempt to discover is HR function up to the task. The third major force for change is development of knowledge
on the potential for organization and their people
to be a source of competitive advantage. To make
the transformation of the human resource function
successful Beer suggests that:

“The older administrative, compliance, and service
oriented human resource activities will have to become more differentiated from the new strategic HR
activities.
Administrative service centres do not have to reside
within the HR function, however; a more radical,
and probably superior solution, is to transfer these
centres to a corporate service organization which
will provide HR services for a fee. Increasingly HR
services are being outsourced to external vendors.
Moving administrative and service functions out of
HR is essential if a new strategic role is to emerge.
Still another way the HR function will transform itself is by eliminating human resource systems and
practices long held to be central pillars of effective
human resource management” (Beer, 1997, p. 52).

Consequently, the human resource management,
which deals with recruiting, developing, and keeping the best people, now has the opportunity to
move out of the background into the mainstream of
organizational strategy and management. In a world
in which all work is knowledge work and intellectual capital is crucial for economic success, it is logical
that the ability to attract, retain, and use the talents
of people provides a competitive edge (O’Reilly, Pfeffer, 2000: 257).

3.2 Human resource management and competitive advantage
The result of effectively managing human resources
is an enhanced ability to attract and retain qualified
employees who are motivated to perform, and the
results of having the right employees motivated to
perform are numerous. They include greater profitability, low employee turnover, high product quality,
lower production costs, and more rapid acceptance
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and implementation of corporate strategy. These results, particularly if coupled with competitors who
do not have the right people motivated to perform,
can create a number of competitive advantages
through human resource management practices
(Randell et al., 1984).
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Figure 1 The model of organizational learning
and strategic HRM for sustainable competitive
advantage

Ulrich (1991) also discussed how human resource
practices can be used by firms to develop strategies
that will lead to a sustained competitive advantage,
stating that there must be a focus on the relationship between human resources, strategies and competitive advantage. Ulrich partially relied on the
resource-based theoretical perspective in describing human resources as a competitive advantage by
expanding Porter’s (1980) model of competitive advantage to include organizational culture, distinctive competence, and strategic unity as mediators in
the strategy-competitive advantage link. This perspective focuses on human resource practice that
enables a firm to have a competitive advantage relative to other firms.

In terms of determining the factors that increase
sustainable competitive advantage through people,
Khandekar and Sharma (2005) examine the foremost benefit of high-quality HRM – organizational
performance, and seldom take a second step of investigating its impact on organizational competitive
advantage, as followers of the resource-based view
do. They prove that there is significant impact of
strategic HRM on sustainable competitive advantage. They propose a model of organizational learning and strategic HRM for sustainable competitive
advantage (Figure 1).

There is significant impact of the strategic human
resource management variable on sustainable competitive advantage. The findings of the study also
suggest that organization-based learning HR strategies do help in promoting individual, team, and
organization-wide learning in yielding high performance for sustainable competitive advantage. Strategic human resource management practices like
strategic HR planning, recruitment and selection,
improved rewards systems and adding flexibility to
them, developing the employees’ management skills
of the line managers, improving organizational capabilities by developing employees skills, revamping training and development to deliver the learning
belief and the transformation of human resource is
the key to sustainable competitive advantage for the
organizations (Khandekar, Sharma, 2005).
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ing human resource behaviour. Authors discuss that
through the human resource capital pool and employee behaviour human resources can constitute a
sustained competitive advantage. However, this human capital pool can also be developed and behaviour brought in line with firm goals through human
resource practices which are under the control of
managers (Wright, McMahan, McWilliams, 1994).
What can be concluded from the previous is that, in
order for employees to act as a source of competitive advantage, first they need to be knowledgeable
and motivated by their managers and human resource practice used in an enterprise. Consequently,
the starting point for enterprises that wish to manage their human capital successfully, are activities of
human resource departments.

Source: Khandekar, A., Sharma, A. (2005), “Organizational learning in Indian organizations: a strategic HRM perspective, Journal of Small Business and”
Enterprise Development, Vol. 12, No. 2, pp. 222.
However, according to the resource based view, because human resources are characterized by causal
ambiguity, social complexity and unique historical
conditions, not all firms can successfully develop
human resources as a sustained competitive advantage through imitating the HR practices of firms
(Ulrich, 1991) that have successfully developed human resources.
While recognizing the importance of human resource practices, Wright et al. (1994) proved that
they are easily imitated and/or substituted, and
thus cannot by themselves be a source of sustained
competitive advantage. Therefore, the source of
sustained competitive advantage lies in the human
resources themselves, not the practices used to attract, utilize and retain them (Wright, McMahan,
McWilliams, 1994). Authors demonstrate theoretically the ‘job’ behind the role of human resource
practices in developing sustained competitive advantage. Although human resource practices are
not themselves the sources of sustained competitive advantage, they play an important role in developing sustained competitive advantage through
the development of the human capital pool and
through moderating the relationship between this
pool and sustained competitive advantage by affect-

4. Results of the empirical research on
conditions and perspective of human
resources as a basis for building competitive
advantage of BiH enterprises
4.1 Methodology of the research
In order to examine the function of human resources in enterprises and their ability to contribute to
enterprise competitiveness, the empirical research
was conducted. In this paper we present the results
of the research regarding identification and analysis of the conditions and perspective of human resources in Bosnian and Herzegovinian enterprises.
The research was conducted from February to June
2014. The main sample of this research consists of
120 Bosnian and Herzegovinian enterprises, which
are geographically dispersed and distributed by
branches. Out of a total of 120 distributed questionnaires, 104 have been returned, which makes 86.7 %
of the research sample. As the basic instrument for
data collection for this research a survey questionnaire has been used. Survey questionnaires have
been delivered by a random sample method to all
top managers of enterprises comprising the sample
(with a possibility for them to be filled in by general
managers or some of the top management members).

The survey questionnaire comprised 34 questions,
grouped in nine logical units, of which the first one
is related to general data on the enterprise, the need
of organization for HRM function and the expertise
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of HRM employees, while the remaining eight units
are compatible with the chosen content elements of
the subject research. While designing a significant
part of the survey questionnaire, we relied on the
basic process phases of human resource management.

Descriptive statistics calculations and independent
samples t-tests were conducted using the Statistical
Package for Social Science (SPSS).

The goal of the research was identification and analysis of the conditions and perspective of human resources in Bosnian and Herzegovininan enterprises.
The results of one part of the conducted research
will be presented and interpreted below.
The research results show (as visible in Chart 1) that
in the case of 65 enterprises (62.5%) there is an organized function of human resource management,
while on the other hand, 37.5% of them (n=39) do
not have this function organized.

Source: Results of personal research
The HRM scale included the strategic integration
of the set of HR activities, functions and processes
– HR planning, recruitment and selection, training
and development, performance appraisal, compensation and rewards, and organizational exit – carried out to attract, develop and maintain the strategic HR that allows the firm to achieve its goals.

Chart 2 Form of organization of Human Resource
Department

Source: Results of personal research
The survey questionnaires were delivered in person
or sent by post, with a brief covering letter explaining the importance of the research.
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Table 1 Affairs under Human Resource authority

Fully agree

4.2 Results
Chart 1 Organization of the function of Human
Resource Management
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Chart 2 shows the dominant form of organization
of the human resource department. Namely, as the
results of the conducted research show, in 10.6%
cases, the human resource department is organized
as a separate unit (n=11), while in 89.4% of cases,
tasks related to human resource management were
grouped together with the general and legal affairs
within the personnel department of the organizational unit (n=93). By using the Chi Square test it
was determined that there is a significant difference
in the number of enterprises in which human resource management was organized as a separate organizational unit, compared to enterprises in which
activities in that area are performed within the personnel department, χ2=64.65; df=1; p<0.01; whereby
there are significantly more enterprises in which activities related to human resources are grouped with
general and legal affairs.

Table 1, which shows part of the results of the empirical research, indicates that, concerning activities
related to recruitment and employment, the human
resource department is mostly involved in activities
related to interviewing (37%) and temporary employment (25.2%), while recruitment and candidate
testing related activities are more limited. Based on
these results, it is easy to conclude that the top management of an enterprise keeps a significant part of
the authority related to recruitment and selection
and does not delegate it to experts from the human
resource department, which can be a significantly
limiting factor in treating human resources as a
source of establishing a higher level of competitiveness.
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Recruitment
and employment

Training and
development

Income

Benefits

Personal files

Agree

Partly
agree

Do not
agree

Do not
agree at
all

Recruitment

17.2

28.3

26.3

16.2

Interviewing

37.0

33.0

18.0

4.0

12.1
8.0

Testing

18.0

34.0

29.0

6.0

13.0

Temporary employment

25.2

37.9

21.4

8.7

6.8

New-hire orientation

14.4

54.4

15.6

7.8

7.8

New-hire training

29.2

38.2

20.2

6.7

5.6

Improvement of productivity

30.0

35.6

22.2

2.2

10.0

Administrative income

18.0

29.2

27.0

9.0

16.9

Job description

25.6

42.2

14.4

10.0

7.8

Manager’s income

15.7

28.1

23.6

21.3

11.2

Stimulations

24.2

30.8

20.9

9.9

14.3

Job evaluation

32.6

29.3

23.9

6.5

7.6

Insurance

35.2

31.9

13.2

8.8

11.0

Vacations

40.9

29.0

18.3

5.4

6.5

Paid and unpaid absence

34.8

34.8

16.3

6.5

7.6

Retirement plan

30.2

30.2

16.3

15.1

8.1

Participation in profit

21.4

10.7

27.4

25.0

15.5

Information systems

37.8

25.6

18.9

6.7

11.1

Employees’ files handling

51.6

34.4

9.7

2.2

2.2

Source: Results of personal research

As for the activities in the area of training and human resource development, according to the results
of the conducted research, the focus of the human
resource department in Bosnian and Herzegovinian
enterprises is mostly on productivity improvement
(30.6%) and employees’ training (29.2%). When
talking about participation of human resource departments in creating and implementing income
policies, based on the research results it can be concluded that authority in this department is limited,
and that human resource department is usually responsible for evaluating work performance (32.6%)
and creating job descriptions (25.6%). Based on all
this, it can be concluded that human resource department only ensures inputs for decision making
at higher levels in an enterprise.

Chart 3 Employees performing jobs in Human
Resource Management

Source: Results of personal research
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Table 2 Skills of experts in Human Resources

Table 3 Comparison of activities under the authority of human resources, regarding the form of organisation of the human resource department
Fully
agree

Role of
strategic
partner

Role of
change
agent

Agree

Partly
agree

Do not
agree

Do not
agree
at all

Ability to analyse current and future business
organizational goals and role of human resource
department in achieving them

39.4

40.4

12.8

3.2

4.3

Ability to analyse fluctuations

22.8

34.8

21.7

5.4

15.2

Productivity and analysis of potential problems
with consumers in order to propose suitable solutions in the human resource management area
Overcoming resistance of employees toward new
policies and practices, technologies and job descriptions made by human resource department

36.2

24.5

33.0

45.7

18.1

14.9

3.2

6.4

9.6

8.5

Role of
employees’
lawyer

Leading and counselling employees and presenting employees’ opinion to the management

22.3

31.9

29.8

9.6

6.4

Role of
administrative expert

Creating, introducing and continuously improving human resource management systems and
understanding how technology can make them
more efficient and cheaper

28.7

40.4

20.2

3.2

7.4

Source: Results of personal research

The data show that employees in human resource
department usually perform activities related to
organization and recording data related to absence
(40.9%), tasks related to health insurance (35.2%),
monitoring and documenting paid and unpaid absence from work (34.8%), and the human resource
department function is primarily administrative
and documentary. The results show that the focus of
employees in human resource department is more
on handling employees’ files (51.6%) than on the
development of information systems which would
ensure the input for making important decisions in
the area of human resources (37.8%). The presented
results, as well as the fact that human resource employees spend a lot of time dealing with employees’
discipline (50.5%) and respecting work related legislation (50.0%), show that modern human resource
departments have not been established in Bosnian
and Herzegovinian enterprises and that we are still
dealing with the classic personnel departments.

The previous statement is confirmed with the data
shown in Chart 3, from which it can be seen that
jobs related to human resource management in
Bosnian and Herzegovinian enterprises are usually
performed by lawyers (50.5%) and social workers
(36.6%), while a small number of psychologists are
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Human
resources as
a separate
organizational unit

Affairs

Total

t-test

M

SD

M

SD

M

SD

Recruitment and employment

2.34

0.80

2.49

0.91

2.47

0.89

-0.506

0.614

Training and development

2.00

0.80

2.37

1.00

2.33

0.98

-1.189

0.238

Income

2.71

0.90

2.58

1.00

2.59

0.98

0.418

0.677

Benefit

4.17

0.19

2.77

0.93

2.92

0.98

2.977

0.005

Personal files

2.14

1.33

1.97

0.88

1.99

0.93

0.536

0.593

Relations with employees and social
community

2.13

0.74

2.25

0.84

2.24

0.82

-0.468

0.641

Source: Results of personal research

involved in these activities (6.5%) as well as economists (3.2%), and people of other occupations (3.2%).
The Chi square test has determined that there is a
significant difference in frequencies of people conducting activities in human resource management,
χ2=80.50; df=4; p<0.01; where the mentioned activities are usually performed by lawyers.

Human
resources as a
unit grouped
with general
affairs

Chart 4 Comparison of average estimated importance of affairs of Recruitment and employment,
Training and development, Income, Benefits,
Personal files and Relations with employees and
social community

t

p

Prior to performing the analysis we have created six
job categories by accumulating estimated values of
certain activities from mentioned
categories. In this way we have obtained an average
estimation of the importance of certain job categories which fall under human resources department
jurisdiction, while lower values mark a higher value
of certain category.

According to the results of the empirical research,
which are shown in Table 2, it is evident that respondents in Bosnian and Herzegovinian enterprises included in the research, are of the opinion
that the role of strategic partner and the role of
change agent are recognized as important skills that
experts dealing with human resources should have.
However, as the results of the research show, the
respondents give the same importance to the role
of the lawyer and to administrative roles of human
resource experts, which brings us to the conclusion that in Bosnian and Herzegovinian enterprises
there is still a perception of the human resource department as an “administrative” centre which deals
with issues related to work legislation of employees.

In order to determine if there is a significant difference in activities under the authority of human resource department, we used the independent samples t- test.
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Table 4 Skills of experts in Human Resources
with regard to the type of organization of Human
Resources department

Skills

Human resources
as a separate
organizational unit
M

SD

Human resources as
a unit grouped with
general affairs
M

SD

Total

As for the other five groups of jobs (Recruitment and employment, Training and development, Income, Personal files and Relations with
employees and social community) significant difference between the two groups has not been determined, p>0.05 (Chart 4), which shows a lack of
awareness regarding the role and tasks of the human resources department in modern enterprises.

t-test

M

SD

Strategic Partner

1.97

0.72

2.26

1.03

2.22

1.00

-0.886

t

0.378

p

Change agent

2.18

0.87

2.30

1.20

2.29

1.16

-0.319

0.750

Lawyers

2.18

0.75

2.49

1.17

2.46

1.13

-0.858

0.393

Administrative expert

2.00

1.00

2.23

1.14

2.20

1.12

-0.634

0.528

Source: Results of personal research

The results show that the largest number of respondent estimates that handling personal files is
the most common job the human resources department deals with (1.99±0.93).

Chart 5 Comparison of average estimated importance of skills of experts in Human Resources
with regard to the type of organization of Human
Resource department

By analyzing the differences between enterprises
which have organized the human resources department as a separate organizational unit and
enterprises whose human resources management
jobs were grouped with general jobs within the
personnel department, we have established the
existence of a difference in the estimated importance in the area of employees’ benefits management, t=2.977; p<0.01; where examinees from
the enterprises that have established human resources department, listed groups of jobs seen
as less common and less important (4.17±0.19),
compared to the enterprises which have an organized personnel department (2.77±0.93).

In order to determine if there is a significant difference in perception of the importance of certain
skills of experts from human resources considering
the form of organization of the human resources department, we used the independent samples t-test.
Prior to performing the analysis we have created
four categories of activities by accumulating the estimated values of certain activities from the mentioned categories.
In this way, we have obtained an average estimate
of importance of certain skills that human resource
experts should have, whereby the lower values mark
higher value of a certain category.
The presented results show that the largest number
of examinees estimate that administrative experts’
skills are the most important skills a human resource expert should have (2.20±1.12), while a skill
of strategic partner is somewhat less important is
(2.22±1.00).
By analyzing the differences between Bosnian and
Herzegovinian enterprises which have Human Resource departments as separate units and the enterprises in which HRM activities are performed within organizational units of general and legal affairs,

we have determined that there are no differences
in the estimated importance of skills of experts in
human resources (Strategic partner, Change agent,
Employees’ lawyer and Administrative expert),
p>0.05 (Chart 5).

5. Conclusion
In spite of the fact that human resources were generally acknowledged as important, in former Yugoslavia human resources management was likewise
underdeveloped and limited to the basic function of
personnel administration, and as results of our research show, similar HR function is still underdeveloped in BiH enterprises. Human resources in Bosnian and Herzegovinian enterprises, with regard to
building and maintaining competitive advantage
are still not getting satisfactory attention.

Consequently, the transformation and advancement
of human resource management in BiH should be
the key to its competitiveness. Namely, the study
proves that human resource management in BiH
is not developed enough to be a firm ground for
achieving competitive advantage through people.
Moreover, the study shows that the management in
Bosnian and Herzegovinian enterprises neither recognizes the importance of human resource department as an important function within the organization, nor is the expertise of staff in the department
taken as an important link in the development of
other human resources in an organization.

Source: Results of personal research
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Razvijanje funkcije menadžmenta ljudskih
resursa u svrhu jačanja konkurentske prednosti
bosanskohercegovačkih poduzeća

Review articles
Pregledni članci

Sažetak
Savremeno poslovno okruženje generira hiperpromjene i hiperkonkurenciju, što poduzeća stavlja pred izazov traženja novih izvora za očuvanje i izgradnju konkurentskih prednosti na globalnome tržištu. Opće je
teorijsko stajalište i praksa menadžmenta da ljudi i njihovo znanje danas postaju fundamentalna vrijednost u
suvremenim poduzećima te da uspješno upravljanje ljudskim resursima predstavlja značajnu determinantu
ostvarivanja konkurentnosti. I pored toga, u bosanskohercegovačkim preduzećima još uvijek nije prepoznata važnost posjedovanja znanja i specifičnih vještina, te se ljudski resursi u ovim poduzećima ne tretiraju
u skladu s njihovim značajem. Cilj je ovoga rada ukazati na stanje i perspektive razvoja ljudskih resursa u
bosanskohercegovačkim poduzećima u kontekstu poboljšanja njihove konkurentnosti. Rad obuhvaća rezultate jednoga dijela empirijskog istraživanja kojim je obuhvaćeno 120 bosanskohercegovačkih preduzeća,
koje je provedeno s ciljem da se identificira i analizira stanje ključnih faza menadžmenta ljudskih resursa u
ovim poduzećima (analiza posla, planiranje ljudskih resursa, pribavljanje i selekcija ljudskih resursa, obuka
i razvoj ljudskih resursa, ocjenjivanje radne uspješnosti, izbor i primjena sustava zarada, te upravljanje fluktuacijom ljudskih resursa). Na temelju rezultata istraživanja, može se zaključiti da je menadžment ljudskih
resursa u ovim poduzećima nedovoljno razvijen i kada se na njega gleda kao na posebnu menadžersku
funkciju, i kada se on posmatra kao poslovna funkcija, ali i kada se on tretira kao posebna savremena
poslovna orijentacija prema kojoj ljudi i njihovo znanje predstavljaju ključnu vrijednost u poduzeću. Rezultati istraživanja također pokazuju i neadekvatan organizacijski tretman menadžmenta ljudskih resursa
u bosanskohercegovačkim preduzećima, budući da svijest menadžera o značaju uspostavljanja sektora za
ljudske resurse u ovim preduzećima još uvijek nije dovoljno razvijena.

Ključne riječi: ljudski resursi, konkurentske prednosti, bosanskohercegovačka poduzeća
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IMPACT OF CROATIAN EU
ACCESSION ON ITS FOREIGN
TRADE AND CUSTOMS SYSTEM
Abstract
The paper provides an overview of the effects of Croatian EU accession on its foreign trade and customs
system, with special emphasis on bilateral trade with EU and CEFTA countries. With Croatia entering
the EU, Croatian trade agreements with the South Eastern European countries no longer apply due to its
simultaneous exit from CEFTA. These processes will certainly lead to certain changes in the Croatian foreign trade. The paper, therefore, analyses the current state and the dynamics of foreign trade with EU and
CEFTA member countries in the period from 2007 to 2013. Moreover, we also offer an overview of possible
changes in foreign trade and customs system, as well as the potential effects of these changes estimated
within the previous theoretical and empirical research.
Keywords: trade liberalization, customs, foreign trade, Croatia, European Union

1. Introduction
On 1 July 2013 Croatia became the 28th member
state of the European Union (EU). However, trade
liberalization with regard to the EU has begun long
before this date, which resulted with the EU being Croatian most important trading partner. At
the same time, Croatia left CEFTA, the member of
which it had been since 2003. This will have a significant impact on Croatian trade with countries

in the region. The main objective of this paper is to
contribute to the debates on the expected effects of
Croatian EU membership on its foreign trade and
customs system. The paper starts with an overview
of the process of trade liberalization in Croatia, after
which a more detailed analysis of both the state and
the dynamics of foreign trade with the EU and CEFTA countries is presented. Furthermore, the paper
offers an overview of potential changes in foreign
trade and customs system following the Croatian
accession to the EU as well as the review of selected
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results of existing empirical research in terms of
predicting the effects of above mentioned changes
on Croatian foreign trade. Finally, the last chapter
presents some concluding remarks and recommendations for future research.

2. Trade liberalization in Croatia
Although there is almost universally accepted view
in the literature that trade liberalization and the
removal of trade restrictions result in positive impact on economic and social development of countries, results of various empirical studies point out
to contradictory findings which resulted in the gap
between the theoretical and empirical evidence1.
However, in order for trade liberalization to result
in better economic performance, a number of assumptions must be satisfied. For example, Rodrik
(2007: 29-30) highlights that liberalization has to
be complete and politically sustainable (i.e. credible), and there must be no microeconomic market
imperfections as well as no adverse effects on the
countries’ fiscal balance. Thus, the net effect of trade
liberalization depends on a number of economic,
social and political factors in individual countries
and therefore remains an open research question.

Generally, it is considered that trade liberalization
leads to economic growth through cheaper inputs
and increase in competition which in turn results
in higher productivity, lower prices and increase in
market share in foreign countries. Moreover, it is
held that countries which trade with each other also
converge more than countries that have a lower volume of mutual trade (Bilas, 2007). Developed bilateral trade thus makes the economy more integrated
and exogenous shocks more symmetrical. Furthermore, high shares of trade with the EU and real
trade openness as well as similar GDP structure result in similar business cycles and exogenous shocks
in the transition countries (Bilas, 2005). Finally, it
has been also often considered that trade can foster growth in industrialized countries through increased competition, product differentiation, socialization and economies of scale.

The liberalization of international trade was priority
among market reforms in Croatia, which proceeded
gradually through four stages: (1) membership in
the World Trade Organization (WTO); (2) the Stabilization and Association Agreement (SAA) with
the EU; (3) negotiation process on EU membership
and (4) the full membership in the EU (Goldner
Lang, Perišin, 2011). Advantages of such gradual
trade liberalization are reflected in the fact that the
country gets the opportunity to gradually and over a
longer period of time to protect their own economic
interests and to adapt to the new market system.

Figure 1 EBRD trade liberalization and exchange
rate indicator in Croatia

UDK 339.923(497.5:4-67 EU) / Review article

In Croatia, reforms aimed at increasing international economic performance began after the country’s
independence with the choice of the exchange rate
regime (Bartlett, 2008). In the existing literature,
as the most commonly used indicator of reforms
in the area of trade liberalization (and foreign exchange system) is one of the transition indicators
of European Bank for Reconstruction and Development (EBRD). Figure 1 shows the value of trade
and foreign exchange system indicator for Croatia
(calculated as average value for the periods of 19891999 and 2000-2012). The Figure shows that more
intense reform activity in the Croatia began in year
2000 which is represented by an increase in the value of indicator for 2000-2012 period.

Specifically, the process of trade liberalization in
Croatia officially began with Croatian accession
to the WTO on November 30 2000, when Croatia
became its 140th member (OG International Treaties 13/2000). As a WTO member, Croatia agreed
to abolish non-tariff protectionist measures. However, since customs are considered to be the most
transparent form of protectionism, they could remain but were gradually declining in each round of
negotiations.

Signing the European Free Trade Agreement
(EFTA) in 2001, the Central European Free Trade
Agreement (CEFTA) and the Free Trade Agreement
with Turkey in 2002 greatly contributed to liberalization of trade in Croatia. With CEFTA members,
Croatia agreed on duty-free trade for most industrial products and fisheries. The exceptions were the
most sensitive industrial products and fishery products for which gradual decrease in tariffs was agreed
upon. Furthermore, trade in agricultural products
was agreed upon on a bilateral basis with each of the
EFTA member states (NN Međunarodni ugovori br.
12/2001). Moreover, with CEFTA member states
Croatia agreed to abolish import duties for most
of the industrial products (except the ones most
sensitive), while agricultural trade was agreed upon
at reduced or zero tariff rates (NN Međunarodni
ugovori br. 4/2003, 6/2007). According to the Free
Trade Agreement with Turkey Croatia agreed to
abolish all import and export duties as well as quantitative restrictions on trade in industrial products,
while regarding the agricultural products and fisheries, countries mutually agreed upon granting the
trade concessions (NN Međunarodni ugovori br.
12/2002).

Croatian cooperation with the EU has been ongoing ever since Croatia was part of former Yugoslavia, when more than 60% of Croatian international trade was realized with member states of
the European Economic Community (EEC), EFTA
and other developed countries of the West (Vizjak,
2001). Since its independence in 1991, Croatia was
trying to intensify political and economic cooperation with the EU through signing the SAA in 2001
(NN, Međunarodni ugovori br. 14/2001). Until the
Croatian EU accession in 2013, the SAA has provided a framework for contractual relations between
the EU and Croatia. Moreover, trade provisions of
the SAA were asymmetrically in favour of Croatia
which means that the EU has granted Croatia the
unlimited duty-free access to markets of the enlarged EU for almost all products with only exceptions being veal meat, seafood products and wine.
On the other side, by signing the SAA, Croatia has
committed to completely eliminate its custom duties on imports of industrial products from the EU
until 2007 and reduce tariffs on agricultural products and fisheries. Finally, the negotiations on EU
membership started in 2005, followed by harmonization of Croatian with European law. Specific trade
liberalization issues were part of Chapter 1 of the
negotiations highlighting that EU membership assumes the establishment of the customs union and
the adoption of trading system that already existing
EU member states apply to third countries. The effects of Croatian accession to the EU are in more
detail discussed in the fourth section of the paper.

3. Croatian foreign trade with EU and CEFTA
countries
As already mentioned, with the EU accession,
Croatia benefits from various exemptions but also
will be faced with major challenges as a result of
increased competition. Various researches, as the
biggest challenge, highlight the deterioration in
competitiveness of Croatian companies due to the
simultaneous exit from CEFTA. However, it can be
expected that this will be only a short-term decline
since EU membership enables Croatian companies’
access to larger and more competitive European
market.

Source: Authors’ calculation based on EBRD data
(2013)
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Figure 2 Croatian foreign trade (in % of total
trade by trade partners)

Table 2 Foreign trade between Croatia and CEFTA countries, 2007-2013 (Total = 100)

2007

2008

2009

2010

2011

2012

2013

Country
EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

Albania

0.3

0.0

0.3

0.0

0.4

0.0

0.7

0.0

0.4

0.0

0.6

0.0

0.6

0.0

Bosnia and
Herzegovina

14.4

2.8

15.3

2.7

12.8

2.7

11.6

3.1

12.3

3.3

12.8

3.5

13.1

3.7

Montenegro

1.2

0.0

1.3

0.0

1.6

0.2

0.9

0.0

0.9

0.0

1.5

0.3

1.2

0.0

Kosovo

-

-

-

-

-

-

0.6

0.0

0.7

0.0

0.7

0.0

0.8

0.0

FYR Macedonia

0.9

0.9

1.0

0.9

1.2

0.8

1.0

0.7

1.0

0.7

1.0

0.5

1.1

0.5

Moldova

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

Serbia

5.4

1.3

5.5

1.4

5.3

1.3

3.9

1.5

3.9

1.8

4.3

1.7

4.2

1.9

Total CEFTA

22.3

5.0

23.5

5.0

21.3

5.1

18.7

5.4

19.2

5.9

21.0

6.1

21.0

6.2

Note: EX = exports; IM = imports.
Source: Croatian Bureau of Statistics (2009, 2011,
2013)

Source: Croatian Bureau of Statistics (2009, 2011,
2013, 2014)

The largest EU Croatian trading partners are Italy,
Germany, Austria and Slovenia (Table 1). Also, it is
important to point out that with almost all Member
States Croatia records trade deficit.

In the period from 2007 to 2013, foreign trade between Croatia and EU27 countries amounted, on
average, to 60% of the total Croatian foreign trade
thus making the EU its most important trading
partner. On the other hand, on average 20% of exports went to the CEFTA countries (see Figure 2).

Furthermore, data on Croatian trade with the countries of CEFTA (Table 2) show that the Bosnia and
Herzegovina and Serbia were its biggest trade partners in the analysed period. Such trends could encourage Croatian producers to develop strategies to
move their facilities into these countries in order to
sell their products at competitive prices at SEE markets even after the EU membership.

Table 1 Foreign trade between Croatia and EU,
2007-2013 (Total = 100)
2007

2008

2009

2010

2011

2012

Thus, it is obvious that there were no significant
changes in the pattern of Croatian trade with EU
and CEFTA countries in the observed period (expressed as a share of total exports or imports). However, it is interesting to analyse the latest recorded
trends according to which in 2013 (relative to previous year) Croatian foreign trade with CEFTA countries decreased, with a fall in exports (in 000 HRK)
by 5.8% and a decrease in imports (in 000 HRK)
by 4.8% (according to CBS data published in June
2014). Thus, we can conclude that the effects of the
Croatian exit from CEFTA began to emerge already
in the year 2013. Therefore, in the following section
we explore potential changes in trade and customs
system due to the Croatian accession to the EU,
which would have a significant impact on foreign
trade in future periods.

2013

Country
EU27
Austria

EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

EX

IM

60.3

64.8

60.9

64.1

60.6

62.7

61.1

60.2

59.8

61.8

58.3

62.7

59.2

72.7

6.1

8.2

9.5

7.7

8.9

8.0

8.7

7.9

9.5

7.2

11.2

7.2

6.2

9.0

Italy

19.2

24.8

31.5

26.6

31.4

24.5

30.5

25.4

26.3

26.6

26.3

27.0

14.0

12.6

Germany

10.0

22.2

17.6

20.9

18.1

21.6

17.0

20.8

16.9

20.4

17.5

20.3

10.9

13.8

Slovenia

8.3

9.2

12.7

8.7

12.2

9.1

12.8

9.7

13.8

10.1

14.8

9.4

10.1

11.3

Note: the table shows the share of trade with countries with which Croatia records the highest export and
import. EX = exports; IM = imports.
Source: Croatian Bureau of Statistics (2009, 2011, 2013, 2014)
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4. Changes in trade and customs system after
Croatia’s accession to the European Union
Joining the EU, Croatia has become a part of the EU
single market within which all customs and nontariff barriers are being eliminated, and Croatia has
free access to markets of all EU member states as
well as to markets of countries with which the EU
has signed trade agreements. This eliminates the

EU border control and helps to save time and costs
of control, freight, customs clearance and administration in general as well as accelerates and reduces
costs of the transport of goods between Croatia and
EU. However, it is worth to mention that free trade
area and duty-free bilateral trade between Croatia
and EU member states were realized even before
Croatia’s full membership in EU, after signing the
SAA while full membership removed remaining
non-tariff barriers to foreign trade. As for commodities, the basic provisions on the removal of trade
barriers are articulated within Articles 34, 35 and
36 of the Treaty on the Functioning of the European
Union (TFEU), which prohibits quantitative restrictions on imports and exports of goods between
Member States (MFA, 2013).

Furthermore, by joining the EU, Croatia also took
over the common EU trade policy towards third
countries. The implementation of a Common Customs Tariff towards third countries will result in
changes in tariff rates for imports of certain categories of products. Given that the average weighted
tariff rate (obtained as the average tariff rate weighted with the share of each product in total imports)
in 2010 amounted to 4.5% for Croatia and 2.8% for
the EU, it can be concluded that the adoption of
Common Custom Tariff will result in the reduction
of the weighted average tariff rate with keeping the
existing import structure of products.

It can be expected that the weighted average tariff
rate for agricultural products will decrease from
13.3% to 9.9%, and for non-agricultural products
from 3.5% to 2.4% (WTO, ITC & UNCTAD, 2011).
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Differences in average tariff rates between Croatia
and EU for certain product categories are shown in
Table 3.

UDK 339.923(497.5:4-67 EU) / Review article

55%, respectively). Finally, it can be expected that
the increase in tariff rates towards third countries
will lead to trade diversion effect, i.e. the replacement of imports of cheaper products from third
countries by importing more expensive products
from EU countries2.

Table 3 Average tariff rates (%) in Croatia and
the EU-27 in 2011 according to product groups
Product group

Croatia

EU-27

Product group

Animal products

20.7

24.3

Minerals and metals

Dairy products

22.2

57.6

Fruit, vegetables. plants

12.3

Coffee, tea
Cereals and preparations
Oilseeds, fats and oils

9.3

Croatia

EU-27

4.8

2.0

Petroleum

10.6

2.0

10.4 Chemicals

4.5

4.6

1.5

0.9

6.2 Wood. paper. etc.

13.7

20.3 Textiles

7.1

6.5

4.7

6.6 Clothing

13.7

11.5

Sugars and confectionery

19.6

28.3 Leather. footwear. etc.

7.1

4.2

Beverages and tobacco

15.8

21.8 Non-electrical machinery

3.8

1.7

Cotton

0.0

0.0 Electrical machinery

4.7

2.4

Fish and fish products

7.1

10.9 Transport equipment

6.7

4.1

Source: WTO, ITC, UNCTAD (2011: 67-77)
The data show that the average tariff rate in the EU
is generally higher than in Croatia for agricultural
products and slightly less for industrial products.
Accordingly, the Croatian accession to the EU intensifies the protection of domestic agricultural
production, which will bring benefits to Croatian
producers. At the same time, the new trading system represents a challenge for Croatian manufacturers since, joining the customs union, domestic
production will also include agricultural production
of the remaining 27 EU member states.

It can, therefore, be concluded that by joining the
EU Croatian producers of agricultural products will
have greater protection against competing products
from third countries, but at the same time the intensity of competition in the domestic market will
increase due to the duty-free access to competing
products from the remaining EU member states.
Accordingly, we can expect the effect of an increase
in intra-EU trade. With Croatian accession to the
EU, the largest increase in average tariff rates will be
experienced in dairy products (for more than 150%)
and in fish, grains and sugar (from 44% to 53%). The
largest decrease in the average tariff rate will be experienced in oil (for more than 80%) and in minerals
and metals and non-electrical machinery (58% and
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The exceptions to the Common External Tariff
rates are the countries with which the EU has concluded preferential trade arrangements. Therefore,
with EU accession, Croatia gained access to third
countries with which the EU has concluded Free
Trade Agreements. Moreover, Croatia joined the
European Economic Area (EEA), which established
the single market in the EU member states, Norway, Liechtenstein and Iceland. Also, it took over
duty-free trade regime with the Switzerland and
customs union with Turkey, which actually is not
a big change considering that Croatia had already
established preferential trade area with these countries (Tišma et al., 2012: 53). Joining the EU, Croatia
has taken upon EU preferential trade arrangements
with the Mediterranean countries (Algeria, Egypt,
Israel, Jordan, Lebanon, Morocco, Palestine, Syria,
Tunisia), Peru, Chile, Mexico, South Africa, South
Korea, Singapore and most of the African, Caribbean and Pacific countries (ACP) as well as customs
union with Andorra, Monaco and San Marino (EC,
2013). Above mentioned preferential trade regimes
represent new potential export markets and offer
new opportunities for Croatian entrepreneurs.

At the same time, Croatian trade agreements with
Albania, Bosnia and Herzegovina, Montenegro,
Macedonia, Moldova, Serbia and Kosovo (CEFTA
2006), Norway, Liechtenstein, Switzerland and Iceland (EFTA) as well as with Turkey no longer apply.

God. XXVII, BR. 2/2014. str. 381-392

As during the previous two enlargements, the EU
has launched consultations with CEFTA countries
with which it has signed SAA (Albania, Bosnia and
Herzegovina, Montenegro, Macedonia and Serbia) for the negotiations regarding the mitigation
of changes in terms of exports for Croatia. From
the day of accession to the EU, Croatia will apply
SAA with Albania, Bosnia and Herzegovina, Montenegro, Macedonia and Serbia, which includes a
duty-free bilateral trade in industrial products without a period of adjustment and trade in agro-food
products at basic, reduced and zero customs rates.
Exception being the trade in most sensitive industrial products with Serbia, for imports of which in
Croatia/EU a zero rate of duty is applied while for
exports from Croatia/EU a zero tariff rate on all industrial products is applied (after January 1 of 2014)
(DUTP, 2013). In trade with Kosovo and Moldova
Croatia applies duties under the Most Favoured
Nation (MFN) status since EU did not signed SAA
with the above-mentioned countries.

Benefits of EU membership, except for the indirect
benefits of the customs union, are also reflected in
the fact that Croatian trade interests become European trade interests and will be represented by the
European Commission both in the region and in
the world. In this way, Croatia achieves a better bargaining position. Also, the products that are completely manufactured or sufficiently processed in
Croatia receive the label of products manufactured
in the EU, which has a positive effect on the image
and marketing of products in domestic and foreign
markets. On the other side, the main disadvantage
of EU membership is the reduction in customs revenue due to the elimination of tariff rates to other
EU member states and a decrease of tariffs towards
third countries. Reduction in customs revenue is
mostly driven by obligation to pay certain share
(75%) of the customs revenue in the common EU
budget (Cuculić et al., 2004)3. Moreover, as one of
the disadvantages of EU membership, various authors often stress the decrease in trade with CEFTA
countries, given that the SEE countries are important Croatian trading partners, especially Bosnia
and Herzegovina. Thus, there are indications that
the Croatian accession to the EU will lead to increase in prices of agricultural products of Croatian
origin in the Bosnia and Herzegovina market which
will distort existing favourable trends in trade.
Therefore, in the following lines of the paper we offer an overview of selected empirical research deal-

ing with predictions of Croatian accession to the EU
on various economic variables, such as real output,
exports, imports etc..
Matić et al. (2010) predict the impact of Croatian
accession to the EU on trade with Bosnia and Herzegovina, on the basis of changes in trade between
Slovenia and Bosnia and Herzegovina after Slovenia joined the EU. The authors point out that due
to the price increase of Slovenian products on the
market of Bosnia and Herzegovina after Slovenia
joined the EU, Slovenian exports immediately declined, with the value of exports reaching the preaccession level only after four years. Moreover, at
the same time, there was an increase in Croatian
exports to Bosnia and Herzegovina, a trend which
authors explain by the effect of trade diversion to
other countries with which Bosnia and Herzegovina
had concluded preferential trade arrangements. Accordingly, the authors expect diversion of Bosnia
and Herzegovina trade to the remaining CEFTA
countries. In order to maintain the gained position
in the market of Bosnia and Herzegovina as well as
in other countries in Eastern Europe, some Croatian
food companies have already announced relocation
of production facilities in the CEFTA countries.
However, it can be expected that EU membership
will bring only minor changes in trade in industrial
products between Croatia and CEFTA members.
The first reason is that most of the CEFTA members
signed the SAA with the EU, whose trade provisions
include trade in industrial products without, or
with reduced customs. Another reason is that most
of the member countries of CEFTA as a full-fledged
WTO members or observer countries, obliged to
gradually reduce their tariffs.

In addition, Croatia will experience changes in both
the Generalized System of Privileges (GSP), i.e. a
system through which developed countries unilaterally grant tariff preferences to developing and
least developed countries. Today, eleven developed
countries provide GSP. These are Australia, Belarus, the EU, Japan, Canada, New Zealand, Norway,
Russian Federation, United States, Switzerland and
Turkey. Before joining the EU, Croatia has been the
beneficiary of the GSP of the Russian Federation,
Canada, New Zealand, Japan and Australia. However, with EU membership, Croatia now belongs to
the group of developed countries and its status is
changed from the beneficiary to provider of these
privileges. Under the GSP EU enables beneficiary
countries to export non-sensitive industrial prod-
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ucts without any customs levies, while sensitive industrial products can be imported at reduced tariffs.
In addition, on the import of all products (agricultural and industrial) from the least developed countries a zero rate of duty is applied (the exception is
the trade in arms which requires a special import
license). Since the beginning of year 2014 the new
GSP of EU is applied, regulated by the directive No.
978/2012, with the number of beneficiaries of benefits being reduced to approximately 84 countries
(from 176 countries encompassed by previous EU
GSP No. 732/2008 which was applied until 2013).

Vizjak (2001), using the gravity model for determining the potential Croatian exports to EU countries,
estimated that the Croatian accession to the EU will
result in an increase in imports by 7.4% and exports
by 2.1%, resulting in a trade deficit of 5.3% with the
EU. Gravity model represents econometric model
of trade flows based on the analogy of gravity law
from physics. As the base year, the author used
the year 1995. According to obtained results, potential exports to EU, if Croatia would not become
EU member, would be 76.3% larger than the level
recorded in 1995. On the other side, taking into
consideration Croatian EU accession, the exports
in EU would increase by 2.4 times relative to 1995.
Therefore, in the first period after the Croatian accession to the EU, there would be a widening of the
Croatian trade deficit. However, Vizjak (2001) also
estimated that over a longer period of time trade
balance would rebalance and the share of Croatian
exports to EU member countries would amount to
about 3/4 of the Croatian exports.

Bilas (2007) also used the gravity model in examining the determinants of Croatian bilateral trade
with the EU-25 countries. In this model is assumed
that the trade between the two countries is positively correlated with their size and negatively with the
distance between the two.

388

The obtained results show that the number of inhabitants in the importing country has positive and the
distance between the capitals the negative impact
on Croatian exports. Similarly, GDP per capita and
population in the exporting country show positive
and the distance between the capitals the expected
negative impact on the Croatian import. Accordingly, the author concluded that it can be expected
that by joining the EU, Croatia will mainly trade
with the member countries with large population
(consumers) and less distant member countries.

Holzner (2013), using the global simulation model,
analysed the impact of Croatian accession to the
EU and its simultaneous exit from CEFTA. Simulation results show that consumer prices in Croatia
could fall by around 0.39% and real output by 0.41%
(in the short term). Also, the author expects an increase in Croatian exports to the EU by 2.2 percentage points, while it is expected that the exports to
CEFTA member countries will reduce by 0.7 percentage points. In terms of average tariff rates, it is
estimated that they will be reduced in Albania and
Montenegro (0.3 and 0.4 percentage points, respectively), while for other countries they are expected
to increase, with largest increase in Kosovo (by 8.1
percentage points). Furthermore, analysing the
level of individual CEFTA member countries, the
author expects an increase in exports to Albania
(2.8%) and Montenegro (3.1%) and a decrease in exports to Kosovo (-38.5%), Moldova (-19.1%), Serbia
(-14.3%), Macedonia (-1%) and Bosnia and Herzegovina (-0.9%). The author concludes that the Croatian accession to the EU presents special challenge
in terms of the short-term fall in output since the
devaluation of the nominal exchange rate is unlikely
instrument for the annulment of the short-term
effects (due to the Croatian efforts to enter the euro
area as soon as possible).
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5. Conclusion
Croatian accession to the European Union brings
with it a number of both advantages and disadvantages, and will not only affect trade with EU member
states but also with the countries of South Eastern
Europe due to its simultaneous exit from CEFTA.
Specifically, we can consider the short-term and
long-term effects, with short-term effects resulting
from the elimination of tariff and non-tariff barriers, and long-term effects resulting from access to
the larger and more competitive European market
as well as the market of the countries with which the
EU has negotiated trade agreements. Based on the
presented results of empirical research conducted
so far in the literature, we can summarize the following effects that can be expected after Croatia
joined the EU on 1 July 2013: (1) an increase in exports to the EU; (2) an increase in imports; (3) an
increase in the deficit of foreign trade with Member
States in the short term; (4) re-balancing of trade
balance in the long term; (5) a decline in exports to
CEFTA countries; (6) a decline in consumer prices
and output in Croatia and (7) the effects of trade
diversion. The net effect will, however, depend on
a number of economic, social and political factors
in individual countries. All of the described results
will certainly be interesting to test over some longer
period of time after the year 2013.

Thus, based on the review of existing literature,
it can be concluded that the EU membership will
change trends in foreign trade, with some sectors
being confronted with significant changes in comparison to some other sectors. One example is agriculture which was the subject of much research
in previous periods. Since the average tariff rate for
agricultural products is generally higher in the EU
than in Croatia and lower for industrial products,
an increase in protection of domestic agricultural
production is expected. This will in turn result in
increased benefits for Croatian producers. Furthermore, it has been shown that the new agricultural
trading system represents a major challenge for
Croatian producers since joining the customs union
includes both domestic production and agricultural
production of all other EU member states. On the
other hand, it is expected that the entry into the EU
will lead to an increase in prices of agricultural and
food products of Croatian origin in the market of
Bosnia and Herzegovina, undermining the existing
trade which is currently at about 13% of the total
foreign trade. Therefore, as one avenue for the future research we see more sophisticated empirical
analysis of the impact of Croatian accession to the
EU as well as of changes in tariff rates for imports of
certain categories of products on the competitiveness of specific industries or product categories.
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19. NN Međunarodni ugovori br. 13/2000. Odluka o proglašenju Zakona o potvrđivanju protokola o
pristupanju Republike Hrvatske Marakeškom ugovoru o osnivanju Svjetske trgovinske organizacije

References
1.

Bartlett, W. (2008). Europe’s Troubled Region: Economic Development, Institutional Reform and Social Welfare in the Western Balkans. London: Routledge.

20. NN Međunarodni ugovori br. 14/2001. Zakon o potvrđivanju Sporazuma o stabilizaciji i pridruživanju
između Republike Hrvatske i Europskih zajednica i njihovih država članica

2.

Bilas, V. (2005). Konvergencija tranzicijskih zemalja prema Europskoj uniji, Ekonomski pregled, Vol.
56, No. 3-4, pp. 221-238.

21. NN Međunarodni ugovori br. 4/2003. Zakon o potvrđivanju ugovora o pristupanju Republike Hrvatske Srednjoeuropskom ugovoru o slobodnoj trgovini

3.

Bilas, V. (2007). Trgovinska povezanost Hrvatske i EU, Zbornik Ekonomskog fakulteta u Zagrebu, 5,
pp. 67-78.

4.

Cuculić, J., Faulend, M., Šošić, V. (2004). Fiskalni aspekti pridruživanja: možemo li u Europsku uniju s
proračunskim deficitom? Financijska teorija i praksa, Vol. 28, No. 2, pp. 155-179.

5.

Croatian Bureau of Statistics (2009). First release No. 4.2.4. FOREIGN TRADE IN GOODS OF THE
REPUBLIC OF CROATIA January – December 2008.

22. NN Međunarodni ugovori br. 5/2013. Objava o stupanju na snagu Ugovora između Kraljevine Belgije,
Republike Bugarske, Češke Republike, Kraljevine Danske, Savezne Republike Njemačke, Republike
Estonije, Irske, Helenske Republike, Kraljevine Španjolske, Francuske Republike, Talijanske Republike, Republike Cipra, Republike Latvije, Republike Litve, Velikog Vojvodstva Luksemburga, Republike Mađarske, Republike Malte, Kraljevine Nizozemske, Republike Austrije, Republike Poljske, Portugalske Republike, Rumunjske, Republike Slovenije, Slovačke Republike, Republike Finske, Kraljevine
Švedske, Ujedinjene Kraljevine Velike Britanije i Sjeverne Irske (države članice Europske unije) i Republike Hrvatske o pristupanju Republike Hrvatske Europskoj uniji

6.

Croatian Bureau of Statistics (2011). First release No. 4.2.4. FOREIGN TRADE IN GOODS OF THE
REPUBLIC OF CROATIA 2010. Final Data.

7.

Croatian Bureau of Statistics (2013). First release No. 4.2.3. FOREIGN TRADE IN GOODS OF THE
REPUBLIC OF CROATIA 2012. Final Data.

8.

Croatian Bureau of Statistics (2014). First release No. 4.2.1/12. FOREIGN TRADE IN GOODS OF
THE REPUBLIC OF CROATIA, 2013. Final Data.

24. COUNCIL REGULATION (EC) No 732/2008 of 22 July 2008, Official Journal of the European Union.
Available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:211:0001:0039:EN:P
DF (Accessed on: July 12, 2013)

9.

DUTP (2013). Primjena SSP-a između EU i Republike Albanije, BiH, Crne Gore, Kosova, Republike
Makedonije, Moldove i Republike Srbije od 01. srpnja 2013. Godine. Available at: http://www.dutp.hr/
default.aspx?id=289 (Accessed on: July 11, 2013)

25. REGULATION (EU) No 978/2012 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 25 October 2012, Official Journal of the European Union. Available at: http://trade.ec.europa.eu/
doclib/docs/2012/october/tradoc_150025.pdf (Accessed on: July 12, 2013)

10. EBRD (2013). Transition indicators by country. Available at: http://www.ebrd.com/what-we-do/economic-research-and-data/data/forecasts-macro-data-transition-indicators.html (Accessed on: September 25, 2013)
11. EC (2013). The EU’s free trade agreements – where are we? Available at: http://trade.ec.europa.eu/
doclib/docs/2012/november/tradoc_150129.pdf (Accessed on: July 12, 2013)
12. Goldner Lang, I., Perišin, T. (2011). Postupna liberalizacija kretanja roba i ljudi u Hrvatskoj i Makedoniji – prije i nakon članstva u EU, Zbornik Pravnog fakulteta u Zagrebu, Vol. 61, No. 2, pp. 613-642.
13. Grgić, M., Bilas, V. (2008). Međunarodna ekonomija, Zagreb: Lares plus.
14. Holzner, M. (2013). Impact of Croatian EU Accession on Regional Trade Patterns, wiiw Policy Notes
and reports, No.10.
15. Matić, B., Bilas, V., Čulina, M. (2010). Perspektive razmjene Hrvatske i BiH nakon ulaska Hrvatske u
Europsku uniju, Zbornik Ekonomskog fakultet u Mostaru, 16, pp. 115-133.
16. MVEP (2013). Pročišćene inačice Ugovora o Europskoj uniji i Ugovora o funkcioniranju Europske
unije. Available at: http://www.mvep.hr/custompages/static/hrv/files/pregovori/111221-lisabonskiprociscena.pdf (Accessed on: July 11, 2013)
17. NN Međunarodni ugovori br. 12/2001. Zakon o potvrđivanju Ugovora o slobodnoj trgovini između
Republike Hrvatske i država EFTA-e

23. NN Međunarodni ugovori br. 6/2007. Zakon o potvrđivanju Ugovora o izmjeni i dopuni i pristupanju
Srednjoeuropskom ugovoru o slobodnoj trgovini

26. Rodrik, D. (2007). One economics, many recipes: globalization, institutions, and economic growth.
Princeton University Press.
27. Rodruguez, F., Rodrik, D. (2001). Trade Policy and Economic Growth: A Skeptic’s Guide to the CrossNational Evidence. Available at: http://www.nber.org/chapters/c11058 (Accessed on: August 15, 2014)
28. Tišma, S., Samardžija, V., Jurlin, K. (2012). Hrvatska i Europska unija: prednosti i izazovi, Zagreb: Institut za međunarodne odnose.
29. Tussie, D., Aggio, C. (2006). Economic and social impacts of trade liberalization, in: Fernandez de
Cordoba, S. and Laird, S. (eds.), Coping with Trade Reforms. A Developing Country Perspective on
the WTO Industrial Tariff Negotiations. Available under: http://r0.unctad.org/ditc/tab/events/nama/
docs/fullreport-version14nov-p106-119.pdf (Accessed on: August 15, 2014)
30. Vizjak, A. (2001). Gospodarske koristi od suradnje Republike Hrvatske i Europske unije, Ekonomski
pregled, Vol. 52, No. 7-8, pp. 856-872.
31. Winters, L. A. (2004). Trade Liberalisation and Economic Performance: An Overview. The Economic
Journal 114. Available at: http://web.a.ebscohost.com/ehost/pdfviewer/pdfviewer?sid=c3cf92338d7e-4439-9659-dd1191a1f1fd%40sessionmgr4002&vid=0&hid=4207 (Accessed on: August 15, 2014)
32. WTO, ITC & UNCTAD (2011). World Tariff Profiles 2011, Geneve: World Trade Organization.

18. NN Međunarodni ugovori br. 12/2002. Zakon o potvrđivanju Ugovora o slobodnoj trgovini između
Republike Hrvatske i Republike Turske

390

God. XXVII, BR. 2/2014. str. 381-392

God. XXVII, BR. 2/2014. str. 381-392

391

Ivana Štulec, Valentina Vučković, Tomislav Baković:
Impact of Croatian EU accession on its foreign trade and customs system

Dejan Bodul, Ivana Tomas Žiković:
Advantages and disadvantages of German consumer bankruptcy model: Guidelines for Croatian lawmaker

(Endnotes)
1

For a more detailed (and critical) overview of the literature dealing with the trade liberalization effects see Rodriguez and Rodrik
(2001), Winters (2004); Tussie and Aggio (2006).

2

More on the effects of creation and diversion of trade see in Grgic and Bilas (2008).

3

To illustrate, the customs revenues in Croatia, expressed as a percentage of total imports, were on average around 1.5% for the
period from 2007 to 2011 (authors’ calculations based on data from the Ministry of Finance and the Central Bureau of Statistics)
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Abstract

Utjecaj ulaska Republike Hrvatske u Europsku uniju
na njezin vanjskotrgovinski i carinski sustav

Sažetak
Rad analizira učinke ulaska Republike Hrvatske u Europsku uniju na vanjskotrgovinski i carinski sustav Hrvatske, s posebnim naglaskom na bilateralnu trgovinsku razmjenu sa zemljama članicama Europske unije
i CEFTA-e. Naime, danom pristupanja Europskoj uniji, prestali su vrijediti trgovinski sporazumi koje je
Hrvatska sklopila sa zemljama jugoistočne Europe uslijed simultanog izlaska iz CEFTA-e. Navedeni procesi
zasigurno će dovesti do određenih promjena u dosadašnjem uzorku vanjskotrgovinske razmjene. Rad stoga
prvo donosi pregled stanja i dinamike vanjskotrgovinske razmjene Hrvatske sa zemljama članicama EU-a i
CEFTA-e u razdoblju od 2007. do 2013. godine. Nakon toga, daje se pregled mogućih promjena u trgovinskom i carinskom sustavu, kao i pregled njihovih potencijalnih učinaka procijenjenih u okviru dosadašnjih
teorijskih i empirijskih istraživanja.

Ključne riječi: liberalizacija trgovine, carine, vanjska trgovina, Hrvatska, Europska unija
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Legal transplant, as a legal phenomenon, has always been present in legal history, and was especially
brought to the fore in terms of creating major economic integrations, such as the European Union (EU).
Membership of the Republic of Croatia in the EU has its strong legal basis because it belongs to the continental law school initially based on the reception of Roman law, and later German law. The Croatian
academic community believes that the harmonization of bankruptcy and legal regulations with the EU
laws is not a goal in itself, but has a strong economic rationale. In this context, a number of ambiguities in
the current bankruptcy legislation are indicated, one of them being the absence of lex specialis regulations
for consumer bankruptcy. As the legislator showed an initiative for the reception of a model of consumer
bankruptcy (the Foundation for the Introduction of Personal Bankruptcy, Ministry of Justice, Zagreb, 2012,
pp. 1-6, and Draft Proposal of the Statement of the Regulatory Impact Assessment for the Preparation of the
Draft of the Consumer Bankruptcy Law Proposal, Ministry of Justice, Zagreb, 2012, pp. 1-5 and finally Draft
of the Consumer Bankruptcy Law Proposal, Ministry of Justice, Zagreb, June 2014) modeled on German
legal solutions, the authors analyze the justification of such regulation in this paper.

Keywords: consumer bankruptcy, German role model, justification of implementation.

1. Introduction
Bankruptcy legislation in the Republic of Croatia is
directly related to the aspects of the existing socioeconomic relations. Since World War II onwards
there have been several changes in the field of bankruptcy legislation which were mainly an expression
of market specificities and conditions (Bodul et al.,
2013). Until 1997, Compulsory Settlement, Bankruptcy and Liquidation Act (Official Gazette (OG)

53/91 and 44/96) was effective. Due to the necessity
of a more contemporary regulation of bankruptcy,
within the reform process, a new law, Bankruptcy
Law (OG 44/96, 29/99, 129/00, 123/03, 82/06,
116/10, 25/12 and 133/1 – further referred to as BL)
was introduced. The starting point for the new BL
was the German Insolvency Law from 1999 which
itself radically changed German insolvency legislation (Bodul, 2011).1 The aspects of the new law
are such that the Croatian regulation concerning
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this field is now largely in accordance with modern
world solutions even though there are some comments on this law as well. However, the present BL
omitted the category of consumer as a possible subject of bankruptcy and the research problem arises
as a consequence. The authors believe that the consumer is unjustifiably omitted from the bankruptcy
legislation, which can be corrected by adopting a
lex specialis law that will regulate the field of consumer bankruptcy. Therefore, the purpose of the research is to analyze the justification of introducing
regulations governing consumer bankruptcy in the
Republic of Croatia modeled on the German legal
solutions.

In Croatia, there still isn’t a single textbook, monograph or more significant work in the field of consumer bankruptcy, as opposed to major work, research papers as well as the judicial practice that
exists in, for example, German law.
There are only a few scientific texts dealing with this,
still very “new” scientific discipline (see Garašić,
2011, Odobaša, 2011, Bejaković, 2010, Bodul, 2011
and Bodul, Smokvina, 2012).
Therefore, the present research for the case of the
Republic of Croatia will have a fundamental significance, and will represent the first systematic and
scientifically based analysis of a possible approach
towards reform of subjective assumptions for the
application of bankruptcy legislation and consumers’ right to bankruptcy proceedings.

2. The problem of choosing a suitable
consumer bankruptcy model
When drafting new legislation (in former socialist
countries) the question whether the traditional continental European or the Anglo-American models,
which are sometimes considered as more “modern”,
should be adopted, appears almost regularly. Or
perhaps, according to the slogan “the best of both
worlds”, elements of both systems should be combined. Namely, American and continental European
legal models of consumer bankruptcy are based on
different theoretical grounds, which necessarily
causes the differences between these systems. Until the 1980s, European countries did not have a
regulated consumer bankruptcy as a special form
of bankruptcy proceedings. Economic conditions
required its introduction to the legal system. In the
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EU Member States’ practice there are a number of
different options in a situation where the consumer
finds himself in a financial crisis and all those options are closely related and directly influenced by
the “regular” bankruptcy law. Although all these
countries have as a general and identical aim to
modernize their law systems, they still have their
own tradition, issues and conditions and therefore
are facing individual challenges. However, an evident orientation of the Croatian legislation to the
already existing German bankruptcy consumer
model is coherent, because it enables the use of foreign judicial practice and literature as an aid in solving the issues that will arise in the application of the
“new” law (Berkowitz et al., 2003).

3. Legislative resolution of the German model
of consumer bankruptcy proceedings
The new Insolvency Code (Ger. Insolvenzordnung)
entered into force in Germany in 1999.2 In accordance with the rules of consumer insolvency proceedings,3 the consumer debtor’s aim is to be relieved from remaining debts by liquidation of assets
that can be seized and the proportional settlement
of creditors. Special insolvency provisions provide
consumers with the right to discharge debts in three
stages.
The first is determined in the consumer’s attempt to
reach an out-of-court agreement on the debt regulation with his creditors. An attempt, and not reaching an out-of-court agreement on the debt regulation, is a prerequisite for the initiation of insolvency
proceedings.
Within the framework of insolvency proceedings,
a new attempt for reaching an out-of-court agreement on debt regulation follows.
If within the second stage of the proceedings the
creditors do not accept the plan for regulating the
consumer’s debts, there follows the liquidation of
the debtor’s assets that can be seized under judicial
procedure. For this judicial procedure, simplified
rules are applied and depending on the motion of
the debtor, he can be relieved of the remaining debts
over a period of six years (i.e. the period of good
behavior).
The indicated period of six years was introduced
by the insolvency legislation reform in 2001, before
which it had been considered that the period should
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last for seven years. However, as the period of the
so-called good behavior is essentially only one of
the phases of consumer bankruptcy, preceded firstly by an out-of-court and then a court reaching of an
agreement on debt regulation, it has been demonstrated in practice that debt relief should be waited
for almost 11 years, and even more. Furthermore, in
practice, the frequency of payments based on debt
repayment plan has proved questionable, since in
many cases the creditors do not realize economic
benefits. A step forward was made by the specified Amendments of Insolvency Code in 2001, according to which the debtor is entitled to defer the
payment of legal expenses, meaning that the debtor
can settle them upon completion of the insolvency
proceedings.

Before the implementation of the stated amendment, the rules of consumer bankruptcy demanded
the rejection of the proposal to initiate consumer
bankruptcy if bankruptcy estate was not sufficient
to cover the expenses of the proceedings. However,
in the case where consumers are able to defray the
expenses, there is a significant problem in the inability of the debtor to meet the creditors’ claims
during the period of good behavior. Namely, the basic requirement is that during the six-year period,
the debtor transfers as much as possible of his assets
to the creditor. However, this goal is often unrealizable. It has been shown (Lechner, 2011) that most
of the consumers are unable to settle any part of the
debt, so this leads to questioning the six-year period
rationale, and also the fact that most consumers
live “on the edge of existence” during the period of
debt repayment should be bore in mind. It was anticipated that the reform legislation in 2001 and the
structure according to which the payment of the expenses “transfers” to the completion of the debt repayment plan, would provide certainty of payment
of expenses of the proceedings. Actually, the idea of
the amendment is focused on adjusting the rules of
bankruptcy proceedings to financial and social situation of insolvent consumers. Nevertheless, the reform not only hasn’t contributed to a more efficient
and expeditious completion of the proceedings, but
resulted in a larger number of submitted proposals for bankruptcy. From the above stated, it can be
concluded that the intention of the German legislature to delay the payment of expenses of the proceedings, until the end of the debt repayment, has
not provided satisfactory results. Moreover, it has
been shown in practice that there have been more

and more consumer bankruptcy proceedings. In regard to this, it can be concluded that this system of
designing the institution of consumer bankruptcy,
imposes debtors to a very long period of debt repayment, high and irreversible expenses of administration of the local government, and mainly it doesn’t
help achieve the settlement of the creditors (Braun,
2005; Kilborn, 2004).

3.1. The necessity of reform of the consumer insolvency proceedings and the remaining debt
relief proceedings
Every twelfth German household can’t meet its financial liabilities due.4 The number of proposals to
initiate the consumer insolvency proceedings from
1999 to 2005 increased from 3,357 to 68,898.5 Behind the U.S. with the rate of 12.7%, Germany has
the highest insolvency rate of 8.1% at the international level. Only 6% of indebted households in
Germany experienced benefits from the remaining
debt relief.6 Due to the increasing number of overindebted persons, debt consultants and Consumer
Protection Offices have demanded amendments to
consumer insolvency proceedings and the remaining debt relief proceedings which would enable a
less complex debt relief for the insolvent customers. At the center of criticism is the fact that these
proceedings, in cases of insufficient bankruptcy estate, which amount to 80% of all cases according to
the Federal Ministry of Justice, are too demanding
and do not contribute to the settlement of creditors’ claims, which is the stated goal of insolvency
proceedings. A model of the solution § 304ff. of the
Insolvency Code has been marked as “having significant shortcomings”, which is a consequence of the
fact that, unlike other elements of the reform of the
Insolvency Code, it didn’t ensue as a result of several
years of preliminary actions (Goldenberg, 2006).

In a mandatory attempt to reach an out-of-court
agreement, the “artificially inflated demand for insolvency advisory services” is criticized because of
the unfeasibility in the cases of inability of “zero
debt repayment plans”, disproportionate advisory
efforts even in the cases of successful agreements
and the unacceptability of the advisory model in
practice (Goldenberg, 2006).
In an attempt to reach a court agreement, the criticism was related to the fact that such a model nei-
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ther encourages creditors to reach any agreement
nor offers contextual benefits compared with a plan
of out-of-court debt regulation. In simplified insolvency proceedings, which generate the majority of
expenses, the entire proceeding was criticized since
in the cases with no bankruptcy estate, or due to the
insufficiency of a debtor’s bankruptcy estate, there
is no economic rationale. In the remaining debt
relief proceedings, the remark primarily refers to
the meaningless burdening and financial expenses
of the judicial system, e.g. because of the inclusion
of trustees, especially in cases with no bankruptcy
estate.

The criticism of the theory goes further and emphasizes that the disadvantages of the proceedings,
besides the fact that even the debtors who have insufficient means undergo a long and complex proceeding, and that the creditors have to participate in
an attempt to regulate the debts without expecting
some sort of economic benefits, also affect the justice system which is overloaded with a large number
of proceedings with no bankruptcy estate. The biggest criticism is related to the fact that insolvency
proceedings for consumers with no means generate high costs and the consequence was that the
reforms of consumer insolvency proceedings were
primarily fiscally motivated. Insolvency proceedings with no assets have become financially unsustainable for budgets, primarily due to the deferred
payment of expenses of the proceedings in accordance with § 4a ff. of the Insolvency Code. Therefore,
the solutions are searched for in new approaches
that would generate less cost. The burdening of
budgets due to the delay of payment of expenses of
the proceedings is certainly not a topic that should
simply be ignored. It is questionable whether this
issue should be in the forefront of reform efforts
that should ensure the creation of new legislation
for debt relief. The attention should also be paid to
the fact that it is still arguable whether the budgets
were as burdened as claimed. Hence the share of the
cases of granted deferred payment of expenses, in
which the repayment doesn’t follow for the biggest
part, is according to some estimation 2/3, and according to other, an estimated 90%. The possibility
of delaying payment of expenses of the proceedings
exists only since 2001, and a significant increase
of insolvency cases has been recorded only from
2003. In order to obtain data on the basis of which
conclusions can be made, a time lapse of at least 10
years is required (the period of good behavior, and
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4 years of additional warranty period (Ger. Nachhaftungszeitraum). Therefore, the theory holds that
the first solid comprehension should be expected in
the period from 2011 to 2014 (Lechner, 2011). Even
if there would be speculation about the possible returns of deferred payments of expenses related to
cost recovery for 2005, which amount to 48.29 million euros or for 2006, when the estimated amount
is 55.253 million euros, conclusions can’t be drawn,
because there are no reliable data so far on the
share of the proceedings in which the debtors were
granted deferred payment of expenses, so it is not
possible to compare the data on the return of the
payments and the deferred payments (Goldenberg,
2006).

Already in 2002, German judges and senior judicial
officers called for the “re-establishment of the functionality of insolvency courts and the Insolvency
Code” and demanded a reform of the consumer insolvency proceedings and the remaining debt relief
proceedings. Such a reform should enable a faster
and more economical remaining debt relief proceeding. However, this reform was not necessary in
order to spare the over indebted consumers of the
complexity of the current proceedings, but to reduce the workload of the judicial system, which has
become overloaded due to an increase in proposals
for initiating insolvency proceedings (Goldenberg,
2006).

In the mid-2003 the German Federal Ministry
of Justice proposed the initial Draft of the Act on
Amendments of the Insolvency Code, Civil Code
and other laws.7 In the foreground was a proposal of
merging attempts of reaching an out-of-court agreement and court proceedings of debt regulation. The
Draft Act on Amendments of the Insolvency Code,
Credit System Law and other laws which were created by officers, was published in September 2004.
At the same time a discussion with certain discrepancies from the original draft continued (Wiedemann, 2004). The Bavarian State Ministry of Justice
proposed a withdrawal of the Draft and the establishment of a Bund-Länder Commission (working
group at the level of federal country-federal states)
that would examine legal procedural requirements
and offer appropriate solutions for the cases with no
bankruptcy estate, which is the biggest shortcoming
of the existing regulations, in the opinion of the Ministry.8 In November 2004, Justice Ministers’ Conference9 established the Bund-Länder Commission,
which consisted of representatives of the Federal
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Ministry of Justice and State Ministries of Justice.
In spring 2005, the Federal Ministry of Justice prepared a Draft proposal containing key issues, titled
“Alternative forms of remaining debt relief - key issues of the possible reform”10. It focused on “the proceedings of debt relief with no trustees” for debtors
with no bankruptcy estate, which is also called the
“Obsolescence Model” (Ger. Verjährungsmodell).
According to this model, the consumer insolvency
proceedings and the remaining debt relief proceedings in their present form would be implemented
only for debtors with bankruptcy estate. The consumer insolvency proceedings would not be applicable to debtors with no means or with insufficient
bankruptcy estate. A special debt relief proceeding
would be applicable to debtors with no means or
with insufficient bankruptcy estate. The main features of that proceedings are debt relief through
obsolescence after the eight-year period expiration,
the permissibility of enforcement measures that are
otherwise prohibited in insolvency proceedings,
absence of trustees and non-obsolescence of claims
that the debtor didn’t indicate (Hofmeister, Jäger,
2005). In June 2005, at the Conference of Ministers
of Justice, the Bund-Länder Commission proposed
an interim report “New Paths towards the remaining debt relief ”.11 The commission advocates for the
idea of “rectified (relocated) proceedings” (Ger.
ausgelagertes Verfahren) for debtors with no bankruptcy estate (Springeneer, 2006). In March 2006,
the Federal Ministry of Justice forwarded a proposal
for discussion to the members of the Bund-Länder
Commission, titled “Draft of the Act on debt relief
for persons with no means and on amendments
to insolvency proceedings for consumers” (Ger.
Entwurf eines Gesetzes zur Entschuldung völlig
mittelloser Personen und zur Änderung des Verbraucherinsolvenzverfahrens).12 The proposal was
supposed to be the basis for discussion within the
commission, but despite its name, it still didn’t represent a Draft of the Act of the Federal Government.
The conclusions of the discussion at the Conference
of Ministers of Justice were presented in 2006, and
were the basis for the Draft of the Act prepared by
the Federal Ministry of Justice (Goldenberg, 2006).13

3.2. Debt relief structure for the most vulnerable consumers through a Draft of Act on
debt relief for persons with no means and on
amendments to insolvency proceedings for
consumers
In the Draft of the Act on debt relief for persons
with no means and on amendments to insolvency
proceedings for consumers (hereinafter: the Draft)
proposed by the Federal Ministry of Justice, the central focus is on a special debt relief proceeding for
debtors with no means and on amendments to insolvency proceedings for consumers with the relief
of the remaining debts which would encompass all
other individuals.14

3.2.1. The debt relief proceedings for consumers
with no means
The theory advocates the position that a special
debt relief proceeding should be available to all consumers with no means. The proceedings would be
initiated by a specific person or a department responsible for issuing certificates of inability to reach
an agreement with creditors and for the preparation
of forms for submission of proposals. After determining the insufficiency of bankruptcy estate, the
insolvency court should inform the creditors which
the debtor had indicated in the list of creditors and
claims about the proceedings, and invite creditors
to submit a proposal for rejection and state the reasons for rejection within one month period. If the
court does not receive the request for rejection, it
determines by a decision that the debtor would be
relieved from debts no later than eight years after
the decision, unless the proposal is rejected during
that period. There is no need to register or determine claims15 or appoint trustees. In accordance
with §4a-4d of the InsO, the institute of deferred
payment of the proceeding expenses should not
be applied, because no costs incur for the debtor
in the debt relief proceedings. During the eightyear period, the creditor can generally initiate the
enforcement procedure, but the enforcement may
be limited under certain circumstances. The Draft
contains several options for limiting the enforcement, but they haven’t been completely defined
and are subject to further discussions of the BundLänder Commission. After the expiration of the
debt relief period, the debtor would be exempt from
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creditor’s claims which the creditor indicated, but
the relief would have no effect on the remaining
claims (Goldenberg, 2006).

3.2.2. Insolvency proceedings for consumers and
the remaining debt relief proceedings
According to the Draft, the insolvency proceedings
for consumers and the proceedings for remaining
debt relief should be available to all individuals who
at the time of the proposal submission do not carry
out entrepreneurial activities, and who can cover
the expenses of the proceedings. The theory suggests a sort of merging of attempts aimed at reaching an out-of-court or a court agreement in order
to maximize the prospects for concluding an agreement, as well as to remove the differences between
regular and simplified insolvency proceedings and
the breakdown of the duration of the good behavior period. If the debtor reimburses at least 20% of
the creditors’ claims, then his period of good behavior reduces to four years, and in the case of reimbursement of at least 40%, the period reduces to
two years. In other cases, the good behavior period
would last as usual, for six years. The Draft further
on implies an expansion of the list of reasons for rejection from §290 of the Insolvency Code, and the
rejection by virtue of the office when there are obvious reasons for it. Moreover, a catalog of excluded
claims is also implied.16 It is important to emphasize
that the maintenance liability that a debtor has, but
deliberately does not meet it, would not be covered
by the remaining debt relief (Goldenberg, 2006).

The Draft implies that the insolvency proceedings
for consumers and the proceedings for the remaining debt relief, unlike complete debt relief, should
last less in order to motivate the debtor to pay the
proceeding expenses. Thus, the Federal Ministry of
Justice as the author of the Draft “in the interest of
the over-indebted and in order to protect the resources of the judicial system” (Ger. im Interesse der
Überschuldeten und um die Ressourcen der Justiz zu
schonen), has set the goal of finding less complex
ways of debt relief and amendments to consumer
insolvency proceedings so that the proceedings
would be as flexible and efficient as they can be and
to demand less effort.17
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3.2.3. The main criticism of the planned amendments
For the most part, the Draft anticipates a regulation which coincides with the current proposal of
the Bund-Länder Commission. Important discrepancies are evident in the possibilities of limiting
enforcement measures during the debt relief proceedings, where the enforcement procedure would
still be permitted. The permission of the enforcement procedure is the central point of criticism of
the model of Bund-Länder Commission. Thus, it
remains to be determined which restriction possibilities from the Draft will enter the new Act. If the
restrictions are not carried over, the permission of
the enforcement procedure will again become the
center of criticism. Considerations arising from the
scientific community, the legal profession and debt
consultants indicate the misgiving that despite the
fact that the debtors have no assets, it will result in
a “flood” of enforcement procedures on accounts,
with account closings as the final result. The requests for protection, which debtors may submit according to § 850 k of ZPO,18 will lead to an increased
burden of courts for enforcement and credit institutions to which enforcement procedure represents a
considerable expense. This way the debtor’s efforts
in finding a new job are endangered, along with
his economic reintegration, because employers, as
the debtor’s debtors, are often reluctant to burden
themselves with enforcement procedures on salaries (Goldenberg, 2006).

The following criticism of the theory applies to a
limited impact of debt relief only for the creditors’
claims indicated by the debtor himself. The aim of
a serious debt relief cannot be a solution for only a
part of debts, but a sustainable relief from all debts
and the debtor’s re-inclusion in the regular economic and working life. That is achievable only by
regulating the limited impact of debt relief, since
often all the creditors cannot be specified and also
frequently several years pass since the principal
debt was incurred and before the advisory service is
contacted. Also, it happens that even though there
is a record of a creditor, his title or the amount of
the claim aren’t known or he does not respond to
invitations. Further on, it is difficult to find justification for the fact that the creditors that the debtor
indicated, have to accept his debt relief, while others may still persist in their demands (Goldenberg,
2006).
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The limited effect of debt relief in the Draft is justified with the fact that on one hand, the debtor is
encouraged to be more active, and on the other, the
limitation of enforcement measures for all the creditors requires that they are at least informed about
the proceedings, which would imply a considerably more arduous and expensive proceeding. This
should be avoided, so that the debt relief proceedings would be shorter (Goldenberg, 2006).
Further criticism of the theory was related to the
eight-year duration of the debt relief proceedings
that in the Draft, among other things, is explained
by the fact that this should motivate the debtor to
pay the proceeding expenses, in order that he passes
to the good behavior period within the remaining
debt relief. However, the experience shows that the
six-year period is difficult as it is for the consumers,
so the extension of this period cannot be justified.
A dilemma has also arisen about achieving an objective of the Draft related to the financial relief of
the budget. In this context, the estimation regarding budget relief for the justice system, meaning
the transfer of expenses to budgets of other departments and institutions, is “too optimistic”. Certainly
the repeal of deferred payments of the proceeding
expenses would partially reduce the burden on justice budgets. However, since the amendments to the
debt relief proceedings do not imply the payment
of fees, even if the insolvency court was involved in
the proceedings to a certain extent, the proceeding
expenses would be charged to the justice budget
(e.g. costs of checking the general assumptions of
the admissibility of the opening of the proceedings, examining requests for rejection, debt relief
denial ex officio, decisions on requests for debt relief or revocation of a decision on debt relief ). In
addition, expenses associated with permitted enforcement procedures during the debt relief would
incur, due to the fact that the debtors with no assets would file objections to enforcement in order
to protect themselves from the growing number
of creditors’ requests for enforcement procedures.
The debt relief proceedings could create additional
expenses for the budgets of other departments and
institutions. Thus, the permissibility of enforcement
would lead to the fact that mediation in the employment of unemployed debtors wouldn’t be successful
in most cases, because the employer has to take into
account that an enforcement procedure on salaries
may be initiated during the period of eight years,
though only by the creditors that the debtor had not

previously specified, as the Draft includes an option
for limiting enforcement (Goldenberg, 2006).
Moreover, the compliance of the proposed amendments to consumer insolvency proceedings and remaining debt relief proceedings with the principle
of equal treatment is ambiguous. Namely, regulations with different actions against the debtor who
has certain bankruptcy estate and against a debtor
with no bankruptcy estate, by putting such a debtor
in a worse position, would lead to a „legal right of
two classes“ and „exclusion“ of debtors with lowest
incomes, meaning those who do not have any income. Such legislative regulation would significantly violate the principle of equal treatment which is
not in accordance with §3, sub-section 1 of the Constitution (Goldenberg, 2006).

3.3. Alternative structures
Theoretical discussions about the necessity of
amendments on insolvency proceedings for consumers and the proceedings for remaining debt
relief have led to the fact that in recent years, different individuals and groups of people have developed various structures for reshaping the proceedings. It is still not clear whether and to which
extent these proposals will affect the final Draft of
the Act. Therefore, it is necessary to introduce various models and their main determinants in order to
gain a better insight into the overall issues and that
the present Draft could be assessed from different
perspectives (Goldenberg, 2006).

3.3.1. “The Wustrau Regulation”
At the beginning of 2005, as a result of the criticism
of the dualistic regulation depending on whether
the debtor has any assets (bankruptcy estate), the
German Ministry of Justice invited representatives
of the State Ministries of Justice, Federal Ministry of
the Family, associations of creditors, lawyers and insolvency administrators, insolvency administrators,
debt consultants, insolvency courts and the scientific community to the Judicial Academy in Wustrau in order to develop a new concept. „Two ways
towards the same goal – the legal remaining debt
relief ” were developed in the context of the Wustrau model (Goldenberg, 2006). The model includes
a combination of former insolvency proceedings
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for consumers as debtors with bankruptcy estate
and the insolvency proceedings in the cases with no
bankruptcy estate. Those proceedings would not be
independent from each other, but there would be a
single proceeding that would be flexible and would
last shorter. The proceedings of debt relief should
be preceded by an attempt to reach an out-of-court
agreement. If that doesn’t happen, or if, due to the
insufficiency of the debtor’s bankruptcy estate, a
testimonial is provided about the inability to reach
that agreement, the debtor can apply for the start
of the consumer insolvency proceedings, meaning
the proceedings for debt relief, justification of which
has to be determined by the court. The possibility of
a debt regulating plan within the legal proceedings
still remains in force (Goldenberg, 2006).

The consumer insolvency proceedings should be
applied when the debtor can cover the expenses of
the proceedings and can settle at least 10% of the
creditors’ claims, whereby the lowest percentage of
the settlement of the claims hasn’t been determined
by a consensus. If the court finds that the consumers insolvency proceedings cannot be initiated because of the insufficiency of bankruptcy estate, the
debt relief proceedings would be initiated. This can
be equalized with a direct transition to the good
behavior period. This way, the insolvency proceedings is bypassed. The publication of the decision to
initiate the proceedings would exclusively follow
via the Internet. The creditors are informed about
the proceedings and are asked to verify whether
their claims were taken into account and to state
the reasons for rejection. Already at this stage, the
court should decide on the request for rejection.
The initiation of the proceedings should lead to the
suspension of enforcement that would be extended
to all six years of the debt relief proceedings. A trustee would be appointed in the proceedings, whose
only role would be account management, i.e. the
disposal of bankruptcy estate and its distribution
to the creditors. At the end of the debt relief proceedings, the debtor is relieved from the remaining
debts, and this applies to all claims. According to
this model, the consumer insolvency proceedings
would be implemented the same way as it is carried
out at the moment. The only difference is the articulated duration of the good behavior period: in the
cases of a 10% settlement, it would last for five years,
and in the cases of a 25% settlement it would last
for four years. Thus, according to the legal theory,
the most important differences between this model

and the current Draft are: that the debtors with no
bankruptcy estate would be relieved from all the remaining debts and claims after six years according
to the Wustrau model; that the enforcement is not
allowed; and that the court should be involved in
the proceedings to the point of the decision on the
remaining debt relief (Goldenberg, 2006).

3.3.2. “The trustee structure”
German Bar Association (Ger. Deutscher Anwaltverein) has developed the so-called model with a
trustee, based on considerations of Grote. In the
foreground of this model is the exclusion of “unnecessary” proceedings from the Insolvency Code. The
doctrine states that it implies the opening of a special
proceeding for debtors with no bankruptcy estate,
with the main goal being the remaining debt relief.
There would be no need to open the insolvency proceedings, but the debtor has to be immediately redirected to the period of good behavior. Therefore,
according to the theory, the regulation §286ff. of the
Insolvency Code about the good behavior period
should be complemented in order to compensate
the missing rules on the insolvency proceedings.
The application and the determination of creditors’
claims should be simplified, whereby the enforcement procedure of determining the claims would
be retained. The claims should be determined based
on the information that debtors state in their lists,
and they would not be further investigated. In the
cases where the distribution can’t be expected, the
model gives the court the ability to omit the procedure of determination of claims based on their assessment. According to the authors of this model, it
is necessary to not only retain, but also to give more
importance to the attempt of reaching an out-ofcourt agreement and the debt regulating proceedings. A trustee would be appointed the same way as
it is appointed at the moment, and the prohibition
of enforcement procedure would still be retained in
the cases with no means. If the debtor can cover the
expenses of the proceedings, the insolvency proceedings would be opened, the distribution would
be dropped in the regular proceedings and the consumer insolvency proceedings which would lead to
omission of § 311ff. and § 304ff. of the Insolvency
Code (Goldenberg, 2006).
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to achieve this, debtors with insufficient bankruptcy
estate should cover the trustee’s compensation expenses. Until the expiration of the good behavior
period, the relief of the remaining debts could be
made dependent on proceedings cost recovery,
which were deferred, or the debtors, excluding the
recipients of unemployment benefits (ALG II) and
social welfare, could be committed to repaying the
deferred expenses in monthly installments during
the good behavior period. The theory holds that
this model emphasizes a flexible response of insolvency courts in order to ensure effective and fair
solutions for different cases, and on the other hand
to reduce the expenses of the proceedings (Goldenberg, 2006).

3.3.3. The structure according to the “Simplified
remaining debt proceedings”
A working group started developing this model in
August 2005. It was formed of representatives of
State Ministries of Social Welfare, the Federal Association for Debt Counseling (Ger. Bundesarbeitsgemeinschaft Schuldnerberatung – BAG-SB), Federation of German Consumer Organisations (Ger.
Verbraucherzentrale des Bundesverbandes) and the
Federal Ministry of Family Affairs. The aim of this
model is to find a way to provide the economic and
social reintegration to debtors with no assets, taking
into account the expenses. The model anticipates
two different ways for the remaining debt relief. The
debtors with bankruptcy estate, which can cover the
proceeding expenses and settle the creditors in the
5% amount of claims after the good behavior period,
would still enter the consumer insolvency proceedings in the current form, however, with the good
behavior period of five years. Debtors with no bankruptcy estate would have at their disposal a “simplified remaining debt relief proceeding”. The proceeding may or may not be preceded by an attempt to
reach an out-of-court agreement. After the debtor’s
request for the opening of the proceeding, the court
determines whether the debtor has a certain bankruptcy estate, otherwise already in this phase the
scope of the claims and the debtor’s honesty should
be verified. The claims are registered electronically, thus the matrix assembly is avoided. If there
weren’t rejections of remaining debt relief due to the
debtor’s dishonesty, there follows a court decision

on rejection of the request for opening the proceedings because of the insufficiency of bankruptcy estate and the remaining debt relief is announced and
the good behavior period is initiated. During this
period, the debtor has to fulfill the obligations that
correspond to obligations that are currently valid in
the remaining debt relief proceedings. At the same
time, the enforcement procedure would not be permitted and the trustees would be excluded. Instead,
a court bailiff, who would collect sizable amounts
and divide them to the creditors, would be appointed. In order to limit the proceedings expenses,
debtors who have incomes higher than the unemployment benefits (ALG II) should participate in the
costs of publication in the amount of 100 euros. At
the end of the good behavior period, the write-off of
the remaining debt starts, including the claims of all
creditors. This model is not considered particularly
innovative because it encompasses elements from
the “Wustrau model”, the “Heyer’s model” and the
Draft of the officers from the Federal Ministry of
Justice from September 2004, with certain amendments (Goldenberg, 2006).

3.3.4. Structures from judicial circles – “The
Heyer Structure”
The origin of the model proposed by Heyer is related to the retention of “trusted” elements of the
consumer insolvency proceedings currently in force
and the remaining debt relief proceedings, to which,
along with the period of good behavior, the out-ofcourt proceeding in his opinion belongs. Simplifying of the existing proceedings could be achieved
e.g. by merging of attempts to reach an out-of-court
agreement with the proceedings of court regulation of debts or in the case of a complete inability
to reach an agreement after proper verification by
a responsible authority, by stopping the attempts to
reach the out-of-court agreement. After a successful insolvency request and a judicial review of the
debtor’s property relations, the insolvency proceedings should be opened when the debtor can cover
the proceeding expenses and settle his creditors
in more than 10% of the amount of claims. If the
prerequisites for the opening of the proceeding are
not fulfilled, due to the insufficiency of bankruptcy
estate the insolvency request is denied and after
the verification of the debtor’s integrity, the debtor

The model contains several suggestions for reducing the burden of state budgets without the reversal of the deferred payment of expenses. In order
400
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directly enters the good behavior period. Before
that, the creditors should be informed about the intended rejection by an appropriate decision with an
invitation for stating the reasons for the rejection in
accordance with §290 of the InsO. In the absence
of the denial due to the violation of duties before
rejecting the insolvency request and during the
good behavior period, the debtor’s remaining debts
are written off after the good behavior period. The
model includes the retaining of the enforcement
prohibition in case of implementation of insolvency proceedings and the rejection of the insolvency
request due to the insufficiency of bankruptcy estate. The registration and verification of the claims
should be abolished in order to avoid a demanding proceeding which loses its rationale at the latest during the remaining debt relief according to
§301 of the InsO, and which entails the conversion
of claims into the so-called incomplete obligations.
Instead, income and assets, if any, should be distributed on the basis of a divisional list. This would result in the limited involvement of trustees, and thus
less expense would incur. With his model, according
to the doctrine, Heyer, on one hand, tends to unburden state budgets, and on the other hand, tends to
set free debtors with no assets of their obligations
on the way of the remaining debt relief, which is
rated positively (Goldenberg, 2006).

does not file a claim, then the debtor is immediately
relieved from the remaining debts, which is subject to some restrictions. In addition to individual
proposals, a model was drafted according to which
the debtor with no assets undergoes a proceeding
consisting of two phases - the opening of the proceedings and the good behavior period. As a further
amendment, the model considers the registration of
claims only when a certain part of the settlement
can really be expected compared with the current
regulations. Further on, it considers a substitution
of the annual distribution to creditors by a onetime
distribution at the end of the good behavior period,
if there are only small amounts for the settlement
of creditors and the new structuring of reasons for
denial, such as the application of § 290, sub-section
1, no. 5 of the InsO during the entire proceedings.
According to the theory, the aim of this model is the
re-establishment of the functionality of courts, reducing the burden on the budgets and amendments
to the consumer insolvency proceedings with the
remaining debt relief in order to satisfy the interests
of both creditors and debtors (Goldenberg, 2006).

3.3.6. The structure from the circle of creditors

3.3.5. Proposals of an ad hoc lawyer working
group
At a forum of practitioners of ZAP publishing house
(ZAP-Verlag) in Hanover, a working group was established in order to develop proposals for amendments and revision of the existing regulations of
consumer insolvency law with the remaining debt
relief. They developed various proposals for amendments on certain parts of consumer insolvency proceedings and the remaining debt relief proceedings,
such as complete omission of the good behavior period. That way the debtor, if there are no grounds for
the rejection, would be immediately relieved of the
remaining debt after the completed insolvency proceedings and liquidation of assets. Another suggestion is an “optional period of good behavior”, i.e. for
a debtor with no assets, the good behavior period
would be introduced only at the request of a creditor who would in that case have to bear the expenses of minimum fees for the trustee. If the creditor
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The author of this model is a representative of the
collection bureau (Ger. Inkassowesen). According
to him, a structure without opening the insolvency
proceedings would be applied to consumer debtors
with no bankruptcy estate. In the case when the
debtor can cover the proceeding expenses, a simplified insolvency proceeding would be available
to him. If the debtor has no assets, then he files an
insolvency request without attempting to reach an
out-of-court agreement first, because costs would
incur in that process. If the debtor’s request for
deferring payments is denied, the court decides to
temporarily postpone the insolvency proceedings
due to the insufficiency of bankruptcy estate. This
way the proceedings would be solved until the remaining debt relief. The model anticipates the appointment of a trustee in insolvency proceedings
with no bankruptcy estate too. He would be responsible for supervision, i.e. whether the debtor abides
by his duties. If requests for denial are submitted
during the temporarily postponed proceedings, the
proceedings would have to continue, and if necessary, following a decision on the denial would be delayed again. During the proceedings, on an annual
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basis, the debtor would have to inform the trustee
about the performance of his duties, e.g. in the case
the debtor is unemployed, his duties would be to
show his effort to obtain employment. The proceedings would be resumed only after the decision
on the remaining debt relief. The general opinion of
the theory is that the stated (Jäger’s) model primarily satisfied the creditor’s interests, which is understandable considering the interests he represents
(Goldenberg, 2006).

3.3.7. The structure from the circle of insolvency
administrators
This is not a complete model of the transformation
of the consumer insolvency proceedings and the
remaining debt proceedings, but a model of individual proposals of amendments. The aim of lawyer
Plute, as an insolvency administrator with experience, was to offer suggestions that would avoid “...
meaningless and burdensome working parts of the
insolvency proceedings”. That could be ensured,
e.g. by abolishing investigation and determination
of claims in the current form and instead of that, a
trustee or an insolvency administrator would confirm the balance which would then be deposited
in court in a form of a list. This would lead to the
abolition of the mandatory presentation of documentation to creditors before courts. Furthermore,
the function § 178, sub-section 3 of the Insolvency
Code would be avoided, and it would be exercised
exclusively on a creditor’s request in the event of denial of remaining debt relief. For the most part, the
proceedings would be conducted in electronic form
(Goldenberg, 2006).

4. Conclusion
Although the primary goal of the comparative legal
research was to analyze the German legal regulation, it was equally important to identify economic
elements of the structure of this institute, in order
to demonstrate all the questions the legislator tried
to answer during the constitution of a certain legal structure. That required an analysis of emphasized issues related to the regulation of consumer
bankruptcy, so that the legislator could opt for the
solutions that would best respond to the reception
request in the Croatian legal system. Therefore, it is
necessary to harmonize solutions with the overall
legislative corpus on one hand, and take into account the current socio-economic environment on
the other hand. The German legislator has enabled
a uniformed possibility for all insolvent consumers.
After the determination of insolvency, every consumer debtor has to make a sacrifice in the form of
ceding his sizable assets to the creditors during the
six-year period of good behavior. When the debt
discharge is clear and predetermined, such as in
German law, the path to reaching the discharge can
be standardized with little deviation. Therefore, reasonable standards have to be imposed, and the German experience, with all its imperfections, provides
an example of how such a process can be developed.
Consequently, there is no doubt that the German
model is a model of fairness. In terms of consistency, the German system seems to be the fairest from
the perspective of consumers and legitimate source
of social education. However, reforms are necessary because the mandatory debt repayment plans
have caused problems for consumers who cannot
achieve them. Thus, although the German legislator
in the 1980’s clearly indicated that debt discharge,
modeled on the liberal American model, is not an
option, the current state of insolvency of German
consumers as well as the economically irrational legal solutions indicate the need for change. The Draft
on Act was an attempt to achieve the stated, with
many ambiguities. De lege ferenda it is believed,
that there is not the so-called “Pareto optimum”, i.e.
a solution that would be ideal and acceptable for all
participants in the consumer bankruptcy proceedings. Nevertheless, the legal regulation of consumer
bankruptcy in the legal system should rely on the
continental legal tradition, provided that the individual institutes are revised, without radical changes to the basic principles.
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Ovaj rad je nastao uz potporu Hrvatske zaklade za znanost u okviru projekta 6558 Business and Personal Insolvency – the Ways to
Overcome Excessive Indebtedness.
Before the contemporary Insolvency Code from 1994 (entered into force in 1999) the German bankruptcy law was regulated by two
laws: the Bankruptcy Act (Ger. Konkursordnung, 1898 Reichsgesetzblatt [RGBI] 612.), which regulated the liquidation proceeding and
Composition Act (njem. Vergleichsordnung, 1935 RGBI 321, 356.), which regulated the ability to reach agreements between creditors.
They were applied in the regions of the Federal Republic of Germany, i.e. West Germany. Regarding the implementation of the bankruptcy reform, taking into account that there wasn’t a strong need for a bankruptcy legislation in the socialist German Democratic
Republic, i.e. East Germany, and according to the Unification Treaty (Treaty Between the Federal Republic of Germany and the
German Democratic Republic on the Establishment of German Unity, Aug. 31, 1990, 1990 BGB1 II 885, 921, 1153), the Governments
of East and West Germany agreed to gradually introduce the bankruptcy law of the West Germany in the East Germany (Erlduterungen zum Einigungsvertrag (Annotation to the Unification Treaty), reprinted in (1990) BADEN-BADEN 21. Therefore, the bankruptcy
legislation is regulated by a special regulation (Ger. Gesamtvollstrectungsordnung, 1990 Gesetzblatt der DDR [GBI] I 32, 285.).
Bundesgesetzblatt 1994, I p. 2866, last modified BGB1, 2010, I, p. 1885. – hereinafter: InsO.
304-314 InsO.
In detail Schuldenreport 2006, in: Schriftenreihe der Verbraucherzentrale des Bundesverbandes zur Verbraucherpolitik, Band 7,
2006, BWV Berliner Wissenschafts-Verlag, in: Schriftenreihe der Verbraucherzentrale des Bundesverbandes zur Verbraucherpolitik,
Band 7, BWV Berliner Wissenschafts-Verlag, Berlin, p. 13.
In detail Statistisches Bundesamt, press release on 3rd March 2006. Available from: http://www. destatis.de (Accessed: 17th May
2013).

6

In detail Schuldenreport 2006, op. cit., p. 13.

7

Diskussionsentwurf eines Gesetzes zur Änderung der Insolvenzordnung, des Bürgerlichen Gesetzbuches und anderer Gesetze.
Available from: http://www.vur-online.de/rechtsquelle/3.pdf (Accessed: 17th May 2013).

8

In detail Bayerisches Staatsministerium der Justiz, Überlegungen zu einer Reform der Verbraucherentschuldung. Available from:
http://www2.justiz.bayern.de/daten/pdf/Reform_Verbraucher entschuldung.pdf (Accessed: 17th May 2013).

9

The body responsible for the coordination of issues in the field of justice system meets twice a year and consists of state ministers of
justice who have discussions in the presence of the Federal Minister of Justice.

10 Alternative Formen der Restschuldbefreiung – Eckpunkte einer möglichen Reform, BMJ 2005. Available from: http://www.bmj.bund.
de (Accessed: 17th May 2013).
11 In detail Zwischenbericht der Bund-Länder-Arbeitsgruppe zur Restschuldbefreiung „Neue Wege zu einer Restschuldbefreiung“ für
die Frühjahrskonferenz 2005 der Justizministerinnen und Justizminister, (2005), ZVI - Zeitschrift für Verbraucher - und Privat - Insolvenzrecht, No. 8, p. 445.
12 Available from: http://www.insorechtspfleger.de/inhalt/04_materialien/2006_03_03_GE_RSB_VerbrIns. pdf (Accessed: 17th May
2013).

Prednosti i nedostatci njemačkog modela
potrošačkog stečaja: smjernice za hrvatskog
zakonodavaca

Sažetak
Pravno transplantiranje, kao pravna pojava, oduvijek je prisutno u pravnoj povijesti, a posebno je dobilo na
izražaju u uvjetima stvaranja velikih ekonomskih integracija, kao što je EU. Članstvo Republike Hrvatska u
Europskoj uniji ima svoje snažno pravno utemeljenje jer pripada kontinentalnoj školi prava zasnovanoj, prvotno, na recepciji rimskoga prava, a kasnije njemačkoga prava. Akademska javnost RH, uvjerenja je, kako
harmonizacija stečajno-pravne regulative s regulativom zemalja EU-a nije sama sebi svrha, već ima snažno
ekonomsko opravdanje. U tom kontekstu posebno se ukazuje na brojne nedorečenosti dosadašnje stečajne
regulative, a jedna od njih je i nepostojanje lex specialis regulative za stečaj potrošača. Kako je zakonodavac
pokazao inicijativu za recepcijom modela potrošačkog stečaja (Polazne osnove za uvođenje instituta Osobnog bankrota, Ministarstvo pravosuđa, Zagreb, 2012., str. 1.-6. te Nacrt Prijedloga iskaza o procjeni učinka
propisa za pripremu Nacrta prijedloga Zakona o stečaju potrošača, Ministarstvo pravosuđa, Zagreb, 2012.,
str. 1-5. te konačno Nacrt prijedloga Zakona o stečaju potrošača, Ministarstvo pravosuđa, Zagreb, lipanj,
2014.) po uzoru na njemačka pravna rješenja, autor u radu analizira opravdanost takvog uređenja.

Ključne riječi: potrošački stečaj, njemački uzor, opravdanost implementacije.

13 In detail Reform des Verbraucherinsolvenzrechts, Arbeitsgemeinschaft Insolvenzrecht und Sanierung im Deutschen Anwaltverein
2005. Available from: http://www.arge-insolvenz recht.de/aktuelles (Accessed: 17th May 2013).
14 Entwurf eines Gesetzes zur Entschuldung völlig mittelloser Personen und zur Änderung des Verbraucherinsolvenzverfahrens. Available from: http://www.insorechtspfleger.de/inhalt/04_ materialien/ 2006 _ 03_03_GE_RSB _VerbrIns.pdf (Accessed: 17th May 2013).
15 178, sub-section 3. InsO.
16 302. InsO.
17 Entwurf eines Gesetzes zur Entschuldung völlig mittelloser Personen und zur Änderung des Verbraucherinsolvenzverfahrens. Available from: http://www.insorechtspfleger.de/inhalt/04_materialien/ 2006_03_03_GE_RSB_VerbrIns.pdf (Accessed: 17th May 2013).
18 Zivilprozessordnung, Bundesgesetzblatt, 2005, I p. 3202, last modified BGB1, 2014, I p. 890. - hereinafter: ZPO.
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(DYS)FUNCTIONALITY OF
ACCOUNTING COST SYSTEMS
IN MANUFACTURING COMPANIES
OF TUZLA CANTON
Abstract
This paper shows the results of the conducted primary survey on functionality of cost systems in manufacturing companies of Tuzla Canton (hereinafter “TC”). This paper assesses their adequacy to the needs of
these companies: the present needs, and the ones that will be brought by the changes in the environment.
These systems have to be up-to-date, as they influence the process of cost management, which is the key
factor of companies’ adaptation to the conditions of a modern market.
Cost management, which is based on the information of a cost system, enables the company to take the
adequate stand towards customers on markets and toward their competition. Also, the quality cost information is a precondition for effective and efficient allocation of limited resources in a transitional period
of society development. Therefore, only quality designed cost system in transitional economy will enable
recovery, and then, growth and development of a company. This emphasizes the importance of research of
the stated issues for transitional countries.
The research results should also help to persuade the management about the need to modernize the operation organization, primarily the accounting function, mainly in the part of cost system organization. The
determined defects, as well as deviances in relation to current needs for information about costs, are guidelines for an adequate process of redesigning cost systems in companies of transitional economy.
Keywords: evaluation of cost systems, manufacturing companies, transitional economies.

1. Introduction
If we consider globalizations flows and opening of
national borders for integration into international
economic flows, the assessment of functionality and
development of cost systems must be done from the
aspects of characteristics of modern economies.

Namely, globalization is “...a real historical process
of universality, homogenization and unification of
economies by some significant principles, guidelines and behavioral norms, and as affirmations
of a growing interconnection and dependence between individual economies and large companies”
(Drašković, 2007).
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Companies in developed economies, in the conditions of open borders of transitional countries, easily penetrate national markets, creating enormous
pressure on domestic manufacturers. The competition grows and competition parameters are exactly
those – “modern companies of developed economies”. What actually characterizes them is the great
investment capital, technological innovations, and
long term adaptability to a dynamic buyer demand.
This, in comparison to domestic companies, gives
them advantage as well as drastic differences in the
operational cost structure.

A modern company is an extremely complex organization, that is, besides everything else, characteristic due to its expensive and sophisticated technology and technological methods, great flexibility
of manufacturing processes and products, and frequent changes in the organizational structure. All
this results in significant increase of general or indirect costs, in comparison to direct costs. (Maher
et al., 2006, cited by Kaličanin and Knežević, 2013.)
Basic changes in the cost structure in a modern
company, in comparison to the period between two
World Wars, and after the World War II until today,
could be summarized as follows:
1. Manufacturing costs participation within total
costs is decreased;
2. Direct costs of material participation (quantity
and prices decrease) is decreased;
3. Direct labor is in great part replaced by costs of
technology (maintenance and depreciation);
4. Factory utility costs increase due to greater participation of mechanization;
5. Costs of marketing, distribution and administration are greatly increased;
6. Financing costs increase due to: greater interest
rates; greater loans of investments into technology and mechanization; greater inventory of final
products due to greater choice, distribution and
marketing channels; greater receivables from
buyers due to greater competitive power; and
due to general acceptance of lower amount of
net assets in the company’s operations in modern economies (Glad i Becker, 1997.).
7. Ecology costs become a component that becomes a larger burden of cost structure especially those in manufacturing that significantly
affect ecology.

8. Manufacturing of parts of, or even a whole
manufacturing line, is transferred by modern
corporations to undeveloped countries while
combining their superior technology with cheap
resources, lower ecology standards, and such,
which results in maximally lowering the costs of
manufacturing while increasing their competitiveness far ahead companies of undeveloped
transitional countries.
9. The affect of development of new needs philosophy is significant, and with that, significant is the
creation of a market for own products with aggressive marketing as well. The creation of demand and markets for own products results in
costs but decreases competitive power of others.
This in turn results in a better balance of these
costs with other costs of competitiveness, and
this is perceived as a significant philosophy that
companies of undeveloped companies cannot
follow.

These changes brought the increase of significance
of a more precise allocation of general costs by outputs in modern companies. Also, there are calls
for changes in managerial and cost accounting especially, in many circles to engage in development
theory and practice (Brimson, 1991; Kaplan, 1983;
1984; 1985; 1986; 1988; 1990; Johnson, Kaplan,
1987; Morrow, 1992). Hence, there is a growing
number of techniques (i.e. ways) and the basis used
in the allocation of costs to cost objects. As an answer to the need to create numerous information
about costs, new systems of cost calculation are
formed, new business philosophies regarding costs
are developed and even new forms of accounting.
As well, new innovations exist in practice, such as:

1. Activity Based Costing;
2. Attribute Costing;
3. Benchmarking;
4. Competitive Position Monitoring;
5. Competitor Cost Assessment;
6. Competitor Performance Appraisal on public
financial statements;
7. Customer-focused Accounting;
8. Integrated Performance Management Systems;
9. Life Cycle Costing;
10. Quality Costing;
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12. Strategic Pricing;

2. Research Field and Goals

13. Target Costing;
14. Value Chain Costing
Costing systems in modern companies are growing into cost management systems at great speed,
end their assessment is becoming significantly more
complex. At the same time, the development of
strategic management in companies provides possibilities that the information necessary for management operating control systems are not based
on organizational structure connecting centers of
responsibility any more (cost, income, profit, investment), therefore, the significance of budget for costs
of income, profit, profit rate in relation to investment, and such, is becoming smaller. Strategic management enables an approach to all organizational
units as strategic units of operations (Kaplan, 2006).
This changes the efficiency assessment of organizational units. It brings it to the level of comparison
of information from strategic plans to information
from balanced scorecards.

The research field in this paper is the effectiveness
and efficiency of cost systems in manufacturing
company of TC in execution of their tasks in conditions of transitional economy. The research results
should enable identification of key dysfunctional
areas in organization of cost systems. The hypothesis we try to prove in this paper is the following:
“Cost systems in manufacturing companies of Tuzla
Canton are dysfunctional from the aspect of needs
for information about costs in conditions of transitional economy”.

The defined field will be researched starting from
the following goals:
G1: Establish the criteria for preliminary evaluation
of cost systems in observed companies;
G2: Establish the purpose and the level of usage of
cost information by management in the process of cost management of companies;

The new and the more complex cost systems and
performance assessment systems ... set strategy and
visions to the center. Financial and non-financial
measures must be parts of these systems for employees at all levels of organization. First-line employees must understand financial consequences of
their decisions and actions; higher level managers
must understand carriers of long-term financial
success. These systems are more than a group of
quantitative and qualitative measure that represent
a process guided by mission and strategy of business
units. (Volkan et al., n.d.)

These changes require that the assessment of their
own cost system takes into consideration the following: the degree of automation of production, the
share of direct labor costs in total production costs,
if the cost of direct labor basis for the allocation of
overhead costs, with how many rates this distribution is done, on which way the systematization and
classification of costs where done, for which cost
objects are monitored costs, the time aspect of
monitoring costs, the use of indicators of elasticity of the cost, the use of plan costs and separation
costs of used and unused capacity.

G3: Establish the synchronization of existing cost
systems to the requests of modern practice of
developed economies.

3. Research Sample and Methods
The targeted sample units, upon which the preliminary research has been conducted, are entities from
the Tuzla Canton region. With that, the population
consisted only of entities that are by their activity
code, in the Statistical Bureau of Federation of Bosnia and Herzegovina and in the Agency for Statistics of Bosnia and Herzegovina, classified into one
of the following groups: C – coal and stone exploitation, D – manufacturing industry, E – production
and distribution of electric power, gas and water,
F – construction. From the total population, from
1604 of companies, we have 36 entities in group C,
1007 entities in group D, and 33 and 528 entities in
groups E and F respectively.

From the alphabetical list of entities who belong to
named activity groups, with their head quarters in
Tuzla Canton, through a table of random numbers,
one hundred and fifty (150) companies were elected
for the survey sample. The survey was conducted
in the period from March 1 until May 31, 2013.

11. Strategic Costing;
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From the total of 150 companies, questionnaires
were correctly filled and delivered by 103 companies. The reply rate is over 68.66%. It is important
to emphasize that from the total population, over
6.42% of companies were surveyed, that is, approximately every 16th company was surveyed. After the
conducted survey, entities were classified into large,
medium and small, according to the criteria in Law
on Accounting and Auditing in FB&H (“Official
Gazette of FB&H, no 83/09, article 4.), effective on
January 1, 2010.

The structure of surveyed manufacturing companies in Tuzla Canon, classified by size criteria, is
given in Table 1.

it would have data with qualitative side within these
populations with unequal importance. For large
companies, where their representativeness is most
important, due to the low participation in the sample, these data would be the least relevant.
For analysis of data gathered in this research, we
used statistical methods, being, descriptive statistical analysis of gathered data, and descriptive analysis of relationships between chosen data. In creation of our conclusion, we used knowledge gather
through observation method, analysis and synthesis, induction and deduction, and without which we
could not have observed any clearer the dysfunctional areas of costs systems as well as the reasons
for their existence.
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Table 2 Level of Manufacturing Automatization
Companies:
Level of manufacturing automatization:

Total:
Large

4. Research Results and their Interpretation

Company:
Number
% of participation

Large

Medium

Small

Total

31

37

35

103

30.10

35.92

33.98

100.00

Source: Author’s treatment
Such a structure of the sample where approximately
equally represented large, medium and small enterprises we have accepted as a result of the following:
- The level of development cost of the system and
their contemporaneity is far more important for
large companies where management objectives by
investing resources more complex and extensive;
- From the war, our big companies came out with
quite uncompetitive resources and a small possibility to fix this situation in short term. It particularly
emphasizes the importance of cost information
in these companies to manage these resources.
- Although the share of large enterprises in the
actual population are less, when we looking at the
number of companies (10%), their participation in
employment, total revenues, and the result (profit
or loss) of the Company in Tuzla Canton is great.
- Application of statistical model such as ANOVA,
etc., conducted study would provide the computational precision of relations, but would lose the
qualitative side. By equating participation in the
sample with the participation of the population in
each size observed companies would provide good
information for their mutual comparison. However,

The first set goal in this research of characteristics of observed companies relates to the general
evaluation of basic characteristics of cost systems
that will classify them into traditional or modern
group of cost systems. Then, research will enable
us to observe in more detail the characteristics of
cost systems that show the role of cost systems in
informational support of cost management, and
this is the second set goal. Finally, research includes
the characteristics of costs and cost system of the
companies in the developed countries. Here, in the
realization of Goal 3, it will be assessed cost of the
system observed enterprises from the perspective
of the characteristics of the system cost companies
in developed economies.

5

4

6

15

14.56

20-30%

2

5

8

15

14.56

30-40%

2

7

2

11

10.68

40-50%

1

5

6

12

11.65

50-60%

7

1

5

13

12.62

60-70%

5

4

3

12

11.65

70-80%

6

8

4

18

17.48

over 80%

3

3

1

7

6.80

31

37

35

103

100.00

Source: Author’s treatment

In our opinion, the first question could enable us
to observe the general technological level which is
very important in comparison to modern companies and in evaluation of the state of cost structure
of observed companies. The second question is a
one of control. It should confirm if the evaluated
level of manufacturing automatization is really that
which contributes to decrease of percentage of labor costs in manufacturing costs.

Also, the higher level of labor automatization
should, in our opinion, also confirm the increase
of utility costs in factories, and decrease of costs of
material (due to better usage of raw materials and
lower procurement prices). The third and the fourth
question show us the characteristics of costing in
observed companies. The increase of participation
of non-manufacturing costs in total costs is the general trend of modern period that has no need for
special justification.

Table 3 Salaries Participation in Total Manufacturing Costs

Table 2 shows the results gathered by systematization of answers to the first question: What is the level of automatization of manufacturing in observed
companies?
Companies:

Salaries participation in total costs:

Total:
Large

4.1 Preliminary Evaluation of Cost Systems
Up to 20%

Medium

%

Small

17

16

8

41

39.81

This part of paper shows results gathered as answers
to the following questions in the survey:

20-30%

3

7

11

21

20.39

30-40%

3

5

8

16

15.53

1. What is the level of automatization of manufacturing in observed companies?

40-50%

5

3

2

10

9.71

50-60%

0

4

2

6

5.83

2. What is the percentage of participation of salaries in the total manufacturing costs?

60-70%

2

1

3

6

5.83

70-80%

1

1

1

3

2.91

3. Is the allocation of general manufacturing costs
done on the basis of direct labor costs?

over 80%

0

0

0

0

0.00

31

37

35

103

100.00

Total

4. In how many rates is the allocation of general
manufacturing costs done?

412

%

Small

Up to 20%

Total:

Table 1 Structure of Surveyed Entities

Medium

God. XXVII, BR. 2/2014. str. 409-423

Source: Author’s treatment
God. XXVII, BR. 2/2014. str. 409-423

413

Sado Puškarević, Amra Gadžo:
(Dys)functionality of accounting cost systems in manufacturing companies of Tuzla canton

UDK 657.47(497.6 Tuzlanski kanton) / Review article

Table 4 Allocation of General Manufacturing
Costs on the Basis of Direct Labor Costs

tion of answers to the third question: Is the allocation of general manufacturing costs done on the basis
of direct labor costs?
Companies:

Allocation of general manufacturing costs on the basis
of direct labor costs participation:
YES

Total:
Large

Medium

29

NO
Total:

%

Small

29

28

86

83.50

2

8

7

17

16.50

31

37

35

103

100.00

Source: Author’s treatment

From the table we can see that 41.75% of surveyed
companies have their level of manufacturing automatization placed between 50-80%, and in 6.80%
of companies, that percentage is over 80%. Higher
level of automatization affects the increase of indirect costs, and with that, creates the need for more
modern costing methods. In those conditions, with
traditional costing, the probability of adequate allocation of indirect costs on carriers is smaller. Large
companies have a higher degree of automation, as
follows: for 58.06% of the company it results from
50-80%, and 9.68% of the company it results over
80%.

Table 3 shows the results gathered by systematization of answers to the second question: What is the
percentage of participation of salaries in the total
manufacturing costs?
From the gathered results, we can see that about
40% of companies has cost participation of direct
labor up to 20%, and cumulatively, in 60% of companies have direct labor cost participation up to 30%
in the total manufacturing costs.

The high level of manufacturing automatization
should have, as a consequence, a drastic decrease of
direct labor cost participation. The shown percentages do not confirm that.
After recalculating data for “modern organizations,
which tend to be a world-class company from the
hypothetical financial report, developed on the basis of actual data on the development of cost structures of industrial companies in the United States,
and for the year 1990, this share is approximately
12.73% (Hunger and Becker, 1997). Bearing in mind
the ever-present trend in this indicator, from then
until now, we can conclude that the share of direct
labor costs in the production costs of modern enterprises today significantly below 12.73%. Starting
from this conclusion and the data in Table 1.3, we
come to a conclusion about the high share of direct
labor costs in the production costs of our companies. For large companies, the share of direct labor
costs up to 30% is present in 64.52% of these large
companies. For SMEs it is present in 62.16% (mean)
and 54.29% (small) companies. The situation in
the latter is slightly more favorable than in large
enterprises. This is again due to the fact that large
companies have inherited a larger share of total employment of the population, which is most often the
result of unproductive employment.

Table 5 Number of Rates Used for Allocation of
Indirect Costs
General costs are added into costing price of
a product:

In the analysis of gathered results, we can see that
in almost 83.5% of cases, direct labor exists as the
basis for allocation of indirect manufacturing costs.
According to the data gathered from answers to
Question 1, where we got answers on a very high
level of automatization, we can conclude that this
basis is inadequate. However, when we take into
consideration data from Table 3, on salaries costs
participation in total manufacturing costs, where
that percentage is unnaturally high and contradictory to data from Table 2, this conclusion may become questionable. It can also be noticed, that large
companies in larger percentages take labor costs as
the basis for classification of indirect costs.

Table 5 shows the results gathered by systematization of answers to the fourth question: In how many
rates is the allocation of general manufacturing costs
done?
As we can see, the research showed that over 54%
of respondents use a single rate for indirect manufacturing cost allocation. This brings us, along with
results gathered from the second and the third
question, to a conclusion about a dominating participation of the so-called traditional models of cost
systems.

Total:
Large

Medium

%

Small

Cost system recognizes structure and amounts of the
following types of costs:
Costs by natural types

Usually, more employees than needed are engaged
and discrepancies are existent in the aspect of qualifications, that is, adaptation to work quality. Often,
a little attention is paid to the separation of that part
of labor costs that is suitable to norms, and that part
that has to credit expenses of the period because
it is an excess. The salaries are taken in their total
amounts in the calculation of costing price. The
named factors lower the preciseness of gathered
results working in the opposite direction: the first,
because most of the surveyed understood automatization as mechanization, so the level of automatization was significantly lower; the second, because
the participation of labor costs according to norms
is less that results gathered from the survey. However, this does not change the fact that we are talking about traditional cost systems. Especially due to
the fact that labor costs are the dominant base, and
that only one rate is usually used for allocation of
indirect costs.

Companies:
Total:
Large

Medium

%

Small

37

35

103

100.00

Marginal costs

6

8

5

19

18.45

Opportunity costs

1

4

1

6

5.83

10

8

4

22

21.36

Competitor costs

1

1

6

8

7.77

Sunk costs

1

1

1

3

2.91

Differential costs

2

1

2

5

4.85

1

2

0

3

2.91

21

26

23

70

67.96

5

7

8

20

19.42

12

23

21

56

54.37

Discretion costs

Many rates are used

19

14

14

47

45.63

Average costs by the unit of manufactured outcome

Total:

31

37

35

103

100.00

414

• The fact that the general characteristic of our
companies is non-synchronization of employee
structure with the requests of the operational
process.

31

Only one rate

Source: Author’s treatment

• Low level of operational understanding of terms
of automatization and mechanization of the operating processes; and

Table 6 Systematization of Costs in Current Cost
Systems

Transactional costs

Companies:

The noticed discrepancies within answers to the
first and the second question could be a result of:

Costs of service by individual customers

Source: Author’s treatment
Table 4 shows the results gathered by systematiza-
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mies (Guilding, 1999). Other information is present

Coefficient of Costs

Companies:
Classification of costs within a cost system:

Companies:

Total
Large

Medium

Cost movement is observed in:

%

Small

Large

Medium

Total:

Small

%

22

23

19

64

62

Short-run

11

12

16

39

37.86

0

0

1

1

1

Long-run

20

24

16

60

58.25

By natural types

31

37

35

103

100

0

1

3

4

3.88

By cost carriers

31

37

35

103

100

By places of cost occurrence

19

10

8

37

36

Justified and unjustified costs

1

1

2

4

4

Avoidable and unavoidable

0

1

1

2

2

Controllable and incontrollable costs

0

0

0

0

0

By ones that create and ones that do not created added
value for final customers

1

3

4

8

Fixed and variable
Explicit, implicit and alternative

The assessment of costs systems could not be satisfied only by previously asked questions. The modeling of cost system assessment must, in our opinion,
go a step further towards the level of satisfaction of
management by cost information in the process of
cost management. Therefore, in the next part, we
researched how current cost systems support cost
management.

The level of cost system development in relation to
cost management requests was assessed by the following questions:
How was cost systematization executed in the frame
of the current cost system? By systematization, we
mean, grouping costs in a way that results in providing useful information to the company management
and to the external users of cost information.
The gathered results (Table 6) show 100% cost monitoring by types, and a high percentage of average
cost determination. The cost of service by individual
customers is monitored in about 20% of surveyed
companies, which is a really low percentage. Without this information, it is hard to even imagine an
orderly accounting that would be focused on customers, and which is a trend in developed econo-

Table 8 Cost Classification on Cost Objects
Cost classification
on:

Companies:
Total:
Large

- departments

%

Medium

%

Small

Table 9 Time Aspect of Monitoring Costs
Source: Author’s treatment
This leads us to the conclusion that the systematization of costs is mostly undermined by the needs of
external reporting.

%

How are costs classified within the cost system? By
cost classification, we meant ways in which costs are
categorized in the execution of cost system tasks,
both in the actual process of creation of cost information and as way in which the cost information
is made available to users. Therefore, this classification also means those cost classification that stay
within a company and cost system as an internal information. In this way, this question is partly a control question for results given in the previous table
(Table 6).

The gathered results (Table 7) confirm the previous
fact about cost systems being undermined to the
external reporting. Costs are monitored by carriers and natural types in all surveyed, and data about
cost classification to fixed and variable (in only 62%
or surveyed) opens up the question if the cost price
of products is determined correctly. Namely, this
classification is necessary in order to correctly allocate fixed costs on that part that can be included
into cost price of products and into the value of inventory and into that part that makes expenses of
the period.

%

17

54.84

9

24.32

2

5.71

28

- activities

2

6.45

5

13.51

3

8.57

10

9.71

- processes

3

9.68

5

13.51

5

14.29

13

12.62

- individual
workplaces

0

0.00

3

8.11

0

0.00

3

2.91

- products

31

100.00

37

100.00

35

100.00

103

100.00

- services

5

16.13

11

29.73

7

20.00

23

22.33

- customers

2

6.45

5

13.51

6

17.14

13

12.62

27.18
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To which cost object do costs get attached to? The
gathered results (Table 8) also confirm the undermining of cost systems to the needs of external reporting. The efficiency of departments is monitored
much less, while other cost carriers appear alternatively.
Time aspect of monitoring cost behavior? Movement
of costs in short-run gives us useful information
about usage of fixed, variable, and marginal costs
when making decisions about manufacturing scope,
determination of the break-even point, acceptance
of special orders, and such. The variability of all
manufacturing factors in the long-run enables us to
observe the optimal size of manufacturing line that
is procured and on which the existing ones should
be built on, and especially, the future output offer.
It enables balancing of the assortment and quantities of the supply with the anticipated demand. It is
this optimization of these processes that long term
sustainability depends on.

The gathered results (Table 9) show low percentage
of monitoring costs in short-run, and with that, low
percentage of usage of named information in the
decision-making process. Cost monitoring in the
long-run appears in a higher percentage (58.25%),
but not for previously named purposes. The longrun here means monitoring the movement of costs
in previous years, as criteria for determination of

Companies:
Elasticity coefficients are calculated?

Total:
Large

Medium

%

Small

YES

11

13

17

41

39.81

NO

11

14

7

32

31.07

9

10

11

30

29.13

Only for some of the costs

Table 10 Overview of Calculating the Elasticity

Source: Author’s treatment
416

Source: Author’s treatment

in small percentages.

8

Table 7 Cost Classification
Source: Author’s treatment

4.2 The Level of Development of Cost Management – The Factor of Cost Systems Development

Cost movement is not observed

planned costs in general operation projections for
the upcoming period.
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Table 12 Separation of Used and Unused Capacity Costs
Do you use planned costs for evaluation of
efficiency of operational performance?

YES

%

NO

%

stalled capacity, and what is the trend in the aspect
of capacity usage rate.

Total
companies:

tiveness of products in the following periods.

Companies:
Unused capacity costs are measured starting from:

Total:
Large

Medium

%

Small

Large companies

24

77.42

7

22.58

31

Medium Companies

20

54.05

17

45.95

37

- Theoretical capacity

1

0

0

1

2.00

Small Companies

22

62.86

13

37.14

35

- Practical capacity

3

9

9

21

42.00

Total:

66

64.08

37

35.92

103

- Planned capacity

10

7

11

28

56.00

Total:

14

16

20

50

100.00

Table 11 Planned Costs and Evaluation of the
Efficiency of Operational Performance
Source: Author’s treatment

Table 13 Way in which Unused Capacity Costs
are measured
Source: Author’s treatment

Is the elasticity coefficient calculated for costs? The
elasticity coefficient, that shows changes made due
to costs in relation to changes in the manufacturing
scope, according to the gathered results (Table 10),
is not measured at all in the significant percentage
(about 30%) of the observed companies.
The absence on information about cost elasticity disables a company to observe changes in costs
when the operational scope of an activity is decreasing. This fact confirms the low level of development
in cost management.
Do you use planned costs for the evaluation of operation performance? The analysis of results gathered
from surveyed on this question (Table 11) should
enable evaluation of significance of cost information in the process of planning and monitoring the
realization of operational activities of a company.
Larger significance would lead to a higher level of
development of cost systems.
The fact that about 36% of companies do not use
planned costs to evaluate efficiency of operational
performance of activities shows that those companies do not have adequately developed planning
system, and from there, they do not have adequately
based monitoring system of operational performance.

Especially worrisome is data that about 23% of large
companies does not use planned costs as means to
ensure rational allocation of limited resources. If we
remind ourselves that planning is one of the basic
phases in the management’s process, then these results are even more devastating. But, on the other
hand, this also shows the reason why current results
show the traditional organization of cost systems
and limited use of information of these systems in
realization of management. Framed planned operational projections made impossible to compare the
realized and planned components of costs, which
lowers trust in planning possibilities, and usage of
planned information (especially about costs) as a
serious control mechanism of limited resource allocation.
Are the used and unused capacity costs separated?
This question was asked because information about
capacity costs should have a significant place in the
statements in financial and managerial accounting.
In financial accounting, because (according to accounting standards) inventory value can only include costs of used capacities and costs of unused
capacities should go to the expenses of the period.
In managerial accounting, these information, from
period to period, show how skilled the management
is in managing capacities through creation of the
manufacturing mix, what is the current excess of in-

Companies:
Used and unused capacity costs are separated?

Total:
Large

Medium

%

Small

YES

14

16

20

50

NO

17

21

15

53

48.54
51.46

Total:

31

37

35

103

100.00

These are especially significant information in making decisions on current and on investing into new
manufacturing capacities.
The gathered results (Table 12) show that about 50%
of companies do not separate these costs. This questions the correctness of reporting inventory value
(manufacturing and final products) and the results
in official reports, and it lowers the informational
basis for quality evaluation of installed capacities
management.
How are unused capacity cost measured? This question was answered only by those who answered the
previous question with the YES, that is, that in their
company, the separation of used and unused capacity costs is existent.
The gathered results show that over half of companies, that answered that they determine unused
capacity costs, use planned capacities as their basis
(Table 13). Having in mind that planned capacities
are determined by sales possibilities, this does not
enable us to observe costs of excess installed capacities, which is important for making decisions about
investing and for evaluation of management success
in creating manufacturing-sales mix of products.
Planned or budgeted capacity in the conditions of
unfavorable competitive position of a company on
a market is most often significant below the practical capacity. Companies’ practices in these cases
are that the fixed costs of installed capacities are
brought down to its planned level in total, which
significantly increases product’s costing price. This
enables postponement of costs of unused capacities
in the value of inventory, and it decreases competi-

Finally, the analysis of results of the survey leads us
to a conclusion that cost systems in observed companies are primarily undermined to external reporting. In realization of these tasks, we can notice that
a significant percentage of companies does not do
correct validation of inventory and expenses of the
period. Adequate attention is not paid to the questions of separation of used and used capacities, and
fixed and variable costs. When allocating costs, focus is put on basic cost carriers, that is, products
and services, but on a wide specter of possibilities
in this area, which would enable receiving useful
information for management of operations. Also,
evaluation of capacity usage, role of planned costs
and time aspect of cost behavior are not adequately
used as important means of companies’ operations
control and planning.

All of the above bring us to a conclusion about a
low level of cost management development in the
observed companies. From there, larger request are
not laid before cost systems, and that results in stagnation of their development.

4.3. Modern Operations and Cost Systems
In this section we will evaluate the functionality of
the system cost of our company in terms of market
liberalization and growing competition. Using Kaplan’s Model (1990) of cost system development, we
will try to determine the current level of cost system
development in domestic companies, which would
help, in many ways, define guidelines for further development.

Source: Author’s treatment
418
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4.3.1. Modern Cost Systems and Companies of
Transitional Economies

2. What is the relationship between the bookkeeping value of the available company assets
and the real operational value of those assets?

When we compare data from tables formed on the
basis of surveys and above mentioned characteristics of modern companies, we will notice significant
differences. The cost structure of our companies
is at a lower level, because the current economic
ambiance has not provided them with enough of a
competitive initiative to adapt to a more dynamic
demand, great technological changes, manufacturing automatization, and other characteristics of
modern economies markets. For domestic companies, in the conditions of border openings, this creates a great fallback behind the competitive power.
Therefore, they must flow in to the adaption process as soon as possible. The cost systems segment
in this activity is especially important. Why? As we
stated before, available resources of our companies
are limited. The technology has fallen behind significantly; production lines, equipment and buildings are greatly depreciated and pre-dimensioned;
laborers are used to the security of their social status from the past system, and there are much more
of them than needed at every level of operations;
operational environment goes without an orderly
political and economic ambiance, it is territorially
segmented, without functional authorities structures and such. If we take into consideration all
above mentioned, then, costs systems should be
able to offer the following types of information:

3. What is the relationship between operational
value of assets that company uses and selling
value of those assets?

a) Information for diagnosis of internal possibilities to determine:
1. The quality of available resources from the aspect of usage;
2. The effectiveness and the affectivity of resource usage;

d) Information needed to create adequate macroeconomic measures that companies could use
to give to the authorities and relevant institutions. Primarily, they must provide information
significant for determination of:
1. Liberalization dynamics of certain markets;
2. Favorability for tax charges/benefits, that is,
tax politics;
3. Activation of natural resources to support
recovery of business entities, that is, concession
politics;
4. Needs and focuses of government help in
financing scientific research in fields of reengineering, market research, promotion of competitiveness of domestic companies, development of intensive labor activities, and such.
Therefore, the development of cost systems is especially important the transitional ambience, because our companies are in the position to “defend”
themselves on domestic markets due to the increasing penetration of foreign companies on domestic
markets. When you are in a position to follow the
defense strategy, then the cost control is far more
important (Langfield-Smith, 1997), and with that,
the role of cost systems much greater. Normally,
we have to be careful that the investment into the
development of a cost system follows a cost-benefit
philosophy (Martin and Stevens, 2011). Therefore,
it is important not to try implementing the most
current news in science and practice in this field at
every cost, especially not without one critical adaption to the transitional economy ambiance.

b) Information for Benchmarking to determine:
1. Resource competitiveness;
2. Resource usage competitiveness;
3. The competitiveness of outcome as a resource
investment synthesis.
c) Information for assessment of operational value
of available resources, where the following resources could be answered:
1. In what amount can invested resources on the
market be valorized as a part of outcome value
of companies?
420

4.3.2. Cost System Assessment from the Aspect of
Kaplan’s Four-phase Development Model
Back in 1990, Kaplan1 developed a four-phase model of cost systems development, with the following
phases of development:
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Phase 1. Cost systems that offer poor data with
weak quality;
Phase 2. Cost systems focused on external reporting;
Phase 3. Cost systems relevant for managers
also;

can recognize all the above system limitations of the
second phase (un-timeliness of information, aggregation of results, focus on result not the activities
that create them). The correctness of cost calculations of products, due to a small number of bases for
general cost allocation, is questionable. The profitability analysis in these companies is framed, without
adequate allocation of costs by customers.

Phase 4. Integrated cost systems.

Cost systems in the first phase of development, according to Kaplan, are characterized by the general
absence of integrate, that is, wholeness and ability
to assess the financial system. These systems do not
correctly record material, labor, or operational costs
of transactions and/or do not record all outputs created in the manufacturing process. Those systems
are usually found in small or newly organized operations, where not enough attention is paid to the
design of cost systems and systems of internal controls.

Cost systems in the second phase are observed as
the ones who have an adequate integrity, that is, the
wholeness of data and internal control. However,
these have serious limitations in the operational
control, the correctness in calculations of product
costs and profitability analysis.
The third phase is characterized by more modern
cost system along with the currrent system of external reporting. More modern cost systems more correctly allocate indirect costs and resource costs of
organization with a support on product, manufacturing lines, departments, and buyers. This makes
product design, manufacturing processes, and determination of prices and product mix much easier.
In the fourth phase of development, companies
should have integrated cost systems that satisfy the
needs of both the external and the internal beneficiaries. Two management systems must integrate
– one for product and profitability analysis of buyers, and one for on-line feedback and measurement
execution.
If we were to determine, according to the named
classification of development phases, in which
development phase are cost systems of the above
observed companies, then the described characteristics point us to the second phase. In tables, the
presented data about companies of Tuzla Canton
show dominant movement of costs systems to the
satisfaction of external reporting needs. And, we

5. Conclusion
At the end, we can conclude that the research on
efficiency and effectiveness of cost systems for observed companies proved the set hypothesis in this
paper, that is, that the cost systems are dysfunctional, meaning that they do not fulfill the purpose they
should in the conditions of a transitional economy.
The information they create are firstly intended for
external reporting. Therefore, these systems are not
in the function of a system of operative control and
analysis of profitability in a way that would enable
rational use of limited resources. The preliminary
assessment has shown that these are traditional
cost systems. Additional research has pointed out
the low level of development in the field of cost
management, which is one of the reasons that not
enough attention is given to the development of cost
systems. Management requests for cost systems information are not in accordance with the needs of
the current economic and social environment. The
consequence that arises is that there are no investments put into modernization of cost system organization in order to proactively execute their tasks.
Opening of the market, on the other hand, exposes
companies to greater competition of foreign companies. They have cost systems at a higher level of
development as a significant factor in realization of
competitive advantages.

Therefore, domestic companies must go towards
higher phase of cost system development (adapting
current systems), towards phases three and four on
the Kaplan’s systematization. These systems must
also have a special part of activities that will accept
current positions in companies that are entering the
processes of transitional economy. This primarily
means definition, calculation, and reporting of the
effect of non-competitiveness of available resources
and organization in relation to modern companies
of developed economies.

God. XXVII, BR. 2/2014. str. 409-423

421

Sado Puškarević, Amra Gadžo:
(Dys)functionality of accounting cost systems in manufacturing companies of Tuzla canton

UDK 657.47(497.6 Tuzlanski kanton) / Review article

Sado Puškarević

References

Amra Gadžo

1.

Brimson, J. A. (1991). “Activity Accounting: An Activity-Based Costing Approach”, New York: John
Wiley.

2.

Drašković, V. (2007). „Manifestacije ekonomske globalizacije“, EKONOMIJA / ECONOMICS, Vol. 14,
No. 1, pp. 257-274. Available at: www.rifin.com (Accessed on: April 30, 2014)

3.

Glad, E., Becker, H. (1997). „Activity Based Costing and Management“, West Sussex, England: John
Wiley & Sons Ltd.

4.

Guilding, C. (1999). “Competitor-focused accounting: an exploratory note” Accounting, Organizations and Society 24, pp. 583-595. Available at: www.elsevier.com/locate/aos (Accessed on: January
10, 2014)

5.

Johnson H. T., Kaplan, R. S. (1987), “Relevance Lost: The Rise and Fall of Management Accounting”,
Boston, Mass.: Harvard Business Scholl Press.

Sažetak

6.

Kaličanin, Đ., Knežević, V. (2013). „Activity Based Costing as An Efficient Strategic Management Process“, Economic Annals. Vol. 58, No. 197, pp. 95-119.

7.

Kaplan, R. S. (1990). „The Four-Stage Model of Cost Systems Design“, Management Accounting (February), pp. 22-26.

Rad prikazuje rezultate provedenog primarnog istraživanja o funkcionalnosti troškovnih sustava proizvodnih poduzeća Tuzlanskog kantona (u nastavku „TK“). U radu se ocjenjuje njihova primjerenost potrebama ovih poduzeća, sadašnjim i onima koje promjene okruženja donose. Od suvremenosti ovih sustava u
mnogome ovisi proces upravljanja troškovima koji je ključni čimbenik prilagođavanja poduzeća uvjetima
suvremenoga tržišta.

8.

Kaplan, R. S. (2006). „The Demise of Cost and Profit Centers“, Working papers. Available at: http://
www.hbs.edu/faculty/Publication%20Files/07-030.pdf (Accessed on: May 10, 2014)

9.

Kaplan, R. S, (1983), „Measuring Manufacturing Performance: A New Challenge for Managerial Accounting Research“, The Accounting Review (October).

10.

Kaplan, R. S. (1984), „Yesterday’s Accounting Undermines Production“, Harvard Business Review
(July/August).

11.

Kaplan, R. S. (1985), „Accounting Lag: The Obsolescence of Cost Accounting Systems“, in Clark, K.
and Lorenze, C., (eds.), Technology and Productivity: The Uneasy Alliance, Boston: Harward Business
School Press.

12. Kaplan, R. S. (1986), „Introduction“, Cost Accounting for the 90s: The Challenges of Technological
Change Proccedings, Montvale, New Jersey: NAA.
13.

(Dis)funkcionalnost računovodstvenih
troškovnih sustava u proizvodnim poduzećima
Tuzlanskog kantona

Upravljanje troškovima koje se zasniva na informacijama troškovnoga sustava omogućava poduzeću da
zauzme pravilan stav prema kupcima na tržištu i prema konkurenciji. Također, kvalitetne troškovne informacije uvjeti su za učinkovito raspolaganje ograničenim resursima u tranzicijskom razdoblju razvoja
društva. Otuda, samo kvalitetno dizajniran troškovni sustav u tranzicijskoj ekonomiji omogućit će oporavak, a zatim rast i razvoj poduzeća. To naglašava važnost istraživanja navedene problematike za tranzicijske
zemlje.
Rezultati istraživanja trebali bi pomoći u edukaciji rukovodećega kadra o potrebi za usavremenjivanjem
organizacije poslovanja, u prvom redu računovodstvene funkcije i to u dijelu organizacije troškovnih sustava. Utvrđeni nedostaci, kao i odstupanja u odnosu na aktualne potrebe za informacijama o troškovima,
putokazi su za primjeren proces redizajniranja troškovnih sustava preduzeća tranzicijske ekonomije.
Ključne riječi: ocjena troškovnih sustava, proizvodna poduzeća, tranzicijska ekonomija.

Kaplan, R. S. (1988), „Relevance Regained“, Management Accounting (UK) (September).

14. Langfield-Smith, K. (1997). „Management Control Systems and Strategy: A Critical Review. Accounting“, Organizations and Society. Vol. 22. No. 2, pp. 207-232.
15.

Martin, L. R., Stevens, K. C. (2011). “Investment in Cost Accounting Systems: Decision Criteria”, The
Journal of Applied Business Research. Vol. 6. No. 3, pp. 19–25.

16.

Morrow, M. (1992), “Activity-Based Management”, Hertfordshire, UK.: Woodhead-Faulkner.

17.

Volkan, I. R., Pete, Ş., Cardoş V. D. (n.d.). “Cost and Management Systems Between Cost Calculation
and Performance Measurement”. pp. 1535-1536. Available at: http://steconomice.uoradea.ro/anale/
volume/2008/v3-finances-banks-accountancy/280.pdf (Accessed on: March 30, 2014)

(Endnotes)
1

Robert S. Kaplan (born in 1940) is a Baker Foundation professor at Harvard Business School, United States of America, and, along
with David P.Norton, co-creatorcreator of, the “Balanced Scorecard”. He published paper in the fields of strategies, cost accounting,
and management accounting. In 2006, Kaplan received the Award for life contribution in the area of management accounting from
the American Accounting Association. In the same year, he was elected into a Hall of Fame in the area of accounting.

422

God. XXVII, BR. 2/2014. str. 409-423

God. XXVII, BR. 2/2014. str. 409-423

423

Danimir Štros, Maja Coner, Daniel Bukovinski: Globalization and management

Danimir Štros
Municipality of Brdovec
Trg dr. Franje Tuđmana 1,
10292 Šenkovec
danimir@brdovec.hr
Phone: +38513315886

Daniel Bukovinski
Municipality of Brdovec
Trg dr. Franje Tuđmana 1,
10292 Šenkovec
d.bukovinski@brdovec.hr
Phone: +385995373211

UDK 339.9765.012.4
Review article
Received: September 9, 2014
Accepted for publishing: December 9, 2014

Maja Coner
Municipality of Brdovec
Trg dr. Franje Tuđmana 1,
10292 Šenkovec
maja@brdovec.hr
Phone: +38513315885

GLOBALIZATION AND
MANAGEMENT
Abstract
Globalization as an ongoing process allows and promotes the development of economy of big countries as
well as developing countries that are seeking their place in the global market. Interactive communication
has been enabled between people, companies, civil society organizations and other institutions, whose
needs can be met over the internet anywhere in the world and at any time.
Also, professional and competent human resources are needed and therefore it is necessary to invest in
new knowledge, innovation, new technologies and lifelong learning. In this environment, management sets
its strategic goals through which it will be able to carry out the plans for the sale of products or services.
Nowadays, a manager has to have interdisciplinary skills and lifelong education because only in this way it
is possible to respond to the constant and rapid changes in the world.
We are witnesses that Europe has reunited in order to compete with the less developed countries with their
products and services. Europe has long refused to accept the managerial style of governance, particularly
in public administration and is therefore far behind the U.S., but also the Third World countries. Until recently, European public administration was more focused on the implementation of laws and regulations
and less on managerial governance of the U.S. type.
Global environment requires the continuous research, monitoring competition, innovation and the ability
to change rapidly.
Keywords: globalization, management, innovation, technologies, competitive, interdisciplinary.
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1. Introduction
This article deals with globalization as a global process of modernization of society. This process, like
any other, can be observed from two aspects: the
positive and the negative aspect.
In globalization there is national economy and united economy (EU), and each wants to sell their products and services on the market in its own manner.
National economies try to help their businesses to
sell their product or service with various incentives
and subsidies, but there are also other businesses
in the global market without the support of the national government.
The management job in global terms is very demanding, responsible and uncertain. Organizations that have no will to change policies in terms
of global market forces do not participate in the
global market and they lose their market position.
Due to the new sophisticated technology, managers
and management must constantly learn about new
findings that appear in the market and make sound
decisions in accordance with them.
Globalization should not be a big problem for entrepreneurship; the challenge for them is to create
more innovative solutions and flexible behavior so
that they can impose their product or service. The
organization and management in whole must keep
pace with constant changes, and analyze themselves
and the competition using SWOT analysis, making
strategic plans, short-term or long-term strategies.
This paper will also present the hypotheses about
pros and cons of both society and the individuals
involved in entrepreneurship.

2. Globalization as a process
Globalization is the last stage in a constant process
of social change; the term began to be used twenty
or more years ago as an explanation for the new
wave of change in the economy, technology and society.
Most authors agree that globalization is not something new; it is an old process that began a hundred
years ago (Hirsh, Thompson, 1999), specifically in
the late 18th century, at a time when Europe was
swept with a wave of social change. Since industrialization became the main social process that shapes
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society, the main feature of this period is the exponential rate of social change. In traditional societies,
the changes proceeded significantly slower and generations of people lived in largely unchanged conditions.
The speed of change is becoming greater and today
we can expect big changes not only from one generation to another, but also within one generation. For
example, in some families occupation was passed
down from generation to generation. However, today we can expect that one individual changes several professions during life.
Social sciences describe these processes using different concepts. Industrialization, modernization,
and postmodernism were or are still slogans such as
globalization is today. However, we cannot exclude
the possibility that the use of this concept in the social sciences is also subject to fashion trends. Using
new concepts largely reflects the transparency of
the major forces and processes that shape society.
Industrialization was the first term which social
sciences used to describe the great transformation
of society during which industrial production has
become the main form of production. This change
was so profound that the term industrial revolution
was used not only to describe the transition from
manufacture to industrial production but also to
describe the broader structural changes. The consequences were enormous productivity growth and
changes in the whole range of areas like occupational structure, work organization, professional skills,
patterns of consumption and culture in general.

The concept of modernization is used to describe
a wider range of change in which society becomes
more complex, urbanized and differentiated, and
the production and social organization are increasingly based on science. In social sciences,
the concept of modernization is particularly used
to describe the process by which the “third world
countries” develop; countries that have lagged behind in the process of change, industrialization and
modernization (Inkeles, Smith, 1974). The fact that
since the beginning of industrialization undeveloped countries gradually modernize and industrialize shows that industrialization and modernization
was a global process from the start.

The concept of globalization is quite important for
the post-industrial society; it was first developed
by Daniel Bell in the sixties and was related to the
most developed societies, which transformed into
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a new stage of development after industrialization
and modernization. This new phase is characterized by significant changes in the structure of production, namely the transition from the industrial
development to the tertiary sector (services sector). Bell referred to the structure of employment
as the main empirical indicator of the transition
from one phase to another. When the number of
employees in the service sector outgrows the number of employees in the industry, the country enters
the post-industrial phase. In such a system, knowledge replaces capital, innovation replaces tradition
and ideas replace manual labor as the main source
of power and growth. Even though it was obvious
that the development of post-industrialization was
universal, the analytical schemes did not show that.
Most attention was given to the internal changes
that have happened in highly developed societies,
new technologies, new industries, new structures of
interest, information technologies, etc. It can safely
be concluded that the tendency of globalization was
inherent (present) in the processes of industrialization and modernization. Conceptually, industrialization and modernization cannot be equated with
the notion of globalization. The industrialization
and modernization can be developed in an isolated
social system, such as a nation-state or any part of
the world.

Globalization, on the other hand, is a process of
industrialization and modernization, which is expanding globally and has an integrating function.
Therefore, Croatia should draw attention to higher
education and new technologies because only in
this way will its economy be competitive and able
to engage in the process of globalization. The influx
of foreign capital opportunities opens development
abilities that will result in new hires and filling the
budget.

3. Definitions and position of globalization
The intense and general debate on globalization is
dominated by three typological points of view: neoliberal, reformist and radical.
Advocates of neoliberal viewpoint follow the classical liberal principle that the market is a fundamental force that pushes overall human benefits, freedom, democracy and peace.

Neoliberalism especially relies on theoretical ideas
of free trade, from which it follows that the state
border should not be an obstacle for effective allocation of resources in the world economy.
Yet in the last decades of the twentieth century, in
the context of pronounced economic globalization,
neo-liberals have not only revived but sharpened
classical liberal settings against proactive government intervention as guiding and limiting factors of
market operations. States are not, in their opinion,
capable of controlling globalization. Global markets
should be left to operate without formal restrictions
and the only necessary function of governments of
multilateral institutions consists of facilitating and
supporting the globalization of neo-liberal orientation. For example, they harmonize (adjust) technical
standards among the countries where the population of a country is against neoliberal arrangements,
they exert pressure in order to ultimately implement
arrangements, however that does not mean that the
public sector allows routing of market trends on a
global scale.

For neo-liberals, globalization is only possible under the condition of immense repression of regulation and abolition of state restrictions that inhibit
the movement of money, goods, services and capital. They also advocate the abolition of government
control of prices and wages and proclaim privatization as a measure that narrows down the maximum
state ownership of productive resources. They insist
on reducing government expenditures that guarantee prosperity and hold that market arrangements
play a key role in pension policy, health care and
other areas of social security. In short, they reject
the national strategy of economic management
which operated from the 1930s to 1970s (Milani,
1999: 169, 186).

Neoliberalism is undoubtedly dominant conceptual
and political framework of contemporary globalization. It is not a collection of doctrinal abstractions; it is an approach which is in the service of
the dominant class power and countries in today’s
world. Since the early eighties, many governments,
especially the governments of the most powerful
countries, saw a chance for neoliberal policies in
globalization. Hence it is not surprising that multilateral institutions, such as the International Monetary Fund, the World Trade Organization and the
Organization for Economic Cooperation and Development, associate globalization with liberalism.
It is not surprising that business associations (the
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International Organization of Employers, World
Economic Forum) figure as a sort of bastions of
neoliberalism.
The dominant viewpoint of economic theories,
while relying on strong power centers of neoliberal
conception of globalization, is praising the virtues
of free global markets and considers them to be a
kind of new universals. Neoliberal notion of globalization shaped up as a kind of conceptual and practical political orthodoxy. But only in the 20th century
have the neo-liberal ideas been generally accepted
as unquestionable.
Reformism or global social democracy is seen as
the strongest competitor of neoliberal globalization policies. This approach is based on the traditions of Keynesian economics, the New Deal and
the Great Society in the United States, as well as
the heritage of Western European welfare state in
the period of 1945. Reformists as well as liberals
believe that capitalism can be a powerful driver of
social welfare, but unlike liberals, they believe that
achieving these positive results requires the establishment and implementation of a specific circuit of
public policy. In their opinion unbridled capitalism
produces substantial personal, social and environmental injustices and global markets can fail, and
it is therefore necessary to introduce a series of adjustments in the form of political intervention of
public institutions. Reformists advocated a diverse
range of policy measures to promote the positive
and negative potential suppression of capitalism.
They advocate for the control of trans-boundary
movements of resources so that they can reduce
harmfulness of market instability, social inequality
and environmental cost of economic growth. They
introduced various official guarantees for minimum
standards (basic income, work safety, environmental control), in order to protect the most vulnerable
social layers from the devastating consequences of
unbridled capitalism and other measures that limit
the power of corporations.

The old school reformism focuses on government
measures as a key instrument of progressive diversion of capitalism. But it is increasingly shown that
national strategies are no longer appropriate means
of managing global capitalism (Waters, 1995: 97).
So many contemporary reformists recognize the
need for global public policy of the state in which
institutions play a key role. This, for example, means
that the reformist programs should strive for enforceable rules of behavior for global companies and
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global environmental regulation that seeks global
economic unity.
Some reformists believe that the international bodies such as the International Monetary Fund should
create mechanisms to establish greater stability and
fairness in the global financial markets. Global institutions should follow programs that would improve the state of deprived social classes. In the
late nineties certain achievements were recorded
on “reformist challenges” to neoliberalism. The International Labor Organization called for stronger
protection of labor in global capitalism, and the
UN Development Program had identified a global
reform proposals contained in the Report on Human Development. Even the World Bank, under the
chairmanship of James Wolfensohn since the midnineties, has accepted a rhetoric that respects the
meaning of reformist initiatives.

The reformist approach to globalization has become
evident in various segments of civil society action.
Thus, for example, the International Confederation
of Free Trade Unions insisted on such international
politics and institutions to guide the process of globalization in the service of needs and aspirations of
the people. Numerous non-governmental organizations are calling for reform of multilateral economic
institutions in order to combat the negative globalization.

In socio-theoretical circles, political science and
political scene there is a debate about the necessity
of renewal of social democracy in line with the new
global realities. Thanks to this stride of reformism,
regardless how weak and “superficial” it still is, neoliberal approaches today do not have such a strong
position as during the eighties.
Radicalism, as opposed to reformism, which generally accepts globalization flux and its main driving
forces (the capitalist mode of production, modern
technology, rationalization application of knowledge, the indispensable function of the market),
advocates a reversal of globalization, but in entirely
different structural foundations (Robertson, 1992).
Judging by radical starting points and intentions
this position is not homogeneous. In fact, two versions of radicalism are at work.

One is formed by those who wish to stop globalization and return to a lost, pre-global state, and its
proponents are therefore referred to as traditionalists. In their opinion, globalization destroyed the
legacy of previous social orders and therefore de-
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globalization is the only way to restore economic
security, ecological balance, cultural integrity and
democracy. Because globalization in that sense is
inherently harmful and irreversible, the only thing
that remains is stopping and reversing the trend.

on official institutions (national or supranational),
market or wider circles of world power.

4. Globalization in the context of transition
Traditionalist intercession of deglobalization, on
behalf of a better past, manifests itself in various
forms: economic nationalism, religious, environmental radicalism, etc. Economic nationalists emphasize the crucial importance of re-establishing an
undeniable state of self-determination of countries
and their separation from the global economic network. Religious revivalists evoke “lost locality” to
revive the original views and forms of their religion,
which does not mean that every religious response
to globalization is fundamentalist-inspired. Radical environmentalists advocate the return of the
pre-modern harmony with nature, glorifying selfsufficiency of local communities and in this regard
critically reject the majority reformist view of sustainable development.

The second variant of radicalism, quite different
from the reactive traditionalism, is constituted by
actors, groups or movements that are related to globalization in a proactive manner. They do not advocate stopping globalization, but its continuation on
assumptions of critical analysis of one-dimensional
development. Reformist strategies are being considered inappropriate because they do not reach
the deep structural causes that produce troubles of
contemporary globalization. “Global socialists”, for
example, refer to capitalism as to irreparable wrong
and seek to shape a “post capitalist globalization”.
Traditional socialist strategy, that is, proletarian
capture of state power, is being considered obsolete
and, instead, they promote a general global movement of workers, women and other oppressed people as an appropriate way to establish a post-capitalist and socially exploitation-free world. Certain
postmodernist critics of contemporary society perform in the sight of this proactive radicalism. They
reject the rationalist structure of knowledge and
exclusive identity politics that had been prevalent
in the former process of globalization. Global politics claim to be a favorable circumstance for a vigorous resurrection of greater pluralism of knowledge,
identity and culture. In all, a radical stance on globalization attracted fewer followers than neo-liberalism and reformism. In short, radical responses to
globalization did not, despite their remonstrating
and anticipating force, achieve any lasting impact

The typological sketch of the prevailing views about
globalization, taken from the book by Jan Aart
Scholte, Globalization - A critical introduction, is
a suitable analytical framework for understanding how globalization works in general and for its
specific echoes in different social environments
(Scholte, 2000: 35-40). It is therefore useful for
countries that are both nominally and actually characterized by the transitional social processes.
Globalization in its recent intensity and transition
in its motives, actions and the consequences are
historically concurrent facts, and because of this
simultaneity the question of how the typical viewpoint of globalization is reflected in the transitional
situation is raised.
First. The changes that feature the last decade of the
twentieth century and that led to the collapse of the
socialist system were caused by endogenous and exogenous reasons.
Endogenous reasons are contained in the very
nature of these systems, their economic and political logic and the ideology that legitimized them
(Huntington, 1991, Dahrendorf, 1990). They were
brought to the economic meltdown by a model of
development and modernization that has relied
on the state determined production, exchange and
consumer activity, the centralized planning and restraining “free market forces”, and on the regulation
of the economic sphere as a basic structural factor
of social progress. It is a model commonly referred
to as “modernization from the above”. Political
reasons for the collapse lay in the order of a oneparty rule that restrained “free political forces” and
unhindered manifestation of political differences,
rights and freedoms. Such government monopoly
merged with the state apparatus, gagged and completely absorbed the sphere of civil society, which
is formed by a plurality of social actors and their
public interest work. The final act of the collapse of
this ruling model is marked by a request for the establishment of civil society as a necessary condition
for a multiparty parliamentary order. In the name of
such ideological and, according to Popper, historicist picture of human development and history, the
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order could be reproduced or somewhat reformed,
but only as long as its dominant actors had enough
unchallenged power and loyal followers to successfully call on the “historical necessity” of the illusion
of linear progress in equality (Furet, 1997, Lefort,
2000).
The exogenous reasons effect, that is often forgotten, has equally influenced the collapse of the socialist system and the design of post-socialist and
transitional situations. All of these reasons are of
course associated with global development trends
and circumstances after the Second World War and,
in particular, the modernization turns of the seventies. Techno-economic progress of highly developed Western societies at the same time provided a
high economic competitiveness at the international
level and the war of consumer products at the internal level. Redistributive formula of the welfare state
has successfully maintained a liberal balance between labor and capital for decades, between social
and market principles, and the institutionalization
of conflict kept the society safe from the radicalism
of anti-systemic movements. The crisis of the seventies upset this balance, but it increased the economic power of developed centers in relation to the
periphery and semi-periphery. However, the rise of
power based on absolute market and neoliberal reduction of social spending growth, started to assert
itself as the main brake to successful participation in
the competitive market.

The market may proclaim as canon, even as the
highest principle of any prosperity and the only way
of modernization of every society. Under its protection the global relations are shaped and the barriers
that hinder the free circulation of capital, labor, services, information and cultural and consumer patterns are broken down. The radicalization of liberal
modernity, long referred to as “internationalization”
is reaching the stage of globalization or modernization (Hutton/Giddens, 2000: 7-50). Globalization is
here, to paraphrase Giddens and Beck, a radicalization of late-modern liberalism. Radicalization is
so dominant that, judging by the leading ideas imagination, it has no real alternative. Long developed
institutions of the welfare state are now being questioned, and the ideas and actually existing forms of
socialism, which are proclaimed by the conservative neoliberals as “evil empire”, are losing the last
remnants of its alternative appeal, so it is no longer
able to be rehabilitated by very serious programs of
reform, liberalization or “glasnost”. They have just
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softened the assumptions of a meltdown and helped
to accept the neoliberal globalization as an inevitable condition for a possibility of the transition turn.
What Dahrendorf called “revolutions”, and what
seems to be a synonym for post-communist or
transition situation, is taking place in accordance
with the conditions, normative ideas and demands
of globalized neo-liberal revolution, which some
authors prefer to qualify as a “neo-liberal counterrevolution” (Martinussen, 1997). This agreement
was not raised as a matter of choice between more
options, but as an unquestionable accepting of the
global dominant, real and ideal framework to fit in
if one wants to jump in post totalitarian social situation. Routinely used phrase “structural adjustment”
is just a euphemism for barely countable and still
unfinished series of turning procedures which represent a shift between two completely different systemic worlds, a world of blocked socialist modernization and a world of neoliberal modernization of
global reach. It requires privatization and desocialization, a minimal state and the rule of law, deregulation and free trade, open society and deterritorialization, fiscal discipline of the state and a virtually
unlimited freedom of the private financial sector,
relentless favoring of growth parameters and reducing mass contingents of redundant employees,
active participation in shaping the world consensus
and relativization of traditionally conceived sovereign power, etc. Elites and actors who have come to
power through the election in the “new democracies” accessed these dense system turns as declared
and interest motivated advocates of neoliberal ideology and accelerate dealing with the legacy of the
communist period. Ideological compromised and
relentless deconstruction of the communist heritage have accounted for almost unconditional imposition of neo-liberal paradigm as a remedy for all,
for such arrangement that will enable the smooth
enrichment enterprising capable minority in a
short period and thus the general prosperity of the
majority. So without previously developed liberal
democratic political culture, a jump was made to
systemic arrangements in which the social question has become the main victim of “liberated Prometheus” privatization, in which capitalist ideology
harmonized market interest replaces socialist utopia of equality overnight, and in which basic civic
virtues of respect for the law mean almost nothing
in front of a final legitimate possibility of acquiring, accumulating and corrupt robber-ownership
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(Dragičević, 2001; Štajner, 2001).
Consequently, there are two parallel streams of action and thought in the transition process: a current
globalization stream of neo-liberal modernization
and a communitarian-traditionalist stream. The
former works in the direction of “market fundamentalism” because its rationality is so prevalent that it
simply does not allow dissent, and the latter pulls in
the direction of patrimonial localization which does
not allow any thought of the disintegration of the
community. The challenges of neoliberal globalization, which had exogenously stimulated the transition shift, simultaneously opened the way for the
post-communist modernization and demodernization and multiplied troubles of social fragmentation that cannot be restrained by any rhetoric of
populism or good old values. It is therefore logical
that optimism of quick and prosperous structural
adjustment gives way to an affirmative-relativistic
perception of globalization, accepting her “epochal”
character, but with a somewhat more moderate and
socially equitable figure.

Second. This affirmative-relativistic notion coincides with what Scholte defined as reformist stance
on globalization. Generally speaking there is no essential difference between the globalization reformism that is theoretically and politically evident in
developed countries and reform strategies that were
formed in the transition countries. And in both cases, it is the effort to abandon or mitigate the dogma
of self-regulating markets and regulatory restrain
its devastating social consequences. In both cases
almost all the basic postulates of liberal development model are accepted, but its ultraliberal paroxysms, which have, according to some moderate critics, taken on the form of one-dimensional thinking
and single-mindedness, are rejected (Todd, 1998).

The necessity of abandoning this unidimensionality,
which means expediency of a reformist shaping of
globalization, is recognized even by the leading protagonists of the international institutions that largely decide on development programs and criteria in
today’s world. In this sense, the eloquent attitude of
Michel Camddessus, the Director of the International Monetary Fund, sounds quite reformist: “As
for us, the International Monetary Fund, nothing
has changed. I have always advocated the theory of
three hands: the invisible hand of the market, the
hand of justice (the state) and the hand of solidarity.
Those three hands should act together” (Latouche,
2001: 168).

By no means denying the market, the reformers advocate the rehabilitation of the two other sectors:
public economics and various associations, voluntary work and alternative enterprises.
Theoretically it is the nearest stance to the long and
unjustly forgotten Karl Polanyi, who has, contrary
to the radical liberal separation of economy and
society, advocated the view that the integration
processes are taking place through three models:
through exchanges or markets via redistribution,
through reciprocity or through mutual aid (Latouche, 2001: 168). Fear of universal social disintegration, which motivated even the United Nations
to seriously tackle the issue of social development in
the time of reign of the neo-liberal paradigm, is just
one of the practical evidence of justification of this
hypothesis and a testimony of reformist relation to
globalization. One should not forget that in highly
developed Western countries political and social
movements (parties, unions and civil society actors)
are acting with a long reformist tradition, which
break down neither capitalism nor the market, but
are, in this context, fighting for a fairer redistribution of resources, goods and social development
achievements. In other areas, moderate active and
stable reformism historically proved to be one of the
key factors for the balanced development of liberal
democratic societies.

From this logic the so-called third path is derived
by the British New Labor, which is, along the theoretical elaboration sociologist Anthony Giddens,
one of the most consistent reformist responses to
the challenges of globalization (Giddens, 1999). It
is both the reformist abandoning of “old” reformism (nationalization, high public expenditure, passive welfare state, etc.) and adjusting to “flexibilities”
of the modern market (growth demands, economic
stability with steady growth, the European Union,
globalization, etc.). To simply put it, this is a reformist conception that is based on the idea of overcoming the “literal” neo-liberalism and traditional
social-democracy, and its main determinants of
the program are: a radical center, a new democratic
state (state without enemies), an active civil society,
a democratic family, a new mixed economy, equality
as inclusion, positive well-being, social investment
state, cosmopolitan nation and democracy (Giddens, 1999: 73).

The radical center is actually a sort of a junction
or rational reconciliation of pervasive markets and
stable social issues that cannot be abstracted in any
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fiction or quantifications of global growth. Transitional reformism is in an unenviable position because, on the one hand, it has to prove its declared
openness to the world and co-operative efficiency in
the implementation of all applicable rules of “global
game”, and on the other hand, if it wants to preserve
its legitimacy, it is obliged to follow the strategy of
redistributive welfare and justice. It turned out that
in the current circumstances it is very difficult to
reconcile or to satisfy these two logics, that this is
possible only if one of them ascribes priority importance.

Therefore, the transition formula, which attempts
to perform socially liberal interventions that give
reformist appeal, cannot make a single modernization step without simultaneously narrowing the entire sphere of inherited or newly-created social benefits and rights that do not fit into the global scale
of development. Thus it happens that a coalition
of reformism and social liberalism, which is based
on good diagnosis of the majority social interests
and expectations in the post-communist situation,
more successfully meets the general criteria of globalization than the specific requirements of social
development. It broke the tendency of authoritarian
distortion of the transition that is justifiably called
democratic dictatorship or democrature, but has
done very little or nothing on degradation of the neoliberal-client privatization, the reduction of social
inequalities, increase of employment, nor investment in scientific and educational resources as key
factors that advance global “knowledge economy”
(Dragičević, 2001). Reformist practice is far behind
widely accepted reformist ideas of globalized modernization. Also in areas of rich reformist tradition,
this gap is one of the major sources from which not
only strategies of intransigent critical discourse are
powered but also social mobilization strategies of
practical dispute.

Third. Apparently it comes to those streams of
thought and action, which more or less explicitly
and declaratively act as a radical stance on globalization. It is in a transition context, as elsewhere in
the world, indicated by already standardized terms:
anti-globalism, anti-globalization movement, globalization groups, alternatives to globalization, etc.
This terminology had been accepted in the past decade as a significant new addition to the rhetoric of
public jargon and practice of civil society.
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These terms suggest that the protagonists of radical
point of view completely reject globalization and are
utopian and illusionist opponents to an economic,
social, political and cultural process that permanently works on the interdependence of the modern world. But regardless of the unambiguous message to the very terms, this is not correct, or at least
not correct in a general sense. For all their apparent
uniformity, anti-globalization opinion, as noted by
Pierre Bourdieu, is still very chaotic. It is a chaotic
response to conservative dogmatism that predatory capitalism wants to revive in new and seemingly civilized attire (Bourdieu, 2001). It only has
one feature in common: its majority trend focuses
on immediate action and not on hold, on the mobilization pressure rather than the reformist adaptation, on practical measures against rising inequality
rather than on economic growth as the dominant
variable relationship between North and South, the
developed and the developing. And it should be
noted that the anti-systemic social movements, regardless of the type of organization and the degree
of radicalism, together constructed historical world
of modern capitalism, that they entered a social
and political dimension in its development, without which it would have had a much crueler figure
that still provides a utopian appeal for it. It is this
utopian allure of capitalist “society of abundance”
that is one of the main reasons why socially radical
globalization ideas, movements and initiatives don’t
have a particular momentum, mass mobilization
and public impact in the transition context. Proponents of radical attitudes and actors have almost
no influence on these arrangements. They do not
even participate in them, but appear as alternative
groups in civil society area, the groups that do not
fight for social power and political power, but for
daily or long-term goals that remain out of sight of
the established power and authority. One could say
that in the transitional context and conditions of a
still underdeveloped civil society they tend to follow
a tendency of the modern world marked by the sociologist Ulrich Beck, as part of his theory of reflexive
modernization, as forming sub-politics.

It is about diminishing of the political in the traditional sense, about finding the political as creating and self-creating policy that does not cultivate
or renew old hostilities, and does not gain from
them, or does not sharpen the means of power, but
invents new forms of content and coalition (Beck,
2001: 208). From this perspective a radical stance
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on globalization is derived; it transcends the division on the left and right parties and views development in the perspective of world civil society in
which the instrumental power of the free market
and its masters does not lose any sense of equality and fairness. It affects the globalization from
below and its imposition from above, not at peace
with the growing tendency of economic despotism.
Radical anti-globalists of that trend do not advocate
locally-communitarian hostility toward globalization and are entirely lost by their ideas of revival of
tradition as a form of identity preservation. On the
contrary they use the local and global opportunities
to critically observe the modernization potential of
globalization and believe that they have to be immediately, without hesitation, universally drawn to
the purposes of redistribution, peace and solidarity.
And it is, considering the means and ends, a quite
different, truly “alternative globalization”. This alternation, realistically speaking, is too heavy for
so-called vital pragmatic and urgent tasks of transition and therefore it is not surprising that in such
circumstances a stronger anti-globalization movement is not possible.

5. Globalization and Management
Increasingly rapid development of new sophisticated technologies and methods of organization poses
increasing demands for rapid adjustment and action
on the behalf of management. They are only possible to achieve through continuous improvement
and education of managers on all levels in order to
be in line with global requirements and resist the
challenges of the global economy. This comprehensive cyclical process affects all parts of society from
manufacturers, through service providers and distributors to end users - the consumers. It is causal
in its character because on the one hand consumers
are changing businesses and behavior of producers,
and on the other hand the manufacturers are using
their products and services to affect habits, desires,
lifestyle, needs and even customer awareness. One
can even say that this is a process that incorporates
almost all segments of society and social exchanges,
delves into them and creates a global image through
marketing tools. The task of the management in
such conditions is to find solutions that would be
optimal to meet all of these needs in a global society, but also to provide profit to the company they

manage.
Within their core functions as complex decision
makers, managers should find solutions for multiculturalism, multinationality, habits and life styles
of their employees, and develop strategies which
would reconcile these differences to successfully accomplish their goal. Professional literature leads to
similar findings and conclusions: the author E. G.
C. Collins, in his Management of the 21st Century,
describes globalization as a finding for organizations that business must be directed towards the
international environment, not only towards the
local. Organizations and their management should
take into account the changes that occur outside
the organization and the problems of defining their
business environment. Environment (Robbins,
1995: 219) is defined as a complex area consisting
institutions that affect the performance of the organization and over which the organization has little control. Environment of the organization can be
seen as macro and micro environment. The task of
the management is to act on these two segments in
their decisions.

The macro environment does not directly interact
with the organization, but the management tends to
affect it through strategic planning decisions, taking
into account the previously described differences.
The micro environment is in close interaction with
the organization and affects the organization itself.
Policy making and internal organizational structure
are tools through which the management affects
this environment. Furthermore, according to some
authors, the environment is split into static and dynamic environment. The static environment creates
significantly less uncertainty for managers in comparison to the dynamic one. Uncertainty poses a
threat to the effectiveness of the organization and
the management seeks to minimize it, and one way
to achieve that is to adjust the organizational structure.

Management plays a key role in the globalization
process because their decisions contribute to the
creation of a global image because consumer habits
transcend national boundaries.
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6. Conclusion
Nowadays it is extremely important to take care
of the business environment in the global market,
along with potential development within the company. Globalization is part of the present and the
management should focus on it despite its flaws and
shortcomings. Adapting to the new conditions is
necessary if one wishes to successfully operate and
develop the company’s products and services in the
global market.

Through entrepreneurial initiatives, the availability
to business partners becomes unlimited and immediately enforceable using virtual offices and similar
ventures. Organizational adaptation has to be fast
and efficient, focusing on organizational culture.
Only those who adapt to the times and who make
their business decisions based on continuous consumer research can hope to achieve business success.

The Internet, which made the whole world available
to each individual, provides great opportunities for
creating and developing businesses.
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Abstract

Globalizacija i menadžment

Sažetak
Globalizacija kao proces koji još traje uvelike je omogućila razvoj gospodarstava, kako onih velikih tako i
zemalja u razvoju koje traže svoje mjesto na svjetskom tržištu. Omogućena je interaktivna komunikacija
između osoba, tvrtki, udruga civilnoga društva i srodnih institucija koje mogu bilo gdje u svijetu i u bilo koje
vrijeme zadovoljiti svoje potrebe internetskim putem.
Potrebni su i kompetentni ljudski resursi, stoga je nužno ulagati u nova znanja, inovacije, nove tehnologije
i cjeloživotno obrazovanje. Menadžment u takvom okruženju postavlja svoje strateške ciljeve preko kojih
ostvaruje i planove za plasman proizvoda ili usluge. Menadžer u današnje vrijeme mora imati interdisciplinarna znanja i vještine te se cjeloživotno obrazovati jer jedino tako može odgovoriti na stalne ubrzane
promjene u svijetu.
Svjedoci smo da se Europa ujedinila kako bi mogla konkurirati svojim proizvodima i uslugama zemljama
Trećega svijeta. Europa se dugo nije htjela prihvatiti menadžerskoga stila upravljanja, posebice u javnoj
upravi, stoga je u zaostatku za SAD-om i zemljama Trećega svijeta. Naime, sve donedavno europska javna
administracija bila je više usmjerena na provođenje zakona i podzakonskih akata, nego na menadžersko
upravljanje kakvo postoji u SAD-u.
U globalnom okruženju potrebna su kontinuirana istraživanja, praćenje konkurencije, inovativnost i brze
promjene.
Ključne riječi: globalizacija, proces, menadžment, inovacije, tehnologije, konkurentnost, interdisciplinaranost.
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Each economic entity, institution and individual has the responsibility of contributing to the economic development in its region. Creating conditions for the development and empowerment of the business sector
are activities that in the long run lead to the strengthening of not only certain economic sectors, but the
entire region. In the recent period sources from EU funds for co-financing of capital projects have become
available to investors. Given the uncertainty in business conditions, investors’ poor capitalization, lack of
business profitability and, in terms of profitability and risk, lack of high-quality capital projects, the benefits
of these resources are insufficient and/or inadequately used. The aim of this paper is to analyse the strength
and capabilities of Croatian companies for financing and implementation of high-quality capital projects.
For this purpose, this paper will present the results of research of financial position of selected companies
in 2012. Also, it presents the results of research from 2011 that examined the reality of projections of later
activated investment projects. These results are the basis for a conclusion about the ability of management,
in the analysed region, to make realistic plans and carry out high-quality capital projects.

Keywords: capital projects, financial position of the company, growth and development of the region

1. Introduction
This paper aims to present the dynamics of growth
and development in the local and regional environment. In this case the concept of growth and development of small and medium-sized enterprises is
comparable to the success of implementation of the
development strategy of the regulator. This analysis can be conducted using the criterion of com-

petitiveness. For the purpose of this research, an
analysis of the financial position of small, medium
and large enterprises has been carried out. The research included SMEs, operating in 2012 on Croatian territory. The sample covers 5,957 companies
with turnover between 25,000 to 370,000 euros and
employing an average of 55 people. This paper explores strategies for local and regional development
and growth at the national level on the example of
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the Republic of Croatia and Europe 2020 strategy.
The main focus of this paper is the framework of the
activities that are planned to be implemented until
2020. Improvement of the competitive framework
of all EU member states, which should have a strong
influence on local and regional development, together with examples of the analysed SMEs in Croatia, will provide more specific conclusions regarding
the implementation of the strategies.

2. Strategy of local and regional development
and growth - with emphasis on capital
projects

Conceptually, the primary strategy of growth and
development, since the Republic of Croatia became a member of the European Union, arises from
guidelines and strategies defined by the European
Union at the level of all member states. In the context of Europe 2020 all member states should put
the emphasis on the economy, with an effort to
achieve a synergistic effect and impact on improving results in the field of employment and productivity. The same problem and need is recognised
in Slavonia, where according to all economically
comparable criteria this region is ranked very low
compared to other regions in Croatia. It is clear
that the problems of local and regional development and growth are identical to those that occur
at the national and supra national level, especially
in terms of growth and development. It is certain
that inequality between countries, within countries
and between regions is more and more pronounced.
In simple terms, globalization affects countries and
regions in different ways. For less powerful countries in the region, globalization is a process that is
happening to them and to which they must react.
To a certain extent, less powerful countries will
have to decide whether or not to accept the rules
of more powerful countries, although in today’s
global economy they have little choice but to accept
them (Hurrell, Woods, 2000). In accordance with
the defined priorities, the emphasis is on achieving
cohesion growth, which is based on smart, sustainable and inclusive growth (Europe 2020, A strategy
for smart, sustainable and inclusive growth, 2010).
Each component stands for the economy that,
through knowledge and innovation, is trying to use
resources and potential that would geographically
link less and more developed areas and thus set the
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foundations for more competitive market and influence employment growth. Europe as a global participant has to use the potential and capacity to adapt
to the weakened environment in terms of increased
age of the population and the increasing competitiveness of other global actors. The EU gave specific
recommendations on economic activities that have
to be undertaken at the national level in the next period. Above all, necessity to improve the stability of
the business environment was recognised, with the
focus on small and medium-sized enterprises that
should be more innovative in comparison to other
companies. This recommendation is initially aimed
at improving the conditions regarding the intellectual property and the ownership of promising business ideas. On the other hand, the need for reduced
administrative burdens imposed on companies implies the need for improving the quality of business
legislation. The improvement of inter-sectoral cooperation (enhancing the position of the industry)
would improve the position of EU member states
by making them leaders of global sustainable development. The Republic of Croatia has, in line with
strategies and recommendations defined by Europe
2020, strived to define the plan of investment and
capital projects in order to follow the trends that
are in accordance with the EU recommendations.
The Investment Plan envisages the growth of gross
investment of public state and the general government, the growth of investment of public sector,
increased absorption of EU funds, increased foreign capital inflows through FDI, maintaining the
current level of public spending with a tendency of
slight increase and an increase of exports with the
improvement of competitiveness of the domestic
economy (Investment Plan of the Republic of Croatia for 2014, 2013).

Accordingly, some legislative (Act on Investment
Promotion and Development of Investment Climate, 2012) and implementative activities for attracting the investments have been introduced, enabling formulation of the prospective framework of
regional growth and development - incentive taxes
and duties, incentives for employment and other
types of expenditure associated with capital and
labour-intensive investment projects, with special
emphasis on strategic projects attempting to directly influence the increase of the employability, which
would contribute to the development of production
and services, implementation of new technologies
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and creation of a competitive environment at the
micro and macro level. This criterion is focused
on specific major capital investment expenditure
that derives from individual investments or those
co-financed by the EU funds. The criteria clearly
specify what is considered as a capital project and
investment, and also what is considered to be an increase of added value in terms of the employability,
or development of industry in some less developed
regions. Major benefits in terms of capital investments in less developed regions in the Republic of
Croatia have been defined (Act on Strategic Investment Projects of the Republic of Croatia, 2013):

• the value of total capital investment expenditure
is HRK 150,000,000.00 or higher;
• possibility of co-financing from the funds and
programs of the European Union, with the total
capital expenditure of the project amounting to
HRK 75,000,000.00 or higher;
• undeveloped areas (mainly areas of the ASSC)
where the total value of capital investment expenditure is HRK 20,000,000.00 or higher;
• on the islands, where the total value of capital
investment expenditure is HRK 20,000,000.00
or higher;
• for projects in agriculture and fisheries, where
the total value of capital investment expenditure
is HRK 20,000,000.00 or higher.
Capital investments have certain specifics regarding the financing, stressing the necessity of overall
financial planning. The most common sources of
financing capital investments are associated with
borrowing or issuing bonds, but it can also be associated with co-financing through EU funds or
other specific financial institutions. Capital investments in the conditions of uncertain economic environment require a broader view of the analysis
of investment flows, where critical variables can
significantly affect the viability of investment. Frequent critical variables depend on the amount of
investment costs, cost of materials, selling price,
correlation of production volume and sales, and
timescale of construction and start of operation.
Justification and feasibility of a capital project can
be determined with elimination criteria, functional
criteria and descriptive criteria. The definition of
capital projects (Budget Guide for Citizens, 2003)
gives a more direct definition of capital project and
is associated with investment companies both in

public and private sectors. The definition is focused
on the fact that capital projects include all projects
whose design or construction takes longer than one
year, with expected return in the years following the
execution or construction.
In terms of volume, capital projects are infrastructure facilities with social benefit, and most of them
are: schools, hospitals, highways, bridges and similar structures. The role of capital projects within the
regional and local government, as well as private
companies, is extremely important since they represent a model of financing with a significant impact
on the local and regional development. The regional
development policy in the Republic of Croatia (Regional Development Strategy of the Croatia 2011 2013, 2010) defines three objectives: development
concepts of counties and statistical regions, development of the supported regions and the development of the border regions in terms of development
of competitiveness. These strategic objectives do
not include anything more than interconnection
of regional and territorial framework, either with
harmonization of the development needs with national interests, or with the concept of connecting
with all institutional stakeholders at all territorial
levels. This model of defining the regional development strategy is not promising, because it is not
focused on real implementation activities. The utility of this strategy is best reflected in the shortcomings and weaknesses that are present in certain local
and regional areas. Development difficulties in the
regional and local public sector are slowing down
socio-economic development and at the same time
influence the perspective of SMEs. Factors that have
an adverse impact on the status of SMEs in Slavonia are: underdevelopment of basic and business
infrastructure, high unemployment, slow process of
restructuring, low tech production and low level of
use of new technologies, high level of gray economy, low levels of income of local government units
(Regional Development Strategy of the Republic of
Croatia 2011 - 2013, 2010). In the Republic of Croatia, integrated planning of development projects at
regional and local levels is still not sufficiently accepted.

With integrated planning, based on strategic goals
and strategic priorities, an action plan has to be
adopted, with appropriate measures for achieving
clearly defined priorities, including planning and
funding sources. (Evaluation of the system of strategic planning and financing possibilities of counties
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and local government units in the context of the implementation of regional development policy of the
Republic of Croatia, 2012). The region of Slavonia,
with its geographical potential and potential businesses, compared to other geographical and administrative parts of Croatia, is least competitive. It is
important to determine the framework of regional
development that will generate a series of competitive activities (not competitiveness strategies) towards other regions, especially in the segment of
small and medium enterprises, the development
of business infrastructure and encouragement of
investments since companies lack technological
development and pursue traditional industrial activities which are primarily based on agriculture.
Lack of orientation towards research and development is one of the problems, given that companies
in the segment of industry, business and financial
services are oriented towards more attractive geographic and administrative areas. The lack of key
competencies (Prahalad et al., 1994) in the form of
quality management of complex business processes,
integration of differential technology and cohesion
of learning and knowledge in the vertical structure
of enterprises are potential weaknesses in the functioning of the companies in Slavonia. In accordance
with this, there is no indication of feasible solutions concerning improvements in the growth and
development of regional areas, as well as creating
competitive environment of the analysed company.
The strategic framework for regional development
and the development of enterprises are one-dimensional and focused on institutional activities. The
methodology shows the current situation, the real
dynamics of the functioning of local and regional
environment, but only in the sphere of the public
sector. All the above is a good strategic framework
that defines the functioning of activities of the
public sector, however, the Regional Development
Strategy of the Republic of Croatia gives very little
information about the activities related to private
sector. The strategy shows us that too many government entities are involved in the development of the
economy: state agencies, funds, institutes and agencies. It is evident that there is no clear terminology
and strategic guidelines that would impact the private sector companies.

The reasonable man adapts himself to the world;
the unreasonable one persists in trying to adapt the
world to himself. Therefore all progress depends on
the unreasonable man. (George Bernard Shaw)
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Growth and regional development strategy should
have a different approach. There is no clear implication on the positioning of companies in Slavonia,
especially because all strategic aspects related to
the regional and competitive development in the
Republic of Croatia aim to generate legal, regional
and administrative changes. Whether this derives
from miscalculation in understanding which leads
to an increased risk for excessive emphasis (Kourdi,
2004), which is based on the lack of competence,
presents a problem of the approach and understanding of the economy in general. As visible from
this Strategy, from the very beginning there was no
clear analysis of other possibilities and variations,
no proper information collected, and no precise
definition of expenditures and income. Nowadays
it is increasingly difficult to plan capital projects
in terms of overcoming new challenges (Hamel,
Breen, 2007: 10) and creating competitive advantage. It is increasingly clear that the future does not
destroy only companies, but also entire industries.
Implementation and sustainability of strategies is
decreased since companies develop faster, they enter the peak phase and the decline stage faster. The
life cycle of enterprises in the modern environment
has changed greatly, and unpredictability regarding the maturation and aging of the company is in
strong correlation with the capital and investment
projects. This aspect is reflected in the research part
of this paper.

3. Results of the research
A prerequisite of raising regional development is to
increase its competitiveness in the area of business
conditions from the viewpoint of investors. The goal
of almost every capital investment is to increase labour productivity and production capacities, to reduce costs etc. In other words, the goal is to increase
competitiveness and profitability of the investor’s
business. Given the fact that the economic empowerment of each company indirectly strengthens the
very region, regional state institutions should create
conditions for the development of business activities. In doing so, companies become more socially
responsible and encourage the development of other sectors, but only under the condition that their
business is prosperous.
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The authors conducted a research with the aim
to analyse the strength and capabilities of Croatian companies to be leaders of economic growth.
Capital projects are essential to the processes of
company modernization, increase of profitability and competitiveness that are prerequisites of
economic growth. For that reason, in the research
whose results are presented in this paper, the authors analysed the strength and capability of Croatian companies for financing and implementation of
their capital projects. The research sample consists
of companies whose financial position in the year
2012 was analysed trough this research. The companies were sampled by the method of random sampling, with which 5,957 companies were selected.
The sample consisted of profit companies that are
registered in the Register of the Commercial Court
of the Republic of Croatia regardless of their business activity. In the analysed period, the selected
companies had a turnover from 25,000.00 EUR to
370,000.00 EUR, so the sample consisted of companies with characteristics of micro to large companies. The average income of the sample achieved in
year 2012 was 5 million EUR, with the average number of employees in the same year of 55 employees.
The source of information based on which the financial position of companies from the sample was
assessed, are annual financial statements published
by the Financial Agency - FINA. The sample does
not include financial institutions and non-profit
organizations. As this base sample includes all the
companies, including the companies that are in account blockade, are in bankruptcy or liquidation, or
whose losses exceed the value of the share capital,
another “better quality” sample was created. The
purpose of the secondary sample was to compare
it with the results of the “primary sample” analysis
and making higher quality conclusions, based on
more inputs.

The “better quality” sample consists of companies
extracted from the “primary sample”, but:
• are not under bankruptcy or liquidation
• are not in account blockade
• have a positive ER.
In this way, the 20% of the “primary sample”, or 1,182
of companies were excluded leaving 4,775 companies in the “better quality” sample for comparison of
the results with the analysis of the “primary sample”.

Financial preconditions for company sustainability,
financing and implementation of capital projects
that are essential to the processes of modernization,
increase of profitability and competitiveness are the
following:
• Positive net working capital
• Equity ratio – minimum 35% of total assets financing
• net profit margin > 15%
• days payables outstanding aligned with days
sales outstanding
• collectible receivables
• Net financial debt / cash flow < 4
• Debt-service coverage ratio (DSCR) > 1.25
• realistic business targets
• investing in the assets in the function of business
activity.
Since the number of companies in the sample was
large, the information available from the annual financial statements was analysed. In particular, the
parameters of net working capital, equity ratio,
net profit margin, and net financial debt compared
to cash flow were analysed trough this research.
Along with the analysis of the financial position,
the results of the research of reality of projections
of planned investment projects will be presented.
This research was conducted by one of the authors
in year 2011 and presented in the doctoral dissertation. The results of research of the financial position
and management ability to plan realistic projections
of capital investments are the basis for a conclusion
about the ability of management in the analysed
region to make realistic plans and carry out highquality capital projects.

Analysis of net working capital
By analysing the structure of assets of the firms included in the sample, it can be seen that long term
assets are on average 62% of total assets of the
sample. At the same time the equity together with
the long term liabilities are, on average below 50%
of total assets financing. The inadequate structure
of financing long term assets leads to negative net
working capital of the analysed “basic sample”:
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Table 1 Analysis of the net working capital
(in ‘000 HRK)

which leaves, depending on the concrete industry, a
rather sound period and to finance inventories.
Working capital

Sample description

basic sample

„better quality sample”

Value

2012

Analysis of net financial debt / cash flow

2011

Maximum

496,465

417,015

Minimum

-1,953.291

-1,953.646

Average

-913,109

43,438

Maximum

496,465

417,015

Minimum

-1,953.291

-1,953.646

2,102

2,427

Average

Source: author’s calculation
Analysis of net profit margin
On the other hand, the “better quality” sample has a
positive average net working capital, and from this
standpoint, complies with the above mentioned
precondition for sustainability of the financial position of the company and conducting the capital
investments. It is indicative that the net working
capital of both samples in the year 2012 decreased,
which can be expected in an even larger amount in
the next two years.

Analysis of equity
By this precondition it was assumed that minimum
equity ratio should be at the level of 35% of total
financing of the company to ensure a sustainability of the financial position and lower vulnerability
to negative market conditions. By analysing both
samples it was found that average equity ratio of
the basic sample is negative with 23%. That means
that a significant portion of companies from the
sample have accumulated losses that exceed their
share capital. That refers to more than 16% of the
companies in the basic sample, which have a negative equity ratio, thus affecting the average size of
the entire sample. On the other hand, the “better
quality” sample, which consists of companies that
have a positive equity ratio, that are not in account
blockade or under bankruptcy or liquidation, has
an average equity ratio of satisfactory 39%, which is
above the defined minimum of 35% of own capital
invested in the company. Another issue is the actual
quality of the documented equity and whether its
value is realistically determined and recorded in the
business books of the analysed companies.
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By this precondition it was assumed that minimum
net profit margin should be over 15% to ensure sustainability of the financial position. The average net
profit margin of the basic sample in the year 2012
was 22%, which includes all companies of the sample together with extreme results with net profit
margin of 100%, or multiple negative values. In the
“better quality” sample the achieved net profit margin in the year 2012 was also negative with -2%. The
reason for the negative profitability is a long term
crises in Croatia that evolved into depression, with
continuous drop in employment and consumption.
In such an environment, companies are reducing
their margins with the aim of maintaining the minimum sales, and keeping of business.

By this precondition it was assumed that net financial debt in comparison of cash flow of the analysed
company should not be higher than 4 in order to
ensure sustainability of the financial position of
the company. By analysing the basic sample it was
determined that average indicator of net financial
debt compared to cash flow is significantly higher
than the minimum standard, and is on the level of
30.39%. More than 45% of the sample had an unsatisfactory level of this indicator, and the rest of 55%
had an indicator of net financial debt compared to
cash flow of less than 4. The “better quality” sample
in the same time had a much better position, though
still above the minimum required parameters, with
5.46%. In this sample, 62% of the companies have
an acceptable level of this indicator. From these results it can be concluded that the basic sample has
a high volatility of the results of this indicator, and
that a small number of companies recorded extreme
values that affect the average size. The standard deviation of the basic sample is a high 573.5, and the
standard deviation of the “better quality” sample is
11.1.

Presentation of the results of the research of reality of projections of planned investment projects

Analysis of gap between days payables outstanding and days sales outstanding
By this precondition it was assumed that at least a
minimum positive GAP of days payables outstanding and days sales outstanding should be maintained for preserving the liquidity. Clearly, without
dividing the sample by the industries, it is questionable what the recommended levels for this precondition are. Regardless of the above, every company
must take into account the dynamics of debt collection and payment of obligations towards its suppliers, with the objective of maintaining a minimum
liquidity. By the analysis of the results of calculating
the average gap between days payables outstanding
and days sales outstanding, it was determined that
the basic sample in the year 2012 had a negative average GAP of -35 days. In the same year the “better
quality” sample achieved a positive GAP of 38 days,
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From the presented results, it can be concluded that
investors in their project proposals projected the
level of operating income fairly well, but significant
differences were visible in the projections of profitability. The realized EBITDA was 21.7% lower than
planned. Also, net profit margin is 47.9% lower than
planned by the capital project proposals.

4. Conclusion
BThis paper is based on the multidimensional overview of the potentials of SMEs in the regional environment, emphasizing the collision with the Croatian legislation and strategic investment concepts.
In the investment strategies there is no category for
regional development that reflects the economy,
although in the meantime new law on regional
development has been adopted. There is a lack of
economic and investment framework of a wider
scope, rather than the current one, focusing solely
on the activities of the public sector. The fact is that
management structures in Croatia generally have
a problem with crisis management. The question
remains whether competitiveness management in
the current environment should be the task only of
companies, or if positive investment climate should
be managed by the regulator.

In the period of long term economic crisis that can
be characterized by depression, it was shown that
the introduction of the current state measures in
accordance with direct and indirect interventions
further weakened the power of the private and
business sector. As a result of long term crisis, the
majority of companies became too weak for implementing high quality capital projects.

Table 2 Reality of projections of planned investment projects
Av. operating income
(in 000 EUR)

Av. EBITDA
(in 000 EUR)

Average net profit
margin

Average planned values

2,247

859

Realized values

2,307

706

27.15%

+2.60%

-21.70%

-47.90%

Variations in average planned value
from the realized values

40.15%

Source: unpublished doctoral dissertation; Bestvina
Bukvić, I. (2012). „Utjecaj rizika na ocjenu opravdanosti investicijskih projekata u poljoprivredi“
God. XXVII, BR. 2/2014. str. 437-446
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Companies that rationally managed the generated
net profit in a period of prosperity, mainly still
have a solid balance sheet structure, but generally
the profitability of business is decreasing. On the
example of Slavonia, it was shown that capital project proposals have been too optimistic in terms of
expected profitability of the planned projects. On
the other hand, with regard to the improvement
and further development of the economic environment and competitiveness of SMEs in Croatia, our
research indicates that strategic frameworks should
be more strongly directed towards the SMEs. Par-

ticularly, strategic decisions should be focused on
strengthening of the business sector, in terms of
specific legislation, strategic documents and the
improvement of the effectiveness of financial management. Investment projects impact company
development and profitability, indirectly boosting
the productivity, employment, and living standard,
which is of special interest of any government. The
real and the public sectors, as well as the academic
structures should be involved in finding adequate
measures to improve both the entrepreneurial environment and managerial skills in companies.
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Konkurentnost u funkciji lokalnog i
regionalnog rasta i razvoja
Sažetak
Svaki gospodarski subjekt, institucija i građanin imaju obvezu sudjelovanja u razvoju svoje regije. Stvaranje
uvjeta za razvoj i osnaživanje poslovnoga sektora aktivnosti su koje u dugom roku vode jačanju ne samo
pojedinihe ekonomskih sektora, već i cijele regije. U posljednje su vrijeme za sufinanciranje kapitalnih projekata, investitorima dostupna sredstva iz fondova Europske unije. Međutim, s obzirom na neizvjesnost
u uvjetima poslovanja gospodarskih subjekata, neprimjerenu kapializaciju investitora, nedostatak profitabilnosti osnovnog posla, i u okvirima prihvatljive profitabilnosti s obzirom na rizik, nedostatak kvalitetnih kapitalnih projekata, efekti ovih sredstava su nedovoljno i/ili neprimjereno korišteni. Cilj ovog rada je
analizirati snagu i mogućnosti hrvatskih tvrtki da financiraju i provedu kvalitetne projekte. U ovome radu
prezentirati će se rezultati financijske pozicije odabranih tvrtki u 2012. Rad prezentira i rezultate istraživanja
iz 2011 kojim je ispitana realnost projekcija, kasnije aktiviranih investicijskih projekata. Rezultati su osnova
za donošenje zaključka o mogućnostima menadžmenta u analiziranoj regiji, kako bi formirala realistične
planove i provela visoko kvalitetne projekte.

INFLUENCE OF NEW CUSTOMS
PROCEDURES AND LOGISTIC
SECURITY STANDARDS ON
COMPANIES COMPETIVENESS – A
CROATIAN COMPANY CASE STUDY*
Abstract

Ključne riječi: kapitalni projekti, financijska pozicija, rast i razvoj regije
In today’s global market, companies are constantly confronted with the competition on the local, national
and international level. Companies therefore use a variety of strategies and tools to become and/or remain
competitive. Potential areas for cost reduction in companies are supply chain management and logistic and
customs procedures. Implementation of various logistic standards in supply chain management can provide significant cost savings for the company’s daily operations and thus reduce overall costs and improve
the competitiveness.
Using different customs procedures and logistic standards to reduce their costs and become more competitive in the market is necessary for Croatian companies. The method of using these tools is not a one-time
process and requires constant efforts. Companies therefore have to be ready to improve daily to be and
remain competitive. Using a variety of modern customs procedures can save their money and time, not
only through these procedures, but also through better use of their employee’s time, their own vehicles and
other equipment.
The paper analyzes various customs procedures and logistic standards that can help companies save time
and money and improve their competitiveness. In the example of Croatian company, which uses various
available procedures and standards the benefits of their use are shown. Apart from bringing savings in operations, all these procedures and standards allow the company to be better, cheaper and more attractive
to buyers.
Keywords: customs procedure, logistic standards, supply chain management, savings, competitiveness
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1. Introduction

2. Logistic security standards

terez and Hintsa (2006) identified four groups of
voluntary supply chain programs. (Table 1)

3. Customs procedures

Today’s economy is marked with higher competition that it ever was. Competitiveness on every level
of market – local, regional, national and international is one of the major tasks of every company.
Therefore companies that are present on today’s
global market are using different strategies, tools
and activities in order to gain their competitive advantage and to remain competitive. They are trying
to find all possible opportunities inside their organization and as well to use different activities in their
environment. Technology development and safety
issues in the last few years were main driving force
for introducing new logistic standards and customs
procedures that can effect different activities of
companies and result in increased competitiveness.
Trade facilitation is of utmost importance for development. It can improve countries’ competitiveness through trade of goods and services with lover
transaction costs. On the other side, inefficient customs and logistic procedures can create obstacles to
trade and make hard for countries to improve their
competitiveness on global market.

Banomyong (2010: 29) stated that development of
logistic services and communication technologies
has revolutionized production and distribution processes and created a ‘global’ market. All companies
from shippers to final consignees demand efficient
logistic services which can transport their material
and products from their origin to the final and, most
important, right destination, at the right time, in the
right condition, and at the right price. Companies
today invest their efforts in order to apply for different logistic standards which will enable them to do
their business faster and more efficient. Stock, Greis
and Kasarda (1998) found that competition today
moves from head-to-head between companies to
competition between supply chains and therefore
competitive success will depend more and more on
companies’ logistic activities. This move is influencing the view on logistic, supply chains and logistic
standards that companies have and gives higher
importance of this field to the company managers.
Policymakers around world recognized logistic sector as one of the most important for further growth
since improvement of performance in logistic and
supply chain is core of the competitiveness agenda
and economic growth. (Arvis et al., 2014)

In the first group customs is aiming to streamline
all procedures to compliant companies and due to
the security concern an additional security layer has
been added. With this, certified companies present
lower risk and are compliant for customs. The second group was created under the influence of terrorist attacks and all security measures are aimed
to transfer some customs responsibilities to companies in order to detect potential illegal activities.
These standards have become first steps for being
part of other customs programs. In the third group
are programs that are trying to set supply chain security standards which are intended for whole participants in trading activities. The last group targets
protection of goods from being illegally removed
and/or tampered with and looks for all potential illegal activities in managing private companies different cargo operations. Logistic security standards
and programs help companies and countries in lowering logistic costs because inefficient logistic and
supply chains increase trading costs and therefore
lower companies’ competitiveness.

According to customs definition Zhang (2002: 89)
noted that customs administration performs following basic functions: trade facilitation, and customs control. Second function includes prevention
of the different hazardous materials, interdiction of
prohibited substances, intellectual property rights
protection and especially tariff collection. Horvat
(2011) stated that customs was always country’s service for collecting customs and excise duties. Traditional responsibilities of customs administration
were different from one to another country, and
often were subject of regular reviews and modification to ensure their relevance in a constantly changing world (Widowsson, 2007).

Influence of the logistic standards and customs
procedures on company’s competitiveness has
been previously researched (Chopra, Meindl, 2004;
Bloomberg, LeMay, Hanna, 2006; Arvis et al., 2014)
but there has not been similar research in Croatia.
Most authors were researching only one part – logistic standards or customs procedures. Therefore
this paper will try to answer if the use of modern
logistic standards and customs procedures can increase company’s competitiveness or not. Some
Croatian authors (Erceg, Orešković, 2010; Horvat
2010; Tomašević, 2011) researched benefits of customs procedures usage for the company. Based on
this previous researches it is possible to set proposition that use of modern logistic standards and customs procedures can influence company’s competitiveness.

In the first part of paper different customs procedures and logistic standards that are available today
for companies will be presented. In the second part
of paper we will present one Croatian company that
is using different customs procedures and logistic
standards in order to become more competitive on
the markets where they are present.

Besides need for speed and improvement in logistic
and supply chains, due to the security reasons and
especially after “nine eleven” events in USA, companies have to act in relation to different logistic
security standards. These standards among others
include USA’s Customs-Trade Partnership Against
Terrorism – C-TPAT, the European Union’s Security Amendment to the Customs Code, the Australian Frontline program, and the World Customs
Organization’s (WCO) SAFE framework of standards to secure and facilitate global trade (Grainger,
2007). These new standards are mostly brought by
different intergovernmental and private organizations (Szelp, 2010) which are involved in worldwide logistics and supply chain networks. Main
objective of WCO’s SAFE framework is to facilitate
global trade and to promote seamless movement of
goods through international trade and to establish
cooperative agreements between trade agencies
and Customs (Tweedle, 2008). The importance of
SAFE framework can be seen in fact that customs
administration is encouraged to look beyond their
traditional role of national borders keeper and to
become trade facilitator (Widdowson, 2007). Gui-

During last few decades, customs administration
underwent significant changes from its traditional role as keeper of country’s borders. Gordham
(2007) found that these changes were influenced
by: growth of international trade, reduced tariff and
non-tariff barriers, new models of logistic and the
supply chain, and increasing use of the information and communication technology (ICT) in international trade operations. Elmane-Helmane and
Ketners (2012) concluded that efficient customs
procedures increasingly contribute to country’s
competitiveness and participation of its companies
in global trade. Due to the e-commerce development, customs administration has become more
important and complex and now it has some new
functions like: safeguard, legal merchandising, statistic and fiscal function.

Table 1 Identified types of voluntary supply chain
security programs

Source: adapted from Guiterez and Hintsa (2006: 3)
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Figure 1 Single Window Access concept
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SWA concept will allow a single point of access for
all current and future EU member states customs
ICT systems. This will be achieved through integration of customs procedures and systems such as the
New Computerized Transit System (NCTS), Automated Export System (AES), Automated Import
System (AIS) and Excise Movement and Control
System (EMCS) (Vogel, 2008).

Source: adapted from Vogel, T., Schmidt, A., Lemm,
A., Osterle, H. (2008), “Service and Document Based Interoperability for European eCustoms Solutions”, Journal of Theoretical and Applied Electronic
Commerce Research, Electronic Version, Vol. 3, No.
3, pp. 17-37.

The European Commission (EC) initiated e-Customs project for several reasons. One was to replace
paper procedure with electronic ones and with that
creating more efficient and modern customs environment. Tomašević (2014) stated that the second
one was to save entrepreneurs money and time, increase the competitiveness of European businesses
and with that to improve main targets of EU growth
strategy. With e-Customs project the European Union (EU) invested efforts in order to facilitate trade
using information and communication technologies (ICT).

The European Commission (2012) presented Single Window Access (SWA) and its main part of
program “Multi-Annual Strategic Plan” (MASP).
This program is intended for creation of a paperless
simple environment for trade and customs activities. (Figure 1) Butterfly (2003: 2) defined SWA as a
system that allows traders to lodge information with
a single body to fulfill all import- or export-related
regulatory requirements.
Companies and government can have additional
advantages regarding foreign trade and competitiveness from SWA mechanism. (Table 2)
With SWA all involved parties will have full access
to one electronic point for all activities during international trade – import, transit, excise and export no matter in which member state their activity
starts or ends.

Table 2 SWA advantages
For the government

For companies

Improvement in effectiveness and efficiency resources

Cost associated with delays is reduced

Better yield in tax collection

Faster release of merchandise

Raises user satisfaction

Clearer and more predictable rules

Better security

Improvement in effectiveness and efficiency resources

More transparent information from users

More transparent information from government

Croatian Customs Administration carries out the
prescribed measures and actions for the purpose of
insurance, protection and security market and society and creating the most favorable conditions for
economic development and trade facilitation. They
also perform determining the payment of customs
duties, excise taxes, excise duties, value added tax
and other mandatory public administration, implemented measures of customs and excise supervision and checking of all significant facts for customs
or taxation of goods, as well as other activities her
customs, tax and other regulations put in competence and enhancing the competitiveness of the national economy. Customs Administration has provided the conditions for the effective functioning of
the internal market of the European Union, spending the proper application of the common customs,
trade, agricultural policy and fisheries policy, with
effective control over the external borders of the
European Union. They have started with implementation of some parts of SWA and e-Customs procedures – mainly NCTS and ECMS.

4. How can logistic security standards
and customs procedures influence
competitiveness?

Influence of logistic on competitiveness was object
of many research papers until now. Chopra and
Meindl (2004) concluded that company can have
cost advantage in relation to competition by managing logistic improvement and costs while Blomberg,
LeMay and Hanna (2006) stated that competitive
advantage created by logistic is hard to be copied
by any other competitor. Logistic can help in reaching competitive advantage through finding strategy which will keep business away from substitute
market and endure market position based on value
and cost advantage. It is necessary to influence on
internal logistic factors that are helping in reaching
logistic goals: strategic goals, technology, human re-

sources and ICT (Golenić, 2013). This approach to
logistic can help in minimizing costs and maximizing efficiency and profits for the company and with
that increasing competitiveness.
In today’s global world and market major concern
for all stakeholders is reliability of supply chain.
Consignees asked for more certainty and more security when and how its shipment will take place.
This situation is increasing demand for excellent
logistic providers and services and creates challenges for both governments and logistic agents
in order to facilitate trade and safeguard public
against all possible risks – terrorism, criminal and
health concerns. Performance in logistic activities
and reliability of supply chains are associated and
also predictability of service deliveries for producers and exporters. (Arvis et al., 2014) Today’s supply
chains are more complex and cover many countries
but they remain of great significance for national
competitiveness. Therefore reforms and long-term
commitments from all stakeholders – privates ones
and policymakers – are of great significance.

On the other side, customs administration can improve economic competitiveness in a number of
ways, one of which is by implementing trade facilitation measures for legitimate and compliant traders. Innovative cross-cutting solutions for expeditious and effective completion of border formalities
can propel economic growth. Therefore designing
and implementing practical programs which can
create positive difference to national competitiveness is conditional on governments giving priority
to border management reform and modernization
(Hoekman, 2011: IV). Libby (2011) found that in
countries that have implemented SWA users have
stated among other following benefits: reductions
in the cost of their customs dispatchers traveling
from one institution to another; economies of scale
in investments and technological maintenance; statistical control of public and private commercial
decisions and transparency and financial security in
the use of electronic payments; a reduction in the
time needed for obtaining permits and licenses and
most important simplification of procedures for
everyone involved. Successful border management
is very important in order to minimize or even eliminate avoidable delays and enhance predictability in
customs clearance on borders. Arvis et al. (2014)
concluded that the need for coordination between
different government agencies will be of utmost importance for trade facilitation efforts together with

Elorza, J. C. (2012), “International Trade Single Window. Requirements for a successful implementation in Latin
America”, Public Policy and Productive Transformation Series Corporación Andina de Fomento, Colombia, pp. 15
450

God. XXVII, BR. 2/2014. str. 447-459

God. XXVII, BR. 2/2014. str. 447-459

451

Aleksandar Erceg:
Influence of new customs procedures and logistic security standards on companies competiveness – a Croatian company case study

application of best practices in risk management in
non-customs agencies.
In Croatia, Customs administration strategy
(CURH, 2014) was brought in order to continue
modernization of Customs administration inside
European Union. Among other this strategy is
based on international trade development which is
followed with further changes in goods movement
and need in facilitating legitimate trade through
simplifying customs formalities in order to lower
the costs related to customs procedures. This can
result in higher competitiveness of companies and
customs procedures through selective controls that
are based on risk analysis, ICT usage, and later inspection and verification activities.

5. Methodology
The paper aims to identify influence of the new customs procedures and logistic security standards on
company’s competitiveness. In order to evaluate
possible influence of this procedures value stream
mapping as one of the lean thinking tools, case study
and descriptive methods were used. Value stream
mapping (VSM) is visualization tool that helps to
understand the current state of activities inside the
system. Mapping out the activities in the manufacturing or service process with cycle times, in-process inventory and information flow paths, helps to
visualize the current state of process activities and
guides to future desired state. This procedure provides insight on losses / waste and opportunities for
improvement. We have used VSM on all new customs procedures and logistic security standards in
our case study company in order to measure their
influence on company’s processes and possibility
to save time and money. Analysis of data collected
for each procedure (customs and logistic), in many
cases from the case study company can determine
the areas of competitiveness improvement.

The case study method relates to the collection and
presentation of detailed information about a particular problem. It is a form of qualitative descriptive research. The case method is built around the
concept of metaphor and simulation. Case study
method was used in order to show influence of the
procedures to one successful Croatian company’s
competitiveness.
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6. Using customs procedures and logistic
standards to be more competitive – a
Croatian production company case study

Sjaj d.d. is a Croatian company with long tradition and existence which produces household detergents, toiletries and cosmetics and products for
industry and institutions. In the last several years
Sjaj continuously has increased production and
sales – from 24,000 tons in 1998 to 91,000 tons of
all products in 2013. During that period there has
not been drastic reduction in number of employees
– number of employees decreased for 10%. In order
to be successful company had to look for every way
to be more competitive and to offer their products
to consumers with affordable price and excellent
price/quality ratio.

In previous times company has used different customs procedures – such as production with suspended customs payment and authorized consignee
– in order to be more competitive. First procedure
allowed company to import material and to pay only
value added tax (VAT) while the customs has been
suspended. In order not to pay customs company
had to export final products made of the material
imported with suspended customs duty payment.
This procedure was used for several years – from
1995 until 2000 – and during that period company
had significant savings. Company decided to stop
using this procedure when all customs duties for its
raw materials were lowered to 0% in year 2000.

Second procedure was authorized consignee which
company uses for more than 10 years and company
had savings in logistic costs – vehicle times and customs procedure costs (Erceg and Orešković, 2010).
This procedure allows company’s trucks to go directly to company warehouses for unloading and
save significant money – 15 EUR/truck or shipment
– since trucks don’t have to go to customs terminal
and pay terminal entry ticket. Sjaj is still using this
procedure and is saving time and money. (Table 3)

Total saving for terminal entry ticket based on authorized importer procedure in the last three years
was EUR 66,750.00. The number of shipment in the
last two years is lower due to the fact that Croatia
joined EU and there is no more customs clearance
for the goods coming from EU. Besides direct money saving company had also saving in workers time,
trucks time and better allocation as well as possibility to have just-in-time deliveries of the material
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which was able to be delivered even after the customs office’s working hours.
In the recent times company has started to use several new e-customs procedures (NCTS, ECMS) and
one logistic security procedure (Authorized Economic Operator - AEO). These new procedures and
its financial and other benefits for Sjaj will be presented in next part of paper.

Table 3 Authorized importer savings

Year

Number of
trucks/shipments

Savings in EUR

2012

2,500

37,500.00

2013

1,600

24,000.00

2014 (till 30.06.)

350

5,250.00

Total

66,750.00

Source: Author

Main implementation goals of this procedure are
as follows: the increase of the efficiency and effectiveness in a transit procedure; the improvement
of prevention and fraud detection; the acceleration
and security of carried transactions in a transit procedure (European Community 2001, CURH 2010)
and its main task is control of goods movements
within EU that are not in free circulation – i.e. import duties and taxes are not paid. Process includes
Electronic Data Interchange (EDI) of customs declaration for transit procedure, implementation of
transit procedures in shipping, delivery and transit
customs office and a management of guarantees for
transit operations, search procedures and collection
of customs duty, when the transit procedure is not
completed in a prescribed manner, and some of the
activities between customs representatives and entrepreneurs. Tomašević (2011) concluded that this
procedure includes all electronic messages that are
needed to start and conclude a transit procedure
without any paper documents while Doyle and
Janssens (2011) found that the implementation of
the NCTS in EU has obtained a productivity gain
of about 30 minutes per shipment. NCTS became
obligatory in Croatia for all stakeholders in foreign
trade from August 1, 2011 so Sjaj had to start using
this procedure. (Table 4)

6.1. New Computerized Transit System
New Computerized Transit System (NCTS) is an
electronic system which enables a transit system for
shipment from starting to delivery point no matter
if the starting or delivery point are one of the EU
member states or one of the countries which signed
the Common transit system convention.

Table 4 NCTS savings
* Average 15 minutes per shipment – based on information from Croatian Customs administration
** According to Croatian bureau of statistics (2014)
and 168 working hours per month, 1 EUR = 7.6
HRK

Year

Number of deliveries

Sjaj had direct savings of almost 6,000.00 EUR from
faster customs declaration creation – average 15
minutes per truck/shipment. Beside this there is
also saving in time through shorter transit time and
earlier release of truck which is creating opportunities for increased vehicle utilization. Lower savings
in 2013 was influenced by Croatia entering the EU
and the fact that Sjaj purchases a lot of raw materials from the EU so there was no need for customs
clearance any more.

Total time saving
(hours)*

Price of hour
(EUR)**

Total savings (EUR)

2011 (from 1.8.)

1,050

262.50

4.26

1,118.25

2012

2,500

625

4.28

2,675.00

2013

1,600

400

4.32

1,728.00

87.50

4.30

2014 (till 30.6.)
350
Total

376.25
5,897.50

Source: Author
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Table 5 EMCS savings

Table 6 AEO savings in 2014

Number of deliveries / year

Workforce cost
@ 4.30 EUR/
hour

Input of data
min/delivery

Postal costs @
10.00 EUR/delivery

20

15

21.50

200.00

221.50

After EMCS

20

4

5.70

0

5.70

Total savings

215.80

Source: Author

The Company has additional savings since there is
no more need for issuing paper documentation on
border crossings and with that it is possible to save
additional average amount of 30.00 EUR per truck/
shipment. Savings on paper documentation can significantly lower the costs for companies that have
several imports and/export procedures per day.

6.2. Excise Control Movement System
According to a European Council (2008) directive
from April 1, 2010 a new system of excise movement and control system is operational and compulsory for all excises under duty suspension movements. New system’s name is Excise movement and
control system (EMCS). This computerized system
is created with intention to prevent fraud by monitoring movements of excise goods under suspension of excise duty within the EU, i.e. for which no
excise duties have yet been paid. It has replaced paper document that had to accompany such movements with electronic messages from the consignor
to the consignee via member state administrations.
According to Vatuiu et al. (2010) EMCS implementation has certain advantages for involved parties
and those include simplified procedure, paperless
administration, more secure movement of excise
goods, faster release of traders guarantee and effective monitoring with real time information and possible checks during movement. Modernization of
procedural requirements will also allow reduction
of the administrative burden for companies and administrations, and possibility of EMCS integration
within company’s information system.

Sjaj has applied for this customs procedure as soon
as Croatia joined EU.

The Company got excise authorized receiver number and with that authorization was allowed to buy
excise goods in excise duty suspense system. Saving that came from EMCS procedure can be seen
in Table 5.
EMCS brings financial saving to Sjaj which are not
big but in case there are more deliveries, savings
would be higher. Besides financial savings EMCS
allows company to enter excise goods under suspension of excise duties so company doesn’t need to
pay excise at once but only when the final product is
sold to the final user. In case the goods are exported
to out of EU than there is no need to pay excise at
all. For the Sjaj which exports 50% of its final products this also creates financial savings. Due to the
further tools which will be implemented in e-excise
system in Croatia from September 1, 2014, Sjaj will
be able to achieve additional savings.

6.3. Authorized Economic Operator
Authorized Economic Operator (AEO) certificate
can be granted to any company that is meeting following criteria (Urcioli and Erkwall, 2009) record of
compliance with customs requirements; satisfactory system of managing commercial and, where
appropriate, transport records, which allows appropriate customs controls; proven financial solvency
and where appropriate, security and safety standards. Since there are three possible AEO certificate
available (AEO customs, AEO security, and AEO
customs and security) company can decide which
one will suit best to its need based on potential
benefits and requirements. AEO became available
to Croatian companies from the moment Croatia
joined EU. First applications for AEO started in autumn of 2013 and according to Croatian Customs
administration around 25 companies applied for
the certificate and until July 2014 only 5 certificates
were awarded since the process is lasting 6 months.
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Price
of hour
(EUR)

Duration
(Hours)

Import

5

10

Export

10

20

Total cost (EUR)
per month
43.00

Physical controls
Before
AEO

86.00
4.30

Documentary
control

Import

15

30

129.00

Export

30

30

129.00

Import

2

4

Export

4

8

17.20

Physical controls
After AEO

34.40
4.30

Documentary
control

Import

8

8

Export

10

10

Total saving (Cost before – Cost after) per month

34.40
43.00
258.00

Total savings per year

3,096.00

Source: Author

7. Conclusion

Sjaj has applied for AEO customs certificate – that
is allowing customs simplifications, less document
and physical customs control in relation to other
economic operators, priority treatment if there is
control and possibility to request a specific place for
such control. AEOC certificate was awarded to Sjaj
in May 2014. Awarded certificate brought certain
financial savings to company. (Table 6)
Sjaj is using financial benefit from AEO – company
doesn’t need to present bank guarantee for securing payment of customs dues and instead it can use
promissory note. Company previously used to have
bank guarantee in amount of 135,000.00 EUR. For
the bank guarantee yearly cost was 4,050.00 EUR
(1,012.50 EUR maintenance cost per quarter) and
additional 540.00 EUR for issuing. With AEO certificate this amount is saved. Besides time savings
and money savings, additional possible savings
from AEO certificate should be looked upon and
monitored in future since Sjaj was awarded with
AEO certificate in May 2014 and there could be future savings from use of this logistic safety standard.

Use of modern logistic safety standards, supply
chain management and customs procedures enables companies to find additional savings in order
to be more competitive on today’s global market. In
the recent time we are witnessing measures of trade
facilitation concepts that are trying to improve aspects of supply chains on all levels - from local to
global. These concepts involve different reforms in
operations management on and after borders and
include logistic operations and procedures of border regulations. These barriers and their reduction are crucial for increase of competitiveness of
countries and their companies. Activities include
different stakeholders from governments to private
companies and not only the ones that are part of different supply chains.

There are several logistic security standards and
customs procedures intended for companies upon
which customs can base part of their obligations,
and on the other hand help those certified companies to become more competitive in reducing time
for customs procedures, lowering the administration burden, etc.
The paper has discussed an example of a Croatian
company Sjaj that is using modern customs procedures and logistic standards. In its search to increase
its competitiveness on the market Sjaj is looking for
every potential saving in its business processes.
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This is done for every business procedure and not
only for its core activities. The company is using logistic safety standards and customs procedures that
allow financial savings as well as time savings and
better utilization of its vehicles. As a consequence,
the company is gaining competitive advantage
through this as well. Although savings do not look
big on the financial side, these savings are direct
profit for the company and they can be reinvested
in other activities like research and development,
marketing, sales promotion, etc. These can also increase the company’s market competitiveness. The
company Sjaj will continue to look for possible savings from any new logistic and customs procedure
which will help improve their performance and
competitiveness. The results from the presented
case study indicate that it is possible to confirm

the proposition that new customs procedures and
logistic security standards can help companies in
increasing their competitiveness on the market and
making them better, nicer, cheaper and ultimately
more attractive to their buyers.
Further research on the influence of customs procedures and logistic security standards should be
conducted on a bigger sample. This study should
be carried out in two groups, one comprising small
and medium-sized entrepreneurs, whereas national
and multinational companies should be in the other
group. This study would aim to establish whether
these customs procedures and logistic standards
have the same influence on competitiveness of companies with different sizes.
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LEVELLING VS COMPETITION –
POLITICAL TREND REVERSAL IN THE
GERMAN HEALTHCARE SYSTEM?*
Abstract
For almost 20 years, the German federal government has declared that competition is the key to ensuring the financial sustainability of the healthcare system. The aim of this paper is to investigate if German
government indeed has followed a direct path to enhancing competition. For this purpose, a qualitative
analysis of the most important healthcare reform acts has been conducted. In conclusion, especially since
the introduction of the Health Fund in 2009, a clear trend towards more levelling and regulation can be observed. This trend is confirmed by the most recent healthcare reform act in June 2014. The abolishment of
flat-rate premiums is the expression of the government’s fear that competitive pressure could endanger the
solvency and viability of sickness funds (statutory health insurance funds). In contrast, on the market for
selective contracts, an ambivalent picture emerges. On the one hand, several possibilities for establishing
new forms of healthcare and strengthening competition have been introduced. On the other hand, sickness
funds as well as service providers are often reluctant to enter into selective contracts.

Keywords: German healthcare system, Health Fund, contract competition, integrated care, innovation
fund

1. Introduction
On 5 June 2014, the German parliament (Deutscher
Bundestag) passed the Law on the Further Development of the Financial Structure and Quality in
Statutory Health Insurance (Gesetz zur Weiterentwicklung der Finanzstruktur und der Qualität in
der Gesetzlichen Krankenversicherung). According
to the Federal Minister of Health, Hermann Gröhe,
the aim of the law is to “establish fair competition

between sickness funds and to effectively strengthen the financial structure of the Statutory Health Insurance” (Bundesgesundheitsministerium 2014; author’s translation). Thus, Hermann Gröhe continues
the tradition of his predecessors: Once again, competition is evoked as the key to ensuring the financial sustainability of the German healthcare system
and to improving the quality of medical provision.
Almost 20 years have passed since the Healthcare
Structure Act (Gesundheitsstrukturgesetz) and
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the introduction of free choice of health insurers
in 1996. The intention of the Healthcare Structure
Act was to transform a system of coercion into a
free market for low-priced and high-quality health
insurance. Since then, more than 40 healthcare
reforms have been adopted – and the political authorities have almost always claimed that their goal
was to strengthen competition. But a closer look
into the reform packages reveals that in contrast to
the pronouncements, the German government has
in no way followed a direct path to enhancing competition in the last 20 years. Since at least the introduction of the Health Fund (‘Gesundheitsfonds’)
in 2009, an obvious trend towards more standardization and further levelling can be observed. The
most recent healthcare reform in 2014 confirms this
trend in a striking manner. German government is
planning to replace additional flat-rate premiums by
additional income-related contributions, although
flat-rate premiums exert much higher competition
pressure.

2. Competition in the German Statutory
Health Insurance System
According to Cassel et al. (2008: 37) competition in
the healthcare system can be separated into three
markets: First, the insurance market with sickness
funds that compete for subscribers via premium
rates. Other competitive instruments are the organizational structure of medical provision and
specific services. Explicitly not part of competition
is the benefit catalogue, which is mostly defined by
law and the Federal Joint Committee (Gemeinsamer
Bundesausschuss). Secondly, the market for medical treatments, where service providers compete for
patients. Competition parameters are the type and
quality of medical treatment as well as services such
as appointment management. Finally, the market
for selective contracts. In this market, physicians,
groups of physicians, medical institutions and suppliers compete for individual contracts and agreements with sickness funds. Those agreements range
from simple discount arrangements to the complete
take-over of the healthcare responsibility for whole
regions or population groups.

The political discussion in Germany focuses on
the markets for insurances and selective contracts.
This is due to serious transparency and principal-
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agent-problems on the market for treatments. The
particularities of ‘health’ as a confidence and an experience good (Breyer et al., 2013: 190) restrict the
functional capacity of competition on the market
for treatments. Therefore, it is much more feasible
to enhance competition on the other two markets
and, by doing so, to influence the market for treatments indirectly.

2.1 Competition on the Insurance Market – Past
and Present
The history of competition in the Statutory Health
Insurance (SHI) starts in 1992 with the ‘Healthcare
Structure Law’. In the context of the so-called ‘Great
Subject-Matter Coalition’, negotiations between
representatives of government and opposition took
place in a three-week closed convention in Bad
Lahnstein, under exclusion of both the public and
interest groups (Wasem, 1998: 21). To this day, the
proposed concept which was designed, the ‘Lahnstein Compromise’, represents an important break
in German healthcare policy. In 1996 the system of
attribution by law was abandoned and the insured
persons were given the right to choose their sickness
fund. Since the sickness funds are hardly allowed to
modify the benefit catalogue, competition is almost
completely based on differences in the contribution
rates – and the health insurance schemes actively
took the opportunity for price competition. In 2008,
contribution rates varied from 13.4 to 17.4 percent
(Eibich et al., 2011: 3). At the same time, the assessable income ceiling amounts to € 3,600 per month.
Therefore, by changing their sickness fund, high
earners could save up to €72 per month (the employer’s contribution is not considered). Even an
average earner with an income of € 2,550 could save
€51 per month. Thus, there was a noticeable financial incentive to switch from expensive to cheaper
health insurances. Price competition, however, did
not lead to the expected results and substantial
structural changes. From 2000 to 2009, on average
only five percent of insured people switched their
sickness fund (Schmitz et al., 2011).

The poor competitive pressure, which was perceived as inadequate, ultimately resulted in the
development of new reform concepts. As early as
2002, the German government set up an expert
commission to elaborate a proposal to ensure the
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financial sustainability of the SHI (Kommission
für die Nachhaltigkeit in der Finanzierung der sozialen Sicherungssysteme), but the commission
failed to come to an internal agreement. Instead,
the commission presented two diametrically opposed reform models: Citizens’ Insurance (Bürgerversicherung) and Flat-Rate Health Contribution
Model (Gesundheitsprämienmodell). And whereas
the Social Democrats (SPD) proposed the Citizens’
Insurance, the Christian Democrats adopted the
Flat-Rate Health Contribution Model. The dispute
went far beyond the question as to what extent
competition is needed in the healthcare system. It
revealed fundamental differences between the two
German major parties with regard to their economical and distributional thinking. The Citizens’
Insurance is based on the enlargement of the basis
for contribution assessment and the abolishment
of private health insurance. Hence, this reform, essentially, does not aim at increased competition, but
tries to improve social justice. In contrast, the FlatRate Health Contribution Model focuses more on
economic aspects. It releases employers from the
obligation to pay half of the contributions of their
employees. Thus, it tries to prevent increasing ancillary wage costs. Moreover, the introduction of capitation fees would strengthen price competition (for
more information about the two reform models see
Kommission, 2003).

The campaign for the federal election on 18 September 2005 was very much focused on health
policy and the dispute about ‘Bürgerversicherung’
and ‘Gesundheitsprämienmodell’. Both parties announced that, in the event of an election victory,
they would introduce a comprehensive health care
reform act (SPD-Parteivorstand, 2005: 54 and CDUBundesvorstand, CSU-Parteivorstand, 2005: 26).
Since the election resulted in the formation of a
grand coalition, the new government was caught
in a dilemma. During the campaign, both parties
had emphasized the urgency of a reorganization
of the SHI. Now, they saw themselves obligated to
fulfil their announcement. However, the two existing reform concepts were not compatible with
each other. Finally, the Scientific Advisory Council
to the Federal Ministry of Finance (Wissenschaftlicher Beirat beim Bundesministerium der Finanzen)
offered a solution. From the start it was the intention of the Advisory Council to find a practicable
way “to strengthen competition in the SHI without
determining a specific financing alternative.” (Wis-

senschaftlicher Beirat, 2005: 1; author’s translation).
Based on the ideas of Richter (2005), the advisory
council presented a consensual model which ultimately resulted in the introduction of the Health
Fund in 2009 (Competition Reinforcement Law).
With the Health Fund, a uniform contribution rate
for all statutory sickness funds was established.
From then on, sickness funds received standardized,
morbidity-oriented contributions for each insured
person directly from the Health Fund. Therefore,
due to the risk adjustment scheme, sickness funds
with an above average number of ill insured persons obtain higher contributions from the Health
Fund than sickness funds with comparatively few
ill insured people. If the premium a sickness fund
receives from the pool is not sufficient, it is obliged
to raise additional contributions from its members
(at the beginning both income-related contribution
rates and flat-rate premiums were possible; since
2011 flat-rate premiums are mandatory). Conversely, if the contributions are higher than its expenditure, the sickness fund can give bonus payments to
its members. Thus, since 2009 competition has no
longer been due to income-related contributions,
but instead flat-rate premiums.

The Health Fund was a perfect political compromise between the two major parties. On the one
hand, the solidarity-based financing of the SHI was
preserved. Moreover, the basis for contribution assessment was expanded by higher tax subsidies.
This can be seen as a first step towards Citizens’ Insurance. From this point of view, the new financing
concept was a clear step in the direction of more
levelling. On the other hand, the introduction of
flat-rate premiums corresponded with the Flat-Rate
Health Contribution Model and was associated
with the expectation of stronger competition.

Indeed, the new financing mechanism intensified
competition on the insurance market significantly.
The introduction of flat-rate premiums has resulted
in a doubling of the individual change-probability
from 5 to 10 percent (Eibich et al., 2011: 9). Obviously, flat-rate premiums have increased price transparency. Additionally, in the old system the contributions were deducted from an employee’s monthly
wage and passed on to the health insurance. In the
new system, the employee has to pay the additional
flat-rate premium directly. This difference is of high
psychological importance and results in stronger
competition in the new system, although in the old
system potential savings had been greater (Schulze-
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Ehring, Köster, 2010: 8).
The higher competitive pressure had its consequences. In April 2010, the City BKK was declared
insolvent (Bundesverwaltungsgericht, 2012) by the
German Federal (Social) Insurance Office (Bundesversicherungsamt). Shortly thereafter the German government passed a new financing reform
(GKV-Finanzierungsgesetz, 2011). The standardized contribution rate was increased from 14.9 to
15.5 percent from January 1, 2011. In fact, the increase could not prevent the bankruptcy of the City
BKK (Bundesversicherungsamt, 2011). However,
due to the increasing and the sustained economic
upswing, the necessity of additional flat-rate premiums diminished progressively (Henke and Richter, 2013: 17). At the present time no sickness fund
requires any additional premium (Bundesministerium für Gesundheit, 2013).

However, the less sickness funds require an additional premium, the higher the economic risk if a
sickness fund does try to introduce such a premium.
A loss of members between 10 and 40 percent is feasible (Ulrich, 2014: 10). Therefore, the most important aim of the sickness funds is to avoid additional
premiums. The increase of the standardized contribution rate has suspended price competition on the
insurance market.
The recent Law on the Further Development of
the Financial Structure and Quality in SHI (Gesetz
zur Weiterentwicklung der Finanzstruktur und der
Qualität in der Gesetzlichen Krankenversicherung)
is an attempt to reanimate competition on the insurance market. The aim of the government is to
establish a moderate but functioning price competition: “The situation, that a single sickness fund [City
BKK] was forced to require an additional premium
while many other sickness funds had much better
means […] had led to an undesired dominance of
price competition” (Entwurf eines Gesetzes zur
Weiterentwicklung der Finanzstruktur und der
Qualität in der gesetzlichen Krankenversicherung,
2014: 1; author’s translation). Consequently, what
is demanded is a functioning price mechanism
which does not exert too much pressure on sickness
funds. For this purpose, the German government is
planning to introduce two changes from 1 January
2015: First, the standardized contribution rate will
be reduced from 15.5 to 14.6 percent. The resulting
financing gap of 11 billion euro (or 0.9 percentage
points) shall force most sickness funds to introduce
additional premiums. In doing so, the government
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follows the recommendation of many health economists (e.g. Greß and Wasem, 2009). However, the
changes go beyond those recommendations: From
1 January 2015 additional premiums will only be allowed in the form of income-related contributions.
This takes account of the fact that flat-rate premiums exert much higher competition pressure.

2.2 Competition on the Market for Selective
Contracts – Past and Present
Numerous studies confirm that German healthcare,
compared to other OECD countries, is characterized by high costs, ruptures in treatment when transitioning from one medical sector to another and
low information flow between the service providers
(e.g. Schoen et al., 2011). The reasons for this are
well-known: First, care is still dominated by uniform
contracts between the traditional associations of
the sickness funds and the service providers. Competition for contracts and the provision of care is
very limited. Second, there is a lack of cooperation
between physicians and other medical professions
such as highly qualified nurses or caregivers. Third,
medical sectors are largely separated and each sector has its own specific compensation system, budget, planning structure etc. A lack of transparency
and false incentives result in inefficient diagnostic
processes and unnecessary double treatments. This
occurs not only at the interface between outpatient
and inpatient treatment, but also within sectors,
such as the decision process between specialists and
primary care physicians.

Therefore, the German government has introduced
various laws in the last 15 years. These aimed to
encourage competition for care concepts between
health insurances and more leeway for players in
the various sectors of health care (Amelung, 2008).
To this day, several different possibilities for individual contracts between physicians, sickness
funds, industry etc. have been established. Special forms of the provision of healthcare in Germany range from Group Contracts (Section 73 a
SGB[Sozialgesetzbuch = Social Insurance Code]
V) to Pilot Projects (Sections 63-65 SGB V), General Practitioner-Centred Models (Section 73 b
SGB), Particular Outpatient Care (Section 73 c SGB
V), Integrated Care (Section 140 a-d SGB V), and
Disease Management Programmes (Section 137
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f-g SGB V). Apart from Group Contracts and Disease Management Programmes, all of these special
forms allow selective transactions. With the exception of General Practitioner-Centred Models, all of
them are interdisciplinary and most of them even
cross-sectoral (Sachverständigenrat, 2007).
The German government placed its greatest hope
in Integrated Care (Section 140 a-d SGB V). Integrated care was introduced in 2000 via the Health
Care Act 2000. However, at the outset, the effects
were minimal because the conclusion of contracts
required the approval of the physicians’ associations. Only since 2004 and the Healthcare Modernization Act have individual physicians and physician
networks been able to become direct contract partners with the health insurances through selective
contracts. At the same time, the government introduced a start-up financing fund of up to almost 700
million euros, i.e. 1 percent of the entire compensation of physicians and hospitals. The attractive
financial support triggered a boost in integrated
care contracts. Within four years, approximately
6,000 contracts were concluded (Amelung et al.,
2012: 2). Nevertheless, the dynamic development
collapsed immediately after the expiration of the
start-up financing fund at the end of 2008. Today
there are still more than 6,000 contracts, but their
share of total expenses stagnates below 1 percent
of total health care expenses (Sachverständigenrat,
2012: 349). Even successful pilot projects which
have proved capable of lowering expenditure and
improving health care quality remain regional and
are not applied to improve health care provision nationwide (Hildebrandt et al., 2008).

The stagnation of integrated care in Germany is not
a new issue (Amelung, Wolf, 2012). However, to this
day, the central obstacles to integrated care have
not been addressed by the German government. Instead, the recent health care reform on medical provision – the Health Care Structure Law which took
effect in January 2012 – introduced new instruments for interdisciplinary and cross-sector models
of care such as mandatory discharge management
for hospitals. Moreover, an outpatient specialist
care sector, in which inpatient as well as SHI-authorized physicians can equally take part, has been
established. This is a new approach which can contribute to reducing the frictional losses at the sector boundaries (Amelung et al., 2012: 3). However,
it does not eliminate the barriers to integrated care
and selective contracting. Instead of pluralistic pro-

vision, the government chooses the path of obligation (discharge management) and instead of tearing
the sector borders down, it establishes an additional
new sector (outpatient specialist care).

3. Approaches for More Competition
Competitive pressure can be created by means of
two components: price and quality. The potential
for price competition in the German healthcare
system is highly restricted. On the insurance market, price competition is only accepted socially and
politically as long as it does not jeopardize the sickness funds’ economic situation. The most recent
healthcare reform act shows very clearly that the
German government fears the selective power of
competition. Therefore, price competition on the
insurance market is substantially limited by politics. It must be concluded that the political goal of
strengthening competition on the insurance market
has eroded more and more. The introduction of
the Health Funds in 2009 was already an important
step towards levelling the insurance market. With
the decision in favour of income-related additional
premiums, the government is abandoning the last
component of the competition-oriented model of
the Flat-Rate Health Contribution Model.

On the market for medical services, price competition is rejected on principle. This is shown by the
example of the so-called ‘doctor’s office visit fee’
(Praxisgebühr), i.e. a medical consultation fee of
10 euros per quarter. In November 2012, the German parliament (Deutscher Bundestag) abolished
this small out-of-pocket payment with a historical
voting result of 100 percent (Bundesministerium
für Gesundheit, 2012). As soon as people gain the
impression that medical provision depends on the
willingness to pay or – even worse – on the ability to pay, many people resist. Price competition is,
at best, accepted on the market for contracts – but
only when it means achieving cost-savings due to
rebate contracts (Amelung et al., 2013).

Consequently, the principle aim of the German
government is creating quality-based competition.
However, there are tight limits here too. As the
heated debate around the abolition of the reimbursement of dentures has confirmed, it is politically almost impossible to reduce the benefit catalogue
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of the SHI. Consequently, the sickness funds are
faced with the challenge of differing in quality despite the benefit catalogue being almost completely
predefined and unchangeable. The qualitative parameters of competition are structure and process
optimization, coordination, supervision, lifestyleproducts and services. As shown in chapter 2.2,
sickness funds and service providers have a large
number of tools at their proposal to influence medical provision and to design treatment processes and
structures. However, it is obvious that the legislator
has underestimated the inertia of the various actors
in the sphere of public health and the healthcare
sector (Amelung, Wolf, 2013). Medical provision in
Germany is still dominated by collective decisionmaking and uniform provision. The apparent contradiction between the huge number of 6,000 selective contracts and only one percent proportion of
health care expenditure can be understood by looking at the different contract competition fields.

The third task of contract competition is to open up
a new field of experimentation for quality and efficiency, improving process innovations which are
not necessarily cross-sector or interdisciplinary.
Until now, there has been no legal basis for the realization of such innovative forms of care. For such
projects, sickness funds often use the legal basis for
Integrated Care (Sections 140 a-d SGB V). However, this entails the risk of the regulatory authority refusing its consent. A prominent example is
the primary care physicians and primary care pharmacists model of the Barmer Ersatzkasse. 18,000
pharmacists and 38,000 physicians were involved in
the project for which the Federal Social Court (Bundessozialgericht) refused approval purely on formal
grounds (Amelung, Wolf, 2013: 116).

4. Lessons learned
Innovative forms of care and healthcare delivery
are interesting for sickness funds if they involve a
low level of economic risk and if they are attractive
for large groups of insured persons. For this reason,
they concentrate their activities on indication-oriented models of care which deal with widespread
diseases such as depression and back pain. Common treatment methods such as endoprosthetics
are also lucrative. Moreover, sickness funds often
offer alternative treatment methods which are likely
to attract young and healthy members and can be
used for public relations. Competition is fully functional in these segments.

In contrast, contract competition is insufficient in
the field of ambitious structural innovations and
population-oriented approaches, especially when
it is difficult to reach large groups of insurants.
Sickness funds are still reluctant to undertake high
initial investments when the return to investment
is exposed to a relatively high risk. There are also
not enough incentives on the part of the service
providers. A physician does not agree to a selective
contract if the share of his or her patients who are
affected is too low. This is particularly the case if
the healthcare model is regionally limited and the
market share of the sickness fund is low. After all,
there are a lot of successful pilot projects, but these
models usually fail when it comes to finding financiers for permanent realization after the pilot phase
has been completed.

Implementing dynamic contract competition would
require two steps: first, the willingness to invest
must be promoted. Second, a simple and easy to
understand legal basis is needed which enables the
introduction of innovative care concepts in a less
bureaucratic way.
Investment requires investors being willing to assume risk. However, in the German healthcare
sector, neither the sickness funds nor the service
providers are characterized by readiness to assume
risk. For the sickness funds, the risks outweigh the
advantages. As a corporation under public law, a
statutory sickness fund is obligated to think in yearly budgets. Innovative care models often demand
high initial investments, but the return on investment usually comes in three to five years. Thus, the
risk and the use of resources necessary for innovative care reforms are often classified as unreasonably high. In order to change this, health insurances
could be given more flexible entrepreneurial leeway
which would also allow them to invest in projects
whose revenue may only accrue in some years’ time.
In addition, innovation budgets could be introduced
in health insurances for the development of innovative forms of care. To ensure that the funds are appropriated used, standardized evaluation would be
inevitable (Amelung et al., 2012).
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However, there is only low economic pressure to be
involved in selective contracts. Consequently, there
is too little initiative from the service providers. Almost none of them need be afraid of being excluded
from the system. Moreover, many physicians fear
that a change in the structure of care could restrict
their authority, increase surveillance and interfere
with their freedom of treatment. Thus, beyond the
compensation system, incentives could be offered
to physicians for their participation in innovative
forms of care. Pay for performance would enable
each party to attain additional income through individual performance and would enforce the desired
quality-based competition (Amelung et al., 2012).
Despite this, establishing pay for performance in
the SHI is not under serious consideration. There
are however some few tentative experiments with
pay for performance elements e.g. in the general
practitioner care contract in Baden-Württemberg.

Since the Healthcare Modernization Act in 2004,
the government’s ambition to strengthen contract
competition has significantly diminished. In 2004,
integrated care and contract competition were
praised as a solution for more quality and efficiency
in healthcare. However, at least since the ‘Healthcare Structure Act’ in 2012, it is obvious that politicians have changed their minds. The focus has
shifted from integrated care to the so-called ‘OutPatient Specialist Care’ (Ambulante Spezialfachärztliche Versorgung, Section 116 b SGB V), i.e. a
new form of cross-sectional and interdisciplinary
co-operation. Without going as far as debating the
pros and cons of ‘Out-Patient Specialist Care’, it is
clear that this new form of care is only suitable for
a handful of medical indications. Thus it can only
improve medical provision selectively. It is certain
that overcoming the boundaries between the different healthcare sectors requires integrated care.

has announced the introduction of a new form of
start-up financing and a substantial simplification
of the legal basis for innovative care concepts (Koalitionsvertrag, 2013). This combination of start-up
financing and legislative simplification may succeed
in giving a clear impetus for innovative healthcare
concepts. These announcements have been recently
considered in the draft bill of the law on strengthening the provision of healthcare in the SHI (Gesetz
zur Stärkung der Versorgung in der gesetzlichen
Krankenversicherung).

5. Conclusion
To evaluate the effectiveness of competition in the
SHI, the insurance market and the market for selective contracts must both be analysed separately.
At least since introduction of the Health Fund, a
trend towards less competition and more levelling
can be observed on the insurance market. More independence for the sickness funds to set the level
of contributions is urgently needed. In contrast, on
the market for selective contracts, an ambivalent
picture emerges. On the one hand, several possibilities for establishing new forms of healthcare and
strengthening competition have been introduced.
On the other hand, it is safe to say that the initial euphoria has since dissipated. Sickness funds as well
as service providers are often reluctant to enter into
selective contracts. To strengthen competition two
things are required: first, the willingness to invest
must be promoted. Second, a simple and easy to
understand legal basis is needed which enables the
introduction of innovative care concepts in a less
bureaucratic way. The current draft bill of the law
on strengthening the provision of healthcare in the
SHI includes the relevant measures for overcoming
the rigidity of the German healthcare system. However, it is the implementation that now becomes
important.

From this point of view, the coalition agreement of
the new federal German government is encouraging. With the aim of boosting integrated care and
selective contract competition, the Grand Coalition

Many service providers are dissatisfied due to their
high workload and the earning potential in the SHI.
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zdravstvenog sustava?

Conference reviews
Prikazi konferencija

Sažetak
Gotovo 20 godina njemačka savezna vlada tvrdi da tržišno natjecanje ima ključnu ulogu u osiguravanju
financijske održivosti zdravstvenoga sustava. Cilj ovoga rada je istražiti je li njemačka vlada doista slijedila
izravan put prema jačanju tržišnoga natjecanja. U tu svrhu, provedena je kvalitativna analiza najvažnijih
zakona o reformi zdravstva. Zaključeno je da se uočava jasan trend većeg izjednačavanja i propisivanja,
pogotovo od uvođenja Fonda za zdravstveno osiguranje 2009. godine. Taj trend potvrđuje i najnoviji Zakon
o reformi zdravstva iz lipnja 2014. Ukidanje paušalne premije odraz je straha Vlade da bi pritisak konkurencije mogao ugroziti solventnost i održivost fondova za zdravstveno osiguranje (fondova za obvezno zdravstveno osiguranje). Nasuprot tome, na tržištu za ugovore o selektivnoj distribuciji javlja se ambivalentna slika.
S jedne strane, uvedeno je nekoliko mogućnosti uspostavljanja novih oblika zdravstvene zaštite i jačanja
tržišnog natjecanja. S druge strane, fondovi za zdravstveno osiguranje, kao i davatelji usluga, često nevoljko
sklapaju ugovore o selektivnoj distribuciji.

Ključne riječi: njemački zdravstveni sustav, Fond za zdravstveno osiguranje, konkurentnost ugovora, integrirana zaštita, inovacijski fond
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Jelena Franjković
Josip Juraj Strossmayer University of Osijek
Faculty of Economics in Osijek
Trg Ljudevita Gaja 7, Osijek
E-mail: jelenaf@efos.hr
Phone: +385912244062

The Faculty of Economics in Osijek was the host
of the 14th International Scientific Conference on
Business Logistics in Modern Management on October 16, 2014. For the second year in a row, the
conference was held in English, which significantly
contributed to the diversity of countries that authors are coming from – Austria, Bosnia and Herzegovina, Bulgaria, Croatia, Germany, Hungary,
Poland, Serbia, Slovenia and Turkey. Over the years
of work and collaboration, strong friendships have
been created and some participants are household
names. At the same time, the organizers are delighted with the growing number of new researchers and practitioners, who contribute greatly to the
interest and quality of the conference. This year, the
conference was recognized by the Ministry of Science, Education and Sports of the Republic of Croatia, which financially supported it.

The scientific part of the conference was divided in
three thematic areas and papers were presented in
15 minute slots, followed by short and constructive
discussions. This year, 33 authors and co-authors
presented their 17 papers, and one work-in-progress.
The first and most comprehensive part was Logistics in Retailing, dealing with topics such as optimal
stocking, space and technology, multi-channel food
retailing and distribution, retail ready packaging,
internationalization of retailing, logistic distribution centres and modern development in distributive trade.

The second part, entitled Supply Chain Management – ICT Environment and Security, presented
issues of a joint maturity model of bi-driven supply chains, changes of supply chain management
in the information technology industry as function
of sustainable development, supply chain management in the conditions of global electronic market,
influence of authorized economic operators on supply chain security and packaging quality assurance.
Finally, Logistics in Theory and Practice offered a
comparative literature analysis of definitions for
logistics, as well as interesting practical examples
of logistical issues, such as a case study of Istanbul
City which compared the efficiency of a cargo tram
to road freight transportation for city logistics, and
new distribution channels in historical city cores in
the Adriatic region.
Practical examples continued in the afternoon in
the Baranya region, where participants visited Ricardo, currently the largest logistics company in
Croatia. This visit was followed by a tour of Baranya,
and the day was rounded off with a pleasant evening
of wining and dining.
As a scientific result, the Faculty of Economics in
Osijek has published Proceedings from this international scientific conference with an ISSN number
and the international editorial and review board.
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Josip Juraj Strossmayer University of Osijek
Faculty of Economics in Osijek
Trg Ljudevita Gaja 7, Osijek
E-mail: jelenaf@efos.hr
Phone: +385912244062

35TH SCIENTIFIC SYMPOSIUM
OSIJEK-PFORZHEIM
The joint symposium of the Faculty of Economics in
Osijek (Josip Juraj Strossmayer University of Osijek)
and Hochschule Pforzheim (Pforzheim University)
is the longest living conference at the Faculty of
Economics in Osijek. The tradition of this collaboration continued with 35th Scientific Symposium
Osijek-Pforzheim, held at the Faculty of Economics in Osijek on 15 and 16 October 2014, whereby
friendly relations in educational and scientific areas
between the two sister cities have been confirmed.
In order to expand this successful international
cooperation, this year the symposium included
participants from Bosnia and Herzegovina, more
precisely from Tuzla, the city with which Osijek has
also signed Charter of Friendship and Cooperation.

The authors presented their papers in 15-minute
slots, followed by sharing of experiences and exchange of views regarding the presented topic.
Some of the issues discussed at the symposium were
the prospects of companies for enhancing the regional economic development, increasing agricultural suppliers’ competitiveness, building competitiveness on IT industry, human resources as a basis
for building competitive advantage, fixed-term contracts and dismissal protection, etc.
In these two days, participants enjoyed the friendly
scientific environment and the Faculty of Economics in Osijek once again proved to be an excellent
host.

In the last few years the main theme of the symposium has been competitiveness. This year the focus
was on regional competitiveness, under the general
title “Competitiveness as a driving force of local and
regional growth and development”.
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Upute autorima
Opis časopisa

Vrste radova

Ekonomski vjesnik / Econviews - Review of Contemporary Business, Entrepreneurship and Economic Issues usmjeren je znanstvenicima i praktičarima. Objavljuje radove koji doprinose teorijskim,
metodološkim i empirijskim spoznajama u kompleksnom području ekonomije. Radovi se mogu
temeljiti na kvantitativnim i na kvalitativnim analizama, mogu predstavljati sinteze dosadašnjih istraživanja i ukazivati na otvorena pitanja u posebnim
područjima društveno-ekonomske prakse. Prihvaćaju se radovi usmjereni na različite razine istraživanja (od pojedinačnih slučajeva do manjih ili velikih uzoraka) i različite kontekstualne okvire (mala,
srednja i velika poduzeća, industrijski sektori, lokalna, regionalna i nacionalna gospodarstva, međunarodna ekonomija, gospodarske grane, zdravstvo i
obrazovanje, rad i demografija, prirodni potencijali
i drugi društveno-ekonomski okviri).

Časopis objavljuje recenzirane radove (znanstvene
članke), izvješća o istraživanju, znanstvene rasprave i prikaze. Povremeno se izdaju i tematski brojevi.
Radovi podliježu postupku dvostruke slijepe recenzije (eng. double blind review) koju provode domaći i međunarodni recenzenti. U okviru postupka
stručnog recenziranja, radovi objavljeni u časopisu
svrstavaju se u jednu od sljedećih kategorija: izvorni
znanstveni radovi, prethodna priopćenja, pregledni
radovi i stručni radovi. Radovi moraju biti na engleskom jeziku. Stručni radovi, prikazi i slični prilozi
mogu se objavljivati na hrvatskom jeziku.

Časopis je usmjeren na znanstvena područja ekonomije, poslovne ekonomije i poduzetništva, a zbog
njihove neodvojive povezanosti s drugim disciplinama - informacijskim i tehničkim znanostima,
pravom, sociologijom, psihologijom i drugima,
objavljuju se i radovi s multidisciplinarnim sadržajima.

Podnošenje radova
Podneseni radovi ne bi smjeli biti ranije objavljeni
niti predani na razmatranje za objavljivanje negdje drugdje. Radovi se dostavljaju u elektroničkom
obliku na elektroničku adresu: ekonomski.vjesnik@
efos.hr. Detaljne upute za autore mogu se pronaći
na http://www.efos.unios.hr/ekonomski-vjesnik/
upute-autorima/. Uz rad u odvojenoj datoteci potrebno je dostaviti naslovnu stranicu i kratku biografiju (ne više od 100 riječi) za svakog (su)autora.

Autorska prava (Copyright)
Autori čiji se rad objavljuje u časopisu Ekonomski
vjesnik / Econviews - Review of Contemporary Business, Entrepreneurship and Economic Issues automatski prenose svoja autorska prava na časopis,
koji pridržava ta prava za sve radove koji su u njemu
objavljeni. Rukopisi se ne vraćaju.
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Etička načela
Etička načela za časopis Ekonomski Vjesnik / Econviews - Review of Contemporary Business, Entrepreneurship and Economic Issues temelje se na
smjernicama za najbolju praksu za urednike časopisa Udruge za etiku objavljivanja (COPE - Committee on Publication Ethics).

Opće smjernice za autore
(General guidelines for authors)
Ne postoje strogi uvjeti, ali svi radovi moraju sadržavati bitne elemente kao što su: sažetak, ključne
riječi, uvod, pregled dosadašnjih istraživanja (teorijski okvir), metodologija, rezultati, rasprava, zaključak. Takva se struktura preporučuje za znanstvene
članke u kategoriji izvornih članaka, prethodnih
priopćenja i preglednih radova.

Radove je potrebno formatirati za ispis na papiru veličine 210 x 297 mm. Treba koristiti fontove
Times New Roman ili Arial veličine 12 (osim ako
ovdje nije drugačije navedeno), a prored treba biti
1.5. Margine stranica (lijevu, desnu, gornju i donju)
treba postaviti na 25 mm. Tekst mora biti poravnat s
lijevom i desnom marginom (obostrano poravnato).
Rad bi trebao imati između 5000 i 8000 riječi.

Detaljne Upute za autore mogu se pronaći na
http://www.efos.unios.hr/ekonomski-vjesnik/upute-autorima/. Radovi koji nisu napisani u skladu s
uputama neće se uzeti u obzir za objavljivanje.
Uredništvo

Guidelines for authors
Description of the journal

Types of papers

Ekonomski Vjesnik / Econviews – Review of Contemporary Entrepreneurship, Business, and Economic Issues is intended for researchers and practitioners, and devoted to the publication of papers
that contribute to the theoretical, methodological
and empirical insights in the complex field of economics. Articles can be based on quantitative as
well as qualitative analyses; they can be a synthesis of previous research and discuss open issues in
specific areas of social and economic practice. The
journal welcomes papers focused on different levels
of analysis (from individual cases to small or large
samples) and contexts (SMEs and large companies, industrial sectors, local, regional and national
economies, international economics, branches of
economy, healthcare and education, labour and demographics, natural resources and other socio-economic frameworks).

The journal publishes reviewed papers (scholarly
articles), research reports, scholarly debates and reviews. Individual issues can be dedicated to more
specific topics. Submissions will undergo a double
blind review. Within the peer review process, papers published in the journal are categorized in one
of the following categories: original scientific papers, preliminary communications, review papers
and professional papers. Papers must be in English.
Professional papers, presentations and other contributions can be published in Croatian.

The journal is focused on research in economics,
business economics and entrepreneurship, however, as these are closely intertwined with other disciplines – information and technical sciences, law,
sociology, psychology and other fields – multidisciplinary submissions are also welcome.

Submission
Submissions should not be published earlier or be
under consideration for publication elsewhere. The
papers should be submitted electronically to the email address: ekonomski.vjesnik@efos.hr.
In addition to the main manuscript, a separate file
should be sent containing the title page with a brief
biographical note for each author (details below).

Copyright
Contributing authors automatically waive their copyright in favour of the journal. The journal reserves
copyright of all papers published in it.

Ethical policy
The ethics statements for Ekonomski Vjesnik /
Econviews - Review of Contemporary Entrepreneurship, Business and Economic Issues are based on
the Committee on Publication Ethics (COPE) Best
Practice Guidelines for Journal Editors.
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Guidelines for authors

General guidelines for authors
There are no strict requirements but all manuscripts
must contain the essential elements, for example:
Title; Abstract; Keywords; Main part of the paper:
Introduction, Review of previous research (Theoretical framework), Methodology, Results, Discussion, Conclusion, References. Such article structure is
recommended for scholarly articles in the category
of original scientific papers, preliminary communications and review papers.
Papers must be formatted so as to allow printing
on paper size 210 X 297 mm. Times New Roman or
Arial font, size 12 (unless otherwise stated herein)
should be used, and line spacing should be 1.5.

The margins (left, right, top and bottom) should be
25mm wide. The text should be aligned with both
the right and left margins (justified). The paper should have between 5000 and 8000 words.
Detailed guidelines for authors can be found at
http://www.efos.unios.hr/ekonomski-vjesnik/en/
guidelines-for-authors/. Papers that do not adhere
to these guidelines will not be considered for publication.

Editorial Board
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