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PREFACE  

 

The year 2010 marks the 50th 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. 
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THE SCANTINESS OF UKRAINE’S FINANCIAL RESOURCES 
IN OVERCOMING THE FINANCIAL CRISIS 

Stepanchuk Sergiy, PhD1 

Yasinska Nadia, PhD1 

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 31st 
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 6 084 092.71 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 
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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; 
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−   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 Adžić, PhD1 

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 (Adžić 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 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 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.  
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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 (Adžić, 2009 
a, b, c; Đuričin, 2008; Kovačević, 2007; Madžar, 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 (Adžić, 
2008c; Matejić, 2002). The largest number of expressed entrepreneurial initiative ended in the sphere 
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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 (Adžić, 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 (Adžić, 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. 
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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. Adžić, S. (2006a). Kako poboljšati izvozne performanse preduzeća u institucionalno neuređenom 
okruženju?. In: Institucionalne promene kao determinanta privrednog razvoja Srbije (I. Rosić ed), 
Kragujevac: Ekonomski fakultet, 118-131. 

2. Adžić, S. (2006b). Privredni sistem i ekonomska politika. Subotica: Ekonomski fakultet. 
3. Adžić, 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. Adžić, S. (2008a). Mikroekonomski aspekti otklanjanja tehnološke zaostalosti privrede Srbije. 

Ekonomski vidici, broj 1, 41-58. 
5. Adžić, S. (2008b). Dobar poslovni ambijent – Uslov evropske integracije Srbije, Poslovna politika, 

Januar, 26-30. 
6. Adžić, S. (2008c). Reindustrijalizacija i konkurentnost: Kako iz postojećeg stanja?. In: Kuda ide 

Srbija: Ostvarenja i dometi reformi, Naučno društvo ekonomista sa Akademijom ekonomskih nauka 
& Ekonomski fakultet Univerziteta u Beogradu, Beograd, 221–240. 

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

8. Adžić, 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. Adžić, S., Ješić, G. & Adžić, J. (2008). Urban Governance and Public-Private Partnership in 
Development and Management of Industrial and Scientific-Technological Infrastructure - Case Study 
of Inđija. 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. Adžić, S. (2009a). Regionalna ekonomija Evropske Unije. Prometej, Novi Sad. 
11. Adžić, S. (2009b). Reindustrijalizacija, teorija endogenog razvoja i dobro regionalno i lokalno 

poslovno okruženje. In: Ekonomska politika Srbije u 2009. godini i izazovi svetske ekonomske krize, 
Naučno društvo ekonomista sa Akademijom ekonomskih nauka & Ekonomski fakultet Univerziteta u 



18 

Beogradu, 93 – 106. 
12. Adžić, S. et. al. (2009). Reindustrijalizacija Vojvodine i ekonomska politika: Periculum in mora. 

Ekonomski fakultet, Subotica. 
13. 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. 
14. Bellini, N. (2006): 'Business suport policies', In: International Handbook on Industrial policy (P. 

Bianchi, and S. Labory, ed.), Edward Elgar, 362-379. 
15. Đuričin, D. (2008). Srbija na raskršću: Dostizanje EU ili tranzicionizam. In: Kopaonik biznis forum 

2008 –Tranzicija, dostizanje EU i povezane teme, SES & Udruženje korporativnih direktora Srbije, 
Beograd, 9-38. 

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

17. Madžar, Lj. (2008). Nedostajuće dimenzije u evaluaciji makroekonomskih performansi Republike 
Srbije. Ministarstvo finansija Republike Srbije, Beograd. 

18. Matejić, V. (2002). Prilozi istraživanju naučnog i tehnološkog razvoja. Beograd: Savezni sekretarijat 
za nauku i razvoj. 

19. Matejić, V. (2003). Prilozi istraživanju naučnog i tehnološkog razvoja i upravljanja organizacijama/ 
Beograd: Savezni sekretarijat za nauku i razvoj. 

20. Matejić, V. (2008). Razvoj Srbije zasnovan na znanju: Pomodna priča ili stvarnost. In: Tehnologija, 
kultura i razvoj 15, Proceeding, Udruženje 'Tehnologija i društvo', Ekonomski fakultet Subotica i 
Institut 'Mihajlo Pupin', Beograd, 32-40. 

   



19 

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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2  English Language and Literature, Faculty of Philosophy, Niš 
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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 appears as 
effective and ineffective. As the data listed in the introduction indicate, on the global level, the 
ineffective demand for all types of products/services is huge. However, the effective demand or 
payable demand is an important constraint. With the same payable demand, the scale of the effective 
demand will be greater if the sales prices are lower. The sales price and total costs are key factors 
for increasing the effective demand and transforming the ineffective demand into effective 
demand. They can be lower if all members in the value chain are working on their lowering, which is 
possible only with collaborating relations. 

3. Total costs as a factor of the sales price 

In traditional costs theory, total costs are made up from all the expenditures that may appear 
during production, sale and charging of a product. The link between the supplier and the 
manufacturer ends when the supplier delivers and chargers for input. The link between the 
manufacturer and the customer ends with charging for the finished goods, unless the 
manufacturer is not obliged with product maintenance during the warranty period.  

Modern practice has introduced some changes in the traditional costs theory: 

− total costs are still the factor of sustainable competitive advantage, since the enterprise 
needs to continually meet the customers’ demands better than the competition, 
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− the sales price of the competition is an external bench marker for the total costs and sales 
price, 

− suppliers, manufacturers and customers need to be partners on the value chain, because that 
is the only way to make the product cheaper, of a higher quality and delivered more 
quickly, 

− cooperation with the competition is favorable because it helps recognize and take advantage 
of their weaknesses, 

− such circumstances prolong total costs over the entire product life cycle. Therefore, the total 
costs are made up of product design costs, manufacturing costs, sales costs, usage costs, 
maintenance costs and removal costs.   

Such wider classification of costs does not mean that the total costs and the sales price will be 
higher, but quite the opposite. Namely, the participants in the value chain have split responsibilities 
and are working on reducing costs in their field, which helps reduce the total costs and the sales price. 
There are three methods that can be used for determining the total costs and sales price: 

− costs plus method or “build” price method, 
− sales price minus method 
− met up calculation method. 
Costs plus method or “build” price method. This calculation method can be used in situations 

where the demand is greater than the offer, because in those cases, all real expenses can be built into 
the sales price and the desired income can be added: 

1. Real total costs 
2. Target income 
3. Sales price (1+2) 

Sales price formed this way can be covered by the effective demand. Because the supply is  
smaller than the demand, the competition does not have a correctional effect on the amount of 
expenses and the income. However, when competition exists, the sales price minus method is applied 
to costs calculation. 

Sales price minus method. In the resources-based theory of enterprise, strategic decision of the 
enterprise is such that it satisfies customers’ needs better than the competition in the long-term, by 
managing its resources better. Resources are divided into material (tangible, visible) and non-material 
(intangible, invisible). If this division is linked to demand, then the ineffective demand represents an 
intangible resource, whereas the effective demand is a tangible, financial resource. The sales price 
becomes the number one element, while the expenses are the last element in the calculation: 

1. Sales price 
2. Target income 
3. Target total costs (1-2)    

Sales price of the competition is the most important bench marker, so an enterprise tries to offer 
cheaper products of higher quality and faster shipping. When strong competition is present, usually 
something of “niche” is offered, since the expenses for a given product have reached the absolute 
minimum possible. In such cases, competition is possible either by reducing the income or product 
differentiation. Enterprises are seldom wiling to accept the reduction of income, however, recession 
and crisis are forcing them to do so. This is why collaborative relationships should be introduced into 
the value chain, so that the income reduction is distributed among the value chain members. This is 
how meet up calculation method was developed. 

Meet up calculation method. During the recession and crisis, buying power of the majority of 
people decreases, which means the decrease in effective demand. At the same time, there are stocks 
of finished goods produced before the recession and crisis, when usually little attention was paid to 
the amount of the expenses. So, on the one hand, there are high expenses already built into the 
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finished goods and on the other hand, there is the lower sales price compared to the pre-recession/pre-
crisis period. The income is established as a residual between the facing amounts: 

1. Sales price 
2. Real total costs 
3. Possible income (1-2)   

In application of the met up calculation method, three scenarios are possible: 

− if the sales price is still so high that it can cover the real total costs, there is a smaller 
income than in the previous period, but only due to the decrease in the effective 
demand; 

− if the sales price is lower than the real total costs, there is a loss, which jeopardizes the 
business and can lead to liquidation; 

− if partners in the value chain want the manufacturing enterprise to survive, they will 
have to share the income that had already been paid with the manufacturing enterprise, 
and, in the future period, all of them will have to work on sales price reduction and total 
costs reduction.    

It was the crisis of 2008 that forced the introduction of such a method of total costs and sales 
price calculation. Upstream members of the value chain (suppliers) are comparing the acquired 
income from products in stock with the sales price. Since the sales price during recession/crisis can be 
lower compared to the pre-recession/pre-crisis period, upstream members of the value chain 
(suppliers) will have to give up one part of the already acquired income, so that the downstream 
member in the value chain (manufacturer or salesman) can survive: 

 
Real total costs ↔ Income acquired from the stocks of finished product 

Income acquired from the stocks of finished  product ↔ Sales price 
Income acquired from the stocks of finished product >Income acquired  from  the sold finished 

product 
 

Met up calculation method or calculation of the total costs and sales price in the value chain 
should be accepted not only during recession and crisis, but in the normal business circumstances as 
well. That way, the business risk and success is divided equally among value chain members and the 
competitive position of all members is enhanced. Recession and crisis have forced a small 
construction enterprise from Nis to behave innovatively in calculating income and such practice 
should be followed by larger enterprises as well. 

4. Characteristics of the real-estate market in the Republic of Serbia  
in 2008 and 2009 

As for the real-estate market in the Republic of Serbia, specifically the apartment market, in 
2008 and 2009 the demand has: 

− dropped considerably since subjects are abstaining from purchasing, 
− become price flexible, 
− become the most powerful external constraint for many construction enterprises. 
Construction enterprises were forced to lower the sales price of the square meter due to 

considerable fall in demand, regardless whether the apartments are finished or still in construction. 
Since the market dictates the scale and the structure of the apartment demand, the sales price has 
dropped, and with almost finished apartments the income had to suffer that drop: 

Sales price – Real total costs = Possible income 
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With the apartments under construction, the sales price is also set under the dictate of demand, 
and the income and total costs are also dropping: 

Sales price – Income = Real total costs 
The decrease of income falls on the salesmen (the construction enterprises), while the dropping 

of the total costs is negotiated with the downstream members of the value chain (subcontractors). 
When subcontractors lower their prices, it means that they also take part in the decrease of their 
income. That way, everybody in the value chain bears the risk when selling already built apartments, 
and the income is residual, as is shown in the meet up calculation method. 

The climate in the real-estate market in the Republic of Serbia before the crisis (before 2008.) 
was such, that certain factors increased the effective demand and in that way increased the real-estate 
sales price, therefore prices of the apartments as well, above their real value. 

Privatization. In the process of privatization, the laid off workers received severance pay in 
money or shares, which increased their buyer’s power. Effective demand was increased considerably, 
so the sales price for the apartments was built of all the expenses and the high income. Apartments 
were purchased either for family members or for the purposes of renting. 

Reliving the banking sector. Banks were in a position to use large amounts of money for 
housing credits, which was also supported by some state institutions. Younger credit users were able 
to get a housing credit under very favorable terms, because they were subsidized by the state. That 
also helped the increase in demand. 

Relatively stable exchange rate and the overrated value of the Dinar caused the reduction in 
the annuity of indexed credits, so even those with lower revenues were able to become effective 
apartment buyers. Even people with unstable revenues decide on the apartment purchase, since they 
saw renting as a way of paying off the credit in case their salaries were to drop. 

Some measures introduced by the state to stimulate the return of our citizens from Diaspora 
increased the money order from abroad and cash investments in housing or business spaces (ability to 
become owners of public enterprises that have undergone the process of privatization, stimuli for 
starting new business or continuing with their old businesses etc.).  

Great numbers of refugees from Kosovo and other parts of the former Yugoslavia created a 
strong pressure on the real-estate market, therefore the apartment market as well, since they were in a 
possession of funds from the properties they had sold. In the apartment market in Belgrade, the 
demand by Montenergenians suddenly increased after the separation of Monte Negro. 

The marketing campaign of the great number of agencies for real-estate turnover or 
mediation. The number of such agencies increased rapidly, especially the number of agencies for 
mediating in real-estate turnover. This is easily explained, since the provision percentage was very 
attractive and the responsibility almost none, which can be verified by a large number of frauds, 
reported and unreported, penalized and non-penalized (e.g. selling apartments that were never 
completed, selling the same apartment to more than one customer, selling “high-quality” apartments 
at enormous prices etc.). Also, these agencies misinformed potential customers that the offer of 
apartments is much lower than the demand, or that there are no cheap apartments in the offer. Both 
approaches cause a psychological “rush to buy” with the customers, especially with the ones who are 
not residents in the city of the purchase. All of this unrealistically raises the sales price of apartments 
even in normal conditions. 

The opposite takes places during the crisis. Namely, since the demand for apartments is 
decreasing, the agencies, regardless of the interests of construction enterprises, lower the real sales 
price of apartments in order to make a sale and survive. Since they can spend considerable time 
without making a sale, they lower the sales price of apartments in the sale of which they are 
mediators. Their loss in the provision is insignificant compared to the loss of the construction 
enterprises. For example, if the sales price of an apartment is €50.000, with the provision of 3%, the 
agency receives €1.500 for mediating in the sale. If the construction enterprise has debts to the 
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suppliers or the bank that it needs to settle promptly, the agency can offer the apartment for €40.000. 
The agency’s provision in that case would be €1.200, which means that it loses only €300, whereas 
the construction enterprise loses €10.000. Such behavior was noticed in a number of construction 
enterprises, since the relationship between them and the agencies is not a partnership, but buying and 
selling. Partnerships are based on the “win-win” principle, which means decent profit for all partners. 
Buying and selling relationships, on the other hand, are based on the “min-max” principle, which 
means that if one of the partners earns less, the other one earns more. 

Very complex and extremely long process of acquiring necessary permits. Compared to the 
time needed to build a building with a number of apartments, the time needed to acquire necessary 
building permits and the accompanying infrastructure is extremely long. Construction enterprises say 
that it is faster and easier to build a building than to acquire the necessary permits, not to mention the 
conflicts they have with the administration. This does not only increase total costs, but it also 
contributes to the non-loyal competition. The advantage of non-loyal competition is equal to the 
opportunistic expenses as the sum of benefits that it had from not keeping money out of circulation 
and the benefits from going into the sales market before the competition. 

When, in the end of 2008, the effects of the world economic crisis became evident on the 
Serbian market, apartment sale suddenly decreased. In the first three quarters of 2009, a decrease in 
sales of 56-80% compared to the same period in the previous year was noted. Reasons are the 
following: 

Lower incomes and the uncertainty of the future income. The number of laid off workers was 
increasing and if they did get severance pay, they did not invest it in real-estates. Probability of 
preserving a work place decreased in both private and public sector, which in turn caused the 
uncertainty of a regular salary. This, again, postponed the demand, except for the essential goods and, 
perhaps, treats. In Nis, the sales price of apartments decreased for 5-10% on average in 2009 to 2008, 
whereas in Belgrade it decreased for around 20% (although, according to some calculations, at least 
20.000 apartments are still needed there). 

Aggregate demand of apartments is not price flexible, so that lowering of the sales prices could 
increase the demand significantly. The psychological effect is dominant and there is abstention from 
bigger investments with both individuals and enterprises. 

Interest for using housing credits in Serbia with both individuals and enterprises is decreasing. 
With individuals, the reason is income uncertainty in the forthcoming period, as well as the fact that 
most real-estates have not been registered and the paper work is incomplete. Banks are more cautious 
when checking the investors’ solvency. In addition, instability of the Dinar has increased the annuity, 
which, along with income uncertainty, serves as an even more powerful psychological effect in the 
reduction of the apartment demand.         

The overall condition in the apartment market in Serbia. During the last fifteen years, the 
number of sold apartments that were still under construction has been greater than the number of sold 
apartments that were completed. That enabled construction enterprises to avoid taking loans and they 
used the customers’ money instead. Instead of appreciating their “free creditors”, many of these 
companies contributed in creating the atmosphere of suspicion and distrust. The real-estate market, 
therefore the apartment market as well, is not regulated in legal terms – it remains without necessary 
standards and warranties. Considerable number of people who have purchased apartments had bad 
experiences and this information spreads from mouth to mouth. This creates more damage to the 
construction enterprises than to the agencies that deal with real-estate turnover and mediation. The 
bad experience is made up of the following: 

− not obeying the deadlines and not paying up the interest rate promised to customers in 
case of a delay, 

− the same apartment sold to multiple customers, 
− buildings built without proper permits,  
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− inability to properly record the apartments, 
− not following the agreed terms (low-quality carpentry, low quality flooring, low-quality 

bathrooms, poor sound insulation etc.), 
− the lack of central heating installations or inability to use the existing thermal flow, 
− lack of parking space. 
Table 1 shows the average price per square meter for newly built apartments, which is 

conditioned by the previously listed factors. It refers to the Republic of Serbia and the four largest 
cities – Belgrade, Niš, Novi Sad and Kragujevac, in the period from 2003 to 2008. Sales prices are 
expressed in Euros (€) (http://resources.kingsturge.com/1 October 2009). 

 

Table 1. Average sales price of newly-built residential apartments in Serbia 2003-2008 

Years Serbia Belgrade Novi Sad Nis Kragujevac 

2003 943 1200 693 500 604 

2004 970 1262 708 727 650 

2005 1008 1284 689 831 654 

2006 1020 1323 704 839 771 

2007 1103 1454 815 824 765 

2008 1319 1757 1069 862 865 
                  
Source: www.kingsturge.rs (“Serbia Property Market Autumn 2009”) 

5. Analysis of the apartment market in Niš 

Niš is the second largest city in Serbia. Since the previously mentioned characteristics of the 
climate in the apartment market in Serbia are also present in Niš (Figure 1), this section will be 
dealing with the preferences of apartment buyers in the Niš apartment market as well as the average 
price per square meter, depending on the location in the city. Also, the strategy of a small, successful 
construction enterprise will be analyzed. 

 

Location

Price and terms of payment

Apartment size

Trust

Quality
 

Figure 1 - Customer preferences in the apartment market in Nis 
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Sales prices per square meter presented in the Figure 2 are the result of the induced factors 

(Empirical research, 2000-2009). 

 

2008

2009

0

200

400

600

800

1000

1200

1400

Cen
tar

Bule
va

r

Duv
an

išt
e

Durl
an

Pan
tel

ej
Pali

b

Mok
ran

j ev
a

č

Star
o g

rob
lje

Čali
je

 
Figure 2 - Sales price in the apartment market in Nis for the period 2008-2009. 

 
Location is the most important element of preferences of customers in the Niš apartment 

market. For different customers, location has different importance – vicinity of the city centre, 
vicinity of schools, universities, infrastructure (gas-lines, thermal flows, number of shops, banks, post 
office, open air markets), possibility for renting and selling (in case that becomes necessary or the 
customer is not satisfied). These elements of the location determine who the customers will be: 

− younger customers and those who are purchasing apartments for the purposes of renting 
prefer the city centre areas, 

− customers who are purchasing apartments for renting are also interested in areas that 
their tenants target groups are interested in. Namely, if they plan to rent the apartment to 
students or pupils, the most important factor is the vicinity of schools and universities; 
for families with younger children, the most important factor will be the vicinity of 
nursery schools; for older population, the key factor will be the infrastructure. 

Price and terms of payment. Once they have decided on the location, customers are interested 
in the overall apartment sales price rather than the sales price per square meter. The sales price 
becomes the dominant factor and it affects the location preference. If a customer desires a specific 
location but he/she cannot afford it, that customer chooses locations that are cheaper. Naturally, the 
possibility of using a credit and time limit flexibility is first considered (the number of annuities and 
potential deadline delay). A discount of 10-20% for purchasing apartments under construction, 
depending on the payment dynamics and the moment of payment is attractive to customers, although 
such purchases can be risky. Apartments up to 55 m2 are usually sold for cash, whereas apartments 
larger than 55 m2 are sold almost exclusively on credit, which illustrates the limited buyers’ power of 
apartment buyers.  

Potential customers expect a reduction in sales price, which is why they are postponing the 
purchase. But one should bear in mind that the completed apartments were built before the crisis and 
the total costs for these apartments have already been established, therefore, the sales price cannot be 
reduced considerably. Currently, prices that are falling are the prices of old apartments, low-quality 
apartments and apartments built on credit where construction enterprises are in need of funds to return 
the credit. Construction enterprises are also abstaining from new investments, so a decrease in the 
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offer of apartments is to be expected. With the offer decreased, a significant reduction in the sales 
price is not likely.     

Apartment size. That the power to buy of the majority of the population has decreased is 
evident in the fact that mostly smaller apartments are in demand – one-room apartments and 
apartments around 40 m2. But this also describes the instability of the social climate – creating 
additional sources of income by purchasing apartments for renting and distrust in the banking system. 
Namely, bearing in mind the development in the banking sector in Serbia since the 1990, a large 
number of citizens rather invest their money into real-estates that can be rented, than open a savings 
account at a bank. Some purchase smaller apartments exclusively for renting, because they see that as 
an additional source of income in the long run, that, considering the uncertainty of the future, can 
easily become the only source of income.  

Salesmen reputation. The trust has been gambled away due to the illegal and dishonest conduct 
of the majority of construction enterprises, therefore, the customers have become suspicious. 
Reputation is a lot wider term than trust. Namely, trust is a ground stone for building reputation. This 
is why salesmen and construction enterprises gain trust through satisfied customers, who recommend 
them to friends. So, a good word about the salesman or a construction enterprise is the cheapest and 
the most valuable advertisement – the cheapest since there are no advertising costs and the most 
valuable because they gain trust which contributes to selling a larger number of apartments with free 
advertisement. Naturally, a word of a friend or a satisfied customer needs to be confirmed, which is 
realized through warranties, obeying the deadlines and building apartments of promised quality. New 
and small enterprises have great difficulties in earning trust, since customers base their argument on 
the fact that if a large enterprise is not able to fulfill the terms of the contract, how could a small 
enterprise be able to do it? If they present themselves as professional and honest, it is relatively easy 
for them to win the customers’ trust. In that case, the path from making sure the customer is satisfied 
to customers’ loyalty is short and flat. 

Quality. Although an apartment is a durable consumer’s good, the quality is the last factor in 
the present conditions that a customer is interested in – both when purchasing and taking over the 
apartment. The customer, most often, pays attention to the quality of the final works, of what is 
visible – the façade, flooring, the look of the bathroom, cable TV, central heating etc. He is less 
interested in the quality of raw works that are not visible – heat and sound insulation, the roof etc. 

A small construction enterprise “DOCKOM” has chosen to build apartments at the location of 
Durlan and it uses the listed factors that affect the total costs and sales price of a square meter as 
favorable opportunities. Table 1 is the calculation of the total costs and the sales price with the built-
in mentioned factors. 

This enterprise forms the total costs of a square meter in agreement with the subcontractors on 
the basis of a partnership. The sales price is known in the market, and by its relevance, this is the “No 
1”; total costs are the “No 2”; the income comes in third place as a residual. If the residual is to be 
made larger, at a given sales price, this can only be achieved by lowering the total costs in the entire 
value chain: 

Sales price – Real total costs = Income 
 

In the relation sales price ↔ total costs, effective demand and the real supply are met. They 
determine the income, which, neither with the costs plus method nor with the sales price minus 
method, was a residual, but it occupied the central position. It does not mean that the income is of less 
importance in the meet up calculation method - the importance is the same. Just all members of the 
value chain need to acknowledge the effective demand. 
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Table 2. Calculation of total costs and sales price per square meter  
at the location of Durlan in 2009 

Elements of the total costs 
and the sales price per square 

meter 
Amount in % Elements of the politics of cost and price 

management 

1. Costs of manufacturing 
materials 47.5 

Managing relationships with suppliers through: 
quantitative discount payment, purchases with 
postponed payment, just-in-time principle, 
contractor’s knowledge and skills 

2. Direct labor costs 14.5 Right people at the right place 
3. Amortization 2.0 “DOCKOM” uses rented equipment 

4. External service costs 6.0 Enterprises that will provide better quality are 
chosen 

5. Transaction costs 1.0 Costs of paperwork, legal services, notarization 
of sales contracts, phone costs 

6. Marketing costs  3.0 
3% of the sales price goes to the agencies that 
are mediators in the apartment turnover, costs 
of advertisements in the daily press and on TV 

7. Financing costs 0 
“DOCKOM” does not use credits to finance the 
build, so there are no interest rates (it uses the 
advance payment and partly its own funds)   

8. Parcel costs 12.0 
Purchase price of the land (it mostly purchases 
old house with the possibility of building more 
floors) 

9. Costs of documentation 
and communal services 14.0 It pays communal services in advance and gets 

a discount of around 80% 
II TOTAL COSTS  

(up 1 to 9) 100 75% of the sales price 

I SALES PRICE 100 ± Dictated by the demand for apartments and 
other real-estate 

III INCOME (I – II) 25 Average income is around 25% of the sales 
price 

     
    Source: Internal records of the construction enterprise “DOCKOM” 

6. Conclusion 

The circumstances in the region are constantly changing. Some enterprises are creating the 
changes, some are adjusting to them, whereas some others are disappearing due to the changes. 
Regardless of the fact that a lot has been said and written in the previous years on the topic of 
intangible resources as the key for achieving sustainable competitive advantage, the crisis that started 
in 2008 has shown that the most important resources for the survival of enterprises and citizens are 
the financial resources. Demand as a need for certain goods is categorized as an intangible resource or 
factor. However, the effective demand (payable capable demand) is a financial resource. The former 
is potential or ineffective, whereas the latter is real and effective. The goal of every enterprise should 
be to transform the potential demand into real demand, since the potential demand is a constraint – a 
factor that does not allow an enterprise to use its production resources to a maximum extent and 
therefore achieve higher profitability. This is possible if the value chain is managed in such a way that 
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the relationships among the members of the chain are collaborative business relations. In other words, 
all members of the value chain should take part in covering the loss and splitting the income. Meet up 
calculation method is a way of managing the sales price, total costs and income in the value chain. 
A small construction enterprise from Niš was forced by the recession and crisis to, instead of 
calculating the total costs and the sales price, use the meet up calculation method. 
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CREATING SATISFIED AND LOYAL CUSTOMERS  
IN BANKING SECTOR 

Vera Zelenović, PhD1 

Milivoje Davidović, PhD1 

Abstract: Creating satisfied and loyal customers, as a valuable intangible asset of companies – banks, is the 
most important but also the most difficult problem for the market-oriented banks. The global environment 
where banks do business has been radically changed. The competition became extremely intensive, stressing 
the importance of creating and managing the chain value relationship. The first part of the paper describes 
consumer oriented banks which, through the fulfilment of consumers’ goals and needs, makes profit and 
achieves long-run growth. The second part is focused on the banking market research that is aimed at 
collecting the necessary information about present and future, potential consumers’ needs and goals. In 
addition, the second part contains the overview of bank efforts for increasing the satisfaction and loyalty of 
their consumers. The third part is reserved for the research results. 

Key words: bank competition, client satisfaction, intangible values, client loyalty. 

1. Introduction 

In times of radical changes in the relationship of companies-banks towards the market, which is 
driven by intense competition and the requirements to achieve superior profit margins, customer 
satisfaction and retention are becoming main business priorities. The banks' ability to reach a high 
customer retention rate is based on the redefinition of business objectives and the choice of a strategy 
which emphasizes the efficient and effective creation and delivery of values for the target customers. 
Consumer satisfaction is one of the main objectives and concepts of a modern management. 
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Figure 1: Consumer satisfaction cycle  
Source: Rajola F., 2004 
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Achieving consumer satisfaction is essential for all companies, both local and global. Consumer 
satisfaction is an important indicator of the company's past, present and future business success. 
Satisfaction with the current purchase is crucial for the customers' future intentions and choices. 
Ensuring customer satisfaction is the main vehicle in creating long-term customer loyalty (Figure 1). 
In the long run, creating a core of satisfied customers has a positive impact on future cash flow, 
market share and profit (Reichheld F.F., Sasser W.E., 1993) Profits result from cost savings, derived 
from lower costs, the costs of retaining the existing customers as compared to the costs of attracting 
new customers, lower costs of resolving complaints as well as other transaction costs, increase of 
revenue-generated higher volume and frequency of purchases, cross-sales and lower price elasticity. 
Furthermore, a higher degree of satisfaction leads to an emotional relation between customers and 
brands and mitigation of the impact and actions of competitors, the goal of which is attracting 
customers. By transferring positive customer attitudes to others, the company-bank reputation and 
image are being increased, resulting in a beneficial climate for anticipating and managing customer 
expectations. 

2. Customer satisfaction and loyalty towards banking goods and services 

Customer satisfaction is the main source of retaining the existing and attracting new customers. 
Today, it is one of the most important tasks faced by all companies. For banks, customers are a key 
resource, i.e. the most valuable asset and a prerequisite of business operation. In the past two decades, 
the increasing competition in the banking sector, both foreign and domestic, has resulted in a growing 
need for research into customer satisfaction and loyalty towards the services which are offered by 
banking institutions. Customer satisfaction is a legal, customer and managerial issue. It reflects the 
achievement of specific standards of goods and services, prices, delivery and quality. 

There are different opinions regarding customer satisfaction and loyalty. "Customer satisfaction 
is the key element in the process of winning customers and advancing their loyalty, but the relation 
and interdependence of these emotional conditions is uncertain. For an accurate definition for this 
relation to be reached, the customer feedback is the key element in measuring and managing customer 
satisfaction. Feedback which is derived from a customer satisfaction research is a highly valuable 
source of information through which warnings are being received in case of decreasing satisfaction" 
(Ljubojević, 2000). For measuring customer satisfaction, the bank needs to have an adequate 
information basis, i.e. a data base on its clients, at its disposal. "By creating a client data base, the 
bank is enabled to quantify all mutual actions which have been taken" (Vunjak, 2001) Lower levels of 
customer satisfaction result in higher costs for the bank, reflected through lost income from lost 
customers and through investments in advertising, marketing and sales efforts in order to establish the 
previous level of operations. 

Given these highly intangible factors of customer behavior, satisfaction is an abstract concept 
and its anticipation and management may be a complex and uncertain process. Customer satisfaction 
is the function of customer perception and expectation which can be expressed mathematically as the 
difference of the following two variables: 

 
SATISFACTION = PERCEPTION – EXPECTATIONS 

 
In this relation, customer expectations may be considered as the possibility of events seen 

through the eyes of the customer, based on one’s previous knowledge, experiences and information 
on the service. Perception is the assessment of events in the process of service manufacturing and 
delivery. Banking services are specifically characterized by the fact that perception of a service is 
being formed based on the perception of the service assembly. This results from the nature of banking 
business, where the customer is constrained to buy a "package" of services, i.e. to make several 
interrelated transactions with the same bank. 
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From the aspect of customers, fulfilling customer expectation or its exceeding is in the core of 

customer satisfaction, with the "customer delight" being the highest level of satisfaction. To reach 
customer satisfaction is a continuous process which includes a variety of factors: from selection of 
goods or services, through the purchase itself followed by the care for re-purchase. On the individual 
level, the degree of customer awareness on this process varies, being the function of the individual's 
personal characteristics, such as their intelligence, interest, curiosity. Customer competence is the 
basis for a better competence of the service, as well as the ability to use this competence to improve 
them. Scientific researchers have identified the three basic stages of this process: 

 
I – before the purchase – customer expectations are developed by propaganda, "word of 

mouth" or some other forms of information transmission; 

II – the stage of purchase – the customer is experiencing the process of manufacture and 
delivery of a service; 

III – after the purchase – the customer recognizes the advantage of the service 

 
The role of management is to enable the office employees and the other contact-staff in banks 

to provide customers with high a level of satisfaction. In the service sector where the object of 
operation is money and money management, the importance of customer interaction has been 
emphasized through personal relation and confidence, making customer interaction equally important 
as the quality of service provided by the organization. In banks which provide customers with the 
highest satisfaction, the role of each employee in the service process is important. The best 
organizations have adopted the strategy of retaining the existing and attracting new customers by 
satisfying them on a continuous basis and exceeding their needs and expectations. 

Roderick M. McNealy has formed a model of customer satisfaction which is suitable for 
researching the satisfaction of customers of banking services. This model is divided into four stages: 

1. identifying the customers – who are the current and potential customers and who are the 
customers which are using the services of the competition; 

2. identifying the customers' needs and expectations  - determine the priority needs and 
expectations and attempt to rank and measure these; 

3. measuring customer perceptions – the organization needs to understand and know the 
way in which the performance in delivery of these needs and expectations is being 
perceived by the customers; 

4. developing plans of actions – the organization needs to be integrated into a strategic plan 
of actions directed on overcoming the gap which has been resulted between the actual 
performance level and the performance level required by the customers (Ljubojević, 2000). 

The retention and attraction of new customers is highly affected by customer satisfaction. Costs 
incurred due to lost customers typically exceed the costs of efforts to improve their satisfaction. 
Researchers have found that investments and marketing efforts needed by the bank for investing into 
new customer attraction exceeds the investments and efforts of satisfying existing customers by 
100%. 

To satisfy the customers' expectations is the prerequisite for a bank to survive and be able to 
compete in the market. However, to satisfy expectations is merely a "license" to advance and gain 
competitive advantage. The bank needs to satisfy some of the subconscious needs of customers in 
order to be qualitatively distinctive in the banking sector which is characterized by a high level of 
competitiveness and a relatively small variability of supply due to the strong government regulation 
and standardized goods and services. Thus, the bank attracts new customers. On the other hand, the 
ultimate goal of the bank's marketing efforts is to obtain loyal customers which, by the continuous 
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purchase of its goods and services, are its most profitable group of customers and a valuable asset. It 
has been found that customer satisfaction is not a sufficient requirement for customer loyalty to be 
formed. According to results of researches conducted in the US, even with the users of banking 
services being completely satisfied, 40% of them are leaving the bank, which is much more than it 
could be expected. The loss results from the fact that attracting new clients costs almost twice as 
much as operating with the existing client base. The problem could be resolved by seeking out ways 
of avoiding customer satisfaction. Instead, a relation where the bank will be adored by the client 
needs to be developed. This is the only way to reach true customer loyalty. The trap in achieving this 
goal is in increasing the level of technology at all costs. In fact, forming a bank-client relation may be 
made difficult by implementation of technology into the process of providing banking services. 
Despite of the advantages offered by electronic mail, voice mail, cash machines and the other 
"miracles of technology", they are distracting the bank's attention from customers. Thereby the 
personal relation between the customers and the bank's employees which is necessary to build long-
term relations and obtain loyal customers has been neglected by the bank. Moreover, the clients' 
contacts with the competition are facilitated by technology, and the flexibility introduced into the 
service process by technology makes the banking service market more competitive. Laura Michaud, 
author of the essay "Six Keys to True Client Loyalty" seeks the answer to this question in the client-
contact staff being structured correctly. 

The six key factors by which the forming of long-term relations with the bank and the banking 
services' customer loyalty is affected are the following: 

1. Focus on the customers' needs – customers usually want to talk about themselves, their 
situation and desires. Speaking in advance of the services offered by the bank and not 
listening to what is wanted by the customer are typical mistakes of officers. One of the ways 
of gaining competitive advantage is to train the employees to be focused on the customers' 
needs and to avoid being distracted, to make early judgments or to imply the customers' 
answers. 

2. Forming a personal relationship – the client doesn't want to feel that he is treated as 
merely a client. In the officer's workplace, the client is preferred to gain an impression about 
the officer's personality. For example, the pictures the family and friends needs to have their 
place on the desktop. The other way of forming personal relationship is by asking questions 
about a detail from the client's life, e.g. the place of birth, etc. These data are useful to draw 
conclusions about the customers' needs and expectations. 

3. Exceeding consumer expectations – the oldest rule of banking marketing is: promise less, 
fulfill more. The first step in forming confidence is sincerity. For example, if a project takes 
two months to be completed, this fact needs to be noted. A one-week reduction in deadline 
would result with the customer's positive attitude, thereby achieving a favorable effect, as 
compared to the negative effect resulting from failing to keep the promise. 

4. A successful job – the customer needs to have the impression that the best has been given 
in order to fulfill his demands and even an extra effort has been made to resolve his 
problem. 

5. Positive attitude – when officers are of positive attitude, they are creating a pleasant 
atmosphere which results in the desire of people to be close to them. This however doesn't 
mean that officers may not have a bad day – an attitudinal behavior has the opposite effect. 

6. Being interested in the client's problems – the client needs to feel that his interests are 
what the bank's top priority is. Thus they unwittingly demand an individual attention in 
order to have the impression of friendly relation with the employees. 

The TRP Company for customer behavior research has conducted a study on customer behavior 
when purchasing banking goods and services, as well as on the level of satisfaction resulting from 
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quality and delivery of banking services. Situations which have led to delight may be classified into 
10 categories: 

1. bank officers referred them to new possibilities or new products according to their needs, 

2. through a successful communication, personal relationships have been formed between the 
employees and clients, 

3. a casual contact where the bank's employees had a positive attitude towards the customers 
beyond the usual officer – client conversation, 

4. no unwanted surprises 

5. assistance and understanding in a difficult life situation, such as an accident, divorce, etc. 

6. a continuous information supply on various forms of investments or changes on the account, 

7. providing a service by which expectations are being exceeded, including embarking with 
complex transactions or risks, 

8. consistency in providing good services and understanding the customer's mistakes, 

9. flexibility of provisions, 

10. a considerably higher quality as compared to the price of service based on the competitors 
or standards based on the internal customer expectations. 

Globally, customers having a delightful experience in the past have shown higher level of 
loyalty than the others by 16-26%, stating that they will continue to use the bank's services. On the 
other hand, researches have shown that the level of customer loyalty has not been increased 
significantly by the actions requiring the highest effort, e.g. complex transactions, regardless to the 
delight they have caused. Consistency in providing the high quality services and avoiding unwanted 
surprises have the highest impact on loyalty. A significant level of loyalty consists of these two 
actions, essentially requiring only the basic level of efforts in providing quality services. The actions 
of providing new possibilities and proactively supplying customers with information are at the very 
top of the loyalty ladder. 

When purchasing banking services, customers are seeking authenticity, hating to be deceived as 
to what has been promised. The bank must deliver the service according to the expectations which 
have been formed by its promotion activities. For example, if the bank image is based on a reliable 
financial counseling and excellent service, this is what the bank needs to deliver in its daily operation. 
In the banking sector, customers are having very low tolerance towards mistakes, poor service and 
unfriendly attitude. This fact results from the nature of banking industry and the need for 
extraordinary professionalism in the increasingly competitive environment. Through the quality of 
services, banks need to convince the customers in their professionalism and competence in resolving 
their specific problems and transactions. In one word, banks need to convince the customers that they 
manage their money in the right way. 

3. Empirical study 

Implementation of marketing, the experience and forming an adequate service culture is a 
highly complex task. The operation of banks is based on the quality of services being provided and 
the customer satisfaction. However, a large number of banks are faced with difficulties in measuring 
customer satisfaction. The major problem is how to find an adequate method and criteria to gain the 
customers' satisfaction with the services and the different aspects of service being provided in the 
banks and to find a way in which they could be adequately presented. 

As the consequence of the increase in number and types of financial services appearing in the 
market, banks are facing the problem of providing customers with adequate types of services which 
suit their needs and expectations. With the growing competition, the banking sector is encountering 
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the need to profile its services. Parallel to this process, the customer segmentation according to these 
services is also increasing. These changes occurred in the 1990s, when banks were faced with the 
growth of costs, decrease in customer investments, market saturation, growth, competition and 
recession. As a result of decrease in profit rates, investments into marketing strategies for satisfying 
the customers have also decreased. As compared to the expansion and diversification in the 1980s, 
banks are nowadays facing the rationalization of their business operations. It has become clear that 
banks are unable to offer their services to all types of customers. The importance of identifying the 
profitable group of loyal customers is growing and banks are recognizing the importance of satisfying 
the needs of a homogenous group of customers within the framework of a huge heterogeneous 
market. To develop a marketing relation with the customers requires a marketing philosophy to be 
applied in banks and market oriented business operations, which implies the bank resources to be 
adjusted to the requirements of the target market segments. Based on these premises, the goal of the 
empirical research of the banking market is to identify the importance of customer satisfaction, the 
relation between satisfaction and loyalty, as well as the necessary level of satisfaction which would 
result in customer devotion towards the specific banking services, i.e. towards a certain bank which 
offers them. 

The empirical research has been focused on identifying the importance of causal relationships 
between the company's marketing actions in the market and the customer response to various 
marketing incentives, which has the means to create customer complacence. The assumption is that 
the level of the company's competitiveness and its market share will be increased by the optimum 
level of customer satisfaction. The research of natural persons as bank clients has enabled the 
understanding of their preferences, attitudes and motives in the choice of specific banks and their 
products. This information is the basis of understanding the effectiveness and efficiency of marketing 
strategies and loyalty programs, as well as banks' competitive position in specific market segments. 
By comparing clients' perceptions, a more realistic basis is created, thus enhancing the ability to draw 
conclusions and make recommendations for adjusting marketing strategies and programs of gaining 
and maintaining competitive advantage. 

 Based on certain facts related to the economy of Serbia, and thereby also to the banking 
sector: 

− transitional processes all segments of the economy of Serbia, i.e. the proprietary, business and 
market transformations which are still not completed; 

− predominance of sales and manufacturing orientation of firms and of poorly applied marketing; 

− insufficient manager awareness about the level of globalization of the modern economy and the 
necessity to include the companies into economic flows; 

− the development and changes in marketing in Serbian banks are stimulatingly affected by the 
market environment and the advantageous climate; 

− intensification of competition in the banking market; 

− increasing demand for banking products, increasingly demanding and sophisticated customers 
in the process of purchase; 

− progressive way of manager-thinking about banking organization of structure regarding the 
interconnection with the key subjects in the market. 

A research has been conducted regarding the banking sector of Serbia considering the domain 
of satisfaction of banking clients. The research has been conducted on the sample of 200 respondents 
from the West Backa district, which were chosen randomly from specific strata. Strata were defined 
according to the respondent's membership in certain age groups, in certain income range; status – 
unemployed, employed and retired persons; and their job activity – financial sector, public sector, 
industry, trade and education. 
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The following are some of the research questions regarding the satisfaction of the bank's 
clients: 

1. Are you satisfied with the services of the bank where you have opened an account? 
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Figure 2: Satisfaction of respondents with the bank where they have opened an account 

 
Slightly more than half of the respondents (55.50%) are highly or somewhat satisfied with the 

account keeping service. The rest of them (44.50%) are not satisfied with this service. Respondents 
who are neither satisfied nor dissatisfied (28.00%), as well as the dissatisfied (11.00%) and highly 
dissatisfied clients are valuable to the banks where they have their account opened, since they need to 
identify the reasons for such an opinion about the service and offer an additional service or improve 
the existing one. This is an opportunity for the banks where these clients do not have an account – to 
recognize them and to offer their services which would satisfy them, thereby winning new clients. 

2. Given the changed conditions for using the services of the existing bank 
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Figure 3: Presentation of survey responses about the conditions  

for using the existing bank's services 

The analysis of responds to this question shows that in case of change in conditions required by 
the banks 24% of respondents would need to think over what to do, while 74% of respondents would 
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change the bank. This data is useful to the banks as an indicator by which they are alerted to be highly 
cautious when changing their business policy, i.e. the conditions they require from their clients. 

 
3. On the scale 1 to 9, rank the importance of the following factors for using banking services 

Ranking the motives by which the respondents are guided when choosing a bank and its 
services is the key issue of satisfying and getting to know the clients. The respondents' answers 
regarding the ranking of factors which are determining the use of banking services have shown that 
safety, as the result of fear from the past and distrust towards banks, is the top ranked factor in most 
answers. Individual factors for using banking services are ranked by the respondents as follows (see 
Table 1). 

 

Table 1: Evaluation of factors regarding the use of banking services by the respondents 

N.r. Factor Number of examinees Mean* 

1. Safety 200 1.25 
2. Quickness in providing the service 200 2.30 
3. Effective interest rate 200 3.95 
4. Provision (Fees) 200 4.02 
5. Personal contact with the consumer 200 4.15 
6. Opening hours 200 4.51 
7. Other sales conditions 200 6.54 
8. Location 200 6.50 
9. The bank’s interior 200 6.65 

 
Notice: Arithmetic mean 
 
Ability of the bank to quickly provide the services is ranked second (2.30), followed by the 

effective interest rate (3.95). Regarding the average ranking, there is no significant difference among 
the provision, personal contact with the client and the open hours (4.02 – 4.51). The factors 
considering sales conditions, location and the bank interior are ranked slightly lower (6.54 – 6.65). 
Customer satisfaction is the basis of creating their satisfaction and loyalty, as well as for building 
successful long-time relationships. 

4. The employees' behavior helps in building the client's trust 
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Chart 4. – Behavior of the employees and the client's trust 
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The above result applies to the effect of bank-provided services, i.e. how they affect the 

customers. Here, respondents have rated the confidence which they have when receiving services 
from the employees, as well as the degree of their confidence in the bank they had chosen. 

4. Conclusions 

Marketing research is an important step in the process of making marketing decisions in order 
to create products to satisfy the customers' desire and expectations. Attracting customers and their 
long-term retention through the model of satisfaction has shown to be the major task of any company-
bank. Seemingly, the strategy of customer attraction and retention is simple. All that the company and 
the sales can do is provide the customers with what they demand. Companies by which the customers 
are carefully analyzed possess the information on what should be manufactured, at what price, how 
the product should be offered, where and when. Therefore it is significantly easier for them to win 
new and retain the existing customers as compared to the competitors. 

Market success is not being achieved by those who attempt to outrun the competitors, but by 
those who seek new unexplored markets, those who are creating new markets and new customer 
needs. By their visionary creations, all successful banks are forming new trends, needs and products, 
therefore being market monopolists at least for a moment. Banks may succeed and separate from the 
bulk only if they behave differently than the competition, since being competitive means being 
inventive and different than all the others. To create satisfied and loyal customers as valuable non-
material company asset is both the most important and a highly difficult task of a market oriented 
bank. The global environment for running business has been dramatically changed. Competition is 
stronger than ever which has emphasized the importance of creating and managing the relationships 
in the value chain at the global level. The customer oriented banks' business operation is in the 
function of creating customer satisfaction through the satisfaction of their needs and desires, with the 
main objective being in profit and long-term growth. In order to accomplish the above-mentioned, 
banks are using marketing research and other information-gathering methods considering existing and 
future customers, and their potential needs and desires. Banks which apply the strategy of customer 
satisfaction in their operation continuously monitor the changes in the environment in order to 
respond to the efforts of the competitors in a timely manner, as well as to be able to adjust their 
operation to the changing customer needs. Competitive advantages of banks which are using the 
strategy of satisfaction are based on having content customers with satisfaction, satisfying their needs 
and desires more efficiently and effectively than the competitors.   

 
 

Appendix: Empirical study limitations 
 
The research was limited for several reasons. First, due to the sample's regional 
nature – West Backa district – the research results are not representative for assessing 
the total conditions in the Serbian market. Second, a relatively small number of units 
were included by the research – 200 respondents. Third, firms as clients of banks 
were not included by the research. On the other hand, due to the concentration of 
banks in this market (the West Backa district contributes with 30 banks, with their 
branches and subsidiaries, to the total number of registered banks in the Serbian 
market), this research may be a good basis for some larger and extensive researches. 
Also, given that this is a preliminary research which may serve as a basis for a more 
comprehensive approach, specific conclusions may be drawn which may be the 
starting point for the verification of future researches. 
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KEY DETERMINANTS OF TRUST ACCUMULATION IN 
POSTSOCIALIST COUNTRIES 

Marija Džunić, PhD1 

Abstract: Although economic theory has recently been enriched with numerous studies of the effects that trust 
produces on various economic outcomes, the research of the sources and main determinants of trust has been 
neglected. The paper deals with both individual and aggregate determinants of trust, implying that the key 
factors that promote trust are specific economic and institutional conditions in a given country. Special 
importance for stimulating trust is ascribed to institutions of a market economy, primarily legal structure and 
protection of property rights, which create the necessary legal framework for the realization of economic 
transactions. The paper also focuses on particularly significant type of trust – trust in formal institutions, 
concluding that it is strongly determined by the citizens’ perceptions of the quality and performance of state 
institutions. Finally, some strategies for promoting trust both in economic partners and the state institutions 
are proposed. 

Keywords: trust, institutions, economic performance.  

 

Introduction 

The research aimed at discovering different consequences of trust is taking a more and more 
important role in economic theory and numerous empirical studies confirm the effects of trust on 
various social phenomena. Among other things, the studies of representative authors have shown that 
trust produces certain effects on economic growth (Knack, Keefer, 1997; Whiteley, 2000; Zak, 
Knack, 2001; Beugelsdijk, Smulders, 2004), institutional quality and efficiency (Helliwell, Putnam, 
1995; La Porta et al., 1997; Knack, 2002), the level of widespread corruption (Uslaner, 2002), as well 
as the subjective feeling of well being and life satisfaction (Uslaner, 2002; Bjornskov, 2003; 
Helliwell, 2003). The presence of these effects should create the need to investigate the determinants 
of trust, including other dimensions of social capital, ie. to discover why certain societies excel in 
terms of availability of these resources in relation to others, and whether government policy has any 
role in its creation. However, it seems that despite the growing importance attributed to trust, 
concerning the effects it produces, understanding the factors that determine its accumulation at the 
individual or aggregate level is still limited. The research is mainly concentrated on measuring trust, 
usually at the national, ie. aggregate level, and then discovering its influence on the analyzed variable 
(mainly economic and institutional development of chosen countries). Research of the factors that 
determine the level of trust and cause variations between countries in the level of this resource have 
been rare in up-to-date literature. 

Individual Determinants of Trust Accumulation 

Although scarse, previous studies of the determinants of trust and  social networking have 
pointed to certain variables that could be considered as potential factors of their creation. As there is 
no consensus in the theory of social capital on whether it represents individual or social resource, both 
individual and aggregate determinants of its creation were identified. The theoretical model of 
individual investment in social capital (Gleaser et al., 2002) suggests that individual level of social 
capital is the result of individual utility maximization in terms of limited resources, so the authors 
have named the analysis of individual investment in social capital optimization the "economic 
approach", emphasizing that it is difficult for economists to accept the aggregate definitions of social 
capital, since the whole society can not be observed as a decision-maker. Social capital is here 
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considered to be a productive resource, which is built up through investment, so its accumulation 
requires time, effort and often financial investments.  

The result of such approach is the identification of several socio-demographic and economic 
characteristics that influence the creation of social capital at the individual level: age, sex, origin, 
mobility, occupation, education, employment, economic status, living in urban or rural settlement, 
religious affiliation (Gleaser et al., 2002; Fidrmuc, 2005; van Oorschot, 2006; Brehm, Rahn, 1997; 
Bjornskov, 2006; La Porta et al., 1997.). The results of these studies are not completely uniform, 
though they offer a few unambiguous conclusions. For example, examining the impact of age on the 
level of social capital shows that in time, the level of social capital grows, and after a certain period it 
begins to decline, which is explained by the fact that civil participation and engagement in collective 
action dramatically fall as people grow old, when they also experience reduced access to social 
networks. Among individual determinants, the most often tested is education, although conclusions 
about its impact are not so precise, as here, more than in other cases, appears the problem of 
endogeneity. Specifically, one group of ideas indicates the positive impact of education on social 
capital (Knack, Keefer, 1997; Zak, Knack, 2001; Fidrmuc, 2005) explaining it with the assumption 
that trust is created in the educational system, in different ways: the individuals are better informed, 
they better interpret received information, and are more aware of consequences of their actions. 
Education can reduce the cost of investing in social capital, by improving communication skills and 
producing positive externalities. It is also emphasized that education has a significant effect on the 
process of socialization, which encourages young people to create a positive attitude towards 
strangers. However, there is another group of opinions (Coleman, 1988; La Porta et al., 1997, 
Putnam, 2000) according to which trust is the factor that can improve educational outcomes. Based on 
these results, the main impression is that the human and social capital are complementary, ie. that 
individuals who accumulate one, also invest in the other. The type of occupation influences the level 
of investment in social capital in the sense that individuals who are engaged in such occupations can 
be characterized as social, have a greater return on such investments, and therefore invest more in 
social capital than those who are isolated during their work. The unemployed, retirees and 
housewives, apart from being excluded from the developments on the labor market, generally express 
lower levels of civic participation. The women use their social contacts more in order to get financial 
loans, while men more often find jobs through their connections. The unemployed have limited 
access to social networks. Regarding the economic status of the individual, ie. amount of individual 
income, there is also a two-way effect: on one hand, higher incomes can promote social networking, 
while on the other, there is the possibility that social capital determines one's economic status. 

Aggregate Factors of Trust 

Although the relevance of individual determinants of trust has been confirmed in several 
different studies, one interesting fact was discovered by analyzing these determinants in two different 
groups of countries - EU members and the group of candidate countries for EU membership 
(Fidrmuc, 2005). Specifically, the functioning of these factors in two different groups of countries is 
very similar, so that they can not explain the gap in the level of trust that exists between them. This 
leads to the conclusion that the key role for the accumulation of trust is played by aggregate 
determinants, especially the specific economic and institutional conditions that exist in a given 
country. So the main determinants of trust become income per capita, the income inequality, the 
corruption, the level of economic freedom, and sometimes even religious differences, and differences 
in state organization. Bjornskov (Bjornskov, 2006), based on comprehensive analysis of 23 different 
countries during the last two waves of World Values Survey, identified the following determinants 
with the greatest impact on the level of trust: the income inequality is recognized as the most powerful 
variable, that emphasizes the social distance between individuals in the given country. This is not a 
new discovery, because many studies have already confirmed the importance of this relation (Knack, 
Keefer, 1997; Zak, Knack, 2001; Knack, Zak, 2002; Uslaner, 2002, Fidrmuc, 2005). Income 
inequality indicates the intensity of social conflicts in society, so it is not surprising that in such 
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societies there will be less investment in social capital. Social polarization in the form of income 
inequality is detrimental for the generalized trust, but it can be affected by the appropriate 
redistributive policy, which becomes one of the possible strategies for creating trust. One of the 
influential determinants is also the religious structure of a country, given the proven negative effects 
of strong hierarchical religions, such as Catholic or Muslim, on generalized trust. The explanation for 
such effect is that these religions create strong vertical obligational relationships in a society that act 
in the direction of separation rather than connecting people. On the other hand, non-hierarchical 
religions, such as Protestantism, foster individual responsibility and do not cause the reduction of 
trust between people. What is particularly important in transforming societies is that the communist 
past, ie. repressive institutions of dictatorial regimes, has a negative effect on the accumulation of 
trust. In post-communist societies, the level of trust is lower compared to other observed countries. It 
is also interesting that constitutional monarchies have proved to be an arrangement with a higher 
level of generalized trust in relation to other countries, which can be explained in several different 
ways. On one hand, it is possible that traditional presence of the monarch and his family provides a 
kind of social and political stability and represents a symbol of unity, something that is common for 
people from different walks of life, religions and races. On the other hand, the peaceful political 
history of these countries, with the presence of the monarch could reflect the effect of some deeper 
cultural factor that influences the spread of trust and strengthening of institutional quality. 

Within the institutional approach, which seeks to locate the determinants of trust in the existing 
institutional environment, particularly outstanding is the assumption that economic institutions have a 
certain significance for the accumulation of particularized, as well as generalized trust (Berggren, 
Jordahl, 2006). It is possible to identify a larger group of economic institutions and policies (unified 
in the so-called Economic Freedom Index, EFI), which could be important factors of strengthening 
trust: government size, legal structure and protection of property rights, regulation of economic 
activities, monetary stability, trade openness. The mechanisms through which economic institutions 
should be able to affect various types of trust are shown the following diagram: 
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Generalized
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1

2

1
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Figure 1: Trust in a Free Economy (Source: Berggren, Jordahl, 2006) 

 
The essential assumption of this approach is that the institutions of free market economy have a 

positive impact on the level of trust. Directions of these effects are shown in Figure 1. First of all, the 
institutions of market economy act in favor of strengthening the particularized trust, by creating 
incentives for all individual economic agents to express willingness for providing mutual beneficial 
outcomes and avoid suboptimal results as a consequence of a lack of trust (the direction 1 on the 
diagram). These mechanisms that ensure such outcomes work best in terms of competition, and are 
mainly based on collecting and sharing information, even among anonymous actors (direct 
knowledge based on repeated interactions, indirect knowledge from other sources, reputational 
mechanisms). Line 2 shows the direct influence of the institutions of a market economy, primarily the 
legal system and protection of property rights, that establish a climate of trust, ensuring that contracts 
are enforced and rules obeyed. Namely, in a civilized society, these institutions have the task to 
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identify and sanction all those actors who violate the rules and should not be trusted. If all actors 
believe that these institutions effectively and fairly carry out this task, then there is also a belief that 
the chances for the offenders to go unpunished are slim, which leads to the fact that all refrain from 
fraudulent acts, all of which positively influences the strengthening of trust (Rothstein, 2000). Finally, 
there is a relationship between particularized and generalized trust (line 3) which is based on the 
assumption that market practice and frequent interactions cause particularized trust to unconsciously 
extend into generalized (Macy, Skvoretz, 1998), or there is a rational actor's decision to avoid 
opportunistic behavior, expecting that others will reciprocate in the same manner (Gauthier, 1986). 

The conclusion of the mentioned research (Berggren, Jordahl, 2006) is that economic freedom, 
ie. basic elements of market economy help create trust. It turned out that, among the listed 
institutions, legal structure and protection of property rights have a major role in stimulating trust by 
creating the necessary legal framework for the realization of economic transactions. Relying on the 
fair and efficient system of legal protection, economic actors are free to transact, strengthening trust 
in their partners. Also, monetary stability and predictability allows people to believe in the "value of 
money", which acts in the direction of enlarging the number of transactions and contracts. 

Determinants of Trust in Institutions 

In the example above, special emphasis is placed on the relationship between trust in 
institutions (especially the legal system) and generalized trust, ie. the fact that institutions, ensuring 
that all who break the rules are properly sanctioned, affect the accumulation of trust in people (Levi, 
1996; Brehm, Rahn, 1997). This provides the state with a possibility to stop the vicious circle 
between poor performance of its institutions and the low level of trust. In this sense it is useful to 
focus specifically on the determinants of trust in institutions, in order to discover whether the state 
and political elites have a role in creating trust (Mungiu-Pippidi, 2005). Research conducted in post-
socialist countries (IBEU, 2002) showed that several factors exercise a strong influence on trust in 
institutions. The first one is economic development, in the sense that trust in institutions is higher in 
more developed regions, which have better infrastructure and a larger amount of resources, which is 
consistent with the assumption that poor societies are faced with a low level of trust. However, even 
more influential factor is the institutional performance and perceptions of citizens about them. In fact, 
a negative experience with the state administration and the perceived corruption strongly affects the 
level of trust in the system institutions: people are willing to support or to turn their backs on the 
government based on the signal of ascending or descending trend of corruption. Corruption at a high 
level allows enrichment of a small number of people, thus encouraging economic inequality, which is 
a proven factor that undermines generalized trust (Uslaner, 2002). In contrast, the citizens of post-
socialist countries look benevolently to petty corruption (which boils down to greasing state 
authorities in order to get some work done), which in times of hardships before and during the 
transformation turned into a  mechanism of coping and survival in the absence of formal mechanisms. 
One of the most powerful determinants of trust in institutions are the perceptions of the citizens about 
the fairness of the society they live in. If citizens believe that there are certain individuals who are 
outside the law and enjoy the same privileges in all regimes, it developes a sense of social conformity 
and strong frustration among them, which undermines the basis for building trust. In other words, 
trust originates from personal experience with the administration and the signals that come from it - 
people learn to trust the government if it treats them fairly and impartially. 

On the basis of this evidence it can be concluded that different types of trust and civic 
engagement are somewhat grounded in specific individual and social frameworks, but that experience 
is a crucial factor of its accumulation. What strongly affects the accumulation of trust are the signals 
and the perceptions of the activities of the government, of its fairness and impartiality, the ability and 
willingness to reward good deeds and sanction bad ones. The key to promoting socially desirable 
behavior lies in the hands of the government and political elites. Unfortunately, most anti-corruption 
strategies have so far resulted only in the accumulation of new formal institutions and their financing, 
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and the unbreakable connections between the government and corruption make such strategies 
doomed to failure at the very beginning. 

Strategies for Promoting Trust in Post-socialist Economies  

The issue of trust is of interest and concern in all countries of the world and at any time, but the 
challenges of its research are still the highest in terms of postsocialist transition. Therefore, when 
planning strategies for promoting trust, it is necessary to take into account the specificity of the 
teritorry being studied, given that the course of history has strongly contributed to the current state of 
trust in postsocialist countries. Research of the trust determinants has pointed out various ways and 
possibilities of its accumulation, resulting in different strategies and many different proposals for 
strengthening trust between the economic partners, trust in the state and its institutions, as well as the 
intensification of associational activities and civic participation.  

The prevailing opinions rely on the implications of the institutional theories that have proved to 
be dominant in the field of post-socialist societies in explaining the creation of trust. Their 
explanations of the origin of social capital, in terms of the prevailing skepticism and distrust of 
citizens in both the state and their fellow citizens, show that trust in institutions is largely determined 
by political and economic performance of newly established democratic institutions (Mishler, Rose, 
2001). So, as long as people positively evaluate the institutions of new regimes in terms of fairness, 
reliability and freedom, as well as economic outcomes, they will support such instutions. The 
conclusion that the key to strengthening trust in institutions is in the institutional performance gives 
hope that trust can be built much sooner than the predictions of cultural theories. The state can earn 
the trust of the citizens in the old, familiar way - by immediate and effective responding to their 
priorities, by exterminating corruption and providing citizens with basic human rights. Equally 
important are the economic policies that promise and then fulfill the promise of a better financial 
situation for the society as a whole. Finally, the character and performance of reliable institutions can 
create trust just as the performance of former unreliable institutions created mistrust and skepticism. 
In this sense, the behavior of citizens in post-socialist countries confirms the assumption that 
"ordinary people are not fools" (V.O. Key, 1966, the Mishler, Rose, 2001). No regime can not count 
on the blind support of its citizens no matter the performance it shows. In the history of transition, 
Poland, as a country whose new government was committed to intensive reforms and political 
changes, is the example of the vast support that citizens gave the new government (Reiser, 1997). 

Strengthening Trust in Business Partners 

Regardless of the debate what the role of government in modern democratic societies should 
be, on the basis of the facts presented it is clear that in creating trust, the role of government is crucial. 
Even the political philosophy of minimal state agrees that the state must perform its classic task of 
ensuring enforcement of private contracts (Kornai, 2003). However, it can be noted that in every 
country there are certain deficiencies that accompany this task, but they are still the most serious 
during the post-socialist transformation. Apart from the fact that there is no such thing as "perfect 
contract", because no matter how detailed a contract is, it can not anticipate all possible future 
situations, and apart from the fact that economic agents have the propensity to breach the contract, it 
can be concluded that there is no "perfect law". Despite the best will and precaution of the legislator, 
usually there are loopholes in almost every law, and legislators in post-socialist countries are 
inexperienced and often hastily pass new legislations. Legal prosecution of violated contracts is very 
slow and there also appears the well-known problem of corruption. In such conditions of low trust in 
the state and economic partners, individuals are turning only to familiar partners, which limits the 
number of transactions and reduces competition. In principle, there are the following mechanisms of 
defense in case of breaking contracts (Kornai, 2003): 
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1. the legal-bureaucratic mechanism, which involves ensuring contract enforcement by formal 
institutions; 

2. moral-associative mechanism, based on mutual trust of parties in the transaction, 
partnership and cooperation; 

3. mechanism of aggression, or informal resolving conflicts by force. 

The combination of the first two mechanisms, which are mutually reinforcing each other 
reflects a healthy complementary relationship between economic partners. The more trust there is in 
the legal protection of contracts, the less agents will address the courts and the threat of court 
becomes credible and effective, even though it is not used often. Thus, economic agents learn that 
dishonest conduct is expensive and unprofitable, while the reliability and integrity are the investment 
that pays out. At the same time, the pressure on the courts is reduced and legal procedures 
accelerated, which further strengthens the reputation of the legal-bureaucratic mechanism. However, 
if the first two mechanisms fall short, the vacuum is filled by the third, illegal mechanism. The more 
the business world relies on the third mechanism and resorts to illegal means, the more decreased is 
the reputation of the judiciary and the law, agents are afraid of each other and the level of trust is low. 
An important conclusion that arises from this is that it is extremely important to strengthen the legal 
and moral mechanism for protecting economic agents, thereby reducing the scope for aggressive 
mechanism of conflict resolution, outside of formal institutions. 

The presence of appropriate legislation that will protect the economic agents of breach of 
contract is therefire considered the elementary precondition for the emergence and spread of 
generalized trust (Reiser, 1999), because it allows conducting transactions between previously 
unconnected social groups. It is believed that then generalized trust would act in favor of 
strengthening the credibility of the state and its capacity to enforce the law and contracts. Therefore, 
this is the first task in creating potential government strategy for developing trust. Quality of formal 
institutions can be achieved by intensifying competition, both internal, in terms of functioning 
democratic procedures, as well as exposure to external markets discipline through the threat of an 
outflow of production resources. Reiser (Reiser, 1999) highlights another factor that will contribute to 
an impartial and objective system of law enforcement, and that is moral and ideological leadership by 
the state, necessary to secure the legitimacy of the new structures during radical changes in 
institutions during the transition. Likewise, government policy has instruments to directly act on the 
social basis of trust, through redistributive measures. Perceptions of fair income distribution can be an 
important source of legitimacy of formal institutions in general, given that many of them aimed at 
protecting property rights. Inequality in income distribution is a proven enemy of generalized trust, as 
it leads to creation of closed social networks as a response to the deepening of social differences. 
According to some, redistributive policy is the only strategy for the development and strengthening of 
trust (Bjornskov, 2006), with an emphasis that its positive effects must be balanced with the negative, 
such as a higher margin of taxation or changes to the incentive structure. Also, the state may engage 
in the promotion of business networks based on mutual trust. State support to the chambers of 
commerce, exhibitions, exchanges and other forms of information exchange can help remove barriers 
to creating trust. In terms of the existence of professional institutions that facilitate exchange of 
information, it is easier to overcome problems associated with superficial knowledge of the 
transaction partners, even though these institutions do not have the possibility of forced execution of 
contractual obligations. 

Strenghtening Trust in the State and its Institutions 

In addition to horizontal relations between economic partners, it is necessary to raise the level 
of trust on the vertical axis between the state and its citizens, or organizations at lower levels. The 
previous chapter pointed out the importance of institutional performance for the increase of trust in 
the state, and the necessity to improve political and economic performance of the new states created 
during the transformation. However, it is not clear how to achieve institutional efficiency, if  those 



47 

institutions are led by two groups of people that ordinary citizens assosiate with not so noble 
intentions: politicians and bureaucrats. Specifically, in addition to striving to faithfully represent the 
interests of their constituents and professionally carry out their functions in the public interest, many 
civil servants are not immune to the privileges that power brings, and often struggle to gain and retain 
power, material wealth, achivieng of self-interest and often are not bypassed by corruption. Therefore, 
institutions must be designed to take into account the negative characteristics of the behavior of 
politicians and bureaucrats in order to protect the interests of ordinary citizens and thus strengthen 
trust in institutions. There are several instruments and institutions that can serve as a tool in that quest, 
in addition to fulfilling the basic assumptions of the eficiency of the judiciary and representative 
bodies in a democratic political system, and a healthy political competition (Kornai, 2003): 

1. Participating in law-making process could help citizens acquire and begin to express more 
trust in the system, if they feel that they participated in the preparation of legislature. In 
post-socialist countries there is no prescribed procedure on aquiring public opinion in the 
process of passing new laws, or it is done superficially and sporadically. Emphasising the 
role of citizen initiatives and the law that would oblige the lawmakers to communication 
with the electorate, could  make certain changes in this area. 

2. Neutrality and impartiality of institutions such as central bank, banking system, state audit 
agency, anti-trust institutions, implies that they are outside everyday political battles and 
make decisions solely on a professional basis. Integrity and knowledge of people leading 
these institutions should serve as a guarantee that these institutions remain above narrow 
political interests, as it should be the case with the institutions of judicial authority.  

3. Introducing elements of direct democracy could bring many benefits for enhancing the level 
of trust. In essence, this would avoid the situation that the voters are entitled to express their 
opinions only in the elections, choosing the overall "package" of ideas and specific beliefs 
of parties or candidates they have chosen. Due to referendum, the voters would be able to 
specifically express their views on specific issues. This would encourage the citizens to 
approach the process of participation with greater responsibility, to professionally and 
constructively reflect on important social issues, which would strengthen their trust in the 
institutions which provided them such participation. 

Conclusion 

As identification of the key determinants at individual and aggregate level determined that 
individual factors exhibit their effects in the same way in both developed and less developed 
countries, it was concluded that the aggregate determinants have the key role for the accumulation of 
trust in a given country, especially the specific economic and institutional conditions that exist in that 
country. Particular importance is given to economic institutions and policies (government size, legal 
system and protection of property rights, regulation of economic activity, monetary stability, trade 
openness), as significant factors of strengthening trust. It turned out that, of the listed institutions, 
legal system and protection of property rights have a major role in stimulating trust, by creating the 
necessary legal framework for the realization of economic transactions.  

Given the disturbingly low level of trust in institutions, it is concluded that one of the directions 
in which concrete measures should be taken is to increase trust in formal institutions. Discovering 
factors that determine the level of trust in institutions in post-socialist countries, it appeared that the 
quality of institutions and their performance represent an essential determinant of trust that citizens 
pay institutions. In designing strategies and proposals for strengthening trust in institutions, it is clear 
that the role of government in this process is irreplaceable and that practically comes to a classic task 
of ensuring contract enforcement, creating appropriate legislation that will protect individuals 
(including economic agents) from disobeying rules, improving the quality of formal institutions by 
intensifying competition, both internal, in terms of functioning of democratic procedures, and 
exposure to external market discipline through the threat of outflow of production resources. In 
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addition, special attention should be paid at direct action on the social basis of trust through 
redistributive measures, which would result in strengthening the legitimacy of formal institutions on 
the basis of the perception of fair income distribution and protection of newly established property 
rights.  

 The large number of potential strategies for promoting trust suggests that this problem must 
be accessed from various perspectives, taking comprehensive measures. One part of these measures 
apply to actions in the field of legislation, judiciary and institutional development, which should help 
to create the rule of law, political democracy and market economy, which would ensure the 
strengthening of trust between the economic partners, the protection of citizens from political 
interests and the creation of a state that deserves the trust of its citizens. The second group of 
measures relates to the action in the direction of changing people's habits and their attitudes in 
accordance with the principles of transformed societies. Therefore, active approach of the government 
and society to fostering the process of accumulation of trust should be based on the synergy of 
institutional factors, which are aimed at improving economic and political efficiency, and cultural 
influences that are transmitted through the process of education in the family, schools and 
universities. 
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INVESTMENT EFFECTS ON ECONOMIC GROWTH  

Marija Petrović-Ranđelović, PhD1 

Vesna Janković-Milić, PhD1 

Abstract: Analysis of the effects of FDI on economic development of the host country confirm that FDI 
accompanied by the greater development benefits, but there is a problem of time gap on the expression of these 
benefits, which runs from the time of initial inflow to the moment when the entry of FDI is beginning to deliver 
the first development results. The paper points out the advantages of Bayesian regression analysis in examining 
the effects of FDI on economic growth, with special reference to the SEE countries. Implementations of 
Bayesian averaging model, as part of Bayesian regression analysis, in the analysis of economic growth in the 
past have emphasized the importance of a priori information in obtaining results. This paper suggests that 
proper implementation of Bayesian approach requires a priori distribution of all parameters in all models, 
while the a priori probability of each model must also be determined.  

Key words: foreign direct investment, economic growth, Bayesian conclusion. 

 

Introduction 

Developing and countries in transition passed the different phase regarding their attitude 
towards the role of foreign direct investment in the process of economic development. Several 
development moments in the global economy after the decade of eighteen years of 20th century 
influence on the changing attitude towards foreign direct investment. Namely, suspicion and distrust 
consign the role to the faith regarding the role and importance of foreign direct investment in 
providing the assistance in achieving the goals of economic growth and development. Numerous 
factors influence on such modification in host country behavior, among which excel the following 
one: reducing the flows of the alternative sources of finance, such as banking credits and foreign aid, 
increasing the activities of multinational corporations and enormous growth of their number all over 
the world, as well as affirmed development contribution of foreign direct investment. Further, 
information revolution brought the radical change not only in the channel through the transmission of 
technology and knowledge is transferred, but also in the absorption capacity of the foreign direct 
investment host countries. 

For developing countries and countries in transition foreign direct investment represent the 
most efficient instrument for enhancing the productivity and increasing international competitiveness 
of the private sector, rising the employment and revenues, but also the efficient tool for rising the 
quality of the environment and implementation the environmental standards. However, speaking in 
medical terms, foreign direct investment do not represent one universal receipt for solving the all 
development problems. It represents solely one of the key element for reaching long term sustainable 
growth and development. The reasons for such cognition we can find in the approved fact that the 
benefits that host country realize thru foreign direct investment do not realize by some automatic 
mechanism. In other words, nevertheless that with direct investment in the host country the conditions 
for rising the level of income and for improvement the living standard of populations are created, 
existent social problems and social disparities do not lessen momentary. In short time, they can 
deepen due to the more paying the high qualified working force. Such circumstance imposes the need 
for government reaction in the form of providing the assistance for the poor caste. The role of foreign 
direct investment in that process is to create the needed resources for finance those government 
activities that are routed towards raising the social security and providing the basic social services, by 
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enhancing the productivity and raising the level of economic growth in the host country. Besides, 
providing the social services to the poor can also contribute to raising the investment certainty and 
attracting higher inflows of foreign direct investment. 

``Analysis of the effects of foreign direct investment on economic development of the host 
country clearly indicate that foreign direct investment is accompanied by the greater development 
benefits, but there is a problem of time gap on the expression of these benefits, which runs from the 
time of initial inflow to the moment when the entry of FDI is beginning to deliver the first 
development results in the host country economy. Besides the development benefits do not realize 
immediately, the volume of the manifested benefits also differ depending of host country in question 
and the overall investment climate`` (Petrovic-Randjelovic, 2005). Thus, the basic question is does 
foreign direct investment contribute to increase the rate of economic growth or does the increasing 
rate of economic growth in the host country is accompanied by increased inflow of foreign direct 
investment. ``The relationship between FDI and economic growth is twofold: FDI stimulates 
economic growth, but also reacts to economic growth and progress of transformation. Growth is 
generated by FDI through imported means of investment, new technologies and capabilities 
transferred by foreign multinationals and international networking. On the other hand, foreign 
investors react positively to the consolidation of market-economy rules and the resumption of 
economic growth.`` (Hunya, 2000) 

The idea that foreign direct investment represent an promoter of economic growth is commonly 
accepted notion in both, economic theory and in the framework of the main global development 
organizations. ``Given the appropriate host-country policies and a basic level of development, a 
preponderance of studies shows that FDI triggers technology spillovers, assists human capital 
formation, contributes to international trade integration, helps create a more competitive business 
environment and enhances enterprise development. All of these contribute to higher economic 
growth, which is the most potent tool for alleviating poverty in developing countries`` (Gallagher, K. 
P. and L. Zarsky, 2006). 

In the early 90s of the twentieth century former centrally planned economies entered in the 
process of transition with the decisive aim to build market economy. They have been aligned into two 
groups Central European Countries (CEEC) and South-East European Countries (SEEC). Seen from 
the present time distance aspect, CEE countries were, due to the effective realization of the transition 
program, succeeded in building modern market economies and integrated into the largest and 
deepness integration in the world, European Union. However, SEE countries, excluding Bulgaria and 
Romania which joined to EU in 1 January 2007, are still in the process of transition changes. For the 
rest of the countries in region the main challenge are institutional changes and structural adjustment, 
with the signs of positive macroeconomics movement. According the official statistics, during 2004 
and 2005 in the countries of SEE region is registered the highest economic growth since the 
beginning of the transition process. In 2004 the rate of economic growth recorded 6,5%, and such 
positive tendencies were prolonged during 2005, though in some slower pace. High rate of economic 
growth was reached partly owing to quickly credit expansion for finance the consumption and 
investments, but mostly due to the larger inflows of foreign direct investment. But, ``due to the weak 
relationship of South East European Countries (SEEC) with European Union Countries (EU), SEE 
Countries are less developed and receive less FDI inflow in comparison to Central European 
Countries (CEC) and they are lagging well behind them in terms of speediness of transition 
processes`` (Skuflic. L and V. Botric, 2006). 

Taking into account that foreign direct investment is the factor of paramount importance for 
boosting the level of economic development and for acceleration the transition process the main 
objective of this paper is to examine the effects of foreign direct investment on economic growth and 
vice versa in selected SEE countries by using Bayesian regression analysis. The paper is organized on 
the following manner. In this part we give short introduction and the main objective of the paper. The 
second part indicates on the importance of foreign direct investment for development by focusing the 
particular attention on the explanation of the foreign direct investment effects on economic growth. 
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Additionally, inside of this part a short analysis of the empirical research of the relationship between 
foreign direct investment and growth is given. Finally, in a third part Bayesian regression analysis is 
applied to examine the relationship between FDI share in GDP and economic growth expressed by 
the average annual growth rate of GDP per capita in selected SEE countries. 

Impact of foreign direct investment on economic growth 

Investments represent a key factor of economic growth. Numerous empirical researches that 
performed with the aim to identify the basic distinction among the rates of economic growth among 
countries showed that the high rates of economic growth are accompanied with high rates of 
investments. Such conclusion have also been affirmed by recent development of endogenous growth 
theories: there is a high degree of relationship between investments and economic growth. The basic 
presumption of endogenous growth theories relates on the following. When investments are observed 
in broader sense, when they include not only investments in capital goods, but also investments in 
technological enhancement and boosting the level of human capital, there aren`t diminishing rates of 
returns on investments. Thus, countries that major part of national income assigned to investments 
can realize higher rates of economic growth compared to those that invest less. In one closed 
economy, investment are financed from domestc savings. But, in one open economy the realization of 
high investment growth rates indicate that such economy also reach high rates of domestic savings. It 
becomes clear that in most countries that are denoted as countries with superior investment 
performances, foreign savings is important as additional source of finance resource for development. 
``There is an increasing body of empirical-econometric evidence that countries with more open trade 
and investment regimes have had higher rates of growth. In the last decade countries that have had 
more open trade and investment regimes have achieved double the annual average growth rates of 
others, and have attracted more FDI (OECD, 1998). The observed average increase in trade exposure 
in OECD countries over the 1980s-90s period has been estimated to have resulted in about a 4% 
increase in output per capita (Bassanini et al,2001). For developing countries, a study by Sachs and 
Warner (1995) finds that those countries with open economies grew by 4.5% a year in the 1970s and 
1980’s, while those with closed economies grew by 0.7% a year. And a recent study by Ben-David, 
Nordstrom and Winters (1999) finds that major trade liberalisation events have coincided with 
movements to higher – and in the majority of cases, steeper – growth paths that lie above the lower, 
and flatter, pre-liberalisation paths. These results concur with a World Bank study by Dollar and 
Kraay (2000) which confirms that openness boosts economic growth, and that the incomes of the 
poor rise one-for-one with overall growth`` (OECD, 2001). 

Complex nature of foreign direct investment provide specific advantage of this form of 
international private capital in reaching the potential considerable effects on the rate of economic 
growth in host country. Foreign direct investment influence on the factors that determining the pace 
of economic growth in host country, thru the impact on the quantity and quality of capital formation, 
thru the technological transfer, boosting the level of human capital development, expanding trade 
possibilities and thru their impact on the possibilities for reaching long term sustainable growth. Thus, 
we can simply say that foreign direct investment give important partial contribution to all individual 
determinants of economic growth. 

Most of this determinants occur in the relation of strong mutual connection. Such interrelation 
strongly manifest between capital formation, technology transfer and foreign trade. This can be 
explain in a following manner. It is well known that foreign direct investment also contribute to the 
capital formation by introducing the new capital equipment that embeded the new technologies. 
Through the direct transfer of technology, foreign direct investment impel the productivity growth, 
contribute to improving the technological capabilities of the host country and rising the quantity and 
quality of produced and exported goods. Export of such goods represent an efficient means for 
acquirement the needed experience that can be materialized in the form of introducing the new 
producs and updating the production process. Foreign trade, unpromted, impel economy of scale and 
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specialization, contribute to rising the efficiency and productivity of using the available resources, 
and to further capital augmentation in the host country. 

For the above mentioned reasons the assessment of foreign direct investment contribution to 
economic growth mustn`t be limited on the assessment of it`s direct impact on individual determinats 
of economic growth. It is of paramount importance that such assessment also rest upon on 
identification the mutually interconected relation between different determinants of economic growth. 
The performance of several different determinants of growth, such as investment, technology, trade, 
and human capital, can occur simultaneously under the influence of foreign direct investment. 
Through foreign direct investment the transfer of a package of assets occurs, not only tangible (new 
investment) but also intangible (enhanced organizational knowledge) that realize mutually interaction 
in a number of ways. Simultaneously linking the various elements that determine economic growth, 
foreign direct investment contribute to a progress of investment activities in the host country, rising 
the level of technological development, contribute to the development of human capital and increased 
exports, which together act to increase the rate of economic growth. As a result, the overall impact of 
foreign direct investments on a variety of growth factors is greater than the sum of individual effects.  

Foreign direct investment has numerous advantages over other foreign capital sources for 
financing development in developing host countries. As a source of external financial resources, 
foreign direct investment complements domestic savings and contributes to increasing economic 
growth rates through indirect or direct financing of investments. The impact of foreign direct 
investment on the quantity of capital flows in the host country is positive. The inflow of foreign direct 
investment is followed with the transfer of private foreign savings and thus it increases the available 
amount of foreign capital to meet investment needs of the host country. In this way, foreign direct 
investment contributes to closing the investment gap in the host country and creating the conditions 
for acceleration of economic development. 

Foreign direct investment of multinational corporations represents an effective instrument for 
the transfer of advanced technology from developed to developing countries, and very often the only 
source of new technologies that are not available in the host country market. Transfer of technology 
through foreign direct investment generally includes the following: transfer of technological skills, 
knowledge and financial resources for the purpose of effective technology exploitation. Since 
multinational corporations occupy certain advantages that allow them to introduce advanced 
technology in the host country at lower costs, the impact of foreign direct investment is twofold. 
Foreign direct investment not only encourage growth, but also achieves a greater impact in regard of 
the equivalent amount of investment of domestic companies. It is very difficult to quantify the 
benefits of technology transfer for the host country. The host country realizes direct benefits in the 
short term, which manifest in the form of increased productivity, introduce new products or increase 
the effectiveness of production. In the longer term, the benefits of transfer to a large extent depend on 
how the host country is able to apply advanced technology and to develop its own technological 
capabilities. For the host economy as a whole, the benefits also involve the diffusion of technology 
and its spillover effects to other companies. 

Specifically, in addition to the direct impact on growth, by transfer of modern technology to 
affiliates in the host country, foreign direct investment can also contributes to raising the economic 
growth of the host country in an indirect way. ``FDI generates rents to transnational corporations by 
virtue of their possession of superior technology, management and/or access to global markets. 
According to economic theory, host communities get “spillover” benefits of the superior asset(s). 
Indeed, “efficiency spillovers”, which occur through the transfer of technologies and management 
practices, are increasingly seen as the primary way in which to gauge the contribution of FDI to 
economic growth`` (Gallagher, K. P. and L. Zarsky, 2006). The benefits of technology transfer do not 
accrue only to foreign affiliates. It is possible the apparition of so-called spillover effects of these 
benefits to the local economy through several main channels. One possible channel for the emergence 
of spillover effects of technology transfer is the linking of foreign affiliates with suppliers (forward 
linkages) and connect with distributors and sales organizations (backward linkages) in the host 
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country. The presence of foreign affiliates on the host country market may encourage domestic 
enterprises to engage in active competition on domestic and international markets. In such 
circumstances it can appear so-called effect of competition which encourages local companies to 
innovate the production process and improve the  structure of the labor force in qualitative terms. 
Technology transfer from foreign affiliates to local enterprises may be exerted through the so-called 
demonstration effect, when local companies simply copied technology used by foreign affiliates, but 
also through hiring the workers which were previously employed in foreign affiliates. It is worth to 
mention that the potential spillover benefits can be realized only under condition if the local 
companies possess the required level of human capital and motivated to adopt foreign advanced 
technology and innovative knowledge.  

Foreign direct investment represents the key factor that underpins and contributes to the 
effective realization of export oriented growth strategy of the host country. Foreign direct investment 
contributes to increase the export growth directly through facilitating the host country access to new 
export markets, and indirectly through the development of the relations of business cooperation 
between foreign affiliates and local companies in the host country. With export growth the 
possibilities for reaching the benefits of economy of scale raise too, while the improvement of the 
export performance and accompanied rising the competition level, the host country can improve the 
trade balance. 

Above all, it is important to note that foreign direct investment impacts on host country 
economic development also by the transfer of the other tangible or intangible assets. Through the 
form of mergers and acquisitions foreign direct investment can bring to host country improved 
corporative management, which includes preferably organizational and managerial skills. The 
programs of corporative management play one important role in growth and development of the stock 
market. Their mechanisms simplify the efficient functioning of the stock market and promote the 
efficient resource allocation. An improved system of corporative management can help in maintaining 
the confidence on investors and attracting the greater volume of foreign direct investment.  

As we can see from the above discussion foreign direct investment can contribute to raising the 
economic growth in the host country on a different ways. There are a number empirical studies wich 
indicates on excistence the strong positive connection between foreign direct investment and growth, 
especially in developing countries. For example, in examining the tendencies of economic growth in 
Latin American countries during the period 1950-1985, De Gregorio (1992) found that any increase 
of domestic investment by 1% leads to increased economic growth by 0.1 to 0.2% per year. One the 
other side, it found that the same amount of FDI led economic growth by approximately 0.6%, shows 
that foreign direct investment is three times more efficient then domestic investment. Other studies do 
not derogate the possible development gains for host country from the inflows of foreign direct 
investment but indicate on certain condition that host country must possesses in order to maximise the 
positive effects of foreign direct investment on economic growth.  

On the basis of their research, some authors as Blomstrom, Lipsey, and Zejan (1992) found that 
foreign direct investment has a positive effect on growth under certain circumstances. They argue that 
only countries that have reached a certain level of income are capable to efficiently absorb new 
technologies and reach the full benefits from technological diffusion. Besides, they found that the 
possibilities to apsorb the full benefits of new technologies depends partly on the development level 
of human capital in the host country economy. The similar results we can find in the study of 
Borenzstein, De Gregorio and Lee (1998) which clearly indicates that foreign direct investment 
contributes to economic growth only when the host country had a minimum threshold stock of human 
capital.  

Moreover, the main results of a number studies that were perfomed in order to investigate the 
effects of foreign direct investment on economic growth in CEE countries also affirmed the above 
exposed statements. 
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Bayesian approach in regression analysis of empirical data 

Bayesian regression theory relies on the work of Professor Arnold Zellers from the University 
of Chicago. His research in the field of regression analysis is focused mainly on the field of 
economics and presented in the book An Introduction to Bayesian Inference in Economics, published 
in the 1987th year. Beside him, a great merit for the development of this approach to regression 
analysis belongs to the mathematicians, including H. Raffia, R. Schaeffer, SJ Press and so on. 

Regression analysis, on the basis of appropriate model, examines relationships between 
variables (Djordjevic, V. and V. Jankovic-Milic, 2006). Simple linear regression model, applied in 
this paper can be summarized by the following equation:  

 
Yi= β0 + β1Xi + εI     ..... (1) 
 
Where is: 

Y – dependent variable, 
X – independent variable, 
β0, β1 – parameters, 
εI – stochastic component. 
 
Bayesian approach to regression analysis is based on the belief that all the parameters of the 

regression model have certain distributions, called the prior distribution. Starting from this fact, Bayes
 theorem is then can used to confirm or corrected this distribution, based on information obtained by ׳
sampling. (Congdon, 2006) 

The statistical analysis of economic phenomena uncertainty or uncertainty of the model are 
presented as the central problem in regression analysis in general and in particular in its application to 
economic growth. The first works in this field have recommended a gradual introduction of variables 
in the model (stepwise regression).  

Implementation of Bayesian regression model in the analysis of economic growth in the past 
have emphasized the importance of  prior information in obtaining results. With well-defined 
parameters and large samples adequate choice of prior distribution has very little impact on the 
posterior inference. Unfortunately, the definition of „well-identified“ and „large“ sample is often a 
problem in the economy. There is smalll number of obserations, particularly those related to 
economic growth, (often less than 100 observations), while the number of independent variables that 
can be treated as candidates for the model can be large (over 40 regressors). A large number of 
models and a small number of observations is a challenge for the priorspecification and for the 
calculation. 

The amount of prior information in the examination is often very small and require a great 
effort in order to execute the specification of a prior distribution. In such cases, mostly used non-
informative or specific (recommended) prior distribution, but there is no dilemma about the extent to 
which prior distribution can be completely non-informative, so we use the term default prior 
distribution. 

When there is no prior knowledge about the specific parameter in Bayesian inference can be 
used non-informative prior distributions. The lack of  prior knowledge can be interpreted in a way 
that, in terms of researchers, each parameter value  is probable. Thus, prior ignorance can show 
uniformly distributed as follows: 

 
π(β) ∝ constant. ..... (2) 
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Such prior distribution is often used in econometrics for the evaluation of model parameters 
whether the method of least squares or maximum likelihood method. 

Bayesian regression analysis applied in this paper is based on non-informative prior distribution 
of parameters. The character of the independent variables in the model has an average annual growth 
rate of FDI in GDP, while the average annual growth rate of GDP per capita seen as a dependent 
variable. 

The analysis is primarily focused on selected SEE countries, and refers to the period 2000-
2008. The paper covers eight countries. The hypothesis in the analysis are: 

H0: There isn׳t FDI impact on economic growth 

H1: There is impact of FDI on economic growth 

Table 1. provides values of the dependent and independent variables:  

 
Table 1. Average Growth rates and FDI 

Country Average growth rate GDP: 
2000-2008 (%) 

Average proportion of net FDI 
in GDP: 2000-2008 (%) 

Albania 16,71 8,16 
Bosnia and Herzegovina 15,37 9,78 
Bulgaria 19,8 11,09 
Croatia 15,69 2,72 
FYR Macedonia 13,11 2,83 
Romania 24,32 11,24 
Serbia 24,41 19,25 

 
Source: Own calculations based on relevant data from the table 2. and 3. 

 
Based on empirical data, assuming a uniform prior distribution of parameters in the model 

Bayesian regression parameters estimates were obtained, b0 = 12,39   and b1 = 0,66. Therefore, 
estimated regression model can be represented as follows: 

iŷ = 12,39  +0,66xi. 
 

Table 2. FDI Inflows in selected SEE countries, 2000-2008 (Millions of dollars) 

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 

Albania 143 207,3 135 180,4 338 262 324 658 956
Bosnia and Herzegovina 147,214 130,172 265,36017 380,90568 668 595 708 2022 1009
Bulgaria 1001,5 812,9 904,7 2097 3452 3923 7667 11716 9205
Croatia 1088,7 1561,3 1123,99 2133 1227 1788 3457 4982 4383
FYR of Macedonia 174,53 441,53 77,82 95 157 97 424 699 598
Romania 1037 1157 1144 2213 6517 6483 11367 9923 13305
Serbia 50 165 475 1360 966 1550,4 4387,4 2195,3 2717,6

 
Source: UNCTAD, World Investment Report, various years. 
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Conclusion 

Estimated value of parametere β1 is positive, which means that there is positive relationship 
between variables in the sample, and the value of b1 = 0.66 means that an increase in average annual 
growth rate of FDI share in GDP by 1% causes the average change in growth rates of GDP per capita 
to 0.66. Measure of the utility of the model like coefficient of  determination r2 = 0,62 indicates that 
62% of total variability in growth rates of GDP per capita is explained by growth rate of FDI share in 
GDP. Significance testing of estimated parameters using t-test showed that the they are significant at 
the 0.05 significance level (p-value for β0 significance testing is 0.002, while the the observed 
significance level for testing significance of parameter β1 is 0.02). This suggests that there is an 
impact of FDI on economic growth, and also that the estimated model is representative. 

Also, the correlation between variables is positive, and the estimated value of appropriate 
correlation coeficient is r = 0.787, which is significant at the 0.05 significance level (p-value = 0.02). 
The conclusion which can be drawn is that there is direct linear relationship between the average 
annual growth rate of FDI in GDP and the average annual growth rate of GDP per capita 
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THE INFLUENCE OF CULTURE ON THE STRATEGY 
IMPLEMENTATION 

Dragan Mihajlovic, PhD1   

Andjelija Plavsic, MSc1 

Abstract: The application of strategic management, which is the foundation of successful modern business, is 
unthinkable without a concerted organizational culture of the company. As a set of values, beliefs and behavior 
of employees,  company culture is essentially determined by the implementation of necessary strategic changes, 
that is, the selected strategy.  

If culture is not understood as an important factor of strategy, that can lead to the appearance of discontinuity, 
unrealized goals and a number of problems that threaten the survival and the further development of the 
company. Therefore, it is necessary to fully understand culture and  to harmonize it with the structure and the 
adopted strategy of the company. 

The influence of culture is especially significant in the situation when the company shifts its strategy as the 
management is then expected  to persuade its employees that they are moving in the right direction and that the 
decisions that have been made are the right ones. 

The importance of culture does not decrease when the company finds itself in the prosperity phase. On the 
contrary, culture should  be raised to a higher level so that it can be in an even greater accordance with the 
strategy. This is the only way that ensures business success and the satisfaction of all employees. 

Key words: culture, strategy, management, business, change 

 

Introduction 

The most difficult and critical part of modern strategic management is implementing the 
strategy (changes) because if the planned strategic changes are not realized, the planned objectives 
will not be accomplished. Implementing the strategy itself is the third component of strategic 
management and it follows the strategic analysis on the basis of which the strategic choice is made.  

The very process of carrying out the strategy is very complex, dynamic and long-lasting and it 
requires making complex decisions and their accordance with a number of factors that affect the 
strategy implementation. That means that those who implement the strategy have to be very creative 
and at the same time, all the employees have to know about the changes that are about to be 
introduced and they have to be motivated enough to take part in their realization. Because of all this, 
experienced and qualified managers are necessary to carry out this process successfully to the very 
end. 

1. Types of organisational culture and its characteristics  

A number of authors offers different classifications of culture but there is no generally accepted 
classification because it is difficult to take into account all characteristics and special features of 
culture. Since culture is made up of different values and beliefs, there is a classification based on the 
overwhelming values and beliefs. On the basis of this criterion, Table 1 shows the following values 
and characteristics of culture: 
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Table 1. Dominant values and  characteristics of organisational cultures  
(Šapić, Erić, Stojanović Aleksić, 2009) 

 
Basic dominant 

values Characteristics of culture 

  Achievement 

Organisational culture which values are setting and achieving 
goals. Members are expected to achieve challenging, but realistic 
goals as enthusiastically as possible and with as good results as 
possible. 

  Self-actualization  

Culture which primary values are creativity, quality and individual 
growth. Members are encouraged to enjoy their work, engage in 
professional training and find new activities. Independence and 
creative thinking are highly valued.  

  Support 

Culture which primary values are supporting and helping other 
members in accomplishing their tasks and personal development. 
Management is participatory and directed at giving support to 
employees.  

Friendship 
Culture which primary values are building constructive 
interpersonal relationships. Members are expected to be friendly, 
open, sensitive and full of understanding for other group members. 

  Discipline  
Culture which values are respecting the rules, procedures, 
bureaucratic control, traditional values, where everyone has a 
defined and given role and place within an organisation.  

  Authority 
Culture based on respecting authorities. It requires submitting 
oneself to the formal authority and strict control; individual 
initiative is not desirable. 

  Competence 

Culture which encourages competitive spirit, whereby members 
are rewarded for outstanding results. Members function according 
to the winner / loser system and believe they are competition to 
each other.  

  Perfectionism  
Hard work is valued as well as persistence and perfection. 
Members believe they have to avoid making mistakes at all costs, 
and goals are usually  clearly and precisely defined. 

 

Since strategy implementation requires changes and accepting and conducting the changes 
depend on the culture of the company itself, this inevitably points to the impact and importance 
culture has on the company’s strategy. Culture itself, as a set of values and manners shared by all 
employees, affects certian aspects of strategy implementation. This is, among other things, related to 
the fact that it is of enormous significance that all employees are well acquainted with the changes 
that are going to be introduced , which will reduce resistence to changes and which is actually the first 
step towards conducting the necessary changes. The initial phase is very important because the course 
and implementation of the planned  changes are determined at the beginning of the process. This does 
not mean that the impact of culture is less in other phases of strategy implementation; the part which 
follows gives more details regarding this topic. 

2. Creating and implementing the strategy   

It is not only important to create the strategy well but also to monitor its proper implementation 
to the very end. The strategy implementation will be successful only if these two conditions are 
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fulfilled.   That means that the company first has to formulate the strategy adequately and then to 
implement it properly.  

Depending on whether formulating the strategy has been done well or not, as well as how the 
strategy is being conducted (in a good or in a bad way), there are four possible results: 

1. Success, 
2. Roulette, 
3. Difficulties, and  
4. Failure. 

These four results are shown in Figure1      
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               Figure 1. Diagnosis of strategic problems (Milisavljevic, 2005) 

 
The best situation which offers the greatest opportunities for success can be seen in the 

rectangle named ’success’ – here both factors are positive, that is, the strategy is formulated well and 
its implementation  is also good. 

The next field ’roulette’ means the following: the company has a badly formulated strategy but 
it is implemented well. The final result of this situation is difficult to anticipate and therefore it carries 
the name ’roulette’. 

If the strategy is formulated well but conducted badly, the company will find itself in the 
situation marked as ’difficulties’, which is the result of  paying more attention to formulating the 
strategy instead of applying it well. 

However, the worst situation is when both formulating and conducting the strategy are wrong, 
which inevitably leads to failure.  

Therefore, the processes of creating and conducting the strategy are equally important; these are 
two necessary preconditions for introducing changes into business and modern business dealings. In 
other words, even the best starategy is worthless if it cannot be employed in practice. For this purpose 
available sources have to be known, these sources have to be properly allocated and all this is to be 
done by qualified staff. This is something that is best if done in the phase of creating the strategy, and 
not while the strategy is being implemented, because it is impossible to make any changes during the 
implementation phase.  

What is also very important is distinguishing between the operative and transformational 
strategy. The operative strategy is used when changes are not great and when they carry less risk; the 
transformational  one is used when we are dealing with great changes which are also highly risky. 

Whichever strategy  the company decides to choose, certain steps peculiar for the company 
itself have to be undertaken and the effectiveness of such actions is measured at the end of the 
process. The following are the main common problems that occur when the company attempts to 
carry out its strategy: 
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1. changes are taking place slower than expected, 
2. the main problems are not anticipated,  
3. different activities are not coordinated efficiently, 
4. competitors’ activities and crises divert attention from the application, 
5 lack of qualified staff, especially of those who have key roles, 
6 inadequate training and instructions of those who are to manage others, 
7 external factors whose effect is beyond the company’s control, 
8 inadequate leadership of sectors’ managers, 
9 wrong definitions of key tasks in applications and activities, 
10 inadeqaute monitoring of activities by the information system. (Milisavljevic, 2005) 

 
There are certain preconditions pertaining to culture that determine its character. These are the 

following: 

1. knowledge – acquiring new knowledge and experience; 
2. learning – gaining specific knowledge about a particular discipline; 
3. tutoring –  it encompasses gaining knowledge,  the result of gaining knowledge and the 

means of its transferring as well as the lower but elementary and necessary foundation of 
culture at the same time; 

4. education – it is a greater ambition and a more important aspiration than tutoring; 
5. vocational training – its goal is supplying a person with what he / she needs and which 

could not be acquired either through learning or through tutoring ( Nikodijevic, 2006). 
 

3. How culture affects conducting the strategy and how these two can be balanced  
 
In the last several years more and more emphasis has been put on the effect and importance on 
culture in implementing the strategy and company’s operations. Studying this effect on the very 
process of organisational changes can be viewd from three perspectives: 
 

1. The perspective of strength starts with the assumption that there is a significant 
connection between culture and the successful carrying out of the strategy; 

2. The perspective of fitting is based on the assumption that the culture which most 
contributes to the successful carrying out of the strategy is the one which can best fit into 
the new business concept;  

3. The adaptive perspective is based on the assumption that the best culture is the one which 
can be most adapted.   

 
Figure 2 shows how culture exerts its influence  

Organisational processes are in a way culture itself, and there are six main categories: grouping, 
power, control and rewards, management styles, routines, stories and symbols. It should also be noted 
that certain organisational processes can be deliberately led by the management, while others are 
accidental. 

Realized strategies and performances are determined on the basis of the behaviour common for 
all employees. The realized strategy does not have to be totally the same as the planned one. That 
means that if the planned strategy is not clearly set, the realized strategy will depend on the changes 
and factors that may influence its realization. 
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Figure 2. How organisational culture affects strategies (Bouman, 2003) 

 
External effects encompass the overall experience individuals experiences in the course of their 

lifetime, including their education, as well as different cultural effects, family background, previous 
work experience etc. Cognitive processes are a set of values, beliefs and principles people share. They 
are the result of previous experience and can be, although not necessarily, related only to the 
company.  

Since culture has an enormous effect on implementing the strategy, they have to be in a kind of 
harmony. This is shown in Figure 3  
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Figure 3. Accordance of strategy with culture (Milisavljevic, 2005) 

The picture shows the elements of culture that influence the conducting of the strategy, and this 
influence is ranked from 0 t o5. On the other hand, the accordance of strategy with culture is shown, 
also ranked from 0 to 5. On the basis of two parametres, there are four possible situations: 

If the sum of these two factors is high, culture and strategy are in great harmony. In such 
situation, the company’s management is expected to clearly and precisely include culture in the 
process of strategy conducting. 
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If the sum of these two factors is low, this can lead to two possible situations: harmony is in 
danger, which will require certain changes in culture; or culture is not so much important, and 
therefore not paid too  much attention to by the management of the company. 

If the sum of these two factors is somewhere in between (neither high nor low), attention is 
focused on other, more relevant factors of the strategy. 

Great interdependance between culture and strategy forces the management to pin down all the 
relevant factors whose change is important for the implementation of the planned strategy. 

We can conclude that the accordance of culture with strategy is inevitable. However, if there is no 
accordance, the company has the following options at its disposal:  
 

1. it can ignore culture, which is risky; 
2. it can manage culture by changing the way the strategy is being applied and thus try to 

harmonize it with culture;  
3. it can modify culture and make it adapt to the strategy, which is also risky because changing 

culture takes time, and  
4. it can adapt the strategy to culture; this is the method used by those companies that use 

strategies of external growth. (Milisavljevic, 2005) 

4. Culture and strategic changes 

The ability of the company first to face changes, and then to carry them in an adeqaute way 
depends on the company’s culture. As a set of basic assumptions shared by the employees, the 
company’s culture is seen in certain beliefs and values. Beliefs include basic assumptions regarding 
the world around the employees and the way it functions.These are the basic assumptions regarding 
the ideals and standards of  behaviour the employees are ready to adopt and respect. (Milisavljevic, 
2005) 

Today, there is a number of definitions on culture, but what is common for all of them is the 
relation between business culture and business results, that is, the effects business culture has on 
business results. Culture is one of the main managerial tools of the part of top management directed at 
reaching goals. Culture contributes to accepting new technologies and that is why it is necessary to 
create certain models. (Mihajlovic, 2008) 

The following are the main characteristics of culture which may help in its better 
understanding:  

1. Principiality – culture is not something prescribed or given as a set of standards; it is rather 
recognized on basis of certain signs that are manifested. 

2. Shared by people  – culture is a social category not applied only to one individual; it is always 
shared by all people.  

3. Communicativeness – culture helps communication and understanding, it contributes to close 
relations among different participants.  

4. It is gained – culture is not something innate, it is a category which is gained.  
5. Differentiation – people belonging to different culture have different notions of the same 

thing. 
6. Durability– Culture is a permanent category and is passed on from generation to generation. 
7. Communicativeness  – culture is open to new influences and as such is in the permanent 

process of creation. 
8. Dynamics – what characterizes culture is relative, not absolute, stabilty and immobility. 

Culture is prone to gradual and evolutionary changes in the course of time. (Jovanovic, 2003) 
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A number of difficulties may occur that will prevent positive results if culture and strategy are 
not in accordance. In other words, resistence to changes as well as to everything new, is something 
that always follows strategies and their realization. Employees are usually afraid of new and unknown 
things and are always more comfortable with the well-known  routine, even though they may be 
aware it is not good. That’s why they have to know all the elements of changes and have to 
participate in every step of their realization, because this is what motivates them to accept changes 
which they may oppose at first, as they oppose all things that are new to them.  

Depending on how fast changes occur (which can be fast and slow), and depending on the 
effect on culture, there are different models of changes as shown in Figure 4:  
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Figure 4. Model of changes (Milisavljevic, 2005) 

 
If changes are less in scope and if their effect on culture is small, the employees’ resistence to 

changes is not great, and this is the case when there is a great possibility for changes to take place. 

If changes are small but their effect on culture is big, then there is certain resistence on the part 
of employees, which means that carrying out the changes is in question. 

The next possible situation is when the changes are great but have no serious effect on culture. 
Then there is a certain possibilty for the planned changes to take place but only if guided and 
monitored by skilled and experienced managers. 

If changes are great and if their effect on culture is also considerable, then resistence is 
inevitable, which further means that conducting the strategy is also in qustion. 

5. Different ways and strategies of changing organisational culture  

Changing culture is not an easy task as it requires complex and long-lasting procedures. As  far 
as organisational culture is in question, changes are carried out in the following phases: 

 
1. Diagnosis –what has to be defined in this initial phase are the existing values and principles in 

the company, and this is usully done by qualitative and quantitative research methods; 
2. Planning- defining desirable values and opinions and their incorporation into the company’s 

vision and strategy; 
3. Analysis  – defining the differences between the existing values and those that  are yet to be 

adopted;  
4. Conducting – changing values and opinions, that is, shaping the desired culture. 
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There are two main strategies that can be used to change the organisational culture: 

Direct strategy- strategy of indoctrination. It is seen in the direct influence exerted on the values 
and opinions of the employees by help of which the employees’ behaviour changes. If we succeed in 
indoctrinating people and make them change their point of view, they will change their behaviour by 
adapting it to the newly adopted values.  

Indirect strategy - strategy of cognitive dissonance. Cognitive dissonance is an uneasy feeling 
of disagreement among individuals, or the case when there is a discrepancy between the individual’s 
opinion and  his / her behaviour. The strategy of cognitive dissonance means that the organisation and 
management use different methods to make employees adopt new models of behaviour which is 
different from the opinion and values they have shared so far. (Janicijevic, 2008) 

Conclusion 

If the company wants to cope with the process of globalisation, it is necessary to accept the new 
ways and manners of doing business, which actually mean accepting changes as an inevitable factor 
of the company’s survival, growth and development in the market. Introducing changes also mean 
taking risks, because employees always oppose changes. In order to decrease resistence to changes 
and carry out the company’s strategy successfully, all elements which are directly linked to the 
strategy have to be in accordance.  

One of the key elements of successful strategy implementing is certianly company’s culture. 
Therefore, it is necessary for the company’s management to pay special attention to culture which has 
to be developed permanently and balanced with the adopted strategy and planned changes. The 
company’s culture represents the company itself, its values and beliefs that are also shared by its 
employees. It has to be unique, specific and motivating for all employees so that they can go ahead 
and accomplish their objectives. 
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GREECE CRISIS AS THE CHALLENGE FOR SURVIVAL  
OF THE EURO AREA AND EURO 

Jelena Zvezdanović1 

Milan Zvezdanović, PhD 

Abstract: The global economy is in recession caused by the great financial crisis and the loss of public 
confidence. After the collapse of the U.S. mortgage market, there was a massive flight of investors from 
developing countries and the dramatic jump in unemployment. The high level of correlation between financial 
institutions in the world has caused a rapid transmission of financial problems around the world.  

The current financial crisis reflects the most heavily indebted countries, with extremely unfavorable economic 
structure, that are mainly dependent on foreign capital. Greece is one of several European economies that are 
particularly vulnerable because of debts burden built up during the economic boom. The consequences of the 
crisis are visible on the example of the Greek economy that is affected by multiple painful effects of a new 
international crisis. 

Because of the irresponsibility of political leaders and public institutions, population which had unfounded 
beliefs in the bright prospects, Greece has for years spent much more than she produced, and this difference 
was covered by external borrowing. The crisis in Greece threatens to spread throughout the Euro zone and to 
encourage a new wave of world crisis, despite all the efforts that were undertaken by countries and 
international financial institutions since the global financial crisis began in August 2007.  

Key words: crisis, debt, Euro area, budget deficit, IMF 

 

Introduction 

In the fall of 2008, it has become clear that the world is affected by the greatest economic crisis 
since the Great Depression of the thirties of 20th century. Countries around the world are faced with 
its negative impacts and many dynamic changes. The current financial crisis has affected the 
countries with high debts and extremely adverse economic structure, largely dependent on foreign 
capital. Negative effects on global level have caused a distinct illiquidity of the banking sector, the 
slowdown in credit expansion and reduce of personal and public consumption. Greece is one of the 
few European countries which are particularly vulnerable because of debts created during the 
economic boom. 

Economic trends in Greece before and after the spread of negative 
effects of the crisis 

Greece has been an EU member for almost 30 years and has always been a country having 
government with policy hindering its economic development. Due to the irresponsibility of political 
leaders, state institutions, and large parts of the population and belief in the bright prospects without 
base, Greece has for years spent much more than really possible, and this difference has been covered 
with the increasing external borrowing (Kovačević, 2010). As a result, the public spending has 
steadily increased causing a budget deficit growth starting from 2003 and inflation above the euro 
zone average. According to many economic analysts, causes of this condition of Greek economy 
should be sought in the past. Forcing development policy that relied too much on the promotion of 
consumption as well as policy clients, the Greek government has made too many mistakes, which 
now cost it the stability and social peace. Due to the existence of massive corruption that has created a 

                                                 
1  Scholar of Ministry of Science and Technological Development 
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sense of lack of rule of law and tax evasion, this country is not able to make some higher rates of 
economic growth. 

In 1994 the Greek economy entered the second phase of the pre-EMU period, with very high 
public debt and a huge budget deficit. To become a member of the euro zone, Greece was forced to 
reduce its budget deficit for even 9% of GDP in the period from 1993 to 1999 (Katsimi and Moutos, 
2010). Unfortunately, inadequate attention was paid to this effort, so that it was stopped. To begin 
with the use of the common currency, the Government of Greece for many years presented false data 
on the state of their economy. That this country falsified data on public finance was known not until 
2004, and nothing was done about it. Surprisingly, the EU did not apply any punitive measures 
against Greece in order to prevent such behavior, therefore, one can get the impression that in the 
recent years EU officials took little care for some member states, and that the European Statistical 
Office and the European Commission too much relied on data on the state of the economies that the 
member countries submitted to them.  

Due to the consequences of global financial crisis, in 2008 the Greek economy recorded growth 
of 3%, which is less than in 2007 (4%) (ECB, 2010). The Official data of the Statistical Office of 
Greece show that the rate of economic growth in 2009 amounted only 0.5%, while inflation rate was 
1.8% and was significantly lower than in 2008 when it was 4.2%. During 2009 Greece had a huge 
budget deficit of 12.7% of GDP and public debt of 112.6% of GDP (graphic 1). 
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Graphic 1 Greece's public debt, in percentage of GDP (Trading Economics, 2010) 

 
Based on the study of the statistical service of Greece, the estimate number of poor people was 

27% in 2009 after taking into account all the costs of households. Such worsened living conditions 
are due to privatization, increased taxes and implemented pension reforms. Additional burden on the 
economy of this country is high youth unemployment rate of about 19% of the global unemployment 
rate of 7.2% (Eurostat, 2010). Bearing in mind the trends of key macroeconomic indicators, “the 
Standard & Poor” agency has given its financial assessment according to which the Greek state 
ratings dropped significantly in 2009.  Unfortunately, the negative spillover effects of the crisis 
reduced the relatively high economic growth rates that were made in the period after 1990 all the way 
to 2007.  

Due to the existence of huge budget deficits and public debt, the Greek government was forced 
to reduce the size of the stimulus package of measures to mitigate the negative effects of the global 
economic crisis, so that the most important industries, such as for example tourism and others, had 
less funds available to struggle against the crisis. Given the huge debts of the country to which service 
substantial funds were contributed, in 2009 the Greek government initiated contacts with the largest 
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foreign banks in order to obtain information about the interests of foreign investors in Greek bonds, 
and , in case of interest, to provide the necessary funds to pay off debts and revive economic activity.  

According to many economic analysts, it is urgent to solve the problem of indebtedness of 
Greece, as the risk of causing a new global financial crisis is similar to the results produced by the 
crisis originating in the United States, which through the domino effect spread to other countries. The 
only thing that could seriously diminish the suffering of Greece is the economic recovery, which 
would generate higher employment rate and higher tax revenues by reducing the need for public 
spending (Krugman, 2010). In the case of worst scenario, there would be a threat to the euro zone, the 
whole EU, and a breakdown of international financial flows. Since the problems are the time bomb of 
Greece, the Greek government is under EU pressure to begin the implementation of certain measures 
with the aim to reduce costs. The EU has realized that the Greek economy requires urgent 
implementation of measures in the long run to eliminate internal imbalances and chronic structural 
problems, and increased external debt.  Greece is required to apply the fiscal discipline and reforms, 
primarily in the public sector in order to limit the public debt and reduce the unacceptably high cost 
of government. On the other hand, the Greek authorities are tasked to create the conditions for 
creating a market open to competition with a number of tax exemptions, to stimulate inflow of foreign 
capital, then to provide retraining of the unemployed and form a social cohesion fund.  

In order to encourage economic activity, measures have been proposed including freezing 
salaries, insurance reforms and fiscal consolidation of the economy in 2009. The above measures are 
primarily related to the reduction of current expenditures, including policy of public sector wages. In 
accordance with these requirements, the Ministry of Greece announced a new package including a 
wage freeze, taxes and reducing income taxes, which would be the final positive effect on reducing 
the deficit below 3% of GDP. If only partially the above measures would be implemented, there is a 
danger that the population and economy of this country would face the serious threat of recession and 
high unemployment. Therefore, the Government should take as soon as the right steps against the 
impact of the global economic crisis. However, while on one hand there are strong efforts to reduce 
the budget deficit, on the other hand, the painful measures implemented to increase public revenues 
have forced hundreds of thousands of people to come out in protest strikes all around Athens.  

Greek crisis as a challenge to the survival of the euro zone and the euro 

There are several causes of Greece's economic crisis. First, there was no valid economic 
justification for existence of large budget deficits until 2008. It is clear that deficits were not created 
in response to policy makers on the danger of recession, nor were associated with efforts to increase 
the quality of public goods and services. On the contrary, their occurrence can be attributed to the 
Greek government's inability to prevent the seizure of state property and money by the powerful 
elite. The Greek electorate has failed to identify and punish those responsible for these failures, but, 
instead, continued to support policies that led to the financing of the deficit and increase the number 
of civil servants (Brender and Drazen, 2008). 

Secondly, the key factor that led to the undermining of the very foundations of Greek society, 
and which must be used for solving the fiscal crisis, represents the interdependence between tax 
burden, providing public goods and compliance with tax regulations. In order to affect a reduction in 
budget deficit, you have to make unpopular political decisions that will require raising taxes, reducing 
the hidden subsidies to private companies, public sector wages and social benefits. Third, assuming 
that the population receives the expected quality of public goods and services, and that there is no 
possibility of paying such needs by the private sector, it is possible to adjust the amount of wages to 
the amount that will compensate for the loss in competitiveness and the current account 
deficit. Available evidence suggests that the real increase in salaries in the private sector for a long 
time has been lower than the increase in productivity, which means that workers in the private sector 
have had no benefit from the expansion of the public sector (Fotoniata and Moutos, 2010). On the 
contrary, they have been in unfavorable position due to high prices and / or taxes imposed by the 
public sector. 
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Fourth, increased taxation (from 1975 to present, tax revenues have increased from about 25% 
to 40% of GDP) without an equivalent increase in the volume and quality of public services has 
negative impact on respecting the fiscal constraints. Citizens often objected because they were forced 
to use more of their income for the service of the private sector to make up for deterioration in the 
quality of public goods and services. This "loss" of income, which was directed to the procurement of 
goods and services provided by the private sector, was present in the households of low and middle 
income, which after entering the EMU turned to new loans. And, finally, more frequent tax evasion 
has set unchangeable goods sector (e.g. medical and legal services, car repair) in a favorable position 
in comparison to the tradables sector. This created a vicious circle in which the government's efforts 
to collect more revenue by increasing taxes, moved resources to sectors that were more prone to tax 
evasion, which in the medium term had impact on increasing the budget deficit and current account 
deficit. In tandem with corruption, it enabled the survival of inefficient firms and prevented the 
creation of some new ones.  

Despite numerous efforts undertaken by countries and international financial institutions since 
the global financial crisis began on August 2008, the Greek crisis threatens to spread throughout the 
whole euro zone and cause a new spiral of the global financial crisis. The opinion of many economic 
analysts is that there is an important issue regarding a group mockingly called PIIGS which besides 
the Greece involves Portugal are Spain, Ireland and Italy. The European Commission is fearful for the 
survival of the single currency of euro zone because of the huge debt of some of its member states 
(Spain, Greece and Ireland) and thus requires strict austerity measures (graphic 2). The problem lies 
in the fact that these members for many years have violated provisions of the Stability and Growth 
Pact, with main task to maintain fiscal discipline within the EMU, in compliance with the Maastricht 
criteria. Namely, with the creation of the EMU, Germany was feared that the euro would not be the 
adequate heir to the German mark and that one day a threat to stability would inevitably appear, and 
perhaps the survival of the common currency. Bearing in mind the current situation, not only in 
Greece but also throughout the EU, it turned out that the suspicion of Germany was largely justified 
(Vujošević, 2010). Due to the existence of huge differences in the competitiveness of individual 
member states and imbalances resulting from it, there are grounds for serious concern for the euro 
zone as a whole that weakens confidence in the common currency, and jeopardize the survival of the 
EMU. Some Member States have in recent years made huge budget deficits that are financed by loans 
at very low interest rates. It is interesting to note that Greece, during the 80's and 90's of the 
20th century also was faced with financial difficulties. However, the Greek government at that time 
found a solution in the inflation of its currency, which resulted in reducing imports and increasing 
exports. Thus, countries formerly solved similar problems by devaluation, but such a policy, within 
the zone of common currency, became impossible. 
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Faced with a crisis of credibility of the euro as the international currency, the leading European 

countries for a long time have been unable to agree on a rescue package for the Greek 
economy. There have been long public debates among the EU member states about whether and how 
to help Greece, in order to halt further decline of the common currency. EU partners initially relied on 
a clause within the Maastricht Treaty, which provides that there is no rescue in case of any sudden 
breakdown. A group of countries deemed that it was necessary for Greece itself to get out of financial 
outstanding debts by the rigid discipline and savings, because if the EU would intervene and provide 
help, then the country would not do anything to continue to solve its own problem further. Bearing in 
mind that the future of the common currency was in the center of attention, the German ruling class 
had initially tried to persevere in their intention to push Greece out of the euro zone. However, most 
EU member states pledged to provide financial assistance to the Greek government, primarily through 
the approval of bilateral loans in order to cope with the huge budget deficit. In that way, the EU as a 
whole would not help but its individual members. In order to exit from the crisis, EU experts stressed 
the need to repair the budget, increase competition in services, carry out structural and fiscal 
reforms. Many believe that it is necessary to use economic measures to adjust the amount of wages 
with reduced productivity and competitiveness of the economy. Due to the proposed austerity 
measures a significant increase in unemployment can be expected, but the members of the euro zone 
have no alternative, given that the proposed reforms are essential for a harmonious and long-term 
functioning of EMU. 

Measures to mitigate the effects of the Greek crisis 
Given that the Greek crisis is not just a matter of that country and that cannot be solved within 

its borders, euro zone member states have taken decisive and coordinated action to ensure financial 
stability for the euro to be an important factor of development in the future.  Since there is common 
responsibility for economic and financial stability, the euro zone countries are expected to conduct 
national policies in accordance with the rules. Unfortunately, it turned out that big intervention by the 
Greek authorities failed to stabilize the international financial system because of appeared a threat of 
new wave of financial instability and economic collapse to the whole world. In this regard, the IMF 
and member countries of euro zone on 2nd May, 2010   approved package of measures for the 
salvation of Greece in the value of 110 billion euro for the period of three years. In proportion to its 
size and level of economic development, German participation in helping is the biggest and is 28%, 
which amounts to 22.4 billion euro. During 2010, 8.4 billion euro will be available and in the next 
two years the remaining. On 9th May, 2010 EU announced additional 500 billion euro (about 636 
billion dollars) of financial assistance, which will be available to all Member States that are facing 
similar financial difficulties.  

The IMF has conditioned the support to the Greek government with the need of structural 
reforms, i.e. modernization of public administration, changing the income policy and labor market 
policies, improving the business environment and privatization. This program of economic measures 
requires from Greece to reduce a growing budget deficit of 6.5% of GDP only in 2010 and makes 
spending cuts worth over 36 billion euro, or 11% of national GDP over the next three years. During 
the scheduled period there should be a reduction in government salaries and pensions of 30% and 
their freezing, while spending will be further burdened by increasing VAT and other taxes. To reduce 
the proportion of expenditure on pensions in the total public expenditure, the age for retirement will 
be increased. With the help of this program, as well as the numerous interventions undertaken by the 
Greek government to reduce public spending, for three years it would return to the framework that 
provides the Stability Pact of the European Union, i.e. that public debt will not exceed 3% of 
GDP. However, many believe that the Greek authorities set themselves goals too high in a program 
that should lead to recovery of the Greek economy. Namely, it is necessary to reduce the debt from 
the current 12.7% to only 3% in three years. This value for Greece now looks like a pure utopia, 
given that the average debt of Euro-countries is 6%.  
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The European Commission has drawn up a draft system for monitoring the implementation of 
economic reforms in Greece. The multilateral surveillance instruments to coordinate economic policy 
are necessary because of the situation, but also to support efforts of the Greek authorities to regulate 
the economic situation in the country. In accordance with the Treaty of Lisbon, the European 
Commission adopted recommendations concerning the correction of decisions in the sphere of 
economic policies thanks to which it will be possible to correct some of the economic policies of 
member states, if it is not in accordance with the general economic policy of the EU or creates a 
problem in the functioning of economic Monetary Union. It is proposed to tighten drastically the 
provisions of the Stability Pact because it would thus prevent future crises, and at worst a member 
could be excluded from the Monetary Union. In addition, there is hope that the European Commission 
would propose a law to European statistics group Eurostat giving more authority over the national 
accounts of Member States. Among the ways to overcome the collapse of the Greek, German 
Minister of Finance proposed the establishment of a European Monetary Fund (EMF) in order to 
avoid endangering the stability of the EU due to financial problems of one Member State, but in 
exchange for tightening the Pact for Stability and Growth under which member states of the EU 
should not have budget deficits exceeding 3% of national income. In case of its establishment, EMF 
would act only preventively to protect members of the euro zone that have stable financial systems 
from the negative impact of those members which at some period are unable to achieve 
stability. Strict control mechanisms would be available to EMF to punish member states that do not 
respect the rules and which therefore fell into difficulties. The punishment would mean the 
termination of the use of any subsidies from EU funds, deprivation of voting rights at the ministerial 
level and the right to use the common currency, and the temporary exclusion from the euro zone.  

After accepting a joint rescue package agreed by the IMF and the EU, there have been sharp 
debates on the significance and impact of these measures on economic trends in Greece. According to 
many economic analysts, there is a justified fear that the implementation of this extremely cruel 
program will cause deep and prolonged decline in living standards of the Greek people. Reduction in 
public spending will push the economy even deeper into recession, while its deflation will make it 
impossible to achieve higher rates of economic growth and slow debt service. In addition, there is 
great doubt whether the set aside funds will stop further crisis, both in Greece and in the euro zone, 
because the political sustainability of these measures is threatened by the massive revolt of the Greek 
working class. Unfortunately, despite numerous efforts, there is great danger that Greece will not be 
able to repay its debts. Such gloomy forecasts reflect on the value of Greece's debt still continuing to 
decline. After 27th April, the U.S. Agency for evaluation of securities, "Standard & Poor", put Greek 
government bonds, unexpectedly, in another category, and the Greek government was plunged into 
ruin. These low grades have far-reaching consequences for their economic importance is reflected in 
the fact that a number of investors will no longer invest in Greece. Since the Greek focus has not been 
stopped yet, the crisis of confidence after ranking just got worse. In fact, after Greece, agency 
“Standard & Poor” put at the lower level credit rating of Portugal and Spain. After these events, 
inevitably arose the question whether these countries are the next that will need financial aid. 

Conclusion 

The growth of distrust, reduced liquidity, rapidly increasing public debt and budget deficits, 
have influenced the slowdown in world economy, whose growth rate in 2008 year was 3.4%. Almost 
all countries in the world in 2008 and 2009 year saw the trend unemployment rate, increasing budget 
deficits, falling rates of industrial production and world trade. The current financial crisis has exposed 
the hidden foundations of the vulnerability of the Greek economy, as well as gaps in the system of 
fiscal oversight of the EMU. 

 Many scholars believe that Greece’s dismal prospects are a result of deficient norms and 
institutions with fiscal profligacy one of the primary consequences. The lack of defined rules in the 
international monetary system, the absence of a unified fiscal policy and coordination at the EU level, 
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inefficient system of supervision of the banking sector, expressed protectionism of some countries, 
are problems that the EU currently faces and which must be resolved quickly in order to provide 
substantial financial stability and prevent a collapse of the common currency of EMU. Many believe 
that the common currency zone could break apart. This treat will remain because the Continent is 
unable to get its deficits under control. Greece isn't the only problem facing the euro zone this spring. 
Public debt has skyrocketed across the Continent as a result of the financial crisis. Special attention 
should be given to the group mockingly called PIIGS which besides the Greece involves Portugal are 
Spain, Ireland and Italy. 
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COMPARATIVE ANALYSIS BAYESIAN  
AND CLASSICAL APPROACH  

Nataša Papić-Blagojević, M.Sc.1 

Abstract: There are two main philosophical approaches to statistics. The first is called the classical approach. 
Procedures are developed by looking at how they perform over all possible random samples. The alternative 
approach is the Bayesian approach. It applies the laws of probability directly to the problem and the parameter 
is assumed to be a random quantity that can be described by a probability distribution, called the prior 
distribution. These distribution can be interpreted as a personal belief about the parameter before the data are 
collected. The Bayesian approach uses the observed data to update the prior distribution. This updated prior 
distribution is called the posterior distribution. It could be shown, through example, that the Bayesian 
estimation has better performance than the classical estimation and that is very useful in many areas, like 
economy, actuarial science, agriculture, etc. Nowdays, researchers use Bayesian statistics very succesfully in 
solving different problems. 

Keywords: Bayesian inference, estimation methods, prior distribution, posterior distribution. 

 

Introduction 

The term "probability" is often used for informal expression of our attitudes and beliefs about 
unknown quantities. However, the use of probability can be formal, too. In mathematical sense, 
probability can be explained as a set of rational beliefs and, in that manner,  the Bayes rule as an 
effective method for improving those beliefs in order to obtain new informations. 

The process of inductive learning, applying Bayes’ rule, is known as Bayesian inference. In 
general, Bayesian methods are actually tools for analyzing data arising from the principle of 
Bayesian reasoning. The classical approach requires that the parameters are unknown constants, but 
we don’t conisider them as a random variables.  The parameters are called unknown constants 
because it usually starts from the basic assumption that, in ideal circumstances, the experiment could 
be repeated infinitely many times and through the evaluation process we could get precise values of 
parameters. This interpretation is known as the classical interpretation of probability or classical 
statistics. 

The main objective of the study is reflected in predicting the nature of future data based on the 
past experience. It is necessary to construct a probabilistic model that will be used in a situation 
where the model contains unknown parameters. The parameters are, in fact, a mechanism for 
analysing future behavior. 

The basic premise of Bayesian and classical approach 

There has been an intensive development and application of Bayesian inference in statistics in 
the last twenty years, and more. There are many documents, books and articles that confirming the 
ubiquity in the applied scientific disciplines. One reason for this is reflected in the availability of 
computer algorithms that are necessary for Bayesian posterior analysis. The rapid development of 
computer technology has enabled the application of Bayes' paradigm in dealing with very complex 
models. In this sense, it is necessary to create an adequate environment which, statistically speaking, 
meant:  

− defining Bayesian model, 

                                                 
1  Higher School of Professional Business, Novi Sad 



78 

− application of functions in the posterior distribution,  

− use functions to simulate from the posterior distribution,  

− graphical illustrations of posterior inference (e.g. Albert, 2009) 

In contrast to the classical approach, Bayesian approach considered the parameters as unknown 
random variables. Distribution, known as a prior distribution, is more based on historical experience. 
It is a distribution of parameters before selecting the sample that will be evaluate. The experiment is 
conducted using available data, which has a finite number. Applicable rule for calculating the 
posterior distribution is Bayes’ rule. 

Such an implementation of Bayesian methods overcomes the usual tasks of induction, for 
which the methods are performed. Statistical induction is the process of learning about general 
characteristics of the population. Numerical characteristics of the population parameters are expressed 
by the parameter θ. 

The basis of the classical interpretation is that the experiment can be repeated, in the same way, 
infinitely many times. Classical inference about the parameter requires probabilities calculated from 
the sampling distribution of the data, given the fixed but unknown parameter. These probabilities are 
based on all possible random samples that could have occurred. (e.g. Koch, 2007). 

Difference between Bayesian and classical inference could be expressed through question: 
What is fixed? The answer is in the table bellow. 

 

Table 1. Differences between Bayesian and classical inference 

Type of inference 

Bayesian  Classical 

� Data are observed from the realized 
sample 

- the studies are fixed  

� Data are a repeatable random sample 

- there is a frequency 
- the studies are repeatable 

� Parameters are unknown and 
described probabilistically  

� Underlying parameters remain constant 
during this repeatable process 

� Data are fixed � Parameters are fixed 
  

Source: (e.g. Casella, 2008) 

 

Also, Bayesian and classical (or Frequentist) statistics, have some major differences in 
understanding confidence interval estimation of parameters. The classical theory of confidence 
intervals lies in the fact that, in the long term, 95% confidence interval (for example) calculated from 
each sample to be considered, will include a real value of parameter in approximately 95% of cases. 
Individual confidence intervals for any sample will or will not contain the actual parameter value. 
This contrasts with direct knowledge and often involves the belief that the standard confidence 
interval from each sample, contains the true value of the parameter with approximately 95% 
confidence.  

In the other hand, probability space, the smallest mean interval covering 95% of the posterior 
distribution, provides a Bayesian 95% confidence interval. This interval can be directly interpreted as 
a space in which the parameter may be present, with a probability of 95%. Therefore, in Bayesian 
statistical inference, there is no need for an indirect result interpretation, as opposed to classical 
statistics. The logic of Bayesian statistical analysis provides a likelihood for the parameters on the 
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basis of the data, which is in contradiction with the logic of classical statistical analysis that provides 
the probability for a set of data, based on given parameters.  

Typical conclusions from these two types of inference are:  

1. In classical estimation theory the answer is usually: I have 95% confidence that the 
population mean is between, for example, 22,3 and 35,8 (in 000) RSD per employee. 

2. In Bayesian estimation theory we usually said: There is a 95% probability that the 
population mean is, for example, in the interval 142,5 to 165,5 g. 

There is, also, the difference in  theory of hypothesis testing: 

1. If  H0 is true, we would get a result as extreme as the data we saw only 3.2% of the time. 
Since that is smaller than 5%, we would reject H0 at the 5% level.These data provide 
significant evidence for the alternative hypothesis. 

2. The odds in favor of H0 against HA are 1 to 3. 

We can recognize the first set of these as typical conclusions from classical statistics. The 
second set are typical conclusions from a Bayesian perspective. Some would say that the second set 
of conclusions are easier for most readers to understand, but there are two major reasons why don’t 
we all do Bayesian statistics: 

− The calculations needed for Bayesian statistics can be overwhelming. 

− The structure requires a “prior distribution” on the parameter of interest. If you use a different 
prior you will obtain different results and this “lack of objectivity” makes some people 
uncomfortable. (e.g. Parker, 2004) 

Essentially, the difference between these two approaches is reflected in the understanding of the 
probability of the event. While the classical approach understood  the probability in the objective 
sense, the Bayesian learning is experienced in the subjective sense, which is based on personal belief 
that some event will happen. 

Application of Bayes' theorem 

Bayes’ theorem is a review of conditional probability using available informations. Application 
of Bayes’ theorem requires a careful analyse of the problem. The first task is reflected in the 
identification of events that make the sampling area. After the events are defined, it is necessary to 
determine the ability of selected procedures to make prediction on the basis of the data and, finally, to 
express one or more questions in a format that suits Bayes’ theorem. 

This process can be summarized as follows: 

1. Define the subset events from the problem. 

2. Define the probabilities for the events defined in Step 1. 

3. Compute the complements of the probabilities. 

4. Apply Bayes’ theorem to compute the probability for the problem solution. (e.g. Newbold et 
al. 2003) 

Bayes' theorem is actually based on the probability multiplication rule. If A and B two events, 
then Bayes' theorem states (e.g. Newbold et al. 2003): 
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An interesting application of Bayes' theorem is in the expression of subjective probability. 
Suppose that an individual is interested in doing B and form a personal opinion on the likelihood of 
realization of the event B. In this case, the probability P(B) is called a prior probability. Then, if an 
individual obtain additional information - namely, that the event A has occured - it can lead to 
changes in the original position on the probability of event B. Since it is known that the event A have 
happened, a suitable probability of B is now the conditional probability of event B given A and is 
called a posterior probability. Viewed this way, the Bayes’ theorem could be interpreted as a 
mechanism to correct a prior probability in the posterior at a time when information about a 
realization of the event  A becomes available.  

Bayes’ theorem is often expressed in a different but equivalent form that uses more detailed 
information. If the event B realized, consider prior probabilities P(Ai) of Ai events in accordance with 
the formula 
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Ai are disjoint events and P(Ai)> 0 for all i. )( BAP i  is called a posterior probability of Ai. 
(e.g. Ivković, 1992) 

The largest part of the statistical work is usually done using conventional methods. Random 
sample is being pulled from the distribution with unknown parameter. Parameter is assumed to be 
fixed but unknown constant. The only probability to be taken into account is the probability 
distribution of a random sample size n for a given parameter. This explains how a random sample 
varies over all possible random samples, given a fixed value of unknown parameter. This probability 
is interpreted as a long-term relative frequency. 

As we know, in classical approach, the parameter θ is fixed but unknown constant, not a 
random variable. Sampling distribution measure how statistics vary for a given fixed value of the 
unknown parameters. This distribution is not associated with the data actually incurred. It is a 
distribution of values of statistics that could be implemented for a particular parameter value. 
Classical statistics uses the sampling distribution of statistics as a basis for conclusions about the 
parameter. From Bayesian perspective, this is backwards reasoning. (e.g. Bolstad, 2007) 

In contrast to classical statistics, reasoning in Bayesian statistic is based on the posterior 
distribution of parameters for data that are actually incurred. Any subsequent Bayesian conclusion, 
such as Bayesian estimation or Bayesian confidence interval, is calculated from the posterior 
distribution. Hence, the estimation or confidence interval depends on the difference data. Bayesian 
inference is a conclusion forward. 

In the classical inference, data from the sample are taken as random, while the population 
parameter θ viewed as a fixed value. In Bayesian analysis, parameters are following probability 
distribution as knowledge that is summed up in an a prior distribution of π(θ). In many situations it 
might be useful to include the evidence collected from previous research into this prior distribution. 

For better understanding these statements, now we can take into account the problem of 
statistical inference.  The model is shown by the population proportion θ,  whose value is unknown. 
For estimating θ it can be used maximum likelihood method (as a classical method), which does not 
take into account a prior knowledge that may exist about parameter θ. In Bayesian approach, beliefs 
about the parameter θ will be expressed through the prior distribution.  We introduce proportion 
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inference by using a discrete prior distribution for θ. We can construct a prior by specifying a list of 
possible values for the proportion θ, and then assigning probabilities to these values that reflect our 
knowledge about θ. Then the posterior distribution can be calculated using the Bayes’ theorem. The 
following example illustrates this understanding. 

Example 1. It is believed that the artificially fertilized corn stalks are longer than those that are 
naturally fertilized. In order to implement and evaluate the parameter θ of proportion artificial 
fertilized stems, a researcher observes a random sample of 14 pairs of stems that are the same age. 
Each pair has grown under the same conditions, but as a artificially, and other naturally fertilized. 
Based on previous experience, the experimenter believes that the following are possible values of θ 
and that the prior probability for each value of θ is π(θ): 

θ: 0.70 0.72 0.74 0.76 0.78 0.80 
π (θ): 0.14 0.16 0.23 0.26 0.16 0.05 

Based on the experiment, it is observed that in 11 of 14 pairs, artificially fertilized stem were 
higher. It is needed to create a table with columns for the prior distribution π(θ), likelihood of L( ;θ х1, 
х2,...., хn) for different values of θ,  (prior×likelihood) for a given sample and posterior probability of 
θ. Based on the posterior probabilities, it is needed to determine the valueθ  that has the highest 
support. Also, we need to find Е(θ).  

Solution. The likelihood of the observed 11 of 14 higher stems for different prior values of π 

are given  by the binomial probability distribution function .)1(
11
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In Table 2. we calculate Σ(prior probability × likelihood) = 0.232038. Hence, the normalized 
value coresponding θ = 0.70 is the posterior probability f(θ|х), which is equal to (0.027202/0.232038) 
= 0.1172.  

Now we can get posterior probability of  a proportion π using the prior probability given in 
Table 2. 

When we replace in Bayes’ rule, the factor ⎟⎟
⎠

⎞
⎜⎜
⎝

⎛
11
14

will be deleted. Hence, when calculating the 

likelihood function, we could only use 311 )1( θθ −  instead of the full expression.  

Table 2. Posterior probability for given sample 

Prior values of θ Prior 
probability π(θ)

Likelihood of θ given 
sample 

Prior probability 
× likelihood 

Posterior 
probability of θ

0.70 0.14 0.1943 0.027202 0.1172 
0.72 0.16 0.2154 0.034464 0.1485 
0.74 0.23 0.2331 0.053613 0.2311 
0.76 0.26 0.2459 0.063934 0.2755 
0.78 0.16 0.2520 0.040320 0.1738 
0.80 0.05 0.2501 0.012505 0.0534 

Укупно   0.232038 1.0000 
 

Source: own calculations 
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Therefore, the Bayesian estimate of θ  is 

Е(θ)=(0.70)(0.1172)+(0.72)(0.1485)+(0.74)(0.2311)+(0.76)(0.2755)+(0.78)(0.1738) +(0.80)(0.0534) 
= 0.747638. 

We can also note that the maximum likelihood estimation of θ  is 11/14 = 0.7857. 

In the example, the prior probabilities are called informative, because it favored certain values 
of θ. For example, for the value θ = 0.76, the prior probability π(θ) is 0.26, which is higher than all 
the rest of values. This approach is usually called „robust Bayesian analysis“.  It is not unusual for a 
group of researchers to be able to agree on a reasonable range of possible values for the parameters in 
the prior distribution and so this removes some of the objection to the subjectivity. 

If there was no information or strong  prior beliefs, then we could chose noninformative prior 
probabilities. They would have the same prior probability of 1/6 for every possible values of θ. Some 
people call this “objective Bayesian analysis”, but the general term is “noninformative priors” and 
some names of these types of prior distributions are: default priors, Jeffrey’s prior, maximum entropy 
priors, and reference priors. (e.g. Parker, 2004) 

A noninformative prior provides little or no information. Based on the situation, noninformative 
priors may be quite disperse, may avoid only impossible values of the parameter, and oftentimes give 
the results similar to those obtained by classical methods. (e.g. Ramachandran and Tsokos, 2009) 

For solving problems of Bayesian inference, an issue that is often asked is, what will have a 
greater impact: prior probability or likelihood? If we observe a large amount of data, a posterior 
distribution is almost exclusively determined by the data. This means that the observed data have a 
greater impact in comparison to the prior probability, so in this case, the same will be irrelevant. Now 
is possible to make the following conclusion. If there are noninformative prior probabilities and a 
large set of data, we can expect that the likelihood will have a greater impact. However, if there is a 
small set of data and informative prior probabilities, then the prior probabilities have a greater impact 
on the revised posterior distribution. Bayesian estimation is much more complicated to calculate in 
simple cases. However, in complex settings Bayesian statistic is often relatively easier to implement. 

Conclusion 

After consideration of classical and Bayesian inference, it is important to say that the Bayes' 
estimation can improve the properties of classical estimation in terms of their accuracy. Determining 
the values of prior probabilities to introducting additional information or data based on accumulated 
knowledge and applying posterior probabilities, which is based on the combined sources of 
information (prior informations and likelihood), significantly contributes to increased precision. 
Essentially, understanding the advantages and limitations of Bayesian methods comes with 
experience. 

It would be simplistic to conclude that the difference between classical and Bayesian statistics 
is that the former is objective and the latter subjective. It would be more accurate to say that the 
former is subjunctive (if the null hypothesis is true I shall make an error with this probability) and the 
latter is subjective (my personal belief of the truth of this statement is such and such). Bayesians 
would claim that classical methods give an illusion of objectivity. Classical statistics deny any place 
for subjective probability, but, in fact, the interpretations that result from any application of it depend 
very much on personal actions. 

Some would say that is better to use classical methods in solving problems, others would find 
arguments for Bayesian statistics. After all the above, we can notice that the main weakness of 
Bayesian principle is that the choice of the prior distribution for the parameter θ is mainly subjective 
and depends on the extent of information and assessment of the eperimenter. There are no appropriate 
rules that would work easier in the selection of the appropriate prior distribution. In the other hand, it 
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is also the strenght of Bayesian inference – based on past experience, we could better predict the 
future. 
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MARKETING RELATIONSHIP WITH CONSUMERS  
AS FACTOR OF COMPETITIVE ADVENTAGE 

Mira Avramović, PhD1 

 
Abstract: It is a great challenge for the management of modern enetrprise to implement all the activities in a 
proper way and to create the value for which different stake-holders are interrested. Enterprises achieve their 
aims by adequate supply of products and services, integrating all instruments of marketing. Consumers are the 
most valuable assets of market oriented enterprise and consumer relationships could be a very important 
source of competitive adventage. Retaining strategic important consumers is both significant and quite difficult 
task. In the condition of connectedness and networks of market subjects, relationship marketing has become an 
efficient way for creating and delivering the superior value to consumers and their retention in long terms. 
Focus of marketing strategy concetrated on developing long-term consumer relationship is on individual 
consumers and their needs. High valuable consumer relationship marketing management is the challenge for 
marketing management. In the sense, the aim of this work is to explain the relevant elements of relationship 
marketing consumer management and recognize their influence on business performanse. For this paper 
relevant literature will be use, mostly from the field of marketing and management. 

Key words: Consumer, Marketing Relationship, Satisfaction, Loyality, Marketing Strategy 

 

Introduction 

Consumers are the most valuable assets of market-oriented enterprises, and relations with them 
are a significant source of competitive advantage. Retention of consumers who are of strategic 
importance for the enterprise is important, but also a difficult task. Applications and the intense 
rivalry of enterprises for consumer loyalty, reach the unimagined borders. Menage those enterprises 
that adequately identify and understand these problems, needs and demands of consumers and find 
better ways to address them. The problem of consumer retention is especially evident in the global 
environment, where they have a greater opportunity to choose and satisfy their requirements. 

In opportunity of connecting and networking enterprises in the market, relationship marketing 
becomes a means for creating and delivering superior value to consumers and their long-term 
retention. The focus of marketing strategy which is focused on the development of long-term 
relationships with consumers  are individual consumers and their needs. Customized and personalized 
values become the dominant method to satisfy the identified needs of individual consumers. The role 
of consumers in such processes are significantly changed. Cnterprises are increasingly associated with 
them and integrate them into core business processes. Consumers are not just consumers of values, 
but active participants in its creation. 

The basis of relationship marketing is that different consumers will be treated differently. They 
differ in the values they have for the enterprice and for themselves. In order to valid assessments of 
important consumer and justify investment in their conquest and retention were all different models 
of strategic analysis. The goal is to make selection of consumers and selection of those who are of 
strategic importance to the enterprise, which is profitable to enter into deeper relationships with. 

 

                                                 
1   High Business School of Leskovac 
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1. Characteristics of relationship marketing 

Adjustment of the relations on the market and positions of individual participants in them, 
leading to substantial changes in the operation of many enterprises. Create superior value for 
consumers requires a wider involvement of enterprises and the need to link not only with consumers, 
but also with other participants in the value chain. These fundamental changes and the necessity to 
approache market relations  starting from understanding the value and additional value that certain 
entities can accomplish. Changes in marketing practice and the inability of transactional marketing to 
provide a theoretical base, led to the transformation of management and marketing approaches. The 
new marketing approach called relationship marketing, and in its basis is to develop lasting 
relationships between the different subjects as the most effective way of securing long-term benefits 
for them. In literature there are other therms used for this one: consumer relationship marketing, 
affiliate marketing, One-to-one marketing, Consumer Centric Marketing. These terms are often used 
as synonyms even though they are diferent in certain elements. 

The essence of relationship marketing can best be seen if we compare its characteristics with 
characteristics of transactional marketing. It is believed that the transition from short-term orientation 
and individual transactions to long-term orientation and relationships is the most important difference 
between old and new approaches. Short-term thinking and acting of the enterprise changes that favor 
the long-term relationships, trust and commitment of partners. From sales management and products, 
marketing manager directs attention to the management of relationships with every major strategic 
partner. Moving in the marketing of the transactions to relations, changes the nature of relationships 
between market participants, especially between producers and consumers. Their relationship was 
initiated by the expectation that they will achieve mutual benefits. Consumers are expected to reduce 
the risk in the purchase and consumption, while the motifs of manufacturers are related to gaining 
competitive advantage by creating high barriers to imitation, reducing the cost of servicing consumers 
and overrun new ones by improving efficiency. The main objective of the new marketing approach is 
to increase profits which will be achieved by developing long term relationships with high value 
consumers, rather than increasing the profits of numerous, independent, and unrelated transactions 
(Stankovic, 2002). 

Increased selectivity of consumers allows a deeper and more meaningful communication, 
which is a good ground for improving relations with them. Communication is not going one way from 
the seller to the consumer, but two-way, and the consumer is no longer a passive recipient, but its 
initiator. Each contact is a continuation of the previous one, and thanks to databases and modern 
means of communication, the enterprise can track them and register. Constant and meaningful 
communication allows a better understanding of consumers and sellers, and makes their relationship a 
complete and richer. Deepening of mutual trust, consumers and sellers  become partners in a number 
of activities in creating value. Such relationships are a source of satisfaction and consumer retention 
for a longer period of time and an important strategic resource for enterprise, which should be 
managed like all other resources (Gordon, 2003). 

2. The principles of relationship marketing 

Createing, maintain and developing relations between the market entities is based on the 
application of appropriate principles. There are six Identified key principles of relationship marketing: 
information, investment, individualization, interaction, integration, and intentions. Many of these 
principles are known, but its new context in which to apply, and that is connecting with consumers on 
long-term  basis and maintain loyalty. The new context requires a combination of principles in 
regeneratin of marketing activities, rather than their isolated application. 

The critical factor in developing successful relationships are iniformacije and knowledge that is 
acquired on the bases of these. Creating the databases increases the reliability of strategic analysis and 
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decision-making with which entities is profitable to enter into deeper relationships. Beter introduction 
of potential partners reduces the risk of connecting.  Connecting with consumers and other partners is 
an important strategy for gaining knowledge that makes his generation and created concentration 
within the network and reduce its loss. Developed databases containing information on the history of 
each relationship, expanding and narrowing activities, and knowledge gained by connecting (Day, 
2000). 

Expansion of information and knowledge acquired in business networks is essential for timely 
response. Ways of expanding knowledge and information may vary. Information sharing can be 
achieved using open lines of communication and the willingness to make it available to all levels of 
decision-making. Closed connections can be created at different levels of management, if the 
partnership is desirable. On-line links provide great opportunities to transform the isolated structure 
of knowledge in information network that connects all the participants and define standards for 
information exchange and mutual communication. 

Entering into partnerships involves significant investment of involved sides. Key strategic 
decisions relating to the determination of types of investments that are justified to invest. Investment 
and the effects of individual participants vary and are dependent on the motivation, interest and level 
of employment. Levels of relations were determined by the interest of each participant for their 
maintenance. Higher level of development of relationship includes joint investments that binding 
related partners, increase confidence, facilitate cooperation. The evaluation and selection of relations 
in which it is desirable to invest, should be included long-term dimension, because time restitution 
can be very long, and it is difficult to anticipate and measure the benefits. 

Individualization as a principle means directing attention to individual consumers and create 
value that they want. Customization to individual consumer needs or complete individualization, 
become very effective way to create value. Retaining consumers with high profit potential in this way 
enabled the development of information - communication technologies and flexible production 
systems. Creation and delivery of unique products is the result of linking knowledge and expertise 
related entities. Many enterprises successfully deliver value to its individual consumers (hotels, 
garment manufacturers, bicycles and cars). 

Designed and two-way interaction with consumers and other entities, which becomes more 
intense in time, is an important prerequisite for building succesful relations. Relationships are formed 
and developed on the basis of numerous and complex forms of interaction, discussion, negotiation 
and adaptation. Interactive technology which includes Web sites, e-mail, communication centers, 
provides substantial and continuous communication, which makes consumer and seller relationship 
closer, deeper and richer. In this way it creates a mutual trust that allows free and smouth exchange of 
information between enterprises and consumers. 

Integration between all the creators of values, especially with consumers is an important 
principle of relationship marketing. Connecting with consumers on a direct and interactive basis 
changes its role in shaping the supply and process. They are increasingly involved in the process of 
creating and delivering value. Use of their knowledge and skills increases the delivered value, the 
level of consumer satisfaction and consumer retention rates, and reduces the probability of their loss. 
Integrative relationships characterized by high synergy of partners who can not make out such 
cooperation. 

Orientation for satisfy the requirements of individual consumers, calls for changes in way of 
thinking of the organization, and its culture and climate. It is important that changes are integrated 
into the whole operation of the organization, and the best way is to build a culture that favors relations 
with different entities. Greater intention to develop a long term relationship is an important parameter 
that relates to succeed. 
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3. Advantage and disadvantages of relationship marketing 

Vertical and horizontal networking of enterprises in the dynamic market conditions 
increasingly becoming a strategic classifier and competence core of enterprises. Long-term relations 
between market participants are key to their business performance and competitive advantage. There 
are many of the advantages of developing strategic partnerships. First, competitive advantage based 
on superior value are more effective if you develop strategic partnerships with various participants in 
the chain of value. Successful business networks are more focused on consumers, to their satisfaction, 
which contributes to achieving the primary goals of all participants. They are market-driven and 
deliver greater value than the previous forms of cooperation. Second, the only relationships that are 
beneficial to all parties involved will be successful. Third, the relationships in which there is mutual 
commitment, as well as joint investment, creating high barriers to exit and extend their duration. 
Fourth, developing and fostering strategic partnerships to create an organizational culture that favors 
integration relationship, in order to encourage greater efficiency and effectiveness. 

 Strategic orientation of the long-term relationship is of great importance for the functioning of 
the enterprise and its efficiency and effectiveness. This is confirmed by numerous empirical studies. 
Business performance of enterprises that are engaged in such relations are much better than the 
performance of enterprises  that continue to give priority to transactional approach. Their assets 
quality is superior, and the numerous core competencies which is a basis for effective and efficient 
operations. Enterprises that establish a deeper and more intimate relationships with consumers 
achieve superior profit rates, inventory costs are much lower and are better able to improve their 
levels of profitability. 

Relationship marketing allows the retention of strategically important consumers, which is 
essential for business success. Organizations that develop strong relationships of trust and loyalty 
with their consumers, has a unique advantage in the market. Loyal consumers are less sensitive to 
price and will remain loyal despite the lower prices of competitive products. They react to the 
marketing efforts of enterprises not only with new purchase, but also by referring others to buy the 
brands they are loyal. Brand loyalty is in direct correlation with profitability. 

Focus on relationships that bring value leads to a reduction of transaction costs. Greater trust of 
the parties involved reducing mutual control, risk and uncertainty, and helps to eliminate many 
activities that do not create value. Greater ability to monitor transaction costs and determining 
consumer profitability, enables enterprises to more appropriate selection of potential partners and 
profitable connections. Tracking of transaction costs and eliminating unprofitable partners and 
activities that provide no value, reduce the costs of the relationship maintaining. The integration in 
chain of value frees a enterprise of activities  that does not have a key competence. Transferring these 
activities to partners, significantly reduces costs and increases enterprise efficiency. 

Directing resources to profitable relationships and activities that provide more value to increase 
the effectiveness of the enterprises. Timely flow of relevant information between all actors in the 
value chain contributes to efficient response to consumer demands. Treating consumers as partners 
increase their satisfaction, reduce risk and the difference between promised and delivered value. 

Among great enthusiasm in accepting relationship marketing in business practice, driven by the 
superior performance in marketing theory, there is no complete agreement about the usefulness of the 
new marketing approaches and assumptions on which it is based. In addition to criticism of 
relationship marketing, in theoretical circles there are some consider that this is not a new approach, 
but it is a new name that describes the same phenomenon. It is suggested that further research should 
be directed to the application of relationship marketing in practice and deeper understanding of this 
phenomenon. There are views that transactional marketing and relationship marketing are not 
mutually exclusive but complement each other and encouraged. By analyzing the reference literature 
can be concluded that the criticisms usually made to the following axioms of relationship marketing. 
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Continuum of trade and relations. Critics argue that there are no differences between in general 
marketing and relationship marketing. Each transaction is a manifestation of the relationship, and the 
products and services that are traded, the relationship indicators. In every transaction there are some 
interactive elements that sometimes are not visible and indicate that the transaction will turn into a 
relationship. For example, according to unplanned purchases that, if consumers are satisfied, may lead 
to binding to the brand or enterprise. Relations by critics exist within the transaction documents. 
Therefore, according to them, the better each transaction considered to part of certain relations and 
focus attention on understanding the different levels of relationships. Supporters of relationship 
marketing to these critics respond that the relationship marketing approach to the transformation of 
the transaction and that it is part of a new marketing approach. The transaction can become long-term 
relationship, but the reverse is not true. 

Retaining consumers is the purpose of relationship marketing. Subject to criticism is the axiom 
that the purpose of relationship marketing is retaining consumer, and that's the crucial difference 
between relationship marketing and transactional marketing, which focuses on acquiring new 
consumers. Retaining existing consumers by critics of relationship marketing is not always good 
business practice. In assessing long-term benefits of potential partners, we often have in mind only 
the economic benefits, and neglect learning, sharing of knowledge and other intangible benefits. In 
that case should be considered the social implications of the elimination of unprofitable consumers, 
which can looks like and discrimination. Reply of supporters of relationship marketing to retain 
existing consumers takes precedence over winning new ones, because of their lower costs of 
servicing. However, this does not mean to relationship marketing deny the new ones and consumer 
dissatisfaction. It is necessary to balance these activities with the use of appropriate analysis and 
criteria. 

The focus of relationship marketing is to maintain good relations with consumers. Potentiation 
of establishing and developing good relations with consumers in marketing relationships critics 
complain, saying that in such a way neglecting relations with other entities of marketing system. 
Criticism by supporters of relationship marketing are not justified, because the constant and intense 
emphasize that relationships with consumers are starters of networking with other stakeholders in 
order to obtain benefits for all of them. Concern for consumers and tendecy to the complex conditions 
they retain the continuous delivery of superior value, it is emphasized cooperation with all co-creators 
of values. Relationship marketing offers significant advantages and increases the value that is 
averaged over all participants in its creation. 

Fulfillment of the promised value is an essential part of relationship marketing that highlights 
the commitment of partners to deliver what was promised. With this axiom we want to underline the 
credibility, commitment and confidence of partners in long-term relationships. Critics, however, insist 
on delivering the value that was agreed upon. This attitude in terms of informal connections lost its 
importance, especially because the role of consumers in the process of creating value is redefined, 
because he participated in its creation. Consumers are a source of valuable ideas, which are in 
intimate and lasting relationships are presented. This facilitates the enterprises to deliver the promised 
value, and consumers have partial responsibility in this. 

Satisfied consumer is worth consumer. Critics suggest that relationship marketing is the task of 
each enterprise to identify needs and desires of consumers and create value that they want. Ensuring 
consumers satisfaction, according to critics of relationship marketing is not a new goal, but has 
always been the main goal of marketing. There’s an understanding that emphasizing consumer 
satisfaction reduces strategic and management role of marketing. The role of marketing does not 
consist of mere delivery of superior value, but also its understanding and creation. Dialogue with the 
consumer means more than listening and response, and more than interlaced property of participants. 
This relationship allows both parties understand and identify the meaning of satisfaction for them. 
The difference in understanding, in my opinion, this does not exist, because supporters of relationship 
marketing always suggest that consumers perceptions of value change, and that satisfaction is an 
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important prerequisite for loyalty, but not the sole guarantor. Therefore, the theoretical and practical 
investigations, special attention is paid to measuring consumer satisfaction. 

Multidimensionality and dynamism of relationship marketing is the reason for the controversy 
and conflicting opinions. It is certain that both consumers and sellers  must carefully study the 
benefits of relationship marketing and the different situations in which it is appropriate to develop the 
transaction depending of situation or would I apply relationship marketing. 

4. Developing a strategy oriented to relationships 

Strategy-oriented relationships marketing are not entirely new and isolated from the classic, 
because it is the transformation of the transactional marketing. The essential difference of strategies 
focused on relationships is a focus on valued consumers, with whom, together with other entities 
creating personalized value. The aim of such strategies is to achieve "effective efficiency". To achieve 
this, it is necessary to clearly define the roles of all participants, provide relevant communication and 
establish common links, strategic coordination of partners in planning, managing and evaluating the 
processes that create value (Sheth, 2004). 

The strategy focused on the relations is the result of a structured and creative process of 
developing that involves making key decisions. Reliance on knowledge and intuitive abilities of 
managers and application of appropriate techniques of strategic analysis (portfolio analysis, consumer 
life cycle, SWOT) allow the finding of the most profitable alternative solutions for growth of 
enterprises. In the process of formulating a strategy focused on relationships, you have to make three 
key decisions (Stankovic, 2001): 

− Defining the purpose and objectives of the relationship - increasing the effectiveness and 
efficiency of marketing of all participants, access to new markets, introduce new products and 
services, access to new technologies, create and satisfy new consumer needs; 

− The selection and choice of partners that will construct this kind of relationship - individual 
consumers or organizations as consumers (distribution channels, suppliers, institutional buyers); 

− Developing programs for the application of prior decisions; 

− Developing an appropriate system for evaluating the effects of the relationship. 

Marketing strategies can be targeted to different categories of consumers - existing, new and / 
or lost, which respectively correspond to retention strategies, acquiring and re-conquest. Marketing 
strategy is focused on relationships, however, overlapping interests and for other participants, not just 
consumers. They are located in all stages of the value chain with specific tasks aimed at achieving 
common goals. The choice of strategy depends on market relations, resources and capabilities of 
enterprises and partners, consumer demands and intentions of competitors. The possibility of 
achieving planned performance depends on balancing the goals aimed at consumers and other entities 
(competitors, suppliers, sales channels) with an internal enterprise goals. 

Conclusion 

Ensuring satisfaction and loyalty of consumer in the modern business requires of enterprises to 
continuously create superior value than competitors. By accepting and applying the principles of 
relationship marketing, the enterprise is able to prolong the lives of consumers, tying the consumer 
for itself, not just for the brand and product. Unlike traditional marketing theories and practices that 
are oriented to attract new consumers and creating transactions, the basis of relationship marketing is 
to keep existing consumers and creating of long term relationships with them. The focus of  strategic 
response of enterprises are separate, profitable consumers with whom it is developing various forms 
of interdependence, in order to provide a high level of consumer satisfaction and long-term loyalty. 
Relationship marketing in the modern economy becomes a means to  achiev the goal - to maximize its 
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profits by retaining valuable consumers. Its implementation requires enterprises possessing of 
superior skills in understanding consumers, their needs, expectations and perceptions, but also the use 
of sophisticated techniques for identifying consumers with which it is profitable to establish and 
maintain long term relationships. 

Achieving unique competitive advantages with using relationship marketing requires a 
redefinition of the existing marketing strategy and develop one that is focused on creating long term 
relationships. Developing such a strategy includes a set of decisions to be made and implemented in 
order to achieve its objectives. 

 
Understanding and identifying of profitable consumers are important activities in redefinition 

of the marketing strategy. It is known that all consumers are not equally significant to the enterprice, 
and based on strategic analysis, it is necessary to analyze and assess the significance of each. In 
assessing the importance of consumers it is in use the detailed database of consumers that include 
individual, accurate, complete, timely, accessible and comparable information to allow the application 
of different models of portfolio analysis. The differences between these models arise from different 
criteria thet is used, conceptual clarity and usefulness for managers of enterprises. So they should be 
used as combinations for measure of economic and non – economic effects of marketing relations.  
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