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FOREWORD

The international scientific conference on Contemporary Issues in Economics, Business and
Management (EBM) has become a significant event for scientific and professional community of
Southeastern Europe, organised by the Faculty of Economics — University of Kragujevac. The
Conference traditionally draws attention of researchers and professionals from Serbia and other
countries. The objective of this biennale scientific meeting is building research capabilities and thus
improving the quality of research results in the fields of economics, business and management, as well
as enabling academics, researchers and PhD students to share their knowledge and valuable
experiences, to address important questions, but also to raise new ones. Challenges of ongoing global
economic crisis, turbulent business environment and increasing competitiveness require new,
progressive thinking on economic policy and new business models that will create the change we want
to see and finally lead to innovative solutions of various business issues. Therefore, the EBM
Conference is a great platform for networking among researchers from different countries, for
exchange of ideas and substantial contribution to the development of existing theory and practice.

The EBM 2012 Conference gathered around 120 participants, mostly from the Western Balkans
countries and EU. Within plenary and four parallel sessions, the authors have presented their most
recent papers that related to theoretical, methodological and practical research.

This book represents conference proceedings and consists of four parts. The first part includes
papers dealing with key topics in contemporary management and marketing while the second part
addresses challenges related to globalization and regionalization. The focus of the third part is
associated with contemporary concepts and issues in accounting and business finance. The fourth part
contains papers that utilize quantitative methods and models in economy and management.

I would like to thank all contributors for creating an impressive book that further advances
traditional concepts in economics and opens new research perspectives. I also owe many thanks to
paper reviewers for their enthusiasm, diligence and constructive comments that have provided the
authors with guidelines for improving the quality of their papers, and thus the publication itself.
Therefore, | strongly believe that the conference proceedings will fulfil their intention to serve to the
readers as a helpful resource for their scientific work and further research efforts.

Editor
Verica Babi¢
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ORGANIZING FOR PERMANENT WHITEWATER: WHAT MUST THE
WEST DO IN ORDER TO COMPETE IN THE GLOBAL KNOWLEDGE
ECONOMY?

Svenn-Are Jenssen®
Jon-Arild Johannessen?

Bjarn Olsen®

Abstract: In order to figuratively represent the development of organizations over the last hundred years, we
may say that there has been an evolution from stable organizations, which we might call “frozen pyramids”, to
the emergence of ““small portable tents”. These small portable tents may be related to the emerging Lego-like
structures which may be observed in the contours of the present global knowledge economy. This is the general
trend confronting organizations today. The problem we examine here is: What should the West do in order to
compete in the global knowledge economy? The answer we present is threefold: Firstly, organizations need to
take into account that the relevance and value of our fundamental experiences have collapsed, and that a change
is taking place from hierarchical management structures to organizations based on a front-line focus. Secondly,
organizations must also understand that the relevance of experiences collapses in light of the technological
changes and new value creation processes which are emerging in the knowledge economy. Last, but not least,
organizations need to develop a system to “‘see” where innovations will emerge in order to make superior
profits. These three requirements trigger separately and jointly the need for innovative leadership in
organizations.

Keywords: Front-line focus, new value creation processes, Lego-like organization, info-structure, innovative
leadership, emerging innovations.

Introduction

Innovative leaders assume leadership roles in order to develop micro-innovation fields, i.e.
creative energy fields (Gratton, 2007) in organizations, thereby stimulating enthusiasm and energy in
other employees and resulting in innovation. Metaphorically speaking, innovative leaders may be said
to be the spark plugs in such micro-innovation fields, triggering explosions and driving the system
towards innovation and organizational entrepreneurship. The innovative leaders ignite change
processes which Gratton (2007) terms “hot spots”; Taylor & La Barre (2007) talk of the importance of
“mavericks”, while Collins (2001) uses the analogy of a “flywheel”.

There are some indications that the classical organizational hierarchy is crumbling and being
replaced by the importance of competence networks, locally, regionally and globally. These
competence networks are taking over the design, manufacture and distribution of products and
services. It also seems to be the case that decision-making processes are being significantly shortened;
and that, in many cases, decision-making will henceforth be carried out on the “front line”, i.e. by
those who are closest to activities. In a front-line organization, an organization’s decisions are
centralized at the front line. Ideally, there will be complete interactivity between the competence of
those working on an organization’s front line and its customers.

! Bodg Graduate School of Business, University of Nordland.

Oslo School of Management, Harstad University College.
Bodg Graduate School of Business, University of Nordland.
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Such a development will, in all probability, lead to the value and relevance of an organization’s
own experiences collapsing. The question is: What happens when the importance and relevance of
many of our basic and fundamental experiences collapse? Perhaps our ideas and expectations will be
given more room to flourish in our everyday lives?

Innovation and the application of various forms of new technology make the development of
agile organizations possible, illustrated metaphorically by the small portable tent that can be quickly
moved around in the global knowledge economy. When the value of our basic experiences has been
eroded, it is reasonable to assume that, at the level of the individual, a feeling of chaos and a loss of
footing will prevail, and also possibly a growing sense of meaninglessness will develop (Sennet, 1998,
2004; 2006). More and more people will realize that they have to find an answer to the question:
“What do | need to learn so that | can decide where to go next?” (Drucker, 1995: 5). Although the
“frozen pyramid” organizations of the twentieth century may have melted down, theoretically making
everything possible, the resulting “freedom” for individuals may become overwhelming, frustrating
and anxiety-creating (Sennett, 2006; Bauman, 1996, 2000).

It is reasonable to assume that the employee’s feeling of solidarity with, and confidence in,
organizations will evaporate in such a situation (see Sennet 122-130); and although the frozen
pyramids characterized much of the 20th century, it now seems as if “migration is the icon of the
global age, moving on rather than settling in” (Sennet, 2006: 2). The social atomization which this
development leads to will affect all levels of society. However, there are several factors that indicate
that this will also lead to “greater economic inequality as well as social instability” (op.cit.). When the
value of basic experiences collapse, new value creation processes will be real, and new ways of
organizing will develop; Sennet (2006:4) notes that at the individual level, there are three challenges
that will be important to deal with:

1. How are you to deal with temporary employment relations?
2. How do you develop new skills when you do not know what will be in demand tomorrow?
3. How do you cope with the future given the collapse of the relevance of your basic experiences?

If you fail to respond satisfactorily to these questions, then resignation, passivity, uncertainty
and the fear of being made redundant by the ongoing radical changes could easily be the result.

One of the consequences which Sennet points out, as we see it, is that individuals must take
greater responsibility for their own careers and futures. We believe this creates more optimal
conditions for entrepreneurial action, creating what is new, which would not have been created if
someone had not actively taken part in the creative development process. The entrepreneurial action
includes both what the academic literature terms innovation and corporate entrepreneurship (in turn
also sometimes called corporate venturing), as well as independent entrepreneurship.

Another consequence of the collapse of the relevance of our basic experiences may be that the
authority and status of the leader of the hierarchical organization will crumble. It is reasonable to
imagine that authority, status and titles are likely to mean less as mobility increases. Gaining control
of one’s own career development, social competence (Goleman, 2006) and emotional competence
(Drucker, 1995: 7) will come to be just as important as professional competence. An important point is
that all three domains of competence can be developed and improved.

Drucker (1996: 13) suggests a trend towards front-line organization in the following way:
“changing an organization from the flow of things to the flow of information”. As societies, businesses
and positions become increasingly impermanent (see Bennis and Slatter, 1968), knowledge of this
information flow will become critically important, because the changes will be so pervasive and
fundamental. It is the needs, wishes and preferences of customers, users, patients, students, etc. that
will largely constitute the stock of critical information which it will be important to have knowledge
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of. This will lead, amongst other things, to new value creation processes emerging, and innovations
emerging in conjunction with these new value creation processes.

This critical information can be developed into products and services. A continuous interaction
and interplay of ideas, production and marketing creates a disciplining of the innovation process
whereby the customers’ needs, wants and preferences are in focus the whole time, not only their
present needs. An important point is to make the distinction between, demand on the one hand, and
customers’ needs and preferences on the other. This distinction develops flexibility, because
adjustments can always be made between the market and the future market. In practice, the
consequence may be that the time from idea to invoice will be greatly reduced.
The question examined here is: What should the West do to in order to compete in the global
knowledge economy?

The following model summarizes this introduction, and shows how the article is organized.

Figure 1: Innovative leadership

influenced by

reinforces triggers the need for

triggers the need for triggers the need for

influenced by

e

The collapse of our fundamental experiences

We plan our everyday lives on the basis of our past experiences. This applies to both the level
of the individual, and the organizational level. Csikzentmihaly (1978: 339) expresses this as follows:
“Only those items which | notice shape my mind”. What happens when we can no longer use past
history and experiences as a foundation for our future plans and actions? It is this question — which
relates to the sub-heading above, “The collapse of our fundamental experiences” — which we will
reflect on here. We will examine how the collapse of the relevance of our basic and fundamental
experiences affects the organization of enterprises, and how it affects our way of thinking.

When there is great stability and the pace of change is relatively small, what we experience and
learn in the present may be applied to plans for the future. In such contexts, the passage of time does
not have such a great power to erode the value of what we have learned or experienced. However,
when change, complexity and turbulence are great, then what we have learned and experienced in the
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past will have less value in providing guidelines for future plans and actions. In such a situation, the
importance of the present moment emerges as a social mechanism for organization and planning. To
seize the opportunities that offer themselves in the present moment seems to be a key success factor
when the relevance of basic and fundamental experiences collapses. Jack Welch, CEO of General
Electric for twenty years, expressed a similar sentiment in 1999: “You can’t predict anymore. But that
doesn’t matter. What is important is that you must be able to adapt and exploit; be agile enough to
guess where the value is going ...” (cited in McGrath & MacMillan, 2000: 302-303).

Welsh’s being “agile”, being able to turn around quickly, seize opportunities and act in the
moment, seem to be characteristics that ensure success, and will be important in the global knowledge
economy. This applies also to large companies, when the pace of change increases. Here the
explanation is that experiences and lessons learnt in the past will come to have less value, because
they may not be used to the same extent as before when planning and predicting. Plans and historical
data will, at best, be de-emphasized as a management tool. Ideas and expectations will become more
pronounced as relevant social catalysts of action. When beliefs and expectations become more
important, we must increasingly learn to live with the creative chaos, seize opportunities that arise in
the moment and design organizations that are agile and quick to turn around. It is therefore important
to find connections in the so-called perceived chaos. This may be the hallmark of successful
organizations in the knowledge society.

On the other hand, plans, historical data and analysis are important instruments when stability is
great. Management can then be achieved through strategic plans, predictions and a bureaucratic
system that controls, checks and tests data and information against established knowledge, rules and
procedures. This is the hallmark of successful organizations in the industrial society.

One explanation as to why industrial society’s organization and management forms still exist in
the knowledge society is the effect of the element of “time-lag” in history; in other words, that which
was once functional tends to maintain and reinforce itself, even though the problems which the
functions provide a solution to have long since disappeared or been altered. This may offer one
explanation as to why there is a time lag between management and organizational forms that once
were effective, and the rise of new management and organizational forms. History’s “time-lag” may
also be provide an explanation as to why institutions try to perpetuate the problem which they see
themselves as providing the solution to, even if the problem has ceased to be a “real” problem.
Although the pace of change is great, it will always be necessary to maintain a stable core, because
without a stable core, even creative chaos will end in confusion and destruction. At the individual
level, the stable core will most likely consist of a few fundamental relationships. At the organizational
level, the stable core will constitute the purpose the organization was designed for.
We have tried to figuratively illustrate the stable core in Figure 2.

There is an erosion of character at the level of the individual, notes Sennet (1998). At the social
level, structures erode, Bauman (2000) argues. On the organizational level, it is reasonable to assume
that there is a transformation from hierarchical power structures to front-line organization in which
power and decision-making are to a great extent transferred to the front line. The front line in an
organization constitutes those employees who are in direct contact with customers, users, patients,
students, etc. The front line consists also of those in the immediate vicinity of production (see Morgan
and Liker, 2006). However, it would be incorrect to assume that power disappears. It is rather the case
that it moves from position to function. It is reasonable to assume the power of decision-making
moves from the hierarchical structure to the front line.

Those who have tried to sail a boat in a storm know that the ballast is a necessary prerequisite
for managing this manoeuvre. However, the ballast must be placed in the bottom of the boat, in the
keel, as close as possible to the elements. This is analogous to an organization with a top-heavy
hierarchy, which will quickly topple when the pace of change is tumultuous, and organizations are
forced to steer through “permanent whitewater”. Therefore, as part of this process we also see

6
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structural changes in organizations. This change may be described as a transition from a hierarchical
structure, in which power was concentrated and centralized in the top of an organization, to increasing
focus on processes, information, power and decision-making in the front line. To continue the sailing
analogy, this resembles aiming for the lowest possible center of gravity, when the storm is blowing at
its worst, and organizations are forced to steer through a lengthy storm.

Figure 2: The stable core

~ | T

Rate of change

- 1

Experiences Possibilities
Focus on

In the old order, rational bureaucracies superseded irrational feudal structures. In the new order
we are entering a period characterized by the collapse of the relevance and value of our fundamental
experiences. A transformation from rational hierarchies to agile, creative organizations with
innovative leadership is taking place. The ideal is that the creative energy fields of such organizations
will flourish on the front line, and create value through direct interaction with customers, users,
patients, students, etc.

The old order’s rational bureaucratic hierarchies were characterized by instrumental rationality.
In the new order, often referred to as the global knowledge economy, it is systemic rationality that is
most prominent. Systemic rationality is characterized by relationships, social and emotional skills, an
understanding of patterns and a relationship between the parts and the whole. This involves a type of
what we may call T-competence, where the vertical line of the letter T denotes analytical skills and the
horizontal line denotes relationship expertise.

In the modern era, the economic system also functioned as a model for other systems in society;
the “economic” way of thinking penetrated all areas of society. In the new order, the economy remains
important, but it must interact to a greater extent with political, cultural and social systems. This is one
of the reasons why companies employ anthropologists, social scientists, philologists, historians, etc to
a greater extent than before. The economic system colonized every other system during the modern
period. Analogously, it may be said that a de-colonization process is taking place as part of the
transition to the new order. This is not because it is more “democratic”, but rather because it functions
as a more efficient system when the relevance and value of our fundamental experiences are
collapsing.
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Prigogine (1997) refers to the new order as “the end of certainty”, where chaos is an important
factor to consider. He also sees a transition from one type of rationality to another type of rationality,
as characterizing the new order. Instrumental rationality tells us that an event is caused by a past event,
so that “every event can be explained or predicted....” (Prigogine, 1997:1). When the relevance of our
fundamental experiences collapses or is reduced, then the power of the aforementioned explanatory
model also collapses or is reduced. It is thus not possible, at least not to the same extent as before, to
use the past, history, experiences’, as an explanatory model for future actions. We have entered a new
type of risk society, to borrow Ulrich Beck’s concept (Beck, 1992).

The new explanatory model is perceived as being chaotic and fragmented. In reality it is only a
shift from a focus on the past, history and experiences to ideas, expectations, and an understanding of
relations and patterns, i.e. a shift to a systemic explanatory model.

Just as the past affects history, and history affects our experiences, so do our ideas affect our
expectations. Expectations form in turn the foundation for our understanding of patterns.

When the relevance of our fundamental experiences collapse, then we are only to a lesser extent
able to use the past, history, and experiences as the basis for our strategic choices. Organizations need
to a greater extent to use strategies based on ideas, expectations and understanding of patterns. This
suggests that strategic thinking will change character. In practice this means that the focus will turn
more towards creating the system’s future, and there will be a reduced focus on positioning by
adapting to what others have created (see Ackoff et al., 2006).

When the value of our basic experiences collapse, we can no longer base our thinking on “the
arrow of time” (see Prigogine, 1997: 1). In the hierarchical bureaucratic system, order, stability and
predictability are keywords. In agile organizations with a front-line focus, these concepts are laid to
rest, because they are no longer relevant to value-creating processes; indeed, in the worst case, the
application of them may even lead to insolvency, even if productivity is high until an organization’s
final death throes. The explanation is that high productivity alone is not a guarantee for survival, when
markets change quickly. High productivity is a necessary but not sufficient condition for survival in
the global knowledge economy. The sufficient factor is innovation. High-tech value creation is based
on various types of innovation, including technological and organizational, and innovations involving
markets, management and material.

If organizations and other social systems do not change their explanatory models and dominant
logic, they risk becoming rigid systems. Rigid systems are characterized by the fact that they can
easily break apart when even small innovations enter the market. Agile organizations, however, are
organized around a stable core, so that their subsystems function in relation to a more creative and
chaotic rationality, and are only loosely connected to the stable core. They can be thought of as
operating as an organization’s creative chaos, in which innovations and organizational
entrepreneurship (corporate entrepreneurship and corporate ventures) make up the creative energy
field of the company. This enables the establishment of both a culture of achievement in the stable
core, and a culture of innovation in the creative energy fields within and outside the organization.

When the relevance of basic experiences collapse and hierarchical and bureaucratic structures
are nevertheless maintained, the result is “Zombie institutions, they are dead and still alive” (Ulrich
Beck ref. in Bauman, 2000: 6).

When the relevance of fundamental experiences collapse, more attention is focused on the
outside world, and comparisons are made to an increasing extent with those who are successful on the
global scene (which may explain the increasing attention “benchmarking” has received). However, it
is not certain that something which results in success for some will also result in success for others in
different situations and contexts. To search for and utilize other people’s success stories may prove to

*  There is a clear distinction between the past, history and experiences (see Koselleck, 2002).
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result in the opposite of success. It is still possible to go to the wall with the highest productivity in the
industry, if the organization itself has not developed and used an energy field of creativity with
attention focused on innovations. A good example of this phenomenon is the Swedish company
FASIT. They had the highest productivity in the production of mechanical calculating machines, but
ignored the new electronic calculating machines which entered the market. The end result was that
FASIT went into liquidation even though they had had the market’s highest productivity.

When the relevance of basic experiences collapse, it appears that many organizations look
towards “universal comparison” (Bauman, 2000: 7). One of the results of this universal
“benchmarking” is greater similarity in the way organizations think and act. At a time when an
important competitive advantage is uniqueness, acting on the basis of comparisons with other
organizations is probably not the best success strategy.

When the relevance of basic experience collapses, and the examples that earlier led to success
become less important, what are we left with? Ghandi provides perhaps an answer to this question:
“Everyone thinks of changing the world, but no one thinks of changing himself”. Bauman (2000: 72)
also has a ready solution: “what truly counts is staying in the race to the end”.

Another transformation that creates tension in the global knowledge society is the transition
from a focus on production to a greater focus on consumption (see Bauman, 1996). When
consumption becomes more important, it is no longer needs that control actions, but the desires and
satisfaction of the moment. If the wishes of the moment are to govern much of behaviour, then
predicting changes will become a Sisyphean task. When the wishes of the moment govern
consumption, then the individual’s identity becomes identical to his/her taste at the time, representing
the emergence of a narcissistic culture (see Lash, 1979).

In such a culture organizations will need to develop sensors that can provide signals about the
small signs of change before they manifest themselves. Bauman (2000:85) comments that, “one needs
to guard one’s own flexibility and speed of readjustment to follow swiftly the changing patterns of the
world out there”.

There is a transition from what may be designated “heavy” organizations to agile organizations.
The heavy organizations are hierarchically structured and highly visible in the corporate landscape.
The models for these hierarchical organizations, and the way their representatives think, has become
the dominant logic, and permeates our way of thinking. The agile organizations are not that visible in
the corporate landscape. They are almost invisible, and they are connected through various loose
relationships. They are distributed throughout physical space, scattered across different time zones and
hardly follow the dominant logic of the present day. The conditions for the development of these
“invisible” agile organizations that follow a “Lego-logic” are, first and foremost, new technology and
strategic and organizational changes. However, it must not be imagined that “size does not matter”
with regard to these agile Lego organizations; size and power still mean a lot, of course. It is more that
they assume a different kind of size and power. Bauman (2000: 121) comments that, “Capital can
travel fast and travel light and its lightness and mobility have turned into the paramount source of
uncertainty for all of the rest”. To reiterate, agile Lego-like organizations must not be confused with a
change towards smaller organizations; instead such organizations represent another way of being
large, which does not necessarily manifest itself in physical space. Size in relation to agile Lego-like
organizations relates rather to the network they operate in, not to the physical and architectural
manifestations of space.

Figure 3 shows the transition from hierarchy to a front-line focus. Figure 3 is an ideal model for
a type of organization where hierarchical structures are replaced by a focus on the front line. It is also
an ideal model for a unit within the “Lego logic” universe. Lego logic involves the dispersal of the
Lego-like parts of an organization in the global economy based on an extreme focus on costs, quality,
expertise and innovation.
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Figure 3: Agile organizations where the dominant logic is “Lego-rationality”
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New value creation processes

New technology enables us to produce, communicate, organize, distribute and consume in
different ways than before, resulting in new forms of cooperation. The results of this process include
the growth of new ways of working and new forms of management. Future networks will probably be
intelligent network-connected systems. We call these networks and their connecting computers
“informats", which are a form of collective intelligence. We believe that this collective intelligence
will provide the opportunity to bring social systems to a new level of organization, often termed the
“systemic society” because it is interconnected at all levels.

Infrastructure relates to the transport of goods and energy, while the “info-structure™ relates to

information, communication and knowledge processes. The development of the info-structure means
that distance and borders are reduced, geographically, psychologically, culturally and socially. The
development of the info-structure has a direct impact on transactions within and between
organizations, and consequently affects the organization of activities within and between
organizations.

The info-structure concerns the processes that enable the development, transfer, analysis,
storage, coordination and management of data, information and knowledge. The info-structure
consists of ten generic processes (see Miller, 1978)". It forms the basis of communication processes,
and thus also the development of knowledge. The info-structure also greatly contributes to the
establishment of new collaborative networks on a global scale. It is precisely the development of a
new info-structure that enables new cooperation networks and new organizational and management
forms to emerge, such as the focus on the front line and Lego-structured organizations. While a

> Information structure is abbreviated to info-structure in order to suggest an analogy to infrastructure.
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developed infrastructure enables the transport of goods, services and energy, the development of the
info-structure enables the coordination and integration of information resources on a global scale.
Social interaction in the knowledge society develops through the new info-structure in the global
space, for example through social networking and social media.

We ask the following hypothetical question: If production and distribution could be 100%
automated, which organizations would grow? The answer would obviously be high-tech organizations,
which could allow such automatization. Obviously, this is only a hypothetical case; nevertheless, the
consequences of a development in this direction would be enormous for individuals, organizations and
society. The economic, cultural, political and relational sub-systems would be greatly affected. High-
tech value creation bears some similarity to the hypothetical case mentioned here.

High-tech value creation is the competitive response by companies in the West to the strategic
challenge from low-cost countries. It is in this area that the West can compete with those countries
with low labour costs and regulatory frameworks that reduce other costs.

In the hypothetical case above concerning automatization in an idealized organization, it is not
the management of a company’s employees that would be the key factor, but rather innovation, the
organization of activities, the coordination of different functions internally in the company and with
the outside world, and the integration of the knowledge processes that are used as inputs.

In such a world, management will be more a question of understanding interactive processes
and creative actions. In interactive processes one neither controls nor is controlled. The handling of
complexity and chaos grows in such a situation; indeed, these emerge as key dimensions for dealing
with the processes that create products and services. Value creation, however, would be equally
important in the idealized production model. The point is that value creation shifts more from value-
chain thinking to other forms of value creation.

In today’s globally competitive environment, such companies need leaders and employees with
a focus on overall value creation processes. In practice, this means that organizations must employ,
educate and cultivate people who focus on the dynamics that promote or impede value creation
processes in organizations and for their customers. Value creation is understood here as something
which is directly and indirectly connected to innovation, performance and results, which in turn are
connected to the various goals that the company has set itself. In contrast, value creation in the
industrial economy focused on economies of scale, logistics and organizational processes. Value
creation processes in the knowledge economy are increasingly oriented towards knowledge
development, transfer and integration, in which innovation is a crucial factor (Castells, 1996; Stehr,
1994). An important reason for this change is that while the industrial economy mainly focused on
linear processes, such as the value chain, the focus of the knowledge economy aims at types of value
creation processes beyond the value chain, such as value networks, workshops, communities and
dialogues. These value creation processes are briefly described below.

In the academic literature on strategy there was a strong focus on the value chain in the 1980s
and parts of the 1990s, especially through the position taken by Michael Porter in two of his works
(Porter, 1980, 1985). These analyses of value chain thinking have focused on a linear and sequential
understanding of value creation, for example consisting of inbound logistics, operations, outbound
logistics, marketing and sales and service. At the level of industry, value chain thinking has been
linked to a linear understanding related to the chain of supplier - customer - business. This approach
has been increasingly criticized in recent years (e.g. Stabell and Fjellstad, 1998). The criticism was
primarily aimed at the fact that value chain thinking is only suitable for describing and understanding
traditional manufacturing companies; such criticism also objects that a linear interpretation is rarely
valid. Consequently, there is now a stronger emphasis on prosumer (producer-consumer) systems
(Toffler 1980), where suppliers, organizations and customers are viewed as a holistic system.
However, different types of companies will have different levels of emphasis on different types of
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value creation processes, while all the relevant processes will be found (or should be) in most
companies. This means that the value chain is still important, but other value creation processes must
also be focused on. While the value chain within traditional manufacturing companies is primarily
focused on the transformation of material resources, the focus for most organizations in the knowledge
economy relates to information and knowledge. In a business world that is increasingly characterized
by a Lego-like logic in relation to the value chain, information relating to the potential for outsourcing
and in-sourcing is crucial. The value chain transforms this information to output consisting of
components that can be assembled into solutions the customer has requested.

Within the value network there is a focus on communication and external relations. In the first
instance this focus is on the customer, but also on suppliers, competitors, etc., and the values inherent
in such connections. While the value chain itself focuses mainly on information, the value network
focuses on communication. Like the value chain, the value network operates at the operational level.
In order to create value for customers through communication, an important feature of the value
network is the coordination and integration of information. Roughly speaking, one can say that the
value network receives information about the elements of a potential solution from the value chain.
This information is coordinated and integrated by the value network to provide value for the customer
through customer solutions.

The value workshop operates at the management level and focuses on facilitating an efficient
performance at operational level. First and foremost, this means ensuring that the operational level has
access to resources, and an organization that contributes to the efficient utilization of these resources.
This concerns both material and intangible resources, but particularly the latter, primarily competence
development (knowledge, skills and attitudes). Put simply, it can be argued that the value workshop
receives information from the operational level, value chain and value network, and ensures that they
have access to the necessary resources to ensure efficient operation (i.e. a focus on productivity).

The value dialogue is primarily concerned with focusing attention on creativity, innovation,
new ideas etc. Success in this requires a focus on both information and communication.
The value community is based on an organization’s need for dialogue with the outside world,
reputation management and external legitimacy. This implies an emphasis on the value creation
processes related to the values, norms and attitudes that are communicated externally. The value
community is concerned with CSR (corporate social responsibility), the third bottom line, ethics etc.

The value creation processes described above are interactive or circular. To deal with such
processes the organization needs to focus on human creativity, communication, expertise, social
understanding and relationship management (see Drucker, 1999). Although we have made an
analytical distinction between these different processes, in practice, they will often be interlinked, and
in part performed by the same people or within a single team. For example, at the operational level the
same individuals or teams could both collect and sort information in accordance with a value chain
logic, while simultaneously coordinating and integrating this information within a value network
logic.

All five value creation processes may be found in any organization. Some organizations,
however, will place greater emphasis on one or several of the five value creation processes. All five
value creation processes must be fostered if an organization is to be viable in the global knowledge
economy. The guideline here is that organizations must have a greater degree of variation internally
than externally, which is a simplified rewriting of “the law of requisite variety” (Ashby, 1961). We
have illustrated the five value creation processes in Figure 4.

The five value creation processes may be summarized in the term high-tech value creation.
High-tech value creation may be metaphorically understood as an emerging new continent. This new
continent has been described by many authors, including Drucker, Bauman, Tofler, Sennett, Ohmae
and Negroponte, to name just a few. Although they use different names to designate this emerging
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new world, they are unanimous about one thing: What’s emerging is truly emergent, in that it is
something that has not existed before, even although some of what is new may resemble old wine in
new bottles.

Figure 4: The five value creation processes in the global knowledge economy
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Those organizations that remain mired in old world ways of operating can only survive if they
cut costs to the level of low-cost countries. In the new world, it is innovation that drives change and
creates profits. Indeed, it is the price companies can demand before innovations are copied or imitated
which provides the profits (or super profit) stemming from the creation of innovations. In the sphere of
high-tech value creation it is continuous innovation that ensures value creation for individuals,
organizations and society.

In the old world, everyone competes for survival. In the new world cooperation and competition
are balanced in a completely different way. However, there are no permanent structures for
cooperation; in some instances, there is cooperation, and at other times competition. At times alliances
will be entered into, while at other times contracts will be competed for on the basis of other alliances
and associations. At times, organizations will function as suppliers, at other times contractors, etc. To
a large extent, high-tech value creation pushes beyond physical, mental and national boundaries, and
the new world has no metropolis or visible centre.

The new world gets its raw materials and material supplies from the old world, similar to the
way in which industrialized countries that received most of their raw materials from their colonies.
However, the difference in this case is that those who supply the raw materials to the new world do
not feel that they are “colonized”, because the new world is not a physical geographical entity, but an
abstract one.

The old world has its physical boundaries, whereas the new world has no such physical
boundaries. The new world is embedded in the old world, and goes beyond national boundaries. High-
tech value creation is, on the other hand, a necessary condition for value creation in the old world.
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High-tech value creation is a necessary condition for survival in the global knowledge economy.
In the new world the conditions for value creation have changed completely, because growth without
innovation has become impossible in the global knowledge economy.

Financial, transportation and telecommunications technologies, and the software side of IT,
promote the leveraging of global demographic differences, as well as the existing disequilibrium in the
global cost structures. This promotes, in turn, economic growth in both low-cost and high-cost
countries.

Utilization of global demographic differences and differences in global cost structures in turn
accelerates globalization, just as industrialization spread from one area to another and equalized cost
differences in the last century. Globalization and increased value creation eventually lead to changes
in power structures, globally, nationally and at the level of the individual organization. The driving
forces behind these changes are institutional and economic innovations®. The consequences of these
innovations emerge, however, at all levels in the various social systems.

High-tech value creation results in just as much innovation within services, as it does in classic
product-related innovation, because customers’ needs, wishes and preferences will to a greater degree
control value creation. For the individual organization, it will no longer suffice to think globally and
act locally. Organizations will need to operate in the global space, in global co-creation teams
connected to global competence clusters. These knowledge clusters are distributed all over the globe,
and the co-creation teams must therefore operate virtually and link up to the various global centres of
expertise. Local production clusters belong to the industrial society’s mindset. Global competence
clusters are developed in the knowledge economy. The new world also functions metaphorically
regarding global competence clusters. It is in these global competence clusters that new innovations
emerge in the knowledge economy.

The emergence of new innovations

The question we try to answer here is: Where will future innovations emerge?
If the relevance of our fundamental experiences collapses, we will experience problems when using
the past in order to explain and understand what is going to happen in the future. Fortunately, we have
adequately effective theories that provide us with insight into what may happen, such as Christensen’s
(1997) theory of disruptive innovations. Briefly stated, “disruptive innovations” involve “situations in
which new organizations can use relatively simple, convenient, low-cost innovations to create growth
and triumph over powerful incumbents” (Christensen et al., 2003: xv). This suggests that when costs
are relatively high, it is reasonable to assume that low-cost innovations will occur. A direct analogy to
this is that where real and relative quality decreases, the probability of emerging innovations increases.

To reveal how innovations will occur, Drucker (1994: 44) asks the following questions:

1. In which areas of economic life is the real and relative productivity in decline? The answer
to the question gives an indication of where there will be major changes, because
productivity is the measure of efficiency, and most of the social systems will seek to become
more efficient in order to effectively use their resources.

2. Which new knowledge can be transformed into new technology to be used in a market to
meet the needs, wishes and preferences of customers, users, patients, students, etc? The time
lag between the development of new knowledge, the creation of new technology and the
application of this technology in a market takes — on the basis of experience — somewhere

® Institutional innovations include the following types: political, social and cultural innovations. Economic
innovations include the following types: organizational, material (technology, product, process, raw material),
service and marketing.
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between 20-40 years, notes Drucker (1994: 46). The bottom line for companies is to take
advantage of the time-lag before the technology is introduced as an innovation in a market.

3. How will the dispersal of innovations affect our market? The dispersal rate of innovation
seems to have increased sharply in recent decades (op. cit.). Where the rate of diffusion of
innovations increases, it is reasonable to assume that other types of innovations will occur.
Among other things, this is because technological innovations in all probability will also
foster both organizational and administrative innovations. New technological innovations
will also lead to institutional innovations. Therefore it is important to know where and how
quickly the increase in the dispersal rate of innovations will occur.

In Figure 5 we have illustrated where new innovations are most likely to emerge.

Figure 5: The emergence of new innovations
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Conclusion I: Practical implications

Put simply, it may be said that innovations evolve in three stages: idea generation,
commercialization and realization. The realization phase is often the bottleneck in many projects, not
the idea-generation and commercialization stages (see Andrew and Sirkin, 2006: 5). Andrew and
Sirkin (2006: 7) term the realization phase “payback”; this is when the organization starts making
money on the investments it made in the development of the innovation. The commercialization phase
represents the first faltering steps into the market, which often does not reach much beyond the initial
launch, rejection and loss.

The innovative leader should make sure to have as many ideas under development as grains of
sand in the desert, in order to ensure that some of the ideas reach the market as innovations. The
innovative leader should also reduce the time from idea to invoice, and increase the “payback” in the
realization phase. The reason that many fail to come into the realization phase, say Andrew and Sirkin
(2006: 8-9), is that they have not paid enough attention to the four S’s:
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“Start-up costs;

Speed to market;

Scale, or time to volume; [and]

Support costs, or postlaunch investment”.

Eal O

Depending on which processes the organization has in place, the innovative leader may choose
among four main types of models to bring innovations to the realization phase (see Andrew and
Sirkin, 2006):

1. They make take control over the whole process, from idea generation to commercialization
and realization.

2.  They may take control over the whole process, but choose to employ different external
actors in various parts of the process.

3. They may take control of idea generation and commercialization, but choose to license the
realization phase.

4. They may choose an open solution for the whole process, involving customers, suppliers and
academia.

The decision on the choice of model will depend on the organization’s capabilities, the
product’s possibilities for rapid realization, and the market’s receptivity to innovation.

Conclusion I1: Theoretical implications

The scope of opportunities that open up at a time when the relevance of our fundamental
experiences collapses may be formulated in the following question: How can we gain an
understanding of future competitive challenges? Christensen and Raynor (2003) have shown that by
applying innovation theories it is possible to indicate the scope of future innovations with some
probability. This in itself is a theoretical innovation; previously, to a large degree innovation was
thought of as something that happened by chance, and at best as a result of R & D investment. The
pattern that Christensen and Raynor (2003) revealed, among other things, was that businesses that
become established “experience a strong incentive to improve, acquire more customers and migrate
into high-profit tiers of their market” (see Christensen et al., 2004: 29). The result of this drive in the
market is that competition increases among new entrants to the market, and between the entrants and
the established businesses. Our model in Figure 5 is a development of Christensen et al. (2004), and
provides five clear indications of how the emergence of new innovations in the global knowledge
economy will take place.

What is the basic driving force with regard to the emergence of innovations? Our answer is that
the basic driving force is a shift in thinking. New mental models have emerged as a result of new
opportunities provided by new technology. As a result of new ways of thinking and new technology,
new business models have emerged. However, they have not emerged from any centre, for example,
Tokyo, Silicon Valley, South Paris, the Milan region, etc. There is no centre, a Saint Peter’s Square,
where one can go to in order to find the solution of the innovation puzzle. Nor is it the case that the
periphery has replaced the centre as the driving force in the knowledge society. Indications in the
knowledge society suggest that the center-periphery distinction is no longer viable, because
geographic boundaries mean less, and the only thing that sets limits is our mental perception.
The relative stability of technology seems to have disappeared. Innovations in every field have
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become commonplace. Innovation has become a commonplace. The businesses that are unable to
develop innovations, or cannot quickly absorb and adapt to new innovations, will be mangled by
global competitive forces. This means that innovation leads to continuous and discontinuous changes
at all levels and in all areas of society. There are no unaffected areas. As early as 1968, Drucker (1994:
9) called this development “techno-economic catastrophes”. However, this is disaster on par with
Schumpeter’s creative destruction, where something must be destroyed in order for new life to
flourish.

Metaphorically, it may be said that innovation leaders are like Minerva’s owls: they turn,
combine and apply existing knowledge for a market. Classic entrepreneurs can metaphorically be
regarded as the parrots of an economy — they fill gaps in the market with existing products and
services. Innovators may be metaphorically considered to be an economy’s cuckoo chicks, who push
aside what already exists. In this way the cuckoos represent creative destruction, which would not
have existed if they had not been protected by those they would later come to harm.
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Informats are part of a holistic understanding of technology, in which technology is defined as: “the scientific
study of the artificial” (Bunge, 1985: 231). In this context, artefacts are the research of technology. The
development of artefacts “largely determines the history of mankind” (see Gehlen, 1980: 20). Artefacts are
cultural products (see Mitcham, 1994; Ihde, 1990). On a deeper level, technological advances facilitate
physical and mental processes, i.e. “the tendency toward facilitation” (Gehlen, 1980: 18). Gehlen’s (1980)
classification of technology is: instruments, machines and automats; we add “informats” to Gehlen’s
classification. The distinction between automats and informats is in line with Zuboff’s (1988) argument that
computers make it possible to both automate production and to use them in the information process to increase
performance goals. In the following we define the four concepts: instrument, machine, automat and informat.
Instrument: “Any object which can transform, applicate or transmit muscular energy to matter and perform
work” (Gehlen, 1980:8); for instance, screwdriver, pick, shovel, hammer, etc. Machine: Any object which is
capable of transforming energy into movement (se Gehlen, 1980:8); for example, water wheel, steam engine,
car, plane etc. Automat: may be divided into two categories: A) “Symbol controlling devices” (Gehlen, 1980).
The focus is here is on observation and coordination; for instance, thermostats, electronic measuring
instruments, etc. B) “symbol manipulating and transformation devices” (Gehlen, 1980: 8); for instance,
computers. Informat: Symbol transferring and symbolic connecting units. The focus here is on the structural
links in a network. With regard to informats, the intelligence lies in the connective structures of the network,
not in the individual nodes of the network; for instance, telephone, fax, television, e-mail, future multimedia
systems, future integrated intelligent systems, etc. The human brain provides an analogy for an informat. The
neurons and groups of neurons develop a network, which develop a mental model of a situation. This network
consists of groups of neurons, in which each group represents a critical part of the whole. When all the groups
are linked, a cognitive model manifests itself in its entirety. The individual nodes have little significance
before they are connected in an overall structural network. This is our analogous representation of an informat.
In other words, informats and “info-structure” are closely related concepts. Informats are artefacts that enable
the info-structure to function. We stress here that informats are basically in an evolutionary stage. However,
we assume that the logic of information, communications and networks will result in social systems
developing informats to a greater degree, because this logic requires structural links. Informats connect and
coordinate knowledge and mobilize expertise where it is available, dependent on the logic of quality, expertise
and costs. Collective knowledge structures can therefore be developed through interactions in the global
space. Informats, “info-structure” and communication crystallize in the free knowledge space, which
analogously may be compared to how the free market was originally crystallized through infrastructure and
trade. However, the free knowledge space is not synonymous with zero costs. On the contrary, information
and knowledge is not free and will always have a cost, because it costs to develop the codes we use to
understand, explain and apply information and knowledge.

Information control, information channels and networks for communication, information collection,
information analysis, information strategy, information structuring and systematization, information
coordination, information storage and recovery, information culture and information transmission. The ten
processes of the “info-structure” may be considered as nodes in a network at different system levels, which
together maintain the totality of the info-structure. The purpose of the nodes is to coordinate information in the
social systems and networks of social systems, so that social interaction is possible, and new knowledge can
be developed. Each of these processes is of strategic importance to the social systems. The control of one or
more of these processes results in guiding principles for the control of information, communication and
network logic of social systems. Through control of the individual processes one has the opportunity to
influence activities in other processes. The various processes have their relative importance in the various
systems. At the same time, they are of different importance depending on the system level that is being
focused on in the social systems.
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ORGANIZATIONAL PERFORMANCE — THE IMPACT OF MANAGERI AL
POTENTIAL AND INNOVATION

Aziz Sunje'
Muamer Bezdrop?

Emir Kurti ¢

Abstract: The purpose of this research is to design andaestrganizational performance model that reflects
the relationship between managerial potential, stuwal and production innovation and organizational
performance. Along with a thorough literature rewjeall necessary hypotheses that make up a basia fo
theoretical model were formulated. Consequentlg, dbrresponding model was specified. For the puepax
model testing a questionnaire was sent to more 8hcompanies in the F B&H, yielding 158 validgesses.
These data, along with data from the correspondialgnce reports were used to test both the measneand
structural models. Research results show that theagerial proficiency have a direct and positivepant on

the structural and production innovation, which,bsaquently, has a direct and positive impact on the
organizational performance. The main implication tbfs research is that it provides another prooftbé
existence of positive relationship between innavestiand performance.

Keywords: performance, performance measurement, innovatiamagerial proficiency

Introduction

Performance is the single most important indicavbrthe soundness of any business
organization. Whether it is measured only by dursbort-sighted financial parameters or by
sophisticated multidimensional measurement methapel$prmance always points toward two crucial
attributes of a business organization — effectigerand efficiency (Neelgt al. 2005). This is tightly
related to the most fundamental act of managemehe-undertaking of appropriate moves in the
present, in order to achieve desired business masan the future (Lebas and Euske 2007). Being so,
one of the primary goals of any proficient managernto improve the performance of her/his
organization.

Even though it can-not be generalized, there argyratudies showing a strong positive relation
between innovation and organizational performamdenip and van Leeuwen 2001), meaning that
innovations, if dealt with effectively, representaator that would most likely enhance organizaion
performance (Herring and Galagan 2011). Furthermormmvation is widely considered as a critical
source of organizational competitive advantage ¢€a0 and Apaydin 2010). However, scarce
organizational resources prevent managers to innest available or feasible innovations, but ferc
them to find and pursue an optimal set of innovei(Stock and Zacharias 2011).

Combining the two previous arguments, it couldroplied that, in general, innovations would
produce necessary preconditions for performanceawgment, but only with a proper (innovation)
management would they lead towards a higher orgtiaiml performance. Such interdependence
between innovations, innovation management and nargdonal performance is particularly
interesting for our research.

! School of Economics and Business, University ofjgao

PING d.o.0. Sarajevapbezdrob@ping.ba
School of Economics and Business, University objgao

2

3

21



ORGANIZATIONAL PERFORMANCE — THE IMPACT OF MANAGERI AL POTENTIAL AND
INNOVATION

There were a huge number of studies conductedeotoiic of performance (Neely
2007) and innovation (Crossan and Apaydin 2010nyWH these studies are related to
performance outcomes from innovations (Huahgl.2011), to the performance of
innovation (Katila 2007) or to the innovation maeagent in general (Christensen 1997). On
the other hand, this study explores the cause-tHadtehain of mutual relationships between
the managerial potential, level of innovativenass arganizational performance on the
company level. Thus, the main research questighi®ftudy is:

RQ: What are the mutual relationships between mariagpotential (proficiency),
innovativeness and organizational performance @ndiganization level?

An empirical analysis of the impact that innovat@muld have on organizational performance is
rather difficult, so the studies that deal withlsanalyses are quite rare. In line with such aistahis
study contributes to the body of literature on rdependence between innovation, innovation
management and organizational performance.

In this study we wanted to design an overall thiéosiemodel of organizational performance,
founded on the existing literature, which refleth® relationship between managerial potential
(proficiency), structural and production innovatiand organizational performance. The proposed
model had to be designed in such a way that itdcdnd applied to any market conditions and
particularly to those of the Federation of Bosmd &lerzegovina.

Literature Review

It is a given fact that innovation and organizasibperformance are, individually, amongst the
most extensively explored notions and concepts. dé¥ew even though there are numerous studies on
the relationship between those two terms (e.g. \N&eHii 1998), it could be said that this is a ktil
rather unexplored field, because of the lack ofiengl studies that relate to this issue.

Still, some important findings have emerged fromsth studies and research activities, which
could be used as the foundation for the presentfande research on the relationship between
innovation (management) and organizational perfoaea

Organizational Performance and Innovation — The reationship

Through the development of organization's capaslitand their conformance to the
environment, innovation leads to the strengthemhthe creative advantage and obtaining supreme
performance (Hurley & Hult 1998). According to Ceopand Kleinschmidt (1987), the ability to
innovate is the most important characteristic tegermines the performance of a company.

As Eshlaghy and Maatofi (2011) put it, innovaticssta positive and significant effect on the
performance of (small) firms. Generally speakinghva high ability to innovate, an organization Iwil
be enabled to use and support new ideas and pescedsich may lead to the new products, services
or technologies. Furthermore, by coordinating orziion with environmental changes, innovation
enables small firms to develop a competitive adsgatand acquire supreme performance (Eshlaghy
& Maatofi 2011).

Choi, Jang, and Hyun (2009) have given a systeptatigview of some aspects of the research
on the relationship between innovation and firmf@enance (Table 1). As the authors noted, the
research aspects given in the Table 1 are the cmeducted after Schumpeter's “The theory of
economic development”, published in 1934, in whieh positioned innovation as a key factor in
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analyzing the performance of firms. Since then, innovation has been considered as a core factor
in the analysis of performance, especially in besfmstrategy research. (2009: 172Zhoi et al.
2009).

In this context, these authors have classified fesearch groups, depending on the nature of
relationship between innovation and performanceefdior indirect), and whether some variables
(moderating or mediating) exist or not.

Group 1 (e.g. Geroski 1994), as classified by GHaal. (2009), argued that there is a direct
relationship between innovation and firm performgratating that innovation directly leads to better
performance.

Table 1. Relationship between innovation and firm prformance

Research References
Group 1. Direct relationship between innovation andirm performance
J— j— Geroski 1994
/- \ / N Acs & Audretsch 1988
( o / Firm ) Simonetti 1994
( Innovation )—’t Performance /‘
\\\ ) /// \\ . ///
~_ ~__
Group 2. Direct relationship between innovation tygs and firm performance
(Innovation Types) TN Eyan 1966
Ve N\ Kimberly 1981
Froces ovaion | bl gl > Abrahamson 1991
Management Innovation | Performance Rogers & Schoemaker 1971
\ /

Group 3. Direct relationship between innovation andirm performance with
moderating variable(s)

Parthasarthy & Hammond 2002

(Innovation Types) RN R
N Bisbe and Otley 2004
Product Innovation / Firm \
Process Innovation Performance
\ /

Management Innovation /
/

N\
\

~ A
— -

Group 4. Indirect relationship between innovation ad firm performance through
mediating variable(s)

Neely & Hii 1998

(Innovation Types) ) // \\\ ZOtt 2003

o oo [ et || ———
Management Innovation factors \\ Performance //
. /

Source: Adapted from Choi, Jang, and Hyun (2009)
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Group 2 (e.g. Evan 1966) also argued that theaedisect relationship between innovation and
firm performance, but instead of the overall inroyva specific innovation types should be
considered. Therefore, good performance is a reduwtspecific innovation type, not just an overall
innovation.

Group 3 (e.g. Parthasarthy & Hammond 2002) is aroghoup which argued that there is a
direct relationship between innovation and firmfpenance, only this time moderating variable(s) or
factor(s) have to be taken into account. Exampidbease factors are the innovation processes tself
or the organization structure and organization remvhent.

Group 4 (e.g. Zott 2003), according to the clasatfon made by Chast al. (2009), is a group
which argued that there is an indirect relationshgiween innovation and firm performance, as
mediating variable(s) or factor(s) are importarialyests for this relationship to come to life. Exales
of these factors are ability, operation routingicens and aptness.

To conclude, innovation ability is the most impaitadeterminant of organizational
performance, which was confirmed by many studiesniBnpour 1991; Matsuret al. 2002; Hultet
al. 2004; Collins & Moschler 2008). All of them indieathe existence of a positive relationship
between innovation and organizational performambes, the nature and strength of this relationship,
as well as the type of innovation and possible metdey/mediating variables are therefore very
interesting research topics.

Additionally, an understanding of how innovation® &reated inside the organizations and
distributed to users is a starting point for untierding how to increase organizational performance
(Collins & Moschler 2008). Therefore, how innovaisoand innovative process are being managed, or
simply innovation management, is a crucial quedtiobe answered.

1.1. ORGANIZATIONAL PERFORMANCE AND |NNOVATION — THE M ODEL

The central issue of this study is the relationshgiween innovation and organizational
performance. Many studies that are related to thégter show a conceptual contribution that
innovation can make to organizational performarmd, it is much more difficult to empirically
demonstrate this relationship (Tidd 2001). Furtteem the most important roles in the innovation
process are played by the people who carry outinmlbvative actions and managers who are
responsible for the creation of innovative cultuwed environment (Crossan & Apaydin 2010).
Because of these facts, we have focused our réseéffiart on building a theoretical model which
would comprise an effect chain between the manalgeoitential, innovativeness and performance of
organizations.

Many research studies analyze and confirm a daedtpositive link between the educational
level of employees and innovations (Kimberly & Eismo 1981). It must be noted that this refers not
only to managers, but to all employees (Camelo-©&taal. 2006). Thus, we propose our first
hypothesis as:

H1: The organization’s management proficiency hasract and positive impact on the
production and structural innovation.

Under the term “management proficiency” we implynagement team diversity (Vaccaro et
al., 2009), management (organizational) learningtesy (formal and experience-based learning
system) as well as management expert foundatioreldtes to the overall management expertise,
existing and potential, that the organization pssse
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As it was previously mentioned, a general standvéen scholars is that innovativeness
provides a critical source of company’s competitess (e.g. Cooper & Kleinschmidt 1987). In line
with that, there are a number of studies that conf positive relationship between innovativeness
and organizational performance (e.g. Huah@l. 2011). Thus, according to all of these findingy& t
following hypothesis imposes itself:

H2: The production and structural innovations havdirect and positive impact on
organizational performances.

These two hypotheses determine our theoretical camoal) model of innovation
(management) impact on organizational performance.

Data and Methodology

To test the hypothesized model we have conducteoheey among the companies registered in
the Federation of Bosnia and Herzegovina. The oquesire was sent to 310 companies that are
randomly chosen from the whole population of thepanies that fit the following profile:

- employing at least 20 people,
— established in 2002 or earlier,
- not belonging to financial, health care, socialfews, educational or public sector.

Along with this survey, we have conducted an amhiesearch of financial reports from the
companies that took part in survey.

We have received 186 responses (58.1%) out of wh®® were valid (49.38%). The
responding companies have the average size of 1336 358.7) employees and the average age of
16.5 (S.D. 4) years in business. The estimated |lpopn of the companies that fit the described
profile is 1500, so the expected statistical ersoaround 8% with the confidence level of 95%. The
companies are proportionally distributed amongedéht industries and different geographical pdfrts o
the F B&H.

Measures

All variables in the model were measured usingdata from the conducted survey, from the
official balance reports of the corresponding coniga and from the Statistical Yearbook of the
Federation of Bosnia and Herzegovina. The measurespans a five-year period, from the year 2006
to the year 2010.

Since we pursued information as objectively as iptessswe have consciously made a trade-off
between the quality of information (Kenett & Shniu2009) and the technical quality of data (i.e.
ordinal measurement scale and non-normality). W liiesigned survey questions accordingly, and
we had to transform those continual variables Bmioordinal form, because using variables with
different measurement scales traditionally creatgsoblem with multivariate statistical techniques
(Schumacker & Lomax 2010).
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Management Proficiency (F)

To measure this construct we have adapted and oechinheasures from Vaccaro et al. (2009)
and Mol and Birkinshaw (2009). This construct ieted to the managerial potential that company has
both within its management team and non-managstadl. We used a four-indicator measure for this
construct:

- “Management Heterogené€ityX;) — ranks (1-6) companies based on the number pf to
managers and their experience in different funetiomreas, controlled by the size of the
company (determined by the number of employees).

— “Managerial Skills Improvemen{(X,) — ranks companies based on whether they employed
external management consultants (3), organizediagddraining for their managers (2) or
both (4).

- “Expert Foundatioh (X3) — ranks (1-7) companies based on the ratio ofl@meps with a
graduate level to the total number of employees.

- “Education Systeh(X,) — ranks (1-9) companies based on their trainlaggpand educational
budget.

Production & Structural Innovation (F2)

To measure this construct we used a very simpkethrdicator measure which refers to the

level of innovative activities within the companigsoduction systems and structures. Those three
indicators are:

- “New ProcesséqY;) — ranks companies based on whether they intralnesv production
processes (3), modified old production processger(Both (4).

- “New Products/ServicegY,) — ranks companies based on whether they intrablumeav
products (3), modified old products (2) or both. (4)

— “Organizational Changés(Ys) — ranks companies based on whether they intradacaew
managerial structure (3), made changes to theimgistanagerial structure (2) or both (4).

Organizational Performance (F3)

To measure this construct, measures from previegsarch on performance measurement were
adapted (Bezdrob & Bo Car 2012). This measure is completely based on #henbed scorecard
principles (Kaplan & Norton 1992, 1996), where wanted to find a single measure that would
represent each of the four perspectives of an @gton’'s performance. The indicators for this
measure are:

e “Labor productivity chande(Y,) — calculated as:

[: Sales J _ Sales J
Number of employees/, Number of employees /,
¥a= ( Sales ]

Number of employees.

oheE

Z0DE
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*  “Number of employees chafid#s) — calculated as:

(No.of employees) gy — (No.of employvees ) opns
5 =

(Wo.of employees)nps

* “Market share changdYs) — calculated as:

[: Sales ) _ Sales J

Industry sales/, ndustry sales

Yo = (el )
Andustry sales

006

20DE

*  “EVA changé(Y;) — calculated as:
EVA=(r -l xK
Net profit

"= Equity + Longterm liabilities
Equity » 3% Longterm Financial liabilities > 60 x (1 — 1004)

€= Equity + Longterm Financial liabilities T Equity + Longterm Financial liabilities
K = Equity + Longterm liabilities
EVAzp10 — EVAzgp

|EVAzp06 |

VariablesY, to Y; are originally continual, but after the computatiof corresponding values
they were transformed into appropriate ordinalajalgs.

Even though EVA is not completely applicable to tieserved companies, this approximation
was used because EVA is considered as one of thevalmable measures of organizational financial
performance (Copeland et al. 2000; Otley 2007).

Results

Table 2 contains the means and standard deviatbrend covariance between all model
variables, where alternative parameterization edusr the underlying variables of model’s ordinal
variables (Joreskog 2004).

To test the hypothesized model we employed stractmguation modeling (SEM) because it
enables a concurrent testing of several dependexiagonships within a single theoretical model
(Hair et. al 2009). Following the two-step approach (AndersoiGé&rbing 1988) we used LISREL
8.80 for both measurement model testing and straichoodel testing.

Assumptions

The assumptions were evaluated through SPSS ariRBLISThe dataset contains responses
from 158 companies. There were no missing datarendnivariate outliers. Considering that the
hypothesized model has only three constructs, eéithat least three indicators, this sample size is
adequate for the model estimation (Hatial. 2009).

Since we dealt with ordinal data, both univariatd anultivariate normality were violated. All
variables showed a moderate non-normabke(v < 2 kurtosis < 7 except variabléy, (skew > 2.
Thus, in accordance with the recommendation folingavith non-normal and ordinal data (Finney &
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DiStefano 2006), the Satorra-Bentler scaling metfardy’ and standard errors is used for model
estimation.

Table 2. Means, Standard Deviations and Covariandeetween Model Variables

Variable Mean S.D. 1 2 3 4 5
Management Heterogenei  2.741 2.091 4.37(

1
2 Managerial Skills 0.887 2375 2.000 5.642

Improvement

3  Expert Foundation 0.297 1.08¢ 0.50: 0.897 1.18i

4  Education System 2.536 3.216 1.383 3.693 1.386 10.345

5 New Processes 1.55¢ 1.36( -0.01¢ 0.81C 0.24f 1.48: 1.85]
6  New Products/Services 1.9011.534 0.194 0.937 0.319 0.742 1.475
7  Organizational Changes 1.18C 1.88¢ 0.627 1.48¢ 0.41¢ 1.75¢ 1.31¢
8 Labor productivity change -0.180 5.682 0.880 2.509 0.726 1.792 0.665
2 'C\'#;zzr o S By 1.6  0.74: 0047 0.14¢ 0087 050¢ 0.17
10 Market share change 1.7281.281 0.401 0.860 0.163 0.999 0.316
11 EVA change -1.32¢ 20.92¢ 3462 7.23: 0.721 13.70° 7.13:

Table 2. Means, Standard Deviations and Covariandeetween Model Variables (Cont'd)

Variable 6 7 8 9 10 11

6  New Products/Services 2.352
7  Organizational Changes 0.984 3.558
8 Labor productivity change  0.87¢  1.15€¢ 32.28¢
9 Number of employees

change 0.124 0.279 -1.508 0.552
10 Market share change 0.2317 0.44: 3.60z 0.50¢ 1.64
11 EVAchange 6.102 9.514 56.324 2.411 12.208 438.019
N =158

Measurement Model

Since a poor fit was found for initial measuremmioidel, we did a post hoc model modification
in order to develop a better fitting model. Basednaodification indices and theoretical relevance,
covariances between the error termsyofindY; and error terms oY, andYs was added to model
specification. This final measurement model is shawFigure 1.

There are 27 parameters in the measurement moalekittould be estimated, and the total
number of variance and covariance terms is 66. B#ra6 is greater than 27 (39 degrees of freedom)
the model is properly identified and model testiogld be performed.

The fitting of the final measurement model is exai through several goodness-of-fit indices
(Table 3). All these absolute, incremental and ipaey fit indices suggest an acceptable fit for the
measurement model.
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A) F; - Management Proficiency
X1 - Management heterogenity
Xz - Managerial skills improvement

C) F3 — Organizational Performance
Y, - Labor productivity change , over five year period
Ys - Number of employees change , over five year period

Market share change, over five year period
EVA change, over one five period

X3 - Expert foundation * Ye-
X4 - Education system e Y7-

B) F, — P&S Innovation (Production & Structural)
Y1- New processes
Y, - New products/services
Y3 - Organizational changes

Organizational
Performance

(Fa)

P&S
Innovation

(F2

Management
Proficiency

(G

Y2

Y3

P11 D1 ]

=] -

Figure 1. Measurement model of innovation (managenm) impact on organizational
performance

A considerable model improvement is confirmed veigmnificant Satorra-Bentler differengé
statistics: 4y = 33.081with two degrees of freedorp & 0.001).

Construct validity is assessed through convergealidity, discriminant validity and
nomological validity. All factor loading estimatese of expected direction and all are statistically

significant as required for convergent validity.

Table 3. Goodness-of-Fit Measures of Structural anMeasurement Model (Final)

GoF Index GoF Guideline Structural Model Measuremehn Model
X (df); p-value p>0.0! 45188 (40); p=0.2¢ 41.893(39); p=0.3¢5
RMSEA RMSEA < 0.08 0.0287 0.0217
90% CI| of RMSEA % 0.0 —0.064 0.0 —0.060 !
SRMR SRMR < 0.08 0.0780 0.0620
CFI CFl > 0.9¢ 0.991 0.99¢
AGFI % 0.851 0.856

For construct validity, an individual standardizéattor loading cutoff value is 0.5 and
preferably 0.7 (Hairet al. 2009). Table 4 displays the standardized factadiltgs for the
measurement model. It could be seen from Table#ftittorF; has one loading that fall below the
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cutoff value. Consequently, it is a candidate femoval from the model, but since it has strong
support in theory we decided to leave it within thedel. All in all, the estimates of the average
variance extracted\VE) all exceed the value of 0.25, while the constratability (CR) estimates are
all well above 0.6, which are acceptable levelgdliese two parameters (Hairal. 2009). Combining
these results with a fact that the overall modshfery well, we concluded that convergent validity
the model was provided.

Table 4. Standardized Factor Loadings, Average Vaance Extracted, Reliability Estimates

Fy F2 Fs
(“Management Heterogenéily- X;  0.43 (0.44
(“Managerial Skills Improvemeént— X,  0.75 (0.78)
(“Expert Foundatiof) — X5  0.52 (0.51
(“Education Systeip— X,  0.65 (0.63)

(“New Processés— Y, 0.80 (0.80
(“New Products/Servicgs- Y, 0.86 (0.85)
(“Organizational Changés— Y3 0.68 (0.68
(“Labor Productivity Chand® — Y, 0.60 (0.61)
(“Number of Employees Charige Y5 0.57 (0.58
(“Market Share Change— Y 0.87 (0.86)
(“EVA Chang®d — Y, 0.54 (0.53
Average Variance Extracted (AVE) 36.0% (36.5%91.4% (60.8%) 43.3% (43.2%)
Construct Reliability (CR) 0.68 (0.6¢ 083 (0.82 0.75 (0.75

Note: Values in parenthesis are standardized factolingadAVE and CR from the structural model.

All AVE estimates for the model's constructs are gredtan tthe squared inter-construct
correlations, which indicate that there are no [@ois with discriminant validity. Besides, there ace
cross-loadings among either indicators or erromsgerso these results tell us that the discriminant
validity is provided, too.

Nomological validity is supported by a fact thdtarrelations between constructs are positive
just as it was predicted, and all inter-constructelations are statistically significant.

Since there was only one standardized residuatagrélaan [4.0] and the modification indices
point only to the addition of covariance betweeroeterms of indicators, we have concluded that
there is no need for further model modification.

Structural Model

The second stage in this two-step approach is tiaetgral model (Figure 2) testing, which
consists of the structural model specification #mel assessment of structural model validity. Model
specification, which implies proposing hypothesesl a&stablishing structural relationships, was
described above. Structural model validity assuaresassessment of the overall model fit and the
examination of model diagnostics (Hairal. 2009).

Structural model fitting is examined through themsa goodness-of-fit indices as for
measurement model (Table 3). Again, all thesenfitdes suggest that the structural model provides a
very good overall fit.
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A cross-examination of the standardized factor ilogel from both the structural and the

measurement models showed that loadings are alderdical (Table 4), which represents evidence
of indicators stability.

The final step in structural model validation is thxamination of structural path estimates
(Table 5). It could be seen that all structuralhpastimates are statistically significant and ia th
predicted direction. Given that all estimates areampliance with the proposed hypotheses, these
results provide strong support for our theoretiatiel.

Table 5. Structural Path Estimates

Unstandardized Standardized
Structural Standard
. . Parameter t-value Parameter
Relationship : Error ;
Estimate Estimate
H1: F>F, 1.04 0.28 3.65 0.44
H2: B> F; 0.23 0.10 2.32 0.27
A) F; - Management Proficiency C) F3 — Organizational Performance
¢ X;- Management heterogenity ¢ Y,4- Labor productivity change, over five year period
X3 - Managerial skills improvement ¢ Ys5- Number of employees change, over five year period
¢ Xs3- Expert foundation ¢ Yg- Market share change, over five year period
¢ Xa- Education system ¢ Y7- EVA change, over one five period

B) F, — P&S Innovation (Production & Structural)
* Yi- New processes
¢ Y,- New products/services
¢ Y3- Organizational changes

D D,

Management
Proficiency
(G

P&S
Innovation
(F2

Organizational
Performance
(Fs)

‘ X1 ‘ X2 ‘ X3 ‘ Xa ‘ Y1 ‘ ‘ Y2 ‘ Y3 ‘ Ya ‘ Ys ‘ Ye ‘ Y7
E: E, Es Es Es Ee E; Es Es E1o Eir
Ceo e Cesgo

Figure 2. Structural model of innovation (managemet) impact on organizational performance

The chi-square difference between the two modeliyis= 3.295,with one degree of freedom
(p > 0.05. Insignificant chi-square difference indicateattthe model fit could not be improved by
estimating another structural path.
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There was only one standardized residual greater [thO| and modification indices point only
to the addition of covariance between error terfmadicators, so the conclusion is the same aser
measurement model — there is no need for any meeigecification.

Discussion

The results obtained by testing both the measuremedel (Figure 1) and structural model
(Figure 2) indicate an excellent fit between theotietical model and real world represented with the
data sample. The observed absolute and increngoadhess-of-fit indices (Table 3) confirm that the
model imposed covariance matrfX) is similar to the data sample covariance maf8% Such
outcome points to overall empirical model validitpeaning that the measurement validity of all
proposed constructs was fully confirmed.

Two more indicators of the results’ quality shobklreported here — statistical power and effect
size. Statistical power for this model amountglte- §) = 0.62 at a = 0.05, which falls short of the
commonly acceptable level of 0.8.

Regarding the effect size, the model explains 197%e variance in thE, construct, which
represents a medium effect. Likewise, the modelaéxp 7.4% of the variance in th& construct,
which represents a small effect. The main reasorsdich a small effect is that all indicatorsFaf
construct measure changes, and it is much harderettict flows than states in the models like this
one.

These results indicate a low explanatory valuehefrhodel, meaning that the model explains
rather small amount of variance in endogenous oaectstand that notably bigger part refers to error
variance.

Finally, the most important part of model testisgnodel’s structural path analysis (Table 5).
The structural paths represents proposed hypotlaeskss it could be seen from Table 5, all of them
are statistically significant and in expected dii@ts. Practically, this means that all proposed
hypotheses are confirmed, which results from agriobnstructs direct effects analysis:

1. The level of structural and production innovatie predicted with managerial proficiency
(Ly»>=0.44 p < 0.001, which confirms hypothesis H1.

2. Improvement in organizational performance igdmted with increase in the level of structural
and production innovatiorLf s = 0.27, p < 0.09, which confirms hypothesis H2.

The strong support to all proposed hypotheses stgyghat the cause-and-effect chain of
mutual relationships between the managerial pakngvel of innovativeness and organizational
performance really exists on the company levelotimer words, the successful validation of the
proposed model implies that companies with a maiegeotential sufficient for proper innovation
management will achieve a higher organizationaigperance.

In addition, the analysis of indirect effects réswhows that higher managerial proficiency has
a positive impact on the level of structural andduction innovation which, subsequently, has a

positive impact on organizational performance impraent [;3=L;, XL,3=0,12; p <0,05.

This result provides some additional insights itlie theory that is built within the model.
Namely, the model indirectly points to a positivepact of managerial potential on company’s
performances. Literature research reveals a nuoflstudies that point to such conclusions (Gu 2003;
Huang et al. 2011; Stock & Zacharias 2011), which further conf validity of the proposed
theoretical model.
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Conclusion

In this study we wanted to empirically test the &opthat innovation (management) has on
organizational performance on the company level eunthe conditions of immature and
underdeveloped markets. Therefore, relying strooglyhe existing knowledge base, we focused our
efforts on the design of a theoretical model ofowation management impact on organizational
performance that could be used under the marketions of the Federation of Bosnia and
Herzegovina (F B&H).

Our analysis has shown that all proposed hypothasessupported, and that the designed
theoretical model is valid and applicable. Accogiin it was found that the managerial proficiency
has a direct and positive effect on the level aligtural and production innovation, which
subsequently, has a positive effect on organizatiperformance.

Finally, despite the low explanatory value of thed®l, the most important result of this study
is that it empirically proves the positive relatstip between (sound management of) innovation and
organizational performance.

Limitations and Suggestions for Future Research

There are a few limitations that apply to this egsh. First, in order to keep the model simple
we have used only a limited set of observed vaggmbhd, as a consequence, we had a smaller portion
of constructors’ variance explained. Future redeaauld seek to improve the measures we used in
our model to enhance an explanatory value of theemo

Second, all collected data, which were used forahalysis, come from one country only.
Therefore, the obtained results could be genedhlidy for the population from which the sample
was drawn. In order to generalize these resultsideithe context of the F B&H, other data samples,
which would represent a broader population, musidwssl.

Due to a small sample size, no validation of thelehavas done, either with multiple samples
or with a single sample randomly split into tworoore subsamples (Schumacker & Lomax 2010).
Other studies may further improve the model antlitevalidity by applying it to a different datdse

Implications of the Research

We have designed a very simple theoretical modergdinizational performance that could be
applied in any economic surroundings. What is mmgortant, our model could be used as a basis for
further development and improvement of the undadiiey of interdependence between innovations,
innovation management and organizational performanc

This research and its results contribute to theybofl knowledge related to innovation
management and performance measurement and mamadggnaesigning an applicable model with
corresponding constructs and individual indicatemss, i.e. by designing measurement scales and
types that could be used for future research.
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THE IMPACT OF ORGANIZATIONAL CULTURE ON MOTIVATION

Nebojsa Jantijevi¢*

Abstract: This paper explores how different types of organizational culture impact the possibility of satisfying
different needs and motives of the members of an organization. By over viewing motivation content theories,
three basic groups of needs and motives which drive the members of an organization have been identified. Also,
based on classification known as Competing Values Framework, the basic types or kinds of organizational
culture have been described. Then, possible influences of each of the organizational culture types on each group
of needs and motives have been analyzed. It has been observed that each of the organizational culture types
represents a suitable ambience for satisfying one group of needs, but at the same time it inhibits satisfying the
other two groups of needs of the people in organizations.

Keywords: mativation, organizational culture, organization

Introduction

The assumption of organizational culture’s impaat motivation of the members of an
organization has been present in the literaturaflang time, but it is relatively poorly theoretily
developed and empirically tested (Mahal, 2009)priter to explain the organizational culture impact
on motivation, it is necessary to answer two goesti First, how does culture impact motivation, i.e
what is the mechanism of this influence? Seconayhiith direction does culture impact motivation,
i.e. how do particular types of organizational orétinfluence the motivation of employees? While
the first question has relatively been exploredhtibeoretically and empirically, the second quasti
has largely been neglected.

With respect to mechanism of organizational cultuienpact on motivation, the existing
researches show that it is a social identificatansed by the need of people for belongingness and
relatedness (Alvesson, 2002; Martin, 2002; Brov@88). Namely, all major motivation theories show
that people as social being have a strong neee@ltmdp to some social group or community. They
have the need to feel accepted, loved and appeeciat some social group. Still, people do not wish
to feel accepted by just any group, but by the gratich they can identify with. By belonging to
such a group, people build a part of their idemitythe identity of that group. Organizational aust
is, according to numerous authors, precisely thaisbaf identity of a social group in which it
develops. A strong organizational culture with digaxpressed values, which the members of an
organization accept and hold on to in everyday Wehacreates a clear identity of that organization
with which the existing members, as well as theeptal members, can identify with. The culture of
an organization must be strong in order for petpleave something to belong to. If an organization
has no identity, i.e. if its culture is weak, thierwill not be able to satisfy the need of peopte f
belongingness, because people will not perceinas i separate social community which one can
belong to and with which one can identify with. ldena strong organizational culture provides the
conditions for satisfying the need for belongingnekits members. The stronger a culture, the easie
it is for the people to identify with and relatettee organization, and thereby to satisfy theirhiee
belongingness. When the members of an organizédielnaccepted by the collective of organization
which they identify with, they will be motivated fmut in more effort to achieve the organizational
goals, they will work harder and have a greaterkwm@rformance. However, in order for people to
identify with organization, satisfy the need foldygingness and be motivated, it is not enough for
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organization to just have a strong organizationétuce with prominent and clear values, but itlsoa
necessary for it to have congruence of these vandsndividual, personal values of the members of
an organization (O'Reilly, Chatman, Caldwell, 199A)strong organizational culture with values
opposite from personal values of an individual witit enable identification and relating of the
individual with the organization, but just the opfie: a potential member of organization will not
even enter it, and the existing member will hastrang desire to leave it. This means that cultare

be not only a motivator, but also a demotivatothdre is no compatibility between individual vadue
and organizational culture values.

The second question related to organizational milionpact on motivation, which deals with
the direction of this influence, is almost entiralyglected in the literature. This question, howgeige
very significant for both researchers as well aspi@cticing managers. Namely, it would be very
useful to know what needs and motives of employessupported by and what are inhibited by
specific types or kinds of organizational cultuféae direction of organizational culture’ impact on
motivation is observed in stimulative or destimiatimpact of certain types of organizational crdtu
on individual needs and motives of the members mfoeganization. The assumption is that
organizational cultures with different values amorms have different implications on satisfying
various kinds of needs and motives of employeesitter words, different types of organizational
culture create different context for manifestingl aatisfying different needs and motives. Members
of an organization, as we will see in the overvigvwheories, are motivated by different needs. The
fact is, however, that these needs and motives tdferent significance for different people. Some
people will primarily be motivated by material neeahd rewards, while others will wish to satisfg th
need for belongingness, and again others will bectid solely on satisfying the need for achievamen
and growth. Compatibility of organizational cultuyge and the dominant motive of some member of
organization will lead to his/her better motivatiamd higher work performance. Organizational
culture creates context which stimulates and tatds satisfying some needs and motives, while it
destimulates and makes it difficult to satisfy othreeeds and motives of the members of an
organization. It is important to know which needsl anotives of the members of an organization are
stimulated, and which are destimulated by partictylpe of organizational culture, since it leadsato
higher degree of motivation of the members of aganization. Hence, the main question to be
answered is: what are the implications of differgyes of organizational culture on satisfying
different needs and motives of employees? In otdeanswer this question, different types of
organizational culture, as well as different neadd motives of employees must first be identified.
Then, it is necessary to determine, both theorgtiead empirically, which types of organizational
culture are suitable for satisfying specific neadd motives of employees. This paper represents the
first step towards it. It contains theoretical @ediion of the assumption on the directions of
organizational culture’s impact on motivation. Thisvill result in hypotheses through which causal
relationships between organizational culture tymesl needs or motives of employees are
operationalized and concretized. It will then begible to empirically test these hypotheses.

The structure of this paper is adjusted to its gdaist, the needs and motives
classification will be presented which emerges friti@ major motivation content theories.
Then, organizational culture will be presented @sdypes will be identified by accepting
some of the widely known classifications in thed#ture. In the last segment of the paper,
hypotheses will be developed about causal reldtipesetween organizational cultures types
and the needs and motives of employees.

Motivation

Motivation has always been an important topic imagement, whereby work motivation, i.e.
motivation of people to work in organizations h&says been explored in the area of management.
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The significance of motivation arises from the féwt it determines the amount of effort that the
members of an organization will put in achievingtiof organizational goals, and thereby also their
work performance and organizational performancevels Numerous motivation theories are well-
known in the literature on management. They expldiat motivates people to work and how does
this process of motivation develop. So far, sevkesl contributions have emerged in the literatare i
revealing of this issue: Maslow’s Hierarchy Of Negdlderfer's ERG Model, Herzberg's Two-Factor
Theory (also known as Herzberg's Motivation-Hygiemeory and Dual-Factor Theory), and
McClelland’s Theory of Needs (also referred to As Three Need Theory).

Maslow discovered that people in organizationsdareen by five groups of needs which are
hierarchically arranged (Maslow, 1943). These fiveups of needs are: physiological needs, safety
needs, love or belongingness needs, esteem negdelfiactualization needs. Maslow later grouped
the five stated needs into two groupssic Needs, which include physiological and safety needs, and
Growth Needs, which include belongingness, esteem and selfasizaiion needs. The hierarchical
arrangement of these needs means that there igdanfar their satisfying. This, practically, means
that the needs of “higher” order cannot be satisfiatil the needs of “lower” order, i.e. the needs
closer to the base of the hierarchical pyramid satesfied.

Alderfer’s model of needs, also called ERG Modetrdduces a more flexible approach to
explaining the relationships between certain typleseeds (Alderfer, 1972). This author claims that
people in organizations are driven by three typffeseeds:Existence needs, Relatedness needs, and
Growth needs. Existence needs correspond to Maslow’s basicsieethtedness needs correspond to
Maslow’s belongingness and love needs, while grawgbds refer to desire of people to learn new
things, improve their abilities, participate in éngsting and challenging jobs, and achieve results.
There is no hierarchical relationship among thesssxla. Alderfer even claims that certain factorshsu
as cultural ambience or personal history, can lgrigdluence that an individual significantly faveor
some at the expense of other needs.

Herzberg’'s Two-Factor Theory states that motivatbemployees is regulated by two groups
of factors: Hygiene factors and Motivators (Herzdr968). The essence of his contribution is tleat h
discovered that different factors determine satigba and dissatisfaction of employees at workplace
Hygiene factors determine the presence or absdndisgatisfaction, while motivators determine the
presence or absence of satisfaction. Thus, acaptdirnim, if a person has a high salary (hygiene
factor), it does not necessarily mean that thisqeis satisfied, but only that he/she is not disfed.
If the job is not challenging (motivator), it doeet mean that an employee will be dissatisfied, but
only that he/she will not be satisfied. In the groof hygiene factors Hertzberg included mostly
extrinsic factors, such as salary, working condsidbusiness policy, company organization, relation
with the superior officers, and the like. In thegp of motivators Hertzberg mostly included intiins
factors, such as: challenging work, possibility fearning and personal growth, job advancement,
recognition, and the like. Hertzberg argued thahagers can by means of hygiene factors motivate
employees to put in effodnly to a certain limit, i.e. that all the creatigaergy and potential of the
employees cannot be fully exploited by exclusiviiaree on these factors. In order for managers to
fully exploit all energy and potential of the emypbes, they must motivate them by the use of
motivators.

McClelland (McClelland, 1966) also differentiatdtde types of needs that people satisfy in
organizations. These areeed for affiliation, need for achievement, andneed for power. Need for
affiliation is also identified in other motivatidheories, while need for achievement is very sinia
self-actualization needs and growth needs. Whagvgin McClelland’s theory is theeed for power.

There is an obvious similarity between these ftwaoties of needs and motives stimulating
people to work in organizations which can bestlmeoved in the following figure:
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MASLOW ALDERFER MCCLELLAND HERZBERG
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Figure 1: Motivation theories comparison.

Source: Janicijevi¢ N. (2010) Organizaciono ponaSanjgeograd: Data status, pp. 128.

For the purpose of further research of organizalialture’s impact on motivation, it is
necessary to make a synthesis of contributiondl dhe described motivation content theories. This
synthesis would enable us to identify the basidaesnd motives which are influenced by different
types of organizational culture. The overview oftivettion theories shows that four basic groups of
need which drive people in organizations can bé&ngjgished: physiological needs, safety needs,
belongingness needs, and growth needs. Belongisgmeselatedness needs are present in every
motivation content theory. People as social belreye the need to be members of some social group,
but also to be accepted by this group as its egquehbers. This need is also the reason why the
strength of culture, by means of identificationpants the level of motivation of the members of an
organization, as previously explained. Also, aleédties of motivation agree that employees in
organizations undoubtedly have the need for growthievement and self-actualization as well.
People have the need to learn new things, to pallgagrow and live up to their full potentials, atal
advance in an organization. Beside physiologicedsdén Maslow’s theory and as a part of existence
needs, in Alderfer’s theory, safety needs are pisgent. People in organizations have the need to b
safe not only physically, but also psychologicallyd socially. They have the need to be safe from
being fired, harassed, or in some other way brougkituation in which they would not be able to
satisfy their basic interests and rights. Finalbhysiological or basic material needs are also
recognized in almost all theories of motivationople satisfy these basic needs mainly through
earnings and other forms of rewards in organizatideven though physiological needs are very
important to employees, they are not included inanalysis since we do not see how organizational
culture can influence their fulfilment. So, in tii@lowing analysis we will focus on the impact of
organizational culture on satisfying safety neeg®ds for belonging and growth needs.
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Organizational culture

Organizational culture can be defined as a “sysieassumptions, values, norms and attitudes
manifested through symbols which the members obm@yanization have developed and adopted
through shared experience and which help themmeterthe meaning of the world around them and
how to behave in it” (Jadiievi¢, 2011). As it may be observed from the definitionganizational
culture has cognitive and symbolic component incibmitent. Cognitive component comprises of
mutual assumptions, values, norms, and attitudastile members of an organization share and that
shape their mental (interpretative) schemes. Inway organizational culture determines the way in
which the members of an organization perceive atetpret the world around them, but also the way
to behave in it. Organizational culture’s cognita@ntent enables the members of an organization to
uniquely assign meanings to occurrences withinandide of the organization and to uniquely react
to them. Hence, if a strong organizational culterésts in an organization, all the members of an
organization will similarly and predictably make cildons, take actions and enter interactions.
Symbols are visible part of organizational cultuf@ch manifest its cognitive component. Semantic,
behavioral and material symbols strengthen, convatyalso change organizational culture (Dandrige,
Mitroff, Joyce, 1980).

In order to explore the direction in which orgamniaaal culture impacts motivation of
employees, it is necessary to identify the typekiods of organizational culture. Thus, we will be
able to determine which types of organizationaturel favor satisfying of previously identified need
and motives. For this purpose, we will use the tmgsseveral classifications of organizational
cultures present in the literature. One of the majal most often used organizational culture types’
classifications in the literature is called CompgtValues Framework (Cameron, Quinn, 2006). In
this classification, organizational cultures ardfedlentiated according to two basic criteria: 1.
flexibility, changes, dynamicism vs. stability, erd predictability; 2. internal orientation, intagjon,
harmony vs. external orientation, differentiatiamgmpetition. Based on these two dimensions of
organizational culture, a matrix of four fields taiming four different types of cultures can be
constructed. Quinn and Cameron constructed thexstown in the Figure below, which recognizes
the following organizational culture types: clanltate, hierarchy culture, market culture and
adhocracy culture.

Clan Culture. In this type of organizational culture, the mdtap for organization is an
extended family or clan. Organization is a venerfidly place for its members and resembles an
extended family. The leader of organization is ad@r®d a head of the family, but also a mentor.
Tradition, commitment and loyalty hold people tdgat A long-term commitment to human
resources development is emphasized, and a grpattance is ascribed to cohesion and work ethics.
Success is defined based on customer satisfactith@ very employees’ satisfaction. Organization
is oriented towards support and highly values tearkwconsensus and participation, care for people
and individual growth. The importance of commitméntemphasized, and people are incited to
express ideas. Decision-making is often condudtezligh informal channels.

Hierarchy Culture. Organization with this type of culture is highHtyrmalized and structured
place. Formal procedures and rules guide everydak wf people. The most important thing is to
achieve efficient, harmonious and smooth functigrof organization. Following the same rules and
procedures is what holds people together. A long-tefficiency, low costs and harmonious
functioning are emphasized. Stability, predictapitind safety of employment are highly valued.
Internal and control orientation in this type ofltawe form orientation towards rules in which
rationality, procedures, hierarchy, authority aslddr division are emphasized.
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Figure 2: Competing Values Framework.

Source: Cameron, K.S, Quinn, R.E. (2006). Diagnosing and changing organizational culture: The competing values
framework. Reading, Ma: Addison-Wesley

Adhocracy Culture. This culture makes organization a dynamic, cveatind entrepreneurial
place. People are incited and they are expectethke actions and assume risks. Leaders are
innovators and the ones who assume risks. Peopbegemization are connected by the desire for
experimenting and trying out new things. In thegiwan, the emphasis is on growth through obtaining
new resources. Success in organization is measyradw products or services. Individual initiative
and autonomy are encouraged. External and fletibdrientation in this type of culture implicate
orientation towards innovations and include change®ovations, information seeking, anticipation,
openness and experimenting.

Market Culture. With market culture, organization is oriented &vds result — the main concern
IS to get the job done. People are expected toimpetitive, and targeted and result oriented bemavi
is also expected. Leaders encourage hard workewolgi of the results and competitiveness among
employees. People are held together by the desirsuccess. In the long-run, the emphasis is on
success on the market and achieving of measureslgts in it. Success is measured by market share,
sales as well as by financial measures of busiopssations. Strong competition, both on the market
as well as within the organization, is highly valu&he combination of external focus and control in
this type of culture results in orientation of mgees and employees towards goals: rationality,
performance, accomplishments, responsibility, aariopmance-based system of rewards.

Direction of organizational culture impact on motivation

Research of the direction of organizational culturgact on motivation of employees implies
establishing a causal relations between identiketws or types of organizational culture and
identified needs and motives of employees. We lpageiously identified organizational culture types
as: clan culture, hierarchy culture, market culted adhocracy culture. We have also identified
three basic groups of needs and motives of empoyeerganizations which are impacted by culture
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as: belongingness needs, safety needs and grodtbeHfractualization needs. Now it is necessary to
develop hypotheses on their interrelations.

Having in mind the values of a clan culture, we raatablish three hypotheses on its impact on
satisfying the needs and motives of the memberanobrganization. First, we may establish the
hypothesis that in organizations dominated bytype of culture, the employees will to a high degre
be able to satisfy the belongingness needs. Orgiamizwith this type of culture is perceived as an
extended family, the leader has an obligation tik lafter the needs of employees, and employees
maintain very close mutual interrelations with arensive communication. All this enables the
employees in such an organization to feel as a gdathe family. And when the leader is also a
charismatic person and develops a clear missiangznization, then the members of an organization
will be committed to both the organization andéader.

Second, we may establish the hypothesis that, amimind the low degree of formalization
and specialization, as well as a high authoritasranof the leader, the employees in this type of
culture will not be able to significantly satisfyetir need for safety. Organizations with a clanuwel
are prone to changes dictated by the leader, bstthhanges are most often unplanned, spontaneous
and improvised. Since everything depends on thdeleand his/her will and since the structures are
very loose and specialization and formalization lake, the employees cannot feel safe in such an
organization. Still, this connection is of moderateength since some employees can obtain the
feeling of safety out of confidence in and commitii® the charismatic leader, as well as out afelo
relationship with the leader.

Third, we may assume that most employees in aatldare will not be able to satisfy the needs
for achievement, growth and self-actualization.gBithe very high centralization of decision-making
and authoritarian and also often charismatic leddpy the members of organization do not have
enough space to express their potentials. Orgamivad, above all, dependent on its leader who,
indeed, can satisfy his/her need for achievemedtsaif-actualization, but this precisely inhibitet
satisfying of the same needs of his/her employgésass doesn't grow under an old oak* is an old
folks saying which metaphorically depicts the ctafture’s impact on satisfying growth needs of the
members of an organization. Hence, it is no wotldlatrrin this type of culture the so-called “spiti-of
effect is most often encountered: since the membken organization with emphasized needs for
achievement, growth and self-actualization canat$fy these needs in the present organization, the
leave it and establish new organizations of theestpe, which will compete with the organizations
that they previously belonged to and in which tkeél, as leaders, be able to satisfy their growth
needs. Still, this negative correlation betweem clalture and satisfying the needs for achievergent
of moderate intensity, because in organization$ whis type of culture there are always some
employees who, due to their close relationship \thi#h leader and the confidence the leader has in
them, receive tasks which enable them to satisy tleed for achievement. Thus we may establish the
following hypotheses:

H;: Domination of clan culture in an organization is positively and highly correlated with
satisfying the bel ongingness needs of its members.

H,: Domination of clan culturein an organization is negatively and moderately correlated with
satisfying the safety needs of its members.

Hs: Domination of clan culturein an organization is negatively and moderately correlated with
satisfying the needs for growth of its members.

Hierarchy culture is a bureaucratic culture basedadionality, logic, competence, objectivity,
formalization, standardization and specializatibnthis culture, the metaphor for organization is a
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machine in which people are reduced to the leveiggosable parts. Organization functions through
strict following of highly developed and formalizggtocedures, rules, guidelines, etc. Technical
competencies and performances of employees andge@nare the basic criterion and condition of
their advancement.

Based on hierarchy culture characteristics, we rmeayablish three hypotheses on its
implications on satisfying the needs of the memlaéran organization. First, we may establish the
hypothesis that employees in organization dominatedhis type of culture will be able to satisfy
their safety needs to the highest degree. Bureitiaeganization based on a hierarchy culture is
highly formalized and all the processes in it tgtace according to the defined in advance and
formalized procedures, while work tasks are higsecialized and determined by guidelines and
rules. If an employee performs his/her tasks adngrtb the procedures and rules, regardless of the
results of the task performing, he/she is absolusgife and protected against self-willedness of
managers. In a true bureaucracy, everyone is §ngede and protected as long as they obey the
structures, systems, rules and procedures. Iniaddiiureaucratic organizations are usually vergda
organizations, which are difficult to change antekafail, and that creates an additional feelirig o
safety among their members.

Second, we may establish the hypothesis that gatsfthe belongingness needs of the
members of an organization will be highly inhibited a hierarchy culture. The metaphor of the
machine, which is most often used to describe drgéinns with hierarchy culture, is in itself
indication enoughabout the inability of satisfying the belongingneasd relatedness needs.
Bureaucratic organizations strive to an ideal ohiewing maximum depersonalization of their
structure and of personalities of their employeasiftg no influence on the organization. Such
organizations are perceived by the employees dg™emd “inhumane”. Rules and procedures are
more important than people. Employees perform tieictly specialized tasks and have no room for
bonding with others.

Third, it may be assumed that in a hierarchy caltille members of an organization cannot
significantly satisfy their needs for growth, aclgment and self-actualization. Precisely due to the
fact that in bureaucratic organizations everybodysimfollow procedures and perform highly
specialized tasks exactly the way it was determibgdorganizational rules and regulations, the
employees have no room for satisfying the needadbrevement and self-actualization. Employees in
such organizations are more oriented towards “dhigibthe hierarchical ladder than towards
creativity, accomplishment, initiatives, and saiftamlization. But, some employees can even in
bureaucratic organizations still satisfy the ndedsicchievement or growth. These are employees who
belong to techno-structure (Mintzberg, 1979), wipclcisely prescribes the procedures and rules for
all other employees in the organizations. Basedewerything above said, we may establish the
following hypotheses:

H4: Domination of hierarchy culture in an organization is positively and highly correlated with
satisfying the safety needs of its members.

H5: Domination of hierarchy culture in an organization is negatively and highly correlated
with satisfying the bel ongingness needs of its members.

H6: Domination of hierarchy culture in an organization is negatively and moderately
correlated with satisfying the needs for growth of its members.

Market and adhocracy cultures in Competing Valuasiework emphasize orientation towards

tasks and results. Competitiveness, hard work andmnaplishment are highly valued in these cultures.
They are indeed team-oriented, but the individyatif the members of an organization is still
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preserved. These two types of cultures are extseorinted specifically towards consumers’ needs
and creating value for consumers. Organizationsimmied by these types of cultures are flexible,
since they highly value changes, tolerance totakikag and uncertainty. Learning is expected of all
the members of an organization, since it is they amhy to build individual and organizational
competency which is the foundation of both persassalvell as organizational performance. Decision-
making is mostly decentralized and employees’ pigdtion, especially participation of experts, in
decision-making is high. Besides common elemerash ef these cultures also has some specific
characteristics. The ideal in adhocracy culture iamn®vativeness and creativity, and it also has a
longer time-horizon. In contrast, market cultureab all values the market result achieved in the
short-term, and does so in the form of quantitatneasures: sales, profit, market share, etc.

Having in mind these characteristics of market addocracy cultures, we may establish three
hypotheses on their impact on motivation of empésyeFirst, adhocracy and market cultures are
suitable for satisfying the needs for achievemgrawth and self-actualization of its members. From
the description of these cultures, it is notabkg thrganizations dominated by these cultures are th
places where employees are required to and expaxrtbe competent and to constantly develop and
improve their competence, to work hard and putfforein results achieving, to be creative and
innovative, and to achieve results. Thus, it ieckhat these organizations are a suitable cofbext
the people who most value satisfying the needgrimwth.

Second, we may establish the hypothesis that adbywa@nd market cultures are not at all
suitable for satisfying the safety needs of empsyeThese cultures highly value changes and
flexibility, competitiveness between employees dhdir development. Risk and uncertainty are
accepted in these cultures. Therefore, organizatitiminated by these types of cultures are on no
account the places where employees who seek sdfetye all would be satisfied.

Third, we may establish the hypothesis that adloycend market cultures are partly not
suitable for satisfying the belongingness needsngfloyees. In these cultures, individuality is fygh
emphasized (especially in adhocracy culture), al a® competitiveness among the employees
(especially in market culture). Organizations dcaéd by these types of culture are highly
competitive places with little mercy for those wHo not achieve results and are not competent.
Relations between employees are created rathed lmseooperation in performing of tasks that on
solidarity, identification with a social group ametive relatedness. It is natural that employeesioh
environment cannot satisfy the need for belongiegné&till, teams make sure that the impact of
adhocracy and market cultures on satisfying thed rfee belongingness is not entirely negative.
Within teams, often formed in such organizatiohs, éxpert employees can to a certain extent satisfy
the belongingness need. Although there is rivalithiw teams, some teams are still created as a
separate entity and develop their own group cukorthe employees can identify with them, relate to
them and thus, at least partly, satisfy the needbfongingness. Hence, we may establish the
following hypotheses:

H7: Domination of adhocracy and market cultures in an organization is positively and highly
correlated with satisfying the needs for growth of its members.

H8: Domination of adhocracy and market cultures in an organization is negatively and highly
correlated with satisfying the safety needs of its members.

H9: Domination of adhocracy and market cultures in an organization is negatively and
moder ately correlated with satisfying the bel ongingness needs of its members.

45



THE IMPACT OF ORGANIZATIONAL CULTURE ON MOTIVATION

Conclusions

By summarizing all the hypotheses on implicatiohsliferent organizational culture types on
the possibility of satisfying different needs andtives of the members of an organization, we have
reached the following conclusions. First, threeaoigational culture types are relevant from the
aspect of the impact of culture on motivation: lancculture; 2. hierarchy culture; and 3. adhocracy
and market cultures. Second, the stated organimdttulture types impact the possibility of satisfy
the following needs or motives: 1. needs for belogigess; 2. safety needs; 3. needs for growth.
Third, each of the stated three types of cultuestively affects satisfying of one group of needsl
inhibits, more or less, satisfying of the other tgroups of needs. Clan culture represents a saitabl
context for satisfying the need for belongingndsstarchy culture provides for satisfying the safet
need, while adhocracy and market cultures fadditsatisfying the needs for growth. Clan culture
inhibits satisfying the needs for growth as welkafety needs, hierarchy culture is a negativeesnt
for satisfying the needs for growth as well asrteds for belongingness, while adhocracy and market
cultures are not a good context for satisfyingghtety needs and also the needs for belongingness.
Fourth, different organizational cultures are dulgafor employees with different intensity of cénta
needs and motives. Employees with a strong nedoefongingness are motivated the most when they
work in organizations dominated by clan culture.eytwill not be motivated at all to work in
organizations dominated by hierarchy culture, anitl also partly not be motivated in market and
adhocracy cultures. Employees with a strong safegd will have best conditions for satisfying these
needs in hierarchy culture, hence they will be wadéd the most in such cultures. However, they will
not be motivated in all other cultures since theyunfavorable context for satisfying the safetgdws
which is especially true for market and adhocragiuces. Finally, employees who most value the
needs for achievement, self-actualization and dromitl be motivated the most in adhocracy and
market cultures. On the other hand, these employédebkave difficulties in satisfying the needs for
growth in hierarchy culture, and to a lesser exadsab in clan culture. These conclusions are very
important both for human resources managementiesliand practice, especially in the field of
recruitment and selection, as well as for leaderstyile in an organization.

Table 1: Summary of the impact of organizational cliure on motivation

Safety Belongingness Growth

Needs Needs Needs
Hierarchy culture ++ - -
Clan culture - ++ -
Market and adhocracy cultures - - ++
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Abstract: In dealing with the agency problem, the board as an internal mechanism of corporate governance has
a control role in order to protect the owners’ best interests. In addition to control, the board has a strategic role
in the process of strategy formulation and implementation. In line with board roles, board effectiveness, seen as
the degree to which boards are successful in carrying out their roles, represents an important determinant of
corporate performance. Traditional approach has been based on the hypothesis that board structure determines
its effectiveness. However, the empirical research dichotomy and new research perspectives indicate that board
structure is significant, but not the only factor affecting board effectiveness and, consequently corporate
performance. In this paper, we analyze relationship between the board structure and corporate performance.
Starting from traditional perspective limitations, this paper contributes by proposing contemporary framework
and expanding the understanding of the interdependence between board effectiveness and corporate
performance.

Keywords: board structure, board effectiveness, corporate performance, corporate governance, contemporary
approach.

Introduction

In the study of corporate governance, the essential issue is how to ensure that managers act in
the best interest of owners. According to the agency theory, in terms of separation of ownership and
control, the interests of owners and managers may collide, resulting in traditional agency problem
between the owner (principal) - manager (agent). The agency theory hypothesis that managers as
shareholders’ agents may make decisions contrary to the owners’ interests. In dealing with the agency
problem and conflict of interests, the board as an internal mechanism of corporate governance has a
role to monitor and control managers, in order to protect the owners’ best interests. In addition to
control, the board has a strategic role, which evolved from the strategy evaluation and ratification, to
active participation in the process of formulation and implementation.

Traditional approach has been based on the hypothesis that board structure determines its
effectiveness, and consequently, on corporate performance. Therefore defining the actual board
structure becomes crucial. Board structure is evaluated on the basis of three structural variables: board
composition, leadership structure and board size. Traditional perspective further argues that
understanding of board structural variables was a sufficient basis for defining the principles and the
formulation of regulations required for effective corporate governance. In addition, board
effectiveness, seen as the degree to which boards are successful in carrying out their roles, represents
an important determinant of corporate performance. In the line with traditional approach, research
paper focuses on interdependence between the board structure and corporate performance. The main
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research objective is to investigate correlation between board structural variables and corporate
performance. Relevant hypothesis paper is based on are:

H1: The proportion of independent, non-executive directors is positively related to
corporate performance.

H2: CEO duality is negatively related to corporate performance.

H3: Board size is negatively related to corporate performance.

In order to test hypotheses, the method of secondary data comparative analysis is applied,
examining the impact of the board effectiveness on corporate performance. The paper is expected to
contribute to recent research efforts by expanding the understanding of corporate performance
improvement. This paper will address several research issues. First, traditional model of board
effectiveness will be analyzed, as well as limitations. Although the traditional research find the board
structure to be the key board effectiveness factor, the empirical research dichotomy indicate that board
structure is significant, but not the only relevant factor. Traditional approach proved to be inadequate
as board structure has important, but not decisive effect on board effectiveness and corporate
performance. Second, traditional approach results ambiguity leads to development of new approaches
to this issue. One of these contemporary approaches, emphasizing socio-psychological factors in the
board effectiveness research is presented in final section of this paper. Finally, other relevant factors
are highlighted too, such as institutional framework, ownership structure, managerial discretion etc.

The traditional model: Board structure as a factor of board effectiveness

The formal board structure is topic that has been widely analyzed in the field of corporate
governance is. The key discussion questions are: what is the appropriate balance between executive
and non-executive directors; what is the appropriate size for the board; what is the optimal leadership
structure (Tricker, 2009, p. 61).

From the traditional perspective, the board effectiveness is evaluated on the basis of three
structural variables: the board composition, namely the proportion between external, independent and
internal board directors, leadership structure, duality in board chairperson and CEO positions, and the
board size.

Board composition

The board composition indicates the ratio between the number of non-executive, independent
directors (outsiders) and the number of executive directors (insiders), based on following classification
of board directors (Tricker, 2009):

— Executive director - is a member of the board who is an executive manager, too;
— Non-executive director - is a board member who does not hold any executive management
position;

— The affiliated or connected non-executive director - is director who, even though not being a
manager, does have some relationship with the company. The relationship might be that the
director is a retired executive of that company; is a close relative of the chairman; was
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nominated by a large shareholder; is linked with major supplier, distributor, customer, or
financial partner; etc.;

— The independent non-executive director - has no affiliation or other relationship with the
company that could affect the exercise of objective, independent judgment. The independent
non-executive director’s role essentially could be perceived from two different points of view
(Mallin, 2010, p. 173). One, that has been given much emphasis in the last decade, is as a
control of executive directors. Second is contribution that non-executive directors can make to
the overall leadership and development of the company.

In accordance with previous deliberation, we can conclude that even among non/executive
members differences exist in terms of their roles. There is a difference between the non-executive
director and non-executive independent director. The idea of non-executive directors independence is
emphasized in various codes and reports: Cadbury Report (1992) stated that non-executive directors
should be independent of management and free from any business or other relationship which could
materially interfere with the exercise of their independent judgment; OECD principles (2004) stated
that a sufficient number of board members will need to be independent (regulatory rules should define
the necessary and sufficient number of independent directors); The Combined Code (2008) states that
the board should identify in the annual report each non-executive director it considers to be
independent. Although there are different independence standards, the key risk for investors is that the
independence standards will not in reality result in truly independent directors. The United Kingdom
Corporate Governance Code sets out a number of tests for independence. Non-executive independent
position will be compromised if (Bain & Barker, 2010, p. 62): they've been appointed by a major
shareholder; they have significant links with other directors; they have close family ties to the
business, including ties to its advisers; they receive renumeration and rewards from the company other
than their fees or have been an employee of the company within the past five years; their term of
office exceeds nine years.

According to various codes, it can be conclude that independence is a complex issue. It is
generally taken as meaning that there are no relationships or circumstances that might affect the
director’s judgment. Independence is defined as having "no material relationship with the listed
company, either directly or as a partner, shareholder, or officer of an organization that has a
relationship with the company" (Mallin, 2010, p. 175). Independence is important for monitoring role
performance. It enables a director to objectively evaluate the top executives, strategy, business model
and risk management policies. It also provides mean for objective measurement of corporate
performance against predetermined targets. Independence means that compensation arrangements are
established through arms-length negotiation and that acquisitions are determined in the best interest of
shareholders (Larcker & Tayan, 2011, pp. 142-143). While definitions of independence vary, most
agree that in order to be independent, director should not have any other relationship to the company
aside from the position in the board. This excludes not just full-time employees, but also employees’
family members and consultants (Monks & Minow, 2002, p.190).

In reference to the definitions of independence and previous classification of board directors,
generally, there are four possible board structures — a board with all executive directors, a board with a
majority of executive directors, a board with an majority non-executive director, and board with non-
executive directors only (Tricker, 2009, pp.60-63).

In the all executive director board the top managers are also the directors. This structure is
found in many small, family firms and start-up businesses. The key determinant is that directors on
such boards rarely make clear distinction between their roles as managers and their roles as directors.
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In the majority executive director board some non-executive directors have been included in the
board decision making, even though remain minority. Non-executive directors participate in board
activities for various reasons. The executive directors of a successful, growing company may feel the
need for additional expertise to back up their own experience, get involved in new technologies, or
face more complex managerial or financial issues. However, in the majority executive director board,
executive directors continue to exercise considerable power. The conventional wisdom was that non-
executive directors could be quite useful on board, adding additional experience, and insights to
discussions, but they should never be majority. In that sense, executive directors wielded the power
over what they perceived as "their" company. However, the majority of the boards of the most
successful listed companies are dominated by non-executive directors and the most of them are likely
to be independent.

When non-executive directors are in the majority, the board culture, its internal relationships
and activities are in most cases different comparing to boards dominated by executive directors.
Consequently, the outside directors are expected to provide oversight and supervision of executive
activities, the achievement of corporate objectives and assurance of compliance with corporate
governance regulations.

In the all non-executive directors board the outside directors are expected to execute duties
without undue influence from management, because they don’t have to report to the CEO. They are
expected to provide expertise and guidance in defining company strategy and business model, and are
better in performing monitoring role of the board comparing to insiders. However, outside directors
tend to have less information about internal activities than inside directors. This information gap is
more likely to occur when specialized knowledge is required to run the company. Quality of decision
making can be jeopardized when information gap occurs or when outsiders lack independence
(Larcker & Tayan, 2011, p. 139).

Although companies are required to meet the independence standards, it does not guarantee that
outside directors are truly independent. From this perspective, when being nominated by insiders,
outsiders are formally independent, but in reality they are not. When this occurs, quantitative indicator
for outside representation becomes deceiving. These findings indicate the need for a further research
of board composition and members’ characteristics.

Leadership structure

Leadership structure can be defined as duality in board chairperson and CEO positions. The key
dilemma about leadership structure in contemporary corporate governance literature is whether the
chairman and CEO roles should be combined in one person or not. The chief executive officer (CEO)
has the executive responsibility for the running of the company; on the other hand, the chairman has
other responsibilities: presiding the board, making sure that directors have all the necessary
information and provide equal opportunity to participate in board decision making (Mallin, 2010, p.
167). The primary task of the chairman is to chair their boards. This is what they have been appointed
to do and, the duties at the top of company may be divided, chairing the board is their responsibility
alone (Cadbury Report, 1992). The difference between the authority of chairman and that of chief
executives is that chairmen carry out the authority of the board, while chief executives carry out the
authority delegated to them by the board.

According to the agency theory and UK Code on Corporate Governance, the roles of chairman
and CEO should not be exercised by the same individual. The division of responsibilities between the
chairman and CEO should be clearly established (UK Code on Corporate Governance). The two roles
should not therefore be combined and carried out by one person, as this would give an individual too
much power. The argument is that separation leads to the balance of power distribution, avoids the
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potential for power abuse, and enables the chief executive to concentrate on management, whilst the
chairman handles the running of the board and relations with shareholders (Tricker, 2009, p. 58).

Despite the well honed recommendation around the world that the chairman/CEO positions
should be separate, in the United States the roles are frequently combined. According to stewardship
theory, duality in positions has a positive implication on the board effectiveness since this enables the
power and authority to be concentrated in one person acting in best company’s interests (Daily &
Johnson, 1997). It is more important to establish the organizational structure that will facilitate
corporate governance, than enable monitoring and control of management (Davis, Schoorman, &
Donaldson, 1997). Duality in positions makes sense, because the CEO knows the way the company
operates.

The CEO has greater access to current and comprehensive information about the state of the
company comparing to other board members, resulting in disbalance of power and influence in his
favor. In contrast, the typical outside director’s access to information about company affairs is limited,
in most cases due to the part-time nature of the directors’ engagement. Lack of information puts
directors at a serious disadvantage when it comes to assuming a leadership role in boardroom
discussions (Conger, Lawler, & Finegold, 2001, p. 58). The arguments in favour of combined roles is
that a one leader should run dynamic organization, while dividing leadership duties leads to conflict
(Tricker, 2009, p. 59). In addition, there are clear advantages of combining the CEO and chairman
roles. By centralizing board leadership in a single individual, there is no ambiguity concerning who
runs the business. This way any possibility of dysfunctional conflict between CEO and board
chairman is eliminated, while positive effects are generated. The combined CEO/chair roles make it
easier for CEO to take the advantage of the board as an advisory body (Conger, Lawler, & Finegold,
2001, p. 59).

Recently, a number of dramatic and heavily reported companies in the US collapsed, apparently
due to abuse of power by the head of the company. It is therefore obvious that institutional investors
should make additional efforts in order to separate these roles. A powerful argument against duality in
positions of board chairman and CEO is that they are fundamentally different. CEO was appointed to
lead the company, while the chairman was appointed to lead the board (Nikolic & Eri¢, 2011).

In parallel with different research results and conclusions, the roles of chairman and CEO
continue to be one of the unresolved dilemmas in corporate governance (Chia-Wei Chen, Barry Lin, &
Bingsheng Yi, 2008). Many governance experts assert that it is important to separate positions of
chairman from the position of CEO (Dalton & Dalton, 2005; Roberts, McNulty, & Stiles, 2005). This
argument is gaining widespread support as a corporate governance best practice. However, when the
roles of chairman and CEO are separated, the relationship between the chairman and CEO is one of
most crucial and delicate relationships in organization. It is the case because these may be the people
of significance with high public profiles, and big stakes can be involved. It involves close liaison
between two persons, each of them having the power to influence another one (Tricker, 2009, p. 257).
Although it is difficult to maintain the proper leadership balance between the board chair and the
CEQ, it can be concluded that separation of positions is a preferable solution.

Board size

Board size, defined as a number of board members, is another issue under dispute. The board
size has tendency to be related to the company size (for instance, companies with annual revenues of
10 million $ have 7 directors, on average, and companies with revenues of more than 10 billion $ have
11 directors, on average) (Larcker & Tayan, 2011, p. 155). Optimal board size may vary according to
the board’s life cycle, its mission, as well as fundraising requirements.
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Agency theory standpoint is that the number of board members is an indicator of CEO
domination. The number of members and the degree of CEO’s domination are negatively correlated,
leading to improved management monitoring (Zahra & Pearce, 1989). Larger boards have more
resources at disposal to dedicate to both, oversight and advisory function (Larcker & Tayan, 2011, p.
155). They have an enhanced capacity for co-opting external influences and generating critical
resources (Johnson et al., 1996), as well as take the advantage of experience diversity (Larcker &
Tayan, 2011, p. 55).

However, Hermalin and Weisbach (2003) argued that larger boards can be less effective than
small boards. A large board meetings could result in increased potential of conflict, since expressing
opinions within a large group is generally time consuming and frequently results in a lack of
cohesiveness (Lipton and Lorch, 1992). In addition, the problem of coordination outweighs the
advantages of having more directors (Jensen, 1993) and it often moves into a more symbolic role
(Hermalin & Weisback, 2003).

Board size may affect the strategic board role. According to Judge and Zeithalm (1992) board
size is negatively correlated with the degree of board involvement in strategic decision-making. When
the boards are large, constructive discussion and creative conflict between the members are facing
constraints. Large boards suffer from ineffective decision making, less candid discussion,
responsibility overlap, and risk aversion (Larcker & Tayan, B, 2011, p. 155). In addition, if the
strategic changes in company’s development are analyzed it can be concluded a negative correlation
between the board size and the degree of strategic changes exists (Levrau & Van den Berghe, 2007b).
Given the tradeoffs, many experts believe theoretically optimal board size exists. Over time, as the
function of the board changed from being almost symbolic to nowadays when boards fulfill their
responsibilities in full capacity, there was a need for resizing. Generally, the average board is getting
smaller, and therefore the board dynamic is easier. Moreover, with the rapid rise in directors’
compensations, the costs of large board are being assessed against the possible benefits, and in many
cases the conclusion has been that the costs far exceed the benefits. There are many possible
explanations, but probably the most important is that boards are becoming more functional. Another
reason has been the increase of the responsibilities and directors duties, both through legislative and
regulation. Directors are fulfilling obligations, and within a smaller, more structured board, they are in
better position to do so (Leblanc & Gillies, 2005, p. 119).

Much of the public debate on board structure has focused on pressure for smaller board size. It
is argued that although larger board size initially facilitates key board roles, there comes to the point
when larger boards suffer from coordination and communication issues, and hence board effectiveness
declines (Lipton & Lorsch, 1992; Jensen, 1993). Lipton & Lorch (1992) recommended limiting the
number of directors to seven or eight, as more than that would be difficult for the chairman to control.
On the other hand, small boards lack the advantage of having the spread of expert advice and opinion.
Large boards have in their disposal diversity in terms of experience, skills, gender and nationality
(Dalton & Dalton, 2005). “Expropriation of wealth” by the CEO or inside directors is relatively easier
with smaller boards due to relatively few outside directors. Directors in a small board are preoccupied
with the decision making process, lacking time for monitoring activities (Shakir, 2008).

The traditional model of board effectiveness

From traditional perspective, the board effectiveness model based on the assumption that the
board structure determines its effectiveness and the company’s financial results has been developed
(Zahra & Pearce, 1989; Daily & Dalton, 1994; Dalton et al., 1998; Dalton et al., 1999). The theoretical
research framework is based on agency theory and stewardship theory. With reference to the main
agency theory hypothesis, the board effectiveness is affected by degree of its independency from the
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management. It is thus logical to conclude that the board should be composed of a large number of
independent directors (Babi¢, Nikoli¢, & Eri¢, 2011). Thus, research evidence findings suggest that
boards composed of a large number of independent, non-executive members are more effective due to
enhanced capacity of exercising objective control of managers (Johnson, Daily, & Ellstrand, 1996).
According to the agency theory, the position of the chairman and CEO should be separated. However,
with reference to the stewardship theory which argues that the management act in the owners’ interest,
the boards composed of a large number of internal, executive members have better performance. Also,
duality chairman/CEO position has positive influence on the board effectiveness. Board effectiveness
depends on its strategic role implicitly affirming the hypothesis that the boards composed of a large
number of internal, executive members are in fact more effective ones, for the executive members
possess the required knowledge, skills, and information for making the strategic decisions (Levrau &
Van den Berghe, 2007a). The given stances being at odds indicate that correlation between board
composition and effectiveness in fact depends on the theoretical research framework and the role of
the board whose effectiveness is being evaluated (Babi¢, Nikoli¢, & Eri¢, 2011).

Although the results of empirical studies referring board structure impact on the board
effectiveness are ambiguous, it can be concluded that traditional research is based on the idea that the
structural characteristics determine the board effectiveness, and therefore corporate performance. In
the context of these considerations, defining the principles and regulations regarding board structure
are major prerequisite for effective corporate governance. Improvement in corporate governance can
be achieved through restructuring the board, which means increasing the number of non-executive
independent directors, the separation of the board chair and the CEO position, and defining optimal
board size (Dalton et al., 1994).

BOARD BOARD
STRUCTURE EFFECTIVENESS CORPORATE
e Control role FINANCIAL

\ Boarp p * Service role PERFORMANCE
1\ BOARD 2
I\ COMPOSITION /} o Strategic role
Ny T )
| ADERSHIP |
| STRUCTURE i

Figure 1. Traditional model of board effectiveness

Source: Adapted from Leblanc, R. & Gillies, J. (2005). Inside the boardroom. John Wiley and Sons, Canada, p. 133.

Board structure and corporate performance

Although in many cases implicit, claims that codes and regulations designed to improve
corporate governance have been devised primarily to eliminate conflict and to restrain managers’
power, until nowadays researchers are making considerable effort to determine whether the changes in
board structure have impact on corporate financial performance, as well. Measures such as Return on
Assets (ROA), Return on Equity (ROE), Dividend Yield (DY), Tobin Q and EPS (Earnings Per Share)
are financial performance measures that are most frequently used at academic research. These
measures of corporate performance have been used extensively in research in corporate governance.
ROA measures how much profits a firm can achieve using one unit of assets. It helps to evaluate the
result of managerial decisions on the use of assets which have been entrusted to them. ROE measures

55



BOARD STRUCTURE AND CORPORATE PERFORMANCE: TRADITIONAL VS.
CONTEMPORARY APPROACH

the earnings generated by shareholders’ equity of a period of time, usually one year. It encompasses
three main levers which management can utilize to ensure health of the firm: profitability; asset
management; and financial leverage. DY refers to the annual dividend per share divided by current
stock price. DY is an easy way to compare relative attractiveness of various dividend-paying stocks.
Tobin Q refers to the market value of total assets divided by the book value of total assets. Earnings
per share refers to the portion of a company's profit allocated to each outstanding share of common
stock (Topak, 2011; Ongore & K’Obonyo, 2011). In the following considerations, different empirical
research results exploring this relationship between the key structural variables and corporate financial
performance will be discussed.

Board composition and corporate performance

There is disagreement among researchers regarding the optimal board composition. According
to Zahra and Pearce, (1989) effective boards will have high proportion of outside directors. Daily and
Dalton (1994) explore key determinants of the relationship between board composition and financial
results, highlighting that successful companies tend to have a higher percentage of external directors.
According to Johnson et al. (1996), the boards with more independent, non-executive members are
more effective, due to increased ability to control managers, therefore contributing increased financial
performance.

Even so, there is insufficient and contradictory empirical evidence that a preponderance of
outside directors is associated with improved corporate performance. Some researchers argue that:
higher outsider ratio is positively correlated with enhanced corporate performance (Daily & Dalton,
1994), is not a factor influencing performance (Kesner & Johnson, 1990, Daily & Dalton, 1992; Daily
& Dalton, 1993,), or has negative effect on corporate performance (Baysinger, Kosnik, & Turk, 1991;
Goodstein & Boeker, 1991).

Anyway, one of the most frequently referred to is the empirical study examining the
relationship between the board structure and company performance in large corporations, conducted
by Milstein and MacAvoy (Leblanc et al., 2005, p. 123). The study results indicate that well managed
companies have, on average, 7% better performance comparing to competitors (performance measure
was five years change in stock price). However, it is impossible to conclude whether the improvement
in performance was due to the changes in governance or a consequence of other factors, such as
substantial changes in marketplace.

Rosenstein and Wyatt (1990) argued that adding an outside director to the board leads to a
statistically significant increase in stock price during initial public offering (IPO). Interestingly, added
insider to the board face negative reaction by shareholders if he is minor stockholder, but their reaction
is opposite if he holds major share of company stocks. The impact of outside directors on the long-
term operating company performance is unclear. Bhagat and Bernard (2002) found almost no
relationship between the percentage of outsiders and the long-term performance of the company’s
stock.

Jackling and Johl (2009) argued that the greater proportion of outside directors would be
positively associated with firm performance. The results show some evidence of a positive and
significant relationship between board composition in terms of outside directors and financial
performance as measured by Tobin’s Q. In Duchin, Matsusaka and Ozbas (2010) found that the
effectiveness of outside directors depends on the cost of acquiring relevant information. When the
access to information is facilitated, company performances rise following the appointment of outsiders
to the board. Otherwise, company performances decrease. The findings tend to support the idea that
outside directors are more effective when it is easy to close the information gap between insider and
outsider knowledge.
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However, research results are often contradictory, making it difficult to make general
conclusions about the correlation between board composition and company performance. Actually,
outside directors have both positive and negative influence. Outsiders have the potential to bring
expertise and independence to the board, which can reduce agency costs and improve firm
performance. However, outsiders tend to have information disadvantage that can decrease their
effectiveness. Even though the research results are inconclusive, shareholders should pay special
attention to this problem. Further research efforts should be dedicated to more in depth, reliable and
comparable measurements scales.

Leadership structure and corporate performance

Researchers have studied the impact of separating the chairman and CEO roles on corporate
performance. Whether combining or separating the leadership is beneficial to the firm is an empirical
question. However, the empirical evidence is ambiguous and inconclusive (Chia-Wei Chen, J. Lin &
Bingsheng Yi, 2008). Most studies have found evidence that separation leads to improved corporate
performance. According to Donaldson and Davis (1991) there is a positive correlation between the
dual board structure and the company's financial results. Contrary to these findings, Rechner and
Dalton (1991) indicate that the separation of chairman and CEO can be associated with better
company performance. Daily and Dalton (1994) highlight some of the key aspects of relationship
between board composition, leadership structure and its financial results. The results of their study
provide evidence that successful companies have a higher percentage of external members and there is
no duality between the position of CEO and chairman.

However, some empirical results indicate that there is no evidence that separation leads to
improved corporate performance. Baliga, Moyer and Rao (1996) found that companies that separate
CEO/chairman roles do not exhibit significantly positive stock price returns during IPO. They also
found no evidence that change in the independence position of the chairman has any impact on the
company operating performance, and only week evidence that it leads to long-term market value
creation. Similarly, Boyd (1995) provided a meta analyses of several papers on chairman/CEO duality
and found, no statistically significant relationship between the independence status of the chairman
and corporate performance. Due to contradictory empirical studies, general conclusion cannot be
derived. The evidence suggests that an independent chairmanship does not necessarily generate
improved corporate outcomes, neither duality results in diminished shareholder value. Depending on
circumstances, decision of whether to split the chairman and CEO roles, or not, should stay within
discretion right of shareholders (Larcker & Tayan, 2011, pp. 135-136).

Board size and corporate performance

Also, researchers have examined the relationship between board size and corporate
performance. Yermack (1996) measured the relationship between board size and firm value. He found
that as board size increases, firm values going down. The largest deterioration in value occurs when
board size is between five and ten directors, suggesting that inefficiencies cumulate the most within
this range. The author concluded that between board size and firm value an inverse correlation exists.
Van den Berge and Levrau (2004) found that board size positively influences its effectiveness in
performing the control role and enhancing corporate performance.

However, Coles, Daniel and Naveen (2008) argued that other factors influence the relationship
between board size and firm value, as well. The authors argued that complex companies might benefit
from large boards, because they bring more information to the decision-making process. In this sense,
a large board should have positive performance effect at complex companies where incremental
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expertise is needed. They found that board size is negatively correlated for simple firms and positively
correlated for complex firms. This evidence casts doubt on the idea that smaller boards with fewer
insiders are necessarily value improving (Larcker & Tayan, 2011, pp. 155-156). Although a host of
theory-driven rationales suggest a relationship between board size and corporate performance, the
literature provides no consensus about the nature of that relationship (Daily et al., 1999).

Using the largest sample employed to date over a long time period, Guest (2009) examines the
impact of board size on firm performance. The conclusion is that board size has a negative impact on
firm performance. Also, he found that large firms that have large boards, exhibit stronger negative
relation board size — performance. Therefore, board size has a strong negative impact on profitability,
Tobin’s Q and share returns. The empirical evidence appears to support this view, with a majority of
studies advocating a significantly negative relation between board size and corporate performance. If
larger board size indeed “causes” worse performance, then larger boards would represent inefficient
governance that could possibly be improved by a “one size fits all” approach to board size (Guest,
2009).

The above arguments were empirically tested and a negative association between board size and
performance were reported by Yermack (1996), Eisenberg, Sundgren and Wells (1998) and Barnhart
and Rosenstein (1998). Yermarck (1996) analyzed a sample of 452 large U.S industrial corporations in
period 1984-1991 and consistently found an inverse relationship between board size and firm value.
Following Yermarck’s analysis of large firms, Eisenberg, Sundgren and Wells (1998) tested the
relationship between board size and profitability of small and medium Finnish firms. They presented
evidence of a negative association between board size and profitability, thus supporting the theory put
forward by Lipton and Lorch (1992) and Jensen (1993). Similarly, Barnhart and Rosenstein (1998)
found that firms with small boards outperform firms with large boards. Vafeas (2000) reported that
firms with the smallest boards (minimum of five board members) are better informed and thus can be
regarded as having increased monitoring capacities (Shakir, 2008).

Bennedsen, Kongsted and Nielsen (2004), in their analysis of small and medium-sized closely
held Denmark corporations reported that board size with less than six members has no effect on
performance, but significant negative relation exists when the board size increases to seven or more
directors. Bennedsen, Kongsted and Nielsen (2008) approve the board directors’ size is negatively
related to performance on a panel of 700 companies in Denmark. Cheng et al. (2008) focused on 350
firms of Yermack (1996)’s sample over the same period approve this correlation. However, Kiel and
Nicholson (2003) found a positive relationship between board directors’ size and performance in
Australia.

There are various arguments regarding board size. All the prior studies find either negative or
positive relationship between board size and firm performance. The results of the recent study
conducted by Topac (2011) contradict with the results of all prior studies. This study reveals that there
is no relationship between board size and performance. Nevertheless, further research of should be
carried out in order to clarify how different circumstances and variables affect relationship between
board size and corporate performance.

Corporate board in the contemporary corporate governance approach

Limitations of traditional research perspective and results ambiguity led to development of new
research perspectives to this issue. Development of behavioral perspective indicates that the actual
board structure although necessary, is not the only condition for board effectiveness as precondition
for improvement of corporate performances. Boards’ effectiveness has been analyzed depending on
processes within boards and the board members individual characteristics and. Consistent with
behavioral perspective, many authors conclude that board effectiveness is influenced by the following
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board processes: cognitive conflict, efforts norms, and use of knowledge and skills. Opening the black
box of board behaviour and understanding the board processes implies the involvement of individual
characteristics of board members into board effectiveness analysis (Babi¢, Nikoli¢, & Eri¢, 2011).

Board effectiveness is not merely influenced by formal board structure, but is also by
interactions and processes within boards. Nonetheless, this does not imply the irrelevance of structural
variables, but rather suggests they should be perceived as factors influencing board behavior. The
actual board structure forms a precondition for generating effective relations and interactions among
board members. Studying of both structural variables in line with traditional perspective and socio-
psychological factors influencing board’s behavior in line with behavioral perspective is expected to
offer the integrative approach.

The integrative approach encompasses both research perspectives and indicates that structural
and process variables are interdependent and that their combined influence indicates on the actual
degree of board effectiveness.

In general, development of integrative framework raises new issues and requires in depth
analysis of factors influencing board effectiveness and consequently corporate performance. Academic
debate on optimal corporate governance structure appears was mainly directed to the role of board
disregarding other equally important aspects of governance such as institutional framework,
ownership structure and managerial discretion. Thus, the corporate governance framework in its
current form is evidently lacking monitoring, aligning the owners, directors and managers' interests
and actions with wealth creation and stakeholders interests. Ownership structure has a direct bearing
on the risk-taking orientation of the firm. Agency problems arise whenever investment ideas and
preferences of principals (owners) are at variance with those of their agents. Hence, the board of
directors acts as mediator between the principals and agents, and is in charged for three main roles:
control, service and strategic. The board effectiveness seen as the degree to which boards are
successful in carrying out their roles depends on both, board structure and board processes. In
addition, the board helps in, among other ways, monitoring and controlling managerial discretion.
Broadly speaking, there are two major influences on managerial discretion. The key internal
influences moderating managerial discretion (imposed by the board) include intangible resources, firm
leverage, size, organizational design and culture. Aside from internal, there are external influences that
pertain to the role of markets in monitoring and controlling managers. The most significant market-
related constraints arise from industry structure, managerial labor markets, product markets and
financial markets.

In order to examine factors impacting corporate performance it is necessary to analyze
institutional framework determining internal mechanisms of corporate governance such as ownership
and board structure. Likewise, market influences and internal influences must be further investigated.
Relevant conclusions referring relationship between board effectiveness and corporate performance, as
well as recommended improvement measures, can be devised after comprehensive and thorough
analysis above mentioned aspects. This paper, therefore, proposes a conceptual framework (Figure 2)
combining various influences on corporate performance. This framework can shed more light and help
in better understanding the relationship between corporate governance system and corporate
performance, representing potential foundation for further research.
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Figure 2. Conceptual framework: Corporate governance-corporate performance relation
Source: Adapted from Ongore, V.O. & K’Obonyo, K.O. (2011). Effects of selected corporate governance characteristics on
firm performance: Empirical evidence. International Journal of Economics and Financial Issues, 1, 99-122.
Conclusions
In this area of increased attention to corporate governance, board effectiveness has taken the

important role. Traditional research of factors influencing board effectiveness mainly focuses on the
limited number of board structural characteristics. This approach proved to be inadequate since it
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points out the fact that board structure has crucial affect on board effectiveness and corporate
performance.

Hypothesis H1 is not corroborated, since outside directors have both positive and negative
influence in various circumstances, resulting in often contradictory research results. Hypothesis H2 is
confirmed, even though empirical results are not consistent, recommendation is in favor of separation
between CEO and chairman position. Hypothesis H3 affirms negative relationship between board size
and firm performance, in most cases.

Starting from the limitations of traditional research and inconsistencies in empirical results,
there has been the development of new behavioral approach, emphasizing the socio-psychological
factors in the board effectiveness research. From behavioral perspective, board effectiveness is not
merely influenced by formal board structure, but by interactions and processes within boards, as well.
Clearly, structure cannot be disregarded, but results in partial consideration of board effectiveness.

In addition, recent studies indicate that it is important to take a count other relevant factors, such
as institutional framework, ownership structure, managerial discretion, as well as many important
internal and market influences. It is also necessary to have in mind performance evaluation indicators,
either financial or nonfinancial, or both, because consistency and comparability of research results rely
on them. In this paper, financial indicators are analyzed. Although there are examples of a positive
correlation between the board structure and corporate performance, it is not possible make general
conclusions due to the lack of empirical evidence. Therefore, future research efforts should be pointed
toward combining of different research perspectives and investigating impact not only on financial,
but organizational performance as well.
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CULTURAL INFLUENCES ON REWARD SYSTEM IN ORGANIZATIO NS

Dusan Moji¢*

Abstract: The relationship between national cultural valieesd reward system in organizations have been
analyzed in the paper. It is revealed that the caaf reward principle (equity, equality or neegd)to a large
extent, determined by cultural factors. Individsali/ collectivism dimension has been emphasiz¢ldeasiost
important in that respect. Finally, it is possilite identify two cultural patterns or clusters, whiare suitable
for the creation of two different reward systemsorganizations — a system based on equity principld a
system based on equality principle.

Keywords: organizations, national culture, reward system

Introduction

The importance and relevance of cultural factordesigning structures, systems and processes
in organizations have been widely recognized in tiheory and research of management and
organization in the last few decades. Significaart pf these analyses has been devoted to impact of
cultural values and norms on designing and funaipof the reward or compensation system. Main
goal of this paper is to present the most importhebretical and empirical contributions in that
respect and to point to some possible researcip@uatical implications of these findings.

Reward system in organizations represents a pantiddr field of study — Human Resource
Management — HRM, which itself is a part of orgatianal science dealing with all aspects of the
employment in an organization (Pekowet al. 2006). HRM in organizations usually inclade
following activities: workforce planning, recruitme and selection, education and training,
performance appraisal and compensation, careetapewent, etc. (Jagtijevi¢, 2004). According to
Bratton and Gold (1999), HRM activities can be sifisd into the following five functional areas:

Staffing;

Rewards;

Employee development;
Employee maintenance;
Employee relations.

a s wbh e

Employee reward system is definitely the most oftenceived element of the HRM system,
because it has the utmost importance for the erapbyo whom it refers to, but also for the managers
who apply it. The reward system defines, among reththe financial rewards as one the most
important motivational factor in an organizations Aor the managerial point of view, the
compensation system is the single most importaatnsér influencing the employee behavior.

Reward system in its narrow sense includes moreygg status and/or services provided by
the employer to employees in exchange for the werkormed. In its wider sense, reward system can
include performance appraisal system, which has amby developmental purpose, but also an
important role in determining the level of salariesnuses and similar reward schemes.
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Compensation system consists of two types of resvdidancial and non-financial. Financial
rewards refer to salary system (including directl amdirect rewards). Non-financial rewards are
respect, performing a challenging job, status,qreakdevelopment opportunities, etc. These arasll,
we can see, psychological rewards for the emploiyetheir workplaces (Bogevi¢, Miliki ¢, 2008).

Culture and reward system

Compensation in organizations, along with motivateind performance appraisal, represents
one of three mostly studied areas of HRM in intkural management (Jatmevi¢, 2004). Generally,
variations in these and other aspects of HRM irmoizations in different societies have been mostly
explained by cultural, but also by institutionattiars. Namely, it is rightfully argued that cultura
explanation itself is not enough, and institutiofedtors influencing HRM in organizations such as
political, economic and legal system, tradition influstrial relations, organization and overall
influence of trade unions and similar factors mhestaken into account (Sparrow et al. 2004).

However, the majority of authors argue that the \wawhich the rewards have been allocated
in organizations is dominantly determined by cw@tuwralues and norms (Schuler, Rogovsky, 1998;
Hofstede, 2001; Tosi, Greckhamer, 2004). Earleylamed (1997) remind that “mechanical” transfer
of reward system into another culture can resditsifailure and, finally, in total rejection of kurally
“inappropriate” principles and practice.

Generally, employees can be rewarded based on mbsilts principle of equity, equally
(principle of equality, or based on their needwificiple of neell These principles are often called
also the principles of distributive justice. Huoda®teers (1993) concluded that there is a sigmifica
empirical support for the claim that culture playsimportant role in deciding who will get rewards
organizations and what kind of rewards it will Ha. their opinion, culture can influence the
compensation system in three ways:

1. By determining what is considered to be impdréard valuable for employees;
2. By defining the way in which motivation and perhance are analyzed or evaluated,;

3. By pointing at possible (culturally appropriatedlutions for problems of motivation,
available for managers in organizations.

Comparative studies of reward systems in diffepetiures have been mainly focused on three
key questions:

— Overall level of rewards;
- Reward structure (ratio of financial and non-finahcewards);
— Types or forms of rewards (combination of direall amdirect salaries) (Sparrow, 1999).

Although Geert Hofstede’s contribution in studyitite impact of national culture on most
processes, structures and systems in organizagowsdely recognized and well-known, here it is
most appreciated. There is almost no serious reflsedrout the relationship between cultural factors
and reward system without some reliance on Hof&edwdel (Gomez-Mejia, Welbourne, 1991;
Schuler, Rogovsky, 1998; etc).

When speaking about particular dimensions of natiaulture, most attention have been
devoted to the relationship between individualiotiéctivism and rewards in organizations.
Generally, studies mainly point at the use of ggpfinciple in individualistic cultures and prindép
of equality in collectivistic cultures. Individuatic cultures value competition, achievement and
personal goals and, therefore, promote principlaesfard that recognizes and values individual
contributions. On the other side, collectivistidtates emphasize cooperation, interdependence and
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group goals and, because of that, prefer compemsaiystems that support and maintain group
harmony (Aguinis, Henle, 2003). However, it is imjamt to remind on the fact that collectivistic
cultures differentiate among so-calledgroup members (members of primary groups) and so-called
out-group members (members of “outside” groups), applying phinciple of equality orn-group
members, and the equity principle aumt-groupmembers (Leung, Bond, 1984).

US companies prefer reward systems based on thiy @gunciple, as the best way to motivate
employees, while more collectivistic cultures swh Japan, South Korea and Taiwan reject this
principle almost completely (Steers, Sanchez-Ru2@®e2). Empirical findings also supported the
hypothesis that, for example, Swedish collectigistientation would result in the choice of equalit
based reward principle, while US individualisticiemtation will favor equity-basedprinciple of
compensation. Cultural dimension of individualisatlectivism acts as a moderating variable in
determining the preferences of reward allocaticarlgy, Singh, 1995).

Brown and Reich (1997) showed that US companieodote reward system based on
individual performance (because of the dominantviddalistic values), while Japanese companies
mostly favor seniority principle (rewarding longte employed and older members), as one aspect of
collectivism. It is interesting that attempts tdroduce compensation systems based on individual
performance (as in Western culture) increased tivexpenses of workforce. Namely, companies
with such schemes could not reduce salaries ofplestuctive workers (in order to “save their face”)
Group harmonywa) would be also violated, so salaries were incrgdee all employees and new
compensation scheme showed to be culturally inggjate, and therefore unsuccessful.

Study of students’ attitudes from USA, Japan andtlisdorea (Kim et al. 1990) revealed,
however, that equity reward principle can be traicedll three cultures, but with different strength
Individualism influences such differences, althodgpan (with significantly lower score compared to
USA on this dimension) was not so distant in tha&spect. The authors argue that
“masculinity/femininity” dimension moderates theoab-mentioned influence of individualism and
collectivism in Japan. Generally, in collectivistioltures people tend to believe that too much rdwa
differentiation should be avoided in organizatiam®rder to keep the harmony of in-group relations.
However, in Japan, strong achievement orientatimhstrive for business success can explain similar
reward attitudes of Japanese and US students.

Systems of individual rewards in US companies témdmake clear connection between
compensation and corporate financial success, Iphasizing the importance of personal results. In
other cultures, the principle of equality is mopprpriate, promoting compensation based on group
effort and performance. The relationship betweancpples of distributional justice and culture is
very important, particularly regarding individuatig&ollectivism dimension. For example, one US
based multinational company failed to introducevitially based compensation system in its Danish
subsidiary because local employees refused to tisoep differentiation between different groups in
organization. Strong egalitarian values led membeéthis subsidiary to opt for equal rewards indtea
for increased individual bonuses (Steers, Sanchem&® 2002).

Also, it is often argued that in individualisticltures the relationship between an individual and
an organization is rational and calculative, fouhd® a contract. Because of that, in such cultures
there is a strong preference towards the equihciplie In collectivistic cultures, on the other side, an
organization is seen as a family and relationsleippvben individual and collective is emotional and
ethical, favoring the use of equality principler@ward allocation. Nevertheless, as already meetipn
the equality principle in collectivistic cultures valid only forin-group members, whileewards to
out-groupmembers are distributed also according to equitycjple.

Most important needs in individualistic cultureg anaterial needs and needs for achievement,
SO most important rewards are based on finanaighitives and possibilities for self-improvement and
advancement. In collectivistic cultures, needsstxurity and relatedness are the most prominedt, an
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compensation system should take this fact into @ticdndividualistic cultural values are compatible
with formalized performance appraisal system (basedevaluation of individual performance).
Therefore, performance appraisal system and mareagdmy objectives (MBO) are most commonly
found in individualistic cultures.

On the other side, in collectivistic cultures théea strong resistance towards individually
based performance evaluation, making the use ohdlized performance appraisal system and
management by objectives almost impossible. Then messon is the concept of “saving face”, very
common in collectivistic cultures, stating that ksipand public evaluation of individual performaa
of the organizational member endangers the grobpsion, and it is therefore unacceptable.

Similarly, in cultures with strong individualism wards are mainly based on individual
performance, while in collectivistic cultures saityy formal education and skills, etc. are more
appreciated. More developed reward schemes, suctpagsfor performance can be found
predominantly in individualistic cultures, as wa#l individual bonuses and variable pay. Contrary to
that, far more often group or team incentives carfdund in collectivistic cultures, together with
more important and more often various forms of financial incentives such as child care, organized
transportation, etc. (Jamevic¢, 2004).

Power distance also significantly influences rewagdtem in organizations. This cultural
dimension informs us about the extent in which imequal distribution of power expected and
accepted in one culture. The same stands for aguaheeward distribution in organizations and its
cultural justification. In another words, the sglapan should be larger in cultures with stronger
power distance. The same logic is valid for someelits (status symbols), for example, separate
parking spaces for managers (one of the strongasifestations of US national culture in companies).

Gomez-Mejia and Welbourne (1991) state that inucef with stronger power distance
hierarchical compensation systems are more appiteprwith bigger salary span, reflecting status
differences between managers and subordinates.h®rother side, cultures with weaker power
distance are convenient for more egalitarian rewsystems, with smaller salary span and group
distribution of financial incentives.

Uncertainty avoidance determines culturally desgratnd acceptable level of uncertainty and
risk that is built in compensation system. Strongecertainty avoidance in national culture implies
lower risk (variability in pay) for majority of enhpyees. Aside for an emphasis on fixed pay, these
systems are also characterized by strong centtializand orientation towards internal organizationa
justice.

Contrary, in cultures with weaker uncertainty awawmde, larger portion of salaries can be
variable, compared to cultures with stronger uraiety avoidance (Schuler, Rogovsky, 1998). In such
systems variable part of a salary is a key elenenteward system, which is generally more
decentralized and flexible and much more orientedhtd external justice (Gomez-Mejia, Welbourne,
1991).

In accordance to this, pay for performance scheamesmore often in cultures with weaker
uncertainty avoidance, while reward systems basesdeaiority, formal qualifications and skills are
more common for cultures with stronger uncertastgidance. Similarly, bonuses and provisions as
reward forms are more frequent in former than ttefacultures. As for managerial reward systems,
weaker uncertainty avoidance culturally favors kigbhare of bonuses in their overall salaries. Non-
financial benefits are more important and moreroftecultures with stronger uncertainty avoidance
than in cultures with weaker uncertainty avoida@@ntijevi¢, 2004).

Pennings (1993) showed that more risk oriented @8agers were often ready to accept total
variability of their salaries, while European masagagreed to only 10% variability of financial
rewards. In similar vein, cultural differences aistiuence preferences of financial and non-finahci
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rewards. Schneider and Barsoux (1997) revealedetihatoyees in Sweden tend to choose free time
over additional income (although high taxes midhb anfluence this choice), while Japanese workers
prefer financial rewards (with almost complete otaion toward group-based performance and
incentives).

Employees in Japanese organizations tend to ugehalflof their sixteen days of holiday they
are entitled to (compared to thirty five days immkece and Germany). Namely, using all holiday days
could be understood as lack of commitment to a grawnd workers who do so or refuse to work
overtime have often been labeled as selfistigamama As a consequenckaroshi(death caused by
too exhausting work) is a very serious problemhefwhole Japanese society, while, on the other side
people from Sweden consider free time an impomant of their rights to healthy and happy life.

Finally, last dimension of national culture, “malee/feminine” values influence reward
system in organizations by emphasizing differepesyof gains/rewards. In “masculine” cultures the
focus is on achievement (“confirmed” by salary, blsio by advancement and challenging job), while
in “feminine” cultures job security, good relatidmgs between organizational members and overall
quality of life have been emphasized.

Strong focus on achievement of “masculine” cultunaglies result as a principle of distributive
justice, unlike “feminine” cultures, who emphasthe principle or norm of equality. Therefore, the
former cultures are more suitable for merit paytesys while the latter are more oriented toward
various forms of indirect rewards or benefits. Oofethe empirically best supported research
hypothesis is about the connection between stromastuline” values and rare presence of various
flexible benefits such as child care at workpla@@eer-break schemes and maternity leaves (Schuler,
Rogovsky, 1998).

Dominant “masculine” values are also congruent wither variability of salaries (especially
for managerial bonuses). Such cultural orientagisio implies sharper divide of gender roles, mgkin
differences in salaries of men and women more dabépthan in “feminine” culture. “Masculine”
cultures are more convenient for systems of indi@idperformance appraisal, as well as pay for
performance schemes. As for “feminine” culturesi@lemphasize the importance of overall quality
of life), individual result is less important ascaterion of personal evaluation and it is insepéra
from the personality itself, reducing that way tpessibility for application of the performance
appraisal system (Jaijevi¢, 2004).

The analysis presented in the paper showed ceitaitarity of the influences of some cultural
dimensions on reward system in organizations. CiMiem, strong uncertainty avoidance and
“feminine” values are culturally congruent with feeence of equality principle in organizations
(based on seniority, formal qualifications or ediwmg. On the other hand, individualistic cultures,
cultures with weak uncertainty avoidance and “mkgel values favor the use of compensation
system based on individual results or performafbe. same stands for the share of variable part of
salaries, being much bigger in former than lattétuces.

Nevertheless, when studying the relationship betweational culture and organizational
systems, structures and processes, it is alwayssipla to remind on the necessity of system or
holistic approach, i.e. viewing national cultureaasystem of assumptions and values rather than a
simple grouping of particular dimensions. In thasgect we can recognize two patterns (in Max
Weber’'s terminology “ideal types”) of cultural imgtaon the design of compensation system in
organizations.

Cultural pattern A includes low power distance andertainty avoidance, strong individualism
and mainly “masculine” values. The impact of thesétural orientations is very similar. Namely,
most important needs in this cultural pattern amgemal needs and needs for achievement, and
therefore, most important rewards are financialwetl as advancement possibilities. The basic
principle of distributive justice is the equity pciple. Performance appraisal system is individual,
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formal and clear. The share of variable in ovegdllary is very high, especially for managers.
Individually based incentives are prevailing, witks present non-financial employee benefits.

Cultural pattern B has high power distance and iaicey avoidance, collectivism and mainly
“feminine” values. Security needs and relatednessfar more emphasized. The reward system is
built based on the equality principle, informalpgp and implicit performance evaluation. Variable
pay depends on seniority or group performance,&chcand skills, being merely a minor part of the
overall salary, with strong emphasis on non-finahemployee benefits (J&nevi¢, 2004).

Cultural pattern A is most similar to Anglo-Saxonda less, Scandinavian national cultures,
while cultural pattern B is close to some cultuoéd atin America (Venezuela, Columbia), but also
Serbian national culture and cultures of former &&igv republics (all of the latter classified by
Hofstede in the same cultural cluster). Howevehaite to be mentioned that majority of national
cultures cannot be classified into these two ctgstad, because of that, we need to carefully exami
the interrelationship of all cultural dimensiongdaheir synergetic impacts on the design of reward
system in organizations.

Implications for research and business practice

Based on the presented analysis of the culturdldntes on the compensation system in
organizations, we can point at some practical recendations for further theoretic and empirical
studies and functioning of companies.

First, remainder about the culturally-bounded cpteeand theories of management and
organization is very important in this analysis fesearchers, but also for practitioners (managers)
Namely, an implicit and explicit emphasis on theatal importance of financial rewards comes from
the most influential cultural orientation in conteonary capitalism — Western (particularly Anglo-
Saxon), in spite of an increasing support to a \ieat the principles of distributive justice (inding
the reward system in general) in organizationg@eegreat extent determined by the characterisfics
national culture.

Second, it has already been mentioned in the piaerthe impact of cultural dimension of
individualism/collectivism on compensation systeas lbeen mainly emphasized. Therefore, we must
particularly have in mind research findings reuveglihat the equity principle is most common in
individualistic cultures, while equality principis congruent with collectivistic cultural valuesf O
course, it must not be forgotten that collectigistultures often differentiate-group members (for
whom the principle of equality is applied) aadt-groupmembers (who are rewarded based on their
results or equity principle).

Third, one of the most important issues in rewagsdesn is the ratio of fixed and variable pay in
financial rewards. In cultures with high uncertgiatoidance variability in salaries is smaller ara
versa, but other cultural dimensions have alsoidersble impact. Individualism and “masculine”
values are congruent with higher degree of varigide, while collectivism and “feminine”
orientations are culturally more appropriate fayjhar share of fixed salary.

Fourth, in contemporary sphere of work especiathpartant issue is “reconciliation” of
private/family and professional life, which refleain the reward system in organizations. Namely, in
“masculine” cultures (with similar impact of indddalism), the emphasis is more on financial
rewards and promotion opportunities than on variemployee benefits linked to overall quality of
life (different forms of insurance, flexible worlotirrs, etc). Of course, it is just the oppositeutiwres
with dominant “feminine” values (and collectivismyjth primary concern for the quality of life
(along with already mentioned aspects, it incluctekl care, “career brake schemes” and so on).
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Finally, system or holistic approach in the analysf the influence of national culture on
compensation system is here much easier in congpatsits impact on other organizational systems,
structures and processes. We have in mind alreasyiomed finding that some cultural dimensions
have similar impact in that respect. This makesathaysis less complex, but along with the warning
that these cultural clusters or patterns are jidsta! types”, not that often found in reality (m@ijp of
cultures of the world cannot be classified intosthelusters).
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NEW FORMS OF INSTITUTIONAL ARRANGEMENTS:
THE CASE OF RAPP ZASTAVA (NORWAY - SERBIA)

Momcéilo Dordevi¢!

Abstract: The subject of this work are, as mentioned in the title, the new forms of institutional arrangements for
new business environment. The first part talks about the new business environment, the factors that lead to
changes and their implications. The emphasis is on company business in international markets, and the selection
of appropriate strategies of internationalization, which will be appropriate to this new business environment.
There are many reasons that are discussed in this paper, and would rather indicate that partners from different
countries to accept different strategies, rather than opting for a strategy of export, or a strategy of direct
investments abroad. The paper discusses the value of various indirect internationalization strategy, which may
be useful for those domestic companies that are in front of problem the choice of acceptable strategies of
internationalization. In new forms of institutional arrangements, the focus is on possible relationship with other
firms and organizations. An initial decision for a firm seeking growth is whether to do so using its own
endeavors (organic growth) or to short-cut the growth process by some kind of institutional relationship with
other firms. These can take many form, including licensing, franchise, joint venture, alliances, mergers and
acquisition.

The important part of this paper refers to the business case of RAPPMARINE (Norway) and their entering
strategy on the Serbian market.

Keywords: international marketing, licensing, franchising, strategic alliance, joint ventures, acquisitions

Introduction

The subject of the research in the paper ,,THE INTERNATIONAL BUSINESS STRATEGIES
IN NEW COMPETITIVE SURROUNDING®, from the previous Conference (held on December 14,
2010), as it is mentioned in the title, was the strategies of company internationalisation in a new
competitive surrounding. The part of the author’s empirical research was presented, that included 51
company from the Region ,,Sumadija and Pomoravlje“, which adopted some of the strategies of
internationalisation. The research had the aim to, among other things, indicate the necessity of
accepting certain strategy of internationalisation of a company. Moreover, on the basis of the
frequency of accepting certain strategies of internationalisation, to establish the form (the way) of
internationalisation, that are preferred by the companies of the Region ,,Sumadija and Pomoravlje*
(Djordjevic et al., 2012)

The paper for this Conference: "NEW FORMS OF INSTITUTIONAL ARRANGEMENTS,
STUDY CASE: RAPP ZASTAVA (NORWAY - SERBIA)" is practically the continuation of that
research. In the first part of the paper new business surrounding, factors and their implications that
stipulated the changes, are being discussed. Choosing the appropriate strategy of internationalisation
of a company for that new, business surrounding, is also the subject of the research of this paper.
There are several of the theoretic models for choosing a strategy, where identification of the main
strategic options that lead to realizing business aims is assumed. One of these options are the
institutional strategies. In the focus of the institutional strategies there is a relation with other
companies and organisations. Initial decision for a company is whether to rely on its own possibilities
for growth (organic growth), or to choose some of the institutional arrangements with other
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companies. This way implies different forms, including franchises, joint ventures, alliances, mergers,
acquisitions (Wall, 2010).

In the paper is also presented a part of the research that refers to the ,,business case of RAPP
MARINE GROUP company*, i.e. the way and reasons for their choice of the acquisition strategy on
Serbian market. The aim of the research is , among other things, to perceive all the advantages, and the
dangers (traps) of the acquisition strategy, that is adopted by this company in its business on the
Serbian market.

It is started from the basic hypothesis that the accepting of the process of internationalisation is
the necessity for national companies. Derived hypothesis is that the strategies of indirect
internationalisation (from simple contracts on marketing cooperation, licences, to joint ventures and
acquisitions), attractive, intermediate solution in relation to the strategies of export and uncertain and
risky, independent investments abroad.

In the process of research of the internationalisation strategies of the companies in the Region
»dumadija and Pomoravlje®, combination of different qualitative research approaches has been used,
with the domination of case study research. This paper is a part of a wider research, on the companies
from the teritories of Sumadija and Pomoravlje, which have adopted some of the strategies of
internationalisation, including the company ,,RAPP/ZASTAVA* (Djordjevic et al., 2012).

This research can be useful for those company managers who find themselves before the choice
of some of the numerous, different strategies of internationalisation. Each company has its specific
features, both from the aspect of internal and external surrounding. In that sense, the choice of the
adequate internationalisation strategy in business, for the specific company, should be in accordance
with, or the reflection of its internal and external surrounding. Empirical research of the behaviour of
other companies in the choice of internationalisation strategies, is only useful experience, which has to
be taken into consideration in making a decision.

Previous contributions

»New forms of institutional arrangements* belong to, or are developed within the strategies of
indirect company internationalisation. There are numerous books and articles written on this subject.
Well-known is the book ,,Cooperative strategy - successful applying through strategy alliances® by the
author Dussage (1999). The book consists of key subjects necessary for understanding of the
importance of this strategy. Moreover, the author Mockler (1999) has written a well-known book
»Multinational strategic alliances*, that consists of the instructions for understanding of the usage of
different strategies of indirect internationalisation in multinational organisations.

It is also worth to mention the authors of the report of the Council held at the Institute for
international management, in Belgrade, in 1992. In the Council, among other authors, very
distinguishable paper had professor Momcilo Milisavljevic ,,Competitive advantage in international
economy*, that is the result of the research on the macro-project ,,Strategies of companies in market
economy*“. Professor Milisavljevic has recognized the importance of this strategy for the realization of
competitive advantage, which is the condition for the success on the market. There is no unique
understanding in which factors the roots of gaining and losing competitive advantage should be looked
for. Most often, as the important factors the following are specified: managing of the economy,
managing of a company, the quality of the national strategy and the understanding of changes in the
factors of success in international economy.

The quality of managers in companies is an important assumption for the realization of
relatively permanent competitive advantage in certain branch of the economy. Management has to be
long-term, not short-term oriented to accentuate the innovation of a product, process and marketing
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methods, for accepting reasonable risks and to be prepared for business cooperation with companies
from other countries, emphasizes professor Milisavljevic.

Porter (1990) also recognizes the importance of cooperation strategies with ino-partners for
realization of competitive advantage. It is started from the assumption that the competition is dynamic
and evolutive and that it is necessary to perceive the reasons why the companies in some national
surroundings are prone to innovate rather than in others. The companies are the ones that can create
and maintain competitive advantage. The role of the state is not to support directly non-efficiant
companies, but to do everything possible to improve basic factors of national competitive advantage.

Since countries do not compete on the international market, but the companies from these
coutries, the quality of the managers is an important assumption for the realization of relatively
permanent competitive advantage in certain branch. Management has to be long-term oriented and
prepared for, among other things, business cooperation with companies from other countries, i.e. for
involving in international alliances.

Porter emphasizes that the strategies of cooperation among companies, that are located in
different countries, are one of the ways to compete globaly. Those companies participate in the
activities of the value chain with partners on global level. The existance of larger number of contracts,
and not just among the companies from developed countries, but with the companies from the
developing countries, as well, can be ascertained. (Porter, 1990).

Prahalad C. (from the University of Michigan, USA) emphasizes that the future period will be
marked by the growing role of partnership and alliances and their influence on competitive dynamics.
These partnerships and alliances are not the repetition of traditional mutual investments in different
industries. The intentions, expenses and risks of these new forms differ. This is a new, unexplored
area, and at the same time a challenge for company managers to find new ways of competition, states
Prahalad (Dussage and Garrette, 1999).

New competitive surrounding

The evaluation of competent authors in the area of strategies is that, in the following decades,
managers will be faced with rapidly changeable competitive surrounding. It is about new competitive
surrounding whose characteristics are: sudden and abrupt changes, such as deregulation, globalisation,
informational technology and Internet. These are at the same time new conditions of business that
have to appreciated. Managers will have to adopt new approach, for new conditions of business-to
learn how to compete in different ways. One of the main areas (domains) of business, which offers the
possibility for different competition is the area of partnership and alliances.

Prahalad (Dussage and Garrette, 1999) emphasizes that now there is ,,discontinuity of
competitive surrounding* as the consequence of the influence of key strategic factors:
— Fast technological changes
— Privatisation and deregulation
— Internet-based technologies
— Pressures of different groups (ecological, groups for protection of customers, etc)
— New forms of institutional arrangements with other companies.
These factors change the context of business strategy from the positioning of a company within

clearly determined industrial structure, to expansion and shaping of that structure under the influence
of personal initiative. In a new business surrounding, in contrast to a traditional one, a strategy has the
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new roles in accordance with changed conditions, which are the consequence of the effects of key
strategic factors.

In accordance with the subject of this paper, especially important is the influence of the forms
of institutional arrangements with other companies. As it will be seen in the business example, as the
consequence of the effects of key strategic factors, only within one of the internationalisation strategy
different versions of acquisition have emerged (Lynch, 1989):

— One of the partners is buying joint venture,
— One of the partners is buying the other partner,

— Someone from the outside is buying joint venture.

~RAPP ZASTAVA® is the version of acquisition where one, successful and financially
powerful partner (,,RAPP MARINE GROUP®) is buying the other partner (who is in different
problems and without enough finance).

The forms of institutional arrangements

Large number of companies in contemporary economy do not have enough of their own
resources to independently accomplish competitive advantage. The fact is that the international
alliances of ,capital coalitions for conducting successful strategies, that provide competitive
advantage, are more and more present in global economy. The term alliance covers all the types of
cooperation among companies in international economy, that are more than ordinary market
transactions, and less than joining and merging of companies. All the types of partnerships, such as
licences, cooperation and joint ventures, rank among company alliances (Milisavljevic, 1992).

In order for alliance to truly contribute to movement of competitive advantage for the benefit of
a company, it is necessary a national base for branch competition to exist . This is the reason why,
before entering of a company into alliance, it is necessary to estimate whether national base could be
improved, by which the accomplishment of competitive advantage could be provided. There is an
area, or the possibility for active role of the state in the contribution to the development of national
base, which strengthens competitive position of a company on the international market. This,
originally Porter’s idea, is further developed into new thesis on the importance of national origin of a
company-that competitive power (certain forms of international cooperation) is developed on the basis
of comparative advantage of a country, from which the company originates.

In this new context, managers have to significantly adjust their managerial approach with the
aim to use specific advantages that are offered by alliance. International strategic alliances can be
observed as the means for usage of comparative advantages of involved countries, or the advantages
that are specific for that country (Shan and Hamilton, 1991).

The wave of mergers and acquisitions has taken the time of 1980s, unfortunately with very
unsatisfying results. According to many analysts even 80% of mergers and acquisitions was
unsuccessful. The acquisitions show two types of defects. First, there are problems and difficulties of
»integration with taken company, which have experienced certain traumas. Another problem with
mergers and acquisitions is that all of the activities, properties, and other values of a bought company
are not always involved. Unsatisfying results of functioning of many mergers and acquisitions are one
of the reasons why international alliances are popular. Alliances enable avoidance of cultural and
organisational shock, especially, if the mergers and acquisitions preceded. Alliances refer by the
definition to the specific area of cooperation, which is most often specified by the contract. The extent
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of cooperation can be widen gradually, but those activities, which are not interesting for the partners,
can be excluded from the agreement.

One research of the functioning of international alliances has shown the following (Bleeke and
Ernst, 1991):

1. Alliances are more efficient than mergers of foreign companies for new business activities and
for new markets,

Alliances between strong and week companies do not give good results,

It is better for the results of alliances to be above the initial aims and expectations,

Alliances between equally strong partners have greater success,

A

More than 75% of analyzed alliances have been concluded by merging of the weaker partner to
the stronger one.

In the analysis of the results of this research it is pointed that, in choosing the strategy, two
alternative strategies: alliance or merger (acquisition) should be considered in parallel.

Strategies of indirect internationalisation
Strategies of indirect internationalization (from simple contracts on marketing cooperation,
licenses and franchise to joint ventures and acquisitions), are often the choice strategies, since they

represent attractive, neutral solution in relation to extremes (the strategy of export and uncertain and
risky, independent investments abroad).

high A
Wholly Owned Subsidiary

Joint venture
Strategic alliance

franchising

licencing

Extent of investment and risk

low exporting

\ 4

low high
Degree of ownership and control

Figure 1: Entry Modes for International Expansion,

Source: Dess, G. et al., 2004, Strategic Management-Creating Competitive Advantages, fifth edithion, McGraw-Hill,
Irwin, p. 259

As it is shown in the picture, there are two extremes of the ways of international expansion.
When we talk about one of the extremes, exporting strategy, one should have in mind the
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characteristics of this strategy approach: relatively small risk, significant expenses and limited control.
The exporters have typically little control over marketing and the distribution of their products, high
expenses of transport and customs, and different types of services they could pay to the distributors.
The company does not receive information ,,at first hand, which is very important, especially on the
international markets, on which the products and services have to be adjusted to local tastes and
preferences.

On the other hand, independent, ,,green field* investments abroad are highly risky. As it was
already pointed, the choice of the type of approach depends on many factors, but the analysis of the
risk is one of the important ones. If the strong local presence is wanted, then the independent, ,,green
field“ investments are a good way. But, it is necessary, in the process of deciding, to include the
analysis of all the relevant risks (Kluyver and Pearce, 2003).

In support of the choice in favor of some of the forms of institutionalised strategies speaks the
well-known fact as well, that competitive power (certain forms of institutional arrangement) is formed
on the basis of comparative advantage of a country which the mentioned company comes from (Shan
and Hamilton, 1991).

Business case of the company ,,RAPP marine group®, (Norway)

In the process of the privatisation of national companies from Serbia, ,,RAPP MARINE
GROUP“, from Norway, at the auction held on October 9, 2006 in Belgrade, has become majority
owner (over 70% of shares) of the national company ZASTAVA MASINE from Kragujevac. This is a
multinational company, that has its business offices all around the world. Basically, the production of
this company includes two types of programe:

— The production of frames (cranes, ,,winches*) for ships and oil platforms

— The production of fire-protecting doors for ships.

The Rapp Marine Group: Worldwide
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Figure 2: the company RAPP MARINE
Source: Internal materials of the company, RAPP NEWS 2007.
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In the company ,,RAPP —ZASTAVA® in Kragujevac ,,winches* for ships and oil platforms are
produced and sold on the markets all around the world. Today, ,,RAPP-ZASTAVA* is according to
all the parametres a successful company. In Kragujevac ,,winches* are produced for which there is
demand on the markets all around the world, and the employees regularly receive their salaries, which
are above the average. A very important thing is that there are plans for further development of the
business.

Acquisition ,,RAPP-ZASTAVA*

The company ,,RAPP MARINE GROUP* from Norway, has chosen, after detailed research of
relevant factors, among others, potential and compatibility, to buy national company ZASTAVA
MASINE from Kragujevac (one of several versions of the acquisition strategy).

»~RAPP-ZASTAVA*® is the kind of acquisition where one, successful and financially powerful
partner (,,RAPP MARINE GROUP*) is buying the other partner (which is in different problems and
without enough finance).

Rapp Invest

v

Rapp Marine AS

v v v v v v v

Rapp Rapp Rapp Rapp Rapp Rapp Rapp
Bomek Pyrotec Hydema Hydema Hydema Ecosse Zastava
US Inc. Syd Ltd.

Figure 3: Organization Chart, March 2012

Source: Internal materials of the company

For ,,RAPP MARINE GROUP®, which in financial sense does not have problems, the
acquisition of the company ,,ZASTAVA MASINE* was a good strategic alternative. Apart from this,
the acquisition was a reasonable option because the two companies are more similar than different.
Namely, while considering potential and compatibility, ,,ZASTAVA MASINE® had at their disposal
about thirty machines. The evaluation of the Norwegian partner was that, with small modifications of
the existing machines and the purchase of additional equipment, ,,ZASTAVA MASINE®“ can be
empowered for the production from the programe ,,RAPP MARINE GROUP®, (,,winches* for the
marine industry and fishing).
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Figure 4: ,,winch* that is produced in the company ,,RAPP ZASTAVA*

Source: Internal materials of the company

The representatives of the company ,,Rapp Marine Group*, prof. Dr Svenn Are Jensen (who is
at the same time the president of the Managerial Board of the Company), and Tor S. Andersen (one of
the owners of the Company), gave, by the invitation, the lecture on the company Rapp Marine and its
strategy of the access on the Serbian market. The lecture was well visited by the students of the third
and fourth year of the Faculty of Economics. After the held lecture, which was in English, the students
gave their comments and asked the questions.

The project of socially responsible behaviour of the company
»Rapp Marine Group“ in Serbia

The proof that RAPP MARINE is the ,right company* that came into Serbia, is that by the
purchase of the company ZASTAVA MASINE, they did not stop. Meetings and deals on the ways of
broadening the cooperation have ensued. In 2010, Svenn Are Jenssen, professor at BODDO
GRADUATE SCHOOL OF BUSINESS and the president of RAPP MARINE GROUP, Slobodan
Milovanovic, the president of RAPP ZASTAVA and professor Momcilo Djordjevic, from the Faculty
of Economics, exchanged the ideas and made an arrangement about further ways of cooperation.

The plan for carrying out the cooperation between ,,Rapp Marine Group®, Nordland University
and University of Kragujevac, is a good example of socially responsible behaviour of the company
towards its ,,stakeholders* (both the Norwegian and Serbian ones).

Norwegian part has provided complete financing of the Project of social responsibility, which
was successfully implemented during 2011-2012.
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The goals of the Project

— Development of the local community in Kragujevac, Serbia (long-term goal),

— The contribution of the Project to the decreasing of the unemployment rate in Serbia. With this,
the company RAPP MARINE has shown its interest in the community in which it is doing
business.

— Employment of the trained staff (short-term and long-term goal),

— Since the Project includes important business aspects, including companies which actively
participate, the possibilty of successful employment of the students in these companies is an
important goal.

— Increasing of the knowledge through international cooperation of the two Universities (short-
term and long-term goal)

— This Project will also contribute to further development of the two Universities, considering the
mutual research activities and the exchange of students and staff.

— The development of the University (short-term and long-term goal)

— Considering the possibility of acquiring knowledge between the two Universities, competence
of the students within each University has been growing significantly. It is expected that the
Universities will also profit due to this Project and advance as educating institutions.

— Strenghtening of the friendship between the two countries (short-term and long-term goal)

In the focus of the Project is the connection between educative and business sector. For ,,RAPP
ZASTAVA® and ,,RAPP MARINE GROUP®, this project has an extreme importance. Several
participants (from Norway and Serbia) has been included in the Project. It was the challenge of a kind
for both countries and included companies and institutions.

The proposer of this Project has also received positive response from the Norwegian
ambassador in Serbia, Haakon Blankenborg. The ambassador has supported the idea of this Project
and Norwegian embassy included itself in its financing with significant capital.

The plan for implementation of the Project: the cooperation between Rapp Group, Nordland
University and the University of Kragujevac began on Octobar 6 and 7, 2011. Among other things, the
Project also predicted the inclusion of 20 students of Master programe from the Faculty of Mechanical
Engineering, and 5 student of Master programe from the Faculty of Economics, as well as the
engagemet of the students in ,,intership* programe, which is one of the main focuses of the Project.

The realization of the Project covered time period of 2011-2012. In this period four seminars for
the students of Master studies, from the University of Kragujevac (from the Faculty of Economics and
the Faculty of Mechanical Engineering) have been realized. The lectures were held by the professors
from the University of Kragujevac, professors from Norway, as well as the experienced managers
from the company ,,RAPP MARINE GROUP*.

The lectures in all the seminars were in English. Students had previously finished the course of
English language (received adequate sertificates on the level of the acquired knowledge of English
language), which was financed by the budget of the Project. Moreover, all the students had to pass
practical part - practical training in the company ,,RAPP ZASTAVA* in Kragujevac.

Finally, before final 4th semester all of the 25 students of master studies were on the
professional practice in Norway, the USA, Scotland, where the parent company has its branches. The
visit and professional practice in the branches of the company ,,RAPP MARINE GROUP*, judging by
the words of students themselves, was priceless. That was a unique, important experience, not only in
business,but in cultural sense, as well. Many of the students for the first time had the opportunity to
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meet other surroundings, other cultures. For them, as future company managers, it is extremely
important to develop and maintain global insight, or the orientation in their behaviour.

In order to surmount traditional, provincial aspects of the international business, companies and
their managers have to have wider perspective of the one that means ,,only* doing business inside their
own borders. Global insight is necessary for managers that want to have certain role on the global
scene — to possess shaped mental attitude that is characterized by tolerance and certain level of
knowledge on international business management (Wild et al., 2003).

In that sense, this Project has had, judging by the words of participants, priceless value. The
project was ended after finished fourth semester, which was held at the Faculty of Mechanical
Engineering, in Kragujevac, in June 2012. At the same time, there are agreements of the project team
about starting other, similar projects (joint programes for Master and Doctoral studies, special
programe on rational usage of energy, protection of the environment, etc).

Conclusion

This paper has had as its subject of the research the choice of the appropriate strategy of the
internationalisation of a company, for a new business surrounding, whose characteristics are: sudden
and abrupt changes, such as deregulation, globalisation, informational technology and Internet.
Company managers will have to implement the new approach - for the new business conditions - to
learn how to compete in different ways. One of the main areas of business, which offers the
opportunity for different competing is the area of partnership and alliances.

In the focus of the institutional strategies is the relation with other companies and organizations.
Initial decision for a company is whether to rely on its own possibilities of growth (organic growth) or
to choose some of the institutional arrangements with other companies. Especially important is the
influence of the new forms of institutional arrangements with other companies.

In the paper, among other things, is also presented the part of the research considering ,,business
case of the company RAPP MARINE GROUP®, i. e. The way and reasons for choosing the
acquisition strategy on Serbian market. Advantages and the dangers (traps) of the acquisition strategy
are observed, which were implemented by the company, which was the goal of the research.

Great number of companies in Serbia, which have accepted some of the numerous strategies of
internationalisation, certifies basic hypothesis of this paper. Moreover, what is also proved by the
»ousiness case of the company RAPP MARINE GROUP“, iderived hypothesis that strategies of
indirect internationalisation, from simple contracts on marketing cooperation, licenses, to joint
ventures and acquisitions are attractive, neutral solution in relation to strategies of export and
uncertain and risky, independent investments abroad, is also certified.

This research can be useful for those company managers who are faced with some of the
numerous, different strategies of internationalisation. Each company has its specific features, both
from the aspect of internal and external surrounding. In that sense, the choice of adequate
internationalisation strategy of business, for a specific company, should be in accordance with, or the
reflection of its internal and external surrounding. Empirical research of the behaviour of other
companies in the choice of internationalisation strategies, is only useful experience, which has to be
taken into consideration while deciding.

82



KEY ISSUES IN MANAGEMENT AND MARKETING

References

Bleeke, P. and D. Ermnst (1991). The Way to Win in Cros-Border Alliances. Harvard Business Review,
novembar-december.

Bradley, F. (1999), International Marketing Strategy. Third Edition. Prentice Hall Europe.
Brandenburg M., (1986), Free yourself from servitude, Accountancy, New York

Dess, G., Lumpkin, G. and A. Eisner (2004). Strategic Management-Creating Competitive Advantages, fifth
edithion. Irwin: McGraw-Hill.

Djordjevic, M., Sapic, S. and V. Marinkovic (2012). How Companies Enter International Markets: Presentation
and Analysis of the Empirical Research. Akmyanonu npobremu exonomuru. 7(133), 331-342.

Dussage, P. and B. Garrette (1999). Cooperative Strategy, Competing Successfully Through Strategic Alliances.
England: John Wiley & Sons, Ltd.

Glaister K. (1991). 4 Conversation with Michael Porter, from A International Competitive Strategy Perspective
European, European Management Journal, Vol. 9, no. 4.

Glaister K. (1991). International Success: Company Strategy and National Advantage, European Management
Journal, Vol. 9, No. 3.

Gullander S. (1976). Joint Ventures and Corporate Strategy. Columbia Journal of World Business, New York

Jepma C. and A. Rhoen (1996). International Trade: A Business Perspective. London-New York: The Dutch
Open University, Longman.

Kluyver, C. and J. Pearce (2003). Strategy, A View From The Top. New Jersey: Prentice Hall.

Milisavljevic, M. (1992). Konkurentska prednost u medunarodnoj ekonomiji. Zbornik radova sa Naucne
konferencije. Beograd: Institut za Internacionalni menadzment, 15-22.

Mockler, R. (1999). Multinational Strategic Alliances. New York: John Wiley & Sons, Ltd.

Porter , M. (1990). The Competitive Advantage of Nations. London: The Macmillan Press.

RAPP (2010). Welcome to The Rapp Marine Group, Rapp Marine http/rappmarine.com/

RAPP NEWS (2007). Newsleter From Rapp Marine Groupr, Rapp Marine AS, 8037, Bodo, Norge.

Shan, W. and W. Hamilton (1991). Country-Specific Advantage and International Cooperation. Strategic
Management Journal, 12,419-432.

Wall, S., Minocsha, S. and B. Rees (2010). International Business, Third Edition. New Jersey: Prentice Hall
Pearson Education.

Wild, J., Wild, K. and J. Han (2003). International Business, Second Edition. New Jersey: Pearson Education.

Zahra, S. and G. Elhagrasey (1994). Strategic Management of International Joint Ventures, European
Management Journal, No. 1.

83






HEALTHCARE AND PROCUREMENT MANAGEMENT - ISSUES WITHIN
THE SERBIAN MARKET

Slobodan Aéimovié'

Veljko Mijuskovi¢?

Abstract: Efficient healthcare management assumes adequate coordination of all relevant business functions.
The focus of analysis is on quality procurement management, as a relevant source of competitive company
advantage, regardless of its primary activity. The concentration on healthcare and procurement management is
double justified: First, procurement optimization is not just an economic question in this sector, but a vital
managerial segment for its key users-patients. Second, through procurement process we intend to show high
correlation between individual functions on healthcare micro level and general sector organization, along with
issues caused by mismanagement, analyzing the case of Serbia.

Following the stated logic, research is divided into two parts. The first considers the importance of company
procurement management, emphasizing the specifics in healthcare. The second, using case study research
method, analyses key issues of Serbian healthcare and consequences on procurement process. The research also
offers a set of recommendations for problem diminishing/elimination in future.

Keywords: management, procurement, healthcare, corruption, Serbia

Instead of an introduction- the importance of company procurement management

There are various elements that need to be defined when we talk about specifics and importance
of managing company procurement. Among the most important we focus on: the role and function of
company procurement, defining its character and finally its contribution to company business
performance (Ac¢imovi¢ and Mijuskovi¢, 2011).

Company procurement can potentially mean a source of competitive advantage, but it can also
cause inefficiency. The existence of such extreme attitudes is caused by different treatment given to
procurement by company management. If the management is less proactively oriented, and with
traditional attitude not following the principles of modern market approach, than procurement is
usually scattered, non-integrated and subject to some other business functions. In this case, the
highest stadium is periodical grouping into procurement process. Unfortunately, even if grouping of
activities into a process occurs, it is usually an incomplete and isolated exception.

Modern business concepts of company organization offer quite a different opinion about the
way procurement should be positioned. First, it is necessary to create unified business processes,
which are integrally given in one business function. Besides that, the importance of procurement for
success of a company has already been recognized and is indisputable. The best confirmation of these
claims are modern business models and concepts of activity organizing, where we primairly point out
the value chain concept, created by leading American author in the field of management, Micheal
Porter. The illustration of his concept is given in figure 1.
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Figure 1. The value chain concept (Porter, 1985)

According to Value chain concept, Porter defines two groups of activities, unified into business
functions (Porter, 1985):

— Primary activities. This group of activities contributes to creation of value within business
processes and company functions. These activities should constantly be improved in order to
increase the newly-formed value. From given illustration, we can see that within this category
Porter identifies: inbound logistics, operations or process of production, outbound logistics,
sales, marketing and post-sales activities (service).

— Support activities. This group of activities does not directly participate in the creation of value,
but is practically a precondition of its creation. Namely, as a human organism could not
function without spinal support, in the same manner, company value could not be created
without support activities. In this group we identify: company infrastructure, human resources,
technology development and procurement.

A short conceptual review of Porter's methodology is aimed to show that company procurement
has not only significantly improved its position in modern business, but has gained one of the central
places, as an infrastructural support in creating company value. Numerous practical examples, of
which Dell computers is cited as a textbook example, only confirm the correctness of attitudes in
demonstrated concept.

Analyzing the character of procurement function, we can say that it is multiple. First,
strategic positioning and important decision making concerning procurement point out the importance
of marketing elements. Namely, in carrying out business activities, earlier focus on strictly planning
company sales is transferred on to the domain of procurement, since it is considered a pre-phase and
an inseparable part of sales process. Putting it metaphorically, we are talking about «two sides of one
medal». Therefore, the function of procurement, as well as all other business decisions connected with
it, must be unified under the marketing strategy of a company, regardless of it dealing with production
or service activities (Lovreta and Petkovi¢, 2010).

However, besides undisputed influence of marketing elements, scientific circles more and more
argue and also stress the importance of the logistic component of procurement. Precisely, while
strategic level defines procurement process and phases, its operationalization assumes adequate
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logistic organization. Practically, the aim set by marketing function is carried out by logistic support.
The given realization is carried out by optimizing subsystems which are part of the logistic
management: supplies, warehousing, transport and information processing (Bozi¢ & Ac¢imovié, 2012).
Without pretenses to determine precise quantitative relation between logistic and marketing dimension
of procurement character, we can conclude that the logistic component, as far as the activity
operationalization is concerned, certainly has the prime edge.

Finally, when defining the contribution of the procurement function for a precise company,
we can summarize previous analysis as a logical conclusion. Namely, if adequately organized,
positioned and united, procurement function can be used as a tool for minimizing input company costs
and achieving competitive advantage on that basis. Furthermore, a significant advantage of good
procurement organization is a stronger negotiation position and better strategic approach towards
business partners, as an external effect of implementation. Concluding, the procurement potential is
seen in forming a base for creating internal company value, which has already been explained within
the Porter model. The importance of this function is understood both in international, but also
domestic relevant literature. If adequately used, the potential of this function can bring numerous
benefits to many domestic companies, which is shown in detail in some of the authors' previous papers
(Mijuskovic, 2011).

The scope of the paper refers to specifics of using modern management, and specially
procurement management within the supply chain of healthcare institutions. The healthcare industry,
as a very specific field of economy, up until recently, has only been concerned with the curing
process, while modern management techniques were mostly neglected. Simply put, every healthcare
institution should be managed both in medical but also economic sense, and that is why the savings
aspect on the procurement side is credit worth. Paper focus is on assessment of possibilities of
benchmarking quality solutions of developed western economies of organizing healthcare
procurement onto Serbian healthcare sector. Therefore, the following three parts of the paper are
dedicated to a concise review of chosen western practice of general and procurement management in
healthcare sector, while the final two parts of the paper summarize the main issues of Serbian
healthcare and potential solutions, seen from the managerial perspective.

The specifics of procurement management in healthcare

It is justifiably expected for the healthcare sector of one economy (in the broadest sense
speaking) to grow and participate more and more in the global GDP in the following few years. At the
same time, deregulation of this sector and entrance of private capital has eliminated from the market
many healthcare institutions due to uncontrolled variable costs and decreasing profits. This «radical
turn in healthcare» is the result of increased price competition and regulatory environment of
developed western economies. Experience of these countries show that only those participants of this
sector, which are adequately prepared and use right management methods can expect to survive on the
market. Within this part of the paper we analyze key trends in healthcare industry, relevant from the
aspect of procurement management, as well as specific problems of this field which appear in every
day functioning.

Present global business trends in healthcare industry. Healthcare industry is in constant search
for approved and used business techniques in order to improve its performance in many business
areas. Goal of implementing processes based on principals of modern management is a direct
consequence of using existing system of compensation, DRG system (Schreyogg et al., 2010) and
increased competition. The most important healthcare supply chain management trend is the
emphasized accent on efficiency and effectiveness. Within that general orientation, we can distinguish
two key trends (Benton, 2010):
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— Management and supply control by one major source or supplier;

— The automation of technological processes;

The main source of supply, assumes the majority of functions in supply chain department of
some healthcare institution. There are numerous advantages to this arrangement, such as savings
concerning labor force in hospitals, activity extent and supply level. Maybe the key element to success
of these arrangements lies in the level and quality of communication and coordination between
hospital departments and suppliers. External entity on supply side can facilitate and optimize problems
concerning behavior since it is, by nature, objective and interested in offering high level of service.

There is no doubt that high technology represents a very important component in contemporary
healthcare system. However, to be precise, the usage of high technology in healthcare is mainly
connected to diagnose setting and illness treatment. Although the advancements in healthcare modern
technology and sophisticated information systems usage are evident, they still achieve results of
poorer quality compared to production and/or trade sector. Certain studies have shown that the trend
of using these technologies is still uprising and that it will only have an upward path. A good example
of these studies is the one analyzing the usage of bar code technology in pharmaceutical supplies
management (Chester and Zilz, 1989). The results of using these technologies should lead to increased
efficiency, lowering of total supply costs, improving space usage and lowering the needed level of
supplies. The technology automation is implemented in all aspects of healthcare supply chain
management, with the accent on optimizing the processes of procurement and supplies.

Procurement issues specific to healthcare sector. Hospitals, as central constituents of the
healthcare system, represent complex organizations which offer a variety of services to their patients,
but also to medical and other staff. These services include catering, cleaning, pharmacology,
laboratory analysis, surgery, radiology, administrative support and other services. Each of these
services is connected to a different area, uses unique materials, and therefore is in need of procuring
various inputs. That is why a complex procurement system is necessary, so that the right resources and
materials would be acquired when needed, in the right quantity and on time. Operative hospital costs
have become extremely important, since the already mentioned western system of compensation is not
solely based on costs. In mid-eighties of the previous century, starting with USA, a specific DRG
concept was implemented. According to this refund system, hospital financing is based on unified fee
for determined patient diagnosis, regardless of the following costs (Davis and Rhodes, 1988). The
essence of this concept is to limit hospital expenses, as key units in healthcare, and to encourage them
to function efficiently and cost-effectively. Since adequate procurement management can be a source
of numerous savings, the connectedness with this concept is completely justified. Of course, such a
rational system is not equally globally accepted and implemented in practice.

Treating procurement as a process, we determine a great number of inputs and materials for
hospital functioning which have the character of independent demand procurement units. However,
there are certain resources created within hospitals, characterized by dependent demand, while
supplies supporting these resources are mostly raw materials in process of production. Hospital
departments, acummulating supplies are copy centers, cafeterias, restaurants and pharmacies. In case
of hospitals, but also complete healthcare sector, the key dilemma is to buy or rent certain resources.
The demand for some resources, and thus procurement procedure can be carried out according to
surgical timetable. For example, a certain quantity of blood plasma of a special group, must be kept
for safety reasons during those days when open hearth operations, or similar complicated procedures,
are carried out.
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Concept and technology breakthroughs as good assistants in managing healthcare
procurement. Basically, the issue of procurement managment is mostly connected to solving the
problem of inventory and its aquate optimization. Although the term is much broader than this aspect,
the major line of activities precisely has to do with inventory management. Concepts and technologies
developed to solve the inventory problem in general supply chain management (or shortly SCM), can
be successfully applied to the healthcare sector, of course, regarding its area specifics. For example,
concepts such as VMI, CPFR, and Flowcasting, which represent standard SCM tools are successfully
implemented in the medical sector in certain countries, such as USA, and ease the procurement
process (Lysons and Gillingham, 2006). Besides the usage of business concepts, technology
advancements additionally improve many procurement activities in healthcare. One of the mostly used
technologies when it comes to SCM, which also found its role in the healthcare sector is RFID
(Raviprakash et al., 2009). The tracking technology of RFID allows the healthcare institutions
to keep the best possible record and visibility of their inventory at all times, tuning the
ordering and other administrative activities and decreasing the possibilities of any frauds and
manipulations (Acharyulu, 2007). The extremely fast evolution possibilities brought by the
internet modifies the up-coming technologies and concepts to fit the existing trends. Thus, the
e-procurement idea, the basic concept upgraded to meet the new demands, has also started to
be a part of the operations of healthcare sector procurement (Smith and Flanegin, 2004).
From this short recapitulation we can see that both concept and technology innovations are
significant factors of general SCM improvements, but also advances in particular industries,
such as healthcare.

The procedure of organizing group procurement in healthcare

A characteristic western, procurement solution in healthcare is an Organization for group
procurement- OGP. The specifics of OGP lie in its intermediating between users and providers of
healthcare services such as hospitals, nursing homes and other healthcare agencies, securing savings
and improving efficiency of transactions. That is achieved by aggregating ordered resource quantities
and using that "leverage" as a discount negotiation basis with producers, distributors and other
salesmen. According to newer research, almost every hospital in USA (about 96-98%) opts for OGP
contracts within their procurement functions. (Benton, 2010). Furthermore, throughout USA by
average, hospitals use two to four OGP contracts per institution. This fact affirms their importance and
growing interest for OGP. Estimates demonstrate that OGP services provide saving in hospitals,
nursing homes etc. between 10 and 15% of procurement costs. More than 600 organizations in USA
have participated in some form of group procurement. Some of the typical OGP characteristics are
(Benton, 2010):

— OGPs create contracts with sellers (for example producers) on the behalf of their clients (for
example hospitals);

— Sellers pay administrative fees to OGPs based on sales volumes.The fees are used to finance
operation. Resource surpluses are distributed to owners or are used to finance new business
endevours;

— OGPs can be distinguished by size, service scope and property type;
— OGPs do not possess supplies nor do they participate in any other supply chain aspect.

The cash flow connected to hospital procurement using OGPs is shown on figure 2.
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Figure 2. The cash flow connected to hospital procurement using OGPs (Benton, 2010)

The procedure of capital medical equipment procurement

Capital equipment procurement, such as complex medical instruments, semi-robots and robots,
machines for surgical assistance etc., presume that healthcare institutions form precise internally
defined processes. Differentiating corporate policies and preferred methods of payment shall certainly
influence this process. Western experiences show that procurement procedure of these goods is
inititated by setting an order for capital equipment procurement. Departments initiating the
procurement process are obliged to deliver adequate statistics of usage or potential usage of that
equipment, with high prediction (preciseness) level of that statistics. The orders are then revised by
one or more entities in charge of procurement: the committee for public procurement, the supply chain
management department, as well as the finance department. Approved order is than matched with
available budget. If this phase is also passed successfully, demand is suggested for budgeting. It is
necessary to mention, that eventhough certain equipment might surpass the available budget, but its
procurement is undoubtable, specially formed contingency funds are used. They can participate up to
10 to 25% of totally needed funds.

The main factors influencing decision making about a capital asset, or when choosing between
two options, refer to (Watts et al., 1993):

— Society interest. This is the starting criterium that needs to be taken into account when making
a decision;

— Marketability. This represent a concept influencing both internal and external stakeholders in
the healthcare sector. Besides considering what the community needs, the hospital should
determine the level of marketability of a certain equipment from the perspective of the user;

— Healthcare institution business goals. This criterium should determine weather the object of
capital procurement is the replacement of an existing unit (financed from amortization funds),
the expansion of present technology or expansion into new business area. Seen from the
business perspective, new technology is often less urgent to buy and its acquisition is harder to
justify, then replacing existent, known technology.

— Competitiveness. Assumes sublimation of previous criteria, since regardless of specifics,
healthcare institutions basically represent business units. This criterium is therefore very
important for consideration.
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Besides defining the most important factors during procurement process it is necessary to
determine the best supplier for a certain healthcare institution. Respecting that aim the following
should be determined (Watts et. al,1993):

— Determination of functional specification. Before determining the list of qualified suppliers,
the healthcare institution needs to articulate its needs. It is important that every single article can
be acquired from at least two suppliers, and that fair treatment of every supplier is guaranteed.

— Defining the system of preference point giving. Useful tool, very adequate when it comes to
procurement in radiology and nuclear medicine equipment. After determining the important
features of acquiring unit, every supplier is graded for every one of them, on the scale from
I(worst) to 10(best). A competing list is made from suppliers with the best score.

— Candidate evaluation from the competing list. Having used the preference system, best
supplier have been identified. They are gathered at a rehearsal competing union, where
competing rules are presented to them. Soon after, a real competing is organized, and the best
offer is chosen.

Key problems of Serbian healthcare management with focus on procurement process

Analyzing the issues in Serbian healthcare, even the most competent and systematic researcher
would be troubled. Inadequate business settings, where the perception of healthcare by professional,
but also wider audience, highly correlates it with system of stressed entropy and activities of
corruption, speaks for itself. Attempting to obtain relevant data which determine the greatest issues in
this sector and which leave consequences on quality of all business segments, among which
procurement, we define at least two problem levels. Within research domain we define them as:

— Problems of Serbian macro healthcare management;

— Problems of organization and management of micro healthcare subjects;

An important methodological note is that there is no clear line of distinction between two
identified levels. Although it may seem that such a classification opens a wider issue scope than the
very topic, we consider that precisely this kind of issue setting is necessary, so that we can deduct the
very problem essence. Namely, the degree of cause and effect correlation is more than expressed,
since the anomalies of macro management determine the appearance of an entire set of irregularities
and microlevel operative problems. Thus, the microlevel situation is a direct consequence of
macrolevel arrangement. Analyzing the microlevel our focus is mostly on procurement. Problems
identified in the paper have been obtained as a combination of detailed search of secondary available
data, but also via case-study method and interviews with a greater number of referent experts from
different levels of the healthcare sector. The following table summarizes the main identified problems:
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Table 1. Key identified problems in healthcare and procurement management

Micromanagement

Healthcare Macromanagement .
£ (with focus on procurement)

Constant lack of doctors of certain profile,
Inadequate education structure  ypemployment of those doctor with surplus profile.
and workforce profiling Lack of managerial staff in healthcare management,
especially in procurement

Lack of clear institution Attempts in manipulation while competing for funds.
financing system by merit and  Excessive spending and gathering unneeded
achieved activities procured supplies

Desorganization and feeble
efficiency concerning patient
curing promptness

Creating artificial waiting lists, which opens up
possibilities for corruption of wider limits

Manipulation of the procurement process of drugs
and healthcare institution equipment. Fake and
dubious tenders

Avoiding the determinants of
Public procurement law

High level of corruption,
numerous affairs and
healthcare scandals

Low credibility in doctors and entire healthcare
sector

As seen within preliminary review, the list of issues is certainly not short and we do not
consider it final (just opened for some future research). Continuing, in short we shall define the
essence of each identified problem.

One of key unsolved healthcare management issues is the establishment of clear and
planned policy of human resource management in this sector. Unfortunately, neither national
education institutions nor responsible ministries put sufficient efforts to profile the workforce, so that
after graduation, there would be work for everybody. The specialization for some profiles that are in
evident surplus is approved despite that fact, while same areas in medicine-pathology, anesthesiology
etc. are in constant lack of experts. Their lack or rareness, opens up the possibilities for existing
personnel to be additionally prone to corruption (due to less competition and less options for patients
to turn to). Special aspect of this problem on healthcare microlevel concerns not only adequate
structure of medicine experts, but also other branches which should by all rights participate in running
healthcare institutions. Western solutions show that the head management, but also management of
certain logistic functions, such as procurement, should be team organized (a doctor and an economist).
Such teams, with people of managerial profile, are necessary when it comes to planning resource
volumes, prices, terms of supply and stocks policy. Since that is not the case in Serbia, besides other
sector issues, a special shortcoming is vital managerial knowledge which can lead to drastic savings,
efficient business and generally better organization.

The second problem refers to lack of clear system of healthcare institution financing. As we
have had the opportunity to stress, some developed, western markets, such as USA, have established a
DRG system based on compensation for achieved performances. Although it may not be the best way
to determine funds for healthcare institutions, it is certainly more adequate than the unarranged
situation in our country. Namely, according to certain research conducted concerning this topic, but
also according to statements of the minister in charge of this area, it is not rare that institutions try to
make certain manipulations while competing for funds and procurement of equipment. During 2011,
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while acquiring software, general equipment but aslo financial funds for healthcare institutions, more
than 11 institutions have been identified in an attempt to commit some kind of fraud (Blic newspaper
online, 10 April 2012). Certainly that the number of these irregularities is far greater, however, due to
inadequate control, it is hard to determine the exact state. That is why suboptimal procurement
management is present in healthcare institutions. Due to mentioned problems, but also general
mismanagement in supply chain of medical equipment in Serbia, often certain medicine/equipment is
wasted as surplus on stock, while others are in constant lack. However, since the purpose of this
equipment is not only normal functioning of healthcare institutions, but primary to save human lives
and to give it better quality, shortcomings within this field can and sadly do, leave fatal consequences.

Special problem aspect in Serbian healthcare is connected to general term of inefficiency.
Namely, an inevitable situation even when going to routine check-ups are long waiting lines and a lot
of time spent. With the complexity of healthcare service growing, so does the time needed for that
service to be accomplished. Therefore, it is not a rare situation to wait for an operation a few months,
even years! Bearing in mind the urgency of some procedures, during waiting time patients' health
usually gets worse, and seldom has permanent consequences. The alternative, opted by those who can
afford it, is the private healthcare sector. However, according to last available data from RIS, average
salary in Serbia is around 360 Euros (RIS, 10 April 2012), while prices for a basic check up in private
sector vary from 20 to 50 Euros, and for some services even go up to 100. Its therefore clear that this
option is a privilege of few. So, a special kind of paradox arises in Serbian healthcare- on one hand,
we have «free of charge» public healthcare, which is too slow and inefficient, and on the other we
have the private one, which is financially prohibitive for many. Which ever side is analyzed, patients
are the party facing serious trouble! Transferring the problem to microlevel management, artificial
waiting lists are created, which are easily modified, with certain financial incentive. More serious
problems are located in procurement. There are situations of procurement and usage of over-doze
medicaments, so that the doctors in charge would make the best deal possible with pharmaceutical
houses, for high fees in return. Numerous affairs, some with tragic outcome, serve as best witness that
what we are stating are not exaggerations and rumours (Kurir newspaper online, 8 April 2012).

So, another key issue of Serbian healthcare sector are abuses in public procurement, even when
the corresponding law in this area is not formally broken. However, data from local institutions
dealing with these issues claim that only a small portions of cases concerning healthcare procurement
have ever been investigated. This is due to cunning fraud organization, where during tender
application in healthcare, such specifications are made, that only the firm for which the business was
entitled, can get the job. In that manner, the formal procedure is carried out, law has not been broken,
but the manipulation has been effected. The consequences of these actions include: higher prices of
equipment/medicine then regularly, bad procurement conditions, equipment//medicine of suspicious
quality etc.

Connected with previous, is the issue of general problems of corruption in Serbian healthcare.
To be objective, these problems are not only present in Serbian milieu, but are subject of fight in
regional countries, EU-candidates, but also member states. According to the report of Transparency
International, leading agency in fighting corruption, it is necessary to implement a whole set of
measures, described by this organization, to lower healthcare corruption to a minimum (Transparency
International, 7 April 2012). Although we have not been able to find out the exact amount of financial
funds spent on procurement in Serbian healthcare, mostly due to non-exisiting free secondary data, the
secrecy connected to these information and lack of will by the respective authorities to pass on their
information during our research, we did manage to get some, indirect information about this topic
from the World Bank data base. According to estimates of World Bank, Serbia has the highest
spending level on healthcare in Europe (when it comes to what patients actually, both open and hidden
pay), and a total corruption and fraud damage in this area is estimated at about 500 million Euros
annually. The same study indicates that corruption is highest among surgeons, gynecologists, and
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thirdly anesthesiologists. Among surgeons, the most corrupted category are cardiac-surgeons, and
neuro-surgeons, while among gynecologists the most corrupted are obstetricians. Corruption is least
present in health centers and most in institutes and hospital centers (World Bank, 5 April 2012).

Summarizing the previously stated, we can see that the healthcare sector and its organization are
in deep trouble, marked by numerous affairs and scandals (the pig flu affair, the cytostatic affair etc,
are only examples of some). This leaves a bad general image of the healthcare sector, it general
management, but also management of certain areas, as we have seen on the example of procurement.

Instead of a conclusion- set of expert measures for surpassing/minimizing identified
issues

Generally, when analyzing the differences in management and organization between Western
and Serbian healthcare we need to be quite realistic- many solutions can not just be copied, no matter
how much we would want them to. State investment in Serbian healthcare are not even approximate or
comparable to any high-developed country. Furthermore, the inherited problems of the healthcare
system, analyzed in the paper, have now exploded, and time is needed to set them to a better
acceptable state. In order to solve these problems, serious turns and business changes are needed, both
in domain of healthcare management, but also in specific functions, such as procurement.

However, there are activities, first of all in general management, and specially in procurement
management, which can be fixed in a short time period. Mostly, these issues could be surpassed or at
least minimized with adequate human resource policy in healthcare. Changes should be carried out on
both analyzed levels, with the initiative coming from the macromanagement, while detailed
operationalization and problem solving should logically be transferred to the level of individual
healthcare unit. Bearing in mind global solutions, but also locally identified shortcomings, we have
selected only certain measures which should be seriously considered within state healthcare system in
the future. It is clear that the entire healthcare sector is vast, so we do not consider to have covered
with these measures all problems. A more thorough analysis is yet to come, as part of our future
investigation. So, the identified measures include:

— Increase of total efficiency and rationality in healthcare institution business, firstly by
redesigning the system of compensation and fund application. Usage of certain global solutions,
such as analyzed concept DRG, with respect of national characteristics and economy strength;

— Creating and leading responsible management policy of all resources, specially, human.
Optimizing the number and structure of healthcare workers, according to market needs, and not
any other criteria;

— Introducing mixed management, for medical and non-medical tasks in every healthcare
institution. The necessity of hiring managerial profiles for leading positions, where these skills
are needed (general institution management, procurement, logistic and financial healthcare
functions etc.);

— Introducing modern software and concepts, by which the problem of inefficiency could be
surpassed, with respect to speed of providing healthcare service and elimination of artificial
waiting lists;

— Strict control and obedience of Public procurement law. Higher cooperation between juridical
and executive government, in order to justly punish frauds, and which is more important, to
effectuate the punishment.
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These are just some of the measures needed to revitalize the healthcare sector but also some of
its business functions in period to come. Only determined and consistent implementation of measures
can repair the "clinical image" of the entire sector and its functions. On the contrary, consequences
will certainly be long lasting, unthinkable and surely with fatal outcome for all key entities.

The aim of this paper was to identify the key characteristics and shortcomings of the
procurement management process in Serbian healthcare. We consider it to be a pioneer paper in this
area. As such it opens many questions and dilemmas for further research. First of all, in this paper we
have made an insight into the general process of healthcare procurement and its main issues.
Therefore, the paper does not have the specific focus on one particular aspect of procurement, for
instance, procurement of smaller equipment like surgical instruments, laboratory supplies and/or a
range of disposable and reusable medical products. This is an excellent potential topic of analysis of
our future work, which can be analyzed in detail using, for example, in-depth case study method.
Another aspect of our research to come can focus on specific issues, characteristic for healthcare
procurement process of a certain number of selected regional countries and their comparison. This can
be achieved in form of primary, field research, using the survey method combined with secondary data
analysis. These are just some of the ideas for future research activities, opened by the analysis of such
a complex topic, as the healthcare procurement management.
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STRATEGIC COST MANAGEMENT ASA REPLY TO CHALLENGESOF
MODERN BUSINESSENVIRONMENT

Violeta Domanovié!

Vesna Stojanovié-Aleksié

Abstract: Cost management is a critical success factor afifganies in contemporary business environment,
which requires a proactive orientation, flexibiliand responsiveness to changing demands in theoanwvent.
The key idea of the paper is that a success ofgpaay is the result of developing and implemengifigctive
strategies supported by the methods and tools afagement accounting and strategic management. &nlik
traditional cost control systems that are routinalyplied on continuous basis, cost management piexpon

ad hoc basis when the possibility of cost reducisoidentified. Strategic cost management is theliegation of
cost management techniques so that they simultahemoprove the strategic position of a company etlice
costs. The increasing pressure of global competititechnological innovation and changes in business
processes have made that cost management is muehanitical and more dynamic than ever before. The
paper is going to stress the necessity of strategét management in contemporary business envinonamg to
introduce and analyse some tools in order to reczasts and increase profitability.

Keywords: contemporary business environment, strategic coahagement, strategic management and
management accounting tools.

I ntroduction

The business arena in which companies operate tedagnificantly different than in the past.
Questions that come to mind to contemporary comialeeatities are related to the driving force of
the business environment in the 21st century,rtipdi¢ations of the modern business environment, as
well as the steps they should take in order toigengrow and develop in the long-term in such an
environment.

Present time is characterized by discontinuity,eutaénty and turbulence. Some regard it as a
period of shock or future digital revolution. Théhers use terms like post-industrial society, third
wave, the knowledge society, the information age e digital revolution. What is common to all
these conceptions is that the dynamism of environahdactors affirms the importance of proactive
relationship of the enterprise with the environmdnisinesses and as well as the importance of
preparing for future business conditions. In thedera business environment, a successful company
differs from the failure by the ability to managkaoge, not by the status of the status quo (and
Djuricin Jano3ewi, 2005).

The key changes in the modern business environmentrelated to the different role of
knowledge, processes of globalization, the basaigsfiormation, expanding the range of technological
possibilities, production of fundamentally new tealogies (information technology, biotechnology,
new materials) and to the change of the managemedtorganization concepts (Djuricin and
JanoSe\i, 2005). This seems to introduce new cost measunear®d management and corporate
performance management methodologies, as alwaydhdiestible” source of the competitive
advantage.

! Faculty of Economics, University of Kragujevaterzic@kg.ac.rs

2 Faculty of Economics, University of Kragujevac

97



STRATEGIC COST MANAGEMENT ASA REPLY TO CHALLENGES OF MODERN BUSINESS
ENVIRONMENT

For Shank & Govindarajan (1993), cost managememtlead to an effective cost control and
can ensure an advantage against the competitiam Ehe 80s in the J0century, new cost
management practices emerged in response to smitigbout the usefulness of the traditional
managerial accounting techniques, which generaflyevibased on the internal factors. The necessity
of the contemporary business environment has impabe need for considering also the
environmental factors external to firms, which teelha new knowledge field and professional
practice calledtrategic Cost Management — SCM

The adoption of strategic cost management prachgdbe companies has been the subject of
several studies (Guilding, Cravens and Tayler, 28@Wvhill and Lee, 2002; Dekker and Smidt, 2003,
Waweru, Hoque and Uliana, 2005; Cinquini and Teh@06; Cadez and Guilding, 2007; Noordin,
Zainuddin and Tayler, 2009; Angelakis, and Théfiarépoulos, 2010). The studies showed that this
concept has more been adopted in developed cosifitkee Japan, Italy and United States of North
America.

The paper is going to stress the necessity ofegfi@tcost management in contemporary
business environment and to introduce and analyse gools in order to reduce costs and increase
profitability. Thus, in the following sections, tteewill be words firstly about the mere charactiss
of the contemporary business environment; thenemgdly about the new concepts of the strategic
enterprise management; then, about the necessityrofiucing the strategic cost management in the
contemporary business environment, as the basisthi®rstrategic positioning and competitive
advantage.

Characteristics of the contemporary business environment

Technological development is achieved through tpelieation of new technologies in
products, processes and services in all sectdtseecfconomy. There has been the broader domain of
influence of technological change on society ashaley so that we might talk about the process of
institutionalization of technological innovation.aéMre the withesses of the impact of technological
change on the creation of new economic, political social relations. The third industrial revolutio
is a phenomenon whose consequences are global l#iol, wnoreover, brings continuous period of
uncertainty (Domanovj 2010).

According to Prahalad's view (Prahalad, 1998),ahmpetitive environment in the future will
shape the next eight major discontinuities: glataion, which calls for creating competitive
advantage on a global scale, deregulation andtpateon, the volatility of almost all industriethe
convergence of various technologies, ambiguity e industrial borders, operations based on
standards, reducing the number of intermediaridseanvironmental sensitivity.

Integrated understanding of the external and imleemvironment provides companies with
information that is of particular importance whepserving the present and anticipating the future.
External environment of the company can be diviiled three main areas: general, industrial
environment and competitors’ environment (Hittldred and Hoskisson, 2001). In combination, the
results of the environmental influence analysigcifthe development of strategic intentions, sgiate
mission and strategic actions. Analysis of the ganenvironment is focused on the future, industry
environment analysis on understanding of the facdmid conditions that affect the profitability bét
company, while the competitors’ analysis is focusadredicting the dynamics of actions, responses
and intentions of competitors (Hitt, Ireland and skigsson, 2001, Lynch, 2000; Djuricin and
Janosey, 2005).

The above changes in the business environment danteyears have caused significant
modifications in the practice of cost management.
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New concepts of the Strategic Enter prise Management (SEM)

Modern business environment imposes the need fidiniy and defining new concepts and
tools to support the strategic enterprise managenée aim of introducing new concepts is certainly
raising the overall efficiency of the company. Soafehese concepts that deserve the attention of
modern managers are: total quality management (TQdizen costing, activity-based costing,
reengineering, life-cycle costing, value chain bathnced scorecard (Blocher et al., 2005).

Total quality management

Total quality management (TQM) is a technique thelps managers to develop policies and
practices to ensure that products and servicesdxoestomer expectations. This approach includes
expanded functionality, reliability, consistencydatourtesy. Cost management is carried out in order
to analyze the effects of different design choifm@stotal quality management, and to measure and
report on the many aspects of quality including, geample, bottlenecks in the production process
and defects, unproductive labour or materials edpdnthe number of service calls and nature of
complaints, warranty costs and product recall.

TQM efforts can build brand loyalty and assist teenpany to rapidly improve product quality
and competitiveness. For example, Hewlett-Packasdiftroduced a policy of returning the product
that customers returned to retailers - somethiag thany computer manufacturers did reluctantly.
This policy builds customer loyalty and offers iktes and Hewlett-Packard the early warning of
problems products.

Kaizen costing

Continual improvementKaizenis a Japanese word) is a management techniquehioy the
managers and employees are devoted to progranmtifigal improvements in the quality and other
critical success factors. Its origin is attributedhe Japanese manufacturers who tirelessly séarch
quality. Continual improvement is often associateth the practice of comparing with rivals in the
industry (benchmarking) and total quality managetmasncompanies seek to identify other companies
as models to learn how to improve their criticaicss factors.

Activity-based costingABC)

Many companies have realized that they can impmaaning, product costing, operational
control and management control using analysis t¥ides in order to develop a detailed description
of the specific activities that are performed ie thusiness. The analysis provides the basis for the
activity based costing and activity based managé#enivity-Based Management - ABMctivity-
based costing is used to improve the accuracyehtialysis of costs by improving the allocation of
costs to individual products or customers. Actiligsed management implements the activity analysis
as a way of operational and management comd®C andABM are the key strategic tools for many
companies, especially those with complex businesslarge variety of products.

Reengineering

Reengineering is the process of creating a comgetiadvantage when the company
reorganized its operational and management furgtioften with the result that jobs are modified,
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combined or eliminated. It was defined as" a fumglatal rethinking and radical redesign of business
processes in aim of dramatic improvements in @fiticontemporary performance measures, such as
cost, quality, service and speed" (Hammer and @kart993). Under the pressure of global
competition, many companies look to re-engineeds@ way to reduce the cost of management and
operations, and as a basis of a careful re-analgbistrategic competitive advantage. Cost
management supports reengineering efforts by piryicklevant information.

Life-Cycle Costing

Life-cycle costings a management technique that is helpful in ttoegss of identifying and
controlling the costs of the product throughoutlits cycle. The life cycle includes all the steps
starting from product design and procurement of raaterials to delivery of finished products and
service. These steps include: (1) research andagewent (2) product design, including prototyping,
testing, and cost targets, (3) production, inspe¢tpackaging and storage, (4) marketing, promotion
and distribution, and (5) sales and services. @mstagement has traditionally been focused only on
costs incurred in the third step, i.e. productidhinking strategically, management accountants now
manage the life-cycle costs, including the costshm upstream and downstream part of the value
chain and production costs as well. This expandedd means that management accountants pay
special attention to product design, given thatcings of design reflect the costs of the futurasels
of the product life cycle.

Value Chain

The value chain identifies specific steps to engbee creation of a competitive product or
service to customers. In particular, the analydisralue chain management helps companies to
disclose what steps or activities are not competitivhere costs can be reduced or whose activity
should be outsourced. In addition, the company apgjy the analysis of the activities to find wags t
increase the value to the customer in one or mepsf the value chain. For example, companies
such as Dell, General Electric, IBM and HoneywelNé& made greater overall profits by moving down
in the value chain. The key idea of the value claaalysis is that the company should carefullywtud
each step of the business to determine how easlityacontributes to the profit and competitiveness
(Wise and Baumgartner, 1999).

Balanced Scorecard — BSC

Strategic information, which takes into account tiréical success factors of companies,
provides management a detailed report that allogtgparvision of the competitive process and serves
as a benchmark for comparing the success with dmmpetitors. Financial measures such as
profitability reflect only partial and often onlyart-term measures of progress the company. Without
strategic information, the company is likely to @e& from its course and make up strategically \gron
decisions about the products, for example, chotseswrong products, marketing and distribution
methods.

In order to highlight the importance of the strategse of information, financial and non-
financial, the accounting reports on the perforneant the company are now often based on the
critical success factors of companies grouped fiotw different perspectives. One dimension is the
financial and the other three are non-financialsof@aplan and Norton, 1996):
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— Finance: Ratios of profitability and market value, suchiadicators of how successful the
company satisfies its owners and shareholders.

— Customer satisfactiorMeasure of quality, service, lower costs, as iattics of how successful
the company satisfies customers.

- Internal business processelsleasures of efficiency and effectiveness in thedpction of
goods and services.

- Innovation and learningMeasures of the company to develop and utilizedunesources to
fulfil its strategic objectives in the present ahd future.

The accounting report containing these four dinmmsis called théalanced scorecardlhe
concept of balance includes the intent of extensiveerage, financial or non-financial, of all the
factors that contribute to the success of compaitieachieving strategic goals. The Balanced
Scorecard provides the basis for a more compledé/sin of efficiency than is possible only on the
basis of financial data. Consistent applicationtlodé balanced scorecard is therefore a critical
component of a comprehensive approach that takesatimpany to become and remain competitive.

The necessity of strategic cost management in contempor ary business environment

Current economic circumstances exert a signifigaassure on corporations that, in order to
improve efficiency, better manage costs. The sicoésa company is the result of developing and
implementing effective strategies supported by meshand tools of management accounting. Cost
management is a broad concept and focuses on ngdaosts and continually improvement and
change rather than on the cost content itself.Kdnine traditional systems of costs control that ar
routinely applied on continuous basis, cost managens applied on aad hocbasis and when it is
necessary to identify the opportunities to reduzsts Many approaches that have been incorporated
into the area of cost management do not alwaydvuavihe application of accounting techniques. In
contrast, cost control relies heavily on accounteghniques.

Cost management consists of those actions thatgaensake to reduce costs, some of which
are based primarily on information obtained frora #tcounting system. Other actions, however, are
undertaken without the use of accounting informmatidhey include improvements to the process,
which identifies the ability to perform processéfeaively and efficiently, which will have obvious
effects on reducing costs.

In today's business environment, cost managemenbéeome a critical success factor for the
company. Today, simply reducing costs is not enpugbtead, the costs must be strategically
managed. Strategic cost management is the applicafi cost management techniques so that they
simultaneously improve the strategic position ofampany and reduce costs. Robin Cooper and
Regine Slagmulder suggest that it is necessaryaterthree distinct steps to convert from unfocused
cost management to strategic cost management (CampeSlagmulder, 2003The first stefs to
revise the existing and planned cost managemdidtines to ensure that they enhance the strategic
position of the companyl.he second steig to expand the scope of internal cost managebeyand
the walls of the factory (supply chairfyinally, these authors suggest that it is also neceseary t
expand the program of cost management outsideampany to the whole supply chain (Schulze et
al, 2012). There are three types of initiativeseaiiation to the cost management: those that stnengt
that do not affect and those that weaken the cogpanmpetitive position in the market.

The objective of strategic cost management isdage costs while increasing strategic position
of the company. Based on this objective, strategpst management cannot, as a traditional
management accounting, be confined to the fourswafllthe factory. The dominance of financial
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managerial accounting in the 20th century led &attophy of cost management practices. Traditional
cost accounting systems are limited to the chamyeshe products as their proponents. Another
potential cost objects, such as suppliers and me®are ignored and the costs related to them are
treated as overhead costs that are allocatedaailyiton products or are recognized as period expgn
and directly entered in the income statement. Ebams that it is not possible to manage the non-
production costs because the main reasons of dleeurrence are hidden. In order to manage these
costs strategically, it is necessary to link theithwome cost objects other than products. Onbaef t
primary techniques for this iactivity based managemerithe advantage of this technique over
traditional costing methods lies in the possibilitvat the costs, in accordance with the princigle o
causality, are calculated on the wide range of aibjencluding products, suppliers and customers
(Kaplan and Cooper, 1997).

The next step in the adoption of strategic costagament is the process to extend beyond the
boundaries of the company, so called inter-orgdiozal cost management (Fayard et al., 2012).
Inter-organizational cost management (IOCM) isrategjic cost management practice that extends the
application of cost management activities beyoral tifaditional management of internal costs to
include managing costs among supply chain partrlarsnany cases, these activities are easily
recognized as inter-organizational applicationgradlitional cost management activities, such as an
inter-organizational application of activity-basewsting Kaplan & Narayanan, 2001 IOCM
activities may also be viewed as supply chain memegt techniques benefiting supply chain
partners, such as just-in-time processes to mamagjeontrol inventory level8erry, Ahmed, Cullen,

& Dunlop, 1997; Callioni, de Montgtos, SlagmuldggnWasenhove, & Wright, 2005The common
theme defining IOCM activities is that they involeellaborative or cooperative actions among supply
chain members to reduce costs and to create valwdanizations in a supply cha@dad & Cullen,
2006; Cooper & Slagmulder, 1998ased on this view of inter-organizational costnagement, the
set of techniques for managing boundary spannistsaan be considered an organizational resource
used to create firm valu€6ad & Cullen, 2006; Cooper &Slagmulder, 2D04

In order to reduce costs along the value chaintbhadimultaneous strengthening the strategic
position of the company, it is necessary to aliga programs of cost management programs with
suppliers and customers. The aim of this inter-fagljustment of cost management programs is to find
the better solutions for the greater cost savitigm) in the case that the company, its customets an
suppliers do it independently (Cooper and Slagmuld®99). Thus, strategic cost management
requires that the company introduces changes tieasimilar to the changes in behaviour that is
required from suppliers and customers. All thessnges have both costs and benefits. The challenge
of strategic cost management is to identify theneaaes of these changes, and then to find ways how
each firm gains the benefit as the entire valuéncheacomes more efficient.

The value chaincan also be more efficient if a certain compaig/,suppliers and customers
together find ways to reduce production costshis tase, it is possible to identify two technigoés
cost managementarget costingandkaizen costingTarget costings applied in order to reduce costs
in the design phase of the product, whilekhi&en costings used in the production phase. When any
of these techniques identify the problem of cogten the individuals from companies in the value
chain can work together to resolve the problem.

Information about cost management is relevant tmagars in order to improve corporate
governance and includes as well as financial in&drom about the costs and revenues so the relevant
non-financial information on productivity, qualitgnd other key factors of a successful company.

Financial information, viewed in isolation, may det@ adverse business decisions, as they focus
on the short term. In order to competitive succtdss,company needs to focus on long-term factors,
such as the improvement of products and produgifonesses, product quality and customer loyalty.
An emphasis only on financial information may leadnagers to focus only on reducing the costs
(financial measure) neglecting or even undermirgnglity standards (non-gauge). Such a decision
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may be a critical error that would lead to a lof§scastomers and market share in the long run.
Internationally recognized business consultantsh @as Edwards Deming, Peter Drucker and others
emphasize the importance of considering non-firelmoeasures and long-term operating results if the
company tries to compete successfully in the markaus, information about cost management
includes information - financial and non-financiahd short-term and long-term — that manager
requires so he could achieve the competitive sscaed what exactlgalanced scorecardnables.

Contrary to the function of cost management, fim@neporting function includes preparation
of financial statements for external users, suchingestors and government regulators. These
statements of financial accounting require comgkawith certain external requirements. Information
about cost management is being developed for udeinompany to facilitate the management, but it
iS not necessary to meet these requirements. Theattebutes of cost management information must
therefore be usefulness and timeliness, accuraéyaricial statements and adjustment to reporting
requirements. However, strict adherence to theracgumight endanger usefulness and updating of
information.

Effective strategic management is critical for guecess of the company or organization. The
increasing pressure of global competition, techgickl changes and innovations in business
processes made that cost management is much mbeoalcand more dynamic than ever before.
Managers must think competitively and this requaestrategy.

Strategic thinking involves anticipating changes] @aroducts and manufacturing processes are
designed so to fulfil the demand changes. Theimportant a proactive orientation, flexibility and
speed of response to the changing requirements ehéronment. It is expected that the product life
cycle - the time of the introduction of a new prodto its removal from the market - will become
shorter and shorter. The success achieved in @tegpao longer a measure of success in the future;
manager must manage the company looking at thedshield’, not at the ‘rear-view mirror’.

Putting an emphasis on the strategy also requireeaive and integrative thinking, i.e. an
ability to identify and resolve problems at thess«dunctional standpoint. Business functions arenof
identified as marketing, production, finance and@acamting/control. Rather than being seen as a
problem of production, marketing, finance or acamg) cross functional teams consider a problem
from an integrative perspective that simultaneowusi;bines the skills of all functions. Attention is
focused on meeting the needs of customers; altebaurces of the company, from all functions are
directed towards this goal.

Since the strategic issues have become increasmglyrtant in the field of management, cost
management has evolved from the traditional rolthefcosting and operational control to a broader,
strategic focus: strategic cost management (sele Tab

Strategic cost management involves the developofdanformation on cost management which
facilitates major function of managemenstrategic managemeniThe concept of strategic cost
management results in the following main topicketafrom the literature on strategic management
(Shank and Govindarajan, 1993): value chain arglgsiategic positioning analysis and cost drivers
analysis.

Competing companies include emerging and anticipatieanges in the modern business
environment into their business planning and pcasti Competitive firm is focused on the customer,
applies advanced production technology and antiefpthe consequences of changes in regulatory
requirements and tastes of its customers and remsgthe complex social, political and cultural
environment. Cost management focuses not only emidsasure, but also to identify those measures
that are critical to the success of the company.
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Table 1. Management accounting paradigm versusstrategic cost management paradigm
(Shank and Govindar ajan, 1993)

Relevant Managemen; accounting Strategic cost management paradigm
issues paradigm
Which is the Over products, customers and Over the different phases of the total chain value
most useful  functions in which the given company is only one link
way to With strong internal focus With strong external focus

analyse costs? Added value is the key conceptAdded value is treated as a too narrow concept

Although these three goals are always present,
the design of cost management system changes
dramatically depending on the basic strategic
r{oositioning of the company: either by the
strategy of cost leadership or product
differentiation strategy

The cost is a function of strategic choices on

How the cost The cost is primarily a function : .
, . s how to apply and the skills of managers in the
behaviour of production volume: variable .

, L implementation of strategic choices in terms of
should be cost, fixed cost, individual cost,
X the structural causes of the costs and causes of
treated? the combined cost

costs in the enforcement process

Defines three objectives,
What is the  regardless of the strategic
aim of the context: measuring
cost analysis? performance, directing attentio
and problem-solving

Strategic positioning and competitive advantage

Competitive advantage is the ability of compan@sutperform their rivals in terms of one of
the primary goals - profitability. However, the coamy may sacrifice profits for the sake of the
ongoing investments in technology or market shareprofit may be waived in order to provide
greater customer satisfaction, philanthropy, engéoyenefits, or benefits in employment.

Anita McGahan and Michael Porter on the basis efrésearch concluded that the state of the
industry affects about 18% of the variation amdmg companies’ profits and competitive position of
about 32%. Other possible systematic effects omptbftability of the company, such as variations i
profits due to changes in macroeconomic conditimischange the owner of a business unit, is
relatively small. Significant component, which affe nearly 43% of variation of profit, is
unsystematic. This component represents the vamidtiat cannot be explained by any systematic
influence (McGahan and Porter, 1997).

Competitive advantage cannot be reduced simply tormula or algorithm. The company,
which has the cost advantage, creates greater bglaffering products that have caused a lower, cost
with the same, or even lower, the perceived ben€efiis occurs in three qualitatively different \say
Firstly, the company can achieve parity by offerihg same benefits as rivals, for example, expigiti
economies of scale in order to reduce the averagiecompared to its rivals, which produce the same
product, but on a smaller scale. Secondly, the emypcan achieve nearly the same benefits,
including an offer that is much lower than its catifors. Finally, the company can offer a product
that is qualitatively different from its competitor Competitive advantage can sometimes be
constructed by redefining the product to take athga of substantial differences in the benefits and
costs compared to the traditional understandingeproduct.
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Looking for a cost advantage, the objective ofdbmpany is to become a leader in costs in its
industry or industry segment. Leadership in the s unique position in an industry that requires
the company" must find and exploit all sourcesco§t advantage ... (and) ... selling standard,
undecorated products" (Porter, 1985). " The wdiffgéation is achieved “when a firm provides
something unique, something that is valuable tdornsrs and beyond simple supply and at a lower
cost" (Porter, 1985).

These two sources of competitive advantage detuoefindamentally different approaches to
business strategy. The company, which competef@bdsis of lower cost, varies from companies
that compete through differentiation in terms ofrke& positioning, resources and capabilities and
organizational characteristics.

According to these types of competitive advantagige choose of scope and extent of the
company - a broad market versus a narrow markehesty- Michael Porter defined three generic
strategies: cost leadership, differentiation sgwtend focus strategies. Porter considered these tw
strategies as mutually exclusive. If a companyah&y to gain the benefits of both strategieslids'
somewhere in the middle".

It is more than likely that companies that findrtiselves in the middle are not very profitable.
They lose big customers who demand low prices ve bha forgive part of the profits to win business
from low — cost companies. However, these companies alsdigkly profitable business - cream -
from companies that are focused on higprofit targets or differentiate their products.ngmanies
that fall into the middle probably suffer from hied corporate culture and conflicting set of
organizational agreements and motivation systemtéPd 980).

Reconciliation of the product differentiation sag@y with low cost was one of the greatest
strategic challenges of the 90's in the 20th cgnilie success of Japanese companies in a wide rang
of products, from automotive and consumer elect®td musical instruments came because of their
ability to connect low cost with quality unprecethh Principles and methods of total quality
management that these companies have adopted aetbpid dispelled the myth that there is a
balance between high quality and low cost. A higipeality in terms of minor defects and higher
product reliability frequently involves a simpleroguct design, smaller suppliers of components that
can be closely monitored and fewer service calsmoduct recall - which affects the economy of all
costs.

Differentiation and reduction in costs can be canpntary in other ways. The high cost is
advertising and promotion can increase its marketres which then provides exploitation of
economies of scale across a wide range of prodUlsesexistence of economies of scale in advertising
and others means that leader in market share garowen its relative cost position forcing rivals to
compete on the basis of product differentiation.

Cost advantage

Historically, in the analysis of business strategyst advantage was emphasized as the primary
source of competitive advantage. Focus on costradga reflects the traditional emphasis on price as
the primary means of competition among enterprise®mpeting based on price depends on cost
efficiency. It also reflects some of the major wgac concerns of large industrial corporationstiby
the 20th century, the large corporations’ stra®gpek into account the request for economies alesc
and diversity through investments in mass prodaciod mass distribution.

Since the mid 80's of the 20thcentury, the economy is a priority, but the fotias shifted
toward cost reduction through restructuring, byirgyoff, hiring external services, introducing the
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lean production. Also, there was highlighted thguieement for a dynamic rather than static sources
of efficiency.

For some industries, the cost benefit is the prexdant basis for competitive advantage. Even
when the competition focuses on product differeiutig intensifying competition has resulted in eost
efficiency, as well as the assumptions of profiigbi

Request for cost economies based on experienagdexlthat the primary strategic goal of the
company should be to increase market share. Thease in cumulative production of a company
compared to its competitors depends on the relatizge of each company. If the relative share of a
company is twice greater than the relative shareaah other, then the first company will sooner
reduce costs at a rate twice greater than of itgetitors.

The key for cost analysis is to go beyond the gumachanical and empirical approaches such
as the experience curve and to find the factors dietermine the cost position of the company.
Experience curve combines five sources of costatemlu economies of scale, economies of learning,
improved process technology, improved product deaigd redesign processes (Grant, 1998). Other
factors that affect the relative cost positiontd tompany might be added to this complex: capacity
utilization, input costs and residual efficiencyckors that determine the unit costs are the costrd
(see Table 2).

Table 2. Cost advantage drivers (Grant, 1998)

Cost advantage drivers Cost drivers origin

Economies of scale » Factors indivisibility
e Specialization and division of labour

Economies of learning « Increased skills
» Better coordination/organization

Processed technology « Mechanization and automation
« Efficient material usage
e Greater accuracy

Product design » Design for automation
* Design for material economy

Input costs * Location advantage
¢ Having low-costing inputs
* Negotiation power
« Cooperation with suppliers

Capacity utilization e Fixed/variable costs ratio
« Installing and capacity closing costs

Residual efficiency Organizational surplus: difference between totallable resources

and resources necessary for efficient and effegtaréormances.

Starting from the multiple cost drivers, cost masragnt involves multiple initiatives at
different organizational levels. Careful analysfsegisting activities in relation to competitors yna
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open opportunities to reduce costs by reducingtiepsts, achieving economies of scale and better
use of capacity. At the same time, the company ek opportunities for innovation and redesign
process in order to exploit new sources of dynaafficiency.

Differentiation advantage

The differentiation advantage is achieved if thenpany is capable that by differentiating their
products and services realize the difference iceptthat exceeds the cost of differentiation.

Analysis of differentiation from the point of supgklls us what a company can to do in order
to be different from the competitors, but the catiquestion is whether such a differentiation @ea
value for customers. If the purpose of differemiatis to realize a profit, then in the focus oé th
analysis is the potential to increase customesfsation and reduce customer costs. Understanding
consumers' preferences, ways of their choice, timeativations, the company can identify
opportunities for profitable differentiation.

The differentiation advantage implies identifyingmwnand unique opportunities and developing
innovative approaches to exploit them. There acedlgments to create profitable differentiation. On
the supply side, the company must be aware of regswand capabilities through which it can create
uniqueness and do it better than its competitorsth@ demand side, the key is in understanding the
customer, their needs and preferences.

Visible differentiation is related to the physi@daracteristics of the products or services that
are relevant to the selection process and the nerafes of customers. These characteristics arg size
shape, colour, weight, design, material and teauyol Visible differentiation also includes the
features of the product or service in terms oftslity, consistency, taste, speed, durability aafbty.
Products and services that are complementary tmliserved products are also important for the
differentiation potential. This includes resalevisgs, after-sales service, availability and spetd
delivery, banking and the opportunity to upgradedpicts in the future. For consumer goods, these
variables determine the usefulness of direct difféation that consumers receive from the products.
For manufactured goods, differentiating variablfeca the ability of companies to benefit customers
in their work - hence these variables are a vatuablrce of differentiation if these companies cedu
costs and increase their capacity for product diffgation.

Opportunities for invisible differentiation arisedause the value that customers perceive in the
product or service does not depend solely on thiblei aspects of deals. There are a few products in
which buyers choose only the range of physical attaristics. Social, emotional, psychological and
aesthetic considerations are present in the claficeost goods and services. The desire for status,
exclusivity, individuality and safety are extremglgwerful motivational force in the choice of most
consumer goods. In the event that a product oriceermeets the complex needs of customers,
differentiation choices include overall image ofetlcompany offers. Issues related to the
differentiation of the image are particularly imgaort for those products and services whose quality
and characteristics are difficult to determineh&t time of acquisition (" good" experiential).

Differentiating differs from clustering. Differeatiing gives the answer to the question of how
the company competes - in what ways the companyoff@n its customers the uniqueness. This
uniqueness may be related to the consistency (Mald®), reliability (Federal Express), status
(American Express), quality (Marx & Spencer) andawation (Sony). Segmentation, in terms of
choice of market segments, relates to the placavhith the company competes expressed by
consumer groups, locations and types of products.

Although in strategy analysis, traditionally théx@s always been emphasized cost advantage as
a primary basis for establishing a competitive atixge over rivals, in many respects, low costs are
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far less secure basis for maintaining a competitadvantage in relation to differentiation.
Differentiation is less affected by changes indgRternal environment and the harder it is to copy.

The essence of the advantages of differentiatido iscrease the perceived value to customers
than competitors offer. This requires the companiidrmonize the requirements and preferences of
customers with its own capacity to create unity.

The value chain provides a useful framework forlyag the benefits of differentiation. By
analyzing how value is created for customers amdsiystematic assessment of the scope of each
activity in order to differentiate, value chain piges the connection of the differentiation souroen
the standpoint of demand and supply.

Modern businesenvironment imposes the need for findemyd definingnew concepts
and tools to support thestrategic enterprise managememhe aim of introducing new
conceptsis certainly raising the overallefficiency of the companyCurrent economic
circumstancegxert a significanpressure owcorporationghat in order to improvefficiency,
bettermanage costdhe successf a companys theresultof developing and implementing
effective strategiessupported by methodand tools of management accountingCost
managemenis a broad conce@nd focuse®n reducing costand continuallimprovement
and change rather than on the cost content itself. Kente traditional system®f costs
control that are routinelgppliedon continuoudasis,cost managememns appliedon anad
hocbasis andvhenit is necessarto identify the opportunitieso reduce costs.

In today's business environment, cost managemenbéeome a critical success factor for the
company. Today, simply reducing costs is not enpughktead, the costs must be strategically
managed. Strategic cost management is the applicafi cost management techniques so that they
simultaneously improve the strategic position ebenpany and reduce costs.

Competing companies include emerging and anticipatieanges in the modern business
environment into their business planning and pcasti Competitive firm is focused on the customer,
applies advanced production technology and antiefpthe consequences of changes in regulatory
requirements and tastes of its customers and rexsgthe complex social, political and cultural
environment. Cost management focuses not only emmisasure, but also to identify those measures
that are critical to the success of the company.
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PERFORMANCE MANAGEMENT OF SMALL AND MEDIUM ENTERPRISESIN
THE FUNCTION OF ACHIEVING OF SUSTAINABLE DEVELOPMENT

Tatjana Stevanovi¢

Marija Petrovié¢-Randel ovié?

Abstract: As one of the key sustainable development chakengeverty reduction is in the functional
dependence of inclusive economic growth to whidtiextng can contribute the small and medium enisegsr
(SMEs) sector. The possibility of using the SMEemg@l for development purposes derives from thpécialty
to accomplish the function of the source of newleympent and, accordingly, reduce poverty and inseea
social welfare By the analysi©f the SMEs sector role in sustainable developntaetaim of this paper is to
contribute to understanding of its importance inh@&wing of sustainable economic growth and prodsecti
employment, and to indicate on the importance ofiagang SMEs performance in a way that contributes t
sustainable developmer8pecial attention will be devoted to achieved l®@fghe SMEs sector development in
Serbia, and providing the recommendaticegarding the desired state authorities activitiesrards creating a
stimulative business environment so the objectofesclusive growth and productive employment bexom
feasible.

Keywords. SMESs, sustainable development, performance marege®erbia.

I ntroduction

In the last decade of the 20th century recordeceHpansion in economic activities of SMEs.
Moreover, researches has found that the rate ofogment growth was much higher in small than in
large enterprises, but that is also recorded the&eable growth of SMEs in the world. All this
indicates that the SMEs sector in the last decddben20th century has taken a high place on the
development agenda of many countries, particulartjeveloping and countries in transition.

SMEs are attributed today the role of one of thg factors in the intensification of the
economic growth pace and encourage economic develapof developed as well as developing and
countries in transition. Because this sector hksyarole of one of the bearer of faster development
and new employment, rightly to it is assigned anificant role in achieving the goals of sustainable
development.

Fixed size of the ecosystem put a limit on the n@wof the economic system. Ecosystem limits
the increase of economic systems in terms of derf@mdw materials and energy, and waste streams.
This means that economic systems can not increaedinitely, but to achieve a sustainable volume
of economic activity at which ecosystems will naffer too much pressure. The SMEs sector have
along with the increase of global awareness ofirtiportance of sustainable development, turned to
the definition of such business strategies thapeesthe basic principles which underlying this
concept. Economic and environmental principles egeally relevant for solving the resource
management problem. Sometimes, these principlem am@nflict, but the specific issues of resources
and the environment should consider how best th lbbtthem use. Ecological-efficiency concept
describes a vision for the production of econonhjcehluable goods and services while reducing the
ecological impacts of production.

Business has used a number of tools to implemesgetttoncepts, including Environment
Health & Safety auditing, the Business Charter $wustainable Development of the International
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Chamber of Commerce, and the Environmental Manage8ystem standards, which originate from
an idea of the World Business Council for Sustdmadkevelopment. Today, SMEs management is
focused on developing and implementing a businésdegy which embraces the imperative of
sustainability.

In accordance with the laid objective, this papestructured as follows. After introductory
considerations, the attention will be focused opl&xing the importance of integrating sustain&pili
issues into business management. Further, it willdiscussed the importance of development of
sustainable SMEs sector, and then will be analylzedchieved level of SMEs sector development in
Serbia. In the final part will be synthesized thsagarch results.

Involvement of sustainability issuesin business management

Globalized and liberalized environment completelyammged the traditional concept of
companies management. In this respect, modern das®s require to be managed on the basis of
target cost, the temporal discontinuity and fordngsthe crisis. Management of these companies
accepts these concepts, apply them successfullingrdved. (Nowevi¢, Anti¢, Stevanou, 2006)

The result of the internationalization of businesshe sale price of a single product. In the
modern economy is becoming less usable processiaing at the selling price by adding the profit
on the cost. Product price is the limit, the preficommitted by long-term corporate strategy, emst
becomes a subject of interest for management atamaotsnin an entirely new way.

Products designed with the target selling pricelireg the design process that will lead to such
products. At the analysis of these processes, neanaged expert support in various fields of sa@enc
especially the field of measurement of inputs, @asurement of resource costs for the first time to
appear. Such knowledge is needed from the timeaxfyct design, and stage of its conception, and
during all the “upward” phase to after-sales searvand abandonment of the product. In such
circumstances it is important to identify the cdustationship between non-financial data and costs
To this end, management accounting has researciiedeseloped a unique instrument that monitors
the costs of the activities within a process.

Business events are taking place in modern comditituring the period of time longer than one
fiscal year. The basis for the determination of tinee horizon is now the product life cycle. Since
each project has its own life cycle, managers teddok at multiple time horizons. Therefore, it is
necessary to research and development of speg#fieras of aggregating the value to projects by time
given for the purpose of regular annual, semianaodlquarterly reporting.

In conditions of high business uncertainty, manag@naccountants are oriented towards the
so-called “sliding” and reactive predicting, as oppd to budgeting the widely used simulation
models, mathematical rationality, which are alreadythe time of making rebuttable in initial
presumptions. In this context, a manager, salesag&s and workers must learn the art of timely and
adequate response to all possible situations dtiimgnhanufacture of products in their full consent.

Creating a balanced performance measurement syistderms of business and enterprise
management as described above, is associated awthiling the so-called Balanced Scorecard. This
is because the organizing and promotion of thigunsent solve two basic business problems. First of
all, solves the problem of successful implementatyb strategies, and on the other, determines the
effective and efficient performance measuremertesysBy its nature, the Balanced Scorecard means
carefully selected set of measures arising from dtrategy of an organization. As a means of
communicating managers with employees and extetalieholders, it determines the framework of
management activities and contributes to a morancald vision of performance. (Mendoza, 2002)
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Balanced Scorecard measures the performance ofacoespin four areas of management:
finance, customers, internal business processesiranadation and learning. Therefore, for each
management area is necessary to identify the mbjactives and translate them into specific
measures. The choice of performance measures dependhe particular company, the period
referred, and the adopted strategy.

Each of these levels has its own specific role.sThuterms of financial management evaluates
profitability of a company strategy. This area atspresents the shareholders or owners. The main
task in this area is to provide a return on shddefianvestment.

Manage customers, however, identify target marlkeginments and measure the success of
companies in these segments. It is associatedtleticreation of greater value for customers through
innovative and high quality products and servicedow prices. Balanced Scorecard in this area
highlights the part of company strategy that isuk®d on providing value to consumers.

The area's internal business processes focusduaeoralue chain of a company. Tasks in this
area relate to issues of efficiency of value coratind quality. Performed activities must be aredyz
to determine does that add value and discoveremhtist efficient manner of their execution.

Innovation management is the foundation of compafrgstructure. An organization needs the
right people, systems and equipment that will emdié achievement of objectives. Without learning
and innovation within the company it is impossitdeadapt the dynamic environment, with one hand.
On the other hand, successful adaptation to chaegeires ongoing training, staff training,
appropriate technology and information systems, atiger resources to meet the new needs of
consumers.

From an environmental perspective, the advantagbatdnced performance measurement
system consists in its pointing out the relatiopshetween long-term resources and capabilities,
including sustainability issues, and short-termaficial results. The merely existence of chains of
cause and consequence between resources geareds@uatainability, capability and appropriate
activities discourse that the Balanced Scorecandldmot only make environmentally induced costs,
but all direct and indirect outcomes as importagtfggmance measures. In such circumstances, the
term “balanced” is broaden on the purpose and gafaterporate sustainability. By introducing such
modifications inside the concept of Balanced Scamtampportunities for the development of the
Sustainability Balanced Scorecards-SBSC are created

Sustainability Balanced Scorecard provides manageméh simultaneous improvement of
environmental, social, and financial business gddlse most popular formulation for this new view
of performance is the Triple Bottom Line” (Dan Mgatmery, Rohm, 2000). It “involves planning,
managing, and reporting on business results iretareas:

— Economic: sales, profits, ROI, jobs created, césh f
- Environmental: impacts on air, water, waste, biedsity, energy use

— Social: product responsibility, community impactapor practices, human rights” (Dan
Montgomery, Rohm, 2000).

SBSC meet a central requirement of the conceptusfamability related to the continuous
improvement of business performance in all aspefcssistainable development. Special eligibility of
the concept of BSC to integrate all three dimersmirsustainability resulting in a position to cioles
the “soft” factors, which can be expressed finahcidhose characteristics have environmental and
social aspects. Therefore, SBSC help implementaugofs such as environmental or social goals
within the core of business manageméfigge, Hahn, Schaltegger, Wagner, 2002)
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There are several ways in which sustainability éssoan be included within the concept of
Balanced Scorecard. One possible way refers tadtiesign of existing perspectives, the second
refers to the addition of key new perspectives taedhird indicates on the possibility of formulkegi
specific environmental, or social Scorecard. Reiggrthe first possible way it is important to natic
that redesign does not significally affect the stthe perspectives in the Balanced Scorecard. It is
approved in practice that such approach enablemdhesion of the issues of sustainability thatdav
direct importance on the financial, customer mar&epplier market, apropos on the labour market.

In the process of building the SBSC, a formulatidrderived Scorecard is thus only possible
second step. The initial step should be the sti@iaglusion of inherently environmental and social
aspects into the entity of BSC by assistance ef fwo alternatives. The first two alternativeghe
SBSC creating are not intercourse disconnect. Thsindtion discovers principally in the
characteristics of the important strategic envirental and social aspects. For involved environntenta
and social aspects in the market system (for exangplvironmental protection costs), it is quiteyeas
to comprehend them using proper measures into biteioconventional perspectives. Conversely, if
environmental and social aspects exercise straiaflitence through mechanisms that act in the
company's non-market ambient (for example, appietilenlocal population), an extended perspective
is required.

In the literature there are many practical exampfeBSC implementation process, the most
adequate for large companies. Commercial applicatioay be too expensive or too difficult for small
and medium enterprises, and is publicly availabde fsoftware is a good way to start developing a
performance measurement system with them.

For SMEs the vision and strategy are not alwaysroigsly documented, organizational culture
and management culture is different than the bigpamies, it is difficult to retain competent staff
with serious resource constraints and the curtatisis very dependent on the aspirations, goals a
experiences of owners or managers. Selection apteinentation of competitive strategies in the
center of activity of entrepreneurs, but is stilaware of the strategic management process. Most
SMEs operate with poor planning and forecastingesys and subject to failure in business largely
due to poor risk management, inadequate decisidirgiand implicit implementation of strategic
planning. (Jarkko Tenhunen, Juhani Ukko, Tapio MariRantanen, 2004)

Theimportance of development sustainable SM Es sector

The analysis of the SMEs sector importance forasngble development is useful to start with
the definition of this sector within the largestasteepest integration in Europe. At the same titme,
should not ignore the fact that there are manynidafns of SMEs, which differ from country to
country, primarily because of differences in crdesn which is based their definition, for example,
the number of employees, the amount of annual wemoamount of invested capital, nature of
business or a combination of two of these criterienore.

Within the European economy SMEs play a centrad ed a source of entrepreneurial skills,
innovation and employment. This is approved by fde that, “there are 20.8 million small and
medium-sized enterprises (SMEs) in the Europearotyniepresenting 99% of all businesses and
providing around 90 million jobs in the internal tket. SMEs are the backbone of the European
economy and their contribution is essential forspung the goals of ‘Europe 2020, the strategy for
smart, sustainable and inclusive growth” (Europ€ammission, 2012). Within the unique internal
market, free of barriers, of essential importarararhproving the SMEs effectiveness and minimizing
the risk of distortions in the market due to thenpetition is existence of a single definition of EM

The new definition of SMEs, which entered into ®ron 1 January 2005, represents a key
element in creating an enabling business envirohff@nSMESs, confirming at the same time the
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readiness of the European Commission to supportdinelopment of this sector to achieve
sustainable growth, productive employment and $aoiaesion. Taking into account the criteria, such
as staff headcount, annual turnover, and annuahbalsheet, the European Union defines SMEs as
“the category of micro, small and medium-sized mrises consists of enterprises which employ
fewer than 250 persons and which have either anatarnover not exceeding 50 million euro, or an
annual balance sheet total not exceeding 43 midimo” (European Commission, 2012).

Sustainable development is at the centre of dewatop endeavor throughout the developed, as
well as developing and countries in transitions lbf paramount importance for the sustainabler&utu
of developing and countries in transition to creatav industries that efficiently use the local
resources and apply clean technologies in ordéndieease productivity, and to make products and
provide services on the way that satisfy the furelaal people needs without destroying the
environment.

The concept of sustainable development has besemex internationally with the main aim to
improve the prospects of the future and make therdufeasible. “Enterprises are the production
organisations in which consumer needs are reflettegroducts and services through the use of
information, human capacity and natural resouréégy determine and affect all the stages of the
flow of resources through society. They shape, \hir networks of customers and suppliers, the
overall life cycle of materials. Therefore, in tinansition to sustainability, the role of such eptises
is crucial” (Van Weenen, 1999).

Despite the numerous differences in the definibb®MEs as business entities, their goals and
mission, the researches showed the existence efaessential characteristics of sustainable SMEs,
which include the following:

1. “Focus on elementary needs: the SME preserggalior new, more sustainable solutions
than those that prevail in the market.

2. Sustainable resources: the SME has a longitadi sustainable use of resources.

3. Integration of concepts: social, economic, leattafety and environmental aspects are
integrated within the SME.

4. Local adoption of sustainability: the SME in ltecal context aims for sustainability by
incorporation of sustainable development as a tl®ncept.

5. Local or regional initiatives: more general susdble SME practice exists or is in
development as part of a local or regional intiesi. It marks the beginning of local or
regional sustainable industrial development” (Vaaéien, 1999).

To become sustainable, one enterprise is faced twéhproblem of selection the manner on
which it will achieve sustainable production of geand services. This immediately suggests that the
integration of the concept of sustainability in atitivities of the company withal requires also the
integration of traditional business goals, suchmaximizing profits, with the goals of sustainable
production and consumption.

In the contemporary competitive global businessirenment, development of dynamic and
flexible SMEs sector implies a change in its fundatal mission: from production to meet the needs
in a sustainable manner. It immediately shows tihade enterprises that followed with the concept of
product's life cycle (from resource extraction taste product disposal) will have to pay the attanti
to fulfilment cycle (taking into the account valueneeds, response and fulfillment).
Besides, SMEs must incorporate the sustainabdgifuirements into their future policy and practice.

The global transformation of unsustainable modélgroduction and consumption into the
sustainable models of growth and development irelthe increasing role of SMEs sector in
undertaking environmentally friendly and sociallscaptable activities. SMEs can contribute to the
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future environmental improvement only in a manret tinvolves using the environmentally sound
technologies in the production process. Orientatbovards the implementation of cleaner production
models can bring many benefits to SMEs through awipg their market share and increase
profitability.

Adopting the practice of self-regulation proved lbe an effective way to control the
environmental impact of SMEs activities. Today, iemvmental management systems (EMS) rightly
occupy a significant place among the mechanismariproving the production process sustainability.
Starkey (Starkey, 1998) points out the existencthefnumerous advantages of introducing EMS in
SMEs sector:

- Cost Saving

— Ensuring legislative compliance

— Anticipating future legislations

- Reduce environmental risk

— Meeting supply chain requirements
— Improved relations with regulators
- Improved public image

- Increased market opportunities

- Employee enthusiasm.

Besides of the EMS, the International Organization Standardization (ISO) during 1993
introduces a set of instruments to support enviemal management, including, Environmental
auditing, Environmental labeling, Life cycle assesat, and Environmental indicators.

In order to increase the contribution of compankesth in private and public ownership, to
social aspects of sustainable development waddimtex International Standard of 1SO 26000 : 2010.
The importance of its introduction into one entexpis reflected in the possibility of realizatiorany
benefits of socially responsible business practigeduding increasing competitiveness, enhancing
reputation, maintenance of employees morale, comenit and productivity, increase trust and
strengthen relationships with competent state aitidt®

In the Report of the European Commission are resetfie results of the Flash Eurobarometer
342 survey, that are carried out between the 2Afaiouary and the 10th of February 2012. The main
findings of this survey according the areas of SME#vities are as follows (European Commission,
2012):

a) Regarding the area of resource efficiency:

- 93% of EU SMEs report that they are taking at least action to be more resource efficient;

- 35% of EU SMEs indicate that measures to improwmurce efficiency have reduced the
production costs, while 27% report that their pretthn costs are increased,;

- Regarding more specific actions linked to resowgftiency, 25% of EU SMEs report they
have an environmental management system in placeniparison to 48% of large companies.
b) Regarding the area of green markets:

- Over a quarter (26%) of EU SMEs offer green proslactservices, their green sales represent
1-5% of their annual turnover (30%), and half (528k}hem offer products and services with
environmental features.
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— Food and beverages (25%) and electronic and mezdianachinery and equipment (23%) are
the most commonly sold green products and sergoemng SMES.

— Customer demand plays a major role in the decisi@®ll green products or services.

— Half (49%) of the SMEs that already offer greenducts or services indicate that financial
incentives would be the best way to help the expanef their range of green products or
services.

¢) Regarding the area of green jobs:

- 37% of SMEs in the EU have employees, which majude the owner himself, working in
green jobs some or all the time.

The analysis of achieved level of development of SM Es sector in Serbia

Achieved results of implementation of the transitirocess in Serbia indicated that the period
from 2000 to 2008, among other things, is charadrby rapid development of SMEs and their
transformation into the most dynamic and most effitsegment of the economy. Besides the fact that
this sector becomes crucial for the further ragdaopment of the Serbian economy, it's expansion i
in line with the intention of the holder of the @omic policies for faster structural adjustmenthad
Serbian economy to requirements of the EuropeamrJand more effective involvement in the
European integration process.

This confirms the analysis of level of developmehtSMES, which shows that this sector
increasingly become more dynamic and the most @&ment of the economy, and plays an
important role in the implementation of initiatedustural reforms in Serbian economy. According to
data for 2008, “it is estimated that SMEs sectatigipated with about 35% in the GDP of the
Republic, and 43.2% in total employment. Foreigadér activities of SMEs in 2008 accounted for
45.5% of exports and 59.3% imports of the Serb@memy. This sector (302 449 businesses entities)
IS in 2008 made 66.6% of total turnover and 59.1% A and 57.8% of the profits of non-financial
sector” (Republika Srbija, Ministarstvo finansig09). Besides of the dominant share of SMEs in the
total number of active enterprises (around 99%@ importance of this sector for achieving
sustainable growth and development of Serbian engroonfirms its contribution to new job creation
and raising the employment.

During 2009 is recorded the slowed developmentMES primarily arising from the negative
effects of global financial and economic crisis.eTérisis was negative burden the entrepreneurial
climate in Serbia, caused a slowing of entrepraakdynamics and restricts the opportunities fdr jo
creation and productivity growth. Owing to the m@as of the Serbian government for mitigation the
negative effects of the crisis, in 2010 showedighslrecovery in economic activity, although the
SMEs, due to a slower adaptation to new circumssnduring this year felt the severe effects of
crisis.

Comparing the indicators of SMEs development in®280d 2010, it could be perceived that
during 2010 was recorded following positive trendghis sector:

In 2009 were registered in total 315.827 businessdities in the SME sector, while in 2010
slight increase for 3.713 resulted from an incradaseumber of entrepreneurs for 2.439 and micro
enterprises for 1.746, while the number of smaiémrises decreased by 259, and medium for 213.

1. During 2010 was a slight increase in businessigg apropos turnover in 2010 was higher
by about 0.3% (in 2009 amounted to 4,380,545 RBD, and in 2010 was recorded an
increase on 4,677,933 mill. RSD).
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2.

During 2010 is recorded increase in export valyel5.9% and imports by 1.9% and
reducing the trade deficit by 9.1% compared to 2009

Table 1. Comparative indicators of SMEs sector development in Serbia, 2009-2010.

(Ministar stvo ekonomijei regionalnog razvoj a, Nacionalna agencija za regionalni razvoj,

2011, p. 14)
2009 2010
No. of enterprises 314.827 318.540
No. of employees 872.540 814.585
Turnover (mill. RSD) 4.380,545 4.677,933
GVA (mill. RSD) 778.108 814.417
Export (mill. RSD) 275.378 339.845
Import (mill. RSD) 627.147 680.549
Balance of trade (mill. RSD) -351.769 -340.704

Though, in 2010 the crisis has caused the followiegative trends in the SME sector:
1.

Since 2008, the crisis effects had a strongpremsion on the reduction of the number of
established businesses and stores, and increasarttier of businesses entities that lay off
the operations.

The number of employees reduced on 814.585, hwhampared to 2009 represent a
decrease for 6.6%.

The crisis had adversely affected the growtprofiuctivity, which measured by the value of
GVA per employment is around 5.7%.

Unchanged sectoral orientation of the SMEs (Macturing, Wholesale and Retail Trade,
Construction and Professional, scientific, and méedil innovation activities) does not match
the development needs of the Serbian economy, vehperts, based on products of low
technological intensity can not provide any desttedelopmental dynamics or to contribute
to achieving the objectives of export-oriented gitoand development.

Instead of stopping, in 2010 has only strengtbemhe regional development level
differences, and the level of SMEs sector develoyirbg area. Regarding the indicator of
GVA per employee, the differences in the level lo¢ ISME sector development have
increased between the area with most developed S¥d&wr (City of Belgrade) and the
least developed sector (Pcinjska) from 2.3: 1 id®2® 2.4: 1 in 2010.

The analyzes show that SMEs sector plays an immpontale in achieving sustainable

development of Serbian economy, especially ifkeainto account the participation of this sector i

the creation of GDP and employment. The crisis a6 only negatively burdening the business
environment for SMEs, but also limited reacts olviag the key problems with which is facing the

sector. One of the “burning issues” relates to $ti# uncompleted institutional and regulatory
environment that acts as a key barrier to creatéw businesses and jobs.

Creating an enabling environment for developmenthef sustainable SMEs sector requires

taking the activities of the state authorities ttatld be summarized as follows:
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Creation of an adequate system of incentivesagddessing the key problems of enterprise
development at the stage of growth and developnregarding the practice of highly
developed countries of the OECD and the EU.

Support the fastest development of SMEs thrahghimplementation of the Strategy of
competitive and innovative SMEs in order to creatnditions for development a
competitive and on knowledge and innovation baskUES sector, which contributes to
achieving the national goals of sustainable devetop.

Changes the funding methods towards strengtteepublic-private partnership.

Encourage the development of dynamic entreprehgu that guarantees sustainable
economic growth.

Taking the measures and activities towards inipgothe regulatory and administrative
environment for the establishment and operatiomef enterprises, in order to provide
necessary support for the development of sustanaldmpetitive and export — oriented
SMEs sector.

Conclusion

The SMEs sector, by performing the function ofitretrument for reducing the poverty through

the creation of new jobs, is now considered ab#arer and the world promoter of sustainable growth
and development. There are many benefits which ldpreent of this sector can bring to the
developed, and especially developing countriegjirgnfrom job creation and, accordingly, increase
employment to the collecting benefits on the bakthe economies of scale effects.

In order to maximize benefits of the SMEs sectorettgpment the government of developing

countries and countries in transition and SMEs #wwes are faced with numerous challenges,
including:

1.

Encourage the SMEs sector development by cgeatiiavorable business environment that
will be enough persuasive for the development @f paterprises, in order to minimize the
proportion of these enterprises in the informataecf economy.

Increasing the SMEs sector competitiveness amdugtivity.

Achieving that level of competitiveness thatlweihable SMEs to efficiently integrate into
the global value chains through trade and foreigectlinvestment.

Multi-dimensional character of these challengesiiregan orientation the SMEs efforts towards

the creation such management system of their pedioce that will enable the achievement of greater
value to consumers with lower environmental impaBtssides of increasing SMEs flexibility and
adaptability to market conditions and consumer d&®saof key importance for the sustainable
survival of these enterprises on the market ig tt@inpliance with the higher technical (par example
technical barriers to trade), environmental (paanegle, 1ISO14000) and labor standards in local and
foreign export markets. In addition, the developtancooperative relationships with multinational
corporations is a prerequisite of inclusion in abgll sales network and collection of benefits agsi
from these relationships, which are essential figproving their business performance in terms of
sustainable development.
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INVESTIGATING CORPORATE ENTREPRENEURSHIP
IN SERBIAN CONTEXT

Ljiljana Konti¢*

Abstract: This paper presents an empirical research and asislgf corporate entrepreneurship within Serbian
organisations. The previous study revealed thatpOmte Entrepreneurship Assessment Instrument (CEAI
(Hornsby, Kuratko & Zahra, 2002) should be modifiadorder to be used in Serbian context. The author
proposes scale with 41 items in five dimensionsnégarial support, rewards, responsibility and job
descriptions, decision making and available tinl#)e main aim of the study is to test the validitynodified
questionnaire in selected organizations. Resporsderte 355 employees with different demographi@bbes.
The research findings revealed on practical impletaton of proposed questionnaire in Serbian envinent.

An innovative organizational culture in Serbian anjzations could be determinate with proposed fiagtors.
The findings have significant implications for ptiioners attempting to manage change effectivdlye
research limitations are suggested.

Keywords. corporate entrepreneurship, innovative organizagibculture, Serbia

I ntroduction

The concept of corporate entrepreneurship hasmgersally accepted name. Therefore, there
are different terms in the literature such as aesitment and intra entrepreneurship (Hornsby et al.
2002). Corporate entrepreneurship encompassesiaitsidhat arise when embarking into new forms
of business, while introducing new ideas into thgaaization and the basic idea that covers theeenti
business. This entrepreneurship emphasizes theaisiog ability of organizations to adopt and
develop innovative and creative abilities.

The significance of this research is primarily sgigc in nature. This paper is intended to
develop an understanding of corporate entreprehiguirs Serbian environment and its conditionality
demographic characteristics and features of thamzgtion. In addition, the study replicated and
extended previous research, which confirmed thigitsabf the research instrument (Kontic, 2011).

The main objective of this study was to determime guitability of a modified version of the
guestionnaire for measurement corporate entreprsmiguin a transforming economy. An additional
objective was to examine how demographic charatiesiof respondents influence the occurrence of
corporate entrepreneurship. In order to achieve dgbal, following research questions have
formulated:

1. What is the relationship between the educaterlland managerial level?
2. Does modified questionnaire explain corporateegneneurship in Serbian organizations?

3. Are there differences of a survey of corporateepreneurship factors regarding demographic
variables?

! Faculty of Legal and Business Studies, Novi §ai@na.kontic@yahoo.com
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Theor etical background

The concept of corporate entrepreneurship

Corporate entrepreneurship is considered as estreprial activities in existing organizations.
However, how and why the process of corporate prareeurship works remains a black box (Covin
& Miles, 1999; Hornsby et al., 2002). Additionallthe researchers have used different terms to
describe the entrepreneurial activities such aparate entrepreneurship (Carrier, 1996; Covin &
Miles, 1999; Covin & Slevin, 1991; Dess et al., @9®ornsby et al, 2002; Jennings & Lumpkin,
1989; Stopford & Baden-Fuller, 1994; Ucbasaranl.e801; Zahra, 1993; Zahra et al., 1999; Zahra
et al., 2004), intrapreneurship (Antoncic & Hisrick001; Carrier, 1996; Hostager et al., 1998),
corporate venturing (Miles & Covin, 2002), and & corporate entrepreneurship (Jones & Bultler,
1992).

The construct of corporate entrepreneurship i$ estiblving. Therefore, there is no standard
definition of the term.

Many authors argued corporate entrepreneurshighinas dimensions proactivity, innovation,
and risk taking (Miller, 1983; Morris & Paul, 198Zpvin & Slevin, 1990; Dean et al., 1993).

If corporate entrepreneurship activities are dgwetbin the trend of companies mission, then
there is formal corporate entrepreneurship. Theorim@l corporate entrepreneurship occurs
spontaneously.

The corporate entrepreneurial activities can bedooted within companies boundaries
(internal activities) or as a joint venture (exgractivities).

"Entrepreneurial actions help to sustain competitidvantage for firms facing rapid changes in
industry and market structures, customers’ needfinblogy and societal values" (Bhardwaj et al.,
2011, p. 188).

The corporate entrepreneurship is a complex cortdtnat appears in many forms. Focusing on
the name and dimensions provided by different asthmay cause confusion. The classification can be
useful to some extent that provides us opportuoitynderstand different approaches and the results
obtained by different authors in the research fidétdthe literature, there is no single or unique
approach that is accurately and incorporating diffeforms of the corporate entrepreneurship.

"Corporate entrepreneurship includes all actionsratterized by novelty in resources,
customers, markets, or a new combination of regsliustomers and markets" (Ireland et al., 2009).

To conclude, there is a need to analyse proces$aatats of corporate entrepreneurship. This
is required when relative new concept is preseassdackground of empirical study.

Corporate entrepreneurship measures

Corporate entrepreneurship has been operationahzedny ways. Undoubtedly, the variance
in measures has contributed in some degree toetfir@ttbnal gap and the labeling problem discussed
in the previous section.

The first questionnaire has been focused on praawiss, risk taking and innovation(Covin and
Slevin, 1989). Other questionnaire named Corpdtateepreneurship Assessment Instrument (CEAI)
has been embodied the individual understandingigdarate entrepreneurship (Hornsby et al., 2002).
Five factors revealed the existence of corporatEepreneurship in organizations management
support, work discretion and autonomy, rewards aethforcement, time availability, and
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organizational boundaries. The factor structurasgméed by Hornsby et al. (2002) has been testad in
few settings (Adonisi, 2003; Brizek, 2003; Wood020Rhoads, 2005; Davis, 2006).

This questionnaire was applied to a sample of locahagers in four Serbian organizations.
Internal reliability of CEAI measured the Cronbaalpha for the entire questionnaire was 0.927.
While the results within the five subscales we@18.for Management support, 0.782 for autonomy,
0.743 for reward, time availability 0.465, and argational boundaries 0.696 (Kontic, 2011). The
factor analysis showed that corporate entreprehgulgs been described by 41 items. The modified
questionnaire for exploring corporate entreprer@pris Serbian context, which it used in this study
consists of five factors, namely:

Factor 1. Management supports 14 items,

Factor 2. Rewarding / empowering employees 10 items

Factor 3. Responsibility and specific job descaps 10 items,

Factor 4. Autonomy in decision making 2 items, and

Factor 5. Time availability 5 items.

Resear ch methodology

The survey was conducted during March and April201

The sample consisted of 355 employees from 12 argions. There were public and private
large, medium and small organizations. Followingrelsteristics of respondents have been analyzed:
gender, age, education level, work experience naanthgerial positionsee Table 1L

Table 1. Sample structure

Characteristics Per cent of sample (%)
Female 50.9
Gender Male 49.1
21-30 14.6
31-40 27.3
Age 41-50 35.2
51-60 18.9
Over 60 5.4
High school 28.4
College degree 15.6
Education level University degree 40.3
Master and M.A 14.4
PhD 1.1
Newcomers 2
1-3 years 8.5
. 3-5 years 9.4
Work experience 6-10 years 17.9
11-20 years 31.5
Over 20 years 33
Non manager 70.4
Managerial position Middle management 22
Senior management 7.6
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The research instrument was modified CEAI consists4l Likert-type questions. The
respondents were expected to determine their thareement on the five-level scale where 1 meant
totally disagree and 5 = strongly agree.

Data analysis included frequency analysis, t-tAOVA, descriptive statistics, and factor
analysis.

Results

The Cronbach’s alpha coefficient for the questiaren&1 items) is 0.89, suggesting that the
questionnaire has high internal consistency. Tlghdst reliability has subscales of management
support (0.93), Rewarding/empowering employees 2@).,8and Autonomy in decision making
(0.816). The lower reliability has subscales of @iavailability (0.74) and Responsibility and actera
job descriptions (0.738). Factor 4. Autonomy in iden making can be considered as unstable
because only two items describes them.

Searching for the answer on the first research topresevealed that there are correlations
between university degree and managerial positien0431).

Factor analysis

Prior to factor analysis, the data have been telsyeaiser Meyer Oldkins (KMO) test and
Bartlet test. It was found that a KMO is 0.907 &adtletov test was significant at the level of10.0

The first analysis was singled out eight factogetber explain 63.65% of variance. The factor
analysis of proposed five factors showed that 34.98 the total variance was explained by the
modified questionnaire.

What happen with five factors and items that désctihem in a previous study?

The factor analysis revealed significant changegedms. New Factor 1 includes all items
obtained from a previous study (item 1-14) exceptitems 2, which has been moved to the Factor 4
and four new items (18,19,20, and 23) from previBastor 2. New Factor 2 consists mainly of
questions that correspond to previous results (itBri4) and two items (25, 31) from Factor 3.

The Factor 3 consists of items 26, 27, 28, 29,320,33, 34 that are obtained in the previous
study with the addition of item 39.

The Factor 4 consists of items 2, 24, 35, 36.
The Factor 5 is almost identical with the last éaéd without item 39.

Following five factors explain corporate entreprership in Serbian organizationseg Figure
1):

Factor 1. INNOVATION,

Factor 2. RESPONSIBILITY,

Factor 3. STANDARDIZATION AND ROUTINES,
Factor 4. AUTONOMY IN DECISION MAKING, and
Factor 5. TIME AVAILABILITY.
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Figure 1. New factor structure

Results of testing differences

The results revealed that there is a gender-baa@ation in respondents’ ratings of innovation,
responsibility, and autonomy in decision making.eTimale respondents gave higher ratings on
aforementioned factors than their female countéspar

Differences by agdt was found there are differences in respondemtishgs of new factors.
The younger respondents are more supportive tovatium than older respondents. There are
significant differences between the responderénage 31-40 and 41-60 year old respondents. These
differences can not explain the linear growth oérgesince there was no difference between the
youngest group and the other as well as the oltfeothers. Factor 4 autonomy in decision making
speaks of independence, and the difference bettieegroups shows that the youngest workers have
at least scores on this factor. All these findihgse been tested and validated Spearman correlétion
was found that the first two factors negativelyoassted with age, while others are significantly
positively correlated.

Differences by education levelhere are differences in all factors except ontoia@.
Respondents with higher education level gave thkdrisupport to innovation. The level of autonomy
increases with educational level and the highesteshad respondents with master degree. The
differences suggest that the less educated resptsndere less burdened by the time than respondents
with higher education level.

Differences by work experiendéwas noticed that there are significant diffares in factor 1
and 3. It is observed that there are differencésden the groups, and they are so set that caedre s
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that workers with more experience have the lowestes for innovation support. This result goes in
line with the results obtained for differences kg and other such results is reasonably expected.

The difference between of Managers and non manalgevas found that there were significant
differences on all factors except in factor 3. Mgara have significantly higher scores on factor? 1,
and 4 while non managers are not burdened withtiless

The difference between the middle and senior manegeSignificant differences in factors 1,
2 and 4, where the senior management realized higt@es. They are estimated to have more
support to innovation and independence in theitkwor

Differences between private and public organizatiohhere are differences in four factors
except in Factor 4. The first three factors arenidant in private organizations while, in public
organizations, employees are significantly lesetpressure. This is consistent with the genera¥ vie
of the difference between the two sectors.

Differences in size of the organizatiofihe existence of differences for Factors 1,3, 4nd
Innovation is the highest in small organizationsan8ardization and routine are least present in
medium organizations. Independence is significahijher in large organizations than on small and
medium.

Conclusion

Corporate entrepreneurship is considered to bedydefined (Stopford & Baden-Fuller, 1994).
The lack of framework makes difficult to study hleenomenon in a proficient way.

The study contributes to the literature on cormorantrepreneurship and organizational
behavior by pointed to five factors that encourammvation efforts. Factor analysis showed a high
degree of reliability using the instrument for decating innovation and fostering an entreprenduria
spirit in the studied organizations. Cronbach alphthhe questionnaire w&s89 From the perspective
of management, the results show that the modifiegstionnaire is a valuable tool in the diagnosis of
entrepreneurship organizational culture becauselfs in identifying the elements of improvement
and development of strategies to establish andeimght innovations in organizations in Serbia.

The diversity of national cultures, led to the gsh instruments was created within a national
culture can not fully apply to organizations thatdmg to other national cultures. Detailed analysis
showed that the necessary modifications in respleisisues, but also in the domain of definition and
content of factors. Differences in factor structbetween the original CEAI and the results obtained
in the Serbian organizations recognize the negeskimprovement of the research instrument in its
application, in a different cultural context.

From a theoretical perspective, the study represarsignificant advance in understanding the
internal factors of entrepreneurship in Serbia.

The research results are applicable to the orgémizaf a test can be applied to different
national cultures or in other industries. One @& ghoblems facing the paper is not the restrictibn
the sample in all groups except for gender. Foest-and ANOVA is not recommended that one
group is twice larger than the other, becausecrei@ses alpha relative to its true value.
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MEASURING CUSTOMER SATISFACTION
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Abstract: Customer satisfaction is significant in business management because it represents a long-term basis
for profitability of both certain lines of product and the entire company. Customer satisfaction in modern market
environment is characterized by a large number of alternatives that can fulfill the same need or desire of a
customer, and prerequisite for which are retention, loyalty and positive focused communication between
companies and sellers on one side and customers on the other. Companies increasingly invest funds and
management efforts to improve customer satisfaction. Customer satisfaction improvement implies measuring
customer satisfaction and undertaking adequate marketing strategies and tactics, as well as corrective actions.
The paper presents known attempts of measuring customer satisfaction on macro and micro levels of marketing
analysis.

Customer satisfaction index is an important indicator of achieved quality and market performances of the
company and can be calculated on micro and macro levels. National customer satisfaction indices are useful
frameworks for competitiveness analysis of national economies, industries and individual companies. They are
also used for a series of other aspects of observation and analysis. Standardization of customer satisfaction
indices in different countries enables comparability of obtained data, which gives the analysis a new quality in
the era of globalization and internationalization of operation.

Keywords: marketing, customers, satisfaction, measuring satisfaction, satisfaction indices

Customer satisfaction and significance of its measuring

Customer satisfaction is the basic goal of marketing activities of market participants. It is
achieved by designing and delivering value to customers. Satisfaction is the immediate experience that
customers have when purchasing and using products and services as a consequence of designed and
delivered value (Johson and Wenhstein, 2007).

Customer satisfaction in modern business management is one of the key factors of increase of
competitive advantage and company profitability (Marici¢, 2011)

According to one of the most commonly used definitions of customer satisfaction (S), it is
defined as a function of customer expectations (O) and perceptual performance of a product or a
service (P), which can be presented by the following formula (Mari¢i¢, 2011):

S=f (0, P)

Relationship between expectations and product performances has several different relations,
which directly determines the level of customer satisfaction. The first relation relates to the case when
product performances are smaller than customer expectations (O > P), when satisfaction is negative
(dissatisfaction). The second relation relates to the case when product fulfills customer expectations

' Faculty of Economics, University of Belgrade

Faculty of Economics, University of Belgrade, veljkos@ekof.bg.ac.rs
Faculty of Economics, University of Belgrade

2
3

129



MEASURING CUSTOMER SATISFACTION

(O=P), when there is satisfaction and customer is mostly satisfied. The third relation relates to the case
when product performances exceed customer expectations (O < P), which is a higher level of
satisfaction that can even lead to customer exhilaration.

The essence of modern marketing and business is in creating and delivering value to customers,
which is in accordance to their expectations and preferences. Business management literature insists
on the difference between the value marked as needed (real), which customers expect from the
product, and superior value, which is the basis for gaining competitive advantage in the market.
Superior value is the one above customer expectations, which reflects more than positively to their
satisfaction and enables gaining competitive advantage in the market (Milisavljevi¢, 2010).

Satisfaction directly depends on the benefit of the product or service for customers. Product
performances depend on functional, esthetic and other features of the product and quality. Value for a
customer is a more complex category, which apart from the element of benefit also has elements of
sacrifice, and, therefore, more precise explanation implies the expansion of observation range in
satisfaction analysis (Oliver, 2002). Explanation of dependence between satisfaction and designed
value requires defining the difference between expected value and supplied value. Customers make
the decision on purchasing based on the expected value Ve (value expected). The value they actually
get is the real (supplied) value, in literature called the delivered value Vd (value delivered). Relation
between expected and delivered value can be different, which affects the level of customer
satisfaction. Possible relations are presented in Figure 1.

Superiority .
Criterion Quality
Performances ———>| Satisfaction D%}Ia\ﬁ?d . E@:&%ed
Value Based
Sacrifice Cost Based Satisfaction
Value

Figure 1. Redefined satisfaction model (Oliver, 2002)

If the delivered (obtained) value is equal and larger than expected value (Vd > Ve), there is
satisfaction with customers. If the delivered value is significantly larger than expected value (Vd >
Ve), there is superior satisfaction that, sometimes, creates exhilaration with customers. In modern
marketing literature it is more and more commonly listed as the imperative for successful operation.

According to the model presented in Figure 1, there are two levels of customer satisfaction. The
first level of satisfaction (in figure marked in square Satisfaction) has a traditional approach to
satisfaction at its basis, by which the degree of customer satisfaction depends on the expectations and
performances of a product or service. The difference between the first level compared to the
traditional approach to satisfaction is that the customer satisfaction analysis depends on two elements:

— product features and quality, which fall into benefits; and
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— sacrifice expressed through costs for customers.

Therefore, the first level of customer satisfaction depends on the expected basic value. The
second level of satisfaction (in figure marked in square Delivered Value) is a broader concept that,
apart from the basic value, also considers added values designed in different parts of supply chain. The
second level of satisfaction is also called value based satisfaction and it depends on customer’s
expectations of total value, which is created in the entire supply chain.

Redefined approach to customer satisfaction indicates that in order to have a more complete
explanation and understanding of satisfaction, having a more complex approach based on the concept
of value for customers is necessary. The fact is that satisfaction needs to be explained in the context of
designed value, which is confirmed by a large number of empirical researches (Zeithmal, 2008).

In modern business management customer satisfaction is one of the basic goals of marketing,
but also a means to achieve other goals of operation (profit, market share, loyalty degree). Pronounced
competition and high requirements of modern customers, which are increasingly becoming the feature
of the Republic of Serbia’s market, imposed the need of continuous improvement of quality of
products and services in order to raise customer satisfaction and loyalty levels. Satisfaction is achieved
if, through the value design and delivery process, customer expectations are reached or exceeded.
Satisfaction is a complex category due to high heterogeneity degree of customer expectations and
existence of different possibilities to satisfy these expectations.

In order to successfully manage marketing in a competitive environment and determine
effectiveness and efficiency of different marketing instruments and concepts, it is necessary to
measure satisfaction. It is a kind of attempt to objectivize and quantify subjective perceptions of
customers. Based on results of measuring, different effects can be considered and adequate measures
can be undertaken to advance operation.

Different concepts, methods and techniques have been developed to measure customer
satisfaction. There are differences between micro and macro approaches to measuring customer
satisfaction. Micro level of measuring satisfaction implies measuring effectiveness and efficiency of
marketing participants’ (e.g. companies) marketing mix. Macro level of measuring customer
satisfaction relates to the degree of successfulness in satisfying needs and wishes of customers at the
national economy level or industry level.

Measuring customer satisfaction at macro level

Satisfaction appears as a prerequisite for successful cooperation between customers and
companies in pronouncedly competitive conditions of modern operation. From macro perspective, in
national economy, this data says of the way economy operates with respect to customer satisfaction,
but also of the differences between certain sectors, as well as specific companies (competitors), from
the aspect of ability and the way to fulfill (meet up to a certain level) the needs and wishes of
customers. Apart from this, at the national economy level, based on the value of customer satisfaction
index, it is possible to foresee movement of gross domestic product and personal consumption, but
also to which percent is price increase of a certain product caused by quality improvement, rather than
inflation rate increase. This is why national barometers (measurement scales), or customer satisfaction
indices, have great significance for designers of macroeconomic policy of a country. According to
some authors, productivity shows quantitative aspect of operation of a company and the entire national
economy, and customer satisfaction indices show the quality of these relations (Fornell, 1992). It
might be inferred that models for monitoring customer satisfaction on macro level are being developed
to promote quality and make economy more competitive, that is to monitor the “health” of the national
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economy and certain sectors, as well as the way of fulfilling primary objectives of operation regarding
satisfaction of customers’ needs and wishes.

Due to everything aforementioned, the growing interest in monitoring satisfaction at macro
level is not surprising, which was reflected in a large number of established models in different
countries of the world. These models have been particularly intensively developed for the past twenty
years. They have great significance at national economies level, but also at the level of industries and
individual companies. Although there still is not the generally accepted global model, the trend of
increasing globalization and standardization when it comes to national barometers is noticeable. They
often, despite certain differences, have a lot of similarities. The reason for this may be the fact that
customer satisfaction has universal meaning, but also that later developed models usually started from
some previously developed model, i.e. they represent its improved version.

Application of identical model in different industries of different countries has the key
advantage in comparability of obtained data, which is a prerequisite for improvement of customer
satisfaction, company’s market performance and general economic condition of a specific state, but
also beyond that. Therefore, the general trend of globalization and internationalization, as well as
associations of countries (like European Union expansion), also had an impact on the measuring area
of customer satisfaction at macro level. Besides, some of the models for monitoring customer
satisfaction at the national level present a basis for monitoring in different countries, whether by
purchasing of license or by cooperation with experts who originally developed these models.

From historical perspective, the first attempt to create overall national model for measuring
customer satisfaction was realized in Sweden in 1989 (Sverige Kundbarometer). The research team
lead by professor C. Fornellom developed the Swedish Customer Satisfaction Barometer-SCSB,
examined in the first year (1989) in 28, and next year (1990) in 32 industries of Swedish economy
(Johnson, Gustafsson, Andreassen, Lervik, Cha, 2001). The basic goal was to monitor and compare
satisfaction indices between separate industries, and, apart from that, to: compare results of a specific
company with industry average; compare results in different time intervals; foresee long-term results
and effects; and get answers to various questions, like those on sensitivity of certain industries (and
companies) to customer satisfaction, on effects of total quality and prices, on impact of customer
expectations to satisfaction, on impact of customer complaints and effects of oral propaganda, etc
(Fornell, 1992).

Among the first attempts of measuring customer satisfaction at the national level, the German
barometer (Deutsches Kundenbarometer - DK) needs to be mentioned, which was made in 1992, at the
initiative of the German Marketing Association, and with the support of DeutschePost. German
satisfaction barometer was established as a result of power and development of customer orientation
of German industries and companies. The model provides basis for continual monitoring and
improvement of satisfaction of German citizens. This model includes over 50 branches of German
economy into the research. About 45,000 interviews annually are performed by this model using
CATI technique (Grigoroudis and Siskos, 2004). German barometer is methodologically significantly
different than other national models. In this model customer satisfaction is measured by one claim
only (total customer satisfaction with a product/service). Apart from this, there is no causality system
between examined variables, so Deutsches Kundenbarometer cannot be said to represent a model in a
classic meaning of the word (Johnson, Herrmann and Gustafsson, 2002).

After first attempts, during the last decade of the past century similar efforts to establish a
customer satisfaction measuring system at the national level were made by countries such as the USA,
Singapore, certain countries of the EU, Switzerland, New Zealand, Taiwan, etc. It is interesting that,
for example, New Zealand, South Korea, Malaysia and Taiwan fall among the group of countries that
defined and tested their own national models, while most other countries accepted some of previously
developed models, primarily American (ACSI) and European (ECSI i.e. EPSI), which have broadest
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application in their original or adapted version (Bruhn and Grund, 2000; Grigoroudis and Siskos,
2004).

American Customer Satisfaction Index has made huge success and has broad application.
Hence, only in the last few years several countries has initiated and formed their own customer
satisfaction indices using the license of the founder of this index. It is interesting that experts who
developed the model in Sweden participated in the realization of the American model. It is precisely
based on the Swedish model that a team of Professor C. Fornella established the American Customer
Satisfaction Index (ACSI). The model is a joint work result of the American Society for Quality and
experts from the University of Michigan. Initial version of the American model was examined in
1994. Since 1996, the necessity of separate measuring of product quality and service quality has been
emphasized by this model. The fact that this model, as of recently, is being applied in Great Britain,
that in Singapore they have been working by this model since 2008, and that the Turkish Customer
Satisfaction Index — TMME started the application in 2005, speaks of its popularity (Veljkovi¢ and
Marinkovi¢, 2010). The latest testing and application of ACSI index are related to Indonesia, Brazil,
Malaysia, South Africa and Portugal(www.theacsi.org).

In the end of nineties of the XX century, the European Customer Satisfaction Index (ECSI),
which connects image, customer expectations, perceived quality and value, all leading to customer
satisfaction. The model was made in such a way to enable calculation and comparisons at the
company, industry or state level (Cassel and Eklof, 2001).

ECSI is essentially the adaptation of the American model to the European environment. The
first results of a study performed in 11 countries of the European Union were presented in 2000.
Certain European countries, such as France, Denmark, Switzerland, Norway, Austria and the
Netherlands, formulated their own national indices as well. Today, European index is being examined
and kept in over 20 countries, and separate studies using this index are being done for 15 countries. In
most countries it is now called Extended Performance Satisfaction Index (EPSI) (more details at
WWW.epsi-rating.com).

At the initiative of the European Commission and pan-European organizations for quality
(European Foundation for Quality Management — EFQM and European Organisation for Quality -
EOQ) it was initially implemented and examined during 1997 (Veljkovi¢ and Marinkovi¢: 2010).

Customer satisfaction and perceived quality are measured using this index in a large number of
countries, and, during 2009, over 900,000 telephone interviews were performed, whereby they
referred to both final customers and business customers. Among countries where customer satisfaction
index was measured using EPSI index, the countries that may be singled out are all Scandinavian
countries (Norway, Denmark, Finland, Sweden, Iceland), Baltic countries (Latvia, Lithuania, Estonia),
as well as several other European countries (such as Russia, Czech Republic, Portugal, Greece,
Ireland, Ukraine, etc.) (http://www.epsi-baltics.org).

The interesting example is the one of Norway, where, by using analysis of deficiencies in
Sweden, American and European model, members of the CFI group (Claes Fornell International
Group) proposed a series of modifications in order to improve customer satisfaction measuring system
in that country. Their proposals have been incorporated into the new Norwegian Customer Satisfaction
Barometer (NCSB) (Johnson, Gustafsson, Andreassen, Lervik and Cha, 2001).

Customer satisfaction models imply identification of three groups of variables. These are
(Marici¢, 2011): causes of satisfaction (e.g. value, quality, expectations), satisfaction (resulting
variable of the model) and consequences of satisfaction (complaints, loyalty, etc). These are so called
latent variables of the model, whereby it is recommended that each of these is measured using a larger
number of statements. Multidimensional approach implies more precise measuring of specific
structures. Generally, most variables are measured by 2-6 statements that are included in the
questionnaire. Exception to this rule can occur in case of quality of a product/service. Sometimes the
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quality is examined by using a larger number of parameters, which is generally the case if
SERVQUAL quality measuring model for service sector is applied. Subjects show their positions most
frequently in the ten-degree numerical scale. However, for performing these measurements, the five-
degree or seven-degree scales are being applied. Index value of each latent variable of the model
moves between 0-100. Index of specific latent variable is shown as the sum of average marks that test
subjects gave to parameters of measuring, weighted by relevance of stated parameters for customer’s
selection of product/service (Hill and Alexander, 2006).

Table 1 shows a comparative analysis of the most famous and most accepted models for
measuring satisfaction at the national level: Swedish Customer Satisfaction Barometer — SCSB,
American Customer Satisfaction Index — ACSI, European Customer Satisfaction Index — ECSI (as
predecessor and basis for EPSI model) and Norwegian Customer Satisfaction Barometer — NCSB.

Table 1: Comparative review of selected models for measuring customer satisfaction
at the national level

Year of Number of
Founder industries and Latent variables Limitations
occurrence .
companies
Ur}1v§:rs1ty of 32 industries perceived performances, Annual reporting — lack of
Michigan and about 130 . . )
SCSB 1989 S expectations, satisfaction, more frequent data
(and CFI companies (in complaints, loyalt resentation
group) Sweden) P » OYaly P
GMA & 50 industries satisfaction, separate One question for measuring
DK 1992 German Post (in Germany) measuring procedure for satisfaction, lack of causal
AG Y other variables approach
Researches did not confirm
CFI Group, 43 industries perceived performances, significant connection
University of and over 200 expectations , perceived between expectations and
ACSI 1994 A L . ) . .
Michigan & companies (in  quality, satisfaction, value, value and quality,
ASQ the USA) complaints, loyalty expectations and satisfaction
in certain industries
11 countries, lmaget, t(;ustomer ved Small number of sectors
. expectations, perceive . S .
minimum 3 . . included in pilot-research in
ECSI (1997) 1999 EOQEFQM (0 v per quality of'product, perceived o in national economies
& IFCF . quality of service, perceived
country (in pilot . .
value, satisfaction and
research)
loyalty
SERVQUAL quality Large number of latent
. dimensions, price, resolution variables, not performed
NCSB 2001 Johnson, et > Zer\?ge . of complaints, satisfaction,  application of model in
al. industries (in ) se. tive attachment, manufacturing sector
Norway)

calculative attachment,
image, loyalty

Source: Veljkovic S., Marinkovic¢ V., (2010) Modeli za merenje satisfakcije na nacionalnom nivou (Models for Measuring
Satisfaction at National Level), magazine "EKONOMSKE TEME" No. 3

Methodologically speaking, all national models, with the exception of German barometer, are

conceived on the principle of testing causal relation between latent variables. Only in DK model
satisfaction is examined separately, by using only one claim, which is a serious limitation and main
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weakness of the German model comparing to other models. Apart from this, DK model measures
satisfaction using five-degree numerical scale (Johnson, Herrmann and Gustafsson, 2002). It is
important to emphasize that in the German barometer results related to quality and loyalty in certain
industries are shown in the form of frequencies, with the aim to determine percentage of completely
satisfied, satisfied and dissatisfied customers (Grigoroudis and Siskos, 2004). Presented claims clearly
differentiate DK from other national models. Swedish and American models have presented a
foundation for structuring other national indices. Numerous researchers are mainly relying on the
American Customer Satisfaction Index in their studies. We can state that almost all later formulated
barometers present adaptations of Swedish and American models. However, despite all praises and the
fact that it represented a role model for conceiving national models in other countries, ACSI
demonstrates certain weaknesses. Empirical researches of the CFI group point out that there is weak
connection between expectations and value. In studies he performed during 1996, C. Fornell
emphasized that customer expectations relate prior to quality than value. That is why a certain
obscurity in the expectations-value relation appears. C. Fornell suggests that that the weak impact of
expectations to value in services sector and manufacturing of permanent customer goods is noticeable.
Customer experiences that they acquire through cooperation with service providers affect their
expectations to become more rational, more passive or even stop to exist as the time passes (Johnson,
Gustafsson, Andreassen, Lervik and Cha, 2001).

Unlike the American, the European (ECSI) and Norwegian models provide the possibility of
more detailed examination of customer loyalty. Value of ECSI model is in the fact that it provides
comparable results in a large number of European countries. Apart from this, the model emphasizes
necessity of separate review of product quality and service quality. Despite generally good adjustment
to measuring satisfaction in service industries, the Norwegian model is much too complex in some of
its elements (presence of affective and calculative attachment). NCSB analyzes quality of services
(through SERVQUAL dimensions) in detail and introduces variable “resolution of complaints” as a
satisfaction starter, which is new compared to previous models. However, it would be beneficial to
have this model be examined in manufacturing sector as well. There is a danger that NCSM is too
adjusted to needs of service organizations, which reduces the ability of the model to provide relevant
data at the level of entire national economy (Veljkovi¢, Marinkovi¢, 2010).

As far as the application in the Republic of Serbia is concerned, it should be pointed out that in
2005 Faktor plus, a marketing research agency from Belgrade, performed satisfaction research in the
market of Serbia using ACSI license (Mari¢i¢, 2011). Apart from this, the Ministry of Trade and
Services of the Republic of Serbia had been planning to develop Customer Satisfaction Index in Serbia
during 2009 and 2010. A work group of experts from the ministry, the Faculty of Economics of the
University of Belgrade and the Statistical Office of the Republic of Serbia was formed, with the task
to analyze existing global models, to note specific traits of needs and the market of the Republic of
Serbia itself, and to perform trial research and design a model. Overall goals of continual monitoring
of customer satisfaction in the territory of Serbia, set by the ministry, were connected to measuring of
product and service quality as seen by customers on a continual basis; clearer presentation of condition
in the economy of the Republic of Serbia; comparison with the condition in other countries; raising
awareness of customers and managers, etc (Veljkovi¢, 2009).

Proposal of methodology was made to enable calculation, comparison and continual monitoring
of total customer satisfaction index, but also to perform, in future, integral monitoring and connecting
of this index to satisfaction index of participants in marketing channels at macro level in the Republic
of Serbia (where the relationship between manufacturers, retailers and wholesalers is viewed). Apart
from this, care was taken of results comparability, and of aspirations of Serbia towards the European
Union, so the model mostly relied precisely on European model for customer satisfaction
measurement. Unfortunately, due to budgetary restrictions, and changes that occurred in the ministry
itself and its organization, the Customer Satisfaction Index in Serbia was not implemented in practice.
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Measuring customer satisfaction at micro level

Improvement of customer satisfaction in companies implies application of adequate measuring
system that needs to show to which extent is marketing mix program synchronized with the needs and
wishes of customers. There are two basic approaches to satisfaction measurement at micro level:

— Qualitative or explorative research, which in principle has subjective character and experimental
trait; and

— Quantitative research, which is more objective and can serve for more precise reasoning.

Both approaches are equally significant and applied in measuring customer satisfaction in
companies. Each of them has advantages and limitations. Selection of approach is conditioned with
objectives of measuring customer satisfaction and specific needs of research bearer.

Qualitative and quantitative research of customer satisfaction is being performed using a
number of methods and techniques. Internal methods are seemingly acceptable for a company, but
have limited range due to design of sampling and other research aspects. Specialized organizations
apply the so called external methods and techniques of measuring customer satisfaction. Companies
choose external methods and techniques in situations when making important decisions or correcting
their business policy according to changes and requirements of the market (Marici¢, 2011).

The most frequent methods of measuring customer satisfaction used in qualitative approach are:
in depth interview and focus groups. Apart from these two basic methods, other measuring methods
and techniques have been developed with thorough elements of abovementioned methods at its basis.
The basic advantage in applying qualitative approach for measuring customer satisfaction is that,
based on it, experiences of customers they had when using products or services can be determined
(Lesley and Lamping, 2000). Qualitative research enables viewing both positive and negative
experiences and determining basic factors that had an impact on them. This is a significant advantage
having in mind the fact that delivering value is one of primary objectives of marketing strategy in
modern conditions of operation (Marici¢ and Pordevi¢, 2012). Apart from everything mentioned, the
important advantage of qualitative approach is also the fact that the examiner or moderator, who is
professionally trained, is in immediate contact with customers in research procedure and can motivate
them and direct discussion in order to get the necessary information to determine the degree of
customer satisfaction and consider possibilities to increase it (Lesley and Lamping, 2000).

The deficiency of qualitative approach in research of customer satisfaction is that evaluations
greatly depend on the ability of examiner, which imposes a high level of subjectivity. Likewise, due to
rationalization of expenses, qualitative approach is being applied to a smaller number of subjects, so
conclusions can be to a significant extent primarily influenced by a demographic, socio-economic or
psychological factor.

Quantitative approach implies examination of a larger number of subjects (customers) using
questionnaire. Quantitative approach avoids the subjectivity of examiner and eliminates impacts of
demographic, socio-economic or psychological factors. Quantitative approach basically provides more
reliable information for marketing analysis.

Basic deficiency of quantitative approach in research of customer satisfaction is that the
reliability of information mostly depends on the questionnaire used for performing examination. There
is no universal questionnaire for measuring customer satisfaction at micro level, which a priori means
the necessity to create a separate questionnaire for each research, which increases the possibility of
error in estimation of satisfaction level (Lesley and Lamping, 2000). The questionnaire frequently
reflects the perspective of the person creating the questionnaire to customer satisfaction. Also, it is
more difficult to motivate customers to give as complete and precise answers as possible in
quantitative approach. Results of quantitative research cannot measure customer experience in use of
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the product or service consumed, which presents a significant limiting factor (Lesley and Lamping,
2000).

Review of available literature points to four basic methods for measuring customer satisfaction
at micro level, which rely on quantitative and qualitative approaches or their combination to get as
precise result as possible.

The first method is measuring ratings of all attributes of products and services using structured
questionnaire. This method of measuring customer satisfaction implies determining all aspects
(attributes) of products and services and having customer determine the satisfaction rating for each of
them. For example, in case of a restaurant, attribute of a product or service can be: environment,
courtesy of staff, speed of serving, quality of food, etc. Application of this method for measuring
satisfaction would mean having customers determine the rating of each service attribute, which in case
of quantitative approach would be evaluation on a scale (e.g. 1. bad; 2. medium; 3. good; 4. very good;
and 5. excellent). In case of qualitative approach, by applying a certain method (e.g. focus group) each
restaurant offer would be specially evaluated.

The second measuring method is determining specific deviations of each attribute of a product
or service from customer expectations. This method of measuring presents a kind of diagnosis for each
attribute of a product or service with respect to considering ways it affects customer satisfaction and
how that satisfaction can be improved. Measuring implies that customers state what is it that was
important to them for each attribute of a product or service, i.e. based on what they evaluate that
attribute positively or negatively. Measuring enables opposite deduction as well; what is it that was
bad in each separate attribute of the product or service. Result of this measuring method is a kind of
establishment which elements of each attribute of a product or service have positive impact on
customer satisfaction, and which have negative impact. Corrective actions that need to provide
improvement of customer satisfaction can be formulated based on the measuring.

The third method of measuring is determining customer priorities. This method of measuring
satisfaction is the most immediately connected to the concept of value design for customers.
Measuring implies determining which elements of a product are the most significant for customers,
which have medium significance, and which are almost insignificant. Different product elements have
different impact on increase of benefit for customers. Elements that customers see as the most
significant have the largest impact to customer satisfaction (Mari¢i¢ and Pordevi¢, 2012). Due to the
fact that improvement of each element of the product influences the increase of costs and increase of
sales price, customer satisfaction management implies focusing on elements with greatest significance.
This measuring method provides the possibility to optimize function of value for customers to have
maximum customer satisfaction for invested money and other non-cash sacrifice.

One of the latest methodologies used for determining customer priorities is QFD (Quality
Function Deployment) methodology. QFD presents a useful tool in the product and service design
process and the process of connecting quality with designed values. QFD is a process of converting
customer preferences into a design of manufacturing process and creation of standards to produce a
product/service with quality that offers maximum value for customers. QFD methodology can be
presented as a systematic way to gather information on needs, expectations and preferences of
customers, and, based on these data, to design products and/or services with such quality that provides
maximum value to customers. Basic goal of QFD methodology is to design and deliver customers
products of such quality that is in accordance with their expectations and preferences. The
methodology provides the possibility to design products with superior performances (from customer’s
perspective), which is definitely imposed as imperative of modern business management.

The fourth measuring method is determining satisfaction for different customers. Measuring
starts from the fact that customer satisfaction is a subjective category and that different demographic,
socio-economic and psychological characteristics of customers have impact on its value. Measuring
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implies considering satisfaction for different segments of customers divided on the basis of some of
their characteristics — sex, age, education, monthly income, etc. It is possible to apply one of three
abovementioned methods, for each segment separately. Measuring enables considering satisfaction in
different customer segments and focusing efforts for improvement of satisfaction to targeted market
niches. The approach is very useful in modern conditions of operation when companies are more and
more compelled to focus their marketing strategies towards specific market segments of customers.

Conclusion

It can be definitely presumed that all attempts to measure customer satisfaction have much
improved the business practice and quality of people’s lives. Company performances have been
improved, quite significantly in developed countries; foreign managers increasingly use customer
satisfaction indices as one of important indicators on movement of company’s future profit. However,
among offered theoretical solutions and business requirements, there are still large differences that
could be overcome by greater application of marketing in operation. The economy’s development
level and awareness on what one can get with specific attempts and actions of measuring customer
satisfaction are very diverse and questionable. The Republic of Serbia has recognized the need to
measure customer satisfaction, but, as usually, lacks realization. It seems that everything requires time
(which is not an issue), but selfishness must be avoided in pursuing interests and ways leading to so
much desired overall well-being. Yes, it goes without saying, this needs to be left to marketing
experts.
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MONITORING HEALTH RESORT CUSTOMERS’ SATISFACTION AN D
EXPECTATIONS ON THE EXAMPLE OF THE CUSTOMERS OF THE
INNOVATIVE CLUSTER OF HEALTH AND TOURISM "HEALTH
RESORTS - PEARLS OF EASTERN POLAND"

Jacek Rodzinkd

Robert Gora?®

Abstract: In today's competitive market, companies shouldengadery effort to ensure that customers are fully
satisfied with the quality of goods and servicdsrefl to them. A higher level of satisfaction pdeg a chance
to change a casual customer to a loyal customeyal.oustomers often buy the products, spend moreynon
them and recommend the company (or product) toretifeom this point of view, loyal customers are thost
valuable asset of a company. Two of the key elensératping customer loyalty is studying the expieetiatand
level of customer satisfaction and responding teirtkomments. The paper presents the results @farel
conducted in 2011 among 965 customers staying iheHlth resort entities. The entities were locaitedive
municipalities incorporated into the Innovative &er of Health and Tourism "Health Resorts - Peafs
Eastern Poland".

Keywords: customer satisfaction, customer expectationsitheasorts

Health Resorts in Poland — Legal Conditions

A health resort is an area where sanatorium tragtmmeonducted, and which has been marked
off as a separate area to use and protect itsahdh@rapeutic resources. Such an area must gain th
status of a health resort. The communes which baieed such a status — in full or in part — aréedal
health resort communes (Mika, Jackowska, 2008).

The status of a health resort or of an area oftineakort protection is granted to a given area
with a resolution of the Council of Ministers. Thagister of health resorts and areas of healthrtreso
protection is kept by the Minister of Health. A cmume applies for such status by presenting a health
resort report which allows to decide whether it tagke requirements listed in the health resort act

The status of a health resort is not granted fondafinite time. At least once every 10 years,
the commune must confirm to the Minister of Hedhht it still meets the requirements to use the
status. To do that, another health resort repgntapared and presented to the Minister to contfirah
the requirements listed in the health resort aznaet.

In Poland there are currently 44 statutory headtforts. Moreover, about 70 more localities may
be indicated in our country that have potentiallthegesort values and a chance to become health
resorts in the near future.

According to the act on sanatorium treatment, healsorts and areas of health resort protection
and on health resort commun&sz( U. of 2005) borders of an area which has been granted thessta
of a health resort or of an area of health resatiegtion correspond with the administrative bosdar
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the given commune, town or communal auxiliary unitshealth resort status may be granted to an
area which meets all of the below requirements:

1. has deposits of natural therapeutic resourcesrdirmed therapeutic properties as specified in
the act;

2. has a climate of confirmed therapeutic propsrtie

3. has within it sanatorium treatment facilitiesdaequipment prepared to offer sanatorium
treatment;

4. meets environment-related requirements specifiedthe provisions on environmental
protection;

5. has technical infrastructure as concerns watdrsewage management, energy management,
public transport, as well as waste management.

A status of an area of health resort protection begranted to an area which meets all of the
requirements given in points 1, 2, 4 and 5 above.

A commune applying for a status of a health regodf an area of health resort protection must
obtain confirmation of the curative nature of treunal therapeutic resources and of the therapeutic
properties of the climate. These are confirmed witbertificate of the curative properties of the
natural therapeutic resources and of the therapeftfgct of the climate.

The status of a health resort or of an area ofthea&sort protection provides legal and
organisational foundations to conduct sanatoriimatiment and recreational and tourism activity in
the given area.

Health resorts in Poland may be classified accgrdim various criteria. The ones most
commonly used are:

1. Geographical location:

- lowland health resorts, located below 200 m ab@zelsvel - Augustdéw, Krasnobréd, Busko
Zdréj, Nakczéw, Ciechocinek, Polczyn Zdréj, Goczatkowice 4drBrzerzeczyn Zdrgj,
Gotdap, Solec Zzdréj, Horyniec Zdr6j, SufraInowroctaw, Swoszowice, Konstancin,
Swoszowice, Wieniec Zdroj,

— seaside health resorts, located no further tham3rkm the seashore - Kamid?omorski,
Swinoujicie, Kotobrzeg, Ustka, Sopotabki,

- submontane health resorts, located between 20Ql@ddn above sea level - Cieplice Zdrgj,
Piwniczna Zdr¢j, Czerniawa Zdrdj, Polanica Zdréju@opole Zdréj, Polaczyk, Duszniki
Zdr6j, Rymanow Zdroj, lwonicz Zdréj, Szczawno Zdrdéfudowa Zdroj, Ustrh, Muszyna
Zdréj, Wapienne,

- mountain health resorts, located between 400 arfd 80above sea level - Jedlina Zdrgj,
Szczawnica, Krynica ZdréjSwieradow Zdréj, ladek zZdr6j, Wysowa Zdr6j, Rabka Zdrdj,
Zegiestow Zdrdj,

2. Natural therapeutic resources in the area:

— spas (in the basic sense of the word) - healthrtesdgth therapeutic waters,
— peat health resorts — based on peat treatment,
— mixed health resorts — with therapeutic waters jzaat.

The status of a health resort gives the communesailplity to change its name and to obtain
additional revenue on that account. The name ofviltege or town within whose administrative
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borders the health resort area is located is clibbhgeadding to it. That added element is either the
word "zdréj" [spa], if the sanatorium treatment siseainly therapeutic waters, or "cieplice" or
"uzdrowisko termalne” [thermal spa or health rdsdftthe sanatorium treatment bases on thermal
waters. Beside the change in name, a health resomnune is entitled to charge a health resort fee,
and also receives a subsidy from the state bu@ibetamount of the subsidy equals the revenues from
the health resort fee collected by the resort énpitevious year.

The figure below illustrates the location of statythealth resorts in Poland.

Figure 1. Map of health resorts in Poland

 Szczawnlcs
Zegiastow Zd
Muszyna

Source: http://gazetakuracjusza.pl/ of"18eptember 2011

As is clearly visible, Polish health resorts aréspread out evenly. Health resort communes are
mainly grouped in the mountains and at the sea$tdésh health resorts are located in the most
attractive areas of the country as concerns nataradscape and climatic conditions.

Innovative Cluster Health and Tourism

The Innovative Cluster Health and Tourism “HealtbsBrts — Pearls of Eastern Poland” has
been established under the Agreement 'BfJBne 2009. The initiative joined entrepreneurs and
communal governments from 5 health resort commdires the Podkarpacie arfélvigtokrzyskie
regions, two universities — the University of Infation Technology and Management in Rzeszéw
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and the College of Management and Public Admintistinain Zama¢, and two advisory, business-
support institutions — the Association of Entregnanship Promotion in Rzeszéw and the Business
Support Centre Ltd. in Rzeszow.

The Cluster was created in order to use innovaténs undertake joint ventures in business
processes. “The founders decided that creatingperation network would allow to attain synergy in
effect of combining and using the potential of deppnterprises, universities, research units,nass
environment institutions and state and local gowenmnts to transfer and diffuse knowledge as well as
innovation among the cooperating entities

The task of the Cluster was to create a platforwooperation between its participants, in order
to execute joint projects financed with the papieits’ means, European funds and other national and
international funds, with particular allocation tecientific research, joint investment projects,
activities related to modern technology developmastwell as to promoting the Cluster, its products
and services. The Cluster is of a service-oriemaire — it aims to develop therapy services and
health resort tourism in relation with eco-tourisafive and cultural tourism. Also, the Cluster im
at popularising a positive image of Eastern Polsntealth resorts, exchanging knowledge,
popularising the best practices of cluster coopmmand promoting the idea of clustering.

The Innovative Cluster Health and Tourism “HealtbsBrts — Pearls of Eastern Poland” has
been established as a result of a project withinQperational Programme: Development of Eastern
Poland 2007-2013, Priority I: Modern economy, Measd.4: Promotion and cooperation,
Component 2: Cooperation, Field 2.2: Establishnaet development of clusters (contract for project
financing of 30.12.2009 No. PO PW 01.04.03-00-099)0). The project aims to develop the
cooperative (cluster) relationship among its pgréiots active in the branches of health tourism and
health resort tourism, as well as to include o#hities interested in cooperation.

Treatment offer of sanatorium entities

In Poland, a patient receives a referral to sanatotreatment from a doctor, who considers the
indications and contraindications for such treatmknthe case of referrals from the National Healt
Fund (NFZ) patients may benefit from sanatoriunatiment once a year. In the case of referrals from
the Social Insurance Company (ZUS) there is no $mgkation, since it is more profitable to that
institution — as the insurer — to send a person iwhmable to work to a sanatorium than to pay them
social allowance. The condition is that ZUS doctxpect the sanatorium treatment to bring the effec
of allowing the rehabilitated person to return torkv

A health resort sanatorium must ensure to the mistiall-day residential health care services,
service of doctors and nurses, natural therapytnieya using natural therapeutic resources and
sanatorium treatment equipment as stated in trentent programme, prophylactic services and
health education.

Sanatorium facilities must provide at least thnemtments daily, aimed at treating the given
illness through stimulation therapy using naturdierapeutic resources, and additional
physiotherapeutic treatments.

Classical forms of sanatorium treatment include:
— treatments using therapeutic waters,
- treatments using peloids,
— treatments using therapeutic gases,
- hydrotherapeutic treatments,
— kinesiotherapeutic treatments,
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- physiotherapeutic treatments,
- massages.

An important element of the therapy is a diet comiag to the therapy profile, as well as health

education and promotion.

An analysis of therapy profiles of the health résancluded in the Innovative Cluster Health
and Tourism shows that they are able to provideds wange of treatments using natural therapeutic
resources. The product offer depends on the rahgimesses treated in the particular resorts. Most
entities specialise in treating selected typedinésses, and long years of traditions in that eesp
make people associate them with treating thoss.ah important element that could be used to build

the health resort’s brand.

Graph 1. Product offer of Cluster health resorts
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Source: Own study based on the survey

145



MONITORING HEALTH RESORT CUSTOMERS’ SATISFACTION AN D EXPECTATIONS ON THE
EXAMPLE OF THE CUSTOMERS OF THE INNOVATIVE CLUSTER OF HEALTH AND TOURISM
"HEALTH RESORTS - PEARLS OF EASTERN POLAND"

In the recent years, entities providing sanatorg@rvices have had to face the need to adjust
their offers to the needs of two customer segmditis. first group are sanatorium patients, referred
there and financed by the National Health Fund,Sbeial Insurance Company or the Agricultural
Social Insurance Fund (KRUS). The other group ammmercial customers, who bring notable
financial benefits to the resort facilities. Ittieus necessary to adjust the offer of productsigbarner
expectations, particularly as concerns the latteags of service recipients. The management isawar
of the need to make changes and, as far as pagstiblestart investing in renovating the hotel and
catering infrastructure, to improve service staddaAlso the scope of services and the profilehef t
programmes offered are changing.

As shown by research conducted in tRey@iarter of 2011 on a sample of 13 entities prowgdi
sanatorium services, all the entities offer inhafattherapy, cryotherapy, therapeutic laser and
classical massage. The offers of most of them decklectrotherapy, peat and mineral baths, magnetic
therapy, light therapy and sound therapy. Relativelany entities offer kinesiotherapeutic and
climatotherapeutic treatment, lymphatic drainagd anderwater massages, and Scottish shower.
Climatotherapy includes: helio- and aerotherapydoor physical exercises, and natural inhalations.
In eight out of the thirteen entities the custonferge direct access to curative drinking waters.

Much fewer entities claim to offer treatments framtside the classical range of sanatorium
treatment. In five entities the customers may hitveess classes, music therapy, herbal therapy.
Aromatherapy and psychotherapy are offered by émities each. Only a third of the respondents
offer cosmetic treatment.

Beside the products listed in the questionnairdividual entities indicated a range of services
related to curative baths (e.g. brine, whirlpoadlnttast, carbonic acid, sulphide baths) and relaxat
treatments, e.g. Thai massage.

Analysis of the declared changes to the offer otH2011 and later shows that they concern
introducing fitness exercises, cosmetic treatmenisic therapy, herbal therapy, aromatherapy, and
certain novelties: Chinese massage, tree theraghydance therapy. The offer should be constructed
using the commune’s natural environment and conisigethe current trends and needs of the
customers. Health resorts seek ways of supplengetitm classical sanatorium offer with relaxation
and regenerative treatments. The service package euflexible enough to attract also commercial
customers to the resort. Those customers have mifijgencial possibilities, but also higher
expectations as concerns customer service, andifagsto devote to relaxation. Introducing such
services in the offer is an answer to the intaresivellness” offers. Such services may be putwn t
groups: those that condition the body and suclelas the spirit and put you in a blissful mood. Bod
beautification ways include mainly various massagéth and without the use of water), mud and
herbal poultices, peeling, gym, fitness, light &y, cryotherapy, etc. Wellnesgerapies help to fight
problems, both physical and mental. They most contynimclude various ways of managing stress,
detoxifying and oxygen therapies, slimming theragad meditations. Massages are one of the most
ancient therapies and recently they are returrartie focus of interest. Yet currently, a massagstm
be enriched with numerous additions. It may bea@mnatherapeutic massage, i.e. massage combined
with the effects of essential oils. Traditional rdygies, e.g. herbal therapy (phytotherapy), which
consists in treating a patient using fruits, velgletsand herbs, also enjoy renewed interest.

Description of the sample
The research concerning satisfaction and expentatd the customers of entities providing

sanatorium services was conducted in 2011. The ieeahpopulation consisted of patients using
Cluster members’ services. CATI (Computer Assistealephone Interviews) methodology was
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applied, using a standardised questionnaire. Alysigsaof the occupational status of people parigkin
in the research shows that most of them — as marB6% - were retired, 26% of respondents were
working, 9% were on a disability allowance, 4% w&emers, 2% ran their own businesses. People
who indicated a different status - 2% of responslentvere unemployed, received early pension or a
rehabilitation benefit.

Over half of the respondents said the monthly ire@er person in their family to be from 1000
to 2000 PLN. An income between 500 and 1000 PLNevuadicated by 18% of respondents, smaller
income — by 5%, and larger than 2000 PLN per cdpita4% of respondents.

57% of respondents stayed in the sanatorium aldh® went to the treatment with their
families, and 12% went with friends (usually one).

75% of respondents stayed there for longer periofitem 18 to 35 days. People who came to
the sanatorium for 10-15 days made up 21% of refgmas, and shorter stays (3-8 days) were
indicated by only 4% of the patients.

In the examined population, 73% of respondentsthai stay in the sanatorium financed from
outside. Almost every other person (61%) had arraférom NFZ. 6% of respondents stayed in the
sanatorium on referral from ZUS, and just as maoynfKRUS. As many as 23% were commercial
customers. 3% of respondents indicated a diffex@agon for their stay than treatment — including 1%
who claimed they were staying there as tourists.

The group which stayed in the sanatorium privatebommercially — included relatively more
people aged 60 or more. A tourist stay or a ZU8rraf were indicated more often by people under
40. Commercial stay was indicated more often byditellers than country dwellers.

38% of respondents were staying in the evaluatedtthe@esort for the first time. For the
remaining 62% it was at least the second stay (gkoo third stay were indicated most often — by
14% of respondents).

A repeated stay concerned most frequently eldeglypfe, particularly those over 70 and
pensioners. Relatively more often these were pesfalging in Busko Zdréj and Horyniec
Zdro;.

44% of respondents heard about the resort’'s often ftheir doctors. Another 29% had such
information from their families, and 18% indicatetther sources — most frequently they were referred
to the given resort by the institution which orgaad their stay. 6% of respondents sought infoomati
online, 2% had the information from other mediae§¥; radio or television). Only 1% were informed
about the resort by a travel agency.

Students, working people and people running a legsimost often sought information in the
Web, and pensioners guided themselves with recomatems from friends and information from
travel agencies. Patients staying in Busko Zdr@ Hioryniec Zdréj had learned about the entities’
offers from friends. Information from the doctor svenore often indicated by patients in Iwonicz
Zdréj, Rymanow Zdréj and Krasnobréd.

42% of respondents could choose the health redussevrehabilitation services they were to
use. The others had no possibility to make sudibice themselves.

A slightly smaller group - 39% of respondents — hady in choosing the sanatorium facility.
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Analysis of customer satisfaction with the offer ohealth resort entities and communes

Many success strategies applied by enterprisestimutstrongest emphasis on maximum
customer satisfaction. Enterprises want then tisfgadll customer needs, or at least most of them
(Griffin, 2002).

Customers do not purchase a product, they puradhadeenefits related thereto. Satisfaction is
when the customer has a sense of his expectatamsghbeen met. Most commonly, a customer who
is satisfied with a purchase or a service not aelyains with the given company, but can even
advertise it among friends and family (Johnson,t&fason, 2000).

As follows from the conducted research, the respotelare pleased with their stays in the
sanatoriums. Chosen elements describing sanatdacilities were rated on a scale of 1 to 5. In all
categories, the dominating rating was 5 — the lEghevel of satisfaction. The highest ratings were
given to the competence and friendly attitude ofpleyees, and to the rehabilitation offer and
treatments. High grades were also given to thehagstqualities and cleanliness of sanatorium
facilities. The lowest grades were given to minavater pump rooms and to the spa and wellness
offer.

Graph 2. Average customer satisfaction with a stay a sanatorium entity
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Source: own study based on research results

An important element impacting the customer satifa level is satisfaction with the proposed
offer of rehabilitation treatment. Highly or veryighly pleased with that aspect were 96% of
respondents.

80% of respondents were pleased or very pleasdd thit standard of mineral water pump
rooms, and about 10% were displeased or very dispte

The wellness and spa offer pleased 84% of resptsidemd displeased 15%. It is a quite large
percentage, considering all the evaluated categyorias indicates that sanatorium offers need @& ha
access to such services added.
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The examined patients also gave high notes to ahdition of the equipment in sanatorium
facilities. 88% of respondents were pleased with it

Accommodation conditions were also assessed wa% 8f respondents were pleased with
them, and only 4% claimed to be displeased.

High notes were given to aesthetic qualities ardrliness in sanatorium facilities. As many as
94% of respondents stated their satisfaction tbigke and very high. Only 1% indicated a negative
answer.

In the next two categories — friendliness and caemee of employees — severe displeasure was
indicated only once. 98% of respondents were ptease definitely pleased with employee
competence. A group of nearly the same size (97 the highest notes in the category of friendly
attitude of sanatorium workers. It is an undeniadset of the resorts and significantly impacts the
positive evaluations of a stay in a sanatorium.

Graph 3. Customer satisfaction with a stay in a saatorium entity
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The highest notes in the analysed categories wieen dy patients who were over 60 and
retired, big city dwellers and country dwellers.

Another part of the research concerned satisfaatiitim the stay in the health resort town or
village. In all categories in which the resorts vevaluated the highest notes prevailed. Partigular
high notes were given to the level of securityhe tesorts, their image and the offer of additional
excursions. The lowest notes were given to acceentertainment facilities (cinemas, museums,
galleries) and sports and recreation events amasmticture.
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Graph 4. Average customer satisfaction with a stain a health resort
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The health resorts are seen as very safe. Such nete given by 97% of respondents. Only
1% are of a contrary opinion.

Slightly worse notes were given to transport awgity to and from the resort. 75% of
respondents were definitely pleased or rather ptkaBeople who indicated displeasure constituted
10% of the group.

In the next category, “access to tourist informaitjoelatively high satisfaction was indicated.
There were 87% definitely pleased and rather pteasgpondents. Only 4% of the examined people
chose to give a negative note.

The research shows that patients view the heatbrteas rather attractive in terms of tourism.
56% of respondents were definitely pleased, and 28%er pleased. Displeased or rather displeased
patients made up 6% in total.

One of the weakest points in the offer of healthorts is the availability of entertainment
facilities, such as cinemas, museums or galleB8% of the patients were definitely pleased, 24%
rather pleased. Quite a large percentage of regpime 22% — were neither pleased nor displeased.
Definitely displeased and rather displeased — 15%.

Better notes were collected by the offer of eatpigces in the health resorts. 79% of
respondents expressed their satisfaction withhtlen6% were not pleased.

High notes were given to the signage of the res8in® of the examined patients were pleased,
while only 4% were displeased.
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The additional offer of spending leisure time pbxhas many as 92% of respondents. That is a
very good result, which confirms the excursion ffeneeting the patients’ expectations. The
displeased made up 3%.

84% of respondents were pleased with the orgamaeding events. 7% of respondents were
displeased with that element of the health redtet.o

Lower notes were given in the two categories oftspand recreation infrastructure, and sports
and recreation events. Those elements of the pléaised 69% and 68% of respondents, respectively.
Displeased were 16% and 15%.

Graph 5. Customer satisfaction with a stay in a hdth resort
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Source: own study based on research results

Organising attractions for children and ensuringector them was evaluated in a positive
manner by 78% of respondents, whereas 11% claimbd tispleased.
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High notes were collected by the image of the heasorts. 90% of respondents were pleased
with it, while only 3% expressed displeasure.

The highest notes were given by respondents whe weegr 60, country dwellers and big city
dwellers, people professionally inactive and pemsis, and by patients staying in Busko Zdréj and
Rymanéw Zdrg;.

Analysis of the average results in the particularters shows that notes given in tReydarter
were higher than the average for the year. Thedsigihcrease in satisfaction concerned the follgwin
categories: ensuring care and attractions for mhilddancing events, additional offer of excursjons
and entertainment facilities. It is also worth ngtiwhich categories collected similarly high notes
throughout the year. These were: security in thente image of the resort, access to tourist
information and tourist attractions in the resort.

Customer expectations

Over a half of respondents (54%) prefer to orgatfise leisure time by themselves. There are
no significant relationships between the expeatstiand the respondents’ age, gender, occupational
situation or place of residence.

Graph 6. Expectations as to leisure time organisain

46%

54%

O 1 like planning my leisure time myself

M | expect a ready offer of ways to spend my leisure time

Source: own study based on research results

An even larger part of the examined group (61%#@ Mksiting new places. The younger the
respondent, the more frequently they claimed te Nisiting new places. Respondents staying in
Busko Zdr6j and Horyniec Zdréj were more willingrievisit the destinations they already knew.
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Graph 7. Preferences as to stay
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Source: own study based on research

Both the traditional treatment forms and the modbanapies were indicated by approximately
half of the respondents. Innovative treatment nudthaere selected more frequently by a mere 1
percent of the respondents. Traditional treatmemh$ were indicated more often by people over 70.
Professionally active people were more willingripriew treatment methods. Also, women were more
inclined than men to try new treatment forms. Thet that patients appreciate and are accustomed to
treatments and therapies used for years, and natitge same time the need to implement new
treatment forms should make health resorts congliempossibility of implementing new services
based on natural products.

Graph 8. Preferred treatment methods
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Source: own study based on research results
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A little over half of the examined group preferdeigh quality accommodation. Such opinion
was given by 52% of the respondents. The answerinvdisated more often by residents of cities of
over 100 thousand inhabitants, and by professipaalive people.

Graph 9. Preferences as to accommodation standard
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Source: own study based on research results
A vast majority of the respondents opted for spegdieir leisure time actively. 80% of

respondents prefer such leisure activities. Thamh fof spending time was chosen particularly oftgn b
people staying in lwonicz Zdrgj, professionallyieet aged 41-60, and city dwellers.

Graph 10. Preferred forms of spending leisure time
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Source: own study based on research results

2/3 of the examined patients were pleased withr 8tay in the given health resort. They would
have gladly come again to the resort they had tbceisited. Every fifth person was “rather willihg
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to come to the same place again. Respondents aégglevith their stay in the sanatorium made up
about 7%.

Graph 11. Willingness to return to the health resd
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Some respondents did not intend to return to theesasort for sanatorium treatment mainly
because: they wished to see other places, it wésudli to get to the resort, or they had to cover
considerable distances within the resort to hawdr ttieatment. Some also complained about the
number and quality of the treatments, or accommaoaabDue to various illnesses of the locomotive
system, some patients had trouble getting arounchaantain resorts — hence they would have
preferred to go e.g. to the seaside.

Nearly 74% of respondents would have liked to retiar the evaluated health resort for the
weekend or summer vacation. Almost 16% stated nb suention.

The wish to return was indicated slightly more oftey women, pensioners, working people,
and people with an income of 500-1000 PLN per famiémber.

The reasons why the respondents did not plan torrdb the evaluated resort for holidays
included: large distance from their place of reswe lack of tourist infrastructure, of tourist
attractions, or of sports infrastructure. Other @mant reasons were also the wish to visit othaced,
seeing other towns or villages, a squalid locaktyd also health problems which made the stay in
mountain areas more bothersome.
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Graph 12. Choosing the health resort for the weekal/summer vacation
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The biggest assets of health resort offers asamelicby the examined patients were mainly the
treatment offer and medical care — treatment guaptrofessional and friendly service by the
sanatorium employees. The patients also apprecgated accommodation, living conditions, as well
as the salutary climate, air, and peace and quidte health resorts.

Graph 13. Recommending the health resort to familjand friends
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Research shows that 92% of the patients would res@mmended the visited health resort to
their friends and relatives, compared with only @¥o would not. 5% of respondents did not give a
definite opinion. Recommendations for a stay inghgicular resort were given slightly more oftgn b
elderly people (over 70), people who had stayethénresort with their families, and patients coming
from cities of over 100 thousand dwellers.

The results prove very high satisfaction of pasesith their stays in sanatoriums and the high
potential and tourist attraction of the examinedltieresort towns and villages.

Summary

The results of the conducted research show thidweirsanatorium services market there prevail
patients whose stay in the health resorts is fiedriry NFZ, ZUS or KRUS. In most cases, they had
no say in choosing the health resort where theyeweibe treated, and neither did they choose the
sanatorium entity the services of which they werdénefit from. The patients go to those resorts
mostly in order to have the rehabilitation treattnét they also use the additional infrastructoire
the locality and the entity whose services they. 0de level of meeting patients’ expectations is
influenced by the following elements related toyilong sanatorium services:

— service infrastructure (location, equipment, staddad the facilities),

- staff of the service provider (employee number, lifjoations, efficiency, individual
characters),

— waiting time, timeliness and pace of performing $bevice,
— customer service system,

— staff working conditions,

— aesthetic appearance and development of the area.

It follows from the research that satisfaction withstomer service quality is very high, both as
concerns the competence and the friendly attitddamployees. It is worth stressing that the process
of customer service is made up by the course okémeice, from interesting the customer in one’s
offer through information, providing the servicesmaintaining contact after the customer leaves. A
important element of the customer service is margpgomplaints, which should be done in such a
way as to provide a chance to repair the relatiatis the customer, prevent unfavourable information
about the company from spreading, and ensure thogaes’ motivation to do their duties better.
Slightly lower notes than to satisfaction with @mser service, but also high ones were given torothe
elements composing the sanatorium offer of thetiesti Noteworthy is the high opinion on the
rehabilitation and treatment offer. The examinetiignds also expressed their considerable satisfacti
with elements that made up the offer of the heedgort, particularly as concerned security in the
resort, and its image. Analysis of open questidreavs that patients value the climate of the resorts
and fresh air. Noted were also e.g. the well-tentedutiful park in Busko Zdroj, the well-kept rive
Tabor in Rymanow Zdréj, clean pavements, flowershethe climate is also created by buildings
typical of health resorts, like pump rooms or thelsshaped concert venues. Also, certain problems
and inconveniences which patients had to contetiul were indicated. Littered forests and run-down
fitness trails made a negative impression. Unfaabler opinions were also caused by historical
buildings falling into ruin, which can still somatés be seen next to beautifully groomed promenades.
It happened that in some sanatoriums the room ewnpwas obsolete, and the rooms were at least
double. In health resorts, more outdoor events lshbe organised, like concerts, craft fairs,
workshops; places e.g. for barbecues could be gethrPlaces for tourist entertainment should be
provided, e.g. learners’ slopes for skiing begisneycling routes, walking routes, bike rentals. A
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health resort product can be understood as a authepenposition of elements offered in the market
which allows the buyer to satisfy their various adeand achieve the goals that determined the trip.

The patients’ satisfaction with their stay is meaduby their claims to wish to return to the
entity both to stay in a sanatorium and as tourestsl to recommend the entity to their friends and
relatives. According to the research results, atrif%o of the respondents claim that they would like
to visit the resort again, and nearly 75% of trepomdents would choose the resort they had visited
for a weekend stay or for summer holidays. Thosalte show how truly satisfied the patients are.
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THE MARKETING STRATEGIES OF POLISH EXPORTING COMPANIES
ON INTERNATIONAL MARKETS

Jan Wiktor?

Abstract: The aim of the paper is to evaluate international marketing strategies of Polish exporters. The paper
is based on the results of the grant of the Polish Ministry of Science and Higher Education executed by the
Marketing Department of the University of Economics in Krakow. The first section of the paper presents
reflections on the identity of Polish companies, the structure of Polish exporters and research methodology. The
second part contains a synthesis of the research results. The architecture of marketing strategies implemented by
Polish exporters is presented from the point of view of entry modes and business presence strategies in foreign
markets.

Keywords: marketing, marketing strategies, international marketing, Polish exporters, research results

Introduction

The paper aims to assess the marketing activities carried out by Polish companies on
international markets. Special attention is given to an assessment of the marketing strategies adopted
by Polish exporters in their international and global operations. The paper comprises two parts. The
first part presents considerations concerning the identity of Polish exporters and the methodological
foundations of the conducted research studies. The second part presents a synthetic analysis of the
obtained results. The empirical study is the result of the Ministry of Science and Higher Education
grant for a team of researchers from the Marketing Department of Cracow University of Economics.
The Project entitled “Corporate Marketing Strategies on International Markets” (N N115 042937) was
implemented under the author’s supervision in 2009-2011°.

The polish exporter — the problem of identity, research methodology

This part of the paper discusses two issues: the identity of Polish exporters and the methodology
of the research study.

Companies operating on the Polish market have different characteristics in terms of their
business activities, legal and ownership status as well as capital and organizational structures. Poland
is an open market as part of the EU’s internal market. It has no internal borders and it is not protected
by customs barriers in its interactions with Community member states. Moreover, it applies unified
European regulation in the area of trade exchange and business activities. As an internal and unified
market it is based on the four fundamental principles — the free movement of people, goods, services
and capital. Poland’s membership in the EU, the openness of the market to European and world capital
(outside the EU) and a great potential for expanding in international markets constitute an interesting
area for research and empirical studies.

The Polish market is a significant and attractive target for foreign capital, offering favourable
entry and business conditions. Foreign companies and their subsidiaries registered in Poland are

Faculty of Management, Cracow University of Economics, wiktorjw@uek.krakow.pl

The concept and results of research are presented in the monograph entitled Marketing Strategies of Polish
Exporting Companies on International Markets (Wiktor, J. W. and P. Chlipata, eds. 2012) The research
team: P. Chlipala, A. Czubata, A. Jonas, T. Smolen, J.W. Wiktor and A. Zbikowska.
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granted the status of “a Polish company”. This status — in the light of public statistics and Polish
regulations in force — is granted to all entities which are registered in Poland and which carry out their
activities in accordance with Polish laws. The origins of capital or the entity’s current or planned
organizational structures do not have any formal significance. All entities are granted the status of
Polish companies upon entering the register of business activities (the REGON data base of the
Central Statistical Office in Poland). Consequently, Polish exporters include such European and global
companies as Fiat Auto Poland [3, 9], Volkswagen Poznan [4, 16], Arcelor Mittal Poland [5, 11], LG
Electronics Mtawa [7, 49], LG Electronics Wroctaw [9, 52] and Philips Lighting [10, 53]3.

Polish daughter companies of transnational corporations — as indicated by research studies and
analyses — do not confine their operations to the Polish market and engage in international activities by
implementing different forms of strategies. Their overseas activities — apart from their formal links
with mother companies — are treated as operations carried out by Polish companies and, as such, have
a formal impact on the ”international activities (volume and structure of exports) of Polish
companies”. Companies with Polish capital also implement their development strategies by engaging
in internationalization processes and active participation in business operations on overseas markets.
Both categories of entities constitute a group of “Polish exporting companies” which implement their
marketing strategies in international markets. The paper presents a synthetic and selective assessment
of their overseas operations.

The other discussed issue concerns the methodology of the conducted research study. The
entities analysed under the Project include a group of ”Polish exporting companies”. The problem of
the identity of a “Polish company” is discussed in the previous paragraph. It is necessary to make a
comment on the category of an “exporting company” and the term “export”.

The term “exporting company” is used in the Project in a different meaning than the one
suggested by definitions and the economic content of “export” or by European legal solutions (e.g. the
VAT act). An exporting company is any entity which sells its products not only outside the customs
territory of its country but also within this territory as part of intra-Community supplies. It results from
the characteristics of the EU’s internal market and its fundamental freedoms including the free
movement of goods and services.

The formal and legal solutions and the principles of public statistics do not provide the
possibility of establishing a data base that would comprise detailed information on exporting
companies. Consequently, choosing a sample of ”Polish exporters” turned out to be a major problem
in the course of implementing the Project (Chlipata 2012). The problem was finally resolved.
Quantitative analyses were based on two samples. The first sample was composed of the companies
which featured Polityka’s ranking of 100 Polish largest exporting companies in 2005-2009 (group “E-
100”). In the five-year period the sample included 173 companies. Twenty-nine companies responded
to the surveys conducted from November 2010 to May 2011 (17%). The second sample was based on
companies included in the data base of Poland Export’s portal. It is one of the major portals dedicated
to Polish export, its problems, development conditions and prevailing trends. The portal has a base of
approx. 20,000 Polish companies which, to varying degrees, sell their products outside the Polish
territory4. On-line surveys in this group of companies were conducted from April 2011 to May 2011.
Companies received e-mails (4 reminders), accompanied by a cover letter and a link to an electronic
questionnaire. At the time of conducting the survey the website recorded 730 hits (3.7%) along with
answers to some of the questions (in most cases general and selective information on company

These companies featured the ranking of ”100 Polish largest exporters” in 2011. Numbers in brackets — the
first one indicates the position in the ranking of Polish exporters, the second one — position among Polish
500 largest companies.

According to estimates, Polish exporters include some 140,000-160,000 enterprises, representing 8.5%-
10.00% of the total number of companies registered in 2011 in the Regon data base.
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operations). Only 112 questionnaires were qualified for further analyses (0.6% of companies
registered in Poland Export’s data base, group “E-P”). Quantitative analyses covered 141 companies

which qualified as ’Polish exporters”.

The analysed group of companies had the following characteristics:

. Headcount: 730 employees in both groups of companies. However, distribution of firms was
diversified: micro businesses with up to 10 employees accounted for 23% of the sample, large
companies with 250-1000 employees - 17%, and those with more than 1,000 employees - 13%.
The largest analysed companies had 22,000 and 18,000 employees.

. Type of company: an independent entity - 74%, capital group - 11%, a daughter company of a
foreign enterprise - 15%.

. Industry — companies represented various forms of business activity, classified - in accordance
with public statistics principles - as different sections and divisions of the national economy.
T