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1. Introduction 

In addition to technological and economic advantages,
the electronic business offers opportunities of highly
progressive attributes of business. In the traditional
business environment, the CSR was originally intro-
duced as a useful tool in public relations that serves to
ensure a consistent management of the company's rep-
utation, and only then as a strategic model of sustainable
business doing, thoroughly integrated with the social
community. The CSR and the sustainability are the eth-
ical choice and the business philosophy that recognize
all the social, cultural, and ecological consequences of
the business practice and demonstrate the activities that
lead to social welfare, but which are outside the interests
of the company itself as well as outside the obligations
imposed by legal regulations Ê1Ë (Pickton, D. and
Broderick, A., 2005:229). The arguments in favour of
the CSR are related to the CSR impact upon the com-
munity, the culture and the environment in which the
companies work Ê2Ë (Porter, M. & Kramer, M., 2006:81).
The attitude that the CSR includes only the business
sector, the companies and firms, and that this value con-
cept should be implemented only by the firms and com-
panies is open to criticism. The largest contribution in
the field of the CSR promotion was provided by the
European Commission. The Government in Europe
contributed to the CSR more than any other civil socie-
ty organization Ê3Ë (Mesanovi, E., 2005).

The CSR concept is based on the analysis of the corpo-
rate role in the European Union from the aspect of the
importance of the corporate influence upon the society
and the future of Europe as an economic power. The
use of the term "corporate" brings a certain ambiguity

into the understanding of the corporate social responsi-
bility and integration concept. The understanding of this
concept implicitly make one think of large corporations,
whereas the governmental and the non-governmental
sectors, as well as small and medium-sized enterprises,
are usually neglected. The problem results from misun-
derstandings in the cases corporate is viewed only as the
corporation attribute. It is necessary that the concept of
corporate be redefined, starting from its ethymology:
the word "corps" is of French origin, first appeared in the
XIV century from the Latin word corpus (body). It is of
military origin and signifies: 

a) a separate branch or unit of military forces with
special purpose;

b) a tactical unit of a country's military forces, larger
than a division, but smaller than the army, under the
command of a general and consisting of at least two
divisions and several subsidiary troops for action;

c) a body composed of people acting together and
having a common objective .

The original meaning of the word "corporative" (corpo-
rativement, fr., in the company, common) developed a
host of meanings used today in the management theory,
which, if not understood, prevent one from grasping the
broadest context of the meaning of the corporate social
integration on the Internet. The "corporate" is most
commonly associated with a group and an organization,
and only then with an incorporated company; the term
"corporate state" denotes a big, powerful state that
seems to function without human intervention; it is a
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The concepts of socially responsible business and socially responsible behaviour are part of a broad CSR
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ment are forms of the CSR concepts implementation in public policies, among which the policy of energy efficien-
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it oriented companies, the socially responsible behaviour incorporates the state administration, governmental and
non-governmental organizations as well as the networked community of responsible individuals.
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state in which large organizations such as commercial
unions and employer organizations govern the country
and apoint the parliament members. The corporation is
a legal body, a legal entity, and the corporativism  is the
government system in which big, powerful pressure
groups affect the state policy Ê4Ë.

2. Electronic business as function of public 
policies

The assessment of the e-business impact upon the pub-
lic policy practices (PIA, Policy Impact Assessment)
highlights a large number of aspects the concept of so-
cially responsible e-business is expected to answer. The
analysis of the socially responsible electronic business in
the function of public policy practices includes the fol-
lowing aspects Ê5Ë:

a) the assessment of the electronic business impact
upon environment (EIA, Environment Impact
Assessment); 

b) the assessment of the electronic business impact
upon society (SIA, Social Impact Assessment);

c) the assessment of the electronic business upon tech-
nology development (TIA, Technology Impact
Assessment);

d) the assessment of the electronic business impact
upon health (HIA, Health Impact Assessment).

Firstly, the Internet is an ideal medium for initiatives
that are not enforced by legal regulations. Secondly, the
socially responsible electronic business creates socially
and ecologically more acceptable dimensions of the re-
lations between companies, organizations and institu-
tions and the social community in the on-line area. The
implementation of information and communication
technologies provides an opportunity for change man-
agement in a broader social community, which includes
both the pressure groups and the public administration.
Electronic business generates new solutions and social
innovations that are capable of overcoming the bureau-
cratic and budgetary constraints of work in state admin-
istration. The CSR concept defines the subject of study
of the socially responsible electronic business from the
aspects of goals, means, results and manifestation - per-
formance. Is it possible to apply the sustainable develop-
ment concept to the e-business area in the field of ener-
gy efficiency? Can e-business help create preconditions
for a sustainable development of the global community
and state administration, and to what extent?

The socially responsible e-business in the field of energy
efficiency means the implementation of information and
communication technologies of a low energy intensity,
therefore the selection of such technologies is a priori

considered to be an aspect of socially responsible behav-
iour. The socially responsible e-business, however, is al-
so the goal, the vehicle and the result of the dissemina-
tion of information on public policies via web-based
technologies and e-media. Consequently, electronic
business is one aspect of social innovation with a high
potential for improving the awareness of the importance
of the public policies. Electronic business, planned and
conducted in a socially responsible manner, may be the
driving power of sustainable development. The sustain-
able development means a dynamic process that allows
for the realization of all human potentials and improves
the quality of living, simultaneously protecting and fos-
tering the systems that make life on the Earth possible.
Here we deal with a socio-economic and ecological
project with a highly positive goal of improving the
quality of human life Ê6Ë (Alakeson, V. et al., 2002:16). 

In order that the CSR concept be integrated with the
concept of electronic business, it is necessary that the
meanings of these concepts should be defined, compared
and counterposed in the traditional and the on-line envi-
ronments, respectively. A socially responsible electronic
business is a system of values that integrates the concern
about the community into all on-line activities, including
e-Commerce and e-Government, and, recently, the in-
creasingly popular social networking platforms
(Facebook, Twitter, etc.) even the affinity browsers such
as Google created special websites dedicated to CSR Ê7Ë. 

The potential of CSR contents dissemination via infor-
mation and communication technologies is strikingly
high. The syntagm socially responsible electronic business
refers to value attribute of business doing via the elec-
tronic services and is represented by a new attribute of
electronic business, the social responsibility. We do not,
therefore, talk  only about the traditional understanding
of the CSR in the on-line environment; we talk about the
potential of the CSR to integrate. Even though the CSR
is still thought to lack a clearly defined set of general cri-
teria of what this concept includes and which fields it
refers to, a new theoretical concept of corporate social in-
tegration is ever more present in the CSR theory.

Contrary to the traditional understanding of this con-
cept, the integrated CSR may refer to any sectors, both
profit and non-profit ones, whereas the socially responsi-
ble business generally refers to the profit oriented com-
panies. In practice, the concepts of the CSR and the so-
cially responsible business are usually equalized, as in the
implementation of this concept the companies see a valu-
able PR tool for reputation management, their goals be-
ing, very often, making profit and achieving competitive
advantage on the market. While the socially responsible



business refers primarily to the private sector, whose
mission is to generate profits, the CSR integration con-
cept includes much broader interactions and mecha-
nisms regulating the market and the relations with the
stakeholders. The CSR is important for any interactions
of an individual or a state, of the civil and non-profit sec-
tors, of the public and private partnerships, etc.  All the
dimensions of electronic business, the G2G, G2B, G2C,
B2B, B2C, B2G, C2G, C2B, and C2C can be included in-
to the CSR. The corporate sustainability, the sustainable
development, the corporate social responsibility, the so-
cial contract, the corporate entrepreneurship Ê8Ë
(Cingula, M. and ^alopa, K., 2008:199), the corporate
citizenship and philantrophy - all these are modern con-
cepts that are not only related to the companies and the
relationships they have with the social community and
the stakeholders, but also to the communications of the
governments, activists and the civil sector. The integra-
tion depends on the stakeholder interaction in the broad-
est sense of the word, where the stakeholderses are the
parties of interest, not only the interested parties (stake-
holders). The stakeholderses and multistakeholderses
multiply in practice just as the various aspects of public
multiply in practice. According to the authors, contary to
more clearly identified stakeholders, the stakeholderses
include all parties of interest, even those that did not de-
velop an interest in a certain issue, but have the potential
to affect the problem, regardless of whether they create
it or solve it. The stakeholders, contrary to the stakehold-
erses and multistakeholderses affect and are affected by
the goals of an organization, however not of a problem
itself, hence the notion of a multistakeholders and a
stakeholders networks may become generically linked to
the internet community.

The literature on the importance of the interactivity of
the CSR issues in the corporate Web presentations also
reveals a number of acronyms, CSR/CC/SD Ê9Ë
(Capriotti, P. & Morreno, A., 2006:85). The CSR, the
corporate citizenship and the sustainable development
are notions related to both the private, the civil and the
public sectors, whether we have in mind the traditional
or the on-line environments.

In the networking phase of the CSR promoting much at-
tention is paid to the internet as a communication chan-
nel which contributes to the dissemination of informa-
tion on energy efficiency as well as to the reduction of in-
formation assymetry in this area. The contribution of the
Internet in disseminating information and improving the
awareness of the socially responsible practices is great.
There are a lot of examples of global activities in which
almost all stakeholderses participate. One example of so-
cially responsible business, a result of the Networking

and the stakeholderses interaction is the global campaign
titled "Earth Hour (60 Minutes for the Planet)" and or-
ganized by the World Wildlife Fund (WWF). The
United Nations Secretary General, Ban Ki Moon, invit-
ed people all over the world to take part in the WWF
campaign "Earth Hour"  and unanimously demand, via
electronic media, that concrete steps be undertaken to
stop climate changes. In his video conference address via
the Internet, the Secretary General announced that the
"Earth Hour"  is an expression of public concern for the
issue of climate change, the greatest ever. The public at-
tention is thus drawn to the appeal for reaching a global
agreement as to the climate changes in the eve of the re-
cent summit of world leaders in Coppenhagen, in
December 2009. It was in this way that the  stakehol-
dreses urged that their representatives should sign the
contract to protect the people and the planet. "We need
an ambitious, effective and fair agreement, the agree-
ment founded on pure science", said Ban Ki Moon, the
UN Secretary General. He insisted on the gravity of the
climate changes as well as on the magnitude of the task:
"We are moving in a very dangerous direction. Our plan-
et is warming. It is urgent that we should change our
habits", said he. "What we need is an ecological develop-
ment that will bring benefit to all the communities. We
need sustainable energy  in order that we improve the
quality of life and the climate conditions worldwide. This
is the path to the future that we have to follow together".

The "Earth Hour"  is considered to be the widest spread
global campaign ever launched; it is a voice for the fu-
ture of the Planet Earth. Millions of people contributed
by turning off their lamps for an hour. The cities from
Las Vegas to Sydney, from Capetown to Beijing, turned
off their lightings for a period of one hour  Ê10Ë. The
campaign included 80 countries and 9,000 cities, among
them some in Serbia: Belgrade, Novi Sad, Vr{ac, Ni{,
etc. A powerful message was sent to the world that it is
possible to prevent global warming by a unonimous
campaign, via the Internet. The campaign was conduct-
ed in print and electronic media, via direct marketing, e-
mail and on the most popular social networking plat-
form, Facebook. By way of networking, in only a month,
the campaign attracted more than a million followers.

The documents of the Department of Trade and Industry
of the Government of the United Kingdom, as well as the
Conclusions at the World Bank's conference on CSR,
stress the impact of the government and other organiza-
tions in the non-profit sector upon the community and
the developmental prospects of the CSR Ê11Ë (World
Bank/DevComm-SDP, 2003). Mr Stephen Timms,
Minister of Energy, electronic business and postal servic-
es of the UK defines the CSR as the behaviour of the or-
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ganizations in the private sector and their contribution to
the sustainable development goals. However, he simulta-
neously insists that this approach and the values it advo-
cates  is also important for the organizations, including  e-
Government. The socially responsible behaviour is an im-
plicit attribute of the companies' business, but also of the
business operations of organizations and institutions. The
local and the global communities are the end users, and
frequently the initiators of business processes, the advo-
cates of two-way communication, which is a specific fea-
ture of e-Govrnment. It is not only the companies that
have an impact upon the society; the institutions do too,
be they profit or non-profit ones. Ê12Ë (Valentino, B.,
2008:17). The non-governmental organizations are
known for their progressive activities, because they "act
locally, and think globally". In the integral system of the
society's corporate body  Ê4Ë made up of all the institu-
tions together, the e-Government may also be incorpo-
rated into a virtual mechanism of the state which coordi-
nates the work of the system.

If the examples of successful practice are presented via
the concern for the community promoted by the most
successful companies in the world, the error that it is on-
ly them that do business responsibly may be corrected
by the examples of successful practice conducted by the
European Union, via its directors and the respective
agencies. The biggest contribution in the field of the
CSR promotion was made by the European
Commission. The European Government did more for
the CSR than any other civil society organizations Ê3Ë
(Mesanovi}, E., 2005). Many Government agencies on
all the levels were formed for the purpose of creating the
conditions for the implementation of this concept, how-
ever, they did not expressly declared themselves as so-
cially responsible organizations. This is because the state
is expected to be responsible to the community, there-
fore the issue of good will is actually a point at issue on-
ly in case the principles of obligation and responsibility
are not precisely defined. The socially responsible elec-
tronic business creates the social community according
to the affinity and not the geography principle, nor the
principle of hierarchy. Whether the on-line community
is profit-oriented or not is another question.

In addition to the free flow of people, goods, capital, and
services, the socially responsible electronic business pro-
motes the fifth type of freedom: the free flow of infor-
mation and knowledge, i.e., the free access to the infor-
mation of public importance. The information of public
importance include financial statements and the reports
on the condition of the environment, all the information
the governmental bodies collect as they do their job. In
the sense of communications, the free access to the in-

formation of public importance and the public right to
know are the basic preconditions for the development
of democracy and the overall sustainable development
of the society. The electronic business creates a knowl-
edge based society and thus contributes to the sustain-
able community  Ê13Ë (Turk, V., 2003). E-Business is
said to be socially responsible if it incorporates the con-
cern for the society and ecology into all communication
processes in the on-line environment.  It is in this way
that the reengineering of the relationships between the
public sphere participants is made and a new quality is
added to their networking. The technology itself does
not contribute to the sustainable development; it is
rather the method of the technology implementation as
well as the method of information  exchange between
the stakeholders, in this case, the  e-media, that do it. 

The Internet offers a new potential for creating social
capital, social debate and interaction in the public
sphere. A socially responsible e-business is a set of val-
ue concepts, present in the Internet public sphere.
Electronic business includes information exchange and
building relationships that will be realized via the e-me-
dia within the organization and with its external partici-
pants and stakeholders. Having in mind that the social-
ly responsible e-business is primarily a value concept, we
here analyse those e-business aspects  that contribute to
the welfare of a broader social community. A socially re-
sponsible electronic business creates a knowledge socie-
ty, a prosperous information society that communicates,
exchanges information and does business transactions
via electronic services, thus also showing concern for en-
vironmental protection. 

The technology itself, as well as the techno-economic jus-
tification of information and communication technology
implementation are not sufficient, although they are the
basic preconditions for creating social capital and social
innovations as a new manner of organization and build-
ing human relations. The social capital here means a so-
cial network and the reciprocity norms related to it Ê14Ë
(Putnam, R., 2002). In addition to the natural, human,
manufacturing and financial types of capital, the social
capital makes one of five types of the sustainable devel-
opment capitals Ê6Ë (Alekeson, V. et al., 2003:16). In the
absence of social innovations, technology would slip away
before we managed to use all its potentials in creating a
sustainable society Ê6Ë (Alakeson, V. et al., 2003:23). 

It should not be forgotten that, in addition to social, the
socially responsible electronic business includes the eco-
logical innovation, this in turn including the energy effi-
ciency. To take the advantage of digital technologies
needs the business policies and governments that foster



social innovations and are in step with technology inno-
vations in the Internet public sphere Ê15Ë. The notion of
public sphere was elaborated by the German philoso-
pher Habermas, J. (1969). He defined the public sphere
as a virtual and imaginary community which does not
necessarily exist in a clearly defined physical space Ê16Ë.
According to Habermas, J. (1969), the public sphere is a
homogenous space of incarnated subjects in a symmetric
relation who reach the consensus through an argument-
ed debate and presenting value assumptions Ê17Ë
(Sitarski, M. et al., 2007: op.cit. 9-17). The so far most im-
portant results in satisfying the needs of the research in-
to the socially responsible business on the Internet in
Serbia are shown in the findings of the empirical research
conducted by the Centre for Research into information
technologies (CePIT) of the Belgrade Open School
(BOÊ), in the publication titled  "The Internet and the
Public Sphere in Serbia"  (2008). Not one research ima-
nently contains the notions of corporate social responsi-
bility and socially responsible electronic business, how-
ever, the CePIT research actually deals with the issues of
how much, how and whether the Internet is used in
Serbia as a means and the medium for discussions on the
topics of overall, public concern; which are the websites
that serve as the points of exchange of opinions, which is-
sues the discussions deal with, whether these issues have
any impact upon the social life, etc.  It is in this way that
the importance of the Internet is promoted as a social in-
novation and the use of the information and communica-
tion technologies in the public sphere is favoured over
the number of the Internet users. The CePIT research
pays special attention to the analysis of the websites of
the Serbian state institutions, the institutions of local au-
tonomies, the manner in which the socially useful infor-
mation is presented, the openness of these institutions in
terms of their readiness to interact with the visitors, as
well as the issues and discussions going on on the inter-
active services of these websites, provided they are creat-
ed and available Ê17Ë. The conclusion the CePIT has
come to in their research of the Internet and the public
sphere in Serbia is that the Internet is today one of the
social spaces in which citizens can debate on the issues of
general concern or at least help introduce some of the is-
sues they find important into the public discourse. The
Internet, however, is not only a social space in which
such a debate is conducted; it actively transforms the
communication to create a new, authentic public sphere
Ê17Ë (Sitarski et al., 2008:19). It is in this "new, authentic
public sphere" that the potential of the "corporate social
integration" is perceived.  

A socially responsible electronic business in this context
refers to the impact the organization has and the servic-
es it provides through the digital technologies to the

general social community, the impact including all the
stakeholders. The corporate social responsibility of the
e-business could be understood as a specific CSR di-
mension concerned  with ecological, economic and so-
cial aspects of transactions, generating, exchange and
dissemination of information. 

The dissemination of information improves our aware-
ness by using information and communication technolo-
gies in e-business, e-government and in the information
society. In a sense, the socially responsible electronic
business implements the same conceptual framework
for comparative understanding as is the case with the
CSR in the traditional business environment. Contrary
to the traditional model, the model of socially responsi-
ble electronic business is more dynamic and more trans-
parent. The difference in the CSR between the electron-
ic and the traditional models is in that the structure of
stakeholders is more heterogenous in the socially re-
sponsible e-business. Another specific feature of the so-
cially responsible e-business concept is the choice of the
communication channel(s).  Contrary to the traditional
business environment, the communication in the e-busi-
ness is conducted exclusively via the Web-based tech-
nologies and e-services. The socially responsible elec-
tronic business is the e-business as a function of the cor-
porate social integration which is concerned with the
following criteria of impact upon the society:

a) economic, ecological, cultural and social impact of
a company, an organization, an institution and
its/their services upon a wider social community
and stakeholderses with whom the company/organ-
ization/institution communicates via information
and communication technologies;

b) economic, ecological, cultural and social impact of
a company, an organization, an institution and
its/their services upon a wider social community
and stakeholderses with whom the company/or-
ganization/institution exchanges information and
services via information and communication tech-
nologies;

c) ecological, cultural and social impact of a company,
an organization, an institution and its/their services
upon a wider social community and stakeholderses
with whom the company/organization/institution
builds relationships, and whose communication/in-
teraction requires the use of the computer network.

Numerous authors, however, are anxious about the
negative impact the digital technology has upon the
social capital and business. They oppose the glorifica-
tion of the Internet role in the creation of sustainable
community as they maintain that the Internet hinders

9
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the alternative types of thinking and confines the indi-
viduals into specific "echo chambers", groups of indi-
viduals that think alike Ê18Ë (Susnstein, C.R., 2004).
Such arguments that oppose a monolitic way of think-
ing stem from the fact that virtual communication
tends to be as short and as sporadic as possible, thus
seemingly hindering the building of powerful social
networks and social capital. The information and com-
munication technologies, the e-mail, the mobile te-
lephony and video conferences may estrange individ-
uals from the real world, which may in turn result in a
situation that we are neither here nor there Ê19Ë
(Prusak, L. and Cohen, D., 2001).

Some authors maintain that the debate on the Internet
should not be focused upon the technology issues any-
way, since the Internet is primarily a social space, not a
tool Ê20Ë (Poster, M., 1995). The Internet is also regard-
ed as a space suitable for a social innovation Ê6Ë
(Alakeson et al., 2003:23).

3.  Information symmetry  and network 
externality 

A holistic approach to electronic business integrates
technology, economics, society, and ecology. This ap-
proach provides a vision of corporate social integration
as one aspect of the social innovation and a new
method of building the relationship between the organ-
ization and its stakeholders. On the basis of the infor-
mation symetry and the network externality it is possi-
ble to establish a more effective system of socially re-
sponsible electronic business in the field of public poli-
cies, including the policy of energy efficiency.

The networking perspective and the building of specific
relations of interactions between the organizations, the
business, the local community and the region in the
Internet public sphere may contribute to establishing a
more energy efficient ecological system. The electronic
business in the field of energy efficiency yield benefits
for everybody: the local, the global communities, the
planet Earth. Nevertheless, the social potentials the
electronic business provide in the field of energy effi-
ciency in the public sphere are not being exploited to a
sufficient extent yet.

The reason for this is that the adoption of electronic
business is under a significant impact of technological,
organizational, management and ecological factors
Ê21Ë (Tornazky, L.G. and Fleischer, M., 1990).
Electronic business is implemented by the middle
management - the executives, and the upper manage-
ment, officials and managers employed in the econo-
my sector and in public administration; however, they

are not all equally involved in the decision making
process when the issue of low energy intensity tech-
nologies selection for electronic business arises. 

A decisive factor for an efficient and socially responsible
electronic business in the e-Government is the informa-
tion symmetry, the theory opposite to that of informa-
tion asymmetry Ê22Ë (Lee, H. et al., 2004:1975-86; Chen
et al., 2000:436-43; Lai, F. et al., 2007:728). The starting
point of the information asymmetry theory is that the in-
formation that is subject of exchange and transaction is
not evenly distributed throughout the network of partic-
ipants Ê23Ë (Anthony, W.P. and Gales, L.M., 2002). The
situation in the exchange of information in which one
participant has an advantage over the others is called
the information asymmetry Ê24Ë (Stigler, G.J. 1961;
Akerlof, G.A. 1970). The information symmetry is im-
portant for the e-Government users, in this case, the cit-
izens, since it is they who use public services. The same
applies to the customers and consumers in e-commerce.

The network externality significantly contributes to the
institutionalization of electronic business and the reduc-
tion of information asymmetry, by disseminating knowl-
edge and collecting information in the network Ê25Ë
(Lai, F. et al., 2007:728). The network externality may
be positive or negative. We talk of a positive externality
when the value of the product or a service grows for a
consumer with the rise in the number of consumers of
identical products and services Ê26Ë (Scrinivasan, R. et
al., 2004:41-58), as is the case of exponential growth in
the number of Internet users throughout the world. We
have a negative externality in case the value of products
and services declines as regards the total number of the
users of these products and services, such as is the case
of mobile telephony. A positive network externality is
also supported by the famous Metcalfe's Law by which
the value of the network is proportional to the square of
the number of its users Ê27Ë (Metcalfe, B., 1995:53). The
difference between the positive and the negative net-
work externalities is in the quality, more precisely, in the
method and purpose of the network use.

The electronic business in the field of energy efficiency,
together with all its ecological, economic, cultural and so-
cial , but also with its integrative aspects, is a suitable re-
search area for both the academics and the practitioners.
A socially responsible electronic business is intended for
both the professionals and the lay public, primarily for
the state government institutions which are obliged to do
business with the taxpayers in a responsible way.

The definitions of the e-Government basically cover the
field of socially responsible electronic business, although



not all its aspects and interactions. They exceed the
management of public policies by the central govern-
ment, since e-Government does not embrace only the
local community, but the global community too. The e-
Government includes all individuals that use informa-
tion and communication technologies and are connect-
ed via the Internet, but also all the industry sectors.

4.  Social responsibility in e-government

A socially responsible electronic business has a potential
to use electronic services intended for citizens to the pur-
pose of managing changes in the public government and
thus improve the quality of the services provided by the
state administration to a significant extent in comparison
with the traditional models of communication "over the
counter". The question is whether the relationship of the
socially responsible electronic business can by any means
be regarded as analogue to the relationship between the
corporate social responsibility and the business doing in
the traditional environment. As regards the fact that the
impact factor of the electronic business upon the global
community is by far more powerful, it is necessary that
the CSR concept be especially directed towards informa-
tion society, this being the responsibility of the public in-
stitutions, primarily the state administration.

The socially responsible electronic business in e-
Government can be observed through the economic, so-
cial, political, and ecological aspects of information ex-
change and transactions resulting from the information
and communication technologies implementation in the
public administration. The results of the CSR realiza-
tion in the electronic business can be classed into four
categories Ê28Ë (Codagnone, C., Wimmer, M.A.,
2007:16), as follows:

•   e-Government,
•   information and communication technologies and

sustainable development,
•   information society,
•   Internet economics. 

A specific feature of the research into the socially re-
sponsible electronic business is in its interdisciplinary
character, hence the need for an integrated approach.
Such an approach requires the competencies of the ex-
perts from various disciplines resulting into innova-
tions and new solutions. Moreover, it is a challenge to
go from one discipline to the research and analysis of
the interaction of a variety of aspects and their holis-
tic interactions, which presents  e-Government as a so-
cio-technical system Ê28Ë (Codagnone, C. and
Wimmer, M., 2007:14). 

The examples of corporate social responsibility can be
found not only in the industry sector, but in the public
sector as well, just as the examples of socially responsible
electronic business are present in the non-commercial
services of e-Government and not only in e-commerce.

The dynamics of the Serbian information society devel-
opment depends on its capability of identifying the bar-
riers to benefits from the e-Government concept. The e-
Government services are pointless if the percentage of
citizens using these services is low. The change in the
perception, attitudes, convictions, behaviours and the
raising awareness of the importance of electronic busi-
ness can help overcome the obstacles in introducing the
socially responsible e-Governmant in both the end users
and the state administration itself. The electronization
of the state administration, the e-Government, the im-
plementation of the information society development
strategy, as well as the e-business strategy, will in the
long run result in the improvement in the relationship
between the government and government agencies and
the internal and the external stakeholders. This interac-
tion can result into a more intensive exchange of infor-
mation with the stakeholders, and consequently, into
the reduction of the information asymmetry. 

The sustainable development strategy of the Republic of
Serbia (2008) is implicitely based upon the CSR concepts
and the socially responsible business. This is by no means
accidental, since the exhaustion of fossil fuels and the cli-
mate changes have become a global problem, therefore,
all the segments of the global community connected via
the Internet need to be activated. The raising of aware-
ness of the importance of energy efficiency, of the impor-
tance of a rational use of energy and energy sources, as
well as a broader use of renewable energy sources via the
information and communication technologies is one pos-
sible solution to the problem the global community en-
counters today. In order that the value system underly-
ing the social responsibility as part of the concept of sus-
tainable development be implemented through socially
responsible business in e-Government, it is necessary
that all these concepts should be integrated into a unique
e-Government development strategy, since the socially
responsible electronic business is a source of a great po-
tential of the information society.

Starting from the general criteria of the socially respon-
sible electronic business, and taking into consideration
the potentials of the impact of the socially responsible
electronic business upon the information society, specif-
ic categories have been identified that the electronic
business and the e-Government should satisfy. In order
that an adequate level of social innovation be achieved
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in the fields of electronic business, e-Government and
the Internet economy it is necessary to:

•   Research into the needs of the public sector for
new concepts, frameworks and solutions;

•   Place emphasis on the innovative solutions that
can be developed within the public sector (for ex-
ample, database on the energy consumed  in pub-
lic facilities, energy balances of cities and munici-
palities);

•   Highlight the innovative application solutions that
allow for the implementation of energy efficient
technologies in the public sector (for example,
tracking and measuring the savings in public light-
ing via digital technologies);

•   Evaluate and analyse the extent to which the issues
of energy efficiency are present at the state admin-
istration websites, given the complex factors that
mutually affect the objectivity of facts as well as
the specific interests in a given context;

•   Contribute personally to the international stan-
dardization and to integration efforts;

•   Perform a knowledge transfer and improve the
competencies of the ICT sector in the e-
Government field;

•   Accept the position of a precursor-pioneer and a
promoter of socially innovative solutions in the
public sector.

The category is defined as a set of attributes (dimen-
sions) that lead to a holistic understanding of e-
Government Ê28Ë (Codagnone, C. and Wimmer, M.,
2007:185). The mutual interactions of the categories of
socially responsible electronic business in e-
Government are possible to class into seven new sub-
categories (according to Wimmer, M., 2008:16) Ê29Ë.
Their relations of interaction define the specific crite-
ria of the socially responsible electronic business, and
these are:

•   the state administration / ICT relations: show the
manner in which state institutions use ICT in their
work and services, whether the interactions are in-
ternal or interinstitutional;

•   the state administration / society relations: define
the quality of interaction between the state ad-
ministration and society; this quality is also de-
fined by the public services, the e-participation of
citizens, orientation towards the user, the users'
expectations that the institutions provide servic-
es in a traditional way instead in the on-line envi-
ronment, etc;

•   the state administration / economy relations: de-
fine whether and in which way the institutions

achieve their goals, whether they do it efficiently
and effectively, whether they provide value for
money, whether they take into account the
cost/benefit analysis and whether they resort to
modernization to reduce their costs;

•   the society / ICT relations: define in which way and
whether citizens use the ICT in their daily activi-
ties, what the problems of social changes are and
what their impact upon digital stratification, infor-
matic illiteracy, dependance on the ICT is;

•   the state administration / economy / ICT interac-
tion relationship: shows the manner in which in-
stitutions improve their efficiency and effective-
ness through the ICT implementation; the mod-
ernization through the ICT implementation is
based upon economic factors; the interactions
within institutions and between institutions; the
focus today is upon the modernization from the
economic point of view;

•   the state administration / society / economy inter-
action: shows the manner in which institutions im-
prove their effectiveness and efficiency in their in-
teractions with their users, through organizational
change and modernization; this category focuses,
among other things, upon efficiency, as well as up-
on other areas of interaction with those users that
do not use the ICT;

•   the state administration /society / ICT / economy
relationship: achieves improved effectiveness and
efficiency as it implements the social values via the
modernization of all interactions with the users in
that it implements the ICT extensively. 

The electronic business in the field of energy efficiency
is the object of all the above listed interactions designed
to raise awareness of the importance of  energy efficien-
cy issues.  Only an efficient interaction results in the cit-
izens' e-participation as an institute of effective govern-
ment. The socially responsible electronic business is ex-
pected to bring a larger number of freedoms to the citi-
zens, and requires a greater transparency and flexibility
of the electronic public administration.

5.  Prospects of csr concept implementation in
electronic business

In the first decade of the new millenium, many issues
in the fields of economics, law, ethics, social welfare
policy, environmental protection  and relations be-
tween business and the community have become the
subjects of scientific study. The new economy is char-
acterised by significant changes in business doing, but
also in the social community. The beginnings of the
democratization of the society and of the ownership



transformation in the economy have been in progress
alongside the informatization of the society. Almost
all the changes in the society are preconditioned by
the implementation of innovative technologies that al-
low for the global connections and the sustainable de-
velopment.

The supreme legal act, the Constitution of the
Republic of Serbia, introduced the institute of free ac-
cess to information of public importance. The Act on
free access to information of public importance (2004)
acknowledged the citizens the right to be informed of
facts of public importance. This right led to the reduc-
tion in information asymmetry, which is further cor-
roborated by the fact that in response to this Act, nu-
merous state institutions became more responsible to-
wards the citizens  and their human rights. It is for the
first time that citizens have the opportunity to actively
participate in the decision making process and to use
their own initiative, in case the state is not in a position
to help them, exercise their basic human rights through
the institute of the Commissioner of Information of
Public Importance and Personal Data Protection. The
electronic business in e-Government resulted in the
standardization and automatization of business
processes, as well as in a more proactive approach of
the institutions and organizations themselves as re-
gards the right of the public to know/to be informed.
The greatest benefit from electronic business is en-
joyed by the citizens since now they are in a position to
actively participate in almost all the processes of pub-
lic concern.  Such is also the right to the access to the
information normally available to the state organs in
the administration of public control. The prospects of
the development of socially responsible electronic
business is in the first place in the improvement of the
effectiveness and the efficiency of public on-line serv-
ices towards the citizens. The side effects of this phe-
nomenon are the decentralization of the public admin-
istration system and the deregulation process. This
threatens the state apparatus. The objectivity, trans-
parency and anti-discriminatory practices are the qual-
ities provided by the information market, and should
be the quality of the global Internet economy. The in-
formation and communication technologies them-
selves, however, do not bring the spread, the produc-
tive implementation, the management and the access
to information of public importance. The ICT them-
selves do not bring a more democratic society, either.
The manner in which the public use the information
and communication technologies to access informa-
tion, the motivation and the level of proactivity of a
wider community drives the society nearer to this goal.
It is to be assumed that the liberalization in the field of

communications, social and business networking as a
result of a rapid development of the Internet will lead
to the creation of the information society that will im-
plement a socially responsible electronic business.

The first decade of the twenty-first century was charac-
terised by two big changes:

•   One is - globalization. It came as a result of the
interdependence of world economies.

•   The other is - technological e-volution, the result
of the technological revolution of the 1990s.

Both changes are brought forth by the Internet, in that
in Serbia a broader implementation of the Internet
marked a complex period of transition, too. All these
crucial phenomena had their impact upon the present
profile of the information society in Serbia. The imple-
mentation of the information and communication tech-
nologies and the e-Government as part of public sphere,
in the context of free access to information of public im-
portance and the socially responsible electronic busi-
ness, will certainly contribute to the development of e-
democracy, but to the overall better life and a more sat-
isfied citizen as well. 

The sustainable development means an integral econom-
ic, technological, social and cultural development, adjust-
ed to the needs of environmental protection and im-
provement. It allows for the present and future genera-
tions to satisfy their needs and improve the quality of
their living (Wikipedia). The term sustainable develop-
ment itself is linguistically somewhat inadequate and am-
biguous. The question is how it is possible to sustain
something that is prone to constant change. The develop-
ment means change, that is, growth, stagnation, or reces-
sion. The time we live in is dynamic. In order that the
stagnation and recession be prevented, it is necessary that
a balance between the natural systems, natural resources
and social and ecological challenges the society, the state
and the manking in general are faced with be established.

Starting from 2005, Europe provides to its citizens the
modern, on-line public services including the services of
the government, the training, and the health care servic-
es. The users have the access to the broadband  Internet
at rather competitive prices Ê30Ë. In its Communication to
the European Parliament, the Council of Europe and the
European Economic and Social Committe (COM 2005)
the Commission of  European Communities expressly
states that Europe is the pillar of excellence in the field of
corporate social responsibility and that the CSR role can
be crucial in the sustainable development in raising the in-
novative European potential and competitiveness. 
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If the broadband Internet access is ensured  and the
techno-economic moment is met, with the achievement
of a certain level of social cohesion, e-Government may
well become the most highly developed form of socially
responsible electronic business. 

Having in mind the right to the free access to informa-
tion of public importance, the information as a means
and the information as a goal, the e-Government is a so-
cial space and a public sphere for generating, storing and
using information of public importance, using informa-
tion and communication technologies. It fosters the citi-
zens' e-participation and strives to improve the efficien-
cy, performance, and transparency of the state adminis-
tration activities.   

The state government collects, processes and offers the
information provided in the course of its work, and be-
sides, it generates information necessary in the work
and in its decision making process. This information be-
comes ever more important if used by those it is  meant
for. The success of e-Government depends upon the
proactivity of the citizens as latent decision makers.

The conclusion of the Communication (COM 2006) of
the i2010 e-Government Action Plan on fostering the e-
Government in Europe says that an effective and inno-
vative public administration is of crucial importance for
a global competitiveness of Europe. E-Government is
regarded as a key to open the potentials of information
and knowledge in the public sector. The socially respon-
sible electronic business is possible to be most broadly
understood as a response of organizations and institu-
tions to the concept of sustainable development, but al-
so as the response of e-Government to the demands of
sustainable development. If the prefix e- marked a new
channel of communication via digital technologies, a
specific framework would be established that would ex-
ceed the meaning of the notion of the socially responsi-
ble business  to translate it into the concept of corporate
social integrations. 
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1. Introduction 

Banking today is a business undergoing a continual
process of change. It cannot be perceived as something
special, it is rather something that keeps getting newer
and newer every day – it offers new services, performs
integration and consolidation into larger and more
comprehensive business enterprises that are no longer
to be recognized only as banking business operations.
It also adopts new technologies that change faster than
a majority of us is capable of tracking and is faced with
a large number of rules that keep changing, while an
increasing number of nations collaborate for the pur-
pose of regulating and controlling banks and other fi-
nancial institutions in the service of their citizens. It is
for these reasons that managing the bank, and espe-
cially business decision making, has become highly
complicated. In other words, it is necessary that the
bank management dispose of quality and up-to-date
information, both from the environment and from
within the bank business system. (PIS) This can ex-
plain why the importance of the so-called Professional
Information System, meant to improve the flexibility
and efficiency of banking business, is growing. It is al-
so important that the PIS should not be exhausted in
providing information that describe only the past and
the present of certain business movements and condi-
tions. On the contrary, since the business activities of
any organization are oriented towards the future, to-
wards achieving future development goals, the purpose
of the PIS is to increasingly support the future business
decision making and the future business policies. This
actually means that it has to disseminate programme
information, plan information, information on

prospective limiting factors, on prospective positive
factors, as well as information on possible corrective
factors. The result of such management requirements
is the emergence of the management accounting seg-
ment in organizations, banks included.

2. The management process and  the 
management accounting and reporting system

In the conditions of highly dynamic changes in the busi-
ness environment the top management level in any busi-
ness entity encounters important and increasing chal-
lenges in the business goals achieving process. The top
managers make decisions and initiate activities that cov-
er a rather wide range of operations – from organizing
daily operations, to defining and implementing a long-
term development strategy. The precondition of a suc-
cessful organizational performance is the presence of an
adequate management accounting and reporting system
that provides timely and accurate information necessary
for managerial decision making. In this context, every
business subject must define and develop a system of
management accounting and reporting which will allow
for the identification, measurement, analysis and correct
interpretation of information and data in order that all
projected organizational goals should be achieved.
Consequently, the business bank, as a complex organi-
zational form must have a well developed, reliable, and
efficient management accounting and reporting system.
It is evident that the process of successful management
means the existence of a strong correlation link between
the system that “generates“ managerial information and
the decision making system. Namely, the precondition
for correct managerial decisions making is the establish-
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The influence of the environment on bank development resulted in a new trend of banking services development,
and this in turn resulted into a range of information necessary for bank  management to monitor certain aspects
of  business, do risk assessment, better market positioning in a competitive environment, but also improve in qual-
ity business decision-making. Special attention is paid to defining a quality system of management accounting of
a business bank from an experienced professional’s point of view, starting with the specifics of management and
decision-making in a business bank, whose basic goal is defining the elements of a system of efficient and effective
management accounting.  It defines the three basic segments of management accounting of a business bank: the
Segment of strategic management; the Segment of performances; the Segment of risks management, where for each
of the mentioned segments it defines their look, contents and time dynamics of information it is supposed to con-
tain, as well as the level of management structure of the bank requiring the report. It also specifies the purposes
of the report, i.e. the types of decisions based on specific reports.
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ing of clear, direct and timely information flows towards
the top management, as well as towards the middle lev-
el and lower level managements. A rather dynamic de-
velopment of market environment, the increasing com-
plexity of the structure of the products and services de-
livered to the clients, the pressure of regulatory restric-
tions etc., set additional barriers and challenges in the
business bank management process. The characteristics
of the environment the banks do business in put the
banks into a specific position where a highly sophisticat-
ed managerial information is needed in order that the
defined business goals should be achieved. It is for these
reasons that the management accounting and reporting
system is in practice often extended to the fields of:
strategic management, where the stress is put upon the
“provision“ of information and data necessary for strate-
gic (long-term) decision making; performance manage-
ment, concerned with the development of business (op-
erational) decision making through performance man-
agement within the organization; and the field of risk
management, where the set goals are achieved through
the development of the practices of identifying, measur-
ing, managing and reporting on risk exposures. In this
context, the primary objective of the established man-
agement accounting and reporting system in a business
bank is to provide an adequate support to the top man-
agement in the process of:1

• Strategy formulation;
• Business activities planning and defining;
• Optimal use of scarce resources and efficient

business decision making;
• Preserving the bank’s business property.

The management accounting and reporting system es-
tablished on such bases also assumes a new role and im-
portance of the individuals responsible for creating such
reports. According to one definition, the person in
charge of accounting reports management (the manage-
ment accountant) “implements his/her professional
knowledge and skills to provide and present financial
and other reports in such a manner as to give an ade-
quate support to the top management both in policy for-
mulating and  in the process of planning and controlling
the business operations under way“. Based on this defini-
tion, it is evident that their activities are oriented towards
the future and the decision making that will affect the
bank’s business operations in the period to come, rather
than towards the bookkeeping and historical tracking  of
the generated accounting data. Consistent with other
roles in the present organizational scheme  of the bank,
the role of the individuals in charge of the management

accounting and reporting system functioning is twofold.
On one hand, they ensure the information flow towards
business functions, whereas on the other, they direct, re-
port and coordinate the operation of the financial (ac-
counting) function. Generally, their activities are related
to the planning and forecasting the movements of basic
business indicators movements, to the analysis of the
variants of the results achieved, to cost control and track-
ing, etc. In practice, the functions of management and fi-
nancial accounting and reporting systems usually merge.
The essential difference is that the main purpose of man-
agement accounting is to supply the top management
with adequate information required in the management
and decision making processes, while the task of the fi-
nancial accounting and reporting is primarily to provide
and offer financial information to the stakeholders out-
side the organization (shareholders, creditors, regulatory
agencies, tax authorities, etc.). Essentially, financial ac-
counting is part of management accounting and report-
ing. Namely, the reports made within management ac-
counting may be generated for any period (daily, week-
ly, monthly, etc.) and are primarily used for monitoring
the results achieved and for future movements forecast-
ing (the so-called “future looking“). On the other hand,
financial reports are usually generated for a strictly de-
fined period of time (for example, one fiscal year).
Financial reports are based on historical data and are
used by the individuals outside the bank in order that
they should make adequate financial decisions.

3. Elements of management accounting and 
reporting system in the business bank

The very design, structure and complexity of the man-
agement accounting and reporting system, the number
of participants in the system, and the number of gen-
erated reports/analyses are directly preconditioned by
the size and complexity of the bank itself (or any oth-
er organization, for that matter). More complex and
larger business systems are in themselves assumed to
have a more highly developed structure of manage-
ment accounting and reporting characterised by both
a larger number of forms of reports and the (hierar-
chal) lines of reporting (Figure 1).

The general categorization of reports assumes group-
ing the reports/information into segments of strategic
management, the segment of the operative, or per-
formance management as well as the risk management
segment (Figure 2). This classification is only condi-
tional, given that the contents of the segments are in-
terrelated and interconditioned, however, it is essen-
tially based on the difference among the end users, the
thoroughness of contents and the provision rates.

1 Bhimani, A. (2006) Contemporary Issues in Management
Accounting, Oxford University Press: Oxford.



19

2 @arki}-Joksimovi} N. "Upravljanje finansijama", FON, Beograd, 2008.
3 @arki}-Joksimovi} N. "Upravljanje finansijama", FON, Beograd, 2008.

Figure 1: Basic factors of the management accounting and reporting system and the information flow2

Figure 2: Review of basic reports generated in the management accounting and reporting system3

4. The strategic management segment

The entire flow, from creating to communicating/pre-
senting the documents classed withing this category is
connected to the strategic management and decision
making. Involved in the creation process are all the
basic and subsidiary bank functions (with the coordi-
nation of the planning and reporting functions),
whereas the created documents are exclusively meant
for the top management level. Simultaneously, as the

strategic development of the bank is directly related
to the parent bank developmental plans, in the proce-
dure of generating these documents  there is a direct
interaction between the subsidiary bank and the par-
ent group (Figure 3).

When dealing with complex international financial or-
ganizations, the management accounting and report-
ing system is normally based on a standardized



20

Figure 3: Reporting flow of subsiduary company towards parent banking group4

methodology that allows for creating unified forms
that will in turn make the comparison of presented in-
formation possible. The standard methodology imple-
mentation assumes:5

– standardized database forming and mainte-
nance;

– standardized reports creating and submitting;
– implementing international accounting stan-

dards in reporting;
– reporting in local currency; and
– using the English language as the language  of

communication.
Strategic planning is a process of the development
strategy defining as well as the decision making
process as regards the available resources allocation,
in order that the adopted strategy should be imple-
mented. In a sense, strategic planning defines the di-
rection the organization should follow. It is of essen-
tial importance for any organization that it define an-
swers to three strategic questions: where the company
is now, which is the direction it should follow, and
which are the ways to accomplish it. The document
that is to contain the answers to these questions is the
strategic plan. The strategic plan usually covers a pe-
riod of three years. On the basis of the strategic plan
the so-called operational plan is devised; this covers a
shorter period of time (most often a year) and is more
detailed to a considerable extent.

The last decade has witnessed significant changes in
the business bank budgeting process. In the previous
period, the budget preparation used to be a regulato-
ry obligation, where the banks attempted to estimate
their costs and income in the following year. Such an
approach was promptly changed, as the market envi-
ronment became considerably more dynamic, better
organized and more competitive. Accordingly, in or-
der that they succeed, banks have to constantly im-
prove their capabilities of correctly predicting the fu-
ture busines operations, as well as of correctly esti-
mating the required resources. In other words, in or-
der to remain profitable, banks can no longer afford
any discrepancies between the anticipated income and
the anticipated costs.  

Consequently, the tools implemented in the process it-
self (the reporting system, in the first place) have be-
come more integrated and more detailed, alongside
the growing importance of the budgeting process. The
quality of being more detailed, however, does not as-
sume a situation in which the the reports containing a
large scope of information are submitted to the top
management. A more detailed reporting is required
from the business functions/segments that generate
larger costs and incomes for the bank. It is for this rea-
son that the key indicators for performance measuring
(key performance indicators – KPIs, Figure 4) have
lately been introduced into the reporting process. The
primary goal is to give support to the management in
order that it should be constantly focused upon the ba-
sic generators of income growth and costs in the bank.

4 Arnold A., Hope B. "Accounting for Management Decision",
Prentice Hall, London, 1990.

5 Davis, S. and Albright, T. (2004) An investigation of the effect of
Balanced Scorecard implementation on financial performance,
Management Accounting Research, 15, pp. 135-153.



Regardless of the reporting model adopted, it is gen-
eral practice that a majority of business banks today
budget all their balance sheet accounts at various lev-
els of detail. The concept is such that the top manage-
ment is now presented basic data, so that it should be
able to focus more upon the most important business
indicators. If necessary, the details underlying the ag-
gregate data are given at request. In this way, the top
management level in the bank is in a position to pay
more attention to the analysis of the key indicators
and take adequate steps. Simultaneously, it is of ut-

most importance for the management that all the pre-
sented data be accurate and clearly formulated, so
that the risk of wrong management decision making
should be minimized.

Strategic and operative plan

When the bank does business within a financial group,
the strategic plan creating process is initiated by the
parent bank and it is carried out through a sequence
of interactions (Figure 5).
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Figure 4: Review of key performance indicators6

Figure 5: A strategic (three year) plan creation process7



The strategic plan is essentially a formalized report con-
taining a set of business objectives to be achieved, as
well as the execution plan. The strategic plan may be fo-
cused upon internal and external users. Externally ori-
ented strategic plans are predominantly oriented to-
wards the goals important for all the so-called external
stakeholders, above all the (prospective) investors and
clients. On the other hand, internally oriented strategic
plans include the so-called meta-goals, the achievement
of which assumes the achievement of the so-called ex-
ternal goals. To this category belong the new product

and service development, the IT systems development,
financial and organizational restructuring, etc. the
strategic plan format itself depends on the context of its
implementation. It is not (un)usual that organizations
use a number of forms of strategic plan presentation.
Structurally, the strategic plan is composed of two parts
– one is qualitative and the other is quantitative. The
qualitative part contains the macroeconomic scenario
analyses, the SWOT analysis, the company’s mission,
the strategic guidelines as well as the action plan to en-
sure that the the plans defined are achieved (Figure 6). 

Figure 6: Abstract of the strategic plan qualitative part8

(a) Basic macroeconomic indicators

(b) SWOT analysis
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(c) Abstract from action plan
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The quantitative part consists of financial projections
of the balance sheet and income statement positions,
as well as of the projections of a set of selected finan-
cial reports (Figure 7). More precisely, the qualtitative
plan displays several-year (most frequently three
year) projections:9

– the balance sheet position, followed by the com-
ments on anticipated trends;

– the income statement position, with a special
account on the trends of net operational 

income, operational costs, operational income
and the expenses for reserving;
– basic performance indicators, including:
a) Profitability indicators

ROA – returns on total assets
ROE – returns on bank equity

b) Interest rate margins indicators
Interestbearing assets/total assets
Average interest rate on interest bearing assets
Average interest rate on interest bearing liabil-
ities (sources of financing)

Action plan
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c) Capital adequacy indicators
Total capital/total assets
Capital assets/total assets

d) Growth trend indicators
Total assets growth rate
Interest bearing assets growth rate
Loan growth rate
Deposit growth rate

e) Liquidity indicators
Total loans/deposits
Total loans/deposits+capital

The capital, where it is necessary that in all the projec-
tion years the criterion of minimum capital level stip-
ulated by law is satisfied. In case the projections show
that it is necessary that more capital be raised, possi-
ble modalities of equity investment/rise of capital ad-
equacy indicators can be listed.

6. Conclusion

Contrary to many other business operations, the banking
business operations require not only the technical knowl-
edge but also the expertise, and not one or the other.
People gain confidence in the bank they do business with
and rely on its honesty, reliability and stability.

The managers providing banking services never stop
learning, since their job requires that they get and
show new knowledge daily, and the clients and owners
expect the manager to be “beyond average“, regardless
of how fast the environment changes.

It is obvious that the globalization processes pervading
the world economy have brought significant changes in-
to the banking business. Banks have grown to be more
and more similar to financial supermarkets offering a
comprehensive service, from classic business opera-
tions, to investment banking, to insurance, to transac-
tions with securities. Besides, new jobs and new techno-
logical solutions make it a necessity for the banks to
adapt continually, search for new models and tools. 

In order to perform this new role of the bank in a com-
plex environment, the bank, among other things,  has to
have a well developed management accounting and re-
porting system as a significant decision making support.
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1. Introduction

In its broadest sense, strategy is the means by which an
individual or and organization achieve their objectives.
This definition refers to the plans, policies, and princi-
ples that guide and unify a number of specific activities
(Smith, 2005). Common to the different definitions of
business strategy is the notion that strategy is focused on
achieving certain goals, that the critical actions that
make up a strategy involve allocation of resources, and
that strategy implies some consistency, integration, or
cohesiveness (Harris and Blair, 2006).

Enterprises in a particular sector or industry need busi-
ness strategies to give them direction and purpose, to
deploy resources in the most effective and efficient man-
ner, and to coordinate the decisions made by different
individuals (Wheelen and Hunger, 2006).

Important aspects of strategy formulation include devel-
oping a business mission, performing an external audit,
conducting an internal audit, generating alternative
strategies, and choosing among alternative strategies
(Borgonovo, 2006). Performing an external audit is gen-
erally most time consuming. Effective management relies
much more on control mechanisms that are personal and
proactive. When such issues are identified, the old policy
of top-down interference must be replaced by the policy
driven by the organization level support (Yip, 2004).

The firm’s strategy represents a model or a policy for
harvesting profits from its business. In business litera-
ture a policy is preliminary to a strategy, and it is only
concerned with the viability of the basic business con-
cepts. In any case the firm still needs a strategy that will
allow it to survive against competitors that implement
the same business model or policy (Bieber, et al, 2002).

Maximizing responsiveness and adaptability requires
that strategic planning process typically combine both
top-down and bottom-up strategy making top manage-
ment set guidelines in the form of mission statements,
business principles, and performance targets while the
individual business units take the lead in formulating
strategic plans (Grant,2003).

Strategy is concerned with matching a firm’s resources
and capabilities to the opportunities that arise in the ex-
ternal environment. For Grant (2008), the firm needs to
identify the profit opportunities in its external environ-
ment. An increased emphasis on the role of resources
and capabilities as the basis for strategy formulating  is
the result of two factors. Firstly, as firms’ industry envi-
ronment  has become more unstable, the internal re-
sources and capabilities, rather than external market fo-
cus, are viewed as a more secure basis for strategy for-
mulating. Secondly, it has become increasingly apparent
that it is the competitive advantage rather than industry
attractiveness that  is the primary source of superior
profitability (Grant, 2008).
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The first section of the research consists of the introduc-
tion on the strategic-management techniques, followed
by a brief history of the selected company. The second
section deals with  the mission, goals, and strategies used
by the management. Attention is also paid to the
Management Implementation of Strategy.

Special attention is paid to developing a successful strat-
egy. The management new strategy is mentioned before
the conclusion section.

2. Al-Ain Date Factory 

The strategic goal of the ‘’Al- Ain Date Factory’’ man-
agement is to produce and market superior quality of
Date that meets or exceeds international standards. The
‘’Date Factory’’ is a publicly owned Enterprise in Al-
Ain, United Arab Emirates, astablished 13 zears ago, in
1996, within the Food Industry sector. The number  of
employees is 153; out of these, 53 individuals are en-
gaged in the management.

The management implements a comprehensive ap-
proach which establishes quality controls at all levels of
date production and processing. Since it is not merely a
date processing plant, it stands alone, far ahead of all oth-
er Emirates date companies with its unique approach to
date production and its commitment  to quality.

The United Arab Emirates is one of the largest produc-
ers of dates in the world. People in the Emirates are
among the largest consumers of this product, and many
are connoisseurs. The United Arab Emirates is rich in
many types, shapes and colors of dates that are not
known nor found anywhere else. In order to be proper-
ly appreciated in new and sophisticated markets, it is im-
portant that the Emirates’ dates be well cared for, well
handled and beautifully packaged.

In  the discussion the heads of departments in the
company claimed that in the ‘’United Arab Emirates’’,
small (fewer than 59 employees) and medium sized
(60-199 employees) enterprises - According to the
Chamber of Commerce and Industry Classification -
to date have not lived up to their potential for a num-
ber of reasons.  

3. Mission of the ‘’Date Factory’’

The mission is a statement of purpose; what the organ-
ization seeks to achieve in the long term, but like the
vision, the mission does not provide a distinct state-
ment of strategy but offers guidelines to the overall di-
rection in which the strategy will take the organization
(Pfeffer and Sutton,2006). In our case the mission of

the management is to fulfill customer needs and de-
sires by producing high quality dates  and manage-
ment is committed to achieving this goal. So a clear
mission statement is the most important strategic-
management tool.

4. Goals of the ‘’Date Factory’’

Goals are an aspiration view of what the organization
will be like in the future. Goals in general are the antic-
ipated  image of the company if it succeeds in imple-
menting its potentials and all the human potential
(Moeran, 2005) to achieve it. The management strategic
goals, like most announcements in the business, can be
found on the websites managed by the Government
through the ‘’Chamber of Commerce and Industry’’ but
tend to be too idealized to offer a clear guidance to the
respective industry.

In general,  the goals of the management are to keep
customers happy, to sell the product while it is fresh,
and to create value in everything the management
does. Reaching agreement on formal vision and mis-
sion statements can greatly facilitate the process of
reaching agreement on the organization’s strategies,
objectives, and policies. Organizational success de-
pends on a reasonable agreement on these issues.

5. The Strategy of the ‘’Date Factory’’

In the case of the startup enterprise, strategy is usually
written down in the business plan that was prepared to
raise capital. In the case of the established companies,
the management strategy is communicated in a number
of ways, such as the vision, the mission, through business
model, or in terms of a strategic plan, which has been the
case in undertaking this research (Nickerson and
Zenger, 2004). 

The best approach to a strategy is via the analysis of
both the external and the internal factors. This strategy
is fitted to the commoditizing date market, where there
are few advantages from global spread. In other cases,
many similar companies have failed to align their strate-
gies to their internal resources and capacities (Nerkar
and Roberts, 2004).

Fundamental to this view, a strategy set by Date
Factory’s management is achieved through the link be-
tween the firm and its external environment. The present
management strategy is consistent with its external envi-
ronment, and with its internal environment - its goals and
values, resources and capabilities, its structure and sys-
tem. The management strategy is concerned with the
failure of similar enterprises caused by lack of consisten-
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cy with either the internal or external environment. 

The marketing manager expressed his concern that the
main problem of the future strategy was its growth – ori-
entation, which emphasized superior performance. This
is, however,  a problem with nationwide effects. A criti-
cal issue for the Date industry in the coming years will
be whether it disposes of  enough resources ( natural or
technological) to continue to compete head-to head
with other local private companies  in the market for a
better and higher quality production. 

Developing the date sector is critical to the management
in our research because much of the slow-down in em-
ployment and non-oil growth has stemmed from the de-
cline over time in the government’s ability, simply
through its own expenditures, to stimulate this sector
output and expenditures, whereas the keys to revitalize
this sector in the economy are in general through diver-
sification, modernization, and increased competitive-
ness across the whole spectrum of private and public en-
terprises in this industry.

This sector is still the second after the oil-sector to dom-
inate the economy in general and the manufacturing
sector in particular. This phenomenon can be character-
ized as a single-track development strategy, with a focus
on the modern export-oriented segment of the econo-
my. The other aim is serving the society in terms of jobs
creation. Therefore, the diversification strategy is still
relatively modest and is adopted with a strong concen-
tration upon improving the quality and the quantitz of
date (Chamber of Commerce, 2008).

Since the oil/gas/hydrocarbon sectors are largely capital
intensive, they are not a dynamic source of jobs, at least
of the magnitude that is  currently required. A stronger
diversification is needed and should proceed based on
the exploitation of comparative advantages such as loca-
tion and natural resources. Here, the company as a
medium-sized enterprise that was often neglected or
overlooked in the past, can play an important  role in
solving, partly, the unemployment problems in the
province (Al- Ain and Abu Dhabi). 

In the United Arab Emirate’s case, the medium-sized
enterprises such as our company have the potential to
play a variety of important roles: (a) selling their own
products, usually finished goods, (b) acting as either
subcontractors for or (c) suppliers of raw materials (or
semi-products) for larger multinational or local enter-
prises. There are several great potentialities in creating
a large number of jobs at relatively low costs.

6. Management Implementation of Strategy

Although the implementation of  the business strategy
may seem the most obvious of tasks for the manage-
ment, it is by no means the easiest. The first challenge
for the strategic management stems from the multiplici-
ty and diversity of constituents whose demands and
pressure compete for the manager’s attention (Grant,
2008). Being part of the local industry and involved in
international marketing seems to earn a special status
among many national organizations and be subject to a
different and a more intense type of pressure than that
put on other local companies. 

In this respect the Government (as the owner of the
company) should not be suspicious of the management’s
motives but should  support the management efforts ful-
ly, and customers should understand the way the man-
agement operate, and therefore fully appreciate the sig-
nificance of these demands and pressures.

In the business literature,  strategy implementation is of-
ten considered to be the most difficult stage in strategic
management because it requires discipline, sacrifice,
commitment, and hard work from all employees and
managers. It is always more difficult to do something
than to say you’re going to do it (Rosenkopf and
Almeida, 2003).

In addition, the management’s strategic implementation
task is complicated by the management’s  expectation
that managers take the broad company’s goals and
strategies and translate them into specific actions that
are responsive to the needs of the working environment.

The six steps defined by Robbins and Coulter (2005),
are regarded as the means by which the strategic process
is accomplished. Distinguishing between the external
and the internal environment of the firm is common to
most approaches to the strategy analysis. The best
known and most widely used of these approaches is the
SWOT framework, which classifies the various influ-
ences on a firm’s strategy into four categories: Strengths,
Weaknesses, Opportunities, and Threats. 

The first two categories, strengths and weaknesses, are
related to the internal environment, while the other two
categories, opportunities and threats, are related to the
external environment.  The SWOT analysis can be espe-
cially useful when trying to decide whether or not to em-
bark on a certain strategy by determining if the pros out-
weigh the cons (Santos and Eisenhardt, 2005).

The aim of the SWOT analysis involves specifying the
objective of the management as well as identifying the



internal and external factors that may be favorable or
unfavorable to achieving goals. Strengths, in the SWOT
analysis, are a company’s capabilities and resources that
allow it to engage in activities to generate economic val-
ue and perhaps competitive advantage. In our case the
company’s strengths may be in its ability to create
unique products and derive a  high-level customer satis-
faction. The company’s weaknesses are caused by the
lack of resources or capabilities, which can prevent it
from generating economic value or gaining a competi-
tive advantage to enact the company’s strategy (Dane
and Pratt, 2007).

For the company in our case, there are many examples
of organizational weaknesses. For example, the man-
agement has a large, bureaucratic structure that limits its
ability to compete with other similar companies.
Another weakness of the present management is that
the company has higher labor costs than a competitor
who can achieve similar performance at a lower labor
cost, and the absence from the different retail markets.

Opportunities provide the organization with a chance
to improve its performance and its competitive advan-
tage. The convenient opportunities for the management
as a strategy may arise when products and services can
be offered at different times and in different locations.
For instance, the increased use of the Internet has of-
fered  numerous opportunities for companies to expand
their product sales (Aaker, 2004).

Threats can include  an individual, group, or organiza-
tion outside the company that aim to reduce the level of
the company’s performance. The company’s manage-
ment faces threats in its environment. The main threat
for the present management may come from new prod-
ucts or services from other companies whose aim is to
minimize our company’s competitive advantage. 

Which is better, a two-way distinction between internal
and external influences or the four- way SWOT taxono-
my? The answer is that if the SWOT is sensible or worth
while, the   internal factors should be regarded as
strengths and weaknesses while the external factors
should be viewed   as opportunities and threats. In prac-
tice, such distinctions are difficult. According to
Robbins and Coulter, each firm is constrained by the re-
sources and capabilities it has available (Robbins, and
Coulter, 2005).

Pressured from without and constrained from within,
the strategic management needs keen administrative
sense to plot the correct behavior in which they can op-
erate. The action decided upon must be sensitive

enough to respect the limits of the diverse local con-
stituencies, as well as  pragmatic enough to achieve the
expected strategy outcome, and creative enough to bal-
ance the diverse internal and external demands of con-
straints. As if  this were not enough, the task is made
even more difficult by the fact that the management
does not act solely as the implementor of company’s
strategy. Therefore it is important that the management
is required also to play a key role in the strategy formu-
lation (Ottesen and Gronhaug, 2002).

Thus, the strategic management will often reflect some
decisions against which it is lobbied hard. Governmental
or Ministerial intervention in the decision making
process is an important aspect to consider. Once the fi-
nal decision is taken, however, management must be
able to convince the authority to implement it with com-
mitment and enthusiasm. 

Extensive surveys carried out by the Council of Al-Ain
Chambers of Commerce and Industry through the years
2006-2007 defined that the main concerns of business-
men are:

1. Lack of credit/finance/capital: The effective cost of
capital is often quite high because regular lending insti-
tutions have a hard time evaluating new businesses, es-
pecially those production areas with which they are not
familiar. Most similar Enterprises in Emirates are not
satisfied with the existing banks/financial institutions.
They find loan procedures to be very complicated.

2. Access to technology: On the other hand, the digital
divide is a significant problem for many medium-sized
enterprises in The United Arab Emirates. Improving
access to technological networks of international stan-
dards can be very expensive and beyond the reach for
many of them including the ‘’Date Factory’’. 

In a survey of 60 existing enterprises in the Eastern
Province of the United Arab Emirates by ‘’Chamber of
Commerce and Industry Council, (CCIC)’’, in the year
2005, over 75 percent of the enterprises reported prob-
lems in marketing. While, in The UAE, many of these
obstacles are more perceived than actual, they have had
the effect to stifle the growth of enterprises.
Bureaucratic hindrances still prevail, while some
progress has been made in cutting bureaucratic red tape,
as late as 2007.

3. Limited information on possible markets and clients:
Many managers/operators in Emirates have little expe-
rience in exporting to foreign markets. Similarly, they
have difficulty identifying and attracting foreign in-
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vestors. As a result, their firms are often under-sized and
cannot expand in line with growing markets.

These problems are additionally  made complex by  the
fact that, because of their lack of access to credit,
Emirates’ enterprises are usually the most vulnerable in
times of economic recession. The resulting business fail-
ures often add to the severity of the recession. This
problem will only be further complicated as the econo-
my moves to a freer price system with the country’s as-
cension to the WTO in 2005. 

After a long discussion with the management, the con-
clusion is that the strategic policy faces three important
challenges in guiding the delegating of responsibilities
and differentiating Date Factory’s tasks. The first is set-
ting the strategic direction for the company by identify-
ing its mission and its business objectives. The second is
building the differentiated enterprise, not only by de-
signing the diverse roles and distributing the assign-
ments but also by making the managers of departments
responsible for granting  them the legitimacy and power
to do so. The final challenge is in directing the process to
ensure that several roles are coordinated and that the
delegated responsibilities are controlled.

7. Leveraging ‘’Date Factory’’ Performance

Although aligning the management’s resources, capabil-
ities, and commitment to achieve common long-term
objectives is vital, the top management must also
achieve results in the short term to remain viable among
other similar competitors and credible with the commu-
nity and stakeholders. The top management role is to
provide the controls, and coordination to leverage re-
sources and capabilities to their highest level of per-
formance (Hopp et.al, 2004).   

In doing so, and in order to be properly appreciated in
new and sophisticated markets, date must be well cared
for, well handled and beautifully packaged, and attract
the choosy consumer. To accomplish this, the strategic
management uses a new approach. The management fo-
cuses first on better farming and cultural practices in the
growing of dates. The management implements  new
and better methods in date  handling and processing,
managing to  preserve the natural freshness of the fruit
and maintain consistent quality. In short, the manage-
ment as a strategy developed an integrated approach
that includes quality controls at both the farming and
processing levels, as well as appropriate product packag-
ing. Figure (1) is a framework between the company’s
environment and its Strategy.

Figure (1): Framework between Company
Environment and Strategy

The purpose of this renewal strategy for the manage-
ment is to stabilize operations, utilization of resources
and capabilities to improve the  level of competition in
the market. 

In an environment of uncertainty and change, a clear
sense of direction is essential in the pursuit of objectives.
As Michael Porter has emphasized, strategy is not about
doing things better – this is the concern of operational
effectiveness - strategy is about doing things differently,
hence the essence of strategy is making choices (Porter,
1996). Strategic choices can be expressed by two basic
questions:

- What to compete?
- How to compete?

Neither intuition nor analysis alone is sufficient for mak-
ing good strategic decisions. Intuition, based on one’s
past experiences, judgment, and “gut” feelings, does not
include the use of analytical strategic-management con-
cepts that have been developed and successfully tested
in the business world (Demeter, 2003).

To ignore these techniques that are based on histori-
cal learning is like trying to reinvent the wheel.
However, no analytical tools can capture all aspects of
a given organization’s culture and situation. Nor can
analytical tools assimilate all the subjective informa-
tion that must be considered in strategic management,
such as personalities, emotions, values, beliefs, cus-
toms, and ethical factors (Yang, et.al, 2003). Thus, it is
very important to integrate intuition and analysis into
strategic management.

8. Building a Successful Strategy

Elementary for the company to develop a successful
strategy is to make it simple and understandable to its
employees (probably by allowing some managers to par-
ticipate and shaping its future policy and strategy, and
setting long-term goals, the profound understanding of
the competitive environment as there are many local
producers and foreign products from abroad particularly
from other Gulf States like the Saudi Arabia and Oman. 

To achieve success the company tried to utilise its re-
sources - this is called the objective appraisal of re-
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sources. These three elements contribute to the fourth
element of success (i.e., effective implementation). In
general, these are the four elements for this company to
implement the strategy successfully and to achieve its
objectives. Figure (2), shows the elements of a success-
ful strategy for an enterprise. 

Figure (2): Elements of success for a Strategy

One of the Mangers said that, unfortunately, the gov-
ernment policy towards the medium-sized enterprises
has not been as extensive or as effective as it should and
could be. 

The Marketing Manager in the factory noticed that “de-
spite the importance of such enterprises in the economy,
these are unable to benefit from the incentives provided
by the government and, due to their small or medium
size’’; commercial banks view them as high risk borrow-
ers and refrain from funding their needs. The areas of
special emphasis should include:

1. Training/human resource development
2. Funding for research and development
3. Addressing weaknesses in transportation and in-
frastructure
4. Encouragement and creation of alternative finan-
cial sources
5. Improving knowledge of the legal environment for
these enterprises.

In the above discussion, the issue of management re-
liance on control mechanisms is mentioned in the intro-
duction section of this case study. The management
group ensures that their particular responsibilities are
understood in relation to the overall goal and that
strategic and operational priorities are clearly identified
and agreed upon. They demand standards and use fre-
quent informal visits to discuss operations and identify
new problems or opportunities quickly.

The undertaking of a major new infrastructure expan-
sion program should, by reducing production costs, pro-
vide a very significant stimulus to the private sector in-

vestment. To assure that this incentive is not neutralized
by insufficient consumer demand, the Saudi authorities
should seriously consider establishing a “Dual Track”
development model focused on achieving a more bal-
anced economy (Stanley, 2003).

The management of the company, in its efforts as a strat-
egy promoter, can ensure a renewal of thoughts and poli-
cies by defining the company’s mission and value state-
ments so that they provide some stretch and maneuver-
ability for effective managers, and also legitimize new
initiatives. More than this, those at the top levels must
monitor closely the process of dynamic imbalance they
create and strongly support some of the more entrepre-
neurial experimentation or imaginative challenges to the
status quo that emerge from such a situation.

What emerges from the above discussion is that strate-
gy making is not someone’s  abstract analysis for devis-
ing the optimal strategy for the firm. Strategy making is
part of an ongoing management process. The reason
that strategic management has displaced the terms long-
term planning and corporate planning is partly to disas-
sociate strategy from planning, but also to emphasize
that strategy making is a central component of what
managers do. 

Viewing strategy making as part of the management
process helps us see that strategy plays multiple roles
within organizations. Some chief executive officers,
strategists, and organizations have been successful, to
date, without using strategic-management concepts and
techniques. However, success today is no guarantee for
success tomorrow (Harris and Kimberley, 2003).

The business world is becoming global in scope; technol-
ogy is changing the nature of competition in all indus-
tries. Strategic management enables organizations to
recognize and adapt to change more readily; successful-
ly adapting to change is the key to survival and prosper-
ity. There is no good alternative approach to strategic
management. Strategists can best assure that strategies
formulated will be effectively implemented by involving
as many managers as possible in the strategy formula-
tion process. Also, it is important to communicate effec-
tively why changes are needed (Dudley, 2000).

9. The Management New Strategy:

Based upon the company’s mission, and the discussions
with managers in the company, the assessment of
strengths and weaknesses is part of organizational
analysis, and aimed at suggesting management strate-
gies in the future.
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The primary focus of the field of strategic management is
to figure out how companies can create value for share-
holders and achieve strong financial performance (Hoegl
and Gemuenden, 2001). Each of the following three
views of strategy provides a different answer to the ques-
tion – how can companies acquire and leverage competi-
tive advantage and sustain that advantage over time? 

- A Corporate strategy-based view – degree of compet-
itiveness in an industry determines firm performance.
According to this perspective, a local firm’s success in
other country industry, or success in competing local or
foreign firms or enterprises depends on the unique at-
tributes of the industry – its knowledge-intensive nature
and non-location based boundaries.

From different strategies available the most important
ones probably are the following:
1- Quality: The new strategies for the management to
follow require a commitment to quality that would sup-
port its products and its goodwill in the local markets
and abroad. The application of modern techniques in ir-
rigation, fertilization, pollination, fruit covering, thin-
ning, harvest, and transportation enable the farms to
provide the processing plant with the highest quality
possible of fresh product.
2- Production and labor: highly trained labor carry on
the production operation to provide the market with
fine packages of fresh dates. These two strategies are to
determine what the ‘’Factory’’ should be in or wants to
be in.
- A Business Strategy-based view – firm-specific differ-
ences in capabilities create performance differences
among firms.  For example, successful date industry
firms tend to have capabilities that are valuable, unique
and hard for rivals to imitate or match. In this respect
the following two strategies may be suitable to the com-
pany in the long-run, to open new markets abroad, and
therefore increase its market share.
3- Management roles and thinking in constantly ques-
tioning, challenging, stirring up, and changing things in a
way that forces adaptation and learning.
4- Going International in the future through opening
foreign markets, and diversifying the product portfolio.
The aim of such a strategy is to protect the company
share of the bulk in the specific industry, but concen-
trate on branded sale for growth. The aims of the above
two strategies are to enhance the management competi-
tion in its businesses.
- A Functional Strategy-based view – institutional
forces, such as economic reforms and government poli-
cy, contribute to differences in the firm performance.
For example, the pro-market reforms in a county may
open the door for similar companies to win foreign mar-

kets. Examples of two strategies to follow by the man-
agement are: 
5- Meet customer short-haul needs at competitive price
and cost. The notion of fostering strategic adaptation
through establishing a few broad principles and direc-
tives to guide decentralized decision making is consis-
tent with the tenets of complexity theory (Gadiesh and
Gilbert, 2001).
6- Placing greater emphasis on research and develop-
ment. The purpose of these two strategies is to enhance
the previous two strategies (i.e., business strategies-
based view).

The author concludes that all three perspectives pro-
vide an insight into the forces that determine the firm
performance.  The complexity of local competition
leads managers all over the world to struggle to find
the best ways to achieve successful performance.
Generalizations based on stereotypes might lead to
false conclusions – such as the Western assumption
that Asian managers are willing to sacrifice short-term
profits for long-term market gains.

10. Summary

In general, any enterprise needs a strong unifying sense
of direction and this is the case with the strategic man-
agement in this research. But that need is particularly
strong in an organization in which tasks are differentiat-
ed and responsibilities delegated. Without these, the de-
centralized management process in the company will
quickly degenerate into strategic anarchy.

In this research the level of analysis is shifted down to
the executive’s management levels. Rather than think in
terms of the changing nature of business environment or
conflicting strategic imperatives facing the management
strategy, highlighted is the examination of the new roles
of the management and managers. The management’s
new roles in setting an effective strategy(s), are through
the integration and provision of directions for other em-
ployees in the company. These roles involve familiar
tasks as well as several new ones< they must become
thought leaders in their discipline and be active across
the different departments and among employees. 

The training programs for the employees are needed to
improve customer services and satisfaction as well as to
improve communication with customers effectively and
efficiently.

These new thoughts and strategic responsibilities re-
quire managers to rethink many of their traditional as-
sumptions about the nature of their work. This is ulti-
mately the biggest challenge facing the management in
a new era of effective and efficient performance. Such
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new thinking needs skills and a sense of perspective
needed to operate in the local and the multifunctional
environments. 

The management appears aware of many of the issues
confronting its enterprise and is beginning to respond
with effective programs. A major advantage of pursu-
ing a strategy favouring this enterprise is that its devel-
opment would most likely provide a much better bal-
ance in incomes.
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1. Introduction

The growth in infrastructure, according to the tradition-
al understanding of the needs for infrastructure, should
be at least equal to that of the gross domestic product of
the national economy. Due to numerous factors, howev-
er, the modern trends change this paradigm. The needs
for new infrastructure are under the impact of an ac-
cellerated depreciation of infrastructure facilities in the
developed countries, as well as the increase in the num-
ber of population and the urbanization process in the
countries of the so-called “third world“. Additionally,
creating the global supply chains and networks and oth-
er globalization effects only makes the needs for infra-
structure more complex.

Regardless of the influence of individual factors, the pri-
vate initiative in financing infrastructure projects gains
in popularity due to its market characteristices, especial-
ly as regards efficiency and effectiveness. The tradition-
al manner of financing in the infrastructure sector is
rather unlikely to be entirely replaced by financing from
private sources, however, it is to be expected that there
will be at least some positive incremental changes in this
field. The most popular and theoretically best founded
approach in practice is obviously the one relying on the
implementation of concession mechanisms and BOT
arrangements in financing infrastructure needs.

2. Economic justification of investing into
infrastructure

The level to which infrastructure is developed, however
pretentious and ambiguous it may seem, is the most reli-
able indicator of an economy’s development. Numerous
authors used indicators such as elasticity of investments
and implicit revenue rate to calculate the productivity of
investing into infrastructure and their findings were sur-
prising. The innitial studies Ê2Ë on the productivity of the

American non-military infrastructure capital in the late
eighties and the early nineties of the last century show
that the returns rate of the investments into infrastruc-
ture amounted to around 60%. Further empirical studies
Ê7Ë of transportation and telecommunication infrastruc-
ture in the developing countries show that the returns
rate is slightly over 60%, whereas the return to invest-
ments into transport infrastructure in the OECD coun-
tries and the developing countries, according to Ê4Ë,
reached extreme values of 95%.

Contrary to the initial studies in the eighties and the ear-
ly nineties, which overrate the consequences of investing
into infrastructure upon the economic growth, more re-
cent analyses show  more modest estimates of the effects
of this impact. The reason for this is the implementation
of more substantial tools, a larger number of quality data,
refined models and substantial methodological approach-
es. The direction and the intensity may not be as they
seemed to have been in the previous years, however, a
positive impact of infrastructure upon the development is
evident. Hence a significant rise in private investments in-
to infrastructure in the new millenium. The amount of in-
vestments in the first six years, according to the World
Bank data, is doubled in comparison with the last decade
of the twentieth century. Merna and Njiry Ê18Ë especially
stress the perspectives and the importance of the invest-
ments into infrastructure in the developing countries,
pointing that in absolute figures they amount to USD 200
billion annually, a relative 4% of the national output, that
is, 40-60% of overall public investments.

An important conclusion of these studies is that the in-
frastructure projects financing differs from other public
investments and expenditure to a considerable extent.
As a rule, certain empirical studies show a negative cor-
relation between public spending and the GDP growth
and the productivity Ê16Ë. This is explained by the fact
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that public spending has no impact  upon the public sec-
tor efficiency, and is funded from distorsive taxes that
have a negative effect upon the scope of private invest-
ments, through the systems of reducing the total return
on investments.

Public funds and the credit capacity of the countries are
insufficient to satisfy a growing need for infrastructure
Ê25Ë, especially in case of the EU member countries and
the candidates for accession into the Union that are un-
der the additional pressure of the Maastricht Treaty.
Accordingly, there is a need that the private inititiative
should be more fully involved in the financing and exe-
cution of infrastructure projects. A large number of
both practitioners and academics maintain that it is on-
ly the partnership between the public and private sec-
tors (PPP) that can be sustainable in the long run Ê20Ë.
Private initiative is no novelty in the developed coun-
tries; in Great Britain it is used to a lerge extent Ê26Ë.

The private share in the overall investments into infra-
structure in the end of the last millenium varied from the
low 9% and 13% in Germany and France, to the ex-
tremely high 47%  and 71% in the U.S.A. and Great
Britain, respectively Ê21Ë. The practical verification of
the positive effects of the infrastructure systems privati-
zation effect phenomenon resulted into a sort of over-
rating its importance for the economic efficiency, on the
basis the social expenditure remains unchanged. It is
not, however, likely that the private financial initiative
will entirely replace the traditional way of financing in-
frastructure projects from public sources. It is more like-
ly that it will more or less serve to diminish the gap be-
tween the needs for infrastructure and the potentials of
individual national economies in meeting these needs. 

Regardless of the above mentioned, the most important
aspects and trends of the modern policy and strategy of
infrastructure development are related to the privatiza-
tion and private investment concepts. The committment
to the idea of state intervention and the resulting
changes in the political attitude towards private capital
as a useful ally in the infrastructure sector arose in the
early 1980’s, the trend expanding soon after and getting
new shapes and forms.

In the execution of infrastructure projects the private
initiative is most often present in the form of the basic
mechanisms of public-private partnerships, namely,
concessions and BOT arrangements, and the quality of
these mechanisms can be improved by hybrid financing
instruments and execution Ê22Ë Ê6Ë. The hybrid models
actually allow for either the incremental multistage se-
lection of private partners or joining a number of small-
er jobs into a whole. The goals are most frequently to

achieve the economy of scope in a more adequate way,
that is, to avoid rival relations and acrimony which
sometimes characterises the conventional models of
project execution. Instead, they ensure that all parties
collaborate to the benefit of the infrastructural project.

3. Concessions and bot arrangements

The European Commission Ê8Ë differentietes between
two forms of public-private partnership: contractual
and institutional. In the former, by far more frequenl-
ly present in practice, the collaboration between the
public and the private sectors is characterised exclu-
sively by the contract elements, hence these are most
often concessions. The latter includes a joint establish-
ment of a new legal entity for the purpose of infra-
structure project execution. It is rather rare in prac-
tice, since its inherent characteristic is the potential to
ensure a monopolized role to the private partner.

The concession includes various types of contracts by
which the public authorities delegate the rights to the
national or foreign economic entity to perform a certain
activity under specific legal conditions. To be more con-
crete, according to the Concession Law (ZOK) of the
Republic of Serbia of 2003 (whose introductory regula-
tions are equal to those in the 1997 law), concession is
defined as the right to exploit a natural resource or a
public property, or the right to perform  an activity of
general concern, which the competent state body (con-
ceder) transfers to a national or foreign entity (conces-
sion holder), under strictly stipulated conditions and for
an appropriate compensation Ê27Ë. The demand for con-
cession contracts is the result of insufficient accumula-
tion in some national economies. Such economies are
not in a position to autonomously initiate and determine
the dynamics of their development. The shortage of
state funds, however, is not the only reason for the im-
plementation of the concessionary forms of investments.

The concession contract stipulates the transfer of a pub-
lic property, right, activity or a facility for the purpose of
satisfying the public concern, rather than create a busi-
ness community.  Contrary to the above mentioned, the
BOT arrangement focuses upon the provision of finan-
cial means and determining the model of risk distribu-
tion. According to Ê14Ë, a BOT project can be described
as a “project based on approving of a concession by the
concedent (usually a public or state agency) to a consor-
tium or a concession holder (usually from the private
sector) whose responsibility will be to “build“ (which in-
cludes financing, design, project implementation man-
agement, etc.), “operate“ (including the management
and operating and doing business using the facilities and
plants, maintenance, service provision, collecting pay-
ments in order to cover the financial and investment ex-



penses, etc.), and “transfer“ the facility or plant in the op-
erative state and without additional costs to the conce-
dent at the end of the concession period.“ 

Generally, the BOT system means a specific form of
concession by which the construction of a facility, a
plant or a workshop is transferred, by means of project
financing on the build – operate – transfer system. Here
the contract includes the construction and financing of a
complete facility, plant or workshop, its exploitation and
its transfer into the ownership of the domicile public au-
thorities in a contracted term whose upper limit is gen-
erally determined by law. On the expiry of the contract-
ed period, the private sector entity transfers the facility
to the body in charge or a new private entity selected by
a public bid. The period of the concession or a BOT
arrangement is in the function of the risk the private
party takes. According to Ê8Ë, the lower the risk taken
and the lower the financial returns to the project, the
shorter the concession period.

Basically, there are three parties in the implementation of
concession and BOT arrangements: (1) investors, who
provide financial means, build and operate the infrastruc-
ture facility; (2) the government of the host country who
provide guarantees; and (3) the third party (commercial
banks, multilateral exim banks, suppliers, etc.) Ê5Ë. 

4. Conceder’s role in concession contract 
implementation

Through its institutions and organizations, the state
plays the key role in the concession and public-private
partnerships management and development, regardless
of the level of the authority delegated to the private sec-
tor. The main reason, evidently, is a high socio-econom-
ic value of infrastructure projects. Poor project funding,
management and development inevitably result into
their failure. The concessions and BOT models require
an active collaboration and support from the concedent,
a stable political and economic climate, a defined and
stable legal environment, a convertible currency, as well
as other conditions the investors expect anyway.

The state and quasi-state bodies create the legislative
and overall conceptual framework for the development
of the concession as an element of the partnership be-
tween the public and the private sectors.
Chronologically viewed, as a public-private partnership
approach, the concession is not a static concept, but
rather an evolving one. From the rudimentary partner-
ship characterized by a high level of informality, the
concessions and public-private partnerships have
evolved into a contractual and institutionalized relation-
ship between the public and the private sectors includ-
ing a wide range of models Ê13Ë. Hence a further theo-

retical and practical establishment of the concession
process and the development of specific models to exe-
cute infrastructure projects is anticipated.

Even though the intervention potentials and responsi-
bilities in the execution of infrastructure projects are
manifold and complex, it is of paramount importance
that they should be systematized. In principle, the state
has to:

1) Define and create a general environment for the
development of public-private partnership,

2) Be actively involved in the selection of the private
agent, and

3) Monitor the execution of infrastructure projects
directly or indirectly.

4.1. Creating an adequate investment and
regulatory environment

The investment environment can be defined as a system
of macrosocial, political, legal and economic institutions
that shape and define the limits of the behaviour of mi-
cro subjects in the social, political and economic ex-
changes, i.e., to whom an investor (either public or pri-
vate) can apply to protect his rights Ê17Ë. According to
Ê15Ë, it is necessary that a well defined, however not too
bureaucratic, legal and administrative business environ-
ment be created. The initiative and the willingness of the
private sector to participate in the projects of public
concern largely depends upon the complexity of the so-
cial, economic, legal, ecological, and other conditions.
The aim of creating a favourable operative environment
is in diminishing the risk which is impossible to control
from the point of view of the project executors. In cer-
tain cases it is necessary that we should go further from
the general socio-economic conditions, namely, create
additional guarantees to the private sector, most often in
the form of the minimum guaranteed price or tax reliefs
for a certain period of time.

The willingness of the private sector to develop infra-
structure projects also depends on the legal and regula-
tory framework in which the project is operationalized
Ê14Ë. In accordance with the study Ê19Ë, the most ad-
vanced and the richest economies tend to create similar
institutional solutions that include a transparent legal
system with the norms created in representative demo-
cratic institutions which are universally adopted and in-
terpreted by an independent court and display an unbi-
ased and efficient approach in applying public legal
norms. The building of the institutions of the system, as
much as a phrase it may seem, is not just a simple role,
but a precondition for a public and private sectors to co-
operate. This is especially evident in long-term and cap-
ital-intensive projects. The execution of infrastructure
projects should not be a political idea of the current gov-
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ernment structure; there must be a clear legal and ad-
ministrative framework for the execution of projects in
order that the risk be equally distributed and the
chances be reduced for destructive and corruptive be-
haviour of the agents.

4.2. Creating proper institutions for the
concession holder selection

The sensitivity of the role the state plays in creating pub-
lic bodies to select the private partners is reflected in the
need for a quality institutional framework for creating
and conducting a tender, as well as defining the selection
criteria and the methods of concession holder selection.
The concession holder that distinguished himself in a
cost or quality terms is acceptable, and in the optimum
case he is favoured by each and every criteria compared
to other concession holders taken into consideration.

On the basis of some empirical studies, Kumaraswamy
and Zhang Ê14Ë have found that the tender costs in the
BOT model are by far larger compared to the tradition-
al projects. Namely, in the BOT models, the costs
amount to 0.48-0.62% of the value of the entire project,
whereas in the traditional models this value ranges be-
tween 0.18 and 0.32%. Accordingly, the tender proce-
dure for the BOT models requires that the protocole be
established to select the contractor who will in turn en-
sure an optimal efficiency of the project. 

The authorised bodies in charge of conducting the ten-
der procedure must be autonomous in their work. In
absolure  values, this autonomy has to do with the re-
lationships with all the prospective participants in the
tender process, however the debate is still open as to
whether this authonomy is necessary as regards the
political power in the country. The majority of the
countries, however, have adopted the model in which
the regulatory bodies are highly autonomous as re-
gards the political establishment. 

The more concrete measures that ensure the autonomy
of regulatory bodies refer to an a priori defined term of
mandate of the members that is generally longer than
that of the political  structures; to a detailed definition of
the processes in the working bodies and the terms of ap-
pointment of the members of the body; to restrictive
regulations that define the circumstances in which the
memebers of regulatory bodies can be suspended; as
well as to a clear system of financing. Kerf et al. Ê11Ë fur-
ther claim that it is important to establish a regulatory
body financing mechanism. 

Generally, the regulatory framework in the European
countries, according to Ê8Ë, defines three key procedures
in a tender type selection: 

•  The open procedure, where any interested party
may take part in the tender procedure,

•  The restricted procedure, where any interested
party may take part in the pre-tender qualifica-
tions. If the party qualifies, they can submit their
tender,

•  The negotiation tender procedure, similar to the
restricted procedure, but allowing for an opportu-
nity of post-tender negotiations on contractual
specifications.

The completion of the plans and the selection of the op-
timum project solution are normally followed by the
projects going public and the invitation to the parties in-
terested in providing the works to take part in the ten-
der. In accordance with the EU legislation, a Request
for Proposals is sent, containing all types of contracts
and the criteria to be used in the selection of the winner
in a tender. Actually, a method of concession holder se-
lection is defined, and the criteria in these selection
methods are rather diversified. In extreme cases, the cri-
teria are the price on one hand, and the quality of the
service on the other, however, the combination of these
two criteria seems to be most common.

The tender committee, convened by the employer, de-
cides upon the optimum offer according to all preferred
criteria. When the criterion is only the price, the proce-
dure of the concession holder selection is simple and in-
cludes only the acceptance of the offer quoting the lowest
price. More inovative methods in concession holder se-
lection, however, also include the quality based criteria.

4.3. Active participation of public bodies in the
project life cycle phases

Contrary to the previous roles, whose importance was
universal in character, the activation during all the life
cycle phases becomes important only in certain projects
characterised by high social and economic values.
Consequently, the responsibility for project execution
does not lie only on the private consortium, but the re-
sponsibility of the public sector is also implied.

A characteristic example of the responsibility of the
state is the case of the Metronet Rail company of Great
Britain. This London public-private partnership that
managed the underground railways ended in adminis-
trative failure, hence the public authorities had to come
forward and give £2 million to save the company from
bancruptcy. The company was then retaken into public
ownership Ê10Ë. 

The commonest solution is to establish an interdiscipli-
nary team that will continually monitor and control the
development of the project and the quality of the serv-



ices provided. Thus in each phase of the project life cy-
cle the safety and quality measures will be ensured.

This role is important because it allows for the project
performance to be assessed, which provides an informa-
tion feedback and the communication of the completed
existing programme or project with the future decisions
on the projects and programmes, as well as the econom-
ic development strategy. Depending on the type and
size of the infrastructure, the role of the state may in-
clude a set of activities related to expropriation of land,
issuing guarantees, payment of infrastructure services,
but also a large number of other activities throughout
the project life cycle.

5. Concession holder’s  role in the concession
contract implementation

The project company established for the purpose of  en-
gaging investments into the infrastructure project, on
the basis of the contract on establishing the economic
entity, is called the concession holder. According to Ê5Ë,
this company includes the sponsors, and these are usual-
ly construction companies and financial institutions, or-
ganized in the form of a consortium that is in charge of
the project execution and expects to gain certain com-
mercial benefits from such a project.

The aim of setting up this company is to participate in
the public bidding, therefore it is established as early as
the preliminary phases of the project execution. The
purpose of the company is to raise financial means and
other resources necessary to execute the project.
Usually an economic company is established which is di-
rectly capitalized by the sponsors’ funds and has narrow
and time-limited goals. The science on project financing
terms this consortium a special  purpose entity.

The investors into large and capital intensive projects, as
are infrastructure projects, require that the special pur-
pose entity is formed in order that the credit risk should
be restricted to specific projects, that specific goals of
designing, construction, management and maintenance
of infrastructure facilities are fulfilled as well as that in-
frastructure services should be provided. It is in this
sense that the isolation of project risks creates the envi-
ronment in which there is no danger of other risks
emerging from the business activities the investor can-
not envisage Ê3Ë. However, the special purpose entities
may be established to more undesirable goals, such as
avoiding tax payments and concealing the sponsors’
transactions. According to Ê12Ë, the attention of profes-
sional and academic public is especially focused upon
the abuse of the special purpose entities after the failure
of the Enron power corporation  bancruptcy in 2002. An
improper use of the entity and a fraudulous accounting

reports, accompanied by an inadequate audit performed
by the then auditing giant Arthur Andersen, condi-
tioned the changes in the concept of special purpose en-
tity reporting. 

According to Ê8Ë, the key principle of public-private
partnership is that risk should be allocated to a partner
who can manage this risk in the best way. Actually, one
of the most important principles of project financing as
a modality of financing individual business enterprises is
in the advantages this approach has in comparison with
direct financing because the risk can be more easily and
simply anticipated and allocated to certain participants
in the business operations. An effective allocation of
risk has a direct financial effect upon the project, which
results in lower overall project costs and in an increased
so-called value for money in comparison with the tradi-
tional method of financing and execution. The aim is not
to transfer the risk to the private partner, but to distrib-
ute it equally so that the overall costs be minimized. The
project financing is specific in terms of risk distribution,
since the risk to be taken by the concession holder, the
conceder or a third party (such as insuring company) is
defined in the course of negotiations. 

The risk allocation in the infrastructure projects financing
is not an abstract phenomenon. Usually, the risks taken
by the public or by the private sector are defined impera-
tively, by law or by contract, agreed upon by both the
concession holder and the conceder. For example, the
risk of land expropriation completion is the risk taken by
the public sector. On the other hand, the risk of material
provision, construction and maintenance of infrastructure
facilities is by a rule taken by the private partner.

The guidelines proposed for the risk allocation further
in the text are not obligatory nor are they universally ap-
plicable; they rather describe a generic model of the
concession contract. Different concession contracts may
assume different systems of risk allocation, therefore,
the situational approach in risk allocation is the best
one. We will, however, describe some general directives
for an optimum risk distribution.

Risk is most commonly defined for different phases of
the project Ê28Ë, such as the risk of infrastructure design,
the selection of the contractor(s), the construction of the
infrastructure facility, or provision of infrastructure
service, facility management, etc.

The selection of the contractor(s) is of great importance
for an efficient execution of the infrastructure project.
The basic criteria in the selection of the contractor are
the pre-project experience in the relevant field, signifi-
cant references, and the reputation on the matket. If the
project is executed abroad, it is necessary that the con-
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tractors know the local market and maintain good con-
tacts with local manufacturers/suppliers. Even though a
certain form of insurance is included when the contract
is being closed, the damage in case the project fails may
be outstanding. In some cases, the contractor may be the
project sponsor itself. Then we deal with the conflict of
interests and the risk of making inadequate contracts. In
case there are flaws in the tender specification, the con-
sequences of such errors are by a rule taken by the pub-
lic sector. The errors in designing infrastructure systems
are assigned to the contractor and it is these errors that
cause an erosion in the returns on investments.

In the construction phase, the key deviations that may
emerge in the project implementation are related to
the hypertrophy of costs, disregard of the anticipated
time limit for the completion of the project, and the
disparity between the project effects and the criteria
set in the designing phase. A similar classification ac-
cording to the construction phases is used by Abdou
Ê1Ë, who classifies the risk as regards the financial, the
time and the design aspects.

The cost exceeding risk analysis deals with the most im-
portant cost items in the project budget, the manner in
which the costs are controlled, and the possibility that
they can be exceeded. If the budget is exceeded due to
the inefficient practices in the construction or the depar-
ture from the planned costs, the logics of concession
mechanism states that such increased costs are to be suf-
fered by the private contracting party, since the consor-
tium is in charge of control of such expenses. Possible
disparities in the input buying prices, or costs, which the
consortium deems uncontrollable, do not always have a
clearly defined party that will bear them. Such excess
costs are usually suffered by the project company, al-
though specific clauses may be included to define in
more detail which inputs are key inputs in the produc-
tion and thus the risk of higher prices of these inputs can
be distributed more evenly. As regards all the activities
of the state that affect the project in a specific way, such
as delays in licence issuing  and work approvals provi-
sion, they are the responsibility of the conceder, i.e., the
public authorities themselves. The cost control in the
project construction is requested by the financiers, who
have to approve of any rise in the key costs, even in case
when there is sufficient capital to complete the project.
The project company is entitled a certain freedom to
manage minor variations of costs falling into main cate-
gories, the more so if the total project costs are not fixed,
but are of fluctuating character.

According to Ê22Ë, the empirical evidence show that the
mechanism of public-private partnership and the conces-
sion itself have great advantages compared to the tradi-
tional methods of infrastructure construction in cases of

construction within the planned time. For example, the
UK National Audit Office reported in 2003 that 76% of
audited public-private partnership projects were com-
pleted and available to use within the time period stipu-
lated in the contracts. On the contrary, only 30% of tradi-
tionally financed and realized infrastructure projects
were completed by the deadlines stated in the contract
Ê24Ë. The causes of delays in project construction and the
postponing of project completion may be due to the con-
tractor’s or the supplier’s failing to fulfil their obligations,
to the factors pertaining to force majeure or to the third
party factors. The deviation from the planned time of
construction should be treated as the failure of the con-
cession holder in case it results from an inefficient prac-
tice of construction or weaknesses in the manufacturers’
coordination. On the other hand, in case the delays are
the consequence of the so-called force majeure, the time
penalty should be transferred to the insurance company,
on condition the project is insured. The risk of the force
majeure refers to the impacts of factors in the domain of
the force majeure, such as strikes, floods, fires and other
natural catastrophes or technical failures that may result
in the reduction of capacity or may stop the project func-
tioning temporarily or permanently. The project is also
exposed to risk from the force majeure during both the
construction period and  the period of operation.

In case the project fails to satisfy the criteria set in the
tender documentation, e.g., in case of  the unsatisfacto-
ry quality of infrastructure services or defects in infra-
structure facilities, the liquidation damages will be the li-
ability of the concession holder. The risk of poor per-
formance means that the project (due to poor design
and inadequate technology) does not perform as expect-
ed. Such risk and consequently increased costs will have
a significant impact upon the returns on investments,
i.e., upon the profitability of the project itself.

6. Conclusion

Creating an adequate business environment for the de-
velopment of partnership between the public and the pri-
vate sectors becomes imperative for the growth and de-
velopment of national economies. This need is especial-
ly evident in the developing countries. The roles of the
state in creating regulatory and investment encouraging
elements of the business environment for the inflow of
private capital in the infrastructure projects realization
are manifold and complex. They range from highly gen-
eral, such as the regard for the principles of the state
based on the rule of law, to the specific demand for effi-
cient institutions for the selection of concession holders.
Of primary importance for the functional concession
mechanism is that the risk be optimally allocated
among the conceder, the concession holder, and other
contracting parties. The principle to be followed is



that the responsibility and the consequential risk
should be assigned to the party that can manage the
given specific risk in the best possible manner. It is in
this way that the total costs of financing and execution
of the infrastructure project are minimized and all the
interested parties are given opportunity to maximize
their returns on investments, in purely financial, but
also in broader socio-economic contexts.
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1. Introduction

Planning is a systematic process conducted for the pur-
pose of determining the needs and working in a best
possible way in order to satisfy the need within a strate-
gic framework that allows for us to identify the priorities
and to define operational principles. Planning entails
thinking about the future, in order that, in view of this
future, we should do something today Ê3Ë.
Why is it necessary to plan the development? Because in
doing this we:
� clearly establish what is necessary to be done in or-

der that our development goals be achieved;
� determine the priorities in the decision-mking

process;
� allocate the possibly scarce resources upon the ac-

tivities that will bring us most benefit;
� keep planning in contact with the context – global,

national and regional;
� provide the means to communicate with others;
� provide a coherent/appropriate guide for imple-

mentation on a daily basis.

Planning is possible on the strategic level, on the level of
the activities, as well as on the operational level; plan-
ning can be conducted for the organization, for the local
autonomy, for the programme or for the project. Two
major types of planning are: strategic planning and ac-
tion planning. The strategy is actually the end result of
strategic planning Ê4Ë. Strategic planning or strategic
framework development is always related to a wider im-
age. The Trebinje municipality uses it to:
� analyse the situation or the context in which it op-

erates (social, political, economic, ecological), so
that it can

� understand the context and is able to formulate the
vision of its own development,

� identify a problem or problems within the situations

the municipality deems itself capable of coping with,
� select its operational goals,
� manage its resources (finances, human resources,

time) in a rational way,
� formulate its vision statement based on the prob-

lem(s) analysis and identification,
� analyse its strengths and weaknesses in dealing with

a specific problem,
� identify opportunities and threats in the environ-

ment that may affect its operations,
� determine the priorities of its operations,
� review the strategic options in achieving goals and

select the most appropriate ones,
� structure and organize itself in an adequate manner. 

2. Methodology of developmet strategy creation 

The sustainable growth strategy creation methodology
for the Trebinje municipality is based on the principles of
the sustainable planning of the local community develop-
ment, as well as on the best examples from practice. It is
based on a number of principles, and these are: the phase
planning process, in which the public, the private, and the
non-governmental sectors take part as partners, the focus
upon critical issues, the selection of clear priorities in op-
erations and an elaborate implementation plan.

To create the Development Strategy of the Trebinje
municipality the methodology of participatory planning
was used, developed and recommended by the World
Bank, including the following phases Ê4Ë:
� phase 1: activity organization;
� phase 2: current standing analysis, the PEST and

SWOT analyses;
� phase 3: definition of the vision, the strategic and

operational plans;
� phase 4: measure and project identification;
� phase 5: preparation for the strategy implementation.
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Since it was worked out in a complex and uncertain envi-
ronment and projected for a long-term period, the strate-
gy is complex and comprehensive, with varied and highly
elaborated contents and flexibly integrated components
of economic, social, and infrastructural development. It is
unique, because it is, both as a whole and in details, ad-
justed to a specific spirit, culture and identity of Trebinje.

3. Abstract from the socio-economic analysis
Due to climate conditions and abundant precipitation,
the region of the Trebinje municipality ranks among
richest in water in both the Balkans and Europe. The
geographical position and the relief of the Trebinje mu-
nicipality caused the specific climate characteristics suit-
able for farming, but also for people to live there.

Geographical position and natural features:
� area: 904km2;
� climate: mediterranean and continental-highland;
� estimated population:33,120;
� population density: 37inhabitants/km2;

Economic situation
Evident is a substantial improvement in the ratio between
the number of firms and the number of inhabitants, from
1:60 in 2004 to 1:42 in 2007, which is mainly the result of
the growth in the number of entrepreneurial businesses.
The income in the energy and the manufacturing industry
sectors are characterised by serious oscillations. The sec-
tors displaying the growth in income and employment
(construction, commerce, farming and food industry)
cannot absorb the evident fall in the previously lreading
sectors (electric power supply and manufacturing indus-
try), nor can they absorb the shocks, such as the surplus
of workforce, that are to be expected. It is only the con-
struction industry that shows a more reliable potential for
short-term employment, however, only after certain or-
ganized retraining of workforce. On the other hand, the
construction industry does not show a long-term develop-
ment potential. Apart from electrical energy, the most
important export products are machine-building industry
tools and ready-made garments industry.

As regards investments, the most important are the in-
vestments into the grape growing and wine production.
Two large investments are announced that could change
the economic structure of Trebinje substantially: the con-
struction of the Trebinje resort tourist complex and the
building of the airport at Zubci. As regards the physical
infrastructure for the development of small and medium-
size enterprises, two projects stand out: the Industry zone
of Volujac and the Business Incubator establishment.

Trebinje is rich in tourist potential. In addition to a con-
venient geo-traffic position and a highly favourable cli-
mate, a luxurious and well-preserved nature, the cultur-
al and historical monuments, religious buildings, tradi-
tional cultural manifestations ... are further precondi-
tions for the development of tourism. On the basis of

such preconditions it is possible to develop the religious
tourism, as well as sports and recreational, mountain,
excursional, hunting and fishing, rural, cultural and his-
torical, transit and manifestation types of tourism. On
the other hand, there are indications that a lot of people
pass through Trebinje, but a small number of them stop
there. The problem is partly in a poor tourist infrastruc-
ture and organization, poor accommodation capacities,
inferior tourist signallization. The major part of the nat-
ural and historical heritage of Trebinje has remained
unexploited so far; hence it is a big challenge and oppor-
tunity for cultural and tourist entrepreneurs.

Business Environment Conditions
The poll among the companies and entrepreneural busi-
nesses carried out in May 2008 revealed the following
facts about the business environment:
� the most serious problems in business development

are grey economy and criminal, followed by finan-
cial problems (for joint stock companies it is the ac-
cess to loans, followed by ensuring a steady mar-
ket/quality buyers and high taxes; for entrepreneurs,
criminal is a major problem, and then the access to
loans, high taxes and corruption);

� seventy-five percent of the companies claim that
Trebinje makes a satisfactory, a good or a very good
place to do business in; 60% of firms would recom-
mend the Trebinje municipality to the others, as an
adequate locality to set up a firm;

� as many as two thirds of the companies do not make
use of the services for the business development; the
services that they lack most are the introduction of
the quality system and standards, then the manage-
ment and the human resource management, then
marketing ...

� only 7% firms plan to move their business (in total or
only partly) out of the Trebinje municipality, as
many as 84% owners/managers from the sample do
not belong to any expert or business associations,
45% companies have some sort of cooperation with
local firms from the same sector (business develop-
ment, borrowing equipment, marketing);

� the companies are generally satisfied with the qual-
ity of the municipality administration services (61%
entrepreneurs have so far not complained about the
work of municipal bodies or staff);

� the costs of renting premises and documents legal-
ization are rated as apropriate; the entrepreneurs
maintain that all the other costs could be lower. 

Agriculture 
The farmland makes up slightly less than 10% of the to-
tal municipal area, whereas pastures cover approximate-
ly 40% of the area. The greenhouses are used to a signif-
icantly lower expent compared to western Herzegovina.
Only 7 – 8 ha of the land is covered by greenhouses. A
specific problem in the development of fruit and veg-
etable growing industries is the lack of take over and
manufacturing capacities, so large quantities of the pro-



duce does not reach customers or manufacturers. The
farming and food industry, however, records growing ex-
ports. The major export products are fish, etheric oils,
wine, sour cherry and medicinal herbs. 

Ecology
The environmental protection measures are of utmost
importance for the Trebinje region, not only from the
point of view of the life and health protection, but also
because the unpolluted environment is a precondition
of the development of Trebinje economy, especially in
the field of farming and food industry and tourism. The
key ecological issues of Trebinje are regional in nature,
hence finding solutions to them entails a coordinated
action of all the agents responsible for the region of
eastern Herzegovina. The major sources of water pol-
lution are the TA (Thermal Power Plant) Gacko, the
faecal drainage system of Bile}a and Lastva, waste wa-
ters from the Trebinje Tools Factory, but also numer-
ous illegal dumping sites, whose waste come into the
ground waters and thus threaten the watershed of the
river Trebi{njica. The major air polluters are the ther-
mal energy facilities and the mines for surface extrac-
tion of coal, the coal separations and the automobile
exhausts. The building of a regional sanitary dumping
site is one of the most important ecological priorities,
in addition to the city dumping site rehabilitation. 

Area and Infrastructure
The results of the poll conducted among the citizens in
May 2007 show that they are most satisfied with electri-
cal power supply, but highly dissatisfied by road mainte-
nance, the water supply and the sewage system.
� The three major problems in Trebinje related to

road infrastructure and traffic communications with
the surrounding regions are soon to be solved. The
RS Government allocated an amount of 7 million
KM (convertible marks) for the completion of one
portion of works on the building of the southern
city transport line whose major stretch runs through
the city area, hence the execution of this project is
expected to begin soon. The works on the comple-
tion of the road from Trebinje to Herceg Novi are
under way. The beginning of the construction of the
Gacko – Fo~a road is planned for this year, as well
as the solution to the ^emerno saddle (the works
have already commenced).

� The execution of the power supply system develop-
ment and reconstruction project is to begin soon.

� The problem of technical water has not been
worked out yet, which is a serious problem, espe-
cially in farming and wine production, where water
has a significant share in the overall costs.

� The waste water purification network covers only a
limited number of urban settlements, while the sec-
ondary sewage system does not exist in a largest part
of the municipality area.

� According to the local communities’ representa-
tives’ estimates, there is a regular electrical power

supply in all the households in 12 local communi-
ties, in 95% households in 2 local communities, and
in 90% households in 4 local communities. On the
other hand, the production of the Trebi{njica
Hydroelectric Power Plant amounts to one-fourth
of the total annual output of electrical energy in the
Republic of Srpska. An average of one-sixth of the
electrical energy produced in this plant is used in the
region of eastern Herzegovina, and one-twelth on
the area of the Trebinje municipality.

� As regards fixed telephony, all the households in six
local communities are covered with this network,
half of these being urban, and half being rural local
communities. In urban local communities, 90-100%
households are supplied by fixed/cord telephones,
while in the local community Zasad, which is partly
suburban and partly urban, the fixed telephony cov-
erage amounts to 60%. 

Social Infrastructure
Three faculties, departments of the Eastern Sarajevo
University and one private faculty operate on the terri-
tory of this municipality.

Trebinje is a city of culture. The cultural heritage is the
core part of a unique identity of this city. The cultural
tradition of Trebinje is primarily based on institutions,
manifestations and promoters and advocates of culture.
Among the institutions, worth mentioning are the
Museum of Herzegovina, the National Library of
Trebinje, the Centre for information and Culture and
the Youth Centre, whereas the most important mani-
festations are the Poetry evenings of Du~i}, the Du~i}
Day and the Trebinje Summer Festival, entailing a host
of varied and high quality cultural events. Trebinje is al-
so a regional health care centre and plays an important
role in the medical treatment and  health care of the en-
tire eastern Herzegovina population. The citizens’
needs for health care services grow in proportion to the
ageing of the Trebinje population, the structure of the
services required constantly changing. The two most
important health care institutions are the General
Hospital in Trebinje and the Health Care Centre.

Trebinje spends substantial financial resources on social
welfare and pursues a responsible social policy concern-
ing endangered categories of citizens. Institutionally, the
social security in the Trebinje region is carried out
through the Social Welfare Centre. The Centre has a
highly developed system of basic and extended rights in
the social welfare field. The other aspects od social wel-
fare are organized through the work of various non-gov-
ernmental organizations and other forms of organiza-
tions of citizens, whose fields of activity are related to
satisfying certain social needs.

The demands for the community intervention in the so-
cial welfare field rise in proportion to the increase of the
share of the elderly, the disabled persons, the children
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and young people with special needs, and other socially
endangered categories. Estimates show that the demand
for social welfare (and consequently the expenses for
that purpose) will grow in the period to come, primarily
due to an incraesingly unfavourable demographic age
distribution in Trebinje. The Municipal Civil Protection
Staff guides and controls the activities of civil protection
and performs other activities in the field of protection
and rescue. There are two fire brigades, the Territorial
Fire Brigade of Trebinje and the Fire Association of
Lastva, the civil protection units, and a special unit of
Mountaing Rescue Unit. The lack of staff, poor and ob-
solete equipment prove to be a growing and an in-
craesingly evident problem, as the fires in the summer
months are more and more frequent and larger in scope.
Since the fires usually spread from the neighbourhood,
there is a growing need for a regional, cross border co-
operation and coordination in this field.

Sports are well developed and organized through the ac-
tivities of the numerous popular team sports clubs, such
as football, basketball, judo, carate, handball, athletics
and swimming. The city has 34 sports clubs, associations
and societies with a total of 2,648 members. Evident is an
intensive development of the civil sector that can con-
tribute significantly to the development and promotion
of Trebinje in a wider region. About fifty non-govern-
mental organizations cater for almost all the segments of
social life: from advocating the children’s, the youth and
the women’s interests, to the rights of the retired per-
sons, refugees and displaced persons, to getting together
the individuals who need aid of some kind or another,
etc; from taking care about the natural and cultural and
artistic heritage to modern dances, trainings, arts, sus-
tainable and economic development. The NGO activi-
ties, however, are not coordinated enough, therefore it is
necessary that they be better coordinated in this sector.

4. Swot analysis 

This chapter summarizes the crucial, strategic strenghts of
Trebinje on which a development strategy can be built,
the most evident weaknesses that have to be diminished
or neutralised, the opportunities to be strategically taken
and the threats that should be evaded or minimized in
strategy building and implementation. Methodologically,
the SWOT analysis (the analysis of strenghts, weakness-
es, opportunities and threats) is a specific bridge between
the present condition, identified in the socio-economic
analysis, and a future position, projected in a strategic
plan. The resource forces should by a rule be a corner
stone of the strategy, since their prospects to succeed in
the local development of the municipality are most prom-
ising Ê2Ë. Here we present only the most important
strenghts, weaknesses, opportunities and threats, syn-
thetised from the previous findings in the analysis.
Strenghts:

� The city at the junction of three borders, close to
ports, airports and well-known tourist destina-

tions; known for its natural and geographical
properties, one of the most attractive healthy life
and holiday sites in Southeastern Europe;

� Managing and production centre of the energy
supply sector, a strategically most important sec-
tor of the RS and B&H;

� Fast, effective, and dynamic development of wine
production industry;

� Mild Mediterranean climate, and every inch of
arable land could be irrigated; 

� Unique cultural heritage and tradition;
� Responsible and efficient social welfare.

Weaknesses:
� Remote from  major administrative and econom-

ic centres, still difficult freight and passenger
transport to Dubrovnik and Plo~e;

� Demographic ageing, all the working-age popula-
tion move to the city, young people leave the area,
those who succeed do not come back;

� Human resources are not prepared for the chal-
lenges of the new economy, the project approach
and entrepreneurship;

� The existing economy structure is not sustainable
in either a middle term or a long-term period; an
insufficiently developed private sector cannot car-
ry the burden of employment until a new econo-
my structure has been created; unfavourable en-
terpreneurial and investment climate;

� Sustaining and promoting the cultural heritage are
too dependent on an ever more scarce budgetary
and sponsorship funds;

� A system of lasting capital programming and
budgeting is not established. 

Opportunities:
� Promotion of natural, religious and cultural her-

itage, especially as part of regional, cross-border
tourist offer;

� Attracting strategic investors in tourism and farm-
ing and food industry;

� Large infrastructure (construction) projects in im-
mediate vicinity;

� A proactive project approach to the RS
Development Fund budget (especially to econom-
ic and social component);

� A proactive project approach to pre-accesson
funds (IPA) of the European Union (especially to
the cross-border cooperation component – CBC);

� Focused and creative engagement of intellectual,
political and economic capital of the diaspora for
the promotion and development of Trebinje.

Threats:
� The probability of a substantial decline in jobs,

even in short term, in the leading economy sectors
(manufactoring industry and energy supply);

� Lack of adjustment and interrelation (somewhere
even the absence) of public policies, funds and in-
stitutions (among the EU, the OHR, the state, the
entities and the local level) that should accellerate



and facilitate structural reforms in both the econ-
omy and the society;

� Uncontrolled increasing demand for building
land  may result in losing the highest quality
farming land; 

� Water and air pollution by the Thermal power
plant and the Gacko mine may seriously endanger
the Trebinje orientation towards the development
of farming and food industry and tourism;

� An increasing number of the socially threatened,
an increasing pressure upon social funds, an ever
higher demand for health care services, ... due to
an unfavourable age structure of the population;

� Uncontrolled intensive housing and business
premises construction may result in an irreparable
harm to natural, cultural and architectural her-
itage of Trebinje.  

5. Development vision

Methodologically, the development vision is the ideal an
entity seeks to achieve in its development.
Metaphorically, it is a “dream that can come true, one
that shows how the agents representing the entity would
like the entity to look like in the future“. By its contents
and style, a good vision should be effective in expressing
a unique identity and the specific advantages of the
place, on one hand, and, in accordance with them, to
outline the desired future in an inspiring and challenging
way, on the other. It is especially important that the vi-
sion contents be agreed upon unanimously in the com-
munity. When formulated, the development vision is a
sort of social, but also a personal obligation for all those
who can and should contribute to its realization. 

6. From strategic goals to projects

The strategic goals stem from key problems and chal-
lenges identified in the course of economic and social
analysis, on one hand, and the set development vision,
on the other. Actually, they are the first elaboration of
the vision, defining the foci upon which efforts, energy
and scarce resources we have at disposal, should be con-
centrated. For each of these foci, the strategic goal de-
fines the most important goal we seek to achieve by the
end of the development cycle stipulated in the strategy.
In the second phase of elaboration, each strategic goal is
further elaborated into a number of operational goals.
Operational goals are measurable and temporary de-
fined aims that are to be achieved on each of the strate-
gic directions, some sort of interim times that are to be
achieved. Well defined operational goals can later serve
to measure the advances in the strategy implementation.

In the third step, specific support measures, pro-
grammes and projects are elaborated, to be implement-
ed for the purpose of achieving operational goals, and
through them, the strategic goals. In addition to the con-
nection with the goals, expected results and major activ-

ities are defined for the support measures and projects,
the estimate of costs is given together with the modali-
ties and prospective sources of financing, a time orienta-
tion is defined as regards the duration and the period of
execution, as well as the roles and responsibilities of the
various agents in their execution. In addition to some
typical support measures and the projects implemented
in the situations of local economic and social develop-
ment, it is important that the strategic document should
include the support measures and projects recognized
and proposed by local agents.

Such an approach is fully implemented in the prepara-
tion of this development strategy, in an effort to achieve
an effective combination of certain standard instru-
ments of local development, created in the developed,
industrialized European countries, on one hand, and the
specific measures and projects with highlighted local
characteristics, on the other.

7. Major suggestions in strategy implementation

The first suggestion refers to setting up a special devel-
opment office as part of the municipality mayor office,
immediately upon the strategy adoption. The basic rea-
son (mission) for setting up the office is to ensure an ef-
ficient implementation and update the development
strategy. It is of great importance that all the agents un-
derstand that this office is not meant to implement any
individual project (each project will have its own imple-
mentors, appointed on the basis of the nature of their
work, selected following an appropriate procedure), but
to control the execution of the strategy as a whole, on a
daily basis. The second important suggestion is to make
use of the partnership between the public and the pri-
vate sectors in the implementation of the projects that
require larger funds (which the municipal budget usual-
ly lacks),  where the private sector finds the investment
profitable in a certain period of time and where both
parties are interested in an efficient implementation. In
contracting such arrangements special attention should
be paid to an appropriate risk share between the parties.
The third suggestion deals with the timely earmarking of
a portion of funds planned in the municipal budget, gen-
erally when drafting the budget for the oncoming year.
Recommended also is to conduct an analysis of the cred-
it standing of the municipality and a multi-year financ-
ing programme, at least for a three-year period.

8. Strategy implementation monitoring and 
evaluation

In order to manage the strategy implementation, as
well as the project implementation, we have to be in a
position to measure the extent to which the defined
goals and results are achieved in a defined space of
time, for which we apply objectively verifiable indica-
tors. The objectively verifiable indicators defined on
the strategy level allow for a clear insight into the ex-
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Trebinje until the zear 2020:
Towards the end of the second decade of the new millenium Trebinje ranks among the most attractive  towns in
Southeastern Europe, for creative enterprises and recreational life, for business investments and personal fulfillment.
The cource of development inspiration and attraction of Trebinje is a unique accord of the spiritual and the secular,  the
cultural and natural heritage, the Mediterranean and the continental, the urban and the rural, the old and the new. Such
an accord makes Trebinje into a  rejuvenated, creative, entrepreneurial community that attracts and retains  young, te-
lented, educated and successful people. It is in this way that Trebinje, in addition to the already created image of the place
that produces the cheapest clean energy, becomes identified as an environment ensuring the highest quality life, offering
the most entertaining holidays, produces the best wines and the healthiest food in RS, B&H and in the Balkans.

DEVELOPMENT VISION:

STRATEGIC GOALS

OPERATIVNI CILJEVI

A sustainable local economy and
competitive economic structure are
created that optimally take advan-
tage of the  Trebinje strengths in
the opportunities  provided by the
new global economy

Inspiring living environment with
preserved cultural and natural her-
itage and prestigeous infrastrusture 

Rejuvenated and advanced com-
munity that attracts the young  the
successful and takes care of the old
and threatened

1.1 Successfully performed
restructuring in the energy sector
and manufacturing industry 

1.1 Farming and food industry
employs and engages at least
1,500 people by 2012

1.1 Reached the “critical mass” of
entrepreneurs and organizations
in tourism and creative
industries, by 2012

1.1 At least three larger economic
investments attracted by  2012

1.1 The space and architectural accord
of new business and housing
infrastructure with the cultural and
natural environment of Trebinje

1.1 Cultural and natural heritage of
Trebinje explored, promoted and
valuated as part of world heritage

1.1 Sustainable development ensured by
responsible management of
environment by using the natural
potentials of karst 

1.1 Achieved a high level of citizens’
satisfaction  as regards the
infrastructure and services provided
by the local administration

1.1 Achieved a full traffic and
communication link with the
coastal and continental
environments

1.1 A trend of positive natural
growth rate of population
established 

1.1 A proactive adjustment of
knowledge and skills to the new
economic structure in the region
ensured 

1.1 Quality spare time of citiyens

1.1 Improved health and social
welfare of the population 

tent to which the strategic and operational goals are
achieved in a defined space of time (insight into the
changes of the elements of the socio-economic analy-
sis), while the indicators defined for each of the proj-
ects let us monitor the project implementation from
the aspect of the extent to which the defined general
and specific goals and the expected results of each of

the projects are accomplished.  This allows us to pre-
cisely understand the impact  of the project upon the
achievement of strategic and operational goals.
Similarly, we are in a position to timely identify the
possible deviations and take corrective actions. The
development office will monitor the defined indica-
tors and thus control the achievement of goals, col-



lecting and analysing the data necessary for their ver-
ification within the strategy updating activity, as well
as within the project monitoring and evaluation.  

Further in the text, the authors define the major indi-
cators for monitoring and evaluating the implementa-
tion and performance of the Developmen strategy of
the Trebinje municipality in the 2009 – 2017 period.
The key economy indicators (number of economic en-
tities, employment, income of local economy, produc-
tivity and profitability) as well as the most important
social indicator of the demographic rejuvenation of
the community are identified. The position of the indi-
cators is defined for the period from 2007 (basic year),
to 2012 (the middle year between the short- and long-
term periods and 2017 (the final year of the set strate-
gic period). The estimates are given along the scale
where the lower limit represents a kind of pessimistic
scenario, and the upper limit represents the optimistic
one. Both scenarios mean a serious engagement of re-
sources and agents planned in the strategy.

Number of Firms Indicator
In order that the goals of the Development strategy of
the Trebinje municipality be acheved, it is necessary
that the number of firms grow at least by 20 to 30 new-
ly set up firms annually in the period of the strategy
implementation. 

In the first place, we remember that such a growth was
actually recorded in the Thebinje municipality region in
the 2004-2006 period. New 20-30 firms a year means that
approximately one new firm will be started per 1000 in-
habitants. For comparison purposes, in the Istra district,
3-4 new firms are established per 1000 inhabitants.
Therefore this is a real and attainable goal.

Employment Indicator
The  local economy of the Trebinje municipality enters
a substantial restructuring in the oncoming period.

Given that large privatized companies suffer significant
losses, the trend of downsizing is expected to continue in
the period of their restructuring, until 2012. According to
the dynamics so far, this amounts to 4% or 200 employ-
ees annually. After 2012 and upon the completion of the
restructuring of this section of the Trebinje economy, a
growth in employment rate is expected. On the other
hand, if the Strategy is correctly implemented, more jobs
are expected to be created in the private sector, now in
the full swing of restructuring (until 2012) at a dynamic

rate of 10% (200-300 new jobs per year), followed by a
more temperate rate of 5% in a later period (approxi-
mately 200 new jobs annually, from 2012 till 2017).  

Local Economy Iincome Indicator
As said above, the Trebinje municipality enters a sub-
stantial restructuring in the field of local economy,
which will have a significant impact upon the overall in-
come of the local economy.

In the already mentioned large privatized companies a
decline in income is anticipated. It started in 2006 at an
annual rate of about 3-4% . After 2012, a rise in income
is expected in this sector. In the private company sector
the income is expected to rise by the annual 10-15%, in
accordance with the trend so far and with the average in-
comes achieved in other regions important for our com-
parison (in the Istra district the average amounts to 15%).

Profitability and Productivity Indicator 
The dynamics of the local economy restructuring can
best be seen by tracking the changes in productivity and
profitability. The profit achieved is the profitability indi-
cator, however, in the absence of detailed information
on the basis of which the productivity can be calculated,
our indicator of both we will be the profit achieved per
employee. A more favourable scenario predicts that
losses should be eliminated in 2009 at the latest, while a
less favourable one predicts that to be achieved in 2010.

Following the period of substantial restructuring and
loss elimination, a growth in profits is expected, amount-
ing to Km 2,000-3000 per employee, in 2017 (for exam-
ple, for comparison purposes, the average profits earned
in the Bijeljina municipality in 2006 amounted to KM
1,200 per employee).  

Demographic Rejuvenation Indicator
Approximately 320 people die in Trebinje every year,
and, due to the ageing population, there is a tendency
that the rate of deaths increases. 

*average for 2005; 2006 and 2007
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2007. 2012. 2017.

9.796 10.500-11.000 12.000-13.000

2007. 2012. 2017.

296 360-420 460-560

2007. 2012. 2017.

333 miliona ¡ 375-400 mil. ¡ 0.55-0.66 mlrd ¡ 

2007. 2012. 2017.

– 345 ¡ 
per employee

250-375 ¡ 
per employee

oko 1.000-1.500 ¡
per employee

today 2012. 2017.

280 
newborn babies*

330 
newborn babies

380 
newborn babies

10-15 
young educated
married couples

10-15
young educated
married couples
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The plan is to have 330 new born babies in 2012, and 380
babies in 2017 (the number of babies born at Trebinje in
1999). Given that 150 weddings are held at Trebinje
every year, it is necessary that, for a start, 20-30 young
couples be stimulated to start a family thereby getting
15-20 additional new born babies immediately in the
first year. Since the depopulation is one of the most se-
rious strategic challenges for Trebinje, this measure
should be observed to the extent when each new mar-
ried couple is “covered“ by a package of measures that
help them start a family.

Another useful measure to rejuvenate and improve
the community would be to attract at least 10-15 edu-
cated young married couples from other regions every
year, to settle at Trebinje. Thus the number of inhab-
itants will grow at a rate of 20-30 educated young peo-
ple every year, and the newcomers are expected to
have children. These two measures are closely con-
nected and influence each other.

An appropriate data base for secondary data, created in
the course of the socio-economic analysis, may signifi-
cantly help in data processing and in monitoring the po-
sition of indicators. The base is broadly set and allows for
defining and monitoring other indicators if need arises.

The activities of monitoring and evaluating the priority
projects should be defined within the project of estab-
lishing and starting the development office, since moni-
toring and evaluating will be an important part of activ-
ities of the office. Within the scope of that priority proj-
ect, the monitoring and evaluation systems should be
elaborated in detail by the end of the first half of 2009,
together with the indicators and their target values for
the strategy and the priority projects.

9. Conclusion
A good strategy is based on advantages, not on weak-
nesses, it is “a game on your own grounds“, competing
in what you are better than the others. There is no
strategy based on certain facts, since every strategy is
concerned with the future. We have the facts about
the past at our disposal, and we estimate the variants
of the future mainly on the basis of what was going on
in the past and what suggests some regularity in the
events in the present. The most important qualitative
changes in the world economy (transition towards the
“knowledge economy“ and the “experience economy“,
to clean and reusable energy resources, to sustainabil-
ity as a key principle of economic, social and ecologi-
cal development,...) are identified as well as the op-
portunities that in such a context Trebinje can take
advantage of, to more advantage than any other com-
munities in the neighbourhood. Hence, the basic
strategic solutions are based on reasonable estimates.

An integrated approach to planning was applied in or-
der that the nature of the Trebinje identity should de-
fine its development perspective. It is at this point that
the synergy effects between economy, ecology and so-
cial responsibility of Trebinje are best employed. The
strategy, in the first place, means the concentration of
available resources on solving the problems that bear
the greatest development potential. It has to be fo-
cused upon the most important strategic challenges,
otherwise it will result in dissolving the ever scarce re-
sources without achieving any real strategic effects.

In such a context, the key challenges the new strategy
should focus on include Ê4Ë:
� transforming the comparative location and re-

source strengths which Trebinje undoubtedly has at
disposal, into competitive advantages of a new
Trebinje economy;

� establishing a sustainable economy structure that
will make use of the Trebinje competitive advan-
tages in that it will support the human resources de-
velopment, entrepreneurship and small and medi-
um-sized enterprises;

� restructuring the energy sector and manufacturing
industry;

� strategic management of the area and infrastruc-
ture that will ensure a coordinated spread of the
city, the protection of cultural and natural heritage,
the development of business zones and the protec-
tion of high quality soil;

� changing the negative demographic trends and en-
suring a steady demographic rejuvenation;

� strategic adjustment of education, culture and
sports to the opportunities and demands of the new
economy;

� readiness to respond to the expected, increasingly
evident health care and social demands of the citi-
zens.

The detailed plan of monitoring and evaluation of the
strategy implementation, with operational indicators is
scheduled to be worked out within the development of-
fice establishment and setting into action, which is the
first priority upon the adoption of the document.
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1. Introduction
Human potentials are resouces whose knowledge,
skills, competencies and experience, along with the
implementation of new technologies and permanent
training, are capable of responding to market changes
and enhancing the organizational performance in
achieving organizational objectives.

The use of the Internet in human resources recruit-
ment in the developed countries is dominant, with a
tendency to replace traditional methods. 

The job announcements and the profiles of job seek-
ers are much more easily and promptly accessible on
virtual job markets or on-line social networking web-
sites. 

For the purpose of adjusting to frequent changes, the
job market requires that the unemployed as well as
the employed seeking to find a better job, develop
skills and competencies additional to the qualifica-
tions they already have.

Tracking the job market trends is easier with the em-
ployed who have the required competencies. Their
participation in defining the business strategy, in addi-
tion to their capability of planning new business mod-
els and business processes transformations, is a pre-
condition that the organization can survive and a con-
tribution to its development.

3. E-employment
E-employment includes collecting and exchange of
standardized electronic messages between the em-
ployer, the job seekers and the employment and social
security organizations in job offering and announcing,
in applying, selection, recruitment of candidates and
registering the employee with the employment agen-
cies and social security, based on the regulations for its
implementation.1

The environment in which the human resource man-
agement operates is constantly changing, the changes
being evident in the character of work and employ-

ment, in education and knowledge innovation, in eco-
nomic restructuring, demographic differences and the
life style. 

All the organizational sectors as well as the organiza-
tion as a whole have to adapt to the global structural
changes and the requirements of the period.2

The development of information technologies and
communication networking websites has had an im-
pact upon the organizational functioning and business
operations. E-global labour market, free of any geo-
graphical constraints, enhances the human resources
competitiveness and mobility. 

The labour market web-sites contribute to the speed
and quality of mediating in employment. It is in them
that databases on vacancies and CVs of job seekers
are generated. There are many other services web-
sites offer, such as:

Searching through job listins by key words, job
categories and location;
guidelines and suggestions in writing profession-
al biographies, with an opportunity of free entry
into the CV database;
counselling on career planning and develop-
ment;
getting information on scheduling various kinds
of education and training;
career fairs and other useful information.

The sites announcing job offers abroad also display in-
formation on work licences, accommodation, social
security etc.

The broad band Internet, the ADSL and a modern
communication software allow for an increased num-
ber of computer equipment users to start their own
businesses or do their business from home
(eWorking).

Job seekers, users of the Internet are well acquainted
with how its use may contribute that employment be
more efficient.
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As to the EMPLOYERS, the use of the Internet in re-
cruiting new staff helps:

organize distance working and collaboration
with employees at geographically dispersed lo-
cations;
announce vacancies to a large audience;
get a larger number of candidates qualified for
the job, promptly and easily;
use adequate software to achieve quality em-
ployment.

As regards the JOB SEEKERS, the use of the
Internet helps them:

screen the e-job market with the job offers at
specialized employment websites and on-line so-
cial networking websites;
compose and promote their professional biogra-
phies;
contact the employer directly, as promptly as
possible;
autonomously work from home, (eWorking). 

The Internet provides numerous employment oppor-
tunities through varied forms and types of work, for
people of different qualifications, disabled persons
and persons with special needs. Several are listed be-
low:

jobs that are done working from home,
eWorking;
jobs in virtual organizations and teams;
webmaster, professional web designer jobs and
other jobs.3

3.1 On-line job offers
In the employment segment the Internet helps the em-
ployers announce job offers in a less expensive way,
with no time or geographical limitations.

In order that the job lict browsing be made easier,
some websites offer automated solutions.

Jobs are announced at specialized employment web-
sites and portals, on-line social networking websites,
labour market websites, the National Employment
Office website, employment agencies, employers’
websites, websites of thriving national and foreign
companies, the Resources Management Service,
youth and students cooperatives, e-media, on-line dai-
ly and weekly press, professional journals, etc.

The practice in Serbia has so far shown that the num-
ber of e-placed job offers is increasing daily.

3.2 E-professional biography
A faster and easier way to find a new job is to have a
good professional biography. 

The professional biography can become an e-biogra-
phy on condition it is:

published on the Internet – Web version
(HTML), ASCII format version, version for
electronic processing;
sent by e-mail;
sent written on paper, scanned and stored into
the computer system.

The employment websites and on-line social network-
ing websites often offer suggestions on how to write an
e-professional biography. 

It is important that the applicants for the vacancies
send the data from their professional biography in the
format required by the employer. 

Nowadays companies largely rely on electronic pro-
fessional biographies, e-CV in Europe, and e-
Resumes in the U.S.A.

In the develped countries, the presentation of
prospective candidates can be performed by video CV
(vCV) or by an on-line video Resume (on-line
vResume).

3.2 On-line social networking websites in 
e-employment

The Internet ensures the individuals the freedom to
express themselves through writing, through image or
sound; the freedom to be informed, to communicate
and collaborate with others. 

The social networking websites allow for social inter-
actions among people and their networking. They are
a novelty on the Internet.

The network users enjoy the opportunity to introduce
themselves, often their profile, social connections and
other additional services. These services are mostly
free of charge. The on-line networking websites are
now used by hundreds of millions of people.

The use of the social networking websites services
within a company or among companies is a potential
greatly affecting the business world and business oper-
ations. These networks grow into an important means
of connecting and communication between those in
serach for jobs and the employers in need of new em-
ployees. Within social networking websites the inter-
ests and/or activities are shared. The majority of them
provide varied ways of user interactions, such as e-
mail messages or chat services. In order that you use
the network, it is important that your Internet connec-
tion be as fast as possible, and sometimes that you
have devices such as web cameras or headphones at
disposal.



The best known social networking websites are face-
book, myspace, twitter, fixter, LinkedIn. Each has its
specific features.

Facebook is a global social networking website. It was
establised in 2004. The website is free, and its users are
companies that advertize their products or individuals
promoting their profiles. 

According to the latest data, the network is used by
350 million active users, 35 million updating their sta-
tus daily, whereas 65 million access the network by
way of their mobile phones. The network includes
700,000 active companies. Facebook is presently con-
sidered to have no real competition.

Registered network users can obtain more informa-
tion on virtual workplaces on the following links:

http://www.eworkplace-mn.com,
http://twitter.com/eWorkPlaceMN,
http://www.linkedin.com/in/eworkplacemn.

LinkedIn is a business-oriented social networking
website. It is the world’s largest and most powerful
professional network.

LinkedIn makes it possible for its users to:

manage publicly available information;
search for business partners and clients;
create projects and collaborate in their execu-
tion;
gather information and share databases in prob-
lem solving;
search for the best talents for the organization;
gain new knowledge;
distribute job announcements, etc.

Only the 18 years old and older can register on the
network. The registered users, business associates,
graduate students and experts are allowed to maintain
a list of contacts realized, to search for people and
knowledge in order that they sould accomplish their
professional goals, with the possibility of controlling
their personal profile on the network. The profession-
als join the network and the experts of similar inter-
ests, affilations, experience and objectives. The net-
work enables them to expand the list with persons not
registered on it.

The LinkedIn offers professional services in recruit-
ment, in job announcement and in their search by the
key word, by the country or by the post code. The ad-
vanced search allows for finding jobs according to a
number of defined criteria, e-g., the number of jobs,
starting from the last one, together with the list of em-
ployers.

The network enables the job seekers to create their
profiles, or introduce themselves to the employers,
through mutually shared networking websites. The
profile should be presented in such a way that it sum-
marizes the previous professional and educational
achievements of the network users. The network also
allows for the references obtained from the previous
employers, clients, colleagues. These references may
often help people get or perform jobs.

The networking website makes it possible for the or-
ganizations to improve their brand and expand their
influence.

Since December 2009, LinkedIn has obtained more
than 55 million registered users worldwide, represent-
ing 170 “industries“ in more than 200 countries and ter-
ritories.

4. Implementation of the E-employment 
concept

An important precondition for the implementation of
new technologies in management are the human re-
sources and human resource management. Facing the
challenges of technology development and market re-
quires that the managers be qualified to promptly ad-
just the work processes and the organizational func-
tioning to the changed conditions of business.4

A long experience in the human resource manage-
ment, and in the research into the employment issues
at home and abroad, motivated the author of this pa-
per to adapt the activities and the entire process of
employment with an active implementation of infor-
mation technologies and communication networking
websites to the individuals in search for jobs.

The paper describes the proposed model of e-employ-
ment and the activities undertaken in the model.

The e-employment model is conducted through the
following activities:

the employer states the need for human re-
sources;
the source for recruiting human resources is de-
fined;
e-announcement of vacancies follows;
e-applications from the potential job candidates
are collected;
on-line selection of potential candidates is con-
ducted;
selection of candidates follows;
the newly-employed starts to work;
e-insurance application for the employee is
filed.
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4.1 E-employment model activities
The employment process is preceded by the estima-
tion of the needs for the human resources in the or-
ganization or certain organizational units, for given
periods of time.

An individual can get employed when certain eco-
nomic conditions and needs in an organization are
identified. The conditions defined for a job are given
objectively and are in accordance with the work
process requirements in the organization.

Identifying the need for human resources may be pre-
conditioned by: the change in the organizational activ-
ity, the implementation of new technology, the devel-
opment of new products and services, the increase in
the organizational competencies by a better position-
ing on the market, the employee leaving the organiza-
tion of his own free will, the case of death of the em-
ployye, or for other reasons.

The vacancy can be filled up temporarily or perma-
nently, depending on the type and the duration of the
given activities.

In forming the proposal for the fill up, it is necessary
that the following questions be answered:

Which are the competencies (qualifications and
capabilities) that the candidate must have to be
perform certain jobs?
Which is the way of filling up the vacancy?

The sources from which the human resources are re-
cruited. The organization can recruit the human re-
sources from the pool of unemployed people or the
employed (within or outside the organization) who
are in search for a better job.

The employer first tries to fill up the vacancy by
analysing the competencies of the people already em-
ployed in the organization. He states whether there
are any employees within the organization that are
qualified and able to perform the given jobs, or
whether there are any employees who can be motivat-
ed, guided or further developed and thus retained in
the organization for a longer period of time.

The advantages of repositioning employees are the
following: the employee’s satisfaction for being able to
foster the development of his own career; the satisfac-
tion of the employer that he managed to recruit a
worker in a shorter time and at lower costs. 

When the employer, however, comes to a conclusion
that he cannot find a competent employee in the or-
ganization, he decides to recruit candidates and selects
an appropriate economical method of recruiting hu-
man resources from external sources.

E-posting of vacancies is performed by the employer,
on the National Employment Office Website. On the
basis of e-post on the vacancy, the data on the work-
post are identified as well as the required qualifica-
tions and abilities, and other conditions of the work-
post, and entered into the vacant workpost records. 

E-announcement of a vacancy is provided by the
National Employment Office or the employment
agency. The employer may also announce the vacancy
on his own website, on the specialized employment
websites, on on-line social networks, etc.

The purpose of e-announcement of job offers is to in-
form a wider audience in a faster and less expensive
way. In order to attract as many job seekers as possi-
ble, the announcement designers generally use the AI-
DA model (acronyme from the English words:
Attention, Interest, Desire, Action).

Figure 1. The chart of the e-employment model5.



E-applications from potential candidates. The potential
candidates apply for the vacancy if they find the job of-
fered and the conditions of work satisfactory, or if they
need a job urgently.

To gather the data on the job seekers, a Questionnaire
on the candidate is created in the form of e-application
for the job – an electronic professional biography, the
computer program for the potential job candidates on-
line application.  

The e-form can be filled by the potential candidates who
answer the announcement, but also those interested in
working in that organization.

The human resource managers use the on-line social
networks and professional-social websites to access
databases on the job seekers. On finding the appropri-
ate candidate, they introduce them to the jobs offered
and the conditions required for the job. The candidates
interested enough to apply are given instructions how to
fill in the e-application for the job.

The E-application for the job gives an opportunity to
every citizen to present their competencies in a system-
atic, chronological and flexible manner. It consists of
obligatory and optional questions and includes the fol-
lowing categories of presentation:

Personal data: name, surname, age, gender, home
address, telephone number, e-mail address, etc;
Work experience: the employment history, the
name and industry the employer is engaged in, the
workpost title, core activities and responsibilities;
Education and professional improvement: the ed-
ucation-improvement period, the name of educa-
tional institution, field of expertise, occupation, ti-
tle, average mark/achievement, state examina-
tion, etc;

Skills, proficiency/knowledge and competencies:
knowledge of foreign languages, data on addition-
al knowledge and qualifications the individual
has, with an emphasis upon the social, organiza-
tional, computer, technical, artistic and other
skills, knowledge and competencies;
Additional information: references etc.;
Enclosures: transferring electronic data (personal
documentation, references)6

In accordance with the business ethics code, the infor-
mation on the candidates may be used solely for the pur-
pose of their employment.7

In comparison to the CV or resumes submission, send-
ing in individual applications and biographies, the ad-
vantage of the e-application is that it allows for an easi-
er, faster gathering, sorting out and processing of data,
avoiding dealings with the unnecessary information, a
more efficient selection of potential candidates, flexibil-
ity, the possibility that new data can be added or addi-
tional attachments sent in electronic form (personal
documents, references, certificates, and the like).

The online communication with the applicants is con-
ducted by e-mail, VoIP, Skype program or cell-phone.

All the applicants are informed on the positions of their
applications in each of the e-employment phases.

The online selection  of candidates. The selection be-
comes ever more important, due to the increased offer,
the competent candidates on the labour market and the
costs of the selection methods.

The employer undertakes the selection among the can-
didates in order that he should make the objective
choice among the candidates in the conditions of pro-
moting equal opportunities.

The human resource managers still hold a key role in
the selection process. Their role may be either direct or
indirect. They may advise the line managers in that they
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Figure 2. The employer’s e-offer of jobs website

Figure 3. On-line job application website
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suggest the most efficient selection methods, train the
line managers in selecting, most often in conducting in-
terviews. The consultants and specialists may also be en-
gaged in the selection process.

The criteria according to which the candidates are
shortlisted must be clearly stated, in order that credible
decisions in the selection process should be made.

The selection criteria are generally presented in the
form of specification, i.e., the description of the individ-
ual that is an ideal candidate.

Lewis (1985) stresses three selection criteria:

Organizational criteria;
Department or functional criteria; and
Individual workpost criteria.8

The most often quoted selection criteria are the follow-
ing: education, type and level of qualification, work ex-
perience, character traits, skills and specific knowledge.

On the basis of the data in the online job application
provided by the candidates and the set criteria, an e-list



of potential candidates is generated. The shortlisted po-
tential candidates on the e-list are given instructions for
the online selection.

The selection is discontinued for the potential candi-
dates that fail to obtain required results in one of the en-
suing phases of selection and the reasons are stated for
such a decision.

In order that the online selection of potential candidates
be performed correctly, it is important that both the em-
ployer and the potential candidates have appropriate
modern communication devices.

In case the employer has no possibility to conduct the
online selection process, he can order this activity, as a
service, to be conducted by the employment offices or
by organizations specialized in the professional selection
of candidates at the request of the employer.

Most frequently, the employers use tests to determine
whether the candidate meets the requirements stated in
the announcement. It is important that the tests be con-
ducted and interpreted by competent experts.

The tests used in the employment process are classed as:
intelligence tests, proficiency tests, aptitude tests, special
competency tests, training ability tests, achievement
tests, personality tests, etc.9

The tests the employers use most are the following:

Online proficiency tests – the candidates with work ex-
perience are often submitted to proficiency tests to see
whether their knowledge meets the requirements of the
workpost.

The selection process may be facilitated and made faster
if the candidates have certificates on the proficiency
tests, such as the ECDL (European Computer Driving
Licence) – an international certificate of the knowledge
of computer programs, the EBCL (European Business
Competence Licence) – an internationally recognized
certificate in the area of business skills and management
and the TOEIC® - the Test of English for International
Communication – the knowledge of English for the
business purposes, for those whose mother tongue is not
English.

The online aptitude tests measure the individual’s poten-
tial for development in both a general and specific sens-
es. These can be classed into two categories: the tests
that measure general mental capabilities or general in-
telligence and those that measure specific abilities and
potentials.

The online personality tests – the application of person-
ality tests in the selection of candidates triggered a dis-
pute on how important the personality itself is for the

success in a job or organization and the resistance to
someone’s personality being measured at all. The per-
sonality tests are most often used for managerial, profes-
sional jobs and jobs that require university education.

In 2001, the APA’s Board of Scientific Affairs and the
Board of Professional Affirs established a measurement
unit to inform psychologists on the situation in the
Internet testing.

The advantages of the Internet implementation in test-
ing are the following: it is less expensive and more eco-
nomical, there is no need for printing or duplicating ma-
terials, questions can be easily changed, results are ob-
tained faster and a much easier way.

There are, however, certain problems concerning the
Internet-conducted testing, such as ensuring the safety
and professional interpretation of results, the preven-
tion of copyright abuse, copyright retention.10

The online interview. On the completion of testing, the
on-line interview is conducted. It is used in order that
the potential candidates should obtain more compre-
hensive information on available jobs and the condi-
tions for getting these jobs, while the employers can get
the information that may be useful in deciding on the
candidate selection. 

In addition to voice and live image, the employer and
the job seekers can communicate via the web camera,
video-conference or Skype-program.

The employer creates and sends the candidates a
DVD-video with instructions as to how to conduct the
interview, stating the terms (day and time) the inter-
view is due.

The online interview can be conducted at several lev-
els. The first interview is usually conducted by the hu-
man resource manager, the second is carried out by
the selection committee, if established, and the last is
conducted by the employer himself. The questions de-
pend on the level of the interviews as well as on the
type of job.

Certain websites bring suggestions for interview con-
ducting. Some websites, such as LinkedIn, bring video-
interview simulations.

The candidate for the job is proposed upon the comple-
tion of the on-line selection among the potential job
candidates. The team that conducted the selection
process submits the list of shortlisted candidates with ex-
planations, in an electronic form.

The candidate selection statement. Prior to issuind the
statement on the selection of the candidate, the employ-
er may decide to conduct an interview, which is very im-
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portant having in mind his responsibility in the selection
of candidates.

In selecting the candidate, the candidate’s interest in do-
ing certain jobs as well as the interests of the organiza-
tion should be taken into consideration. 

E-notification on the candidate selection. It is important
that all the applicants be sent a feedback information on
the results of the competition. The candidates that ap-
plied are notified by e-mail, with the exception of those
candidates that are presented to the employer. They are
informed on the final decision via the cell-phone, the
Internet phone (VoIP) or Skype.

The data on the potential candidates that are not accept-
ed, but have shown good results in the selection process,
as well as on those that are not short-listed, may remain
stored in the database of job seekers, to be contacted
later if need be, and on condition they agreed to that.

The candidate is admitted to employment. On reciving
the candidate selection statement, the e-Work contract
draft is prepared. The e-Work contract is e-mailed to the
candidate. Simultaneously, the candidate is informed on
the date and place of signing the contract. On closing the
work contract, the human resource manager informs the
candidate on the time he is expected to come to the firm
and the person that will admit him to employment.

By being admitted to employment, the candidate actu-
ally starts to work. On the candidate’s beginning to
work, the human resource manager creates an e-Dossier
for the newly-employed, opens an e-mail for him, en-
sures that he has an access to documentation, files, ap-
plications and e-mail.11

Employee e-filing. In order that the employee exercise
his labour relations rights, the human resource manager
fills in the forms (e-file of taking up or  discontinuing
employment, health ensurance e-file, social security e-
file) and sends them to respective organizations, the
National Employment Office (NSZ), the Pension and
Disable persons Insurance Fund (PIO) and the registry
office of health-care insurance.

These organizations register the rights of the new em-
ployee and transfer the qualified documents to the
employer, who in turn stores them into the employee’s
e-Dossier.

4.2 The advantages of the model of e-employment
implementation in the human resource
management  

The proposed model of e-employment  is a new organi-
zational model that makes use of the information and
communication technologies in the employment seg-
ment. It connects the employment subjects in a dynam-

ic way. The advantages of the e-employment model are
numerous:

The e-employment process is automated, the en-
tire documentation is centralized, in electronic
form;
The paper forms and documents  are replaced by
HTLM documents;
E-announcement of vacancies is cheaper;
E-application of potential candidates;
E-filing of potential candidates and job seeking
persons;
Analysis of a large number of e-applications for
jobs;
Faster and easier identification of the most eligi-
ble potential candidates for selection purposes;
Identifying and recruiting the most eligible ex-
perts;
E-notification of potential candidates on their sta-
tus;
Implementation of the Internet service in the on-
line selection among potential candidates;
On-line communication between the employer
and the potential candidates, persons seeking the
job, the National Employment Office and the em-
ployee insurance companies;
Improving communication and cooperation
among the employment subjects on the job mar-
ket;
The employment subjects are in a position to net-
work and use the necessary databases and the
documents needed for the purpose of an effective
conducting of the process;
Flexibility of the model, its adjustment and  devel-
opment to suit the users’ needs;
Efficient and higher quality employment.12 

5. Conclusion
The globalization of the job market and the implemen-
tation of new technologies in business doing have a
paramount impact upon the human, labour and creativ-
ity  potential treatment, as well as upon the character of
management.

The e-employment model is a new concept of employ-
ment and work engagement. The model implements
modern scientific and professional knowledge in the
field of human resource management, information and
communication technologies, standards applied in the
developed countries and the national regulations in the
employment segment.

The implementation of the e-employment model means
changes in the organization of work, the technology  and
methodology applied by the employer, the employment
office and the employee insurance companies. It can be
performed through the implementation of modern in-
formation and communication technologies, application



61

and exchange of standardized documents in electronic
form, the use of electronic signature and through the use
of cryptograph protection mechanisms.

E-employment fosters the efficiency, the effectiveness
and the innovativeness of the employment process. The
results obtained show that the implementation of e-em-
ployment provides an insight into all the phases of the
employment process, improves the quality of the
process and reduces the costs to a considerable extent. 

The implementation of the proposed model of e-em-
poyment is to ensure to the employment promoters a
higher quality, faster, less expensive and safer process,
minimizing the effort and errors.

One on-line category related to the employment oppor-
tunity and career development counsel is expected to
expand fastest in the future. In the future, the  e-employ-
ment will be inevitable, from the companies, to the vir-
tual workposts, to the work from home.
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1. Introduction

Speaking about (bussines) negotiations, we actually
speak about an imminent relation between co-work-
ers, partners, customers of goods and services in dif-
ferent enterprises, organizations, companies. That is
to say we speak about a type of communication which
can be applied very successfully, can be planned, guid-
ed and practiced. Here, the same as the business com-
munication, the issue is the business traffic of informa-
tion which is exchanged, to only one purpose  -  setting
a mutual agreement. The everyday contacts with em-
ployees, customers, suppliers, authorities, competi-
tion, transporters, most frequently gain the shape of
formal or informal transaction, negotiation, which as a
form of communication is of crucial importance in the
business world.

The crucial moment on which the successful negotia-
tion depends is the determination of the factors-deter-
miners; the characteristics which mean a lot and which
guide us towards  the cooperation and successful deal
are the true challenge set up in front of this scientific re-
search work. This work is an attempt to establish a cer-
tain order in the variety of chaotic experiential knowl-
edge and unfinished scientific elementary explorations
and assumptions; and also to open a field for further re-
search into the problem of negotiation in Macedonia.

2. Structure of the work

This work is divided on two parts (theoretic and re-
searching). In the first, theoretic part, the attitudes of
many well known authors are elaborated about psy-
chology, sociology, communicology, whose suggestions
could be connected correctly and entirely to the con-
temporary conception, understanding and perceptions
of some issues of negotiation. The second, researching
part contains a presentation, analysis and interpretation
of the results of the conducted polls and actual records
(of real-time negotiation situations) obtained in several
towns in Macedonia (Bitola, Kumanovo, Strumica,
Veles, Skopje, Tetovo, Demir Hisar, Krushevo,
Kavadarci and Shtip) performed by 130 bussines re-
spondents, who act in the condition of transformation
of the overall relations and restructuring of the capital.

5. Issue and object of the research 

The issue of the research is focused on the issue of in-
fluence of the situation factors over the quality of the
negotiation process. Such determination of the prob-
lem, emphasizes the predominantly explorative charac-
ter of this work. (How do the situation factors exercise
their influence? Which are the main characteristics of
these relations?) Thus, considering the current scientif-
ic knowledge regarding the nature of the so-called “sit-
uation factors” it was necessary that they be  specified

63

Determination of the Time and Quality Frame of the Bussines
Negotiation Process and its Internal Structure
UDC: 005.574

Dragan Gruevski1

1“St. Kliment Ohridski” University  
Faculty of Administration and Information Systems Management
Bitola, Republic of  Macedonia 

What does it mean to negotiate in the world of business, anyway? Is this essentially the same conceptual frame-
wok or is it entirely something else? Both theory and practice maintain that it is absolutely the same relationship
between two or more parties looking to reach agreement on a set of issues, who have a deep understanding of the
similarities and differences of their own interests led by the desire to be mutually defeated or fulfilled.  What is
different is the subject matter of negotiation which is defined by the specific field it belongs to. The main motive
is by and large the profit that leads to a privileged social status, but also to allienation. However,  there are oth-
er motives. Old clothes, paper, iron can also be a subject matter of business negotiations to companies that nego-
tiate with the suppliers of these goods.  It seems that in cases like these profit is not the primary motive.
Nevertheless, the elements of negotiation to reach divergent interests are present in each case.  Even in the most
simple case of a pauper who rings at your doorbell offering to clean out the trash for a minimal compensation
you can find the the same elements of negotiation that are present in negotiations used by large corporations in
large transactions. The parties involved in the negotiations, their interests, demands, positions, the negotiation cli-
mate,  the social rank of the negotiating parties are all factors that determine the particulars of the negotiation
process. Let us not forget that even the local businessman ensures better placement of his goods/products/servic-
es by ‘knocking at the door’ of the more powerful entrepreneur to gain a broader market representation.
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through several levels and sub-problems which are
treated by this research: 1) Problem of classification na-
ture, actually whether or not the determination vari-
ables of the negotiation process could be established
that are “strong” enough on their own to have an impact
in all the situations of the negotiation and to be separat-
ed from the others? 2.) Problem of exploration nature,
actually what is the interaction between the situation
and other factors in the real-time negotiation situa-
tions? and,  3.) Problem of descriptive nature, related to
the profile of the average negotiator in Macedonia, re-
garding the determined aspects of negotiations.

The objective of the research is to review the mutual
dependence between internal psychical personal fac-
tors (trustiness, collaboration, level of frustration toler-
ance, possessed potency) and external variables (kind
and character of the activity), which are treated as pos-
sible determinants of the preferable mode of behavior
due to the fact that in their mutual interaction they
have their strong impact upon the quality of negotiation
from the aspect of the climate, approach and time of ne-
gotiation.

4. Relevance and scientific justification of 
the research

Today, there is a huge amount of material, experiences,
models, patterns, rules and acts about the negotiation
worldwide. (William, M.:1955: Pruitt, G.D :1981; Micik,
P. : 1988; Plenkovic, P.: 1991; Tudor, G. :1992; Ninberg,
H.: 1993; Gnjato, V.: 2003; Mandic, T.:2003; Lax A.D
and Sebenius K.J. : 2003; Harvey, B: 2008) Many
schools were popularized; many methods and ap-
proaches were offered as the best ones. Many seminars,
courses and trainings were organized allocated for var-
ious structures of individuals as well as groups who
were trained for such activities. Numerous handbooks,
brochures, books were published as a groundwork for
additional systematization in the direction of theoreti-
cal and scientific comprehending of the problem. At the
same time, the literature does not offer exactly the pre-
cise data and time frames, but it is also said that in the
western countries “since earlier times” there are certain
forms of organized training and qualification of the
businessmen, who gain their knowledge about business
communication and negotiation through the intensive
courses. Anyway, the  beginning was set in the year of
1924, when the author Mary Parker Hayward  wrote
about the so called “integrative negotiation”.

In the Balkans (former Yugoslavia), what is considered
to be a successful and the very first attempt of theoret-
ical and practical application of the issue of business ne-
gotiation, is the work of Predrag Michic “How to guide
the business conversation” published in 1980. In
Macedonia, this issue was vividly initiated after the in-

dependence was proclaimed  in 1991, actually after the
implementation of the parliamentary democracy and
the market economy. However, the former academic
treatment of the negotiations, as an issue of a scientific
interest is not satisfactory. It is worth mentioning that
the number of published titles about this issue in com-
parison to those in the neighboring countries is negligi-
bly small. Namely, only a few books about the business
negotiations were published in Macedonia, most of
which were the translations. Only the work of Arsovska
T. (1995) “How to perform successful business conver-
sation” presents a humble initial attempt, which could
only partially be called “originally author work”.

On the contrary, the facts about the global connection,
the existence of huge data banks, limitless time and
space opportunities speak about the fact that the busi-
ness world penetrates deeply into all spheres of business
existence thus emanating its resources of influence.
Thus, the awareness that the successful business func-
tioning is one of the key factors for the enhancement of
the overall relation of the social and business life, is the
great fact that must be accepted. In that context, the ne-
gotiations truly may be only a small cause in those rela-
tions, but a very essential one. Their dynamics, develop-
ment, and achieved results will have a great influence on
the subsequent endeavor in any business sector.

That is the reason why all our efforts are devoted to the
establishment of the scientific research goals of negoti-
ations (such as examination and amendment of the
knowledge about determination of the negotiations, ex-
amination of the approaching methods and enrichment
of the research instruments, finding practical solutions
and instructions needed for business practice and nego-
tiation trainings) seem to be quite actual and justified.
Those efforts and attempts offered many answers about
some very important issues in this sphere (such as the
average time frame of the negotiations in Republic of
Macedonia, the quantity of theoretical knowledge
about the negotiation mastered by businessmen, the
awareness of the importance of this issue, the attitude
on research of this issue, the average profile of the ne-
gotiators in Macedonia, etc.).

5. Research  hypothetical frame

The general postulate is set affirmatively saying that:
There are certain external (environmental) and inter-
nal (personal) factors, that possess equal level of prog-
nostic and determination power over the quality of a
negotiation process, in any conditions and situations of
negotiations. Comprehension and understanding these
factors results in improvement of the quality of negoti-
ations thus reducing the time of negotiations. In
essence, the kind and the character of the branch of the
organization on behalf of which the negotiations are



conducted, the level of management, as well as the ele-
ments of the latent maturity of negotiators, are the key
determinants of that process. This postulate is achieved
through three additional and eight individual hypothe-
ses which directly lead to the current indicators.

6. Method approach

In the course of exploration of the problem of our re-
search, we primarily start by the theoretical analysis of
the knowledge of this issue, offered by the scientists and
performed by two different approaches. Namely, in the
domain of negotiations following explorations are evi-
dent: 1.) Explorations generated by analysis of profiles,
conclusions and acts of previously distinguished man-
agers, systematized personal experiences and 2.)
Classical experiments, psycho-metrical and other tests
in the aim of evaluating the relations between estab-
lished variables. The first approach is distinctive for
various profiles of practitioners (solicitors, lawyers, en-
gineers) who have systematized their negotiation
knowledge and personal experiences thus offering
them as original models, manners and schools. The oth-
er approach is notable in the work of sociologists, soci-
ology psychologists, management theorists who per-
formed direct exploration of negotiations, or indirectly
have made their conclusions based on the investiga-
tions of other problems and aspects of negotiations
(Deutsch and Krauss; Chertkoff & Conley; Baron;
Hofstade and Crozier).

The research is based on the analytical-descriptive
methodology, whose goal is to select the relevant per-
ceptions about the interpersonal relations, present in
the negotiation process, and by the application of the
adequate statistical procedures and conclusions will an-
swer the questions of the research. Also, during the de-
termination of the interaction between the different
kinds of variables (like personal touch, environment el-
ements, and interaction conditions) the most applicable
proceeding is the immediate exploration of the events
recorded during the real-time negotiations. It means
that the classical analytical descriptive exploration is
enriched by the case study.

All in all, the exploration primarily gains an operative
character, as regards the time it is allocated in, to the
immediate  research of the actual, real, transitional pe-
riod of living and acting. 

The implemented techniques of exploration are the fol-
lowing: a scale poll questionnaire, evaluation technique
and especially the technique of systematic observation
set as case study. The poll questionnaire evaluated the
essential basic indicators and facts about interpersonal
characteristics of the individuals relevant for this re-
search. The grading of the examinee answers (given in

the questionnaire form) was performed by the evalua-
tion scale, and was described from extremely satisfying
to unsatisfying regarding the knowledge about some
distinctive elements of the negotiation process and their
relation to it. In the end, the case study enables us (on
the basis of certain positions) to perform impartial ob-
servation, confirmation and description of various spe-
cific and relevant information that occurred in a con-
crete negotiation process - a specific situation. Worth
mentioning are the appropriately organized individual
meetings with interested individuals, as well as a semi-
nar where the following methods were performed: a
method  of teaching, a presentation technique, playing
games, a video projection etc.

7. Conclusive anticipations

This research is conducted in order to identify and to
classify the relevant determinants of negotiation, with a
special accent put on the so called environment (situa-
tion) factors. At that point, (contrary to the anticipa-
tions that speak about it as an “intangible phenomena
of the twilight zone”) the research starts with an attitude
that the negotiations are a widespread social presence,
noted in many kinds of social relations, and they may
and should be explored. The fact that a huge number of
theoretical concepts were separated did not contribute
to the foundation of some eclectic theory of negotia-
tions, on the contrary, it serves as a background to our
own approach to the treatment of this problem.

The general hypothesis about the influence of the inter-
psychical and environment  factors over the negotiation
process is not yet confirmed (the three particular hy-
pothesis are only partially confirmed), the only con-
firmed influence is that of the degree of frustration tol-
erance over the negotiation time (which belongs to the
group of the inter-psychical variables) and the influence
of the type of ownership and branch of activities over
the dependent collaboration and formality (which be-
longs to the external-environment variables). What is
this due to? Reasons are found in the confirmations and
notes of the representatives of so called “social revolu-
tion”. Namely, the negotiations, as a social situation,
mostly depend of the interaction between the particular
personal contacts of the negotiators and the external
situation conditions, which create the so-called “negoti-
ation context” (particular and unique for each new situ-
ation). There is a great probability that exactly those
anticipations contribute that phenomenon should  be
declared as “intangible”. Generally, we think that the
solution to this problem is offered by the above men-
tioned anticipations (like the theory of the games, con-
cepts of correlation). Thus, if the determinants (a de-
gree of frustration, type of ownership and branch, and
probably others) which are “strong” enough to influ-
ence any negotiation situations are to be separated,
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then the third group of interaction determinants could
be best understood and explained by the abovemen-
tioned theoretical concepts. Actually, this is the essen-
tial concept of the authors who deal with the situation
determination of the interactive context of dyads (E.
Bern; C. Stayner; T. Mandic).

The variables, which appear to be important determi-
nants of the negotiation process, are the first to indicate
the ownership. Its influence upon the quality of negoti-
ation is statistically confirmed regarding the aspects of:
basic attitude (collaboration-competition), (X2 = 8.7 >
5.99 *0.05 / s.s. 2), basic approach (formal-informal).
(X2 = 7.62 > 5.99 *0.05 / s.s. 2). All in all, we can with
certainty declare that the: Private company owners are
more cooperative and they prefer formal approach. (t =
2.98 > 2.57 *0.01) This information probably emerges
from the essential needs for survival and development
of the company which is “on its own”. This speaks about
the expected and justified choice (when the private
company owner claims that they are always responsive
to cooperation, treaty, understanding, making compro-
mises which guarantee survival and development). His
manner of proactive cooperation, as a personal feature,
is more necessary to him than to those who work in a
public sector, who, as regards the type of ownership of
the capital, are less motivated to force observance to
the principles of “cooperation” to a maximum. As a
matter of fact, this is confirmed by the comments of
those who worked in a “civil service” before they start-
ed their own private businesses. Equation with their
own business is very common among all respondents
included in the research from the private sector, which
is not the case with those from the public sector. On the
other hand, the tendencies of ultimate exchange be-
tween the personal and social interests of the company
most commonly are declared in public and commented
among those respondents who work in “civil service”
but have their own private businesses.
Similarly, the private company owners prefer the for-
mal approach (which can be noted at the undersigning
of the documents, asking for verification, confirmation,
facts, accurate data, arguments etc) which provide them
an appropriate protection and which guarantee trust-
worthiness in the actual activity and in decision making.
The principle of “short reckonings make long friends” is
normally more preferable when it comes to the negoti-
ations of common interests, although probably there is
also a space for the “private” interests, contrary to the
fact that many issues are left as “open questions” (which
means undefined stipulations).

The type of work (operation) is a variable which has a
strong impact upon the negotiations. But contrary to
the type of ownership, the type of working operative
has an immediate influence upon the time of negotia-

tions, however, it does not have any influence upon the
basic attitude and the approach. Namely, the estimated
values show that the attitude and the approach during
the negotiation among traders as well as among service
providers is very similar, but they have different “time
duration”. (t = 2.69 > 2.57 *0.01) The explanation of this
involves two probable reasons: 1) the “longer time of
negotiation” probably. Neither they nor  the level of
originality in their experience and skill gained by their
everyday practice to haggle, bargain, shopping, sales
and 2) the different types of goods (items of trade) im-
pose the  different times for negotiation because many
questions are to be answered about their quality, price,
conditions stipulations of payment, stipulations of re-
fusal of goods, servicing and guaranties, transport etc.
Service providers on the average spend less time in ne-
gotiations (1 hour on the average) because they have
fewer issues to negotiate about and the price is already
determined and it is not varying so often because it
does not depend on the market.

When we speak about personal variables, of only signif-
icance is the level of tolerance of frustration which has
immediate impact upon the negotiation time. There are
no statistical data of exclusive importance about other
conjectural relations that will point out their connection.
Thus, the cooperation (X2 = 3.97 < 12.59 / s.s. 6) and the
confidence (X2 = 2.26 < 9.49 / s.s. 4) as features of latent
maturity in their exclusiveness do not have any kind of
impact and influence upon the negotiation. Neither they
neither the level of their legitimate power. (X2 = 4.24 <
5.99 / s.s. 2) But this stands quite on the contrary relat-
ing to the above mentioned researches. Why is that so?
The reason is very simple, namely, the power presents
the functional relation between the carrier of the power
and the dependent on the power. Actually, the essence
of this relation is the equilibrium, but there is not
enough “power” to produce action in any type of negoti-
ations (the respondents are very aware of  – “it depends
who I negotiate with and about what”). So the power
could be observed only as a personal variable which has
different impacts in different situations. In fact, this is
quite amenable to the defining of the power as a func-
tion, correlation of power on the one hand and the de-
pendence on that power on the other hand (Blau).

Similar is the relationship between the cooperation and
the confidence. Namely, the cooperation and the confi-
dence – as personal features (observed separately) show
no influence upon the quality of negotiation. The influ-
ence of those personal features rise and decline depend-
ing on the specificity of situations. How to describe this
obvious contradiction?! The explanation emerges from
the essence of the interaction of communication rela-
tions and their complexity (Rogers; Bern, Janakov;
Beshka; Mandic). Thus, the quality of communication



depends of the perception of the  partner, but also de-
pends on the accord of the initiator. This means that in
a very sensitive sphere of social interaction, as the nego-
tiations are, our cooperation and confidence could al-
ways be perceived and accepted differently by the part-
ner, which again proves that “it depends on to whom,
when and how” But this is not the case with the level of
tolerance of frustration. It is well known that  it has no
influence upon the basic attitude (cooperation-competi-
tion) (X2 = 7.67 < 9.49 / s.s. 4) nor over the basic ap-
proach (formal-informal), (X2 = 7.46 < 9.49 / s.s. 4), but
it does certainly have influence upon the negotiation
time in every situation of the negotiations (X2 = 7.4 >
5.99 *0.05 / s.s. 2), which as a data is explained by the es-
sential characteristics of this issue and its physiological
pose regarding the reactions and manifestations (ges-
tures) which emerge from the frustrations.

The question is: Could the distinctive situations of ne-
gotiations be determined so that they could be defined
as representative types? The case study allows for this.
According to the distinctive interaction characteristics
those cases were grouped into several groups as fol-
lows: 1) negotiations with an unknown partner, 2) nego-
tiations with a well known partner with lost credibility
3) negotiations with a well known partner with good co-
operation. The first one we called initiative, the second
one culminative and the last we called negotiable (This
division is made after the Blau theory). The last group
was entitled as “negotiable” regarding his considera-
tions that “the negotiation is possible even in the condi-
tions of power absence, which does not mean weakness,
but means that the relation is constructed over other
postulates”. And probably this is the confidence, which
according to the author, but also to the practice is con-
firmed to be a most favourable tool for bringing up
some new solutions. Many authors suggest some new
models in which the main stress is put on the issue of re-
formulation of the positions of observing of the negoti-
ation process as a problem that urges a mutual creative
solution, actually that needs the answer to the question
of  how to…?! So, that is the key moment and key step
in successful negotiations. That is the moment when
both sides are brought into a so called “situation of
alert” (through a variety of “culmination situations” in
which the power is the strongest tool) when they start
to search for the most acceptable solution.

From the above mentioned, in a context of the method-
ology goal of the research, it turns out that the theoret-
ical models in which the moment of “re-formulation” is
accended, as a separate step, seems to be more accept-
able and superior (Rayder, Koleman, Mandic). Talking
about the approach of observing, analyzing and explo-
ration of the negotiations,  the most impressive is the
approach represented by the transaction analysis. Here

we notice a maximum simplifying of the understanding
about the mutual relations between two or more indi-
viduals caaught in the act of negotiating. The analysis of
the transactions which “come one after another” during
the time of negotiation, amended by the knowledge
about the “games” which occur in the business world,
offers a different kind of opportunity for a scientific
treatment of this problem.

This certainly does not mean psychologizing the business
operation, but yet it calls for acceptance of the obvious
facts that, when we speak about analyzing the external
manifestations, in no circumstance is it allowed to neg-
lect their connection to the elements which create the
“man as a whole”. That is the reason why we are closely
related to those authors who especially emphasize the
science about mankind (Cicourel), rather than those who
classified this problem as an “intangible phenomenon”,
that anyone can “juggle” with. The fact about existence of
a lot more schools, branches, seminars, trainings for ne-
gotiators, compared to the number of relevant scientific
research of this sphere speaks about the inadequate ap-
proach to the observing of this problem.

We do hope that the previous statements about the dis-
tinctive character and interdisciplinary feature of the
phenomenon of negotiations will reach those who in R.
Macedonia have the intention to legally protect the ex-
clusiveness to practice this skill (negotiation-meditation
in judicature). They should understand and accept the
essential differences between the above mentioned ap-
proaches. Namely, practicing activities that should
stand for the act of negotiation, and meditation, are
open to everyone, but the exclusiveness of their scien-
tific treatment belongs to the science about the man,
whose superior behavior regarding his acts and tools
were elaborated several times in this research.

The profile of the average negotiator in Macedonia
points out that the differences between various negotia-
tors, coming from various hierarchy levels, different
types of ownerships and business operation have no
statistical significance and mainly they remain neutral.
Only several concessions toward extremes were noticed
considering the issue of need of training and emotional
attitude toward negotiations. All in all, the average
Macedonian negotiator prefers individual negotiations,
where the decision sphere is accepted as an exclusive
act and business secret. He does not accept too much
risk, nor does he take any immediate steps during the
negotiations. He has only a modest knowledge about
this process, but he is not always aware of that. In fact
he appreciates this activity as a key one and he is always
ready to edify himself. According to him, the key deter-
minants of the negotiation are the partner and the
problem of negotiation. 
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Tab.1 The profile of the average negotiator in
Macedonia

Regarding the above mentioned variables only the issue
of the decision making risk is seriously elaborated
(Stoner, Kogan & Wallach, Miller, Moscovici &
Zavalloni, De Goulleu). From the entire theoretical ar-
gument (regarding the various aspects of risking issue)
the following conclusions are of great importance: 1) the
level of risk taking is in correlation to the value system
and the culture of the individuals who make decisions;
2) the risk is greater when the decision is made by a
group. That attitude could represent the base for status
determination of the average Macedonian negotiator,
regarding his relation to the negotiators from various so-
cial milieus. 

Unfortunately, we do not know anything about the re-
sults of similar serious pieces of research conducted in
this country, besides, perhaps,  the research into the mo-
tives for achieving the goal (Lazarevic, Havelka; T.
Nikolovski), which are highlighted as important deter-
minants for setting and achieving the goals. The above
mentioned authors noticed an unsatisfactory low level
of existence of such a motive in this country, which
could probably be connected to the influence of some
characteristics of the previous social system (anti-entre-
preneurship, contract economy, phobia of the private
ownership, tendency of averaging, lack of initiative), as
well as to the influence of some traditional values.
Observing several popular sayings such as “Do not dis-
tinguish yourself”, “Golden mean”, ”Measure twice cut
just once”, ”A humble head suffers no sword” indicate
that our value system always forced the “modesty and
balance” which makes us different from the societies in
which the competition and risks are systematically en-
forced (even in the education process). Probably, the
new social system that is promoted, in which the individ-
uality, free competition, team work and entrepreneur-
ship are part of the instrumental values will contribute
to change of awareness and their greater acceptance.

In the end, we can conclude that the majority of the set
goals of this scientific work were achieved. Emphasizing
of the influence of situational factors as key determi-
nants of different social relations is quite justified, al-
though when we speak about negotiations, the key fac-
tors of influence should be searched for among the in-
teraction between the situational factors and some per-
sonal features of behavior.

It is worth mentioning that as a special contribution to
this science work we emphasize: 1) Detection of several
so-called “strong” determinants of negotiation; 2)
Establishment and constitution of the three types of ne-
gotiation situations and 3) Preparation of the new in-
strument “The Protocol of recording the negotiation
process”.
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1. Introduction

It is for more than the last twenty years the last century
that the world economy recorded an increased growth
in the consulting industry. Driven by the constant
growth in demand, the margins grew to be inordinately
high and the consulting firms were in a position to em-
ploy the best experts in the so-called war for talents Ê11Ë. 

The beginning of this century saw the changes in this
area. The growth of the consulting industry was halted;
it recorded stagnation and even negative results (Figure
1). The old rules of the game did not hold any longer
Ê21Ë. Simultaneously, the customers have become ever
more sophisticated and more demanding, aware of
their importance, and therefore more powerful. This
led to profit rates being reduced and even threatened
the survival of the consulting firms on the market; how-
ever, the consulting sector proved to be flexible enough
and managed to overcome the crisis.

Figure 1. The size of the European management con-
sulting market, 1998-2007 Ê27Ë

In the economic environment in this country, the serv-
ices of the management consulting have been taken
into serious consideration only in the few past years.
The extremely changing business environment, the

globalization effects, an increasing competition on the
market, etc., actually press the firms to change con-
stantly and improve their business operations. In such
a situation it is necessary that each segment of busi-
ness be raised to as high a competence level as possi-
ble, this being the matter of the firm survival. This ac-
tually means that the firms have to do business even
beyond the boundaries of their own knowledge and
time available. It is beyond these boundaries that they
require external aid from the individuals and firms
commanding a high level of professional knowledge
and skills in respective business fields. Such aid to the
firms is provided, among other things, by the consult-
ing agencies and independent consultants.

The amount of intellectual capital in the consulting
firms is of great importance for their business doing.
Besides, these firms usually possess large databases,
highly sophisticated software and advanced telecom-
munication technology, which, together with the em-
ployees, makes a combination of highly desirable but
scarce resources to even the largest companies in some
other fields of work. At the same time, the fact is that
consultants, as professionals whose work is exclusively
based on knowledge, are not really willing to share their
“know-how“ with competition Ê25Ë. All these make the
services of the top management consulting firms highly
expensive and hardly affordable to a vast majority of
the potential consulting services users. The gap is filled
by small specialized consulting firms or individuals.

In understanding any management consulting process,
it is important that the role of the client in the process
be  clearly defined Ê23, p.202Ë. Regardless of the evident
growth in the demand for the management consulting
services, the practice shows that there are certain
grounds for the clients’ dissatisfaction Ê8Ë, the problems
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the client wishes to solve when they decide upon using
the consulting services Ê20Ë. These problems can be
classed into two categories Ê6, p.16Ë, namely:

•  The problem to ascertain the quality of the serv-
ice provider/deliverer (consultant) prior to pur-
chasing the very service, and

•  The validation of the quality of the service upon
its execution.

It is necessary that both these relations be satisfied in
order that the management consulting arrangement
should be fully effective and assessed as successful. 

2. Objectives and methodology

The above quoted problems trigger a question of to
what extent the clients understand what management
consulting is about and what their views of such a type
of service are. It is for this reason that the objective of
this research is to find out the reasons that drive the
client to hire consultants as well as which strategic
competencies contribute to the management consult-
ing high performance. In addition, the aim of this re-
search is to identify the elements the clients regard as
the indicators of an efficient management consulting. 

The research included the review of literature, fol-
lowed by non-standardized as well as semi-standard-
ized interviews with the small and medium-sized en-
terprise owners and managers, but also with the con-
sultants. Thus the matrix of reasons for hiring consult-
ants, of strategic competencies and of management
consulting performance indicators was worked out.
One of the advantages of such a method of research is
the opportunity of generating both qualitative and
quantitative data. The advantage of qualitative re-
search is in that the complex as well as detailed phe-
nomena in the management consulting process may be
observed and understood in a holistic way.

The disadvantage of this methodology, however, is a
possible subjective or biased or insincere answer the
respondent or a client may give; or the sample may be
insufficiently representative, due to the fact that the
data on the actually delivered services of this kind to
small and medium-sized enterprises and entrepre-
neurs (SMEE) is not available or not in order. 

3. Clients’ view of management consulting

The appreciation of management consulting has
grown significantly in the last decade, due to, among
other, the books and papers on the topic Ê10; 17; 4; 5;
19; 7Ë. In the economy of this country, it has especial-
ly been fostered by the state, more precisely, by the
Small and Medium-sized Enterprise Development

Agency, which created a network of regional consult-
ing agencies for the purpose of enhancing the setting
up and improving the work of the small business sec-
tor in the country.

In the provision of the management consulting (MC)
services, the relations between the consultant as a
service provider and the client as a service beneficiary
may be twofold (Figure 2), namely:

•  Direct – direct communication prior to, during
and after the service is provided, and

•  Indirect – the service itself, in the way it is deliv-
ered and absorbed, in its quality, value, intelligi-
bility, satisfaction, etc., is a type of specific com-
munication between the client and the consultant.

Figure 2. Direct and indirect client-consultant 
relationship

The customer (user) purchasing the consulting service
was to a large extent been “taken for granted“ in the
past, often a victim of powerful and convincing manage-
ment consultants. Such an image of a consulting client
was seriously criticized in literature Ê26; 9Ë. The commer-
cial climate, however, has become much more difficult
and demanding for consulting experts. The main reason
for this seems to be the fact that in their work with the
consultants, the clients gain more and more managerial
knowledge and experience, they become more demand-
ing, while the generally sceptical attitude to the consult-
ants is  increasingly present in the business world today.

It is for these reasons that this research is oriented to
the client, i.e., to his understanding and views of the
management consulting activities. A starting point of
the analysis is the need and wish to answer some of the
following questions Ê3, p.186Ë:

•  How and on which basis do the clients “purchase“
management consulting (MC) services?

•  How do they organize to accept “management ad-
vice“ from external experts?

•  How do the firms and their managers benefit
from these services?



•  How do clients in their organizations percieve the
consultants and which are the consequences (of-
ten negative) of such perceptions? 

•  How is the need for external management con-
sulting  services received among the managers in
firms?

•  How can we understand (potentially differently)
the implementation of MC among managers in
different contexts?

•  Which are the consequences of consulting imple-
mentation in the client firm and how did such re-
sults come?

•  In which way and under which circumstances can
consultants help their clients through “learning
and knowledge development“?

•  How do the forms of consultant-client relations
develop over time?

•  Which are the characteristics of “successful task-
ing“ for the consultants?

•  Which are the capabilities the consultants must
have in order that they convince the client that
they are able to provide a quality service and in
order that they really deliver such a service?

•  How do the clients estimate and value the con-
sulting engagement performance?

3.1. What precedes consulting engagement

The activities preceding the consulting engagement are
of great importance for an efficient execution of the
project the consultant is engaged in. Among other
things, they include: the recognition of the need for a
consulting service, the description of the consulting
project task, goals included, the decision on what kind
of service and what type of consultant are required, re-
cruiting an appropriate and qualified consultant, closing
a contract with the consultant or the agency/company. 

Prior to hiring a consultant, the client has to provide
instructions clearly defining what he needs. These in-
structions are actually the job or task description, con-
taining precise and up to the point instructions on
what the consultant is expected to do for the client, as
well as a sort of guidelines specifying the scope and
the purpose of the job under consideration. The aims
of the task description are the following:

•  To enable the consultant to clearly and fully un-
derstand the task he is assigned.

•  To explain what the consultant is expected to do.
•  To explain the importance and the complexity of

the job.
•  To define the obligations of both the consultant

and the client and specify the manner in which
the project or process will be managed.

•  To prevent any ambiguity about what is to be
achieved in the end.

The job description is a basis for closing a contract with
the consultant. The clearer and more straightforward the
task description, the better for both the client and the
consultant. Only if the task description is clear enough is
it possible to monitor the operations and undertake cor-
rective actions in case the work does not procede as
planned. We must, however, also bear in mind that the
task description cannot anticipate every possible situa-
tion. For example, certain unpredicted and unavoidable
circumstances may have a negative impact upon the
work results or the deadlines. The usual questions the
task description has to answer are the following:

•  Why is a certain service necessary?
•  Which are the expected results?
•  Which goals are necessary to achieve?
•  Which methods should be implemented in the

work?
•  Which skills are required?
•  Who has to be included?
•  Which period of time is required to achieve the

goals?
•  Is there a deadline by which the task has to be ac-

complished?
•  Can the products of the process be quantified?
•  How shall we know that the task will be accom-

plished in a satisfactory way?
•  In which way will information be gathered in the

course of the task accomplishment?
•  What will the costs be?

The task description for the consultant can be written
in numerous ways. The following lists only the gener-
al instructions with general points:

•  Description of the situation – general informa-
tion on the project or task context. Here the rea-
sons for which the task or the project are impor-
tant are stated and an insight into broader activi-
ties whose part the project/task is is given.  

•  Purpose – the task or project goal is explicitely
stated, as well as the reasons for which external
aid is necessary.

•  Task or project goals – all individual  goals and
tasks are specified here. How clearly the goals
and the tasks are defined will depend on how well
the problem is analysed and which level of ex-
pertise is required.

•  Project or task description – here the task is
broadly described. Data is given on the client or
the project or task beneficiaries, as well as the ex-
planations as to what/whom  it will affect and the
location where the task will be accomplished.
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•  Timeline – it is important that the date of the begin-
ning and the date of the completion of the project
or task be clearly stated. This is also necessary be-
cause of the budgeting (overall duration, amount of
costs, number of employees), both for the client
and for the consultant. Finally, it is important for
the purposes of monitoring during the process. 

•  Liability – in order that the management and con-
trol be efficient, it is necessary to specify who will
be responsible and for what during the project or
task execution. It is in this way that responsibility is
fostered and  confusion is prevented as to the roles
and responsibilities of the consultant and the team
leader in the organization.

•  Communication – it is important that the commu-
nication channels and who the team leaders of both
parties are be clearly stated in the task description.

•  Authority levels – here the authority for each level
of decision-making in the organization is assigned,
so that the consultant can turn to right people to
clarify certain issues.

•  Qualification and experience required – it is impor-
tant that the knowledge and experience required to
accomplish the task be clearly defined. The con-
sultants’ competences include the skills (technical
as well as those related to certain behaviours),
knowledge, and attitudes. The more accurately the
required competences are described, the easier it
will be to the consultants to evaluate themselves
before they accept the task.

•  Relevant policies – it is often necessary that the
consultant be given an insight into the internal poli-
cies and procedures, but also into the external ones,
important for the project or task execution. In this
way the consultants are given an opportunity to
prepare better.

•  Project or task execution framework – the descrip-
tion of the expected project or task realization.
This includes a list of the most important tasks the
consultant is expected to accomplish. It is on the
basis of these, as well as on the basis of the descrip-
tion of other important elements of the project,
that the consultants can suggest the way they will
work and the methods and techniques they will use.

•  Expected outcomes – focusing upon what the man-
agement consulting process should result in, the re-
sults (consulting products). It is important that the
products be formulated in such a way that they can
be recognized and measured objectively. It is also
important that the expected level of the result or
product quality is stipulated. Here the most impor-
tant indicators are also stated Ê18, pp. 31,32Ë.

•  Reporting plan and mechanisms – in this part vari-
ous types of reports required on different levels of

the task or project execution are stated. In case of
a simple task, only one, final report will be re-
quired. More complicated and longer-term proj-
ects may require reporting in intervals. It is impor-
tant that the form and type of the expected reports
(written, oral, or both), the intervals and to whom
they should be submitted be stipulated, too.

•  Cost-budget – in the majority of cases, the organ-
ization-client will allocate a certain sum for the
job being done by the consultant. In the task de-
scription, however, this is rarely stated, because
the consultants are expected to behave up to the
market laws and offer the best possible quality
for the price offered.

3.2. Strategy and strategic competencies

The comprehension of both broader and immediate en-
vironment, combined with organizational competence,
allows for the formulation of a strategy that will fill the
gaps and improve organizational performance Ê14Ë. The
strategy is a set of rules and decisions guiding the orga-
nizational behaviour and is really intangible and ab-
stract in concept, providing no direct or concrete results
as to the organizational performance Ê1, p.31Ë.

Greiner and Metzger Ê12, p.7Ë defined management con-
sulting as “... contracted and delivered consulting service
to organizations by specially trained and qualified peo-
ple, who objectively and autonomously help the client
organization identify the problems of management,
analyse them, and who propose adequate solutions and
also help implement the solutions.“ According to the
definition, business consulting requires specific compe-
tencies and an appropriate level of knowledge which
will enable the consultants to help their clients identify
and solve management problems in their organizations.

The core business competencies are the skills the or-
ganizations have, those that help them conduct their
business operations Ê14, p.126Ë. The majority of organ-
izations have numerous core competences.

Some of these competencies are more important than
the others. According to the same authors, such busi-
ness competencies which are on a higher level com-
pared to the core competences, are called strategic ca-
pabilities/competencies and are characterised by three
specific features:

•  They present the value for the customer,
•  They are superior to those of the competition, and
•  They are difficult to immitate or replicate.

A unique combination of strategic competencies, not
easy to immitate, can be titled the key or core compe-



tencies Ê15Ë. Hence it can be concluded that the core
competence is not just the summ of individual compe-
tencies, but a combination of complementary skills and
a knowledge base built in a group or a team and result-
ing into a competency to perform one or a number of
key processes on a high level standard Ê13Ë. The rela-
tionship among the competence, strategic competence
and key competencies can be presented as on Figure 3.

Figure 3. Relationships among core, strategic and key
organizational competencies 

By identifying its strategic and core competencies, by
their adjustment to the environment and by their in-
cluding into its strategy, the organization improves its
performance and acquires a long-term sustainable
competitive advantage.

Simon and Kumar Ê24, p. 366Ë analysed the works of
eight academics in order to find out the common char-
acteristics of the consulting all the authors quote in
their works, which the clients mutually take to be
strategic competencies driving the management con-
sulting success. Each author uses his own terminology,
however, some mutual characteristics of the consult-
ing they pointed to are easy to identify. The list made
within their study included any strategic competencies
mentioned in three or more works (Table 1).

3.3. Management consulting performance
measuring

In case the consultant offers inadequate counsel, the
consequences the client experiences may vary, from
the decreasing growth rate, to the crisis situation
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Competence  
No. of 

quotes in 
literature 

Authors quoting competence 

Client-consultant  
communication 

7 
Bobrow(1998), Bowers and Degler(1999), 
Czerniawska(1999), Ford(1979), Hegyi-Gioia(1999), 
Popovich(1995), Riley(1999) 

Client collaboration and 
inclusion 

6 
Bowers and Degler(1999), Czerniawska(1999), 
Dowling(1993), Hegyi-Gioia(1999), Popovich(1995), 
Riley(1999) 

Core competencies breadth 5 Bowers and Degler(1999), Czerniawska(1999), 
Dowling(1993), Ford(1979), Popovich(1995) 

Technical knowledge 5 Bowers and Degler(1999), Czerniawska(1999), 
Dowling(1993), Ford(1979), Popovich(1995) 

Problem definition 
(identification) 

4 Bobrow(1998), Bowers and Degler(1999),  
Ford(1979), Hegyi-Gioia(1999) 

Integrity and honesty 4 Bobrow(1998), Bowers and Degler(1999),  
Hegyi-Gioia(1999), Ford(1979) 

Ability to understand the 
client 

3 Bobrow(1998), Bowers and Degler(1999), Riley(1999) 

Marketing 3 Bobrow(1998), Bowers and Degler(1999), 
Czerniawska(1999) 

Setting reasonable 
expectations 

3 Bobrow(1998), Ford(1979), Hegyi-Gioia(1999) 

 
Table 1. Strategic competencies, from the clients’ point of view, leading to the management consulting 

outstanding performance – academic literature analysis 

emergence, to the bancruptcy of the organization.
Many unfavourable consequences of an ineffective
consulting can be prevented if adequate steps are un-
dertaken in the previous, but also in the current eval-
uation of the consulting engagement effects.

The need for measuring the management consulting
impacts upon organizational performance led to a

complete change in the management consulting un-
derstanding. The activity-based consulting is replaced
by the result-based consulting, as is presented in
Table 2 Ê22Ë. The consulting interventions are con-
nected with the firm’s specific business needs, where
consulting  is viewed as a measurable variable that
ought to have a certain impact upon the firm’s per-
formance. In case the results of the consultant engage-
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ment are not known, the most direct consequence for
the firm is that the firm’s precious assets are being
spent without any chance of control.

4. Research findings analysis

The majority of clients interviewed come from larger
cities (Belgrade, Novi Sad, Ni{, Kragujevac, Subotica,
...). In general, they all have certain attitudes on the
consulting engagement, regardless of the fact that they
do not currently engage any consultants. Some clients
have already had some serious experiences in consult-
ing engagement, with different outcomes.

The industries in which the clients do business vary
from commerce, to manufacture, to construction
works, to tourism and hospitality industry, etc.

The areas of business for which they did or would hire
a consultant also range broadly, from information
technologies, to financial and taxation consulting,
marketing, to strategic consulting, training and devel-
opment, organizational change, etc.

The findings of this research have shown that clients
hire consultanits for varios reasons, but also that they
encounter a lot of ambiguities and uncertainty in this
respect. In conclusion, however, it can be said that
common to all of them is that they expect that the re-
sult of consulting engagement (and cost) be  tangible.
The mutual attitude of (prospective) clients is that the
consultant should focus upon the client’s needs.

4.1. Reasons for consulting engagement

As a result of the reasearch conducted, a set of main
reasons for consulting engagement was  identified.
According to the importance the clients attach to cer-

tain reasons for consulting engagement, seven com-
monest reasons are identified:
1. The need to solve the problem promptly;
2. The need for new, modern solutions;
3. The need for additional help or resources;
4. The need for an independent and objective advice;
5. Achieving or sustaining competitiveness;
6. Insufficient staff to execute a certain project;
7. Insufficient  in-house expertise.

Two reasons dominate the all the others, the need for
prompt solutions and the need for modern solutions.
It is also indicative that the clients lack the in-house
expertise least. Is it really so or the clients still do not
recognize the role and the importance of expertise in
the field of management, is a rather interesting issue
to be researched into in the future.

The reasons stated, generally speaking, point to the
fact that, when they decide to engage a consultant, the
clients demand something  they are not capable of do-
ing themselves in their own firms. To a certain extent
they are then dependent and exposed. Hence the con-
sultants should deal with their clients with the sense of
strong ethical responsibility:

•  They should consider the client’s interests as a
priority;

•  They must provide a real benefit to the client;
•  They must not abuse the client’s trust. 

Summing all the reasons for which the clients hire con-
sultants, the already defined mutual demand for con-
sultants can only be confirmed, the one that Bergholz
Ê2, pp. 29-33Ë formulated  on behalf of all clients: “Help
me, or show me how to improve the business opera-
tions of my firm. I know you have the knowledge I do
not. I cannot ask you directly, but you can find ade-

Activity-based consulting Result-based consulting 

The need for consulting intervention is not  
defined 

Intervention is related to specific business 
needs 

Performance is not estimated Effective performance estimate 
No specific or measurable goals Specific and measurable goals are defined  
No efforts are made to prepare the participants 
in the consulting process to achieve results 

Results/expectations are communicated to 
stakeholders /participants 

No efforts are made to ensure the 
implementation supportive working 
environment  

Business environment is prepared to support 
implementation  

No efforts are made to establish partnerships 
with key managers  

Partnership with key managers and clients is 
established  

No result measuring or cost-benefit analysis are 
conducted 

Resultas are measured and cost-benefit 
analzsis is conducted 

Planning an reporting on consulting intervention 
is focused on inputs 

Planning an reporting on consulting 
intervention is focused on outputs 

 Table 2. Consultant paradigms based on activities and results



quate solutions, without diminishing my feeling of
self-respect. Your feed-back information and advice
may be useful. I count on you to be able to find effec-
tive ways to deliver them to me...“

4.2. Consultants’ strategic competencies – clients’
standpoint

The literature review (Table 1) shows some consult-
ants’ strategic competences identified by the clients.
The research, however, was conducted in 2000, on the
sample of 500 top firms in Australia. The findings nev-
ertheless served as a starting point for this reasearch.
In the business circumstances in the transition coun-
tries, such as these in Serbia, and on the sample of
small and medium-sized enterprises, or entrepreneurs,
the findings are somewhat different and biased.

Twelve strategic competencies have been identified as
a final result of the research and analysis, that the
clients, i.e., the owners and the managers of small and
medium-sized firms identified as important for the
consulting success. These competences are:
1. Innovativeness and creativity
2. Integrity and honesty
3. Rationality
4. Efficient problem solving
5. Expertise
6. Ability to identify problem/opportunity 
7. Client-consultant communication
8. Quality of service
9. Objectivity

10. Value adding to client organization 
11. Knowledge of business environment
12. Colsuntant’s own success

Three strategic competencies identified as most impor-
tant are innovativeness, honesty and rationality. This is
fully in line with the client’s need and wish to get prompt
and modern solutions, which are actually the main rea-
sons for which he purchases consulting services.

Simultaneously, although it is not crucially important for
the client, the need is stressed that the consultant has to
be able to solve his/her own problems, that is, to make
himself successful. Clients simply do not trust the consult-
ant who has not proved to be an expert on his own case.

4.3. Consulting performance indicators – clients’
standpoint

In practice, the client who decides to use professional
business consultants’ services can learn whether the con-
sultant is capable of doing what he is expected to do in
an easy and simple way. He can do it in that he hires

consultant(s) for small projects, which mean not so
much work and not so high costs. If satisfied with the re-
sults, he can continue and extend the collaboration.
Consulting, therefore, is no charade. You can cheat on-
ly once. There are various factors on the basis of which
the clients can decide whether the consulting service is
successful, be it a “pilot“ project, or a small, or a larger
managemnt consulting engagement. According to
clients, the major indicators of management consulting
performance are the following: timely service provision
and achievement of set goals. The indicator considered
by the clients to be least important is the implementa-
tion of the proposed solutions. More precisely, the im-
portance of this indicator increases with an increase in
the number of employees. The management consulting
performance indicators mostly quoted by the (prospec-
tive) clients from the SMEE sector are as follows:
1. Timely provision of services
2. Achieving the set goals
3. Client’s satisfaction
4. Achieving measurable financial results
5. Employee behaviour in the client organization
6. Implementation of the proposed solutions

We see that both financial and non-financial perform-
ance indicators are listed. This is in accord with the lit-
erature Ê16Ë which suggests a balanced measuring of
results, not only financial measurements. Hence each
individual strategic competency is put into a relation
to each of the performance indicators. The result is
that the majority of strategic competencies affect both
financial and non-financial indicators.
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Innovativeness and creativity   •  • • 

Integrity and honesty  • •  • • 

Rationality  • •  •   

Efficient problem solving  •  •   

Expertise  • •  •   
Ability to identify 
problem/opporttunity  • • • •   

Client/consultant 
communication   •  •  

Quality of service  •  •  • 

Objectivity   • • •   
Value adding to client 
organization value adding  •  • •  

Knowledge of business 
environment • •     

Consultants own success    •  •  
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5. Conclusion

Evidently, the users of management consulting servic-
es in Serbia are concentrated in larger cities and come
from various industries. Also, the range of fields for
which they decide upon  consulting engagement is
broad. The number of prospective clients is much larg-
er; they do have certain needs, however, they have not
decided upon hiring consultants, mainly because this
type of services seems too mystified to them. The
management consulting services are not available to a
sufficient degree in less developed regions, which hin-
ders the development of small, mainly manufacturing
firms and entrepreneurs in these parts.

This research has shown that consultants should com-
mand multidisciplinary skills, be competent, creative
and have excellent character traits. A successful man-
agement consulting must operationalize and implement
as many strategic competencies as possible. In the long
run, through the consulting service delivered, these
competences affect at least one, and usually more per-
formance indicators. In practice, on making the deci-
sion to engage a consulting expert, the client’s assump-
tions and demands become expectations. Hence it is of
great importance that the consultants should be capa-
ble of understanding the client correctly and fullfilling
his expectations as accurately as possible.

The smaller the client’s firm, the greater entrepre-
neural spirit and management style; therefore, it can
be taken for certain that the owners and managers of
small and medium-sized enterprises are entrepre-
neurs. They are energetic and they make decisions
fast, hence they  attach most importance to the need
for concrete and prompt solutions. Aware of fast
changes in the business environment, they expect the
solutions offered to be modern and creative. Hence
such clients prefer the consultants that are fast, accu-
rate, innovative, rational, honest and experts.

Time is a key factor and also a consulting service per-
formance indicator. For the client, the timely service
provision, together with achievement of set goals, tops
the list of the management consulting performance
criteria.

There is yet another important point. The clients do
not want consultants who did not prove successful on
a personal plane. They could be said to consider fail-
ure to be contagious. It is for this reason that the
clients consider the consultant image, status and refer-
ences highly important.  The only exemption are the
key consultants. As a complex and subtle process go-
ing on between the consultant and the client, manage-

ment consulting is based on mutual correctness and
usefulness and is a result of mutual trust. The clients
may decide to engage more than consultant, for differ-
ent parts of the project each; however, they wish to
build long-term relationships with one, and only
sometimes with several key consultants. The consult-
ants are necessary for the clients, in that they help
them get a comprehensive view of their business, they
remain with the client for a longer period of time and
take part of responsibility for the client’s business op-
erations. Here, their position is similar to that of a
general practitioner, who remains indispensable, re-
gardless of people increasingly using the services of
specialists to get cured. The role of key consultants is
such that they offer advice in all kinds of situations
and help their client make the right decision. Such
councelling need not be too expensive. It demands
maturity, anticipation and empathy from the consult-
ant, rather than complex administrative procedures. 

Nowadays, there is a difference between the approach
the consultant takes in measuring his performance and
that of the clients’measuring the same performance.
This does not mean that consultants evaluate incor-
rectly, only that they should take more care of what
the clients demand and expect from the services they
purchased. At the same time, the greater the choice
among the alternative consulting services providers,
the more considerate the consultants will become to-
wards the client and the more reasonable their fees,
and the more knowledgeable the clients as to what
they can and what they should expect for the price
they paid. Since the ratio of market power  moves
from the consultants towards their clients, it is impor-
tant that both parties redefine their roles and ap-
proaches. For the consultants, it is a strategic task and
the matter of survival.
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1. Introduction
Technology is the basic source of competitive advan-
tage in the twenty-first century. This is best seen in
high technology firms. Science provides new solutions,
resulting into the automation of the production and
labour processes, organizational flexibility, creation of
modern systems, specialization and a new approach to
the product and service quality.

In order that all these be achieved, the crucial problem
for the firm is that of the access to new technologies. In
the developed economies it is relying to their own re-
search and developmet activity; the developing
economies, however, will do best to follow the path of
those that have already accomplished this goal.

The analysis of competitive dynamics strongly relies upon
five technologically interrelated characteristics. Firstly,
technological opportunities refer to the potential of inno-
vations among the value chains of the firms within one in-
dustry. Secondly, the competitive dynamics differs in the
degree of appropriation of benefits resulting from the in-
novational activity. Thirdly, the liability resources de-
mand that the competitive dynamics changes be success-
ful. The knowledge based economies that require funda-
mental research, may demand larger resource liabilities
than industries based on technologies, including addition-
al research and development. Fourthly, major rivals gen-
erally range from institutional management to the mar-
ket. Finally, varied competitive dynamics requires an
equally varied speed of execution Ê10Ë.

2. Technological changes
The changes in the economy structure are continuous. A
new technology which is a result of innovation, results in
turn into the emergence of new firms and new indus-
tries. Tracking the product or the firm’s life cycle allows
for tracking the structural changes in the national and
international economies. 

The impact of technological change upon the changes in
economy is significant. Its effect is especially evident in
the growth and development of firms and of each indi-
vidual industry. Technological changes also contribute
to the strategic change in economy. They challenge the
firm’s present competitive advantage, but also create a
new one, stronger than the present advantage. 

Technology is a process, technique or methodology –
materialized in the product design or in manufacture or
service providing processes – that transforms the inputs
of labour, capital, information, material and energies in-
to the outputs of a greater value Ê3Ë.

Technology refers to the processes in which the organi-
zation transforms the labour, capital, materials and in-
fromation into products and services Ê3Ë.

Technological changes have an important role in the
competitive dynamics. The outcomes of the changes are
several. Firstly, it is new products and processes.
Secondly, it is the change in the value chain and in the
firm’s constellation value. The changes also change the
nature of rivalry among firms.

Technological changes result in the conditions in which
many products and services cease to be competitive,
therefore the firms undergoing such a process can resort
to only two options: cut on expenses or implement tech-
nological change that will help create new products or
services. In a dynamic economy this is a permanent
process and serves as an unbiased estimate of the scope
of the technological change Ê10Ë.  

In case of major technological changes it is not easy to
recognize which benefits can be anticipated, not only for
the prospective buyers of new products or services, but
also for the innovating firm itself. Nevertheless, the firm
has to implement technological change, otherwise it

79

High Technology as a Source of Competitive Advantages
UDC: 005.591.6 ; 334.71:004 ; 658.11:004

Mr Aleksandra To{ovi}-Stevanovi}
Faculty of Business studies, Belgrade

All economies generate or exploit new technology and knowledge, but some are more intense in this process than
others. High technologies are very important for this study, as they provide firms with competitive advantage by
changing the key success components. High technology economies are the primary source for generating money
in contrast to the economies dependent upon resources, labor and capital, which have been dominant during the
last century. The significance of certain countries that have made a great technological impact, which was made
possible due to their continual investments in science and technology and R&D were also shown in the study. The
OECD acknowledges four groups technologies as competitive advantages in the field of advanced technology
(low, medium-low, medium-high and high technology), in respect to their R&D intensity.



80

may be caught in delay, and the consequences may be
the lost time, delays in new investments and instability
in its competitive position on the market.

The effects of technological change are not the same in
every one industry. In certain industries the change is
viewed as an opportunity to improve the strategic posi-
tion on the market, however, it may prove to be a threat
for some of them. In any case, regardless of the above
stated, technological change is one of the promoters of
competition. It is by the technological change exploita-
tion that the leading firms on the market have acquired
such a position. 

Technological changes not only reduce the costs of busi-
ness operations, which was the original goal, but also
make the firm capable of changing its market orienta-
tion. In some cases, new technologies even lead to open-
ing new markets Ê10Ë.

The task of the firm management is to analyse the criti-
cal factors and then to rely upon those they intend to use
to improve the firm’s competitive position. The world
economy knows the firms that build their competitive
position on their wealth in raw materials and cheap
labour. There are, however, firms that build such a posi-
tion even though they are not rich in raw materials and
their labour force is expensive.

Technological innovations are regarded as the earliest
implementation of science and technology in a new di-
rection and with commercial success Ê3Ë. The statistical
definition of the technological innovation, as stated by
the Eurostat Ê10Ë, includes the development of the prod-
ucts and processes and a restricted amount of organiza-
tional innovative activities such as marketing and train-
ing of those directly involved in the implementation of
new products, services and processes.

In order that it be commercially successful, the innova-
tion has to be perceived as a new value for the customer.
Here technological innovation alone is not sufficient; it
is often followed by a new business model. What is im-
portant is that a new market is created, either through a
technological innovation, or by a business model, or
through the combination  of the two.

Innovators or innovating firms are firms that have in-
troduced new or improved products or services, or
new or improved processes onto the market. The
firms may be innovatively active without introducing
innovation onto the market (innovation may be com-
mercially uneconomical or the innovation project has
not been completed yet). We must bear in mind that

innovation is new to the firm introducing it regardless
of whether it is new to the competition – at home or
abroad (Radman et al., 2003). What is crucial here is
whether the firm achieves economic effect, that is,
whether it commercializes the innovation.

One of the key promoters of economic growth is the dif-
fusion or spread of innovation throughout an economy.
The spread of innovation is not a simple process
achieved only by market automation. It is a complex
process which includes, in addition to the market as a
key mechanism, numerous non-market elements, such
as a developed support system to R&D and the cooper-
ation both among the firms and  between the firms and
the infrastructure organization. 

Productivity may not improve automatically with the
country investing into the R&D and innovation.
Technology and technological changes are not auto-
matically translated into productivity and consequently
into competitiveness. For example, the diffusion of in-
formation technologies (IT) does not automatically im-
prove productivity, if its implementation is not directed
towards the key agents in the business process, that is,
towards those aspects of the business process that cre-
ate value for the customer. Productivity can also be a
result of downsizing and need not necessarily be relat-
ed to the new technologies implementation Ê10Ë.  

3. Characteristics of high technologies

High technologies are implemented by the firms
whose products or services include advanced and in-
novative technologies. Common to these firms is that
tehy rely on advanced scientific and technological
studies and generally spend much on research and de-
velopment. One criterion of a country acquiring com-
petitive advantage is that it has achieved a high level
of large scale and sustainable exports in the high tech-
nology sector.  

As a support to new techno-economic paradigm (TEP),
high technologies are the ultimate product of an in-
creased and specifically structured investment into sci-
entific research, an intensive interactive relation be-
tween science and economy, but also of an overall de-
velopment of scientific and research complex and inno-
vative activity.

The ways in which high technologies can be more pre-
cisely defined and classified are  various. The following
classification is based on the properties that high tech-
nologies have in the effects they generate in an overall
and complex impact upon the economic and social sys-
tem on the global level Ê3Ë. 



The high technology properties are Ê3Ë:
•  high and increasing capital, educational, scientific

and information intensity;
•  low and declining energy and resource intensity;
•  low and declining, and in certain cases (clean tech-

nologies) no harmful effects upon natural and so-
cial environment;

•  high capital-earning capacity;
•  low vulnerability to crises and marginal effects of

crises in the environment;
•  the shortness of life cycle of the products, goods

and services as well as of technological systems and
processes;

•  high income elasticity of demand;
•  high and increasing flexibility of reproductive sys-

tems and processes;
•  high educational needs, especially for highly quali-

fied workforce and creative work;
•  a major importance of state intervention in all the

phases of creating, development  and  implementa-
tion of high technologies and their products;

•  low import demands and creating a low or tempo-
rary import dependence, primarily within interna-
tional or global systems.

Common to the firms whose products or services are
characterised by innovative technologies is that they
rely on advanced scientific and research studies and
are generally known for their high expenses in re-
search and development (Keeble, Wilkinson, 2000).
The high technology sectors are those of aircraft in-
dustry, computers, software and similar services, elec-
tronics, semi-conductors, pharmaceutical industry, sci-
entific instruments and electrical machinery (OECD,
1990). The notions technology products and products
of advanced technology are also used to denote high
technology products.

The high technology sector contributes to a rapid
growth and development of production and services by
increasing the general efficiency of work and capital.
The research conducted in the last decade of the twenti-
eth century has shown that the growth rate in the fifty
most advanced countries (as regards R&D intensity, the
number of scientists and engineers) was three times as
high compared to the rest of the world in the 1986-1994
period (OECD, 1999). High technologies provide com-
petitive advantage to firms by changing the key success
factors. In some cases, small firms with limited experi-
ence have managed to get over the shortages imposed
by dominant competitors through technology innova-
tions. In the majority of the OECD countries, the com-
merce in the industrial sector is characterised by an in-
creased presence of high technology products.

General trends are clear, however, substantial differ-
ences among countries still remain. The USA, Great
Britain, the Netherlands, Japan, Finland, and Ireland
are the leading countries in the knowledge based econ-
omy, measured by their share in the high technology
exports. Similarly, the exports of high technologies in
the developing countries are concentrated in a small
number of countries, mostly in South Corea, Malaysia,
the Philippines, Singapore and Thailand (WB, 2001).
A large number of other developed or developing
countries lag in many important fields including invest-
ments into innovations and the increase in the highly
qualified workforce (OECD, 2001; Mani, 2000).

The exports of high technologies of the developed and
the developing countries are generally similar in terms
of product specialisation and technology sophistica-
tion. The available data on the high technology ex-
ports (1997) show that both groups of countries in-
creasingly specialize in the manufacturing and exports
of components and parts in electrical products and of-
fice equipment. 

The developed countries tend to achieve a greater va-
riety in the exports structure, whereas a large number
of developing countries have yet to develop technolo-
gy competences (WB, 2001). Even among the top five
countries – high technology exporters – it is only
South Corea and Taiwan that can boast of significant
national technology competences. This means that
multinational companies get the maximum from the
exports of high technologies from these countries.

The country’s market competitiveness of technolo-
gy advantages is achieved when in new products and
processes it can give an important estimate of eco-
nomic productivity of its scientific and technology
systems. For example, many Asian countries have
become significant suppliers of high technology
products on the world market. Such an achievement
is an indicator of the orientation towards the devel-
opment of high technologies through building up
the necessary scientific and technology resources
(WB, 2001).

The customer sophistication has an important role in
the increase of a country’s exports of high technology
products. The results show that there is a positive ra-
tio between the customer sophistication and the high
technology products exports, since in this way the
companies are forced to introduce advanced technolo-
gies in order that they remain competitive (Seyoum,
Belay, 2005).
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4. The oecd classification into four groups 
of technologies on the basis of the r&d
intensity level

The firms with a higher level of technology intensity have
more opportunities for innovations, for capturing new
markets, for a more productive implementation of avail-
able resources and paying larger rewards to the people
working for them. The high technology industries ex-
pand in international trade and it is their dynamics that
helps them improve efficiency in other sectors Ê2Ë. To
analyse the impact of technology upon the economic ef-
ficiency, it is important that branches of economy and in-
dustries that are more technology-intensive be identified,
by the criteria allowing for creating specific adjusted clas-
sifications. The classification is designed for the needs of
the OECD and in collaboration with the Eurostat and is
made for the purpose of offering a more appropriate tool
for the international trade analysis. Since no data was
available for the services, the two proposed classifica-
tions dealt with only manufacturing industries Ê2Ë.  

The method the OECD applied in the classification of
sectors and products according to the technology level
was based on the classification made in the USA and lat-
er applied in all the OECD countries. It was the first
time that the countries were ranked and compared in
the high technology field. 

In the second phase, in 1984, the OECD developed a
new classification, using the sample of eleven countries.
The classification was based on the direct R&D intensi-
ty (the quotient of the R&D costs and the flow of the
materialized technology by the output unity in 22 sec-
tors of manufacturing industry) thereby a list was creat-
ed classifying the economies into three categories,
adopted by both the OECD countries  and many others
and used widely Ê2Ë:

1. high technologies
2. medium technologies
3. low technologies.

The advantage of the classification was in that it provided
a simple and suitable forms for international compar-
isons; however, there were limitations too, mainly due to
the lack of sufficiently qualified data on sectors. Ten years
after the first list was drafted a need arouse for taking cer-
tain improvements into consideration Ê2Ë. Consequently,
the OECD prepared two new lists: one for the sectorial
approach, and the other for the production approach.
The data used in creating the sector list is based on the
International Standard Industrial Classification – ISIC.
The new classification covered only the prera|iva~ka in-
dustry for which the OECD prepared long and relatively
complete series. In the sector approach, however, it was

necessary that services be included, with an appropriate
accessibility of data, since services increasingly moved
from usage towards manufacturing. The production ap-
proach was developed as an annex to sector one and pro-
vided a more appropriate system for the international
trade analysis. It was based upon the Standard
International Trade Classification – SITC. 

Under the assumption that for a certain type of invest-
ments and for all groups of products the scope of R&D
costs incurred in the production remained constant, the
input-output coefficients were multiplied by a direct
R&D intensity.

These indicators were calculated for the 1973-1992 peri-
od, however the final classification was designed for the
1980’s and 1990’s data, using all three indicators: the
economies classed into a higher category display a higher
R&D intensity for all the indicators compared to the low-
er category economies (one exemption being petroleum).

Four groups of manufacturing industries are recognized
as a result Ê2Ë:

1.high technologies
2. medium-high technologies
3. medium-low technologies
4. low technologies

The evolution going on within that frame is possible to
witness on the example of the most highly developed
OECD countries in the modern world economy. 

5. International trade vs technology intensity

The economic activities of high technologies are  more
oriented towards international trade compared to less
technology-intensive economic activities. Although they
make up only 25% of the total OECD trade in the prod-
uct manufacture, their share increases faster than aver-
age in the production.

In the 1996-2005 period, the pharmaceutical industry
recorded the highest growth rate in the industrial trade
in the OECD. Other high technology industries, scien-
tific instruments, aircraft manufacture, radio, TV and
communication also recorded a high growth rate
(Graph 1). Among the high technology industries, a rel-
atively slow  growth was recorded only in office equip-
ment and in computers Ê7Ë.

High and medium-high R&D-intensive industries made
up more than two thirds of the total industrial exports of
the OECD countries in 2005. Differences among the
countries are substantial. The share of the high and
medium-high technology economic activites ranges be-



tween more than 80% in Japan and Ireland to less than
10% in Russia.

High technology economic activity amounts to over
50% industrial exports in Ireland and over 30% ex-
ports in Switzerland, Corea, the USA, Great Britain
and the Netherlands Ê7Ë. In Japan and in Gremany,
the exports of economic activities of medium-high
technologies include machinery and equipment, mo-
tor vehicles, chemicals, etc.

Technology-intensive exports and high technology ex-
ports are responsible for a majority of growth in trade in
the last decade of the twentieth century. Japan is the on-
ly country in which the total industrial exports increased
at a higher rate compared to the exports of high tech-
nologies in the 1994-2003 period. Technology exports

record higher growth in Iceland, Turkey and in East
European countries, although the orientation of a ma-
jority of these countries, Hungary and the Chech
Republic exempt, was primarily towards exporting low
and medium-low technologies. With nearly 17% of the
total technology exports from the OECD, Germany had
the largest share of the technology market in 2003, fol-
lowed by the USA.

The estimate of the countries in terms of technology in-
tensity strengths and weaknesses must not be directed
only to exports, but must also define the role of imports,
since exports can largerly depend on the imports in the
same economy. The indicators of the comparative ad-
vantages revealed (Revealed Comparative Advantage –
RCA) allow for a better understanding of a country’s
specialization profile.
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Graph 1. Growth of industry on the basis of economic and technology intensity, OECD (1996-2005).

This indicator shows that only a small number of the
OECD countries specialized in high technology devel-
opment. In 2003, the trade surplus in these industries
amounted to over 6.5% of total production in
Switzerland, 5.5% in Ireland and approximately 4.5%
in the USA. The trade surplus in medium-high indus-
tries amounted to over 15% of the total output in
Japan and over 7% in Germany.

The competitive advantage of Japan in the share of
high technologies plummeted during the 1990s, at the
same time rising in Ireland. The advantages of the
Chech Republic, Finland, Hungary, Poland, Turkey
and New Zealand declined to a great extent. The
medium-high R&D-intensive industries have under-

gone substabtial changes, resulting in improving the
competitive advantages of many countries Ê6Ë.

6. New high technology exporters

In the last decade of the twentieth century a number
of countries have made considerable advances in the
field of technology and distinguished themselves in
the development of technology as a result of their
large and long-term investments into science and
technology (S&T), and into education and R&D.
Their achievement, however, may depend on other
factors too, such as the political stability, access to
capital and the infrastructure capable of supporting
the technology progress.
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In 1987, the Georgia Tech Technology Policy and the
Assessment Center (TPAC) created the high technolo-
gy indicators (High Tech Indicators – HTI).

Starting from 1990, the analysis was conducted on a
three-year basis. The 2003 analysis was carried out on
the sample of 33 countries. 

There is a number of leading indicators important for
the countries that wish to use their potentials to grow in-
to important exporters of high technologies. The HTI
are based on the model identifying four input indicators: 

•  National orientation (NO) – the evidence that the
country undertakes steps to become technological-
ly competitive, which is shown by the country’s ex-
plicit or implicit strategies that involve cooperation
between the public and the private sectors.

•  Socio-economic infrastructure (SE) – social and
economic institutions supporting and sustaining
physical, human, organizational, and economic re-
sources important for a modern, technology based
country. The indicators include the presence of dy-
namic capital markets, the growth in foreign invest-
ments and the state investments into education.

•  Technology infrastructure (TI) – social and eco-
nomic institutions directly contributing to the coun-
try’s capacity to develop, manufacture and place
new technology. The indicators show the presence
of the systems for intellectual property protection,
the scope in which the R&D activities are oriented
towards implementation in economy, competitive-
ness in high technology development and the capac-
ity to develop qualified scientists and engineers.

•  Production capacity (PC) – physical and human re-
sources dedicated to creating industrial products
and efficiency in using these resources. The indica-
tors include the current level of high technology de-
velopment, the labour force quality and productiv-
ity, including the presence of professionals and the
innovative management practice.

The HTI are based on the model identifying three out-
put indicators as well Ê9Ë:

•  Technological position in industry and capacity of
high technology products exporting (TS),

•  Technological importance in the export mix (TE),
•  Rate of technology changes (RTC).

7. HTI indicators analysis 

On the basis of this group of indicators, Israel and China
were assessed to be top two countries among 15 countries
that were assessed (Argentina, Brasil, China, the Chech
Republic, Germany, Hungary, India, Indonesia, Israel,
Iceland, Japan, Malaysia, Mexico, the Philippines,

Poland, Thailand, the USA, and Venezuela) in 2005.
Both countries were presented as future leaders in the ex-
ports of technology products on the world markets. Israel
achieved the top position in the orientation based on
strong government and cultural support in the promotion
of manufacturing technology and occupies the top posi-
tion in the socio-economic infrastructure field due to a
large number of qualified scientists and engineers, highly
reputed economic entrepreneurship and its contribution
to scientific knowledge. Israel occupied the second and
the third positions in the two remaining indicators.

The total rating of China in 2005 is lower compared to
Israel, however with a notable rise in the total ratings
in the last two years. China improved in the fields of
all four indicators and made substantial improvements
in three: national orientation, technological infrastruc-
ture and manufacturing capacities. The number of
population has helped raise the ratings of a certain
number of indicator components. This shows the im-
pact of the effects of scope upon the advantages of de-
veloping countries, in terms of large domestic demand
for high-technology products and the capacity to train
a large number of scientists and engineers.

The rankings of Iceland and Israel were lower com-
pared to China, in the same period. The Chech
Republic and Malaysia achieved high total ratings,
due to high ratings for national orientation and pro-
duction capacity. Although their total ratings are still
not high, some countries are already setting the basis
for the production and exports of high-technology
products in the near future. Thailand, Mexico and
Argentina showed advances in each assessment in the
2003-2005 period. The rating of Thailand in 2005 was
higher due to the increase in electronics production.
The general rating of Mexico was higher in 2003, on
the basis of higher expert assessment of the national
orientation and technological infrastructure, as well as
a higher statistical ratings of students’ enrollment into
high schools and universities. The 2005 ratings for
Mexico were steady in all the three indicators, with the
rank in production capacity rising. Argentina record-
ed a gradual but steady rise in the majority of indica-
tors in 2003 and 2005.

These indicators offer a systematic method for compar-
ing the future technological capacity for a larger group
of countries than it would be possible using other indi-
cators. The results show that the groups of countries
competing on the high technology markets can extend
in the future. The result also reflect significant differ-
ences among a number of new and transitional
economies Ê9Ë.



Figure 1 shows the production capacities of high tech-
nologies in 2005 and the projection in the following 15
years. Five groups of countries are presented on the
scale from 10 to 50, where 10 presents the countries in
which there is basically no production, whereas 50 pres-
ents the countries with considerable industrial activity
with the products of technology advantages on the inter-

national market. Great Britain, Switzerland, Sweden,
the uSA, Germany, and Australia show productive ca-
pacities exceeding the anticipated future production ca-
pacities. The anticipated rise in the production capacity
of Asia and South America is highest. These measures
contribute to getting a broader insight of the global tech-
nological competitiveness.
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Figure 1. Present vs Future (15 years): high technology production capacity in 2005.

8. Forms of cooperation in the field of high
technologies

Faced with new forms of competition, many companies
invest their assets and expert knowledge to develop new
products, reach the economy of scope and the access to
new technologies and markets. One of the major factors
that prevent many firms from developing their technol-
ogy, and consequently their strategic goals is the lack of
means. The field of research and development demands
substantial financial means and a critical number of hu-
man resources. The costs of acquiring and improving
the necessary professional and technical skills as well as
of specialized equipment acquisition increase continu-
ously. Even in case of largest corporations, the leader-
ship in certain market segments they have traditionally
dominated is not sustainable any longer, as they do not
dispose of enough technological capacities to adapt to
fast changes in market demand.

Strategic alliances are a combination of joint ventures
and licencing agreements, joint research and develop-
ment activities, agreements on long-term supplying
closed between companies from different countries.
They may be made within one industry (intraindustrial)
or among different industries (interindustrial). They are
formed for a limited period in which the ownership in
the organization does not change. It is a relationship be-
tween the firms in achieving strategic goals, which cre-
ates value for the customer and profitability for the
partners. Strategic alliances are a specific form of joint
firms, that is, informal or formal arrangements between
two or more companies with a mutual goal Ê11Ë. They
are the result of the growth in global competition, the
growth in needs for investments into new technologies,
and the rise in risks. In terms of their complexity, al-
liances may be ranked between the customer-seller
business arrangements and full acquisitions. A signifi-
cant advantage of alliances is their flexibility, i.e., their
capacity to adjust to environmental changes.
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Strategic alliances function as a complex and interre-
lated innovation system, reaching by far further into
business than the traditional implementation of tech-
nology through imitation. Their strategy is to develop
the innovation process on the basis of modern tech-
nology. “In recent years, competence and knowledge
have increasingly been the focus of successful firms as
a tool to improve competitive advantage. The learning
process and the manner in which it is conducted are
closely linked to the connections and relations, that is,
to networks. A more intensive joining the networks
and their interrelation enhances the learning process
and is directly reflected upon the firm’s business per-
formance. Firms acquire knowledge and learn in vari-
ous ways. The network assisted learning process itself
is primarily affected by the characteristics of the learn-
ers themselves (their competences, ambition sharing)
and types of realtions“ Ê11Ë. 

Strategic alliances are designed for the purpose of im-
proving or dramatically changing the position due to
the development of new technologies, new products
and new markets. The alliences’ goals are generally
manyfold. For example, the goal of an alliance may be
the access to technology, acquiring a larger critical
mass and risk sharing in the future technology devel-
opment. The elementary reasons for forming strategic
alliances are as follows Ê11Ë:

•  better access to capital;
•  larger technical critical mass;
•  risk and responsibility sharing;
•  better relationships with strategic partners;
•  benefits from technology transfer;
•  reduced costs for research and development;
•  implementation of distributive skills;
•  access to marketing strengths;
•  access to technology;
•  standardization;
•  usage of side products;
•  training in management.

There are three basic types of strategic alliances Ê4Ë:
•  corpotare cooperation;
•  joint technological development;
•  outsourcing.

Corporate cooperation includes the relationship be-
tween large and small companies. Large companies
provide the capital and all the relevant market infor-
mation that contribute to creating innovative products
and services, whereas for small companies this cooper-
ation means an access to the real world of technologi-
cal development and allows for the technology flow
from external sources.

Joint technological development involves two or three
firms that join togetherfor a defined periof of time for
the purpose of conducting a research project, the ben-
efit of which is important for each of them. These can
be R&D projects, team work, exchange of technology
knowledge or joint ventures. Some firms contribute
their technological or market knowledge, others con-
tribute their managerial and operational knowledge
and skills.

Outsourcing creates direct and indirect opportunities
for the access to the business partner’s knowledge and
skills, technologies, competencies, strategic orienta-
tion Ê4Ë.

Strategic alliances can achieve a sustainable competi-
tive advantage on condition the cooperation involves
the learning transfer. They provide the framework
that helps such partnerships develop a cooperative en-
vironment in which learning is made possible for the
purpose of achieving a long-term success. Highlighting
the importance of learning halps develop individual
and organizational understanding, thus providing the
future success of strategic alliances.

9. Conclusion

The experiences in the development in the last decade
of the twentieth century show that the more physical-
capital and cheap-workforce based products and serv-
ices the country had in its exports, the poorer it be-
came. On the other hand, the countries that raised
their living standard actually achieved that prosperity
by exporting the higher-level developed  products and
services, placing them to highly demanding customers,
and simultaneously acquiring higher prices for their
products.

The technological aspect in the global world is by far
a greater challenge to small and developing countries
compared to the devoped ones. The accessibility of
modern technology solutions and their availability un-
der favourable conditions may contribute to narrow-
ing the gap as regards a substantial technology lag of
certain countries behind the developed world. Here
we should add further investments into science, into
education and into research and development. The
knowledge-based economy, guaranteeing a sustain-
able economic development, must be a priority goal in
achieving competitive advantages.

Globalization, as well as increasingly present innova-
tions in the field of technology have significantly
changed the rules of business operations on the world



markets and introduced novelty in the business orien-
tation of the firm. The struggle to capture the market
share is becoming more aggressive and more dynamic,
making survival possible only for the firms that built a
high level of flexibility and innovativeness into their
business environment.

The paper points out that, in view of dynamic interac-
tion, the  production factors determining the competi-
tive advantages in certain fields of business (technolo-
gy achievement level, ownership of capital, appropri-
ate qualification structure of staff, infrastructure, in-
formation technologies) are the crucial characteristics
of the states’ competitive advantages.

The development of high technologies of broad range
and their implementation in the process of reproduc-
tion is one of the key answers to the economic and so-
cial mechanisms of the world economy. Modern times
make it clear that advanced factors based on knowl-
edge and on developed infrastructure, on high tech-
nologies and innovations, are the bases of economic
development.
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According to the authors’ introductory notes, the
book is intended primarily for the students at the

MBA programmes, master studies and for research-
oriented undergraduate students. It is also recom-
mended to the students at doctoral studies, and to
those engaged in research in the field of modern man-
agement and business doing. 

This book is especially valuable in the preparation of the-
ses and final versions in various types of business studies,
when the results of the studies conducted by the students
are expected,  in view of concrete issues and problems.

The three basic sections of the book offer a compre-
hensive insight into the basic research methods and
techniques, accompanied by numerous examples,
notes on extended literature on the concrete field and
by problem solving activities. The first section deals
with the general importance and challenges of the re-
search into the domain of business studies, the second
conducts the reader through the research process,

whereas the final section is concerned with the analy-
sis, implementation and report writing.

In the first section, a specific nature of the research
task and process in the domain of business studies is
elaborated in detail. The authors highlight the basic
differences between the research and concrete prob-
lem solving in practice, relying on the “common sense“.
They infer that there should be no significant differ-
ences, as in solving practical problems the managers
should be knowledgeable and skilfull  in evaluating the
consequences of the decisions they make. In other
words, the managerial decision making and problem
sloving , is performed systematically, it results in a bet-
ter decision making and better results compared to the
decisions based exclusively on intuition and personal
preferences. This implies that research processes,
methods and procedures are necessary in order that we
should achieve the academic goals of disseminating
theoretical knowledge, but also that we gain precious

P. Ghuari, K. Gronhaug, Research Methods in Business Studies, Prentice Hall, 2010
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support in solving the ever present problems in prac-
tice. The researchers in the domains of business stud-
ies, therefore, pursue various objectives and orienta-
tions, from objective general issue and problem solving
to solving a specific problem of a concrete company.

Ethical issues in the reaearch area are a specific aspect
related to ethics and moral principles affecting the man-
ner in which a researcher or research teams conduct the
research activities, especially as regards “the situations
and activities which may result in a real or potential harm
of any kind and for any one“. It is a moral obligation and
a responsibility of the researchers to work out the solu-
tions to the problems honestly, frankly, accurately and
precisely. One of the most sensitive issues in this domain
is the relationship between the researcher and the sub-
ject of research in business studies. The authors quote
eight areas of the researcher-subject relationships that
may cause ethical problems: preserving the anonymity of
the subject; exposing the subject to emotional stress; ask-
ing the subject the questions that may be in collision with
his/her own interests; using special equipment and tech-
niques, such as recording the interview, video recording
or using equipment harmful to health; including the sub-
jects into the research without their consent; cheating
and lying; using force to gather information; preventing
the subjects from exercising their rights. A conclusion is
drawn that ethical issues merit attention already in the
innitial phases of the research process.

The research process starts from the activity of identify-
ing the research topic and task to the research problem

shaping and structuring, to the determining of the re-
search approach, the strategy of information gathering in
an adequate manner, the development of the possibility
of measuring and data gathering and analysis. It starts
from the analysis of the role of theory in business studies,
the stress being on the research process and the explana-
tion of the basic concepts of theory, model and knowl-
dge. A special chapter is devoted to the research prob-
lem, because the authors believe that the majority of stu-
dents encounter difficulties in formulating the research
problem and they do not make a difference between the
research problem and the research topic. The first step of
the research process is the reesarch topic that refers to
the phenomenon or topic to be explored, e.g., how firms
organize their activities, how research and development
are conducted in a business system, or how firms enter
export markets. The authors insist that the research top-
ic is not the same as the research problem, since the top-
ic is usually much broader and more generalized com-
pared to the research problem which can, for example,
be which organization structure is most efficient or
whether the firms relying on the bureaucratic organiza-
tional type are less innovative compared to the firms or-
ganized in an “organic“ manner. 

The research design is an overall plan of connecting
the set research problem with the relevant and practi-
cally applicable empirical research. This is a plan or a
framework for data gathering and analysis by which
the research type is defined – exploratory, descriptive
or causal. The research methods in this book refer to
the data gathering techniques.

Important measuring problems refer to the opera-
tionalization of research hypotheses and data. The

measuring of an empirical research is a difficult task
since the quality of information largely depends on the
procedures used in data gathering and analysis. The
basic truth is stressed in the  “garbage in, garbage out“
postulate which highlights a high level of interrelation
of all research activities in the data gathering and
analysis phase with the concrete conclusions as re-
search results. A special part is devoted to measuring
in qualitative research, as well as to various types of da-
ta sources and to identifying the right type of data for
particular research. The advantages and disadvantages
of primary and secondary data gathering are analysed.

Research in the business studies relies heavily on da-
ta gathering and the authors, Pervez Ghauri and Kjell
Gronkaug offer an elaborate explanation of this
phase of research, in the first place explaining the dif-
ference between qualitative and quantitative data
gathering methods,  illustrated by the analysis of situ-
ations respective to one or the other type. Expalined
are the basic methods of business research such as
polls, interviews and focus groups. The authors con-
tinue to explain the  sampling and the basic activities
in preparing the data analysis, describing the role of
statistics in the data analysis and presentation. The
data analysis is presented by qualitative and quantita-
tive analysis methods, and also presented are the
widespread techniques of statistical analysis. Special
attention is paid to the case study as a method and
methods of its use are explained with an additional
emphasis that in case of complex situations of cross-
cultural research, additional caution is required in
setting the research problem, data gathering and se-
lection of methods for their analysis.

Finally, the report writing, composing the project re-
port comprising all the results of the research is a very
important research phase in which one should be con-
cise, consistent and convincing, showing the necessary
evidence and arguments supporting the conclusions
inferred. The report structure is analysed part by part
with appropriate examples and instructions for the use
of notes and bibliography related to different types of
reports, such as theses, oral presentations or written
reports prepared for publication.

Dr Maja Levi Jak{i}
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