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PREFACE

The year 2010 marks the 50" anniversary of the Faculty of Economics, University of
Kragujevac. Throughout its history, the Faculty has had a significant regional impact on
promoting and developing fields of economics and management by educating generations
of students and continually nurturing academic research among its faculty. As it was the
case on numerous occasions in previous years, the Faculty's Founding Day was celebrated
through organizing the scientific Conference and other accompanying events.

The contemporary economic and business environment implies continuous efforts
towards better understanding and coping with the challenges of the modern era, which are
characterized by ongoing global crisis, intense competition and the imperative for making
changes. The international scientific Conference Contemporary Issues in Economics,
Business and Management (EBM2010) is a forum that allowed academics, researchers,
business stakeholders and experts to meet and share knowledge and valuable experience in
order to create better communication linkages and networking opportunities for the future.

The conference covered a vide variety of topics, ranging from globalization and
regionalization, via key issues in management and marketing, accounting and business
finance to quantitative methods and models in economics and management. We would
like to thank all the authors as well as the Program Committee members and reviewers for
their enthusiasm, their time and expertise, which helped to make EBM2010 became a
successful event. We hope that you will find papers in the Proceedings interesting, as well
as, helpful in creating better understanding of current issues in economics, business and
management.

EDITOR
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THE SCANTINESS OF UKRAINE’S FINANCIAL RESOURCES
IN OVERCOMING THE FINANCIAL CRISIS

Stepanchuk Sergiy, PhD*
Yasinska Nadia, PhD*

Abstract: The article accentuates the processes and the problems of financial supply of the national economy
on the part of external subjects, the necessity of monitoring the economic safety of Ukraine on the part of the
state machinery of management.

The process of additional introducing of financial resources into Ukraine is urgent as the budget of Ukraine is
decreasing annually. The increase of the number of clauses devoted to the income part of the budget of Ukraine
is connected with the necessity of putting new legislative statements into practice. The origin of the sources of
budget formation stipulates the diversity and comprehensiveness concerning the budget forming clauses. The
state social funds have the necessity of additional financing the budget for carrying out the complex of social
functions. Therefore, it is necessary to introduce an effective mechanism of the formation and clearing off the
state debt in Ukraine.

Keywords: financial resources, financial crisis, formation stage, budget.

1. Introduction

The process of additional introducing of financial resources into Ukraine is urgent as the budget
of Ukraine is losing annually. The shortage of financial resources in the budget sphere is connected
with inefficient budget planning and control. The budget process itself is characterized by debatability
and long-term duration, including the state management sphere, as well. The increase of the number
of clauses devoted to the income part of the budget of Ukraine is connected with the necessity of
putting new legislative statements into practice. The origin of the sources of budget formation
stipulates the diversity and comprehensiveness concerning the budget forming clauses. The state
social funds have the necessity of additional financing the budget for carrying out the whole complex
of social functions. The state sector of the national economy also functions with the help of budget
allocations. For all this the expenditure part of the budget tends to widen every year; accordingly the
necessity of seeking additional financial resources occurs. The government of the country has
determined the solution of this problem in the following way: by means of asking the international
financial institutions for the additional costs and using some costs from the stabilizing funds of the
country's budget. The sources of the latest are not stable enough, especially during the financial
crisis. However, the use of the foreign loaners™ resources predetermines that the country should
comply with the criteria set for it by the international organizations.

2. Problem settings

In market economy the high level of the development of financial relations is the necessary
precondition for the sustainable economic development of the country. However, the expansion of
financial relations incurs the risk of the development of some individuals at the cost of other ones. In
the framework of the national development of the country, a takeover can be explained by inefficient
management, marketing, the influence of the whole complex of external reasons, the deterioration of
the financial indices of the organization's operation. From the position of the international
development, the economy of Ukraine should not lose its liquidity and solvency either. In the
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framework of the universally recognized sovereignty and independence of the country, Ukraine can
become a raw-material base for foreign individuals as the way of clearing off its external debt.

These issues are paid relevant attention in modern publications (2, 3, 4, 5, 6). Nevertheless, the
above-mentioned processes and problems should be the subject of discussion in the Ukrainian
society. It is the constant analysis of the existing situation by scientists and practical workers who can
estimate objectively and define the ways of the formation of financial resources of the country,
avoiding the decrease of competitive positions in the national, as well as the international
environment.

It is to define the problems and ways of providing Ukraine with financial resources in an
overcoming the financial crisis.

The process of providing Ukraine with financial resources in the period of the financial crisis
should proceed in two directions: internal and external. Both directions, regardless of the individuals
taking part in the processes of financing the economy of Ukraine, are connected with the question of
the efficient work of the financial mechanism parts. This is connected with the fact that the static
character of the already formed financial resources will not lead to the efficiency of their work. It is
the formation of the costs with their immediate use and allocation at all levels of the national
economy that is the guarantee of the success of the financial system and the market of Ukraine.

The budget as a financial plan of the country is formed under the influence of the budget and
tax policy. In Ukraine, the latest has been formed in the conditions of severe economic crisis, that
could not but have an effect on the character of the changes. Together with the existence of several
change problems (concerning mobilization of the costs into the budget for the fulfillment by the
country of its functions and duties; and it is an objective continuous process of losing one sources of
financial entries and searching the other ones which are more adapted to the existing system of
management), there is a constant in the form of the budget deficit and the absence of an effective
mechanism of its functioning. Apart from this, among principally new conditions there are those
connected with low financial and management discipline, dark economy, inefficiency of some kinds
of expenditure, embezzlement, some cases of defalcation of state money.

Ukraine has gone through the problems of filling the budget with the money, avoiding filling
the budget by means of crediting, failures of execution of most of the budgets, restructuring of debts
as the means of improving the financial state of the organizations and their settling accounts with the
budget. Eventually, with the help of reforming the budget and tax system, some inefficient
phenomena were stopped; the other ones changed their character, though some problems (especially
adopting the Tax Code of Ukraine) remained unsolved. Accordingly, the problems of avoiding paying
taxes on a mass scale, the losses of budget income because of tax privileges, the increase of the
external debt are urgent at present time.

In 2007 the Conception of reforming the tax system, which was to strengthen the effectiveness
of the main financial relevance of the budget mechanism, was adopted. But in respect to the terms and
methods of its implementation, a radical positive progress was not observed in 2009. The basis of
standard legal tax regulations has not been changed fundamentally until 2010. These changes are
going to happen after Internal Revenue Code of Ukraine entered into force. Some statements of the
Budget Code of Ukraine and the Ukrainian Law “About the Budget System of Ukraine” have not
been observed, either — for example, those ones concerning the terms of the budget process (1, 9).
This can also represent an effective factor of a country’s recovery from financial recession.

Today, the problems of the formation stage of budget and tax system have passed, but because
of the crisis, which exists in financial systems of many countries, including Ukraine, the state and the
National Bank should react promptly to the situation that has emerged, in order to foresee and
eliminate the influence of negative factors and to avoid the consequences which ruin the economy.
The problem has been extended by the fact that the yearly deficit of financial plans of the country is
partially compensated by state loans granted on certain conditions. Thus, financing on the debt and
assets operations in January 2008 from internal sources of finance was ( -380 217.7) thousand
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hryvnyas, and from external sources- ( -207 650.1) thousand hryvnyas. In 2007 on national sources- 1
206 117.39 thousand hryvnyas, and on external ones — 2 599 213.14 thousand hryvnyas. For 31%
January 2009 the state and guaranteed by the state debt of Ukraine was 185 935 041.76 thousand
hryvnyas or 24 147 408.04 thousand dollars, including: the state external debt — 139 087 527.92
thousand hryvnyas (74.8% of the total number of the state and the guaranteed by the state debt) or
18 063 315.33 thousand dollars; the state and guaranteed by the state national debt- 46 847 513.84
thousand hryvnyas (25.2%) or 6084 092.71 thousand dollars. The state external debt was
84 751 852.16 thousand hryvnyas (45.6%) or 11 066 734.05 thousand dollars. The state national debt
was 44 846 547.59 thousand hryvnyas (24.1%) or 5 824 226.96 thousand dollars. The guaranteed by
the state debt of Ukraine was 56 336 642.01 thousand hryvnyas (30.3%) or 7 316 447.03 thousand
dollars, including: the guaranteed external debt- 54 335 675.76 thousand hryvnyas (29.2%) or
7 056 581.28 thousand dollars; the guaranteed national debt - 2 000 966.25 thousand hryvnyas (1.1%)
or 259 865.75 thousand dollars. During January 2009 the sum of the state and guaranteed debt of
Ukraine decreased in dollar equivalent by 3 475 345.06 thousand hryvnyas (1.83%) in general due to
the decrease of the exchange rate of the euro and Swiss francs to the hryvnya. For all this, the state
external debt decreased by 1 271 249.63 thousand hryvnyas (1.48%), the state national debt decreased
by 180 000.00 thousand hryvnyas (0.4%). The guaranteed by the state debt of Ukraine, decreased by
2 384 095.43 thousand hryvnyas (4.06%), due to the decrease of the rate of exchange of euro and
Swiss franc to hryvnya and also to clearing off the guaranteed by the state debt to Colvis Financial
Limited (4).

The specific character of these costs of Ukraine and processes of their formation; distribution
and using them according to the legislation is in the absence of:

- The special management body and control;

- The special fund;

The costs on external state loans are directed to the income part of the budget and are used
according to the budget directions.

Let us analyze the meanings of the financial indices of such loans and the economic
development and independence of the national economy. In the framework of granting loans to
Ukraine from the part of the IMF there is a monitoring of financial stability of the national economy
on 39 indicators. The deterioration of the financial situation has been observed in Ukraine for the year
2008.

The index of the ratio of the state debt to the GDP (gross domestic product) in Ukraine is one of
the lowest among the countries, bordering with Ukraine, and it is 2.3-9.3 times as lower than the
index in the developed countries of the world.

The gross sum of the external debt has been growing annually (table 1).

Table 1: Gross external debt position of Ukraine

Data Category 01.01.2006  01.01.2007  01.01.2008  01.01.2009  01.01.2010
General Government 10506 10924 11884 11959 17806
Monetary Authorities 1254 880 462 4725 6210
Banks 6112 14089 30949 39471 30788
Others sectors 20913 26676 33581 41255 43441

Direct investment:
intercompany lending 834 1943 3079 4249 5078
Gross external debt 39619 54512 79955 101659 103323




The greatest sums of debt are observed in banks and about short-term loans of different
kinds.

On a geopolitical and economic scale Ukraine is not a closed system. It is an international
participant of investment processes. Nevertheless, there does not seem to be any activity in this
direction. Ukraine cannot consider the actions in this direction as a ‘ring-buoy’. The formation of
spare money supply in accordance with the results of making investment transaction is much lower
than the financial capital investments into the national economy.

According to the schedule of payments to clear off and serve the working credit agreements and
loans (taking into account planned loans, stipulated by the draft law “About The State Budget of
Ukraine for 2007” with the sum of 11.6 billion hryvnyas, the largest sum of payments falls on 2009
(16.4 billion hryvnyas) and 2013 (17 billion hryvnyas).

In the conditions of economic growth of Ukraine and the increase of the state budget revenue,
the accomplishment of payment to clear off and serve the state debt of the indicated size does not
present any threat for their timely and full execution. This cannot be said during the financial crisis.

At the beginning of the financial crisis in Ukraine, which became a logical continuation of the
world financial crisis, namely, at the end of 2008, the government took another loan from IMF of 16.4
billion dollars according to the standby program for the period of 24 months for renewing the
financial and economic stability; the other loan from the World Bank of 3 billion hryvnyas for the
period of 30 years in order to cover the deficit of the state budget.

According to the assessment of the World Bank, GDP in 2007-2010 in Ukraine will be 5.6%,
in 2011-2015-4.6%, although in 2009 GDP was -15% and the inflation made up +13.4%. These are
the data for the basic scenario of the growth of GDP. Speaking about the conservative scenario, we
can say that the growth will be much less: 3% in 2007-2010 and 2.5% in 2011-2015 (6). The factual
data about the dynamics of GDP in Ukraine are the following: in 2007 the rate of growth of real GDP
was 107.9%, in 2008 - 102.1%, in 2009 — 85.2% (8). As it is seen from the given data, Ukraine had
the average quantity if GDP growth in 2007-2008, which is close to the forecast in the optimal
prognosis, but it is impossible to say this about separate years. The dynamics of factual data of GDP
growth of Ukraine corresponds to a greater degree to the conservative scenario of development.

But for the normalization of the national economy having all these costs may not be enough.
The World Bank has calculated that Ukraine needs investments of about 100 billion dollars for the
period 2006-2015.

However, the state sector of Ukraine today is “big and inefficient”. So, according to the data of
the report, the expenses of the state sector in 2005 were 44% GDP, whereby only 2.2% of GDP were
spent on the state investments into physical capital (6).

Providing sufficient financial resources can be obtained due to introducing the following
measures:

— reducing the part of transfers and state use and increasing the part of the state investments;

— lowering the tax margin rates, especially related to the salary fund, creating possibilities for
lowering taxes by means of the measures, aimed at elimination of tax exceptions in tax
legislation, making the tax system “‘simpler and fairer’ ;

— simplifying the system of taxation, strengthening of tax administration, which in its turn
should make easier the registration and cut the expenses for gathering taxes;

— improving the process of preparation of budget capital investments with the purpose of
avoiding supplanting of private investments and making macroeconomic strain in the
national economy;

— improving the system of social privileges and facilitation payments;



— increasing the salaries in the state sector;
— introducing more effective budget and tax control, fixing high rates.

3. Conclusions

Thus, summing up the results of the carried out research one can draw the following

conclusion: Ukraine is not a subject economically independent of the international financial market.
Te Ukrainian economy needs annual additional financial resources for social-economic development.
The sum of the state debt is growing, but the mechanism of its clearing off has middle-term
references. Ukraine needs to work out and introduce an effective mechanism of the formation,
distribution, use and clearing off the state debt. The further works of the author will be devoted to the

search of such a mechanism.
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REGIONAL INDUSTRIAL AND TECHNOLOGICAL POLICY
AND GLOBALIZATION - THE CASE STUDY OF VOJVODINA

Sofija Adzi¢, PhD!

Abstract: The initial determination in this paper is that for the completion of transition and overcoming of the
effects of global financial and economic crisis is necessary to realize a strategy of reindustrialization of
Vojvodina according to the European concept of endogenous and sustainable (regional) development. In
accordance with thesis that in these frames, the main task of regional industrial and technological policy -
creating conditions for development of export business, the elaboration is divided into three parts. In the first
part, the emphasis is on internal causes of deindustrialization and slow development of production
entrepreneurship, creative society and innovative economy. In the second part are elaborated the goals and
mechanisms of regional industrial policy in function of creating a good business environment. In the third part
are presented the basic determinants of regional technological policy in function of improving the poles of
generic growth, as a mechanism that leads to change of understanding of work, production and development
and direct their actors toward commitment, creation, quality and cooperation in function of achieving
excellence in education, research and production.

Key words: Vojvodina, Reindustrialization, Endogenous and sustainable (regional) development, Regional
industrial policy, Regional technological policy

1. Introduction

Serbia and Vojvodina, after the restoration of capitalism and transition on building the socio-
economic market system, were affected by process of deindustrialization. Many old, especially
(formerly) export industries have disappeared, and no new were created. The process of
deindustrialization survived only one in four industrial systems, and 5 of 6 employees in large
industrial enterprises lost their jobs. Volume of production and employment in the industry in
Vojvodina in 2009 amounted only about 45% of the pre-transitional maximum achieved in
1986/1987. The regional industry is practically reduced to three activities - the food industry, the
exploitation and processing of oil and gas industry and industry for production of building materials,
on which can not build the basis for the inclusion of Vojvodina in the process of European
integrations (Adzi¢ et al, 2009). The most difficult long-term consequences of deindustrialization are
collapsing of educational system, disappearance of the middle class and the destruction of the
engineering profession.

In the analysis of the phenomenon of deindustrialization, it is important to note the fact that the
industry lost its generic role in the development of Serbia and Vojvodina more than three decades
ago, when globally became apparent that the fordistic model of industrialization based on the mass
processing of raw materials into standardized products within large enterprises organized as
complexes has exhausted its potential for development. The modern market economies at the time
were affected by the process of intensive deindustrialization and tertiarization of economic structure.
In the new model of economy, the generic role in the development has taken the financial industry,
retail and real estate sector. Their expansion was based primarily on the creative application of
industrial methods of organization and development of new products and technologies. The
application of industrial methods quickly spread practically too all other economic and non-economic
activities, which initiated a process of development of new industries. This whole process is referred
to as reindustrialization. Reindustrialization has faced all the states and other public-legal political
entities (regions, sub-regions and local communities) with challenge of reconfiguring the overall
social and economic structure on the principles of industrial organization - in the triangle of
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paradigms: (1) Educated people - which every individual has the knowledge and skills with which
can find employment in accordance with his formal qualifications in the relevant segment of the
internal or global labor markets, (2) Developed industry - which based on the combination of
development of own and creative implementation of foreign technologies provide a realization of the
key conditions of socio-economic stability and sustainable development - that each national
(regional, sub-regional, local) economies have to spend as much as produced, invest within own
accumulation, and take as much credit as give, and that all the events in between are just episodes
which lead to the fulfillment of this aim and (3) Modern socio-economic system in which politics is
a key factor that ensures a high mobility of business and technical innovation, as the basis on which is
based the modern enterprising. It is obvious that such tendencies are not the registered on appropriate
way in the political, business and professional public of Serbia and Vojvodina, so real and timely
reforms of public and market institutions were not taken, which will initiate the society and economy
to create conditions for their implementation.

In the exposed context, the initial orientation in this paper is that for completing the transition
process and overcoming the consequences of global financial and economic crisis should realize a
strategy of reindustrialization of Vojvodina according to the European concept of endogenous and
sustainable (regional) development. Strategic frames for this concept are set by the Lisbon Agenda in
March 2000. Its main objective was that the European Union by 2010 becomes the most competitive
global economy with respect of very high social, cultural and environmental standards. Since in this
model, a great importance is given to the problem of regional and local development, in preparing
stage for budget period 2007 - 2013 was made a directly linking of its goals with the content of goals
and actions of Regional, Structural and Cohesion policy of the European Union. However, appeared
that it was not enough, because there was no substantial progress in reindustrialization of the
European Union. Therefore, in early March 2010 was launched an innovated and reduced version of
the Lisbon Agenda of March 2000 under the name EUROPE 2020, which insists on three paradigms:
(1) Smart growth (development of economy based on knowledge and innovations), (2) Sustainable
growth (promotion of resource efficient, environmentally cleaner and more competitive economy)
and (3) Inclusive growth (stimulating economy with high employment, which would bring a social
and territorial cohesion), on the principles of decentralization, cooperation and collaboration between
the public and private factors and, above all, improvement of public regulation. Not going here in a
broader elaboration, problems and numerous controversies that followed and follow these two
projects, suggest that development based on knowledge and implementation of triple bottom line
criteria in terms of economic growth, social justice and responsible attitude towards the environment,
is a very complex and challenging issue for public regulation, even for societies and economies which
are at a much higher level of socio-economic development than Serbia and Vojvodina.

In this context, the paper proposes the formulation of new sustainable version of regional
industrial and technological policy, focusing on mechanisms, which should support the development
of good business environment and promotion of production entrepreneurship in the function of
development of export business in Vojvodina. The elaboration is divided into three parts. In the first
part, the emphasis is on internal causes of deindustrialization and slow development of an authentic
productive entreprencurship, creative society and innovative economy. In the second part are
elaborated the goals and mechanisms of regional industrial policy in function of creating a business
environment that will guide the existing and potential participants of competition to apply new
strategies to promote, rather than use a regional business environment. The third part are elaborated
the primary determinants of regional technological policy in function of the realization of the project
for improving a poles of generic growth, as centers of social-institutional experiment, which leads to a
change of perception of work, production and development and directs the regional population to
commitment, creation, quality and cooperation in function to achieve excellence in education,
research and production.



2. The main causes of deindustrialization and of slow development
of production entrepreneurship in Vojvodina

At this point, the emphasis is on macroeconomic phenomena that stimulate or block the
reindustrialization and developing the production entrepreneurship, creative society and innovative
economy, as a factor in establishing a regime for sustainable development in Vojvodina (Adzi¢, 2009
a, b, ¢; Puricin, 2008; Kovacevi¢, 2007; Madzar, 2008). The main criterion is a determination of their
content in accordance with the European concept of reindustrialization promoted in the Agenda
EUROPE 2020 of 03.03.2010.

Let start, first from the results of the reform of national and regional marketing and public
institutions, and changes in the content of goals and actions of economic and regional policy after
2000 were realized:

First - Reform of the banking system as recommended by international economic and political
organizations. A new profitable banking system was created where, more or less, respect the
principles of hard budget limitations and avoid the moral hazard. However, it seems that this reform
was realized in the first place, by the measure of foreign factor, apropos foreign banks, which are
using the vacuum created by the liquidation of the four largest national banks took over much of the
credit market. This thesis is indirectly confirmed with broke out of the global financial and economic
crisis, because it turned out that the international protagonists, whose interests are represented by
these organizations, did not enforce the application of this model, when some key financial
institutions of modern market economies found themselves facing bankruptcy. On the other hand, the
public factor was in 2009 and 2010 with its actions on the financial market in Serbia brought through
the back door the danger of re-strengthening of the appearance of moral hazard and soft budget
financing in non-financial sector.

Second — rigorous monetary control. However, only a partial success was achieved in
repressing the inflationary pressures in Serbia, primarily because of the way of use of funds received
through privatization, transfer of remittances and state borrowing from abroad (overflows in current
consumption, rather than the in realization of infrastructure projects and improvement of performance
of human capital and small business), enterprises borrowing from abroad (mainly for operations in the
sector of not exchangeable goods) and delays in preparation and realization of reindustrialization
project.

Third - Privatization of inherited enterprises in competitive sector by the model of selling to
external investors. Overflow of the effects of the global financial and economic crisis on Serbia and
Vojvodina has shown that privatization is carried out at the cost of almost complete development
blockade of most of these enterprises.

Fourth - The partial liberalization of prices and product of monopolistic enterprises and
enterprises for public goods production. But in this case also were missing the key changes in the
sector of public spending and market restructuring of public enterprises, which operate in the regime
of natural or administrative monopoly.

On the other hand, in the past 20 years have been also created a number of limiting factors for
the realization of projects of national and regional reindustrialization and improvement of production
enterprises:

First - The existing industrial districts and their clusters practically disappeared. In the analysis
of this phenomenon must be considered, above mentioned fact, that the majority lost the development
function even around 1980. But what is worrying is that over the past ten years nothing has been done
on finding their replacements.

Second — Evident is the failure in the development of (production) entrepreneurial spirit, at the
level of group and individual as well as at entire national and regional socio-economic system (AdZi¢,
2008c; Mateji¢, 2002). The largest number of expressed entrepreneurial initiative ended in the sphere



of production of not exchangeable goods (wholesale and retail trade, real estate, construction for
internal use), and a small number in the manufacturing industry, agriculture and export trade.

Third - Evident is (almost completely) absence of a range of market and public institutions for
the realization of development policies based on generating and implementing of business and
technological innovations. The internal investment potential is missing, there is no institution of
venture capital, and none bank has in the business portfolio financing the development by innovation
of generated enterprises, public programs for support of technological transfers from research system
into new production initiatives are insufficient with unclear and imprecise results.

Fourth - Strategically coordinating mechanisms remained undeveloped, despite numerous
reforms of market infrastructure and infrastructure for public regulation of economy and economic
development (Adzi¢, 2006b). The consequences are: (1) short time horizon of decision-making
(short-term power), (2) high subjective discount rate (dominance of tactics over strategy), (3) the
market does not encourage collaboration, cooperation, trust, commitment and precaution, and (4) the
public intervention does not encourage the cooperation as it is based on unconditional cooperation
with the dominant political option.

Fifth - In the market there is no demand of leading customers, while the interaction between
producer and customer are weak and sporadic. The army suspended the demand for new
technological solutions, the electrical industry send requirements with previous warning that the
payments are uncertain; the telecommunications do not count on the participation of domestic
technology, while the large public, communal, and production systems are completely engrossed in
problems of elementary survival.

Sixth — The Regional STIOET (Science — Technology — Information - Education - Organization
— Telecommunication) infrastructure is in decent condition and better quality than in other regions of
similar level of development. However, the structure of regional STIOET infrastructure (of system) is
productively unproductive (Adzi¢, 2006b). The relationships with industry are underdeveloped,
sporadic and linear because of small pressure on enterprises to with improvement of internal
components of STIOET infrastructure increase the ability for implementation of business and
technological innovation. All executed reconstructions of regional STIOET infrastructure
(privatization of higher education, use of European standards in education and science,
modernization, networking and programming), which had the task to change the attitude towards
economic valorization of innovations and their contribution to socio-economic development have
been unsuccessful.

In the exposed context, the regional business system and its environment are not able to
perform the function of mechanism of realization of goals of (regional) development policy towards
the European concept of endogenous and sustainable development, creative society and innovative
economy. The analysis shows that the basic human, physical and normative parts (components) of
these systems are mainly in order, taking into consideration the condition of general economic
development and other defining circumstances. However, the entire structure is inadequate, and
therefore can not manifest its (development) resources.

There are various viewpoints about the fundamental causes of de-industrialization and slow
improvement of productive entrepreneurship in Serbia and Vojvodina. Currently the dominant view is
which search for causes in geopolitical cataclysms caused by the disintegration of SFR Yugoslavia
and impossibility of Serbia and Vojvodina to in this context involved in the process of European
integration. Not denying the influence and importance of this factor, according to the authors, the
main cause of deindustrialization and slow improvement of productive entrepreneurship is the fact
that, neither the restoration of capitalism (1990/1991.), nor the transition to a democratic political
system (at the end of 2000.) did not eliminate the key socio-economic barriers, which immobilize the
productive entrepreneurship and block the generation, implementation and economic valorization of
technological and business innovation.

10



From the point of theme, it seems that the key determinant — that the restructuring of national
and regional economy, after the restoration of capitalism in the first phase of transition (from 1990.
by the end of 2000.), took place in the frames of - "shadow" economy and "brotherly" privatization.
After radical political changes in late 2000 their key protagonists legalized their business and property
- which resulted with closing of markets for other participants of the market competition. Therefore,
the overflow of the effects of global financial and economic crisis on Serbia and Vojvodina showed
among other things, that the amnestied protagonists of "shadow" economy, and "brotherly"
privatization and culture of small economic freedoms are unable to fulfill the basic mission of the
entrepreneurial class - moving the horizons of personal progress move it for society, too. The
consequences are the low level of institutional capacities, investment myopia, slow and uneven
increase of infrastructure of comfort for development of the real economy and weakening of
performance of human capital. Instead of (economic) approaching to the European Union (primarily,
to the most successful countries from the circle of CEEC-10 - Czech Republic, Slovakia and
Slovenia), Serbia and Vojvodina still standing in place. Moreover, the performances of the real
economy are in such a level that an issue of social stability and external liquidity are (again) open.
With it Serbia and Vojvodina came to paradoxical situation that the end of transition is more
conditioned by finding solutions to errors in its operationalization, but by the negative legacy of the
last economic model, for which, after all, started.

3. Reindustrialization of Vojvodina and frames for sustainable
regional industrial policy

Reindustrialization of Vojvodina predicts elimination of barriers caused by measures of
previous models of transition and restarts the path of sustainable development. Sustainable
development means respecting the (European) triple bottom line criteria in terms of economic growth,
social justice and responsible attitude towards the environment. In addition, as noted in the
introduction, we must be aware that these are conflicting goals, no matter how common institutions of
the European Union want to present them as complementary. In order to find a suitable solution,
Vojvodina, as a NUTS 2 region with a high level of institutional autonomy in sphere of public
regulation of economy and economic development, must start with clearly defined socio-economic
vision, which explicitly defines: (1) basic values (guiding principles and rules and culture of life and
work - in terms of acceptance of innovations as the main factors for the preparation of Vojvodina for
European integration), which are inviolable and expression of basic beliefs established by consensus
of all relevant options, (2) purpose, which clearly expresses the main reasons for existence of certain
socio- economic system (in terms of Vojvodina as a region - note the author) and (3) mission, which
expresses a clear and motivating aim how to provide living and working conditions according to
European standards for most of the regional population.

Concretization of these requirements means the promotion of Vojvodina, as a pleasant place to:
(1) private investment in the export business, (2) work and (3) life. Therefore, determining Vojvodina
as a European region is not enough, but it is necessary to find own solution to the essence of
(European) response to the challenges of global reconfiguration of socio-economic system. The key
for implementation is the re-focusing from the issues of macroeconomic stability to the micro-
economic reforms. In Serbia, after 2000 a lot has been done (but not enough) on the understanding of
macroeconomic stability. However, although in the meantime became clear that it is only the
necessary but not sufficient condition for the sustainability of reforms and development, not enough
has been done on the formulation of specific strategies and institutions that form the business
environment in which operate and compete commercial entities. Let's see what should be in this
context the role of Vojvodina, more precise which category of economic entity should be in the focus
of regional institutions? The answer is that these are primarily small and medium (production, i.e.
industrial) enterprises. Only through the development of small and medium (production) enterprises is
possible to realize two main (regional) goals of transition and preparation for European integration -
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creating conditions for sustainability of the project of building a market economy and a more
balanced spatial development.

Serbia and Vojvodina have no official version of reindustrialization strategy, so in this context
there is no operational policy for encouraging the development of small and medium (production)
enterprises. The solution to the problem of revitalization of industry can be seen in the involvement of
transnational corporations (TNC) and international enterprises (MNE). By the opinion of the creator
of national and regional development policies that, on the one hand, allows to activate what was left
of inherited productive capital (in short term) and available human resources (in medium term),
while, on the other hand, makes space for development and modernization of small and medium
enterprises. The implementation of this concept is facing two limiting factors. The first is - providing
investment and owner attractive, stable and guaranteed business conditions in the field of export
industries, especially those with higher technological content. In this context, the existing economic
interests (which are more for maintenance than for radical change of current situation), cultural
parameters (which are strongly opposed to production values, such as - quality, accuracy,
cooperation, productive interactivity, etc.) and a general macroeconomic and social instability and
uncertainty are not stimulating to its implementation. Another no less important factor is that this
alternative is accepted (as the dominant option of reindustrialization - note by author) by more or less
all similar regions as Vojvodina in closer and wider environment, so there is a strong and sharp (inter-
regional) competition in attracting this type of development. Accordingly are the results. The number
of successful projects of this type is small in Vojvodina (currently about 20, of which only three are in
the field of export industries with higher technological content).

Since the interest of foreign investors was insufficient, initiated were national, regional and
local projects of clusterization and development of industrial zones and technological parks, primarily
in order to create conditions for activation of what was left of inherited resources, apropos to create
technical conditions for attracting foreign direct of small-scale investments. However, this strategy is
not based on appropriate analytical and expert elaboration, which resulted in low level of socio-
economic coordination and poor support to individual and group development ventures, primarily in
terms of creating conditions for the privatization of the development of real sector based on
improving the authentic (national and regional) production enterprise, improving the quality of human
capital and networking enterprises and supporting activities.

To, in the context of all these limitations, encourage the development of small and medium
(production) enterprises segment, the opinion of author is that a radical new approach is necessary to
defining the goals and mechanisms of regional industrial policy in function of encouraging their
development on the basis of authentic production entrepreneurship. It is a transfer of regional
industrial policy focus on activities to promote clusterization and creation of technical conditions for
generation and commercialization of high technologies, particularly by initiating and co-financing on
the principles of public-private partnership of specific projects of establishing and development of
business incubators, industrial zones and technological parks - as basis for development of good
business environment for spreading the development of small and medium (production) enterprises
able to operate within the frame of an open market. In this context, the main aim is to with better
management of public and private sector create the conditions for precise identification of the specific
(local and sub-regional) comparative strengths and weaknesses, ways and problems of their
transformation, and elimination, and accordingly, define appropriate strategies, goals and instruments
(of regional and local) institutional reforms, economic, urban, municipal, educational and social
policies, to ensure fulfillment of the following requirements:

First - Strict respect of principles that the reindustrialization is based on differentiated processes
that are carried out simultaneously in different (sub-regional and local) frames, respecting the
diversity of natural, ethnic, cultural, social, economic and historical conditions. Accordingly, it is
necessary to observe the concrete (sub-regional and local) territories as poles of development, and
their residents and economic subjects as a set of potential resources to be efficiently utilized.
Therefore, initiatives for development of business incubators, industrial zones and technological
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parks, must have a clear sub-regional and local content and represent a real response to concrete
problems and goals, for which initiative start and realize the sub-regional and local actors.

Second - Emphasis on the development of business incubators, industrial zones and technology
parks should be on qualitative, wider and structural development and capabilities that on local or sub-
regional level create new or complementary activities that increase the additional value in production
on the principles of sustainable development, rather than quantitative growth with very expensive
investments in the elimination of inherited (social, cultural and environmental) problems.

Third - Consistently respect the concept of development of business incubators, industrial zones
and technological parks on the "bottom-up" principle, in order to emphasize its endogenous
characteristic on grounds of public, corporation and individual entrepreneurship and rational use of
(available sub-regional, local) human capital. With rising the awareness of justification of
endogenous development will strengthen the belief of the need to connect each development project
with opportunities created by the process of European integration and implementation of concept of
sustainable development. Accordingly, it is necessary to consistently realize the programs of
decentralization of public regulation understood in terms of continuous process of division of
competence and responsibility for development from regional to sub-regional and local level, and
vice versa, based on respect for the principles of subsidiary and real capabilities to realize the
complex and contradictory (public) activities.

Fourth - In order to create institutional conditions for privatization of development on the basis
of the implementation of key European standards of endogenous and sustainable development, it is
necessary to achieve wide coverage of different sub-regional and local actors (institutions,
organizations and individuals) that create, develop and implement various policies and strategies and
their integration into a harmonious and functional operating structure. In this context, it is necessary
to ensure conditions for a partnership approach, cooperation and participation in creating each (sub-
regional, local) sectoral and spatial development strategies and their implementation. Only in this way
is possible to provide a consensus of various development actors, to promote a strategic approach and
avoid (of course, as much as it is possible) the overlapping of development efforts and negative social
and environmental effects and consequences for future generations.

Fifth — It is necessary to create conditions for a holistic approach to the problem of sub-regional
and local development with respect to strategic aspects, aspect of operational structures and aspects of
activities. The development strategies should provide a frame for programs and activities which are
undertaken. Therefore, must be based on a realistic assessment of the nature of economic, social and
environmental problems which affect some area, as well as the ways for elimination of them. In the
implementation of chosen strategy should use a numerous operational structures, among which the
key role has local, sub-regional, regional, and national authorities, enterprises, farms, business
associations, development agencies and high schools.

Sixth - activities on which should base the strategies of sub-regional and local development of
good business environment for small and medium enterprises are: (1) encouraging the establishment
of regional multinational enterprises and business networks and alliances, (2) encouraging the
establishment of new enterprises in export industries, (3) promotion of foreign and domestic
investment in the real sector, (4) development of physical infrastructure, focusing on actions at the
local level - building and repairing of roads, repair of industrial railways, building and reconstruction
of commercial properties, building and reconstruction of municipal infrastructure, (5) development of
STIOET infrastructure — providing education and training, support for research and development,
business advisory services, building or reconstruction of the IT (Information - Telecommunication)
infrastructure, (6) strengthening of business infrastructure, above all - improving the access to
financial resources (but with strictly respecting the principles of hard budget limitation and individual
responsibility for abuses and fraud) and quality improvement of regional, sub-regional and local
governments and (7) strategies for improvement of life quality, increase of personal safety and reduce
crime, etc.
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4. Regional technological policy and reindustrialization of Vojvodina

And, after a decade of promotion of European integration as absolute national and regional
priorities, Serbia and Vojvodina are not fully aware of their backwardness in the use of new (high)
technologies in enterprise, especially in the case of small and medium enterprises. That does not mean
that in Vojvodina is no awareness of the importance of generating and implementing high
technologies for modern development. Exactly the Technological Park in Novi Sad within Serbia is
the closest to implementation of the concept of mass commercialization of local results of research
and development, particularly by establishing and developing of small and medium enterprises. But
the achievements are not enough for massive overcoming of limitations, which stand in front of
realization of project of reindustrialization of Vojvodina.

In the exposed context, the implementation of poles of generic growth based on the
development of strong and internationally competent research and educational institutions (although
the empirical experiences of its application are insufficient for some generalizations), should
represent the active instrument of public regulation for linking of research and education with project
of (regional) reindustrialization. Their basic function (in the first phase of reindustrialization project -
note by author) is the improvement of production enterprises and improving the quality of human
capital to internationally competitive levels. The basic idea is that entrepreneurs and managers with
their professional teams in cooperation with the regional government and science set a very ambitious
(macroeconomic and business) purpose in the field of exports and find original ways to realize them.

First let's see the standing of the realization of idea of establishing poles of generic growth as a
mechanism of reindustrialization of Vojvodina. After 2000 appeared initiatives, from the side of
science and from the side of the actors of public regulation, to find solutions, which will move the
entrepreneurs and the regional scientific - researching infrastructure to form a poles of generic growth
The first was based on an attempt to within the (state) University of Novi Sad establish a network of
enterprises in industries of high technologies in which will production effected results of scientific —
research work at this University. The second was based on the activities of local self-governments in
the border areas of Belgrade, as the biggest national agglomeration of economies and population in
Serbia, in the field of establishment and development of industrial and technological parks, in which
the particularly importance is given to the industries of high technologies. However, the results of
these activities are not appropriate. Analysis show that the reasons are not only in the above
mentioned problems of transitionalism, but also in overestimation of achieved results of scientific-
research infrastructure, and particularly imprecise definition of its mission contents and
implementation mechanisms.

On the other hand, we must be aware that science, at least in the dominant understanding of its
essence, is unable to successfully propose and find ways for development of poles of generic growth
as a mechanism for the generation, implementation and economic valorization of innovations. Thus,
the substantive existential issues of forming the poles of generic growth left to voluntarism of
politicians. Accordingly, the problem of improving the efficiency of technological policy in the
function of development of poles of generic growth is primarily a matter of human creations, and its
essence is in understand the risk behind every (public) decision. Therefore, the content of reforms of
public regulation in the function of realization of regional strategy of reindustrialization according to
(European) concept of endogenous and sustainable development, using the models of technological
policy in function of development of poles of generic growth must be based on the implementation of
management principles in the activities of regional (sub-regional and local) government in economic,
educational and administrative spheres. Its main function is to provide an overcoming of result of
limitations in internal individual observation of position of the company or farm in global economic
system structured by the concept of sustainable development, creative society and innovative
economy. Such understanding assumes widely defined and tightly structured consensus of most
important partners - enterprises, farms (integrated in associations), banks, unions, public and
scientific research institutions in order to create a culture of cooperation, solidarity and trust.
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Previous analysis justifies the implementation of poles of generic growth in function of
realization of reindustrialization strategies in Vojvodina, as a final stage of transition and economic
preparations for European integrations, but only those that are formed in accordance with the internal
needs of development of export business. That is why there is no needed for any institutional
imitation, which could lead to compromising their role or instrumentalization for any other purpose
and mission, other than those which are in function of creating resources needed to achieve
excellence in research, education and production. Thereby, a special note should be on outstanding
problem of formal given special consideration to the problem expressed formal hyper-
institutionalization in Serbia and Vojvodina. In this context, the emphasis in the analysis will be on
three main determinants of regional technological policies in the function of activating the poles of
generic growth in Vojvodina: (1) precise determination of their purpose and mission, (2) principles,
which should by normative incorporate into public control and (3) determining the function of actors
for improvement of their performances.

Poles of generics growth are constituted in order to (in Vojvodina - note by author): (1)
improve the research that is of direct relevance to education, especially in function of production
entrepreneurship development and use of modern technologies and organizational innovations in
production, (2) increase the efficiency and effectiveness of getting and using production results, (3)
ensure the necessary business and scientific support in transfer of modern knowledge and
technologies, (4) provide the necessary competence for international cooperation in research,
application of its results and service training (5) orient the entrepreneurship in export industry. These
five main goals define their socio-economic mission, which could be defined shortest as excellence in
research for the progress of education and production. In this context, Vojvodina needed poles of
generic growth that will work long, hard and perhaps hopeless on spreading the idea of excellence of
all around it, primarily in research, education, development of new businesses and enterprises in
export industries and improving the performance of existing enterprises and farms by introducing new
technologies and organizational innovations.

From the exposed structure of goals, the basic principles for establishing of regional
technological policy in function of development of poles of generic growth in Vojvodina can be
determined:

First - The development of poles of generic growth must be based on the (regional) Program.
The main aim of Program is that on not addressed basis encourage sub-regional and local initiatives
and provide support for all candidates for formatting of poles of generic growth - with integration of
existing, by work and result checked research, education and production potentials which can be
provided from the region or by inter-regional transborder cooperation for quite clear and precise
needs of concrete manufacturers.

Second — In order to the Program of development of poles of generic growth be successful in
promoting and supporting, the idea of excellence as the basic motto of their existence, must be
applied very consistently and no interests and intentions may not lead to reducing of standards for
their measurement. Therefore, authorities, entities and individuals that have impact on determining
the level of excellence in the evaluation process of inputs of poles of generic growth may not have a
conflict of interest. Objectivity and competence of any evaluation of results of the Program are one of
the key conditions for success of public regulation.

Third — Innovation of project content and mechanisms of implementation of the Program shall
be carried out only in the direction of the institutional setting to overall socio-economic context, but
without any standards reducing for determining excellence.

Fourth - Since the Program itself is an institutional innovation, which is introduced in the socio-
economic system that has a great inertia and delays in results achieving, the Program makes sense
only if it is consistently implemented in the long term, that is once made decision must be carry out
patiently, consistently and for a long time.
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In accordance with state of resources in Vojvodina, the main constitutive elements of poles of
generic growth are: (1) manufacturers, (2) State University and colleges, (3) research institutions in
public or mixed ownership, and (4) executive authority (regional, local). Their role in this context is
as follows:

Manufacturing enterprises carry in: (1) demand for research results, (2) demand for highly
educated staff and training of its employees, (3) part of funds for external research funding needs, and
(4) human and other resources required for support and cooperation in research and their
implementation for their business, production and development needs.

State university or college carry in: (1) part-time of scientific-research potential that meets
rigorous international standards, (2) part of physical resources (space, equipment) that can be hired
for concrete researches, (3) part of information support for research and education and (4) part of own
offer for postgraduate education and service training.

Research institutions carry in: (1) scientific-research potential that meets rigorous international
standards, (2) all or part of the physical resources (space, equipment), (3) the available information
support for research and (4) specialized administrative and technical support.

Executive authority (regional, local) carry in: (1) administrative resources required for support
and cooperation in research and their implementation in products and technologies, (2) part of funds
for financing of research and development and only exceptionally subsidies a part of cost of
valorization of research results into technologies and products and (3) system of accurate and
transparent evaluation of work quality in the areas of research, education and economic valorization
of research results that use various forms of public support.

5. Conclusions

For the realization of stated concept of regional strategy of reindustrialization there is a need
that the entrepreneurs and managers with their professional teams in cooperation with the (regional
and local) government and science set a very ambitious (macro, meso and business) goals in the
domain of export of goods and services and find original ways to for their realization. It will be very
difficult, primarily due to poor performance of human capital and unregulated institutional
environment in which dominate distributive-oriented coalition, corruption and personal interests of
political elite and incompetent public and private administrations. In this sense, the listed taxonomy is
the authors attempt to determine the key principles on which should be based the regional industrial
and technological policy in the function of development of good business environment for export
business:

First, it should clearly and unequivocally accept the position - that the managing of public and
private sector must be based on knowledge and beliefs about how operate the real economy,
production enterprises and farms in an open market economy and how in that context along with the
system of economic goals to realize social and political goals. In modern society, the choice of targets
and determine their order of priority is primarily the result of political struggles between some interest
groups, and not the result of some optimal social decision-making process. In this context, the basic
principles for finding better solutions for public and private sector managing are: (1) multiple critical
of problems to be solved, (2) better understanding of transient phenomenon’s, in particular, resistance
to changes marked by process of reconstruction and improve of performances of institutions, and (3)
instability of social preferences in determining the scope, structure and quality of goals and actions of
institutional reforms and policies.

Second, conception and realization of regional industrial and technological policy must be
based on three criteria: (1) decentralization and deconcentration in functions of public regulation in
order to approach customers and providing flexibility in work, (2) introducing a system of
standardization of quality of public goods and services of public administration in function to meet
differentiated customer needs — taking over of business technologies and with orientation on
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individual expectations and additional funds for their provision and (3) improving the regulatory
mechanisms - improving the quality of normative regulation, reducing the cost of their
implementation and improvement of monitoring system and control of performance - taking over the
techniques of monitoring and control of business activities.

Third, in preparation and realization of regional industrial and technological policy should more
efficient use the following instruments: (1) management with human resource - based on scientifically
based programs of staff selection, introduction into business, education, personnel development and
improvement of motivation, (2) IT technologies - to ensure better quality, faster access to public
goods and services of public administration and control of their reproduction flows, and (3) market
mechanism - especially the mechanism of partnership between public and private sectors.

Fourth, the basic objects of regulation of the private sector are - multinational enterprises,
business networks and alliances and export clusters. In order to avoid previous errors in modeling the
policy by measure of enterprises should be persistently and hardly work on development of political
and economic culture based on participation and wide participation of those who are in any way
involved in solving the problem situation on the basis of the so-called development oriented
coalitions - that in connecting and joining of resources see the possibility of breaking through on
target segments of global market as the main source of growth and development in terms of providing
profits and increasing individual wealth.

References

1. Adzi¢, S. (2006a). Kako poboljsati izvozne performanse preduzeca u institucionalno neuredenom
okruzenju?. In: Institucionalne promene kao determinanta privrednog razvoja Srbije (1. Rosi¢ ed),
Kragujevac: Ekonomski fakultet, 118-131.

2. Adzi¢, S. (2006b). Privredni sistem i ekonomska politika. Subotica: Ekonomski fakultet.

Adzi¢, S (2007). Should Re-industrialization Represent the Final Stage of Transition — The Case
Study of Serbia. Montenegrin Journal of Economics, Vol. 3 No 6 December 2007, 131-145.

4. Adzi¢, S. (2008a). Mikroekonomski aspekti otklanjanja tehnoloSke zaostalosti privrede Srbije.
Ekonomski vidici, broj 1, 41-58.

5. Adzi¢, S. (2008b). Dobar poslovni ambijent — Uslov evropske integracije Srbije, Poslovna politika,
Januar, 26-30.

6. Adzi¢, S. (2008c). Reindustrijalizacija i konkurentnost: Kako iz postojeceg stanja?. In: Kuda ide
Srbija: Ostvarenja i dometi reformi, Nau¢no drustvo ekonomista sa Akademijom ekonomskih nauka
& Ekonomski fakultet Univerziteta u Beogradu, Beograd, 221-240.

7. Adzi¢, S. (2008d). Stanje i perspektive razvoja metalskog sektora Srbije: Smernice za rad sindikata.
Swiss Labour Assistance & UGS “Nezavisnost”, Beograd.

8. Adzi¢, S. (2008e). Reindustrialization as the Basic of Macroeconomic Management: The Study of the
Case of Serbia. In: International Conference of the School of Economics and Business in Sarajevo
ICES 2008: Transitional Challenges of EU Integration and Globalization. University of Sarajevo,
School of Economics and Business, Sarajevo.

9. Adzi¢, S., Jesié, G. & Adzi¢, J. (2008). Urban Governance and Public-Private Partnership in
Development and Management of Industrial and Scientific-Technological Infrastructure - Case Study
of Indija. In: The Third International Conference on Public Policy and Management: Public Private
Partnerships & Urban Governance, Centre for Public Policy, Indian Institute of Management,
Bangalore.

10. Adzié, S. (2009a). Regionalna ekonomija Evropske Unije. Prometej, Novi Sad.

11. Adzi¢, S. (2009b). Reindustrijalizacija, teorija endogenog razvoja i dobro regionalno i lokalno
poslovno okruzenje. In: Ekonomska politika Srbije u 2009. godini i izazovi svetske ekonomske krize,
Naucno drustvo ekonomista sa Akademijom ekonomskih nauka & Ekonomski fakultet Univerziteta u

17



12.

13.

14.

15.

16.

17.

18.

19.

20.

18

Beogradu, 93 — 106.

Adzi¢, S. et. al. (2009). Reindustrijalizacija Vojvodine i ekonomska politika: Periculum in mora.
Ekonomski fakultet, Subotica.

Annerstedt, J. (2006). Science parks and high-tech clustering. In: International Handbook on
Industrial policy (P. Bianchi, and S. Labory, ed.), Edward Elgar, 278-297.

Bellini, N. (2006): 'Business suport policies', In: International Handbook on Industrial policy (P.
Bianchi, and S. Labory, ed.), Edward Elgar, 362-379.

DBuricin, D. (2008). Srbija na raskrs¢u: Dostizanje EU ili tranzicionizam. In: Kopaonik biznis forum
2008 —Tranzicija, dostizanje EU i povezane teme, SES & UdruzZenje korporativnih direktora Srbije,
Beograd, 9-38.

Kovacevi¢, M. (2007). Realne i virtualne performanse privrede Srbije u periodu 2000-2007. godine.
In: Tekuca privredna kretanja, ekonomska politika i strukturne promene u Srbiji 2007/2008 godine,
Naucno drustvo ekonomista sa Akademijom ekonomskih nauka & Ekonomski fakultet Univerziteta u
Beogradu, Beograd, 100-106.

Madzar, Lj. (2008). Nedostajuée dimenzije u evaluaciji makroekonomskih performansi Republike
Srbije. Ministarstvo finansija Republike Srbije, Beograd.

Mateji¢, V. (2002). Prilozi istrazivanju naucnog i tehnoloskog razvoja. Beograd: Savezni sekretarijat
za nauku i razvoj.

Mateji¢, V. (2003). Prilozi istraZivanju naucnog i tehnoloskog razvoja i upravljanja organizacijama/
Beograd: Savezni sekretarijat za nauku i razvoj.
Mateji¢, V. (2008). Razvoj Srbije zasnovan na znanju: Pomodna prica ili stvarnost. In: Tehnologija,

kultura i razvoj 15, Proceeding, Udruzenje 'Tehnologija i drustvo', Ekonomski fakultet Subotica i
Institut 'Mihajlo Pupin', Beograd, 32-40.



DEMAND AS A CONSTRAINT IN THE APARTMENT MARKET
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Abstract: In their work, eterprises are always facing opportunities and constraints. Demand can be either an
opportunity or a constraint. One should distinguish between the effective and ineffective demand. Effective
demand is payably capable demand, while the ineffective demand also includes payably incapable demand. In
short-term, only effective demand is an opportunity for an enterprise, whereas the ineffective demand stands as
a constraint. It is only in the long term, when conditions for transition from the ineffective to effective demand
are met, that the ineffective demand becomes an opportunity. Conditions for transition can be created by the
buyers or by the suppliers.

This paper deals with ineffective demand as a constraint in the apartment market in Serbia, with special focus
on the city of Nis. The paper also discusses the practice of one construction enterprise in creating and
implementing a strategy that transforms ineffective demand into effective one.

Key words: effective demand, ineffective demand, constraint, income, value chain.

1. Introduction

According to the World Bank data, in 2004, 984 million people lived on the line of poverty,
while in 2008 the number increased to 1.4 billion. In 2004, the line of poverty was considered to be
daily consumption of $1 and in 2008 daily consumption of $1.25 (http://www-
globalissues.org/poverty_around_the_world(20 July 2010). Considering these circumstances, the
potential demand for essential products/services is enormous, which presents the enterprises with a
huge opportunity for profitable business through the scale economy. The theory developed a
paradigm which discerns between two market types, depending on customer incomes: BOP (the Base
of the Pyramid) and TOP (the Top of the Pyramid) markets. BOP markets are made out of customers
whose income is extremely low ($2 per day). Their income is not stable and predictions cannot be
made even for short periods. Such markets are isolated from the global and national consumer culture
and they are dominated by the local consumer culture (e.g. Rivera-Santos, Rufin, 2010). On the other
hand, TOP markets include customers with high or average incomes. Their incomes are stable and
their consumer habits are strongly influenced by the national and global culture.

Effective demand is of great importance for enterprise profitability. The last world crisis of
2008 has shown that a bigger problem was to charge than to produce and sell. Up to the 1950’s, the
constraint was the production, while since the 1950’s the constraint was sale. Today, the constraint is
charging. Effective demand represents a constraint on the global level, since it limits the enterprises
from charging for everything they have produced and sold, which would enable them to make higher
profitability.

According to profitability, customers are divided into “green’, “yellow” and “red” customers
(e.g. Figar, 2009). The division is based on customer power to pay and consumption scale. “Green”
customers are the most profitable ones, since they have a high effective demand in both current and
future periods. “Yellow” customers are profitable either in the current or in the future period, while
“red” customers are continually non-profitable. “Red” customers and a number of “yellow” customers
stand as a constraint for an enterprise. Creating and implementing strategies that can transform these
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potential customers into real ones, the potential demand can be transformed into effective demand.
One of these strategies is the collaboration strategy in the value chain. This paper presents the
application of this strategy on an example of a small, successful construction enterprise from Nis.

2. The concept of constraints and demand as a constraint

The theory of constraints was created by E. Goldratt, an Israely physicist and his colleague, R.
Fox. They started from the fact that every system is a set of subsystems, which need to be
coordinated. In a production system, processes are coordinated and the system performances are
limited (constrained) by the process which is the slowest, or, in other words, the process that stands as
the “bottleneck”. E. Goldratt and R. Fox define limited or constrained resources as something that
prevents the system from achieving a higher performance level (e.g. Figar, 2007). Such definition
reveals that constraints are not only capacity means of production, but that they could include all
material and non-material resources as well. They list the following (e.g. Figar, 2007):

— production materials,

— capacity means of production,

— management,

— logistics,

— market constraints (underlines N.F),
— cultural constraints,

— political constraints.

E. Goldratt does not explain explicitly what he means under market constraints, however, it is
obvious in many of his papers that he sees stocks as the key constraint resource of an enterprise.
“Premature making of stocks”, on one hand, unecesarily blocks the financial funds and creates
expenses for keeping the stocks. Creating stocks too late, on the other hand, leads to delayed revenue
or to income loss since the demand had not been met in time. It is obvious from the previous
interpretation that, according to E. Goldratt, a distinction is made between the premature and late
stocks. The former are blocking and unnecessarily spending the financial resources, whereas the latter
are decreasing them. However, E Goldratt does not make a distinction between the effective and
ineffective demand. He lists only the effective demand, so, according to him, the ineffective demand
is not a constraining resource.

In modern condition, an enterprise is a subsystem in the value chain and the demand appear